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The Portland City Hall

On the cover is the rotunda and 4" Avenue main entrance to Portland’s
historic City Hall, built in 1895. Diane Bilyeu, an employee in the Office of
the City Auditor, took the handsome photograph of the east side of the
building using an Olympus C3040 Zoom Digital camera; the photo was
edited with Adobe Photoshop 7 software.

Citx Hall was designed by Portland architects Whidden and Lewis in a
16"century Manneristic Renaissance style. The ‘exterior is made from
sandstone quarried in Wyoming while the Aberdine granite columns
surrounding the 4" Avenue entrance were imported from Scotland. Marble
floor and wall materials inside the building were imported from France

and ltaly.

During major renovations in the 1930’s, the original light courts in the
main lobby were closed off, Council Chamber windows (seen above the
columns) were sealed, the area in front of the grand entrance on 4t
Avenue became parking for City workers, and the main entrance to the
building was moved to 5" Avenue.

In the 1990’s, the City undertook a $29 million restoration of the building.
The light courts were restored, Council Chambers were returned to their
original orientation and completely remodeled, seismic improvements
were made to.bring the building up to current codes, and once again the
4" Avenue rotunda became the main entrance. On March 30, 1998, City
Hall was rededicated for another century of service.
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Budget Award

The Government Finance Officers Association of the United States and Canada (GFOA) presented an award of
Distinguished Budget Presentation to the City of Portland, Oregon for its annual budget for the fiscal year beginning
July 1, 2001.

In order to receive this award, a governmental unit must publish a budget document that meets program criteria as a
policy document, as an operations guide, as a financial plan, and as a communication device.

The award is valid for a period of one year only. We believe our current budget document continues to conform to
program requirements, and we are submitting it to GFOA to determine its eligibility for another award.

®

GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO

City of Portland
Oregon

For the Fiscal Year Beginning
July 1, 2002
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President Executive Director




User’s Guide

User’s Guide

The FY 2003-04 Adopted Budget document consists of three volumes. Volume One
contains general information about the City of Portland budget, and presents the budgets of
the City's bureaus and offices. Volume Two has information about the City's funds and
Volume Three contains detail on the City’s capital projects.

VOLUME ONE — BUREAU BUDGETS ~ PROGRAMS AND SERVICES

User's Guide

Mayor's Budget
Message

Budget Overviews

Service Area
Information

This outline describes the elements of Volume One.

Mayor Vera Katz presents a budget message, highlighting the challenges, opportunities,
uncertainties and decisions that she and the City have faced in the development of the
Adopted Budget for FY 2003-04.

Budget Overview

The Overview summarizes the City budget from a technical perspective, links decisions and
programs to City Council goals and strategic issues, presents Citywide data and summarizes
the budget decisions incorporated into the Adopted Budget.

Financial Overview

The Financial Overview provides a summary of the financial planning process and the five-
year financial forecast. It also highlights key revenue and expenditure trends and issues.

Financial Tables

These are a series of financial summaries of operating and capital revenues and
expenditures, both Citywide and for specific bureaus and funds.

City bureaus are categorized into service areas based on the nature of their programs and
services. Each Service Area section of the budget document presents a summary description
and highlights of the relevant bureaus. This is followed by the proposed budgets for each
bureau in the service area.

Public Safety

Parks, Recreation and Culture

Public Utilities

Community Development

Transportation and Parking

Legislative, Administrative and Support Services

* & &6 6 o o

VOLUME TwWO — FINANCIAL BUDGET

Financial Summaries

Fund Summaries

Tables at the front of Volume Two summarize the City budget across all funds. The tax levy
computations and urban renewal tax certifications are included. Tables summarizing
outstanding debt held by the City complete the financial summaries.

Presented in the same service area order as Volume One, this section details the resources
and expenditures of each City fund, with brief supporting narrative.

City of Portland, Oregon - FY 2003-04 Adopted Budget 1



User’s Guide

Appendices The appendicies include three sections of documents supporting development of the City’s
budget:

1. Financial Plans: The financial plans of the General Fund and the enterprise funds are
included to provide a more detailed information about the financial context and
implementation decisions made in this budget

2. Financial Policies: These policies provide a framework for financial and budgetary
decisions, especially during times of constrainted or constricting resources in tension
with increasing expectations for services. Financial policies also provide for a basis for
stability over time, leavening more immediate interests and issues.

3. Ordinances: The ordinances that formally adopt the budget and levy taxes are included
here. Also presented is the letter of certification of the City’s Approved budget by the
Multnomah County Tax Supervising and Conservation Commission.

VOLUME THREE - CAPITAL BUDGET

Overview of Capital Includes an introduction to the City’s Capital Improvement process, explains the decision

Budgeting process for General Fund projects, an overview of the five-year capital budget, highlights of
the FY 2003-04 General Fund capital budget, highlights of the FY 2003-04 capital projects
for the ‘other’ funds,

Citywide Summary Various tables which present the projects by Service Area, including anticipated changes to
operating and maintenance costs. the tables also present a five year forecast of the capital
budgets.

Capital Projects Detail This section also describes each capital project, its location, five year cost estimates and
sources of revenue for the projects, and any change to operating and maintenance costs.
The projects are presented by Service Area.

Questions If you have any questions about the use of the document, or the City’s budget, please call
the Financial Planning Division in the Office of Management and Finance at (503) 823-
5288.

2 City of Portland, Oregon — FY 2003-04 Adopted Budget






Mayor’s Message

FISCAL BACKGROUND

Over the last four years, there have been reductions or reallocations of over $32 million in
the General Fund of the City. This is done, in part, to ensure our budget will be in balance
over a five-year period, based on financial forecasts that provide reasonable certainty of
available resources for public services.

¢ During FY2000-01 and FY2001-02 we reduced internal administrative costs by over
$10.4 million and moved the savings to fund services such as police, fire and parks.
This also provided savings for our utility and transportation bureaus.

The FY 2002-03 budget reduced Current Service Level budgets by over $12 million

« Budgets were reduced twice during FY 2001-02. The first reduction was $4.1 million,
the second $3.0 million.

This has real impacts on programs and services, as well as jobs. Over the last four years we
will have reduced over 110 General Fund positions; 46 of these positions are police officers.

Even with these substantial reductions, budgeting over a five-year period accomplishes two
significant objectives. One, it demonstrates to the financial institutions the City's ability to
successfully manage its resources, even in difficult financial times. Our 30-year history as a
Triple-A bond rated city, one of the few in the US, allows us to secure bonds at the lowest
interest rates available. That means essential capital projects cost less overall.

Two, our budgeting practices allow the City to provide a stable funding stream for basic
public services, and prevents us from adding new services and programs that will inevitably
need to be cut in the near term.

This is a difficult budget, reflecting difficult times. As is my practice and the practice of the
commissioners, we strive to promote decisions that will address more than one issue,
priority, or objective. You will see that the major budget decisions City Council has adopted
do exactly that.

APPROACH TO RESTRUCTURING THE BUDGET

PERS savings helped offset
the budget reductions.

At the beginning of this budget process, the gap between being able to provide the current
level of service and available resources was $5.75 million. By the end of February that gap
grew to $7.6 million.

Working with the bureaus and the Office of Management and Finance (OMF), We were
able to narrow that gap back to approximately $5.3 million. We reduced general fund costs
by an estimated $1.3 million by assuming Public Employee Retirement System (PERS) rate
reform savings. Savings to other funds are estimated at $4.2 million.

Other enterprise bureaus, such as the Bureaus of Environmental Services (BES) and Water,
will use their PERS savings to control rate increases. The rate increase for Environmental
Services is limited to 6.2%. For Water the increase is limited to 6%. Both are less than
originally requested by these respective agencies. The increase in sewer costs to the average
residential homeowner is estimated at $1.00 per month. For water service the increase is
$2.18 per month.

City of Portland, Oregon — FY 2003-04 Adopted Budget



Mayor’s Message

Major maintenance of the
City's deteriorating
infrastructure will again be
deferred until funds are
available

Unfortunately, we had to reduce the growth in General Fund capital set-aside. This fund was
forecast to grow to over $6.0 million by the end of the five-year forecast. It is now held
constant at $3.2 million per year. This is a short-term solution used in difficult times, but
this does not bode well for the future. This short-term solution affects our ability to maintain
public infrastructure, for our General Fund Bureaus. While this is an acceptable action that
allows us to maintain critical services at a higher level, it is not an acceptable long-term
policy. The city already faces substantial unfunded capital liability. Long-term we must find
the means to reduce that liability and avoid the consequence of higher cost in the future.

The final major reduction in the General Fund was one million dollars a year that supports
Street Lighting. The Portland Office of Transportation (PDOT) will back fill this reduction
for one year through the use of contingency funds. By the second year we anticipate that the
State Legislature will have met its responsibility of increasing funding for roads and
bridges. If not, we face major finance problems and continued infrastructure deterioration to
our transportation system, critical to our economic vitality

We also encouraged and worked with the bureaus to control costs in the current fiscal year
to ensure we maintain our budgeted beginning balance and have funds sufficient to address
the increased local costs associated with increased need for security related to national
foreign policies and domestic threats.

The reductions we are making in the General Fund this next year added to the cuts made
during the previous three years make the budget decisions even more difficult.

MAJOR BUDGET DECISIONS

Public Safety

Emergency management
efforts will be centralized and
under my direction.

We have worked extremely hard to minimize the impact to public safety. Public safety
represents 65% of our General Fund discretionary budget making it impossible to avoid
reductions in this area. Public Safety remains a priority in my budget.

« Public safety bureaus are limited to reductions of 2.2%. For the Police Bureau, this
represents $2.5 million.
e 46 police officer positions are left unfunded throughout the five years of our forecast.

An additional $517,000 is set aside in contingency to cover possible overtime such as
experienced in the weeks surrounding the Iraq war.

The Fire Bureau is cutting $1.5 million from last year's service level budget. Even with
these reductions, the good news is that no fire stations are closing, and operating costs for
the station scheduled to come on line in FY 2006-07 (Station 21) are included in the five-
year forecast.

We have realigned existing emergency management efforts scattered throughout various
bureaus into a new bureau, the Office of Emergency Management and increased net General
Fund support for emergency management efforts by $77,000. These resources will be used
to improve planning and coordination internal to the city and with our regional partners.

We have expanded our community policing online efforts by taking what we have learned
in Portsmouth on "virtual public involvement", what I call the e-back fence, and merge it
with Portland Online. This will enhance electronic access to crime data and other
information pertinent to the neighborhoods on a citywide basis. $140,000 has been
earmarked for the expansion.

City of Portland, Oregon —FY 2003-04 Adopted Budget



Mayor’'s Message

Economic
Development

Efforts that stimulate the
local economy will continue
to be funded.

River Renaissance

Funding is continued for improvements to the 800MHz radio system, for the Public
Emergency Notification System (PENS) and NET 8. NET 8 is a channel on the radio system
that allows police officers to make information requests, such as warrants. It is available 24
hours a day and enables the officers to focus on their duties and suspects on location, rather
than having to move themselves to another site to receive information.

Regulatory Reform and Code Audit

In response to the Auditor's report on improvements needed "to update and improve City
building and land use regulations that hinder desirable development,” additional staff time
was necessary. This budget reprioritizes the use of existing staff in Bureau of Development
Services (BDS), adds 2 positions in BES, adds 2 positions in Planning, and 2 positions in
PDOT.

$150,000 is allocated to perform an audit of the existing code to rethink how we use the
code to achieve city goals while maintaining flexibility and innovation.

Small Business Advocate

This position, which has been very successful in the pilot stages, will be jointly funded by
Portland Development Commission (PDC) and the City's General Fund to ensure our small
businesses have the support to weather this recession and thrive in the future.

New Columbia - HOPE VI support

The Hope VI project, the complete rebuilding of Columbia Villa, is a public and private
partnership budgeted at over $140 million. The City and PDC have committed $20 million
in support. City bureaus involved include BES, Water, PDOT, Parks, Bureau of Housing
and Community Development (BHCD).

Housing

This recessionary budget continues our efforts that address the need for affordable housing
through a total allocation of over $94 million. This funding, which is a combination of
federal grant funds and urban renewal funds, will spur additional economic development
through job creation and business expansion,

During these tough times, we will also assist our homeless residents through over $5 million
for temporary housing, programs and services.

Economic Development

The City will continue its support of economic development activities outside of Urban
Renewal Areas through the inclusion of over $900,000 in General Fund support and
$536,000 in BHCD funds. This will be used to leverage over $27.6 million in PDC funds.

We will continue our earlier emphasis on working to ensure we have a "vibrant city
anchored by the banks of a healthy Willamette River". We are moving from planning to the
construction of actual projects. This budget, partnered with other efforts, includes funding
for six specific projects that should be highlighted:

City of Portland, Oregon — FY 2003-04 Adopted Budget



Mayor's Message

Continued emphasis on our
natural environment will
increase livability, preserve
our rich resources and spur
economic development.

Education

Government
Efficiency

We will continue our efforts
to ensure an efficient and
effective government that
support our citizens.

L 4

Restoration and park improvements in Crystal Springs to replace three fish blocking
culverts in the Westmoreland Park area.

Continuing Fanno Creek protection efforts by removing 14,000 square feet of
impervious service adjacent to the creek

Property acquisition along the banks of Johnson Creek that will provide natural flood
storage and fish and wildlife habitat.

Restoration along Kelly Creek at the confluence with Johnson Creek through
contouring and native wetland vegetation,

Smith and Bybee Lakes restoration will allow resting habitat for salmonids migrating
along the lower Willamette,

Revegetation projects are funded along the Willamette covering nearly 50 acres.

The combined cost of these projects is over $1 million. We will partner with the Corp of
Engineers, allocating $481,000 in city funds.

The City, working with the business community, has committed up to $20 million in FY
2002-03 to support Portland schools. The business community has agreed to tax itself $6
million per year for the next three years to fund our local schools.

In addition to the business taxes, the Council supported the personal income tax surcharge
passed by Multnomah County voters that supports schools, law enforcement and social
services countywide.

School police and after school programs, such as SUN Schools, through the Parks Bureau,
will continue to be funded.

These are short-term education funding stop-gap measures that will buy time to allow the
pursuit of other options. The State Legislature must fulfill its responsibility to adequately
fund our public schools. Our schools are at the heart of livability for local jurisdictions
throughout the State. Further shortening an already short school year or further increasing
already over-crowded classrooms is not a solution, it's a tragedy that will have long term
consequences for our residents.

Reductions over the previous three years and continuing into this next year have required us
to do business differently. The major efforts in that regard for next year include:

L 4

Regulatory Reform and code audit mentioned previously

Establishment of the Office of Emergency Management

Implementation of ‘Managing for Results’. This initiative builds on the performance
management and reporting efforts currently taking place in the city. The effort will
develop a more systemized approach to overall strategic planning, performance
management, budgeting, and improvement to performance reporting such as the
nationally recognized performance measurement efforts highlighted in the budget
documents and the Service Efforts and Accomplishments report.

Consolidation of our communications and technology services into one bureau.
Relocating housing inspections to the Office of Neighborhood Involvement to improve

coordination and customer service in the neighborhoods. We hope to leverage this with
the Planning Bureau effort to move some planners out into the neighborhoods as well.

Closer scrutiny of bureau miscellaneous expenditures, including out-or town travel. I
will be asking the Council to adopt a policy requiring their approval of all out-of-town
travel for bureaus within their portfolio.

City of Portland, Oregon ~FY 2003-04 Adopted Budget



Mayor's Message

CONCLUSION

o Tighter controls on the hiring of consultants and technical experts both in the hopes of
decreasing costs but also increasing business with minority and women owned business
opportunities with the City.

These efforts are in addition to the past three years of reductions and improvements
undertaken as part of the Administrative Service Review. That effort resulted in over $10
million in administrative savings that were reprogrammed to support the direct delivery of
services to citizens.

Our insistence upon adhering to financial policies that ensure we undertake all budgeting
and planning decisions with a minimum five-year time horizon may make our reduction
appear to be less drastic than those of other local and national jurisdictions. Nonetheless, the
reductions are real, and will be seen and felt by our citizens. With careful decisions, we are
able to continue to provide basic services, but at levels that will be inadequate to maintain
the quality standard of living over the long-term that our citizens have come to expect.

There have been no easy choices in adopting this budget. I am hopeful the economy will
begin to recover in the near future and prevent additional service reductions in 2004-05.
Longer term we must restore our service levels if we are to maintain the livability of our
city. In the interim, [ pledge to continue my commitment to sound fiscal management of the
limited public resources that has contributed greatly to the City's overall financial stability. I
know from past experience that the Council joins me in that challenge.

(/mg‘ﬁaré/

Vera Katz
Mayor
City of Portland, Oregon
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INTRODUCTION

Portland’s annual budget
implements Council goals
through long-range strategic
plans.

Overviews

City Overview

This section of the FY 2003-04 budget document provides general information on the city
of Portland, its demographics, and its government management systems. The information
will help the reader understand the environment in which decisions are reached during the
budget process. It will also make it easier to examine and understand other sections of this
budget document.

Portland's budget document reflects City policies, goals, and priorities. Reviewing how
revenues are collected and spent, readers of the budget are actually watching policy at work.
The budget implements the City's long-range strategic and financial plans and serves as an
operations guide for the government and its activities. It is also a communications tool,
informing residents of the short- and long-term issues and challenges confronting the City.
The budget document reflects the goals of citizens and leaders alike.

DECISION PROCESS

Bureau program budgets
have a long-term perspective.

City of Portland, Oregon —FY 2003-04 Adopted Budget

The budget process begins and ends with a policy orientation. The City's strategic plan,
Portland Future Focus, continues to provide an overall road map not just for the City, but
also for its neighboring governments. It helps ensure budgetary decisions are consistent
with Portland's vision for the future.

Citizen involvement in the budget process is extensive. At the onset of the budget process,
the City Council reviews overall goals and sets priorities. Every other year, the Council
conducts an extensive public information and survey process, “Your City-Your Choice”, to
generate direct public input on City service priorities. The information derived from this
process is used to finalize the Council's goals, priorities, and action plans for the annual
budget cycle. (The “Your City-Your Choice” process was not used for the 2003-04 budget.)
The Mayor’s Message outlines the Council’s priorities and how they are incorporated in this
budget.

The City's major bureaus also develop strategic plans and five-year financial plans to assist
the Council in weighing short-term decisions against long-range requirements. These plans
support the City’s strategic plan. Council holds work sessions with key bureaus to discuss
short- and long-term issues to be addressed in the budget process.

Council efforts to establish goals and priorities, explore issues, and contemplate long-range
financial plans, enable the Council to give direction to the City's major bureaus prior to the
submission of formal budget requests. This initial planning ensures each budget also
responds to Council priorities over the long term.




City Overview

C1TY OF PORTLAND CHARACTERISTICS

Basic Statistics

Recreation

Nearby Cascade mountain
peaks, the Columbia Gorge,
and city parks provide
abundant opportunities for
lovers of the outdoors.

Current sports teams delight
fans.

The city of Portland, with a population of 538,180, comprises an area of approximately 146
square miles in northwestern Oregon. Located astride the Willamette River at its confluence
with the Columbia River, Portland is the center of commerce, industry, transportation,
finance, and services for a metropolitan area of almost 2.0 million people. (The Portland/
Vancouver Primary Metropolitan Statistical Area includes the Oregon counties of
Clackamas, Columbia, Multnomah, Washington, and Yamhill, and Clark County in
Washington). Portland is the largest city in Oregon, the seat of Multnomah County, and the
second largest city in the Pacific Northwest.

Natural Areas

Portland is situated in the heart of a vast and diverse recreational area encompassing desert,
marine, forest, and mountain environments. The city is a convenient point of departure for

Pacific Ocean beaches, located 78 miles to the west, and the forested Cascade mountains to
the east.

Among the snow-capped peaks is 11,235-foot Mt. Hood, one of the world's most climbed
mountains and home of the world famous Timberline Lodge, only 60 miles from Portland.
There are two major ski resorts on the mountain. On a clear day, Mt. St. Helens, an active
volcano, is visible to the north.

The Columbia River Gorge National Scenic Area is within 20 miles of downtown Portland.
The gorge presents opportunities for swimming, hiking, boating, sailing, and camping, and
is a world center for sail boarding.

The city itself contains many beautiful parks, forests, trails, and wetlands including the 40-
Mile Loop (a trail of now much more than 40 miles intended to circle the city) and Forest
Park, at 5,000 acres the largest wilderness park in the United States.

Visitor Opportunities

Because Portland is Oregon's largest city and the center of business and transportation
routes in the state, it attracts many tourist and business visitors. A major symphony, the
Rose Festival, art and historical museums, the Oregon Museum of Science and Industry, the
Western Forestry Center, the Classical Chinese and Japanese Gardens, the International
Rose Garden, and the Oregon Zoo are a few of Portland's cultural and recreational
attractions.

Portland’s professional sports teams include the Trail Blazers of the NBA and the Winter
Hawks, a professional hockey team. The city’s main arena, the Rose Garden, was opened in
October 1995 as a private and public sector joint venture.

A $38.5 million renovation of the city’s Civic Stadium, now called PGE Park, has brought
the Triple A Beavers baseball and Portland Timbers professional soccer to Portland. The
refurbished stadium also provides the city with a modern, updated, venue for concerts and
community events.

The Economy Shipping and Other Port Facilities
Portland is the leading warehousing and distribution center for the Pacific Northwest,
serving a market area of about seven million people. Portland's deep water location on the
Columbia River gives it substantial geographic and economic advantages for freight
shipping.

10 City of Portland, Oregon — FY 2003-04 Adopted Budget



City Overview

A diverse economy is key to
Portland’s success.

Downtown has witnessed a
building boom in recent
years.

The Pearl Districtis a
highlight of Portland
redevelopment.

The downtown Transit Mall is
at the heart of the Tri-Met's
regional system.

The Columbia River shipping channel is maintained at a depth of 40 feet from the Portland
harbor to the Pacific Ocean, 110 miles downstream. Portland is a regular port-of-call for
many shipping lines serving major world trade routes. The Port of Portland, the
governmental unit responsible for air and marine port facilities, offers outstanding
opportunities for expanding export industries, investments, business, and travel. The Port
manages Portland International Airport, which is starting to return to pre-September 11th
levels of ridership.

Manufacturing

Portland’s economy has slowly diversified over past decades. Steady growth in non-
traditional sectors, such as the manufacture of electrical equipment, instruments, and related
products, has placed Portland in an economic structure that shows continued strength,
typically exceeding national economic growth.

Semiconductor manufacturers, such as Intel and Wacker Siltronic, have established major
facilities in the region. Tektronix, Nike, Boeing, Kaiser Permanente, and Fred Meyer are
some of the other major employers in the Portland metropolitan area.

Strong Downtown Core

The City's financial commitment to its downtown has resulted in one of the nation's most
attractive urban cores. Development activity has balanced well with strong gains in housing,
retail, and office space. The downtown area has experienced one of the strongest building
expansions in its history.

Several major hotels have been built or renovated over the past few years. In 2002, Portland
saw the opening of the new Hilton Executive Tower while the former Imperial Hotel was
reborn as the Hotel Lucia.

The City of Portland maintains strong historic preservation and multifamily housing
programs. This assistance in the preservation of downtown housing and historic structures
has created a unique urban atmosphere. The blend of old and modern facilities enhances
downtown livability. This livability is exemplified by the Pearl District, a modern mix of
loft apartments, condominiums, small shops, and galleries, built in an area north of
downtown formerly used for warehouses and factories.

Mass Transit

The Tri-County Metropolitan Transportation District (Tri-Met) provides transit services
throughout the metropolitan area. Tri-Met operates 100 bus lines and provided 63.2 million
bus rides in 2002. In October of 2002, the total system provided more than 300,000 daily
weekday trips. System ridership continues to grow, with total ridership increasing more than
five-fold during the past thirty years.

The centerpiece of the system is the downtown Transit Mall. Fifty bus routes go through
this 36-block area providing easy connections between buses and light rail. The Transit
Mall is at the center of a Fareless Square area, which includes the heart of downtown
Portland and extends to the Lloyd Center on the east side of the Willamette River.

MAX, Tri-Met's nationally recognized light rail system, runs on a 33-mile line between
Hillsboro (18 miles to the west of downtown) and Gresham (15 miles to the east). In 2001, a
5.5 mile spur to the Portland airport was added.

City of Portland, Oregon —FY 2003—-04 Adopted Budget 11
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The city’s newest light rail
line will be completed in
2004.

Portland is one of the first

cities in the country to have
waterways listed under the
Endangered Species Act.

Metro is the country’s only
elected regional government.

Portland State University’s
new urban plaza sits the city’s
new streetcar line.

Many fine schools dot the
Portland landscape.

Work is about 80% complete on the Interstate MAX line, which will run from the Rose
Quarter in inner Northeast Portland to the Expo Center in North Portland. This 5.8 mile
extension is anticipated to be in operation by the Fall of 2004. MAX lines have added
significant economic value to the region. To date, $3 billion has been invested in new
development within walking distance of the 54 MAX stations.

Working with Tri-Met, the City constructed a 2.1 mile streetcar line. The line began
operating in October of 2001 and runs from Northwest Portland, through the rapidly
developing Pearl District, to Portland State University’s urban plaza.

The Region and Its Environment

Portland, like other municipalities, works to maintain a high quality of life and a healthy
environment, Under the Endangered Species Act, steelhead and salmon within Portland area
watersheds were listed as threatened species. In that context, the City has to carefully
balance environmental, recreational, and commercial concerns as it develops both banks of
the Willamette River through the River Renaissance project.

As part of the development of the long neglected east bank, the City opened the East Bank
Esplanade, a 1.5 mile long trail running along the river opposite the downtown skyline. The
trail includes a 1,200 foot long floating walkway, the longest of its kind in the United States.
Developed for walkers, joggers, bicyclists, citizens in wheel chairs or on skates, the new
esplanade gives visitors unparalleled views of downtown Portland and provides a unique
perspective on the river and Portland’s eastside.

Under Oregon land use law, the Portland area is surrounded by an urban growth boundary.
Metro, the country’s only elected regional government, manages the boundary and growth
within it. Balancing growth with the maintenance of natural amenities is one of the region’s
major challenges.

Citizens concern for open space was demonstrated through passage of a $135.6 million
open space acquisition bond measure in 1995. Metro is using the bond funds to purchase
more than 6,000 acres of natural areas, trail corridors, and greenways.

Post-Secondary Education

Portland State University (PSU), one of the three large state universities in Oregon and the
largest in the Portland area, is located on a 26-block campus adjacent to the downtown
business and commercial district. As part of its nationally recognized University District
Plan, PSU opened a new public administration building and urban plaza in 2001 and plans
to build a new $70 million Northwest Center for Engineering, Science, and Technology
center nearby. The center is scheduled to open in 2005.

The Portland area also hosts many other notable institutions, including public, private, and
health-oriented schools. Portland, Mount Hood, and Clackamas community colleges
provide excellent and affordable two-year programs for many area residents. Private
institutions like Lewis and Clark College, Reed College, and the University of Portland
have each graduated outstanding leaders in diverse fields. Three of the nation’s leading
health science are found in Portland: Oregon Health Sciences University, National College
of Naturopathic Medicine, and Western States Chiropractic College.

These educational assets, plus clean water and air, cultural diversity, architectural beauty,
and the relative ease of getting around, combine to make Portland a popular, livable city.

Portland is consistently rated as one of the best cities in the United States in which to live
and do business.
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A PROFILE OF PORTLAND'S CITIZENS

Source: US Census Bureau

Percent Percent Growth or
General Characteristics 1990 of Total 2000 of Total Decline
City Population
Total ' 437,319 538,180 23.1%
Female ' 225,405 51.5% 267,556  50.6% 18.7%
Male ' 211,914  48.5% 261,565 49.4% 23.4%
Age
Below 5 years 30,314 6.9% 32,300 6.0% 6.6%
6 to 24 years 110,264 25.2% 133,715 24.8% 21.3%
25 to 44 years 159,815 36.5% 183,604 34.1% 14.9%
45 to 64 years 73,269 16.8% 118,339 22.0% 61.5%
65 years and older 63,657 14.6% 61,163 11.4% -3.9%
Race/Ethnic Distribution??
African American 35,115 6.5% -
Asian 33,470 6.2%
Hispanic 36,058 6.7% —ee-
W hite EEES ---- 412,241 76.6% -
Other 26,340 4.9%
Education (Age 25 or greater)
High school or less 125,054 42.0% 133,073 36.6% 6.4%
Some college through Associate degree 95,423 32.0% 112,080 30.8% 17.5%
Bachelor's degree 50,212 16.9% 77,321 21.3% 54.0%
Graduate degree 27,047 9.1% 41,377 11.4% 53.0%
1a. Total city of Portland population data is for 2002 and comes from the Portland State University Population Research Center.
Comparable gender, age, and race/ethnic data are not availabie at this time.
1b. Gender data is from the US Census Bureau, for the 2000 census. Total city of Portland population in 2000 was 529,121,
2. Race and ethnic data before 2000 are not comparable as the US Census Bureau changed its methodology for the 2000 census.
3. Percentages add to more than 100%; some respondents report more than one race or ethnic group.
Percent Percent Growth or
Portland At Work 1990 of Total 2000 of Total Decline
Occupation *
Management, professional, and related ———- ——- 102,760 33.2% —=n
Service 41,441 30.8%
Sales and office ---- 73,250 12.9% ----
Farming, forestry, and fishing 679 0.9% ----
Construction, extraction, and maintenance 19,405 9.6%
Production, transportation, and material
moving 38,546 12.6%
Total employed - 16 years and over 218,750 276,081 26.2%
Median household income (2002 dollars) ° $37,108 ---- $43,327 ---- 16.8%
4. The census used a new system to categorize occupation in 2000. 1990 data are not comparable.
5. The comparison is 1989 to 1999 data.
Percent Percent Growth or
Housing in Portland 1990 of Total 2000 of Total Decline
Housing Units
Number of owned units 99,206 53.0% 124,767 55.8% 25.8%
Number of rented units 88,062 47.0% 98,970 44.2% 12.4%
Median home price (2003 doHars) $82,216 $164,975 100.7%
Building permits issued s 2,562 1,672 -34.7%

6. The comparison is 1990 to 2001 data.

City of Portland, Oregon —FY 2003-04 Adopted Budget
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City Overview

FORM OF CITY GOVERNMENT

Portland has a modified
commission form of
government --- rare in the
United States.

Mayor and Commissioners
act as legislators and
administrators.

The City Auditor is an elected

position.

CITY TRENDS

Trends data will next be
updated for the FY 2004-05
budget.

Rapid Growth

Revenue Base Adjusts
to Property Tax
Limitations

The city of Portland, incorporated in 1851, is a home rule charter city. The City Charter is
the basic law under which the City operates and can be amended only by a vote of the
people. In 1913, a modified commission form of government was created, which is rare in
cities as large as Portland.

The Charter provides for five non-partisan Council members, called Commissioners,
including the Mayor. They are elected at-large to four-year terms. The positions are full-
time and salaried. The City Auditor is also elected and required by Charter to be a Certified
Public Accountant. The Auditor is not part of the Council and has no formal voting
authority.

The Mayor and Commissioners act as legislators and administrators. Thus, Council
members are responsible for enacting City laws, enforcing City laws, and administering
bureaus under their supervision. Figure 1 on page 14 depicts the City's current
organizational chart.

The Mayor is the formal representative of the City, responsible for assigning each of the
commissioners responsibilities for one of five departments: Finance and Administration,
Public Affairs, Public Safety, Public Utilities, and Public Works. The Mayor also decides
which agencies the commissioners will manage. The Mayor can change these assignments
at any time. Traditionally, the Mayor has been the Commissioner of Finance and
Administration. Current assignments are shown in Figure 1 on page 14.

The Auditor receives and maintains all documents relating to the accounts and contracts of
the City, including its debts, revenues, and financial affairs. The position is responsible for
conducting financial and performance audits of City bureaus and their functions. In
addition, the Auditor's Office serves as the Council Clerk, responsible for the processing
and filing of all official Council actions.

The City operates under the provisions of the City Charter and City Code, which are
consistent with the Oregon Constitution and State law (the Oregon Revised Statutes).
Ordinances are passed by a simple majority vote of three of the five Council members.

The following trends and ten-year comparison charts provide important information to city
residents and City management. The ten-year trends shown were current through calendar
year 2001 and are updated every two years. Only the workforce diversity (Figure 2) and
population growth data have been updated. All trends will next be updated later in 2003 and
the data will be revised for inclusion in the FY 2004-05 budget. Consequently the bulk of
the following information is the same as that published in the FY 2002-03 budget.

Over the last ten years, primarily as a result of an aggressive annexation program, the city
has experienced significant growth. The area served has increased by 7.5%, with residents
served increasing by about 18%. Projections indicate that over the next two decades the
Portland metropolitan area can expect over 500,000 new residents.

In response to ballot measures that limit property tax growth, City operating revenues have
had to diversify to maintain the base necessary to meet citizen service demands. While
property taxes have declined as a percentage of operating revenues, user fees and elastic
revenues, such as business license and franchise fees, hotel/motel taxes, and building permit
fees have increased.
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Demographic Data
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Rapid increases can be a negative trend if service demands
increase faster than revenue growth. Similarly, declines in
population can reduce demand and revenue requiring cuts
in expenditures.

Total city population has increased about 17% over the
past ten years - from 459,300 to 538,180. Annexations
have added over 18% or approximately 100,000 residents.

Declining income per capita is a warning trend indicating
general economic problems and potential declining ability
of citizens to provide tax resources for government
services.

Income per capita has increased yearly since 1993. Total
increase is 15% over the past ten years to an estimated
$32,496 in 2000.

Declines in the number of jobs indicates potential
problems with economic vitality and can contribute to
higher unemployment rates.

Over 80,000 jobs were added in Multnomah County from
1992 to 2000. There were over 453,000 private and public
sector jobs in 2000, more than any time in history.

Job growth has been most significant in services, retail
trade, construction, transportation, and local government.

Assessed property value is a measure of the taxable value
of real, personal, and utility property in the city. Market
values are an indicator of sales value and can be an
indicator of economic vitality.

Assessed values mirrored market values and increased
steadily from 1990 through 1997. In 1998, assessed values
dropped 18% as property tax limitation Measure 50 rolled
assessed values back to 90% of 1996 values and limited
future growth to 3% a year plus the value of new
construction.

City of Portland, Oregon — FY 2003-04 Adopted Budget
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Revenue Trends

Revenue Trends
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User charges are designed to cover all or part of the costs
of services like recreation programs, building permits, and
parking control. Such fees typically keep pace with
inflation.

Per capita, city residents paid an average of $43 in user
fees in 1992 and $69 in 2001. Fees for parks and recreation
use, rents and reimbursements, and building and
development fees have grown the fastest.

Property taxes are paid on the assessed value of real,
personal, and utility property. City property taxes are also
generated by separate levies that support police and fire
pension benefits and various capital improvements.

Due to property tax limitations measures passed in 1991
and 1997, growth in this type of revenue has been limited.
Property taxes now represent about 40% of operating
revenues, down from 43% in 1996.

Operating revenues include property and gas taxes,
business licenses, user fees, intergovernmental revenues,
and other general police, fire, parks, streets, and central
administrative revenues.

Declining revenues per capita could signal the City’s
inability to provide existing services as the population
grows. The declines in 1992 and 1998 were largely the
result of passage of property tax limitation measures 5 and
50 respectively.

Elastic revenues are those highly responsive to economic
conditions. These include business licenses, utility
franchise fees, motel and hotel taxes, and building permits.

Adjusted for inflation, elastic revenues have grown over
the past 10 years, increasing by 46% since 1992.

Business license fees are the largest and fastest-growing
source of elastic revenue. Overall, these revenues comprise
24% of the City’s net operating revenue.
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Expenditure Trends

Millions Operating Expenditures
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Operating expenditures include personnel, materials and
services, and capital costs for public safety, parks and
cultural activities, community development, transportation
and parking, and legislative and administrative services.

Spending per capita has grown about 7% more than
inflation over the last 10 years.

Community development programs had the largest
increase - 106% - due to affordable housing commitments,
development, planning and building activities, and local
neighborhood school support.

Fixed costs are mandatory expenditures over which the
City has little short-term control. Pension benefits and
repayments of bond principal and interest are examples of
fixed costs.

Fixed costs have increased over the past four years and
now represent 16% of total operating expenditures.

The large increase in 1998 was due to a one-time payment
to certain fire and police retirees and payments on street
improvement bonds.

Financing Trends
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Unreserved fund balances represent money available for
capital purchases, emergencies, and future obligations.

Declining or low balances may indicate a government is
not able to meet service needs in an economic downturn or
financial emergency.

At the end of 2001, over half of the balance was intended
to pay health, liability, and workers’ compensation claims,
and to replace vehicles, computer systems, and
communication and other equipment.

Liquidity is a ratio of cash and short-term investments to
current liabilities and is an indicator of the City’s ability to
pay its short-term obligations. A ratio above one is
acceptable.

Adjusted for inflation, net cash after paying current
liabilities grew from $27 million in 1992 to $106 million in
2001, a 293% increase.
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A GUIDE TO THE BUDGET OVERVIEW

The City of Portland budget document for FY 2003-04 offers a great deal of fiscal,
programmatic and policy information. In general, the document drills down from Citywide
information to levels of increasing detail.

This Budget Overview section provides summary information about the Adopted Budget
for FY 2003-04. You will find greater detail and discussion about the effects of financial
reductions and re-allocations on programs and services in the Service Area Overviews of
this document, and as well in each bureau's section.

Within the Budget Overview, we present the City's budget decisions and financial
information from a variety of perspectives, each of which offers its own particular insight.
There is special emphasis on the General Fund, as it encompasses the discretionary
resources available and thus represents the most flexibility for the Mayor and
Commissioners to allocate funds for specific programs. In most instances, the dollar
amounts in the Budget Overview are shown in comparison with the Revised Budget for FY
2002-03. In the following pages, you will find information on:

Total City Budget

Expenditures by Major Object Category

General Fund Budget

Summary of Decisions by Strategic Issue

General Fund Revenues - Summary of Changes from the Previous Year

Other Funds - Summary of Changes from the Previous Year

Capital Improvement Plan

® & & O o o o

You will find summary financial tables in the Financial Tables section of this budget
document. These tables also present the information from a variety of perspectives.

BUILDING A BUDGET TO MEET CITY GOALS

It is never easy to develop a City budget, given the balancing of service demands and higher
costs with limited resources. But it has been extremely difficult to build a budget for FY
2003-04. Increasing expenditures, particularly for public safety driven by homeland security
issues, and a virtually flat growth rate in revenues because of the continued recession and
tax limitations have combined to make it impossible for the City of Portland to maintain its
current levels of service. This is true in almost every fund and bureau of the City:
Environmental Services, Water, and Transportation, and particularly the General Fund
bureaus of Police, Fire and Parks.

Limited City resources have required the Council to be strategic in focusing the budget to
support established Council priorities, although in many instances at lower service
levels.The Mayor and Council goals are as follows:

Maintain a financially stable City.
Build a livable city through good planning and well-managed growth.

Ensure a safe and peaceful community.
Build a multi-modal transportation system.

® & o o
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Budget Direction

Maintain and improve our parks, green spaces, water and air sheds.
Ensure decent, affordable housing.

Promote economic vitality and access to quality jobs for all.
Support quality education to produce well-educated citizens.

Promote the inclusion of under-represented neighborhoods and groups in participation
in City activities and services.

o Keep the central city vital.
¢ Become a more effective partner in the region.

* 6 ¢ o o

o Grow as an international city.

In addition to these priorities, Council had identified a number of strategic issues that
continue to be addressed in this Adopted Budget. The issues relate to the Council priorities
and in many cases have both short-term and longer-term impacts. While in no priority order,
issues requiring critical strategic planning and potential action include:

Deteriorating physical infrastructure.

Lack of local authority to address local issues with local funding.

Public safety and security.

River Renaissance and environmental mandates.

Portland government structure and intergovernmental roles and responsibilities.
Long-term planning and development.

Impact of demographic changes.

® ¢ ¢ ¢ ¢ o o

This list is by no means inclusive but it provides insight to the strategic issues and concerns
the Council faces now and in the future. In this Overview, the Summary of Decision by
Strategic Issues section describes some of the decisions as they are incorporated into the
Adopted Budget.

As a first step in the development of the City budget, bureaus that receive General Fund
discretionary resources were allocated an increase of 1.6% (CPI). This establishes what it
would cost to deliver the current level of services (CSL). From this base budget, General
Fund bureaus were directed to prepare programmatic reduction packages of 2.19%, which
would result in General Fund bureau reductions of $5.7 million. The bureaus were
encouraged to propose revenue enhancement packages as well.

Even before the Mayor finalized her Proposed Budget decisions, it was clear that due to the
continued recession and the cost related to homeland security further reductions would be
necessary to balance the budget. The bureaus were directed to develop reductions totaling
an additional 1.8%, for a total of 4%, or approximately $7.6 million.

The Mayor and Commissioners re-allocated the savings from these reductions and very
minor revenue enhancements to strategically restructure the Adopted Budget. Noteworthy
among the results is that there are limited reductions to public safety services, revenue-
producing bureaus are protected, there is continued funding for economic development
programs and the City will move forward on River Renaissance projects tied to the health
and vitality of the Willamette River.
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The Parks Bureau budget was  The Parks Bureau was not spared from the reductions. In the Fall 2002 election the citizens

reduced $1.0 million in spite. of Portland passed a parks operating levy. The levy included funding for the enhancement

of the passage of an operating  of 3 number of programs, including restoration of some programs reduced in the FY 2002-

levy in the Fall of 2002. 03 budget. Due to current fiscal constraints some of these program enhancements will not
be funded. Overall, Parks will reduce their General Fund discretionary expenditures by 4%,
or $1.0 million.
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BUDGET SUMMARY

Total City Budget

The total City budget is up by
$352 million from the FY
2002-03 Revised Budget.

The net Adopted Budget is
$297.7 million higher than
the FY 2002-03 Revised
Budget.

Total Legal Budget

State of Oregon Local Budget Law requires reporting of the City's total budget. This is
defined to include total operating costs and the internal transactions between funds. The
Total Adopted Budget for FY 2003-04 is $2.36 billion, which reflects a $352 million
increase from the FY 2002-03 Revised Budget.

Total Net Budget

The calculation for total City budget overstates actual expenditures for programs, because it
double counts internal transactions. Such transactions occur between City funds, typically
when one City agency provides services to another. Because this technically inflates the
budget, the City usually references a net budget.

Eliminating the double count for the internal transfers, the City's net budget for operating
and capital requirements in FY 2003-04 is $1.74 billion. Table 1 of the Financial
Summaries provides greater detail of the total and net City budget figures. A summary is
shown below:

. . Revded AMdopled ; allar 5 . Porcent
Mewn $Y 200200 | EY200804 | Chwepe | Cunge
Tawal Cigy Gross Budget R2DIIS69.88Y 52365510264 § hASIDANITT 17.5%
Tews: Tax Anlici prics Noles i _ j
ed taereal Translves | (520949337 282148001 (34255,143 w85
Towal City Nel Bad per 5124250015 | 51740095382 1 5297.775338 | 01.6%

Expenditures by Major Object Category
The table below presents another perspective on the Citywide expenditures at the bureau
level.

Rox st Aulopted Mollar © Porcont
.. Mujor Otject Cogory | EYI0200 | EY200004 . Choomye | Change |
Personad Services B0 1331306 | R4I6540085 | I 3A06,659 33%
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s et il M sverials & Servics 143 483 322 138227 30 743,614 0%
Capilal {ullay 1638200 277 219,641,648 55721371 34.0%
Fapwd paren | Cash Trassfers IRV 486,845 A69,35% ¢ ARG
Tunal City Burvaw Expenditunes [$1. 130 360 470 [S1302 03 363 Thinatosfud g 16.1%

Total City Budget Charts

The following charts graphically summarize the total City budget. For a numerical '
summary, refer to Table 2 - Operating and Capital Budget by Service Area, which is in the
Financial Tables section of this document.
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General Fund Budget

Discretionary resources total
$282.3 million, 76% of the
General Fund.

General Fund resources
increase a modest $4.7
million from the FY 2002-03
Revised Budget.

General Fund resources are categorized as either discretionary or non-discretionary.
Discretionary resources are those that the Mayor and Commissioners can allocate to fund
programs and services in any area. In other words, there are few restrictions on how these
resources can be allocated. Typically General Fund discretionary resources are used to
support such basic City services as police, fire and parks.

Discretionary resources include property taxes, utility license fees, business license fees,
transient lodging taxes, state shared revenues (from cigarette and liquor taxes), interest
income, and miscellaneous revenues and cash transfers into the General Fund. Non-
discretionary resources include grants, contract revenues, service reimbursements, and other
revenues specifically dedicated for a particular purpose.

All General Fund resources are also categorized as either one-time or ongoing. An example
of a one-time resource is an increase in beginning fund balance. While available in the
specific year, it is not a resource that can be relied upon in future years. An example of an
ongoing resource is an increase in property tax revenues that would be sustained over time.
The City budget uses a combination of one-time and ongoing resources to fund programs
and services. City financial policies state that one-time resources may not be used to fund
ongoing expenses.

Net General Fund Budget

The following charts summarize the City's net General Fund Budget. For the numerical
summary, refer to Table 3 - General Fund Revenues and Expenses, in the Financial Tables
section.

Note: The City's Net General Fund Budget is the same as its legal General Fund Budget, and
totals $370.2 million in FY 2003-04.
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Summary of Decisions
by Strategic Issues

This section summarizes the Council’s budget decisions by strategic issue. Many of the
decisions support more than one strategic issue which is consistent with the approach of the
Mayor and Commissioners to leverage efforts and funding.

Deteriorating physical infrastructure

+ Future growth in the General Fund Capital Set Aside is reduced. The set aside will be
capped at $3.2 million per year, inclusive of $400,000 in debt service, during the five
years of the financial forecast. It was forecast to grow to $6 million annually by the
fourth year of the five-year forecast.

¢ The General Fund capital set aside includes $250,000 in funding for major maintenance
of the 800 MHZ radio system, which includes the regional public safety
communications system.

+ Environmental Services and Water bureaus’ budgets include funds for addressing the
deteriorating infrastructure of their respective systems.

o Transportation will fund some of their paving backlog through the one-time use of
$880,000 from their fund contingency.

Public Safety

+ Minimize reductions in Police, Fire and Emergency Communications.

Programmatic reductions in Police and Fire and BOEC are limited to 2.19% or a
total of $3.3 million.

Forty-six police officer positions will be left vacant.

The Council has established a new Office of Emergency Management combining
existing staff from other bureaus and funding three new staff including a new
director position.

Environmental mandates and River Renaissance

*

The Adopted Budget allocates $1.0 million in General Fund support for Endangered
Species Act (ESA) listings and planning efforts along the Willamette River.

Bureau of Environmental Services funds cleanup of Portland Harbor, the Combined
Sewer Overflow project and other expenditures to address listings under the ESA

Six specific projects tied to River Renaissance are funded with $481,000 of City funds
and $520,000 from other partners, mostly federal agencies.

Long-term planning and development

*

The Adopted Budget allocates one-time funds to complete the St. John’s/Lombard plan,
North Macadam plan, and Northwest Transition plan.

The Bureau of Planning will continue the planning work related to the central city that
was not completed in FY 2002-03.
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General Fund
Revenues - Summary
of Changes from the
Previous Year

Home ownership and inadequate inventory of affordable housing

o In conjunction with the Portland Development Commission, the Adopted Budget funds
over $80 million for housing and homeless facilities.

o $12 million is allocated for the Tryon Creek development.
¢ $500,000 is dedicated to Smart Growth acquisitions.

o The City has committed $20 million to support New Columbia, the approximately $146
million HOPE VI redevelopment project in northeast Portland.

Economic downturn

o In response to the economic development strategy released by the Mayor in FY 2002-
03, the Adopted Budget allocates $900,000 in General Fund support to leverage $27.6
million in PDC funds for jobs and economic development programs.

Education/schools

e Although education is not a direct financial responsibility of the City, the City has
worked with Multnomah County, the school districts in the city and the business
community to impose a Business License Fee surcharge for the next three years. This
will raise $6.0 million per year for Portland schools.

¢ Multnomah County will impose a personal income tax surcharge that will raise over
$88 million per year for schools throughout the county, including the Portland schools.

In FY 2003-04, General Fund resources increase by $4.7 million from the Revised Budget
for FY 2002-03. The following section summarizes key revenue sources of the City's
General Fund and compares them with FY 2002-03 Revised Budget figures. In the
Financial Tables section, Table 5 - Total Revenues and Expenses by Fund provides
extensive detail across five fiscal years.

Beginning Balance: The beginning balance decreases $1.1 million from FY 2002-03.This
reflects bureau efforts to contain costs in the Spring of 2003 and the strain upon other
resources due to the continued recession.

Property Taxes: Property taxes increase $3.5 million, or 2.4% to a total of $151.6 million.
This modest increase confirms the anticipated effects of the recession and the last property
tax limitation measure. That measure, Measure 50, limits taxable assessed value growth to
3% per year, plus any new construction. Property taxes are now computed as a fixed rate
upon the assessed value. The fixed rate is $4.5770 per thousand dollars of assessed value.

Lodging Taxes: Lodging taxes, charged to guests staying in city hotels and motels, were
severely impacted by the recession and the events of 9/11 and the continuing recession. This
resource increases slightly, from $10.4 million to $11.0 million. Revenues are projected to
increase at a higher rate in future years now that the Convention Center expansion is
completed.
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The recession and events of 9-

11 have had a major impact
on elastic resources such as
Lodging Taxes and Business
License Taxes.

The Adopted Budget
increases some fees for
targeted populations.

Other Funds -
Summary of Changes
from the Previous
Year

Business License: Revenues from fees paid by businesses operating in Portland decrease
by $3.0 million, about 7.0% down to $40.6 million. This resource has dropped from its high
of $52.0 million in FY 2000-01.This decrease is directly related to the recession and is a
very strong indicator that local and regional economic growth continues to suffer.This
revenue source is scheduled to undergo significant reform in November of 2003, in time for
calendar year 2003 taxes. The reform effort is structured to ensure revenue neutrality while
spreading the costs across a wider spectrum of businesses.

Utility License Fees: These fees are charged to private utilities and cable companies, as
well as to the City’s water and sewer utilities. Revenues for FY 2003-04 increase $5.4
million totaling $57.1 million. This is the second largest source of General Fund revenues.

Internal Revenues: Sources of internal revenues are transfers and interagency agreements
for services provided by General Fund bureaus. Thus they are offset by expenditures in the
other funds. These revenues drop $2.7 million, down from $74.3 million. This includes a
drop of $8.2 million in federal grant revenues. Major increases include $4.4 million
transferred from the new Parks Local Option Levy bond fund to the Parks operations and
capital projects.

Service Charges and Fees: Projected revenues increase a modest $184,000 to $12.8
million. Parks and Recreation fees are expected to increase by $322,000.

This section presents highlights of changes within the specific funds. More detailed
information on any fund is available within the bureau sections of this budget document.

There are two new funds for FY 2003-04 listed immediately below.

Children’s Investment Fund

This is a new fund for the City, established during FY 2002-03. The citizens of Portland
approved a five-year operating levy in the November 2002 election. The operating levy was
structured to fund approximately $10 million per year in support of early childhood
programs, after school programs, and child abuse prevention programs. Due to the uncertain
impact of compression on local option property tax levies, it is likely that actual tax receipts
- and consequently expenditures - will fall short of the annual $10 million estimate.

Parks Local Option Levy

This is a new fund for FY 2003-04. The citizens of Portland approved a five-year operating
levy in the Spring of 2003. The levy was structured to fund approximately $10 million per
year to enhance programs and services reduced in previous years and to fund some of the
many capital improvements needed at park facilities throughout the city. Due to the
uncertain impacts of compression on local option property tax levies, the City has
conservatively estimated revenues and expenditures at $8.7 million per year.

Transportation Operating

The operating fund increases $10.8 million. This reflects an increase in the capital
improvement budget. The increase is funded by an additional $8.5 million in grants and
$1.5 million in Local Improvement District assessments. Late news (June 25th) from the
state legislature indicates additional transportation funds will be available in FY2003-04. If
the funds materialize the budget will be adjusted in the fall.
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The number of construction
permits are projected to
increase FY 2003-04.

Development Services Fund

This fund is renamed from the previous year due to an organizational realignment.The fund
increases a modest $530,000. Licenses and Permit revenues are anticipated to increase by
$1.7 million to a total of $20.4 million.

The Neighborhood Inspections program will move from the Bureau of Development
Services to the Office of Neighborhood Involvement in an effort to better involve and
coordinate with the citizens directly affected.

Sewer Operating Fund

The operating budget increases by $55 million over the current year's Revised Budget.
Increases include general labor costs, new positions for regulatory reform, professional
services for the Portland Harbor Superfund program, and internal costs to the Water Bureau
and Office of Management and Finance for a new Customer Information System. Capital
costs increase about $46 million, mostly for increased funding of the Westside CSO Tunnel
and Pump Station project.

Water Fund

This enterprise bureau’s operating fund increases expenditures by $13.8 million. This
increase reflects $49.6 million in capital expenditures, of which $15.8 million addresses
security concerns with the City’s open reservoirs. External materials and services increase
from $18.3 million to $24.2 million.

Golf Fund

The Golf Fund decreases by $1.2 million, reflecting the scheduled completion of facilities
improvements at the Red Tail golf course. and delaying of the clubhouse project at Heron
Lakes to due declines in operating revenues from rounds played.

Parking Facilities Fund

In FY 2003-04 the fund balance of this fund will decrease from $5.78 million to $1.66
million. This is due to two factors. First, this assumes the backlog of major maintenance
projects for the existing garages are completed. Second, the downtown Portland economy
continues to be weak and this is impacting parking garage revenues. These revenues have
decreased $900,000 per year from FY 2001 and FY 2002 levels. This lower level of revenue
is forecast to continue at least through FY 2004. This combined with the garage's ongoing
maintenance needs continues to put pressure on the fund’s ending balance and its ability to
maintain reserve requirements.

Housing Investment Fund (HIF)

The Adopted Budget includes a $495,800 transfer in on going resources from the General
Fund. Overall the fund decreases $660,000 to a total of $28.0 million. The decrease reflects
slightly fewer affordable housing projects.

General Reserve

The General Reserve Fund is budgeted at $35.9 million. This amount maintains the City
commitment to set aside funds for emergencies. Half of the fund is targeted for emergencies
such as natural disasters. The other half is for economic or fiscal emergencies such as a
recession or other significant negative impacts to General Fund resources, such as tax
limitation measures.
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Construction projects

continue in the fire stations.

Facilities Services will
continue major projects in
the Public Safety service
area.

Bureau of Fire, Rescue and Emergency Services (BFRES) Facilities GO Bond
Construction

The fund decreases $8.1 million (total $22.9 million) reflecting the continuation of
scheduled capital construction and improvements for the Fire Bureau and Bureau of
Emergency Communications. This is a multi-year capltal improvement plan for seismic
renovations and additional fire stations.

Fire and Police Disability and Retirement

This fund increases $16.8 million, anticipating a $11.0 million increase in retirements
system payouts, disability benefits, and a $5.0 million increase in debt payments. This fund
is a pay-as-you-go retirement system for uniformed public safety employees.

Health Insurance Fund

This fund decreases from $50.2 to $48.3 million, A transfer from this fund is used to
mitigate increased health costs that may otherwise need to paid by the employee. The latest
projections anticipate that this contingency will be depleted in FY 2004-05. The City is
working with labor groups to control health care-cost increases.

Facilities Services
This internal service fund is reduced from $41.5 to $35.5 million. The net reduction
recognizes the completion of parking facilities projects and public safety projects.

Vehicle Services

Vehicle services is reduced $4.9 million, down from $37.6 million. The reductions reflect
the timing of scheduled vehicle replacements.

32

City of Portland, Oregon — FY 2003-04 Adopted Budget



Budget Overview

CAPITAL IMPROVEMENT PLAN

Overview

Highlights

Project Costs

The FY 2003-04 Adopted Citywide CIP Budget totals $277 million, not including the
Portland Development Commission (PDC). This is $48 million, or 21%, more than the FY

2002-03 Revised CIP Budget of $229 million.

The General Fund Capital Set Aside was reduced from $3.19 million to $2.8 million, net of
debt service. Approximately $366,000 was taken out of the set aside to minimize operating
reductions to the Fire Bureau. In addition, $998,004 of the set aside will now be used to

fund ongoing fire apparatus replacement.

Public Safety

+ Fire Apparatus Replacement

+ Police Facilities

+ Remodel Fire Station 1

Parks, Recreation and Culture

o University Park Phase 11

+ Springwater Corridor - Three Bridges
Public Utilities

¢ Combined Sewer Overflow Program
+ Open Reservoirs

+ Water Distribution Mains
Community Development

+ Union Station

Transportation

+ Centers and Main Streets

o Local Streets and Neighborhoods

+ Parking Facilities

Legislative, Administrative, and Support Services

+ Portland Building

$998,004
$647,5000
$4,175,000

$500,000
$175,000

$111,180,998
$15,750,000
$4,900,000
$205,685
$11,635,710
$6,815,945

$1,002,450

$1,269,000

The increase from FY 2002-03 is primarily due to an increase of $64 million in public
utility projects as well as a $5 million increase in Transportation and Street Lighting
projects. These increases are offset reductions in other service areas, such as a decrease of
approximately $11 million in public safety projects and a $2 million decrease in parking
garage projects. The former increases are primarily due to the Westside Sewer Tunnel,
Open Reservoir projects, and Local and Main Street capital activities. The latter reductions
primarily reflect completed projects for fire stations, the City's 800 MHz system, and the

City-owned parking garages.
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THE BUDGET PROCESS

Local Budget Law

Citizen Involvement
Process

Citizens are invited to sit with
elected officials and bureau
managers to discuss their
interests.

Budgeting in Oregon is governed by Local Budget Law, Chapter 294 of the Oregon Revised
Statutes. The law has two major objectives:

o Provide standard procedures for preparing, presenting, and administering local budgets;
« Ensure citizen involvement in the preparation of the budget.

Budgeting in Oregon is an effort shared by citizens, who receive services funded through

the budget, and elected or appointed officials responsible for the provision of the services.
Citizens involved in the budget process work to ensure the services they require and want

. are adequately funded. City officials are responsible for the budget reflecting public interest

and being structurally correct.

The Tax Supervising and Conservation Commission, a five-member citizen board
appointed by the Governor, reviews the budgets of all governmental jurisdictions in
Multnomah County. The Commission, together with the State Department of Revenue, is
responsible for ensuring budgets comply with Local Budget Law.

Your City, Your Choice

The Portland City Council has significantly expanded opportunities for public input. This
process referred to as “Your City, Your Choice’ (YCYC) is a community outreach program
directed toward identifying needs to be addressed within the budget. An extensive YCYC
effort is undertaken every other year.The major elements of this effort can consist of any or
all of the following:

Scientific telephone survey

Informal, mass mailing survey of citizens
Several community forums

Large focus group discussion

® 6 & o o

Web site survey and question and answer site

The scientific telephone survey is constructed to develop base data on the needs, desires,
and priorities of citizens for services. Many of the questions are the same from year to year.
This survey allows the City to track changes in these priorities from the initial 1994 effort
through the latest iteration. The survey also includes a section which is changed from year
to year in an effort to elicit responses to specific issues that the citizens or Council may be
concerned about during a particular budget cycle.

In some years, the City also distributes an informal survey as an insert in the largest
circulation local newspaper - over 400,000 households. The survey contains the same set of
questions as the scientific survey. The purpose is to involve as many citizens as possible in
the process. While the results are not scientific, they add another check on the citizens’
priorities. This survey adds to the information that the Mayor and Commissioners use in
constructing the budget.

The community forums are designed to engage citizens in small group discussions with
Council members and City managers. Citizens sit with Council members and managers to
discuss their priorities and ideas for City government.
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Citizens can participate over
the Internet.

The website also contains
links to the budget documents
and other financial reports.

Financial Planning provides a forced choice survey during these community forum to
demonstrate the types of choices Council must make during budget deliberations. This
small survey is designed to parallel the scientific and informal surveys to further validate
data developed on citizen needs, desires, and priorities.

Citizens have consistently indicated that they felt the fornms were an excellent opportunity
for face to face interaction with City Council members and bureau management.

In addition to the “Your City, Your Choice’ public outreach process the City provides, other
options exist for the public to actively participate in the budget process. The City has a
nationally recognized commitment to active participation in its budgetary process. Portland
uses the following systems to ensure this high level of citizen involvement:

Budget Web Site

Portland has the capability for citizens to participate in the budget process through the
City’s web site. From the City’s home page (during the YCYC budget year) HTTP: //
WWW . PORTLANDONLINE . COM/ , citizens may access a budget site that contains an on-line
version of the survey,

During the Proposed and Approved stages of the budget development process, citizens are
encouraged to enter their questions, thoughts or suggestions about the budget. (http://
www.bit.ci.portland.or.us/commbud/elist.cfm) Financial Planning compiles the input and
conveys it to the elected officials. Financial Planning Division also reviews the input and
responds as appropriate to citizen feedback.

Budget Advisory Committees (BACs)

The BACs are made up of citizens appointed by the Commissioners-in-Charge. These
committees monitor bureau budgets and operations and identify issues for Council
consideration. Initiated in 1974 with five BACs, today Portland continues to be served by
BACs in many of the major City bureaus. The committees may be provided with time
during Council budget hearings to present their reports or submit them in writing.

Portland Ultilities Review Board (PURB)

The PURB is an appointed body of nine interested citizens who provide independent and
representative review of water, sewer and solid waste financial plans, budgets, and rates.
The PURB operates in an advisory capacity to the City Council. Council expects the PURB
to provide common ground between the rate makers and the rate payers through analysis of
financial plans and budgets. The board meets monthly to ensure a comprehensive
understanding and assessment of thew working in the City’s utilities.

Direct Public Testimony

In addition to participating in the budget advisory committees, the PURB and ‘Your City,
Your Choice’ community budget forums described above, citizens have several
opportunities to personally testify on bureau budget requests:

+ Annual Budget Hearings - The City Council, sitting as the Budget Committee, holds
several public hearings before the budget is approved. The public may testify on any
topic during these hearings.

+ Tax Supervising and Conservation Commission Hearing (TSCC) - The TSCC holds a
public hearing on the City's Approved budget. Public testimony is taken during those
hearings.
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+ Proposed Budget Hearing - Testimony is taken at the City Council session for the final
adoption of the budget. This typically occurs in mid to late June.

Citizens may also contact the Mayor and Commissioners directly to provide input to the
budget.

Each year, as part of the Council’s budget planning session, the Office of the City Auditor
issues a report identifying workload and performance trends for each of the City’s major
service areas. Part of the report, entitled Service Efforts and Accomplishments (available at
http://www.portlandonline.com/auditor/index.cfm?a=5749&c=27103), is a nationally-
recognized public opinion survey for the City overall and for each of the covered service
areas. This report represents another form of public input used by the Council during the
budget process.

The Budget Process The annual budget schedule is generally published in the Fall of each year. Figure 5 on

Time Line and Format  page 37 depicts the basic budget process and its general timeline. In 1994 the City
transitioned to a two-year budget cycle. Since 2000, the City has dealt with continuing
financial uncertainty and has temporarily abandoned the two-year budget cycle. The intent
is to return to the two-year cycle once the economy and City finances have stabilized.
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Figure 5: FY 2003-04 Budget Process.

Financial Forecast and Preliminary Budget Preliminary Targets
Council work session —————— P Guidelines —P» released
mid December late December late December

v

Requested
Budgets due to
BFP
February 1

Balancing meetings
with commissioners
and bureaus
Feb thru mid April

]

Your City Your Choice |
late January

Mayor's Proposed Budge
decisions
April 29

Mayor's Proposed Review by the Budget

Budget e P Committee
early May

Approved
Budget to
TSCC
June 4

Council Approved
Budget

Approve a modified
budget
May 30

TSCC Public
Compile Technical Heari:g
Adjustment Requests June 20

|

Proposed Technical TSCC
Amendments Certification
to Council Letter

June 14

Council Adopts
Budget
June 20

Adopted
Budget
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CI1TY FINANCIAL PLANNING PROCESS

Background

City funds prepare financial
plans to prepare for budget
process.

As the first step in the budget process, each major bureau prepares an update to its financial
plan. Financial Planning prepares such updates for General Fund bureaus while
Transportation, Environmental Services, the Bureau of Development Services, and Water
are among other bureaus that prepare such plans.

These plans forecast revenue and expenditure requirements by fund over a minimum of five
years, and identify long-term service and financial issues requiring attention during the
budget process. The plans aid Council by placing decisions in a long-range financial
context. The purpose is to develop budgets that are balanced for the coming year and
subsequent out-years of the five-year financial forecast period. Council reviews these plans
during work sessions early in the budget process. At that time, bureau managers are given
direction on identified issues that provides guidance for preparing and finalizing budgets.

A brief summary of three of these financial plans is included in the following section; a
longer executive summary is included for all fund financial plans in Volume Two of the
budget. Due to its significance to the City's annual budget, the General Fund five-year
financial plan is described in here greater detail.

GENERAL FUND FINANCIAL FORECAST

Overview

General Fund revenue
forecast is the basis for
Council financial planning.

The Financial Planning Division regularly generates five-year estimates of General Fund
discretionary resources and requirements for Council. Discretionary resources are those
revenues plus beginning balance that are budgeted by Council without restriction, in
accordance with Council priorities. Discretionary resources include property taxes, utility
license fees, business license, lodging tax revenues, state shared (cigarette and liquor)
revenues, some interest income, some court fines, some cash transfers into the General
Fund, and small amounts of other miscellaneous revenues. Discretionary resources exclude
grants, contracts, service reimbursements, fees, and other revenues dedicated for a specific

purpose.

The Council's financial planning process starts with the preparation of a five-year revenue
forecast. Financial Planning issues a five-year revenue forecast document at the conclusion
of this process.

The revenue forecast is used to develop the five-year financial forecast. This forecast
compares estimated annual resources (revenue plus beginning fund balance) with projected
costs of maintaining current General Fund service levels. The initial financial forecast was
published in December 2002, formally reviewed by Council, and adopted by resolution in
January 2003.

The discretionary beginning balance estimate, a key resource of the General Fund, is
updated at the conclusion of each accounting period and published in the Financial Outlook.
This report is electronically distributed within the City and to numerous outside recipients.
The Outlook provides current information on the General Fund's financial condition with
the updated ending fund balance estimate incorporated into the financial forecast of General
Fund resources. The Outlook is available on the City’s web site at:
http://www.portlandonline.com/omf/index.cfm?c=26784&.
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Business Licenses and
Transient Lodging Taxes
clearly exhibit the effects of
the recession.

Utility and franchise fee
revenues have shown steady
growth over the past two
years.

Business license revenues
peaked at about a $50
million annual rate during
FY 1999-2000 and FY
2000-01. In FY 2001-02
revenue declined to $45.9
million and between $42

: i and $43 million is currently
1 1 00 01 a 2w forecast for year-end FY
Fiscal Year 2002-03. During this
recession, revenues have

Business Licenses

declined by close to 15% so far.

Transient lodging (hotel/
motel) tax revenues are
$115 cyclical like business

Transient Lodging Tax

$110 license revenues and follow
23105 the business cycle.
£ 3100 - Transient lodging tax
5 | revenues peaked at $11.1
%00 million during FY 2000-01.

In the aftermath of
September 11th, revenues
fell to $10.4 million for FY
2001-02 with about $10.5 million in revenues expected by year-end FY 2002-03.

Utility license and franchise
fee revenue growth has
been strong over the past
two years, but a warmer
than normal winter and a
large rate decrease flattened
out natural gas related
franchise fees. Electric
energy related franchise
fees continue to show good
year-to-year growth.
Franchise and utility license fees have been the only bright spot in the General Fund's
revenues stream over the last couple of years.

Uity License &Frandhise Fees

At the end of FY 2002-03, consistent with Council Policy and Council's previous five-year
financial plans, the General Reserve Fund is expected to total about $35.9 million and
remain fully funded at the required 10% of revenues (net of borrowing proceeds). Thus, the
General Fund goes into FY 2003-04 with the General Reserve at or slightly above the
required 10% level.

Some interest income on fund balance and excess reserves above the 10% level continue to
fund small annual transfers into the General Fund. These transfers are used to fund one-time
budget expenditures in the FY 2003-04 Adopted Budget.
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Forecast Assumptions

Unemployment in the
Portland area continues to
hover around 8%, one of the
highest rates in the nation.

Continued Recession

The onset of recession during the spring of 2001, followed by the shock of the events of
September 11th, put Oregon's economy into a tailspin. Both the state and regional economy
experienced rapid declines in employment and rising unemployment rates. A faltering
regional economy and recession quickly translated into declining business license and
transient lodging revenues. The regional economy is still in recession.

Recent monthly Bureau of Labor Statistics publications continue to spotlight the Portland-
Vancouver metropolitan area (along with San Jose) as having one of the highest
unemployment rates in the nation. Over the past year the regional economy has failed to
muster any economic growth and local area unemployment rates continue to hover just
above 8%. In addition, the low interest rate environment created by the Federal Reserve cut
General Fund interest income in half: FY 2002-03 interest income is expected to total under
$1 million. The December revenue and financial forecasts, as well as updated forecasts,
continue to model the effects of recession on General Fund revenues.

Transient Lodging Taxes

The transient lodging revenue forecast calls for FY 2003-04 revenues of about $10.9 million
versus an expected FY 2002-03 year-end of about $10.5 million. Revenues peaked at $11.1
million in FY 2000-01. Revenues are not expected to test this cyclical peak until FY 2004-
05 when the recently expanded Oregon Convention Center is expected to be fully on line.
Revenues are forecast to grow about 3.2% per year.

A weak regional economy, the recent war, and an oversupply of hotel rooms continue to
depress occupancy and room rates. In addition, unlike previous years there have been no
special events over the course of the year to help push up revenues. Most of the revenue
growth occurs in the out-years of the forecast as a result of higher business levels expected
to result from an expanded Convention Center.

Utility License and Franchise Fees

Utility license fees are forecast at $57.2 million for FY 2003-04 versus an expected FY
2002-03 year-end of about $55 million. This revenue category is composed of energy
franchise and license fees, telecom and cable franchise and license fees as well as license
fees received from the City's water and sewer utilities. The specifics of these forecasts are as
follows:

o Northwest Natural Gas franchise fees are forecast at $7.5 million FY 2003-04 versus a
budget of $7.2 million for FY 2002-03. Actual revenues for FY 2002-03 are likely to be
about $6.8 million reflecting a warmer winter and the Oregon Public Utility
Commission (OPUC) ordered refunds last August and September (2002). Northwest
Natural Gas will probably raise rates and revenues marginally next fall so as to pass
higher natural gas costs through to customers. This small rate increase and normal
winter heating conditions should combine to produce the budgeted revenue estimate.

+ Portland General Electric franchise fees are forecast at $17.1 million versus a FY 2002-
03 budget of just under $15 million and expected year-end revenues of $16.8 million.
PGE franchise fees have held up well in this recession due in large part to large rate and
revenue increases that resulted from the west coast energy crisis. PGE reduced some
energy rates January 1, 2003, but residential energy rates were little changed.
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Following court decision,
Qwest paid back franchise
Jees.

Shilo-Inn decision affected
collection of property taxes.

o Water and sewer franchise fees are forecast by the staff of the bureaus of Water and
Environmental Services (BES). Revenues are forecast to continue their recent rapid
growth. These forecasts are incorporated into the General Fund Adopted Budget and
financial forecast as estimated by bureau staff. Estimated FY 2002-03 revenues are
$15.8 million. Budget to budget revenue growth is expected to be about 10%.

o Telecom and cable franchise and license fees, including Qwest license fees, are
expected to be flat reflecting the steep downturn in this sector as well as several high
profile bankruptcies.

Qwest franchise fees are currently forecast at $5.8 million for FY 2003-04 with very
little out-year growth. Qwest withheld the first three FY 2001-02 franchise fee
payments from Portland as well as all other Oregon cities citing a Federal Appeals
Court decision in Washington State. The City took Qwest to court and prevailed in the
Federal District Court (Oregon). Qwest has since paid back franchise fees with interest
and resumed normal quarterly payments.

During this period it appears that revenue growth weakened, in part to competition
within the telecom sector. Actual FY 2002-03 revenues are currently forecast at $5.3
million. Qwest franchise fee revenues continue to be at risk for this five-year forecast:
Qwest is in the process of appealing the Federal District Court's decision.

The energy related franchise fee forecasts at this point are consistent with the expected
effects of Oregon's energy deregulation scheme. Deregulation, however remains a question
mark. Early returns seem to indicate that deregulation is having little if any impact on
energy related franchise fees.

Overall, franchise revenues are forecast to grow by about 2% annually over the life of the
forecast.

Property Taxes

Property taxes are expected to grow by about 3.5% annually over the life of the forecast.
This compares to an annual growth rate averaging between 4-5% in previous forecasts.
Revenue growth is lower, in part, due to the expected effects of recession on new
construction values added to the tax rolls. In addition, during FY 2001-02 the Oregon
Supreme Court handed down what is now generally referred to as the Shilo Inn decision.

The Shilo Inn decision ruled that Oregon's current method of collecting urban renewal
related property tax revenues was unconstitutional and violated a key provision of Measure
5 which requires that local government tax collections on a property not exceed $10 per
$1,000 of real market value. In response to this decision, the Department of Revenue (DOR)
undertook a rule making process that implemented a revised method for collecting urban
renewal related property tax related revenues beginning July 1, 2002. One key effect of this
new tax collection method has been to increase compression on local government property
tax levies.

During FY 2001-02, the General Fund's tax base levy lost about 1.7% of the levy to
compression. Under DOR's new method, the General Fund's tax base is expected to
experience about a 3.1% compression loss. This 1.4% increase in compression reduced the
property tax revenue forecast by about $1.7 million per year and reduced the annual revenue
growth rate from about 4.7% to an expected 3.5%.
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Financial Forecast
Results

December, 2002 forecast of
General Fund revenues down
$4.93 million from June, 2002
forecast.

Lower December forecast led
to 2.2% cut in General Fund
spending for FY 2003-04.

For the present, the regional economy continues to be plagued by recession. When viewed
in terms of cyclical revenue impacts (business license and transient lodging tax revenues),
this recession is deeper than the recession of the early 1980s. The Portland area's
unemployment rate at about 8.1% this April is still one of the highest in the nation. The
national economy appears to be growing very slowly while the local economy shows few
signs of recovery.

This environment translated into an initial December FY 2003-04 resource forecast of about
$288.1 million versus the previous June's forecast for FY 2003-04 of $292.7 million. In the
December forecast revenues were $4.93 million lower than last June:

Property taxes were $3.8 million lower due to weaker assessed value growth and
the new Shilo-Inn property tax collection method.

Business license revenues were $2.35 million lower reflecting the severlty of the
recession and continued negative impact on revenues.

Utility franchise and license fee revenues were $2.22 million higher in the
December forecast compared to the previous June, but this was mostly offset by
lower interest income, transient lodging, and miscellaneous revenue forecasts.

Current service level (CSL) costs were forecast slightly lower at $291.9 million versus
$292.7 million last June.

The December financial forecast showed that ongoing bureau program requirements needed
to be scaled back by about $5.75 million (about 2.2%) in order to balance the General Fund
for FY 2003-04 as well as over the out-years of the forecast.

The December forecast was updated during March and April of 2003 in advance of
Council's budget deliberations. This forecast showed a continuing erosion of revenues with
CSL costs largely unchanged. The April revenue forecast showed forecast revenues of
$284.9 million:

The business license revenue estimate dropped from $45.4 million to $40.7 million.
Revenues are expected to be flat through FY 2003-04 with a return to positive
revenue growth not expected until FY 2004-05.

Utility license and franchise fees offset some of the decline in the business license
revenue forecast, but overall, net revenues in the April forecast were down another
$3.3 million compared to the December forecast.

+ The FY 2003-04 beginning fund balance estimate remains at $8.4 million but recent
issues-of the OUTLOOK continue to show lower balance estimates. Council may
have to deal with a material difference between budgeted beginning fund balance
and actual next fall.

The updated financial forecast showed that the General Fund's financial condition continued
to worsen as the recession deepened. The current financial forecast showed that ongoing
bureau and Council set-aside requirements needed to be scaled back by about $8 million in
order to balance the General Fund for FY 2003-04 and the four out-years of the forecast.
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The above figure summarizes the current five-year revenue forecast. Average annual
growth is projected at about 3.4%. Budget to budget revenue growth is flat at 0.2%. The
crucial forecast assumption is that the national economy eventually recovers from recession
with the reemergence of moderate local area economic growth during late FY 2003-04,
early FY 2004-05.

FIVE-YEAR GENERAL FUND FINANCIAL PLAN

General Fund financial
forecast of December, 2002
called for $5.75 million in
service level reductions.

The Council takes a five-year approach to devising its budgets so that the upcoming adopted
budget itself is the first year of Council's five-year financial plan. This ensures that the long-
range impact of major decisions is considered in developing the budget.

The December financial forecast showed that about $5.75 million of ongoing current
service level (CSL) reductions would be needed to balance the General Fund over the five-
year forecast period. The revised forecast, done for Council's Adopted Budget, identified a
larger gap of about $8 million. This higher gap was due principally to further deterioration
in business license fee revenues.

Council's Adopted Budget and five-year financial plan reduce FY 2003-04 current service
levels to an overall amount of $284.9 million compared to a December CSL estimate of
$291.9 million and a revised April CSL estimate of $291.6 million:

vy
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Financial uncertainties
include new business license

fee structure, Shilo-Inn effect,

and weak national economy.

+ Ongoing discretionary General Fund bureau budgets have been reduced from
December's $253.4 million estimate to about $246.3 million in Council's Adopted
Budget. This represents a $7.1 million, or 2.8%, reduction compared to December

of 2002.

+ In addition, the General Fund's ongoing discretionary allocation to Transportation

(principally to support street lighting costs) was reduced by about $1 million
bringing total reductions to just over $8 million.

Two-Year Budget Window Following Two-Year Budget Out-Year
ltem 2004 2005 2006 2007 2008
Total Resources....... $284,901,000  $295,097,235 $302,990,069 $313,616,884 $325,272,907
Transfer In From
General Reserve..... $0 $d $292,358 $528,501 $924,080
Bureaus & Programs........ $246,274,412  $256,011,374 $264,852,112 $275,570,139 $285,943,263
Capital Set-Aside.......... $2,833,619 $2,833,62( $2,833,620 $2,833,620 $2,833,620
Est. CSL Reduction....... 3
Planned One-Time....... $1,525,188 $362,776 9 $0 $0
New One-Time.............. % $719,131 $927,077 $76,170 $209,501
Pension Bonds Pé&................ $3,320,937 $5,077,444 $6,813,864 $7,787,710 $8,544,873
Council Set-Asides......... $30,946,841 $30,102,8889 $27,855,758 $27,877,748 $28,575,730
Total Requirements $284,901,000  $295,097,233 $303,282,427 $314,145,387 $326,196,987
Difference . 80 (80 b (%0 (%0
Reserve Fund As A
Percent Net Revenues 10.1% 11.0% 10.9% 10.7% 10.5%

These reductions balance the General Fund over the life of the five-year forecast as shown
in the above table with an additional $1.0 million of one-time allocations incorporated into
Council's Adopted Budget. The proposed financial plan calls for excess reserve draws
totaling about $1.7 million during the last three years of the forecast in order to
accommodate backfilling the Police schools grant ($625,000 in FY 2004-05) and staffing a
new fire station (FY 2006-07). The General Reserve Fund is not forecast to drop below the
required 10% level during the five-year planning horizon.

Uncertainties

Council’s FY 2003-04 Adopted Budget balances the General Fund for the life of the 5-year
forecast. This approach will provide the Council with more flexibility in meeting future
financial uncertainties that include:

+ The City is in the process of restructuring the business license fee into a combined
payroll and net income tax. Restructured fee revenues are expected to be revenue
neutral initially, but Multnomah County payrolls have historically grown more
slowly than business license revenues. In addition, staff will not be able to forecast
restructured fee revenues because of a lack of data and the fact that this will be a
totally new revenue stream. There is uncertainty as to how restructured fee revenues
will behave in the out-years of the forecast, pending some experience with the
restructured revenue stream.
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+ The Shilo Inn effect on General Fund property tax revenues is still not precisely
known. FY 2002-03 represents the first full year of experience with this new
property tax collection method. The long run effect of the Shilo Inn collection rule
on property tax revenue compression is not known.

+ The national economy appears to continue its recovery from recession although
growth continues to be very weak with little overall job creation. Both the state and
regional economies show little evidence of recovery. Unemployment rates declined
somewhat through the summer and fall of 2002, but trended back up during the first
and second quarters of calendar 2003. If the recession continues on into FY 2004-
05, out-year revenue forecasts are likely to suffer downward revisions.

Last November voters approved two new City local option levies: a Parks five-year
levy and a Children’s Investment five-year levy. In addition, the voters also
approved a new higher five-year County local option library levy. The City's
FPD&R levy is also increased well beyond what was in previous forecasts and
financial plans for FY 2003-04. It is uncertain, under this property tax system, what
kind of impact these levy increases will have on overall levy compression and local
government property tax revenues losses that accompany increased compression.
The impact of the new levies and the FPD&R increase represents a major
uncertainty for this fall.

Forecast Risk

The principal risk to the FY 2003-04 Adopted Budget and five-year General Fund financial
plan is continued recession. Business license revenues have fallen almost 14% from their
peak so far in this recession versus about 20% during the recession of the 1980s. If the
recession continues to deepen and recession conditions persist on into FY 2004-05,
subsequent revenues forecasts will show lower revenues making it difficult for Council to
fund even the reduced current service levels in the Adopted Budget, even with the judicious
use of counter-cyclical reserves.

In addition, the Oregon Legislature continues to grapple with a very large gap between
statewide revenues and current service level costs. The General Fund's state shared cigarette
and liquor tax revenues, about $9.5 million annually in this forecast, may be at risk.

FINANCIAL OUTLOOK - OTHER FUNDS

Financial plans provide a
multi-year framework within
which revenues, expenditures,
and capital financing options
are planned.

Like the General Fund, five-year financial plans are prepared for each of the City's major
service bureaus. These financial plans provide a multi-year framework within which
revenues, expenditures, and capital financing options are presented. This multi-year process
allows the City to test the potential impact of policy, operational, and system changes, and
to avoid subjecting customers to wide or irregular swings in rates and fees.

This budget is based upon bureaus’ financial plans developed using information available

through December 2002, The plans were reviewed and adjustments were incorporated into
the budget. The following is a brief overview of the updated financial outlook for three of

the City’s major non-General Fund bureaus. For each bureau or fund the chart shows total
fund expenditures.
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The average water bill for
single family residential retail

customers will increase 6.0%.

Office of
Transportation

Transportation continues to
confront an increasing gap
between costs to maintain
service levels and revenues.

i The operating budget of
Weter Operating Fund Budg $54.2 million is an increase

200 of $6.5 million from the FY

2002-03 Revised Budget of

150
g $47.7 million.
= 100
. Major reasons for this

increase are new programs
and higher service levels.
Total positions have
increased from 535 to 542.

The CIP budget of $49.6 million reflects an increase of $8.0 million from the FY 2002-03
Revised Budget. The bureau’s ten-year Capital Improvement Plan includes an increase of
about 7% per year for expenditures. This continued increase in capital spending represents
the bureau’s effort to address the need to replace major aging infrastructure, new methods of
treatment in response to regulations, protection of water systems, and maintenance of the
system’s integrity.

2001
Fiscal Year

Transportation's five-year
financial plan continues to
160 exhibit the growing gap

Transportation Operating Fund Budget

0] between costs to maintain
£'%1 current service levels and
g o0 anticipated general

g transportation revenues

04 . (GTR).

Service reductions in the past several years, and in particular $6.4 million in ongoing
program cuts beginning in FY 2002-03, have brought the Transportation Fund into balance
for FY 2003-04. However, the cuts had significant effects upon service delivery and
organizational capacity. Without new revenues, the funding gap is projected to be $1.4
million in FY 2004-05, growing to $4.2 million in FY 2007-08. The projected gap is
primarily the result of state highway fund receipts failing to keep pace with inflation, plus
increasing operation and maintenance costs.

The FY 2003-04 Adopted Budget for Transportation is $128.6 million. This budget is 5%
higher than the FY 2002-03 Revised Budget, primarily from non-discretionary sources. The
capital budget increased $4.7 million, while the operating budget increased $1.8 million.
GTR decreased $2.2 million (4%) in nominal dollars, while inflation drove up costs an
average of 4.5%. The budget contains 704 FTE, two more than the current year's revised
budget.

Transportation continues to work to maintain the livability of the Portland community, to
provide core maintenance requirements, and to respond to demands for transportation
improvements in a significantly underfunded environment. New and stable resources are
required to maintain, operate, and improve the community's transportation systems.
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CITY DEBT MANAGEMENT

General Obligation
Debt (GO)

Revenue Bonds

General Fund Backed
Debt

The City of Portland issues a variety of debt to raise capital for construction projects, for the
acquisition of equipment and facilities, and to refinance existing debt. Most of the City's
debt is rated by one or more national rating agencies, including Moody's Investors Service
and Standard and Poor's Corporation. Bond ratings are based upon an independent analysis
by financial market professionals and indicate the confidence that an investor can have in
the security of their investment in the City's bonds and other debt obligations. "Aaa" is the
highest possible rating, and is based on a thorough analysis of four basic factors: economic
condition, debt load, financial condition, and overall management of the City. Since 1973
the City's unlimited tax general obligation debt has been rated "Aaa" by Moody's. The City's
various revenue bonds are rated between "A" and "Aal"” by Moody's and "A+" by Standard
& Poor's.

Detailed information regarding the City's debt management policies is contained in the
Appendix. The Appendix is in Volume Two of this budget document.

The following is a brief summary of the City's existing debt and debt instruments, projected
as of June 30, 2003.

GO debt is backed by the full faith and credit and unlimited taxing power of the City. Under
current Oregon law, all general obligation debt (except for refunding bonds) must be
approved by the voters.

¢ $65.3 million in voter-approved general obligation bonds for park system
improvements and for emergency facilities improvements.

¢ $11.4 million in general obligation water bonds. These bonds are repaid from water user
charges, but are secondarily backed by the City's general obligation pledge.

Revenue bonds are debt secured by and payable from specific pledged revenue sources such
as water or sewer user fees. The City’s outstanding revenue bonds include:

$897.7 million in sewer system revenue bonds
$93.8 million in water revenue bonds

$3.6 million in golf revenue bonds

$12.0 million in arena gas tax revenue bonds
$8.8 million in gas tax revenue bonds

$27.7 million in hydropower revenue bonds
$8.4 million in parking revenue bonds

® & 6 6 6 o o o

$282.6 million in urban renewal bonds

General Fund backed debt is either paid from or secured by the General Fund, and includes:

o $92.5 million in limited tax revenue bonds and certificates of participation for building
improvements and equipment acquisition.

¢ $17.3 million in arena limited tax and limited tax revenue bonds issued to fund public
improvements for the Oregon Arena project. These bonds have been and are expected to
be repaid from user fees and parking revenues derived from the operations of the Arena
project.

o $29.7 million in limited tax improvement bonds.
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$27.4 million in limited tax revenue bonds issued to fund the Portland Central City
Streetcar project. These bonds are expected to be repaid from parking revenues, but are
additionally secured by the General Fund.

$135.4 million in limited tax revenue bonds for the Convention Center Expansion
project ($100 million), Civic Stadium Improvement project ($33.6 million) and
Portland Center for Performing Arts improvements ($1.8 million).

The City has issued these bonds as part of an intergovernmental agreement known as
the Visitor Development Initiative. While ultimately secured by the General Fund, these
bonds are expected to be repaid with revenues generated from surcharges on the
transient lodging tax and the motor vehicle rental tax.

$18.7 million in urban renewal lines of credit. It is expected these interim financing
obligations will be retired with the proceeds of long-term tax increment bonds.

$0.7 million in lines of credit used to provide short-term and interim financing for local
improvement district projects and housing preservation.

$300.8 million in limited tax pension obligation bonds, of which approximately $111.7
million is attributed to General Fund bureaus and approximately $189.1 to non-General
Fund bureaus.

Under Oregon law (ORS 287.004), the City’s general obligation debt limit is equal to three

Debt Limitation
percent of the City’s Real Market Valuation ($52.7 billion), or about $1.6 billion. Certain
self-supporting bonds are exempted from this limitation. Currently the City has $65.3
million outstanding in general obligation debt that is subject to the debt limitation.
Debt Limitation Criteria
_ I T
Criteria Limit
2002-03 REAL MARKET VALUE $52,662,700,989
THREE PERCENT OF REAL MARKET VALUE $ 1,579,881,030
CITY OUTSTANDING DEBT SUBJECT TO LIMIT $ 65,290,000
PERCENT OF LIMITATION OCUTSTANDING 4.13%
DEBT MARGIN $ 1,514,591,030
The following figure displays gross bonded debt per capita. Included in these figures are the
City's outstanding general obligation bonds, limited tax improvement bonds, limited tax
revenue bonds, and General Fund backed lines of credit.
Gross Bonded Debt per Capita
$1,800
$1,600
$1,400
$1,200
$1,000
$726
8800 T—— w62
FY1997 FY1998 FY1999 FY2000 FY 2001
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Anticipated Debt
Issuance in FY 2003-
04

In fiscal year 2000, the City issued Pension Obligation Bonds in excess of $300 million to
cover an unfunded liability. This was less expensive than paying into the PERS system at
the rates calculated by PERS.

In fiscal year 2003, the City issued refunding bonds for the Downtown Waterfront and
Airport Way urban renewal areas. The City also refunded the Full Faith and Credit Bonds,
1993 Series A & B, Limited Tax Revenue Bonds, 2000 Series B (Interstate Max), and the
Sewer System Revenue Refunding Bonds, 1993 Series A. These bonds were refunded to
take advantage of lower interest rates.

In addition to the refunding bonds, the City issued $197.1 million in Second Lien Sewer
System Revenue Bonds, $61.9 million in River District Urban Renewal and Rede velopment
Bonds, and $21.4 million in Limited Tax Improvement Bonds.

The City took draws on lines of credit totaling about $55.8 million. The draws were taken to
finance the $19.6 million grant to the Portland school districts, $1.0 million to the Children's
Receiving Center, $0.6 million for the streetcar extension, $13.9 for local improvement
projects, $1.0 million for the Gateway urban renewal area, $1.0 million for Parks property

" purchases, and $18.6 million to fund Water Bureau capital projects.

The City anticipates issuing the following debt obligations during FY 2003-04:
o $90.0 million in water revenue bonds to fund system improvements.

o $29.3 million in voter approved general obligation bonds to fund emergency facility
improvements.

The City will likely incur additional indebtedness during FY 2003-04 for other capital
needs. Other amounts and specific types of debt instruments to be issued will be determined
throughout the course of the fiscal year.

THE CI1TY’S FINANCIAL STRUCTURE

Portland's Fund
Structure

Revenues to the City are designated and set aside in funds. The fund structure used by the
City is detailed below. Fund summaries, which provide revenue and expenditure detail, are
included within the appropriate service area section of Volume Two of the City budget. For
example, all Water Bureau-related funds are found within the Public Utilities Service Area
section. General Fund summaries are found in the Financial Summaries section of Volume
One.

Types of Funds

General Fund: The General Fund includes all activities of the City that are supported by
property taxes and other non-dedicated revenues. These include license and permit fees and
state shared cigarette and liquor tax. Bureaus supported by the General Fund include Fire,
Police, Parks, Community Development, and others.

Other Operating Funds: These funds support agencies such as Emergency
Communications, Transportation, and the Bureau of Development Services (BDS). The
Water and Environmental Services funds are commonly referred to as "enterprise” funds
because they are self-supporting. Others, such as BDS and Transportation, receive ongoing
General Fund subsidies as well as dedicated revenues.
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How Funds Interact

Revenue and Reserve Funds: Revenue funds receive money from specific sources which
can be used only for specific purposes. The money must be transferred to an operating fund
in order to be spent. Reserve funds hold resources for future use in countering recessionary
trends and mitigating mid-year economic downturns or other financial emergencies.

On May 3, 1990 the City Council adopted a General Reserve Fund Use policy. Based upon
a review of historical financial trends, the policy formally recognizes the need for a 10%
General Reserve level. The policy also provides clear guidelines for the withdrawal of funds
based upon economic indicators or an emergency of significant magnitude.

Bonded Debt Funds: These funds account for the payment of debt service on general
obligation, revenue, assessment improvement, and urban renewal tax increment bonds.
These funds are necessary to manage the City's diverse debt portfolio in a manner that
insures compliance with security covenants as well as State and federal regulations.

Construction Funds: These funds account for major construction projects such as streets,
water, and sewer improvements. Revenues are received when the City issues bonds and
notes for capital projects. Revenues are also received from rates and other recurring sources
of income to the City.

Federal Grant Funds: These funds account for grant revenues received from the federal
government, such as Housing and Community Development Block Grant funds.

Retirement Funds: The City has one retirement fund. It includes the finances for
retirement of police and fire personnel. Revenues are received from a property tax levy
authorized by Portland voters in 1940. Other City employees are covered by the State Public
Employee Retirement System (PERS).

Internal Service Funds: Internal service funds account for the sale of central services such
as fleet and printing to other City and/or County agencies. These funds operate solely on
revenues received from the agencies using their services.

Permanent Funds: The City occasionally creates accounts for gifts or bequests that are
legally restricted to the extent that only earnings and no principal may be used as designated
by the donor. Currently the City has only one fund of this type, the Parks Endowment Fund.

Portland Development Commission: The Portland Development Commission (PDC) is the
City of Portland's urban renewal, economic development, and housing rehabilitation
agency. It is a semi-autonomous organization that interacts with various City programs.
Revenue for PDC is provided through a combination of tax increment, federal grants,
program income, contracts, private funding, and transfers from the General Fund. Details on
PDC’s budget are located in the PDC published budget document.

City funds interact in a variety of ways. One fund may pay another fund for either goods or
services or to cover operating and capital expenses. Cash transfers also result from the
exchange of resources between funds to cover operating and capital expenses. For example,
the FY 2003-04 budget includes a transfer from the General Fund to the Transportation
Operating Fund to support the operations and maintenance of the Street Lighting program.
Transfers between funds result in the budgeting of the dollars in both participating funds.
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Basis of Budgeting

Budgetary Controls
and Change
Management

Adjustments to bureau
budgets generally occur
during a trimester reporting
process or through a
Supplemental Budget
process.

Basis of Accounting
and Accounting
Structure

City funds employ either the
accrual basis or modified
accrual basis of accounting.

The City's budget is prepared in a manner consistent with its financial structure and as
required by Oregon Revised Statutes. All funds are included within the budget along with
the organizations and programs which they support. However, unlike the financial basis of
reporting, the City's budget is prepared completely on a modified accrual basis. That basis
means that the budget anticipates revenues based upon when they will be actually received
and upon expenditures when they will actually occur.

One exception exists to this general rule for the acknowledgment of revenues. Property tax
revenues are acknowledged within the budget for 90 days after the close of the fiscal year.
Items which are not fully expended at year-end must be re-budgeted in the following fiscal
year.

The Council maintains oversight of the City's financial condition through three formal
reviews of the annual budget, and various informal reviews and work sessions. At the
beginning of the fiscal year, bureaus identify their expected pattern of expenses and
revenues, where applicable, which is reviewed and analyzed by the Financial Planning
Division and presented to Council. The bureaus also include performance level projections
for each City program. Formal comparisons between the projected and actual expenditures
and performance are completed three times per year under the direction of Financial
Planning, and reported to Council.

Adjustments to bureau budgets generally occur during one of these trimester reporting
processes or, if legally required by State Budget Law, through a Supplemental Budget
process, which typically occurs in the spring and fall. This requirement allows the Council
to closely review the Citywide impact of budget adjustments on a trimester basis. It also
ensures that Council's directives are being followed. Bureaus may also request changes to
their budget during the year via ordinances.

The City has a system for monitoring the financial condition of its General Fund. A
Financial Outlook report is issued at the end of each accounting period, or 13 times per year.
The report provides Council, bureau managers, and others with information on the status of
General Fund revenues and expenditures in comparison to the budget. The report also
forecasts the year-end balance for the General Fund.

Governmental accounting, governed by State statute and Generally Accepted Accounting
Principles (GAAP), differs substantially from private sector accounting. Private sector
financial reports measure economic profits, whereas governmental accounting focuses on
disclosing how public money is spent, thus controlling the amount spent for any given

purpose.

Types of 