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Charlie Hales, Mayor

Fred Miller, Interim Chief Administrative Officer

1120 SW Fifth Ave., Suite 1250

Portland, Oregon 97204-1912

Ciry oF PorTLAND ST 1912

FAX (503) 823-5384

OFFICE OF MANAGEMENT AND FINANCE TTY (503) 823-6868

December 20, 2013

Mayor Charlie Hales, City Commissioners,
City Auditor, and Citizens of the
City of Portland, Oregon

The Bureau of Financial Services is pleased to submit the Comprehensive Annual Financial Report (CAFR)
of the City of Portland, Oregon (the City) for the fiscal year ended June 30, 2013.

This report is published to provide the City Council, City staff, our citizens, and other readers with detailed
information concerning the financial position and activities of the City. City management is responsible for
both the accuracy of the presented data and the completeness and fairness of the presentation, including all
disclosures.

To the best of our knowledge and belief, the enclosed report is accurate in all material respects and is
organized in a manner designed to fairly present the financial position and results of operations of the City as
measured by the financial activity of its various funds. The accompanying disclosures are necessary to
enable the reader to gain the maximum understanding of the City’s financial affairs.

THE REPORT

The CAFR is presented in three main sections: introductory, financial, and statistical. The introductory
section includes this transmittal letter, a list of principal officials, organizational charts, and a copy of last
fiscal year's Certificate of Achievement for Excellence in Financial Reporting awarded by the Government
Finance Officers Association of the United States and Canada (GFOA).

The financial section is prepared in accordance with accounting principles generally accepted in the United
States of America. This section of the CAFR includes the Management’s Discussion and Analysis (MD&A),
which can be found immediately following the report of the independent auditor. These are followed by the
basic financial statements, required supplementary information, and combining and individual fund
statements and schedules.

The MD&A provides a narrative introduction, overview, and analysis to accompany the basic financial
statements and should be read in conjunction with this letter of transmittal. The basic financial statements
include the government-wide financial statements that present an overview of the City’s entire operations,
while the fund level statements present the financial information of each of the City’s major funds, as well as
non-major funds.

Lastly, the statistical section includes selected financial and demographic information, generally presented on
a multi-year basis.

In addition to the CAFR, this publication includes a report on the City’s compliance with applicable federal
laws and regulations related to the Single Audit Act, OMB Circular A-133.

An Equal Opportunity Employer
To help ensure equal access to programs, services and activities, the Office of Management & Finance will reasonably
modify policies/ procedures and provide auxiliary aids/services to persons with disabilities upon request.
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CITY PROFILE

The City, with a population in excess of 603,000, comprises an area of approximately 145 square miles in
northwestern Oregon. Located astride the Willamette River at its confluence with the Columbia River, the
City is the center of commerce, industry, transportation, finance, and services for a contiguous metropolitan
area spanning into three Oregon counties and the City of Vancouver Washington, which altogether include
over two million people. The City is also the largest city in Oregon, the seat of Multhomah County, and the
second largest city in the Pacific Northwest.

The City was incorporated in 1851 and 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
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 Mayor and Commissioners act as legislators and
administrators, with the Commissioners responsible for enacting City laws, enforcing City laws, and
administering bureaus under the respective Commissioner’s supervision. The Mayor assigns the bureaus to
each Commissioner.

The City Auditor is also elected and required by Charter to be a Certified Public Accountant, Certified Internal
Auditor, or Certified Management Accountant. The Auditor is not part of the Council and has no formal
voting authority.

The City operates under the provisions of the City Code and City Charter, which are consistent with the
Oregon Constitution and State law (Oregon Revised Statutes). The City’s Code consists of all of the
regulatory and penal ordinances and certain administrative ordinances of the City of Portland. The
charter grants legal authority to City government, determines the form of City government, and assigns duties
to public officials. Ordinances are passed by a simple majority vote of three of the five Council members.

The City provides the following services, as authorized in its Charter:

e Planning and community development: buildings review, housing services, employment, and economic
development

e Citizen and community services: neighborhood improvements, housing development, and shelter
programs

o Public safety: police, fire and rescue, emergency communications, and emergency management

e Transportation and parking: street maintenance, neighborhood traffic studies, and street improvements

e Support services/legislative/administrative: facilities, financial, fleet, human resources, printing, risk
management, and technology

e Parks: recreational and cultural services

e Utilities: water and sewer

e Other operations: refuse disposal and environmental remediation

REPORTING ENTITY

This report encompasses all funds of the City and organizations required to be included because the City is
financially accountable for them. Under the City Charter, the Fire and Police Disability and Retirement Fund
and the Portland Development Commission (PDC) are required to have separate financial audits conducted
by external certified public accountants. The various funds of these organizations are also included in this
report, and the information presented has been condensed from separately commissioned audit reports to
conform to City reporting formats.
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ECONOMIC CONDITIONS AND OUTLOOK

A. Recent economic performance

The end of FY 2012-13 saw a slight uptick in the local economy. Broadly speaking, the local economy has
done comparatively well over the last couple of years. Unemployment continues to tick lower, down to 7.3
percent in June, its lowest level in nearly five years, and Multnomah County added nearly 10,000 jobs from
June 2012 to June 2013. Most recently, the housing market has accelerated significantly, with prices rising
by more than 15 percent in the local area.

Local area inflation was modest during the first half of calendar year 2013. The Portland-Salem Consumer
Price Index, All Urban Wage Earners (CPI-W), was up an annualized 2.4 percent for the first six months of
calendar year 2013 over the last six months of calendar year 2012. These levels are expected to remain
moderate in the second half of the year, and remain relatively low for the foreseeable future.

The City has two primary revenue sources that are acutely sensitive to economic conditions, business
license revenues and transient lodging taxes. General Fund business license revenues totaled $78.2 million
for FY2012-13, growing 7.3 percent over FY2011-12, exceeding pre-recession levels. Meanwhile, General
Fund transient lodging taxes saw a massive 21.2 percent growth - partially due to a one-time accrual
adjustment — pushing collections to $21.6 million. Even without the accrual adjustment, collections would
have topped $20 million for the first time. Continued low interest rates coupled with low fund balances helped
to push interest earnings lower. Property taxes, with historic property value declines that limited growth, grew
by 1.6 percent. Overall, General Fund revenue from external sources grew by 5.4 percent in FY2012-13 over
FY2011-12 figures.

B. Outlook

The inconsistent economic recovery is manifesting itself in slower revenue growth than would normally be
experienced during an economic recovery. Furthermore, Multnomah County voters approved the formation
of a library property tax district that, because of Oregon’s unique property tax system, will reduce the City’s
property tax collections beginning in FY 2013-14. Employment growth has improved steadily, but slowly, as
government employment and investment continue to detract from growth. Generally, most broad economic
measures suggest positive momentum.

There are several aspects of the current economic and political climate that present risks to the City’'s
finances. Some are more localized, such as pending labor contracts and pensions reform, while others are
more national or global in nature, such as federal policy uncertainty that could actively harm the general
economic conditions that underlie the forecast assumptions.

C. Long-term financial planning

The City maintains a five-year financial planning horizon and balances requirements to resources over the
life of the five-year forecast. The budget distinguishes between ongoing and one-time revenues. City
financial policies discourage the use of one-time revenue to fund ongoing obligations. The City continues to
maintain General Fund reserves equal to 10 percent of General Fund discretionary revenues in order to
guard against a significant economic downturn, disaster, or major unanticipated expense. In FY 2012-13,
the City Council opted to deal with revenue shortfalls through budget reductions and efficiencies.

Several non-General Fund bureaus also face resource challenges related to the funding of major capital
projects and infrastructure maintenance. The Bureau of Environmental Services anticipates annual
increases in the typical household’s sewer/storm-water bill to be 5.3 percent in FY 2013-14, 4.7 percent in
years two through four of the forecast, and 4.0 percent in the fifth year of the forecast. The increases will fund
deferred maintenance projects and continued operations and maintenance of the City’s sewer and storm-
water infrastructure. The Water Bureau forecasted average effective retail rate increases of 3.6 percent in
FY 2013-14, 14.1 percent for the next two years, and 9.0 percent increases in the final two years of
the forecast. These increases are needed to fund capital projects related to the Environmental Protection
Agency's Long Term 2 Enhanced Surface Water Treatment Rule, the treatment variance monitoring
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program, and other critical infrastructure maintenance and replacement. The Bureau of Transportation
continues to face a growing maintenance backlog.

D. Major initiatives

The City’'s FY 2012-13 budget invested in several initiatives of citywide importance, focused on four
interlocking goals taken from the Portland Plan: Prosperous, Healthy, Educated, and Equitable.

e Prosperous: Economic development helps our city grow and prosper. The Adopted Budget included $2.3
million of new one-time funding to bring jobs to the City, invest in workforce readiness, and support
neighborhood businesses. To protect our city’s most vulnerable citizens and keeping our safety net, the
budget also included $4.8 million of one-time funding for shelter services, rent assistance, and housing
access services.

e Healthy: The Adopted Budget protected frontline services in our parks, housing programs, and public
safety bureaus wherever possible. All public safety sworn positions (police and fire) were held harmless.
One-time funding was awarded to the Bureau of Development Services for improved neighborhood
inspections, enhanced rental inspections, and enforcement around extremely distressed properties. The
budget also kept Buckman Pool open and largely preserved frontline Parks staffing to ensure
maintenance and amenities in all parks Citywide.

e Educated: Itis essential to the economic well-being of this city that we have an educated workforce. The
Adopted Budget included $7.1 million to help Portland schools maintain teachers and vital programs.
The budget also maintained funding for Parks teen programming, summer lunches, SUN schools, and
the Mayor’s Education Program.

e Equitable: The Office of Equity was spared reductions, which reflected the City’'s commitment to moving
a meaningful equity agenda forward in FY 2012-13. The Adopted Budget included funding in Portland
Fire & Rescue for a recruiter dedicated to outreach in underrepresented communities and communities
of color. The budget also included funding for a citywide compliance assessment project related to the
Americans with Disabilities Act, and continued funding to improve evaluation methods and mitigate
disparities in the procurement process.

OTHER FINANCIAL INFORMATION

A. Financial policies

To help ensure its continued ability to meet immediate and long-term service objectives, the City has adopted
and adheres to a set of Comprehensive Financial Management Policies. These policies govern the
allocation and management of resources including use of one-time only funds.

B. Accounting system and budgetary control

The City’s accounting system supports an adequate internal control structure. This structure helps to
safeguard the City’'s assets against loss, theft, or misuse. The accounting system provides reliable financial
records for preparing financial statements in conformity with accounting principles generally accepted in the
United States of America. The internal control structure provides reasonable, but not absolute, assurance
that the City’s assets are safeguarded. The concept of reasonable assurance first recognizes that the cost of
a control should not exceed the benefits likely to be derived. Secondly, the evaluation of costs and benefits
require estimates and judgments by management.

The preparation of the City’s budget is governed by Oregon Budget Law, ORS §294.305 to §294.565. The
Mayor proposes a budget and the City Council serves as the Budget Committee in approving and adopting
the budget. Public notice is given for all Budget Committee meetings. Citizens are involved in the budget
process through surveys, forums, public hearings, and representation from five community budget advisors
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REPORT OF INDEPENDENT AUDITORS

To the City Council
City of Portland, Oregon
Portland, Oregon

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, the discretely presented component unit, each major fund and the aggregate remaining
fund information of the City of Portland, Oregon, as of and for the year ended June 30, 2013, and the
related notes to the financial statements, which collectively comprise the City’s basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the City’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of
the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, the discretely
presented component unit, each major fund and the aggregate remaining fund information of the City of
Portland, Oregon, as of June 30, 2013, and the respective changes in financial position and cash flows,
where applicable, thereof for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that management’s
discussion and analysis, budgetary comparison schedules, and employee benefit funding progress
information (collectively, the required supplementary information) on pages 15 through 38, 143
through 149, and 150 through 151, respectively, be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context.

We have applied certain limited procedures to the management discussion and analysis and employee
benefit funding progress information on pages 15 through 38, and pages 150 through 151 in
accordance with auditing standards generally accepted in the United States of America, which consisted
of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do
not express an opinion or provide any assurance on this information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City's basic financial statements. The budgetary schedules described above on
pages 143 through 149 are the responsibility of management and were derived from and relate directly
to the underlying accounting and other records used to prepare the basic financial statements. The
budgetary schedules have been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
the budgetary schedules are fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the City’s basic financial statements. The combining and individual nonmajor fund
financial statements, budgetary schedules, other financial schedules, and schedule of expenditures of
federal awards as required by Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations (Circular A-133) on pages 153 to 301 and 335 to 342, are
presented for purposes of additional analysis and are not a required part of the basic financial
statements.



This supplementary information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial statements.
This information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the
budgetary schedules, combining and individual nonmajor fund financial statements, other financial
schedules, and schedule of expenditures of federal awards are fairly stated, in all material respects, in
relation to the basic financial statements as a whole.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the City of Portland’s basic financial statements. The introductory and statistical
sections are presented for purposes of additional analysis and are not a required part of the basic
financial statements.

The introductory section and statistical information have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we do not express an opinion or
provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated_December 20,
2013 on our consideration of the City’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the County’s internal
control over financial reporting and compliance.

Report on Other Legal and Regulatory Requirements

In accordance with the Minimum Standards of Audits of Oregon Municipal Corporations, we have
issued our report dated December 20, 2013 on our consideration of the City’s compliance with certain
provisions of laws and regulations, including the provisions of Oregon Revised Statutes as specified in
Oregon Administrative Rules. The purpose of that report is to describe the scope of our testing of
compliance and the results of that testing and not to provide an opinion on compliance.

For Moss Adams LLP
Eugene, Oregon
December 20, 2013
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MANAGEMENT'S DISCUSSION AND ANALYSIS

As management of the City of Portland (the “City”), we offer readers of the City’s Comprehensive Annual
Financial Report (CAFR) this narrative overview and analysis of the financial activities of the City for the
fiscal year ended June 30, 2013. We encourage readers to consider the information presented here in
conjunction with additional information that we have furnished in our letter of transmittal, which can be
found starting on page 1 of this report.

FINANCIAL HIGHLIGHTS
The following are the City’s financial highlights for fiscal year ending June 30, 2013:

e The assets of the City exceeded its liabilities at the close of FY2012-13 by $2,353,895,713 (net
position). Included in this amount is an unrestricted net position deficit totaling $1,918,548,337, as
shown on table 1-C on page 20 This negative balance is caused by governmental activities and is
further discussed in the government-wide financial analysis section of this Management’s Discussion
and Analysis (MD&A) found on page 18.

e The City's total net position decreased by $95,067,573 from FY2011-12, as shown on table 2-C on
page 23. This decrease results primarily from an increase in revenues of $47,259,972 and an
increase in expenses of $104,624,931 versus the prior year, including an increase in the pension trust
obligation liability of $128,193,975.

e The City’s governmental funds reported combined ending fund balances of $363,709,535, an
increase of $30,094,377, in comparison to FY2011-12, as shown on page 45. Of the combined
ending governmental fund balances, $75,984,686 or 20.9 percent, is available for spending at the
City’s discretion subject to Council approved policies (assigned and unassigned fund balances).

e The unassigned fund balance for the General Fund was $28,514,937 or 5.1 percent of total General
Fund expenditures.

e The City’s total bonded debt increased by $164,854,197 or 5.1 percent over FY2011-12, as shown on
Table 5 on page 35. Major components contributing to this rise included increases of $132,390,000 in
revenue bonds, $11,655,000 in urban renewal bonds and $2,572,980 in limited tax revenue bonds.
General obligation bonds decreased by $8,065,000 and limited tax improvement bonds decreased by
$5,240,000. The residual change of $31,541,217 was comprised of unamortized bond premiums and
discounts.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City’s basic financial
statements. The City’s basic financial statements comprise three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements. This report
also contains other supplementary information in addition to the basic financial statements themselves.

A. Government-wide financial statements

The government-wide financial statements are designed to provide readers with a broad overview of
the City’'s finances, in a manner similar to a private-sector business.

The statement of net position presents information on all of the City’s assets and liabilities, with the
difference between the two reported as net position. Over time, increases or decreases in net position
may serve as a useful indicator of whether the financial position of the City is improving or
deteriorating.



The statement of activities presents information showing how the City's net position changed during
the most recent fiscal year. All changes in net position are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and
expenses are reported in this statement for some items that will only result in cash flows in future
fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the City that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other functions
that are intended to recover all or a significant portion of their costs through user fees and charges
(business-type activities). Governmental activities include: public safety, parks/recreation/culture,
community development, transportation and metered parking, legislative/administrative/support
services, environmental services, and interest on long-term debt. The business-type activities of the
City include environmental services, water, hydroelectric power, parking facilities, golf, motor sports,
spectator facilities, and housing.

The government-wide financial statements include not only the City itself (known as the primary
government), but also the Portland Development Commission (PDC), a legally separate entity for
which the City is financially accountable. Financial information for PDC is reported separately from
the financial information presented for the primary government.

The government-wide financial statements can be found on pages 40-42 of this report.
Fund financial statements

A fund is a group of related accounts used to maintain control over resources that have been
segregated for specific activities or objectives. The City, like other state and local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related legal requirements. All
funds of the City can be divided into three categories: governmental funds, proprietary funds, and
fiduciary funds.

e Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial statements.
However, unlike the government-wide financial statements, governmental fund financial
statements focus on near-term inflows and outflows of spendable resources, as well as on
balances of spendable resources available at the end of the fiscal year. Such information may be
useful in evaluating a government's near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
By doing so, readers may better understand the long-term impact of the government's near-term
funding decisions. Both the governmental fund balance sheet and the governmental fund
statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

The City maintains 41 individual governmental funds. Governmental funds are further classified
as general, special revenue, debt service, capital projects, or permanent funds. Within each
fund-type group, funds are additionally classified as major or nonmajor funds.

Individual fund information is presented separately in the governmental fund balance sheet and in
the governmental fund statement of revenues, expenditures, and changes in fund balances for
the General Fund, Transportation Operating Fund, and the Grants Fund, all of which are
considered to be major funds. Data from the other 38 governmental funds are combined into a
single, aggregated presentation. Individual fund data for each of these nonmajor governmental
funds is provided in the form of combining statements elsewhere in this report.

The City’s major governmental funds, the General Fund, Transportation Operating Fund, and the
Grants Fund, are presented in their respective columns, and the remaining funds are combined
into a column titled “Other Governmental Funds”. For each major fund, a budgetary comparison



statement is presented. Information on nonmajor funds can be found in the combining schedules
of nonmajor funds and/or the supplemental information-budgetary comparison schedules sections
of this report. Completing this report is a series of other financial and statistical schedules as
required by statute.

The basic governmental fund financial statements can be found on pages 43-46 of this report.

e Proprietary funds. The City maintains 18 proprietary funds, which are further classified as either
enterprise funds or internal service funds.

Enterprise funds are used to report the same functions presented as business-type activities in
the government-wide financial statements. Of the 18 proprietary funds, ten are enterprise funds.

Internal service funds are used to accumulate and allocate costs internally among the City's
various functions. The City uses internal service funds to account for health insurance, facilities,
fleet, printing and distribution, self-insurance for general liability and worker’'s compensation, and
technology services. These services predominantly benefit governmental rather than business-
type functions. Therefore, they have been included within governmental activities in the
government-wide financial statements. Of the 18 proprietary funds, eight are internal service
funds.

Proprietary funds statements provide the same type of information as the government-wide
financial statements, only in more detail. The proprietary funds financial statements provide
separate information for water and sewer system operations, both of which are considered major
funds. Conversely, the internal service funds are combined into a single, aggregated presentation
in the proprietary fund financial statements. Individual fund data for the internal service funds is
provided in the form of combining statements elsewhere in this report.