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Joint Meeting of the City of Salem Budget Committee and

ENDA cmmﬁF@é}y\/

AT YOUR SERVICE

the Salem Urban Renewal Agency Budget Committee

DATE: Wednesday, January 11, 2023  STAFF LIAISON:

TIME: 6:00 PM Josh Eggleston, Chief Financial Off.

CHAIRPERSON: Virginia Stapleton 503-588-6130
jeggleston@cityofsalem.net

PLACE: HYBRID Kelli Blechschmidt, Mgmt Analyst |

Written comments on agenda items may be submitted at 503-588-6049

budgetoffice @cityofsalem.net Public comment may also be kblechschmidt@cityofsalem.net

provided in person or via ZOOM. If using ZOOM, please pre-register between 8:00AM and
2:00PM on the day of the meeting at the following link: Comment and Participate in a City Council Meeting |
Salem, Oregon (cityofsalem.net)

1.

2.

OPENING EXERCISES - Chairperson Virginia Stapleton

PUBLIC TESTIMONY
a. Comment on agenda items other than public hearings and deliberations

MINUTES
a. Minutes from May 11, 2022 City of Salem and Urban Renewal Agency Budget
Committee Meeting

ACTION ITEMS
a. Election of Officers
e Chairperson
¢ Vice-chairperson
e Secretary

INFORMATION ITEMS

FY 2022 Q4 Financial Report for the City of Salem

FY 2022 Q4 Financial Report for the Urban Renewal Agency

FY 2023 Q1 Financial Report for the City of Salem

FY 2023 Q1 Financial Report for the Urban Renewal Agency

General Fund Deferred Staffing Needs and Internal Services Benchmarking
FY 2024 — FY 2028 Five-Year Forecast

~0o0 oW

PUBLIC HEARINGS
None

SPECIAL ORDERS OF BUSINESS
a. Presentation of Five-Year Forecasts — General Fund, Transportation Services
Fund and Utility Fund
e Presentation by Chief Financial Officer Josh Eggleston
e Discussion and review
b. Presentation by Moss Adams regarding forecasting and best practices
¢ Presentation by Tommy Conkling and Colleen Rozillis
¢ Discussion and review
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c. Preview of Balancing Act and Performance Management
e Preview by Chief Financial Officer Josh Eggleston
e Discussion and review

8. PUBLIC TESTIMONY FOR FUTURE BUDGET ISSUES
The Budget Committee has set aside time for public comment to address items
not on the agenda. Each individual testifying will be limited to no more than three
(3) minutes.

9. ADJOURNMENT

The next Budget Committee meeting will be held on Wednesday, April 19, 2023 at 6:00 pm for
presentation of the City Manager’s proposed FY 2024 budget.

Budget staff is available for your convenience to discuss the budget document and process.
Please call the staff listed above or 503-588-6040 if you have any questions.
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MINUTES C”gﬁé”’\/

Joint Meeting of the City of Salem Budget Committee and

AT YOUR SERVICE

the Salem Urban Renewal Agency Budget Committee

DATE: Wednesday, May 11, 2022 STAFF LIAISON:

TIME: 6:00 PM Josh Eggleston, Chief Financial Officer

CHAIRPERSON: Virginia Stapleton 503-588-6130
jegaleston@cityofsalem.net

PLACE: Virtual Kali Leinenbach, Sr. Fiscal Analyst

503-588-6231
kleinenbach@cityofsalem.net

1.  OPENING EXERCISES - Vice-chair person Brown called the meeting to order at
6:00pm

Members present: Tigan, Shirack, T.Andersen, W.Andersen, Phillips, Leung
(arrived at 6:26PM), Cohen, Vice-chair Brown, Gonzalez, Hoy, Nordyke, Sorce,
Milton, Varney, Bennett, Vieyra-Braendle

Members absent: Chair Stapleton

Pledge of Allegiance by: Kelli Blechschmidt, Staff

Vice-chair Brown informed the Committee about the additions agenda submitted
to the Committee and several pieces of written testimony.

Motion: Move to approve the additions agenda of May 11, 2022 for the
City of Salem Budget Committee and Urban Renewal Agency Budget
Committee Meeting.

Motion by: Member W. Andersen
Seconded by: Member Varney

Action: Motion passes
Vote:

Aye: Unanimous
Nay:

Abstentions:

2. PUBLIC TESTIMONY

a.
b.

C.
d.

Correspondence from Kaethe Mentrum regarding Stortz Avenue NE.
Correspondence from Mari Anne Gest regarding affordable housing and
homelessness.

Correspondence from Lynn Takata regarding graffiti abatement
Correspondence (additional) from Kaethe Mentrum regarding Stortz Avenue
NE.
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Virtual Appearance: Topic:

Phyllis Abbott-Cavota Speed Humps
Kaethe Mentrum Speed Humps
Jesus Cruz Speed Humps

Questions or comments by: Vice-Chair Brown, Members W. Andersen, T.
Andersen, Drew Cohen, Evan Sorce

Answers or explanations by: Interim City Manager Retherford, City Engineer
Brian Martin, Police Chief Womack

Bayard Mentrum Speed Humps
Christine Wagner Speed Humps
Jessie Preis Neighborhood Livability

Questions or comments by: Vice- Chair Brown, Sorce

3. MINUTES
a. Minutes from May 4, 2022 City of Salem and Urban Renewal Agency
Budget Committee Meeting

Motion: Move to approve the meeting minutes from the May 4, 2022 City
of Salem Budget Committee and Urban Renewal Agency Budget
Committee Meeting.

Motion by: Member T. Andersen
Seconded by: Member W. Andersen

Action: Motion passes
Vote:

Aye: Unanimous

Nay:

Abstentions: Member Shirack

4. ACTION ITEMS
a. None.

5. INFORMATION ITEMS
a. Staff Report: Summary of Budget Committee Actions Through May 4, 2022
b. Staff Report: Responses to Committee Member Questions
c. Staff Report: Additional Responses to Committee Member Questions

Explanation of information items provided to the Budget Committee by Chief
Financial Officer Eggleston.

Questions or comments by: None
Answers or explanations by: None
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6. PUBLIC HEARINGS
a. None

7. SPECIAL ORDERS OF BUSINESS
a. Approve FY 2023 Salem Urban Renewal Agency Ad Valorem Property Taxes
Staff Report: Approval of Ad Valorem Property Taxes — Salem Urban
Renewal Agency

Approve the estimated ad valorem property tax levies derived from the sum of
the Division of Taxes and the Special Levy for the Salem Urban Renewal
Agency Areas as follows:

Division of Taxes Special Levy | Estimated Total

1. Jory Apartments 100% $0 $284,520
2. McGilchrist 100% $0 1,257,410
3. Mill Creek 100% $0 2,408,340
4.  North Gateway 100% $0 4,366,140
5. Riverfront Downtown 100% Remainder 7,878,600
6. South Waterfront 100% $0 518,200
7.  West Salem 100% $0 1,890,860
$18,604,070

e Discussion
e Motion to approve Salem Urban Renewal Agency FY 2023 ad
valorem property taxes

Questions or comments by: Members W. Andersen, Varney
Answers or explanations by: Chief Financial Officer Josh
Eggleston

Motion: Move to approve staff recommendation for the FY 2023 Salem
Urban Renewal Agency Ad Valorem Property Taxes.

Motion: Member Bennett
Seconded by: Member Phillips

Action: Motion passes
Vote:

Aye: Unanimous
Nay:

Abstentions:

b. Recommend FY 2023 Salem Urban Renewal Agency Budget
Staff Report: Recommend FY 2023 Salem Urban Renewal Agency Budget
e Discussion
¢ Motion to approve final recommendation of FY 2023 Salem Urban
Renewal Agency Budget
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Questions or comments by: None
Answers or explanations by: None

Motion: Move to approve staff recommendation for the FY 2023 Salem
Urban Renewal Budget.

Motion: Member W. Andersen
Seconded by: Member Shirack

Action: Motion passes
Vote:

Aye: Unanimous
Nay:

Abstentions:

c. Approve FY 2023 City of Salem Ad Valorem Property Taxes

Staff Report: Approval of Ad Valorem Property Taxes — City of Salem
Recommendation:

Approve the ad valorem property taxes for the City of Salem General Fund
and the City of Salem General Obligation Debt fund as follows:

1. Approve the City of Salem permanent tax rate of $5.8315 for general
fund operations.
2. Approve a General Obligation bond debt levy of $17,686,890
e Discussion
e Motion to approve City of Salem FY 2023 ad valorem property
taxes

Questions or comments by: None
Answers or explanations by: None

Motion: Move to approve staff recommendation for the City of Salem Ad
Valorem property taxes for operations and general obligation debt.

Motion: Member W. Andersen
Seconded by: Member Phillips

Action: Motion passes
Vote:

Aye: Unanimous
Nay:

Abstentions:

d. Recommend FY 2023 City of Salem Budget

Staff Report: Recommend FY 2023 City of Salem Budget

Good Governance
e Expenditures: $123,547,830
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Questions or comments by: None
Answers or explanations by: None

Motion: Move to approve staff recommendation for the Good Governance
result area budget.

Motion by: Member W. Andersen
Seconded by: Member Shirack

Action: Motion passes
Vote:

Aye: Unanimous
Nay:

Abstentions:

Natural Environment Stewardship
e Expenditures: $21,247,610

Questions or comments by: None
Answers or explanations by: None

Motion: Move to approve staff recommendation for the Natural
Environmental Stewardship result area budget.

Motion by: Member W. Andersen
Seconded by: Member Phillips

Action: Motion passes
Vote:

Aye: Unanimous
Nay:

Abstentions:

Safe and Healthy Community
e Expenditures: $135,228,660

Questions or comments by: Members Bennett, Phillips, Sorce,
Varney, Milton, W. Andersen, T. Andersen, Hoy, Nordyke,
Shirack, Tigan and Cohen

Answers or explanations by: Police Chief Womack, Financial

Officer Josh Eggleston, Interim City Manager Kristin Retherford
Motion: Move to approve staff recommendation for the Safe and Healthy
Community result area budget.

Motion by: Member W. Andersen
Seconded by: Member Phillips
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Action: Motion passes

Vote:

Aye: Members Tigan, T. Andersen, Shirack, Phillips, Leung, Cohen,
Gonzalez, Hoy, W. Andersen, Nordyke, Sorce, Varney, Bennett, Vieyra-
Braendle

Nay: Member Milton, Vice-chair Brown

Abstentions:

Safe, Reliable, and Efficient Infrastructure and Capital
Improvements
e Expenditures: $153,861,040 for the result area and
$231,575,930 for capital improvement projects

Questions or comments by: None
Answers or explanations by: None

Motion: Move to approve staff recommendation for the Safe, Reliable and
Efficient Infrastructure result area and Capital Improvements budget.

Motion by: Member Shirack
Seconded by: Member W. Andersen

Action: Motion passes
Vote:

Aye: Unanimous
Nay:

Abstentions:

Strong and Diverse Economy
e Expenditures: $13,004,570

Questions or comments by: None
Answers or explanations by: None

Motion: Move to approve staff recommendation for the Strong and Diverse
Economy result area budget.

Motion by: Member W. Andersen
Seconded by: Member Phillips

Action: Motion passes
Vote:

Aye: Unanimous
Nay:

Abstentions:

Welcoming and Livable Community
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e Expenditures: $58,491,180

Questions or comments by: Members Sorce, Phillips, Bennett,
Tigan and Vice-Chair Brown

Answers or explanations by: Chief Financial Officer Josh
Eggleston, Community Development Director Norman Wright

Motion: Move to approve staff recommendation for the Welcoming and
Livable Community result area budget.

Motion by: Member W. Andersen
Seconded by: Member Sorce

Action: Motion passes
Vote:

Aye: Unanimous
Nay:

Abstentions:

8. PUBLIC TESTIMONY FOR FUTURE BUDGET ISSUES
The Budget Committee has set aside time for public comment to address items
not on the agenda. Each individual testifying will be limited to no more than three
(3) minutes.
a. None

9. ADJOURNMENT
The meeting was adjourned at 7:46 PM

Respectfully Submitted,

Kelli Blechschmidt
Minutes Recorder

The next meetings related to the FY 2023 budget will occur with the City Council as follows:

o Monday, June 13, 2022, FY 2023 Budget and State Revenue Sharing Public Hearing
e Monday, June 27, 2022, FY 2023 Budget and CIP Adoption

Budget staff is available for your convenience to discuss the budget document and process.
Please call the staff listed above or 503-588-6231 if you have any questions.

The City of Salem budget information can be accessed on the internet at: www.cityofsalem.net/budget The City of Salem values all persons without

regard to race, color, religion, national origin,
NOTE: Disability-related accommodations, including auxiliary aids or services, in order to participate in this meeting, are seg age, marital status d%mestic partnersghip
available upon request. Sign language and interpreters for languages other than English are also available upon request. To diéabili{y familial StatleS sexual orientation ’
request such an accommodation or interpretation, contact Kali Leinenbach, (503) 588-6231 or kleinenbach@cityofsalem.net gendér identity and s'ource of income !
at least 2 business days before this meeting. TTD/TTY telephone (503) 588-6439 is also available 24/7. '
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For the Budget Committee Meeting of: January 11, 2023
Agenda Item No.: 5.a.

CITY OF SALEM FINANCIAL SUMMARY YEAR END / FY 2022

This financial summary provides FY 2022 year-end results that include July 2021 through June 2022. Notable occurrences are
identified, described, and graphically illustrated through budget-to-actual and actual-to-actual comparisons. In addition, many
comparisons extend to multiple fiscal years to augment context for FY 2022 activity.

Total Resources of $762.6 Million

This view of Citywide resources
reveals the prominence of Working

Capital—or cash-on-hand—at 41.2
WORKING CAPITAL ($280.85 M) - 36.8% percent of all resources. Taxes include
property tax for General Fund
operations and levies to pay debt
SALES, FEES, LICENSES, PERMITS ($168.54 M) 22.1% service on voter-approved general

obligation bonds, transient occupancy
tax, and local marijuana sales tax. The
INTERNAL AND INTERGOVERNMENTAL 24.8% category with Sales, Fees includes

(5189.48 M) consumer-paid fees for water / sewer,
franchise fees, building permits, and
TAXES ($101.08 M) 13.3% system development charges. Internal
and Intergovernmental includes
employer-paid insurance premiums,
ALL OTHER ($22.66 M) | 3.0% state shared revenues, and grants.

Total Expenditures of $451.61 Million

Everything associated with the cost of SUPPLIES, SERVICES, SMALL EQUIPMENT 42.9%
. . ($190.61 M) ke

more than 1,297 full-time equivalent

employees—wages, overtime,

insurances, and retirement benefits—is EMPLOYEE COSTS ($177.87 M) 39.4%

included in Employee Costs. The
category of Supplies, Services, Small
Equipment includes $108.9 million of the
total in just four of the City’s 25 funds—

Capital Improvements, Self Insurance FUND-TO-FUND TRANSFERS ($32.84 M) 73%
Risk, Self Insurance Benefits, and Utility.

DEBT SERVICE ($41.74 M) 9.2%

LAND, BUILDING IMPROVEMENTS, LARGE

0,
EQUIPMENT ($8.55 M) 1.9%

Total personnel expenditures increased by 5.52 percent year over year. The increase in total
expenditures is influenced by both anticipated cost escalators and mid year adjustments, such
as labor contract / market adjustments to salaries, the corresponding increase to PERS expense,
and health benefits expense. Materials and services experienced an decrease in expenditures
due to the completion of several large construction projects like the Police Facility and the
Salem Public Library.
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City of Salem Financial Summary

CITY OF SALEM FINANCIAL SUMMARY YEAR END / FY 2022

This financial summary provides FY 2022 year-end results that include July 2021 through June 2022. Notable occurrences are
identified, described, and graphically illustrated through budget-to-actual and actual-to-actual comparisons. In addition,
many comparisons extend to multiple fiscal years to augment context for FY 2022 activity.

Total Resources of $192.55 Million

TAXES ($79.59 M)

INTERNAL AND INTERGOVERNMENTAL

0,
($42.85 M) g2-3%
SALES, FEES, LICENSES, PERMITS
0,
($35.18 M) 18.3%
WORKING CAPITAL ($30.91 M) 16.1%

ALL OTHER ($4.02 M) 2.1%

Total resources for FY 2022 in the General Fund equal $192.55
million, representing $30.91 million in working capital and
$161.64 million in new revenues. Property taxes account for
$77.82 million in the category, Taxes, with the remaining $1.77
million from the City’s sales tax on marijuana. Sales, Fees,
Licenses, Permits includes over $19.95 million in franchise fees,
$7.5 million from the City's operation fee, $2 million in planning-
related revenues, and $219,960 from the City’s ambulance
contractor. Internal charges, including the cost for support
services assessed to other City funds for services housed in the
General Fund— such as Legal, Human Resources, Finance, and
Information Technology—provide $16.4 million of the $42.85
million for the Internal and Intergovernmental category.
Revenues shared by the State of Oregon add another $7.48
million. All Other revenue includes over $661 thousand in
parking fines and over $981 thousand in court fines.

Total Expenditures of $151.87 Million

The City’s General Fund maintains the services of fire
emergency response, municipal court, parks maintenance,
police, multi-generational recreation programs, long range and
current planning, code enforcement, social services program
aid, Salem Public Library, and the support services that benefit
all City departments and funds. At year end, expenditures for
these services equaled $151.87 million, representing a 6.50
percent increase over FY 2021. Additionally, federal and state
grant funding provided aid for costs associated with the
COVID-19 pandemic and sheltering in the community. Once
grant funding is completely expended, the City will need to
look toward new revenue options or a reduction in other
services to continue these programs.

EMPLOYEE COSTS ($115.19 M)

75.8%

SUPPLIES, SERVICES, SMALL
23.0%

EQUIPMENT ($34.96 M)

FUND-TO-FUND TRANSFERS ($1.03

0,
M) 0.7%
DEBT SERVICE ($0.37 M) 0.2%
LAND, BUILDING IMPROVEMENTS,
0.2%

LARGE EQUIPMENT ($0.32 M)

With the influx of federal and state funding for the COVID-19 pandemic, the General Fund
was able to remain financially solvant by replacing lost revenues due to the pandemic such
as parking revenues and paying for increased costs as a result of the pandemic like Fire
Department overtime. Monies were also used to aid in the sheltering projects like safe park
programs, micro shelters and community organization grants. In order to maintain a healthy
General Fund balance, new funding will be needed to continue these new programs once
federal and state grants are fully expended.

FY 2022 Q4
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CITY OF SALEM FINANCIAL SUMMARY YEAR END / FY 2022

General Fund Revenues

Property Tax—In FY 2022, the largest revenue
source for the General Fund received a 4.4%
revenue increase above last year's actuals. The total
revenues year-over-year increase was $3.28 million.

Franchise Fees—Increases for refuse hauler fees,
gains in electric and water / wastewater / storm-
water utility, as well as higher gas and cable revenue
added an increase year-over-year for City franchise
fees of 6.1%.

Internal Charges—Less-than-anticipated revenues
are offset with savings from vacant positions. A
lower vacancy rate would have generated additional
internal reimbursement revenues. However, the
year-over-year increase was 9.9%.

Marijuana Sales Tax—Continued growth
experienced with year-over-year increases of over
116.0%, and far exceeding budget estimates by
12.2%. Over $0.42M was realized in the final quarter

State Shared Revenues—Due to Measure 110, the
portion of Marijuana shared revenues with the City has
significantly decreased. The impact was so great that
other revenues in the category were not enough to
make up the loss resulting in a 1.8 decrease year-over-
year.

Fees, Permits—User charges for fire protection,
planning fees, recreation, fire safety permits,
apartment licensing and the City Operations Fee
supported increased receipts of $2.49 million or
19.6% more than FY 2021.

Other Agencies, Grants, All Other Revenue— There was
a sharp increase in this category in the final quarter of
2022 due to $12.89 million in ARPA grant funds in June.
Overall increase year-over-yearis 23.8%

Beginning Fund Balance—Fund Balance grew in FY
22 largely due to one-time ARPA revenue. Beginning
fund balance increased $5.94 million or 23.8% year-
over-year. However, without federal COVID-19 relief
funding, the City would have had to use Fund
Balance to cover expenses.

City of Salem Financial Summary

FY 2022 Q4

Actual to Year
Budget - over- Year

4.4%

109.

6.1%

9.9%

116. 12.2%

100.1

109.5%

19.6%

28.0%

23.8%
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CITY OF SALEM FINANCIAL SUMMARY YEAR END / FY 2022

General Fund Expenditures by Department

Mayor & Council S - S 024 S - S - s -
Municipal Court 1.58 0.72 - - -
City Manager 1.35 0.15 - - -
Human Resources 1.60 0.40 - - -
Legal 2.48 0.11 - - -
Finance 3.60 0.29 - - -

Parks and Recreation 5.93 5.05 0.08 0.06 - 95.4%
Community Development 3.98 0.67 - 0.01 - 94.9%

Facilities Services 3.16 1.45 0.003 0.12

Library 3.99 0.96 - - - 86.8%
Police 40.34 10.00 0.14 - - 97.4%
Fire 35.40 4.74 - - - 99.6%

Information Technology 8.32 1.63 0.15 - - 95.2%
Non Departmental 0.04 7.30 - 0.71 0.37 63.7% 22.0%
Urban Development 3.42 1.26 (0.05) 0.14 - 82.8%

General Funded FY 2022 year-end expenditures totaled $151.87 million which is $10.8 million
or 6.7 percent lower than the adopted budget. The 6.5 percent year-over-year increase in
total is influenced by cost escalators, such as labor contract / mid-year market adjustments to
salaries, the corresponding increase to PERS expense, and health benefits expense.
Differences are also influenced by changes in position vacancy rates and the timing of
materials and services expenses. Increase in Fund Balance is a result of both one-time federal
COVID funding and $10.8 million of departmental savings.

BY THE NUMBERS

Expenditures
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CITY OF SALEM FINANCIAL SUMMARY YEAR END / FY 2022
Other Funds (in millions)

E dit by Fund Actual to Year
,xPer,‘ _' ures by Fun Budget - FY - over - Fund Resources 5-Year Trend, FY 2018-FY 2022
(in millions)
2022 Year
Transportation Services $ 15.06 15.25 14.24 16.88  17.82
Personal Services 6.59
Materials / Services 7.82 86.1%
Capital Outlay 0.05 _::E:[_
Interfund Transfers 0.61 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Streetlight $ 186
Materials / Services 1.15
Interfund Transfers 0.50 89.2%
Debt 021 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Airport S 1.25 1 2 1.27 1.32 1'27 1'4
e senices 068 T T T 1
Materials / Services 0.68 62.0%
Interfund Transfers _ FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Debt 0.04
Community Renewal $ 283 o 3.08 2.96 o)
Materials / Services 2.83 .

I 1.26 D

Interfund Transfers - FY 2018 FY 2019 FY 2020 FY 2021 FY 2022

Downtown Parking S 1.24 ;
Materials / Services 1.24 ' : : :
Interfund Transfers - 95.4% _D::j_
FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Cultural and Tourism $ 381 ]
Materials / Services 2.39 ' : : :
Interfund Transfers 1.42 94.7% _D::j_
FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Public Art $ 0.01
Materials / Services 0.01

33.8%

FY 2018 FY 2019 FY 2020 FY 2021 FY 2022

Tourism Promotion Area $ 0.93 ” : :
9 36.9% 0 (]
Materials / Services $  0.93 104.1%
Interfund Transfers S - Ty

0.03
0.02 002 . :
-32.0% &
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CITY OF SALEM FINANCIAL SUMMARY YEAR END / FY 2022
Other Funds (in millions)

E dit by Fund Actual to Year
.xper.l _' ures by Fun Budget - FY - over - Fund Resources 5-Year Trend, FY 2018-FY 2022
(in millions)
2022 Year
Parking Leasehold $ 0.68 " "
Materials / Services 0.48 : ' . :
iterfund Transfers 020 T 1T 1
FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Building and Safety $ 5.67 ! ] . .
Personal Services 3.80
Materials / Services 1.37 88.3%
Interfund Transfers 0.50 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Traffic Safety $ 173
Personal Services - 0.58
99.8% 0.00 0.00
Materials / Services 0.78
FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Interfund Transfers 0.95
49.13
General Debt $ 22.05 18.79  21.46  20.57 22.97
Debt 2205 | 97.8% —
FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Capital Improvements $ 46.20
Materials / Services 43.22 . 33.48 34.4 31.96
Capital Outlay 2.97 30.8%

Interfund Transfers -

FY 2018 FY 2019 FY 2020 FY 2021 FY 2022

Extra Capacity Facilities $ 8.15 1333 1611 1603 133
Materials / Services 7.19 —
Capital Outlay 0.23 -35.1% _:E:l:_
Interfund Transfers 0.73 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Development Districts S 1.91
Materials / Services 1.55 : 1.06 ' 1.01 0
Interfund Transfers 0.36 IER: _:ébﬁ_
FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Utilit $ 112.67
! Personal Services 38.42 R 0661 1093 11468 11858
Materials / Services 33.46 2.3% _D:::_
Capital Outlay 1.61 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Interfund Transfers 20.13
Debt 19.06
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CITY OF SALEM FINANCIAL SUMMARY YEAR END / FY 2022
Other Funds (in millions)

E dit by Fund Actual to Year
_xper_n _' ures Dy Fun Budget - FY - over - Fund Resources 5-Year Trend, FY 2018-FY 2022
(in millions)
2022 Year
Emergency Services S 3.36
Personal Services 0.41 e
0.95 0.97 0.9 0.89
Materials / Services 1.42 97.0% 355.8%
Interfund Transfers 0.67 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Capital 0.87
wvcc 3 1315 055 1113 115 1242 1331
Personal Services 9.69
Interfund Transfers 1.40 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Capital 0.04
Police Regional Records $ 0.16 0.4 : : ' :
Capital -
FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
City Services $ 14.25 1091 1066
6 . 10.51
Personal Services 2.19 Lo B
Materials / Services 8.08 90.0%
Capital Outlay 0.01 FY 2018 FY 2019 FY 2020 FY 2021  FY 2022
Interfund Transfers 3.97
Self Insurance Benefits $ 28.39 2003 3043 oo 2721 27.46
Personal Services - 0.37{  74.8% T
MaterlalS/SerV|CeS 2802 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Interfund Transfers )
Self Insurance Risk S 497 0.67
Personal Services 0.69 A1.6% 28.6% 0.00 4.26 2.35 3.67
Materials / Services 4.28 970 —A:==—
FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Equipment Replacement $ 261
Materials / Services 0.21
Capital Outlay 2.40 13.8%
Interfund Transfers - FY 2018 FY 2019 FY 2020 FY 2021 FY 2022
Trust and Agency $ 6.79
Materials / Services 6.37 0 22.28
Capital Outlay 0.05 26.6% ' = o 1'38 !
Interfund Transfers 0.37 FY 2018 FY 2019 FY 2020 FY 2021  FY 2022
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For the Budget Committee Meeting of: January 11, 2023
Agenda Item No.: 5.b.

URBAN RENEWAL AGENCY FINANCIAL SUMMARY Through Q4 / FY 2022

This “By the Numbers” summary of FY 2022 activity for the 12-month period ending June 30, 2022 provides a brief update
of the Urban Renewal Agency’s seven active areas and the Agency-owned Salem Convention Center. For the comparisons
to budget and prior year activity a positive percentage denotes FY 2022 results are greater.

Resources

Difference
. Actual FY 2021 to
Debt Service through June FY 2022
Fund 30 Actual
Riverfront Downtown 10,186,483 120.3% 13.0% 7,900,758 100.0% 24.8%
Fairview - - - - - -
North Gateway 5,152,524 94.1% -6.7% 4,500,156 100.0% 0.0%
West Salem 2,674,596 96.0% -2.3% 1,800,063 99.9% -10.0%
Mill Creek 2,924,725 105.2% 16.0% 1,693,155 100.0% 21.5%
McGilchrist 1,570,069 99.7% 19.1% 1,000,035 99.9% 11.1%
South Waterfront 644,184 94.7% -3.3% 500,017 99.9% -
Jory Apartments TIF 12,110 29.0% - - - -
Total 23,164,690 106.2% 6.4% 17,394,184 99.7% 0.0%
Ca pital Difference
Actual FY 2021 to
Improvements SN FY 2022
Fund 30 Actual
Riverfront Downtown 26,258,228 101.6% 2.4% 4,356,257 16.9% -37.5%
Fairview 2,428,456 98.3% -1.2% 34,086 1.4% -36.1%
North Gateway 18,448,640 99.9% 11.2% 1,335,512 7.2% -52.4%
West Salem 8,504,644 99.9% 18.9% 745,710 8.8% 45.9%
Mill Creek 2,633,303 93.3% -10.7% 551,865 19.5% -51.3%
McGilchrist 7,318,721 66.8% 23.4% 1,647,412 15.0% 122.7%
South Waterfront 1,362,645 93.9% 43.5% 17,243 1.2% -81.8%
Jory Apartments TIF (522) -1.3% 0.0% 33 0.1% -93.6%
Total 66,954,116 94.9% 8.6% 8,688,119 12.3% -29.5%

Salem Convention Center Fund and

Convention Center Gain / Loss Reserve

Resources for the Salem Convention Center Fund included and
revenue from food sales, equipment and room rentals, and other
revenue of $2,536,820 for a total of $2,514,939. Through the
period, $1,436,225 has been posted as the cost of providing
convention services.

The Convention Center Gain / Loss Reserve* started the fiscal year
with beginning fund balance of $4,212,490 million. Interest
postings, donations, and interfund transfers through the fourth
quarter added $328,170.

*A reserve established to cover any operational losses

Urban Renewal Agency Financial Summary

FY 2022 Q4

Beginning working capital for both funds (above) was
$55.5 million. Current year taxes of $16.54 million have
been collected, and short-term borrowings, of $15.1
million which provide additional resources for capital
projects, have occurred.

Through the fourth quarter of FY 2022, the largest
capital programs in the URA were the Capital Grant
program in Riverfront URA at $1.31 million, the Capital
Grant program in the North Gateway URA and
McGilchrist St SE Corridor imporvements in the
McGilchrist URA.
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For the Budget Committee Meeting of: January 11, 2023
Agenda Item No.: 5.c.

CITY OF SALEM FINANCIAL SUMMARY Through Q1 / FY 2023

The summary of FY 2023 first quarter (Q1) July 2022 through September 2022 financial activity displays expenditure
information at the department level for the General Fund and resources displayed by type. For all other City funds, data is
displayed with resources and expenditures. For all funds, the display includes columns noting comparison to budget and prior
year actual activity. A positive number in the prior year comparison denotes an increase in FY 2023.

General Fund

Actual Asa Difference
Resources through Sept Percent of :x ;g;; to

30 Budget

Actual

Property Taxes 80,750,050 818,470 1.0% 360.7%
Franchise Fees 19,983,430 1,455,285 7.3% 16.2%
Internal Charges 20,003,050 4,308,324 21.5% -1.2%
Marijuana Sales Tax 1,862,340 352,920 19.0% -17.3%
State Shared 7,711,460 802,582 10.4% 3.3%
Fees, Permits 14,916,120 2,863,261 19.2% 13.7%
All Other Revenues 9,350,690 1,389,330 14.9% 48.1%
Beginning Fund Balance 42,528,530 40,678,032 95.6% 31.6%

197,105,670 52,668,205 26.7%

Total Resources
Difference
FY 2022 to

FY 2023
Actual

As a

Actual
through Sept Percent of
30 Budget

Expenditures by

Department

Mayor & Council 259,780 49,907 19.2% 11.98%
Municipal Court 2,438,290 514,277 21.1% 22.08%
City Manager 1,926,220 438,312 22.8% 32.50%
Human Resources 2,675,910 634,663 23.7% 57.75%
Customer Service Center 909,150 208,531 22.9% 0.00%
Legal 2,931,290 723,153 24.7% 21.91%
Finance 3,698,610 824,534 22.3% -5.74%
Parks and Recreation 12,045,970 3,005,653 25.0% 31.23%
Facilities Services 5,263,280 1,150,191 21.9% 9.96%
Community Development 6,753,160 1,512,085 22.4% 42.14%
Library 5,873,040 1,319,396 22.5% 11.25%
Police 54,779,640 13,666,581 24.9% 18.22%
Fire 43,511,140 11,863,668 27.3% 28.74%
Information Technology 11,584,050 2,504,595 21.6% 21.91%
Non Departmental 9,205,640 754,026 8.2% -45.34%
Urban Development 4,053,770 713,285 17.6% -34.40%
167,908,940 39,882,859 23.8%

BY THE NUMBERS
Expenditures

the other this fiscal year.

City of Salem Financial Summary FY 2023 Q1

BY THE NUMBERS
Resources
First quarter receipts are typically low.
Current year Property Tax has not
been collected. Franchise Fees and
State Shared Revenue collections
increase later in the year.

State Shared resources include
marijuana sales tax revenue collected
by the State and distributed to cities.
Marijuana Sales Tax receipts are 17.3
percent lower than this time last year.
These are collected by the State and
remitted to the City quarterly.

Beginning Fund Balance—the
funding available at the start of the
fiscal year—equals almost 77.2 percent
of total resources through Q1, and is
31.6 percent more than FY 2022. Year-
to-year increases of 13.7 percent for
Fees, Permits reflect the City
Operations Fee and planning fee
increases.

Internal Charges include the support
services charges, reimbursements for
labor and overhead from other funds,
and fund-to-fund transfers. The 1.2
percent decrease is mainly due to
Service Charges and Transfers, which
are received in regular intervals.

All Other Revenues increased by 48.1
percent due to red light and speed
photo enforcement fines being moved
back into the General Fund.

With 25 percent of the fiscal year complete, including 7 payroll periods (representing 26.8
percent of payroll periods for the year), expenditures are trending as anticipated. The 18.9
percent year-over-year increase is influenced by inflation, planned organizational growth, and
payroll timing. Decreased spending in Urban Development is offset by increased spending in
Community Development, largely as a result of Parking Services moving from one department to
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CITY OF SALEM FINANCIAL SUMMARY Through Q1 / FY 2023

Other Funds

Transportation Services
Streetlight

Airport

Community Renewal
Downtown Parking
Cultural and Tourism
Public Art

Tourism Promotion Area
Parking Leasehold
Building and Safety
Traffic Safety

General Debt

Capital Improvements
Extra Capacity Facilities
Development Districts
Utility

Emergency Services
WVCC

Police Regional Records
City Services

Self Insurance Benefits
Self Insurance Risk
Equipment Replacement
Trust and Agency

the FY 2023 budget for this grouping of funds.

$17.1 million or 27.4 percent is personal services expense.

Actual through
Sept 30

11,547,638
1,683,589
1,514,969

520,472
597,981
5,066,813
32,570
228,639
432,601
17,852,922
314
3,801,721

68,808,476

45,777,291
8,594,457

91,078,887
4,205,100
5,419,015
1,387,744
7,544,351

17,456,903
8,228,901

17,365,122

28,211,077

115.6%
35.1%
89.0%
45.7%
45.5%
55.3%
87.0%
85.8%

Difference
FY 2022 to
FY 2023
Actual
33.0%
8.7%
9.4%
0.9%
-1.7%
85.0%
-19.2%
17.1%
-8.5%
16.0%
-99.9%
41.8%
-9.2%
13.1%
18.0%
8.0%
9.0%
5.9%
23.9%
-33.5%
-6.3%
-12.6%
13.7%
101.0%

Resources
Beginning fund balance accounts for $270.3 million or 77.8 percent of the $347.4 million total resources reported in

the above table for all other City funds. To begin FY 2023, budgeted fund balance exceeded actuals by $19.3 million or
6.7 percent. At the first quarter mark in the fiscal year, total resources equal 52.9 percent of the amount anticipated in

Expenditures
The nine funds marked with an * have a total of 550.5 full-time equivalent (FTE) authorized positions, approximately
41.6 percent of the total FTE count for the City in the FY 2023 budget. The General Fund supports the remaining 771.5
FTE positions. Of the $62.2 million in total actual expense through September 30 documented in the above table,

5,515,883
338,619
295,909
356,084
212,979
919,109

93
112,334
112,056

1,579,488

7,968,381
2,351,327
11,877
24,812,510
642,058
3,621,294
21,547
2,688,169
6,149,522
3,133,656
284,858
1,078,695

As a
Percent of
Budget
26.4%
14.9%
13.4%
2.7%
18.1%
19.7%
0.2%
9.6%
14.6%
21.1%
0.0%
0.0%
5.3%
3.8%
0.1%
17.9%
52.2%
23.7%
7.7%
20.6%
16.0%
21.0%
1.4%
4.5%

Resources Expenditures

Difference
FY 2022 to
FY 2023
Actual
74.2%
42.0%
15.3%
121.3%
-27.9%
44.5%
-99.2%
32.5%
-5.5%
13.1%
-100.0%
0.0%
-25.2%
-33.3%
-37.1%
18.0%
249.2%
8.3%
-42.5%
-56.3%
-14.6%
34.3%
-2.1%
504.2%

Materials and services, purchases for supplies, equipment, and services, equal $34.4 million or 55.4 percent of total
expenses. Four funds—the Utility Fund, Self Insurance Benefits Fund, Self Insurance Risk Fund, and Capital
Improvements Fund—account for $42.1 million or 67.6 percent of the total quarterly expenses of all the other funds.

City of Salem Financial Summary

FY 2023 Q1
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For the Budget Committee Meeting of: January 11, 2023

Agenda Item No.: 5.d.

URBAN RENEWAL AGENCY FINANCIAL SUMMARY Through Q1 / FY 2023

This "By the Numbers” summary of FY 2023 activity for the period of July 2022 through September 2022 provides a brief
update of the Urban Renewal Agency's eight active areas and the Agency-owned Salem Convention Center. For the
comparisons to budget and prior year activity a positive percentage denotes FY 2023 results are greater.

Debt Service
Fund

Riverfront Downtown
Fairview

North Gateway

West Salem

Mill Creek
McGilchrist

South Waterfront
Jory Apartments
Total

Capital
Improvements
Fund

Riverfront Downtown
Fairview

North Gateway

West Salem

Mill Creek
McGilchrist

South Waterfront
Jory Apartments
Total

Resources Expenditures

As a Difference Difference
Actual Percent FY 2022to QActual FY 2022 to
through Sept | of FY 2023 through Sept FY 2023
30 Budget Actual Actual
2,377,642 25.1% -12.7% - - -
- 0.0% - - - -
702,674 14.7% -32.4% - - -
896,636 34.4% 20.5% - - -
1,254,351 36.5% 10.5% - - -
584,462 31.9% 38.3% - - -
150,023 22.8% -10.7% - - -
12,253 4.3% 0.0% - - -
5,978,041 25.9% -4.1% - - -

Resources Expenditures

As a Difference Difference
Actual Percent FY 2022to QActual FY 2022 to
through Sept | of FY 2023 through Sept FY 2023
30 Budget Actual Actual
18,818,281 61.5% 0.2% 777,349 5.4%
2,410,826 87.3% 0.0% 190,299 1321.4%
13,835,279 68.2% 0.0% 52,588 -58.2%
6,660,749 71.4% 0.0% 191,439 4.8%
1,820,057 34.3% 0.0% 48,801 -83.5%
5,409,278 34.5% 3.6% 325,060 212.6%
857,774 46.8% 0.1% 1,996 -65.5%
(522) -0.2% 0.0% 16 . 686.6%
49,811,721 57.9% 0.5% 1,587,547 8.4%

Salem Convention Center Fund and
Convention Center Gain / Loss Reserve

Resources for the Salem Convention Center Fund include beginning fund balance of -
$21,881 and revenue from food sales and equipment and room rentals of $469,865 for
a total of $447,984. The negative fund balance is a result of expenses exceeding
revenue in the previous fiscal year due to the COVID-19 Pandemic. Through the
period, $436,511 has been posted as the cost of providing convention services.

The Convention Center Gain / Loss Reserve* started the fiscal year with beginning
fund balance of $4.08 million. Interest postings through the quarter added $9,750.

*A reserve established to cover any operational losses.

Urban Renewal Agency Financial Summary

FY 2023 Q1

Most resources for both
funds (above) are
beginning fund balance as
no current year taxes have
been collected, and short-
term borrowings, which
provide additional
resources for capital
projects, have not
occurred.
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For the Budget Committee Meeting of:  January 11, 2023
Agenda Iltem No.: 5.e.

TO: Budget Committee Members

THROUGH: Keith Stahley, City Manager
FROM: Josh Eggleston, Chief Financial Officer

SUBJECT: General Fund Deferred Staffing Needs and Internal Services Benchmarking
SUMMARY:

During the January 5, 2022 meeting of the Budget Committee, addition information was
requested comprehensive list of deferred staffing needs for the City’s General Fund. This
information was provided to the Budget Committee during their May 4, 2022, meeting.
Over the summer and fall of 2022, staff engaged Moss Adams to provide additional
analysis including review of comparable cities and internal services for staff
benchmarking.

ISSUE:

Information only.

RECOMMENDATION:

Information only.

BACKGROUND:

The City recognizes there is a continuous need for additional personnel in most areas of
the organization — including internal services such as Finance, Legal, Information
Technology, Human Resources, Facilities and more. After first conducting an internal
analysis of staffing needs across all general fund departments, the City engaged Moss
Adams to provide an independent assessment and review of staffing needs and provide
further analysis and benchmarking for internal services. Internal services are vital to the
administration of the City by providing support to external facing departments like Police,
Fire and Public Works. Historically, the addition of positions in external facing
departments has not always resulted in the addition of internal staff to support them,
resulting in a deferred need.

The attachments to this report include a copy of the presentation with Moss Adams’
findings to the City of Salem Finance Committee in November 2022, the supporting
documentation detailing the deferred internal services staffing and operational needs by
function, and the original Budget Committee deferred staffing needs report from May
2022.

Attachments:
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SN

. Moss Adams’ presentation to the City of Salem Finance Committee — Nov. 21,

2022
Internal Services Benchmarking supporting documentation
General Fund Deferred Staffing Needs — Budget Committee report - May 4, 2022
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For the Budget Committee Meeting of: January 11, 2023
Agenda Item No.: 5.e.
Attachment: 1

@ MOSSADAMS

Financial Scenario Analysis Phase 1:
Internal Service Benchmarking
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Objectives

1. Examine the background, process, and
results of the internal services
benchmarking analysis

2. Understand the implications of the
benchmarking analysis

3. Review next steps

2 City of Salem Financial Scenario Analysis 11-21-22
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Background

« 2022 Budget Committee asked City to provide staffing needs
to meet current demand

* Resulting analysis illustrated internal services staffing needs
« City staff sought confirmation from benchmarking of similar cities
* Anticipation of the need for additional revenue to meet current
service levels
» Seeking ideas for how similar service arrays are offered in peer cities
* Beginning to examine financial scenarios

 Confirming forecast tools so that the ask is accurate

3 City of Salem Financial Scenario Analysis 11-21-22 @
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Scope of Work

Support the City’s strategic and long-term planning by providing independent, third-party
analysis of financial forecasts, revenues, and expenditure scenarios.

* Review and validate the City’s financial forecast

» Evaluate existing revenue and expenditure/service scenarios, and identify potential
future scenarios based on current operations, policy agenda, and strategic goals

* Review and validate the City’s internal service staffing level analysis, and provide
benchmarking data, with relevant context for peer/full-service cities

*  Presentresults to City Council and relevant stakeholders

4  City of Salem Financial Scenario Analysis 11-21-22 @

Enclosed portion of Scope represents where we are at this time
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Timeline

Benchmarking

o July >
November
2022

5 City of Salem Financial Scenario Analysis 11-21-22

Forecasting

* November
2022

—>January
2023

Scenario
Analysis

* December
2022 >
February
2023

®)

Enclosed section of timeline represents where we are at the time of this

presentation
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Internal Services
Benchmarking Analysis:

Process & Results

Now I'll be going over the process we used for benchmarking and
the results we obtained.
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Benchmarking:

Peer Identification Priorities

1. Full-service cities
2. City functions closely match Salem
3. Similarly sized

4. |In the west

7 City of Salem Financial Scenario Analysis 11-21-22 @

The first task in benchmarking analyses is the identification of
appropriate peers. Before you can do so, you have to set your
priorities and parameters. For this analysis, we wanted to make
sure that we compared Salem to other full-service cities that
provide—as close as possible—the same services and functions
performed by the City of Salem. Now, every city is going to be
unique—no two cities are going to match exactly. However, we
wanted the functions that Salem performs to closely match the
functions performed by the peers chosen. We also prioritized
similarly-sized cities, and restricted our analysis to the Western
continental US.
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Peer Identification:
Initial Cities

1. Cities in the western

Continental US 5,778 cities

2. Cities within
approximately +/- 25% 40 cities
of Salem’s population

8 City of Salem Financial Scenario Analysis 11-21-22

Our peer identification process starts from a large list of initial cities,
and then systematically narrows this list down to a usable, small
group. First we started with all fifty-seven-hundred cities in the
states pictured. We then filtered this list by population, selecting
only cities within approximately 25% of Salem’s population, which
got us a list of 40.
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Peer Identification:

Department and Community Analysis

For all 40 cities:

1. Determined if there is a department that performs similar
functions as each Salem department

2. ldentified and compared notable community characteristics

Analysis yielded 16 peer finalists

9 City of Salem Financial Scenario Analysis 11-21-22 @

Using these 40 potential peer cities, we narrowed this list further through
concurrent department and community analyses. We analyzed the
organizational structure of each city to determine if each of Salem’s
departments has a corresponding department in that city. Although we are
interested in functions performed, rather than how a government is organized,
this department analysis allowed us to efficiently narrow down the list of peer
cities—For example, if the City did not have a parks or a library department,
we could often easily identify if these functions were instead performed by a
county or a special district, helping us narrow the list down.

We also compared each city’s community characteristics to Salem’s. Although
our priority was on identifying peers by the functions they performed, we also
weighed community characteristics in our decisions. For example, even if a
city perfectly matched each of Salem’s functions, but the median income and
educational attainment were 2 or 3 times higher or lower, it may not be the
best comparator.

Agenda Packet Pg. 31



10 City of Salem Financial Scenario Analysis 11-21-22

Peer Identification:

Department and Community Analysis

For all 40 cities:

1. Determined if there is a department that performs similar
functions as each Salem department

2. ldentified and compared notable community characteristics

Analysis yielded 16 peer finalists

We examined:

Population

Household income

Percent of population under the federal poverty line
Educational and demographic characteristics

And total Land Area

These analyses allowed us to identify the 16 cities that most closely matched
Salem.
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Peer Identification: Function Analysis

For 16 peer finalists:
1. Determined if each city performs every function performed by Salem

2. Determined if each city provides significantly more services than
Salem

Analysis yielded a ranking for each city, quantifying similarity to
Salem

11 City of Salem Financial Scenario Analysis 11-21-22 @

We then took these 16 finalists and performed in-depth
analyses for each of the services and functions they
perform. We determined if each city performs every
function performed by Salem. We also determined if each
city provides significantly more services than Salem,
because we wanted the functions performed by peer cities
to match Salem’s as much as possible.

This analysis yielded a ranking for each of the 16 cities,
quantifying how similar that City is to Salem.
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In consultation with the City of Salem team,
8 peer cities were selected:

. « Corona, CA
Benchmarking: . Eugene, OR
Peer Selection . Glendale, CA

- * Modesto, CA

* Oceanside, CA

+ Salt Lake City, UT
» Spokane, WA

+ Tempe, AZ

We then brought this list to our partners at the City, and in
consultation with the City team, 8 final peer cities were chosen.
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Internal Service T—

Benchmarks

1. Staffing
2. Operational expenses

3. Operational capacity, including
both in-house staff and
outsourced services

13  City of Salem Financial Scenario Analysis 11-21-22

After full-service peer cities were identified, we performed the
actual internal services benchmarking. And for this we primarily
looked at 3 benchmarks:

1. First, we looked at staffing levels for each internal service

2. We then examined operational expenses for each internal
service function

3. Finally, we examined the capacity of these functions—which is
a measure we developed that combined both the staffing of
internal services with how much these services outsource.
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Benchmarking Results: Staffing

Peer City Average

Internal Service

Functions Percent Greater (+) or Less (-)
Than Salem

City Manager
Facilities +14%
Finance
Budget
Purchasing
Finance
Fleet
Human Resources
Personnel Administration

Benefits -29%

Payroll -28%
Information Technology -16%
Legal [ e
Risk

Workers Comp. +36%

Liability & Casualty

14 City of Salem Financial Scenario Analysis 11-21-22
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Benchmarking Results: Staffing

Internal Service
Functions

City Manager
Facilities

Peer City Average

Percent Greater (+) or Less (-)
Than Salem

+14%

Finance

Budget

Purchasing

Finance

Fleet

+11%

Human Resources

Personnel Administration

+42%

Benefits

-29%

Payroll

-28%

Information Technology

-16%

Legal

Risk

Workers Comp.

+36%

Liability & Casualty

-68%

14  City of Salem Financial Scenario Analysis 11-21-22

®)

First, here are the summarized results from the staffing benchmarking
analysis. For each of these internal service functions, we examined how much
the staffing at these peer cities varied from Salem’s staffing. The difference
between peer cities’ average staffing levels and Salem’s staffing levels is
presented here. Higher numbers, highlighted in red, indicate areas where
peers had staffing levels greater than Salem’s. Negative numbers, highlighted
in green, indicate areas where peers have lower staffing levels than Salem.

All but four of Salem’s internal service functions show relative understaffing
compared to peers, and this understaffing is greatest at the City Manager’s

office, Purchasing, Finance, Fleet, Legal, and Human Resources.

| will highlight, however, that...
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Benchmarking Results: Staffing

Peer City Average

Internal Service

Functions Percent Greater (+) or Less (-)
Than Salem

City Manager

Facilities +14%

Finance
Budget
Purchasing
Finance

Fleet

Human Resources
Personnel Admin

Benefits -29%
Payroll -28%
Information Technology -16%
WN Loga T ew @
Risk

Workers Comp. +36%
Liability & Casualty

15 City of Salem Financial Scenario Analysis 11-21-22
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Benchmarking Results: Staffing

Peer City Average

Internal Service

Functions Percent Greater (+) or Less (-)
Than Salem

City Manager
Facilities +14%
Finance

Budget +11%
Purchasing
Finance

Fleet

Human Resources
Personnel Admin +42%
Benefits -29%

Payroll -28%
|::> Information Technology -16% <:|
Logal e
Risk
Workers Comp. +36%
Liability & Casualty ﬁ @

15 City of Salem Financial Scenario Analysis 11-21-22

The results of this benchmarking metric for Information Technology
are a bit deceiving. As we’ll discuss later on, Salem has invested
more in its in-house application development rather than
outsourcing more. While IT does indeed have more staff compared
to peer cities, it actually has fewer resources devoted to it than
other cities—which the other two benchmarks we discuss will show.
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Benchmarking Results: Operational Expenses

Operational Expenses

Internal Service Functions

Peer City Average

Difference | % Difference

City Manager +$2.4 Million

Facilities +$5.2 Million

Finance* +$6.0 Million

Human Resources +$650,000

Information Technology +$3.9 Million +35%
Legal +$2.2 Million

Internal Services Average

16 City of Salem Financial Scenario Analysis 11-21-22 @
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Benchmarking Results: Operational Expenses

Internal Service Functions

Operational Expenses

Peer City Average

Internal Services Average

Difference
City Manager +$2.4 Million
Facilities +$5.2 Million
Finance* +$6.0 Million
Human Resources +$650,000 +25%
Information Technology +$3.9 Million +35%
Legal +$2.2 Million -

16  City of Salem Financial Scenario Analysis 11-21-22

®)

Next, we examined the operational expenses for internal service functions.
You’'llimmediately notice that there are fewer functions listed here. For internal
service expenses, there was much less detailed information available.
Although many cities publish employee-level information on how internal
service functions are staffed, the financial information that was publicly
available, and that cities shared with us, was organized by department. So,
unlike in the staffing analysis where we were able to break some of these
internal services down into more specific functions, we had to analyze

functions more generally.

Despite the limitations on how granular the operational expense analysis could
be, it yielded important results. Internal services in Salem are funded 87%
lower compared to peers. In dollar terms, this difference is between six
hundred and fifty thousand ($650,000) and $5 or 6 million, depending on

function.
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Benchmarking Results: Operational Expenses

Internal Service Functions

Operational Expenses

Peer City Average

Difference

City Manager +$2.4 Million
Facilities +$5.2 Million
Finance* +$6.0 Million
Human Resources +$650,000 +25%

Information Technology

+$3.9 Million

Legal

+$2.2 Million

Internal Services Average

+35%

17  City of Salem Financial Scenario Analysis 11-21-22
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One important thing to note with this analysis, however, is the results for the
Finance department. This expense analysis cannot not account for how
centralized or decentralized peer cities’ finance functions are. If peer cities’
finance functions are more centralized than Salem, this figure may be a
modest overestimate of the difference in funding. However, because the gap
between Salem and peer cities is so large—even if this is an overestimate, it
still signifies that Salem’s finance department is under-resourced compared to

peers.
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Benchmarking Results: Capacity

Internal Service Functions

Capacity:

Staffing + Outsourcing Adjustment
Peer Citites

Salem

T e o
City Manager 9.0 20.2 +11.2

Facilities 37.2 71.3 +34.1

Finance 23.9 44.3 +20.4

Human Resources 22.0 25.5 +3.6

Information Technology 71.3 83.3 +12.0 +17%
Legal 14.5 33.3 +18.8

Internal Services Average

18 City of Salem Financial Scenario Analysis 11-21-22
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Benchmarking Results: Capacity

Internal Service Functions

Staffing + Outsourcing Adjustment
Peer Citites

Salem

Capacity:

e ey pteres
City Manager 9.0 20.2 +11.2
Facilities 37.2 71.3 +34.1
Finance 23.9 44.3 +20.4
Human Resources 22.0 25.5 +3.6
Information Technology 71.3 83.3 +12.0
Legal 14.5 33.3 +18.8

Internal Services Average

+17%

18 City of Salem Financial Scenario Analysis 11-21-22
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We then examined Capacity. Capacity is a measure that combines internal
employees with the money that cities spend on outsourcing services—it gives
us a rough estimate of how much capacity—or manpower—each city’s internal

service functions have available.

We calculate this figure for each function in each city by finding the per-
employee spend on operational expenses, we then use this with outsourcing
expenses to get an estimate of how many employees outsourcing effectively
replaces. By combining existing employees with the employees that
outsourcing replaces, we get an estimate of capacity—or manpower—
available for each internal service.

Like operational expenses, this benchmark shows understaffing in every
function where data was available. On average, internal services in Salem
have 78% less capacity than in peer cities, especially in the City Manager’s

office and in the Legal function.
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Benchmarking Results: Capacity

Capacity:

Internal Service Functions Staffing + Outsourcing Adjustment
Salem Peer Citites

T e o
City Manager 9.0 20.2 +11.2
Facilities 37.2 71.3 +34.1
Finance 23.9 44 .3 +20.4
Human Resources 22.0 25.5 +3.6
C> Information Technology 71.3 83.3 +12.0 +17% <j
Legal 14.5 33.3 +18.8
Internal Services Average

19 City of Salem Financial Scenario Analysis 11-21-22
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Benchmarking Results: Capacity

Capacity:
Internal Service Functions Staffing + Outsourcing Adjustment

Salem Peer Citites

T [ ot
City Manager 9.0 20.2 +11.2
Facilities 37.2 71.3 +34.1
Finance 23.9 443 +20.4
Human Resources 22.0 25.5 +3.6 +16%

ﬁ> Information Technology 71.3 83.3 +12.0 +17% <j
Legal 14.5 33.3 +18.8
Internal Services Average

19 City of Salem Financial Scenario Analysis 11-21-22 @

Importantly, as | previously mentioned, this analysis shows that, because
information technology invests in in-house application development, when we
measure capacity rather than staffing—Salem’s IT is under-resourced
compared peer cities.
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Benchmarking Results: Summary

Internal Service Overall: Unadjusted Capacity

Is function Operational
Functions Staffing S

under-resourced?

(Staffing +
Outsourcing)

City Manager

Facilities

Finance
Budget
Purchasing
Finance

Fleet

Human Resources
Personnel Admin.

Similar staffing

Benefits
Payroll
Information Technology
Legal
Risk
Workers Comp.

Liability & Casualty

20 City of Salem Financial Scenario Analysis 11-21-22 @
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Benchmarking Results: Summary

Overall:
Is function
under-resourced?

Unadjusted
Staffing

Internal Service
Functions

City Manager
Facilities
Finance

Purchasing
Finance

Human Resources Similar staffing
Personnel Admin.
Benefits

Information Technology Slightly more staffing*
Similar staffing

Workers Comp.
Liability & Casualty

20 City of Salem Financial Scenario Analysis 11-21-22

Capacity
(Staffing +
Outsourcing)

Operational

Expenses

@)

Finally, we must examine the results of these 3 benchmarks alongside one
another. On the right of this grid, you will see a summary of each of the
benchmark analyses that | just reviewed, on the left you'll see our answer to
the question—Overall: is this function under-resourced in Salem?

In nearly every case, Salem has less staffing, less capacity, and fewer dollars

devoted to operations.
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Benchmarking Results:
Conclusions

» Compared to full-service peer cities, almost all
internal service functions in Salem are
understaffed and under-resourced.

This reaffirms the findings of internal services
understaffing from the City’s deferred needs
analysis

In conclusion—compared to full-service peer cities, almost all
internal service functions in Salem are understaffed and under-
resourced. Our analysis independently reaffirms the findings of
internal services understaffing that the City’s has examined through
its deferred needs analysis.

Agenda Packet Pg. 49



Implications of Current State

»  Ability to support desired or required resident level of service
»  Some critical policy and service areas have a single responsible party
* Not managing strategic initiatives with the capacity of most peer cities

« Atrisk of not being able to identify and address new strategic and enterprise
issues and initiatives

» Lack analytical capacity to support data-driven decision making
«  Capacity to recruit and retain high performers is limited

«  Capacity for organizational best practices including training and development,
internal communications, and data governance is decreasing

«  Clarity of roles, responsibilities, and functions @

22 City of Salem Financial Scenario Analysis 11-21-22
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Risks

* HR and Legal Compliance

* HR Risks with Union Relations
» |IT Security

* Procurement ethics

» Succession and institutional knowledge

23 City of Salem Financial Scenario Analysis 11-21-22

Agenda Packet Pg. 51



Questions & Discussion
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Next Steps

Forecasting

* Review and
validate the City’s
financial forecast

25 City of Salem Financial Scenario Analysis 11-21-22

Existing scenario
Analysis

« Evaluate existing
revenue and

expenditure/service
scenarios

New scenario analysis

« |dentify potential
future scenarios
based on current
operations, policy
agenda, and

strategic goals
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The material appearing in this presentation is for informational purposes only and
should not be construed as advice of any kind, including, without limitation, legal,
accounting, or investment advice. This information is not intended to create, and
receipt does not constitute, a legal relationship, including, but not limited.to, an
accountant-client relationship. Although this information may have been prepared by
professionals, it should not be used as a substitute for professional services. If legal,
accounting, investment, or other professional advice is required, the services of a
professional should be sought.

Assurance, tax, and consulting offered through Moss Adams LLP: Investment
advisory offered through Moss Adams Wealth Advisors LLC.

26 City of Salem Financial Scenario Analysis 11-21-22 @
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For the Budget Committee Meeting of: January 11, 2023

Summar
! Agenda Item No.: 5.e.
Attachment: 2
Staffing Capacity =(i?ltaFf;|£gl]l:“Cs);1tsourcmg Operational Expenditures Outsourcing as % of Operations Expenses
Does Salem provide Workforce
Internal Service notably fewer Salem  Peer City Average Size-Adjusted Salem Peer City Average Peer City Average Salem Peer City Average  Difference
Functions resources compared to Peer City Average
peers? N . N . o | L o
FTEs | FTEs | Diff. | % Diff. | FTEs | Diff. | % Diff. c(i'}?s';y C(:?raecsl;y Diff. | % Diff. $ $ Difference % Diff. %“Lsf"E“;;::i :: ou:stEu;::i :ss % Dg;‘::l::rec in:g/o

City Manager Yes 9.0 18.4 +9.4 | +105% | 15.2 +6.2 | +69% 9.0 20.2  [+11.2[+125% 1,926,220 $4,348,329 +$2,422,109 +126% 0% 8% +8%
Facilities Yes 33.0 37.7 +4.7 | +14% | 31.1 -1.9 -6% 37.2 71.3 |+34.1[ +92% 5,211,980 | $10,393,728 +$5,181,748 +99% 11% 32% +21%
Finance Yes 23.0 | 40.8 | +17.8 | #77% | 32.1 +9.1 +39% 23.9 44.3 | +20.4| +85% 3,698,610 $9,691,438 +$5,992,828 +162% 4% 8% +5%

Budget Maybe 5.0 5.5 +0.5 | +11% 3.9 -1.1 -21%

Purchasing Yes 3.0 7.7 +4.7 | +156% | 6.4 +3.4 | +115%

Finance Yes 15.0 31.1 | +16.1 [ #107% | 21.4 +6.4 +42%
Fleet Yes 16.5 359 | +19.4 [ #118% | 23.2 +6.7 +41%
Human Resources Yes 21.0 21.2 +0.2 +1% 17.1 -3.9 -19% 22.0 255 [ +3.6] +16% $2,675,910 $3,331,635 | +$655,725 | +25% 4% 10% +5%

Personnel Admin Yes 12.0 17.0 +5.0 | +42% | 11.3 -0.7 -6%

Benefits No 5.0 3.5 -1.5 -29% 23 -2.7 -53%

Payroll No 4.0 2.9 -1.1 -28% 2.4 -1.6 -39%
Information Tech. Yes 63.6 53.1 | -10.5 [ -16% 38.9 | -24.7 [ -39% 71.3 83.3 [+12.0[ +17% W $11,228,620] $15,170,054 | +$3,941,434 | +35% 12% 40% +28%
Legal Yes 14.4 26.5 | +12.1 | +84% | 16.2 +1.8 | +13% 14.5 33.3 [+18.8]+130% M $2,931,290 $5,087,316 | +$2,156,026 | +74% 1% 10% +9%
Risk Unclear 7.0 7.4 +0.4 +5% 5.9 -1.1 -15%

Workers Comp. Yes 3.0 4.1 +1.1 | +36% 3.5 +0.5 | +17%

Liability & Casualty No 4.0 1.3 -2.7 -68% 1.9 -2.1 -53%
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Capacity (with Outsourcing)

Capacity:
Staffing + Outsourcing Adjustment

Unadjusted Staffing Operations Expenditures

Internal Service Functions Likely Under-Resourced?

Peer Cities Peer Citites Peer Citites
FTEs | FTEs | Diff. | % Diff. C(al':'fl'zcs';y C(T:'f;cs";y Diff. | % Diff. $ $ Difference | % Diff. Function Reg::fc: "
City Manager 9.0 18.4 +9.4 | +105% 9.0 20.2 +11.2 | +125% $1,926,220 | $4,348,329 | +$2,422,109 +126% City Manager Yes
Facilities 33.0 37.7 +4.7 | +14% 37.2 71.3 +34.1 | +92% $5,211,980 | $10,393,728 | +$5,181,748 +99% Facilities Yes
Finance 21.0 | 40.8 | +19.8 | +94% 23.9 44.3 +20.4 | +85% $3,698,610 | $9,691,438 | +$5,992,828 +162% Finance Yes
Human Resources 21.0 22.6 +1.6 +7% 22.0 25.5 +3.6 +16% $2,675,910 | $3,331,635 +$655,725 +25% Human Resources Yes
Information Tech. 63.6 53.1 | -10.5 | -16% 71.3 83.3 +12.0| +17% $11,228,620] $15,170,054 | +$3,941,434 +35% Information Tech. Yes
Legal 14.4 26.5 | +12.1 | +84% 14.5 33.3 +18.8 | +130% $2,931,290 | $5,087,316 | +$2,156,026 +74% Legal Yes
Internal Services Average +58% +78% +87% Internal Services Yes
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Internal Service Functions

Outsourcing Expenses

Peer City Average

Difference

Operational | Qutsourced Outsourcing| Department | Outsourced | Outsourcing| Outsourcing
Expenses Expenses % Budget Budget % %
City Manager $1,926,220 $40 0% $4,348,329 $403,130 8% +8%
Facilities $5,211,980 $583,060 11% $10,393,728| $3,657,718 32% +21%
Finance $3,698,610 $135,750 4% $9,691,438 $624,665 8% +5%
Human Resources $2,675,910 $119,020 4% $3,331,635 $309,477 10% +5%
Information Tech. $11,228,620 $1,360,960 12% $15,170,054| $6,238,888 40% +28%
Legal $2,931,290 $18,000 1% $5,087,316 $221,108 10% +9%
Internal Services Average 5% 18% +13%
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Internal Service Functions

Operational Expenses

Operational Expenses

Peer City Average

$ $ Difference % Diff.
City Manager $1,926,220 $4,348,329| +$2,422,109 | +126%
Facilities $5,211,980] $10,393,728| +$5,181,748 [ +99%
Finance $3,698,610 $9,691,438 +$5,992,828 | +162%
Human Resources $2,675,910 $3,331,635 +$655,725 | +25%
Information Tech. $11,228,620] $15,170,054( +$3,941,434 | +35%
Legal $2,931,290 $5,087,316| +%$2,156,026 | +74%
Internal Services Average +87%
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Staffing

Internal Service
Functions

Salem Peer City Average

FTEs | FTEs | Diff. | % Diff.

City Manager 9.0 18.4 +9.4 | +105%
Facilities 33.0 37.7 +4.7 +14%
Finance

Budget 5.0 5.5 +0.5 +11%

Purchasing 3.0 7.7 +4.7 | +156%

Finance 15.0 31.1 +16.1 | +107%
Fleet 16.5 35.9 +19.4 | +118%
Human Resources

Personnel Admin 12.0 17.0 +5.0 +42%

Benefits 5.0 3.5 -1.5 -29%

Payroll 4.0 2.9 -1.1 -28%
Information Tech. 63.6 53.1 -10.5 -16%
Legal 144 | 265 | +12.1 | +84%
Risk

Workers Comp. 3.0 4.1 +1.1 +36%

Liability & Casualty 4.0 1.3 -2.7 -68%

Agenda Packet Pg. 59



Population

FTE Count

Peer Cities At A Glance

FTEs Per 1000
Population

General Fund

Salem, OR 177,723 1,350.4 7.60 $161,220,680
Tempe, AZ 184,118 2,014 .1 10.94 $246,848,000
Eugene, OR 175,096 1,595.2 9.1 $222,537,957
Oceanside, CA 172,982 1,425.2 8.24 $170,143,326
Spokane, WA 229,071 2,361.3 10.31 $216,736,834
Corona, CA 159,743 826.0 5.17 $161,699,301
Salt Lake City, UT 200,478 2,755.8 13.75 $367,582,070
Glendale, CA 192,366 1,913.9 9.95 $255,384,677
Modesto, CA 218,771 1,188.8 5.43 $153,205,193
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For the Budget Committee Meeting of: January 11, 2023

Agenda Item No.: 5.e.
Attachment.3

TO: Budget Committee Members
THROUGH: Kristin Retherford, Interim City Manager
FROM: Josh Eggleston, Chief Financial Officer
SUBJECT: General Fund Deferred Staffing Needs
ISSUE:

The Budget Committee requested information at their January 5" meeting on a
comprehensive list of deferred staffing needs for the City.

RECOMMENDATION:

Information only.

SUMMARY AND BACKGROUND:

The Budget Committee requested information at their January 5" meeting for a
comprehensive list of deferred staffing needs for the City. The Police and Fire departments
had already conducted staffing studies to identify needs within their departments to meet
demand for services within the community. The Budget Office worked with the other City
departments through a series of meetings to identify needs within their departments.

The General Fund revenue constraints are complex and rooted with the property tax
measures that passed in the 1990s. The implementation of permanent tax rates and a
growth limitation of three percent of a property’s assessed value removed the City’s ability
to raise property tax revenue to meet increasing costs or changing needs in the community.
These restrictions contributed to a persistent imbalance in the General Fund, where
expenses associated with current staffing and service levels exceed ongoing revenues.

During and following the economic downturn of 2007 — 2009, the City made a series of
reductions to staffing to balance the General Fund budget with decreased revenues.
Through fiscal year (FY) 2022, City staffing levels in the General Fund have remained lower
than staffing levels in FY 2008. During this same period, the population of Salem and the
surrounding area has continued to increase. Cost increases associated with running a
municipal corporation the size of Salem including personnel factors, inflation and deferred
maintenance has put more pressure on the General Fund.

The following chart displays the General Fund employee count since FY 1997:
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FACTS AND FINDINGS:

2 3 45 6 7 8 910

22

1112 13 14 15 16 17 18 19 20 21

Fiscal Year

Staffing increases are needed within each City department to keep pace with the
expectations of the growing community and organization. The City has taken on more
services, including social programs without a large increase of revenues or staff. Shown
below is the number of additional General Fund positions each department or section has

identified:

Department or Section Positions
City Manager's Office 10.0
Community Development 32.0
Enterprise Services Department 41.5
Finance Department 12.0
Fire Department 117.0
Legal Department 6.0
Parks Operations 15.0
Police Department 71.0
Urban Development Department 3.0
Total 307.5

City Manager’s Office positions would add capacity to communications, increase
policy and program analysis support to the City Council, and expand support to
address residents’ concerns with human rights and accessibility issues.

In Community Development, staffing increases would allow the main Library and west
Salem branch to be open more hours and provide add service at two additional library
branches, add an additional Park Ranger, add capacity to the Neighborhood
Enhancement Division so the City could be more responsive to community complaints
about Salem Revised Code violations, and build more planning capacity to help
shape neighborhood level visioning into plans for the future.

Both public safety groups, Fire and Police departments, need additional staffing to be
able to respond more quickly to residents in times of need as a result of continually
increasing call volume. This is reflective of a growing population which corresponds
with the need for increased Police and Fire services.

Agenda Packet Pg. 62



e Increasing capacity in Salem’s parks operations work group would allow for more
frequent visits to keep Salem’s parks clean and maintain the grounds and facilities
within Salem’s parks in a safe condition.

e Adding three positions to the Urban Development Department ensures that Salem
can continue to process and distribute an increasing number of federal programs and
funding.

e The newly-formed Enterprise Services Department hosts the internal functions of
human resources, information technology, fleet, and facilities groups. As other
services expand to meet community needs, services supporting the organization’s
recruitment and retention, facilities, fleet, and cybersecurity will also need to expand
capacity. The analysis included increased internal services staffing based on total
employee count. For example, the Human Resources Division staffing levels are
based on the ratio to total City employees. As more of the City’s services move to an
on-line format, additional capacity is also needed to protect resident information.

e Other internal services, such as Salem’s Finance and Legal departments, which
support the organization and residents for statutory mandates and fiscal
requirements, will need a similar increase in staffing levels to meet the needs of an
expanded City workforce.

The following chart shows the historical General Fund employee count from FY 1997 to FY
2022, with a projection showing what staffing would look like if deferred staffing was added
in FY 2023 and maintained through FY 2032. This is for illustrative purposes only and these
positions are not included in the FY 2023 budget as the General Fund cannot support
additional positions with its constrained revenue. The green trendline is superimposed over
the chart to show that if the rate of increase in staffing during the 1990s and 2000s continued,
staffing levels would be similar to the result of the deferred needs analysis.
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In addition to the staffing needs there are other deferred needs including:
e The anticipated structural imbalance (spending more than the revenues collected)
with current services and staffing in the General Fund.
¢ New unsheltered services and programs using one-time revenues.
e Deferred maintenance for City buildings and systems.
e City equipment, including the fire engines.
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e Court appointed attorney and indigent defense services are currently being analyzed
and may require increased investment.
e Other funds and services, such as transportation system maintenance.

Some of these needs, such as the fire engines can be addressed using bond funds if
approved by voters in the November 2022 election.
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City of Salem Oregon
Five-Year Financial Forecasts

Fiscal Year 2024 through 2028

General Fund
Transportation Services Fund
Utility Fund
Airport Fund
Building and Safety Fund
Cultural and Tourism (TOT) Fund
Document Services, City Services Fund
Emergency Services Fund
Fleet Services, City Services Fund
Radio Communications, City Services Fund
Self Insurance Fund, Benefits
Self Insurance Fund, Risk
Streetlight Fund
Willamette Valley Communications Center (WVCC) Fund

Keith Stahley, City Manager
City of Salem Budget Office
January 2023
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Five-Year Financial Forecasts, FY 2024 — FY 2028

The forecasts in this document were developed collaboratively with the Budget Office and other

City departments.

Finance Department / Budget Office
Josh Eggleston, Chief Financial Officer

James Wharton-Hess, Management Analyst |

Kali Leinenbach, Senior Fiscal Analyst

Kelli Blechschmidt, Management Analyst |

Ryan Zink, Senior Fiscal Analyst

Public Works Department

Forecasts: Streetlight Fund, Transportation
Services Fund, and Utility Fund

Brian D. Martin, PE, Interim Director

Mark Becktel, Assistant Director, AICP

Alicia Blalock, Assistant Director

Robert Chandler, PhD., PE, Assistant Director

Jue Zhao, PhD., PE, Assistant Director

Mirla Alverez, Financial Services & Support Mgr.
Heidi Rietman, Management Analyst |

Enterprise Services Department
Forecast: Document Services, City Services
Fund; Fleet, City Services Fund, Self
Insurance Fund, Benefits; and Self Insurance
Fund, Risk

Krishna Namburi, Deputy City Manager

Michele Bennett, Human Resources Manager
Tiffany Corbett, Enterprise Strategy and Employee
Development Manager

Michele Teed, Risk Manager

Jim Schmidt, Service Technologies Manager
Lindsay Ewing, Budget, Procurement and Analysis
Manager
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Community Development

Department

Forecasts: Building and Safety Fund,
Cultural and Tourism (TOT) Fund
Lisa Anderson-Ogilvie, Interim Director
Rebai Tamerhoulet, Building and Safety
Administrator

Chris Neider, Program Manager I

Fire Department

Forecast: Emergency Services Fund, Radio
Communications, City Services Fund, WVCC
Fund

Mike Niblock, Chief

Brian Carrara, Deputy Chief of Administrative
Services

Linda Weber, Management Analyst Il

Urban Development Department
Forecast: Airport Fund

Kristin Retherford, Director

John Paskell, Airport Manager

Michael Brown, Financial Services Manager
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Why We Forecast

A forecast is a planning tool to aid the City Council and Salem’s executive management team
in maintaining consistent service delivery to the community within available resources. The
financial forecasts presented in this document represent one of many tools employed by
staff to maintain City services to the community through sound financial management. City
staff access a variety of costing models, plans, and analyses, and use assumptions to project
anticipated Citywide revenues and expenditures for the forecast period.

The current mission statement of the City is to provide fiscally sustainable and quality
services to enrich the lives of present and future residents, protect and enhance the quality
of our environment and neighborhoods and support the vitality of our economy. Fiscal
stewardship and sustainability continue to be a City focus.

The intended outcome of this focus is alignment of the cost of City services with available
resources and stabilization of fund balance. As Salem continues to grow and diversify, so
does the need for essential City services and additional programs not previously provided
by the City (such as sheltering). With the increase in expenses, strategies to move toward
alignment between revenues and expenses include analysis of alternate ways to deliver
services, opportunities for additional revenues or revenue sources, and possibilities to
generate cost savings.

A financial forecast is a widely accepted best practice to evaluate current and future fiscal
conditions. The Government Financial Officer's Association (GFOA) recommends that
governments at all levels forecast major revenues and expenditures and that the forecast
extend several years into the future. It is important to note that to realize the outcome
illustrated in the forecast document, all revenue, expense, and savings assumptions would
need to be experienced exactly as predicted. The General Fund section of the document
includes a demonstration of variability with the forecast assumptions (page 17).

In addition to the General Fund, this document includes forecasts for 13 funds. It highlights
in greater detail three of the forecasts prepared by City staff — General Fund, Transportation
Services Fund, and Utility Fund. The forecasts are developed within the framework of City
Council goals, fiscal responsibility, and continuity of City services.
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How To Use This Document

The General Fund, Transportation Services Fund, and Utility Fund each have a section in the
document, which includes:
e a brief summary and additional information about forecast results,
e aschedule demonstrating the result of revenue and expenditure assumptions for
the five-year forecast period,
e revenue and expenditure detail, and
e revenue risk factors and rankings.

The remaining 11 fund forecasts are presented next in the document with a one-page
summary for each fund. The page includes a numeric table with the five-year result, a brief
narrative explanation, highlighted risk factors, and graphic displays of historical and
projected revenues and expenditures.

To provide additional context for the forecasts presented in this document, a brief national,
state, and local economic outlook follows the fund forecast sections.

An analysis of Citywide expenditure risk factors and rankings closes the document. The

appendices focus primarily on the General Fund and property tax, but also provide additional
detail on assumptions employed in developing the forecasts.
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Forecast Snapshot

The forecast for the General Fund demonstrates a
structural imbalance between current, available
revenue and the cost of providing services. Even
with the additional revenue generated by the City
Operations fee and federal stimulus funds to
support General Fund services, this imbalance
continues throughout the forecast period. (More
detail on page 8.)

The Transportation Services Fund forecast
reflects cost savings as the result of shifting the
operation and maintenance of the streetlight
system to the Streetlight Fund (forecast on page
44) and anticipated increases  in state
highway fund revenues. However, these two
contributions are not sufficient to stall an
imbalance between current revenues and the
expense of transportation services. (More detail on
page 19.)

Consistent rate increases are modeled in the
forecast for the Utility Fund and provide sufficient
resources to operate and maintain  the
water, wastewater, and stormwater utility systems
over the five-year period. In addition, the
forecast demonstrates an approximate $35.6-
$40.9 million annual contribution through debt
service payments and pay-as-you-go funding
for Utility capital improvements. (More detail
on page 27.)

FY 2024-2028 Forecast

Community-focused  Inclusive * Proactive » Accountable * Respectful
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General Fund

Summary

The City's General Fund supports operations in the areas of public safety, planning, code
enforcement, public library, municipal court, parks and recreation, urban development, and
internal support services that provide a Citywide benefit. The General Fund five-year forecast
is built with a baseline set of assumptions that represent a reasonable level of consistency
with current service delivery. This baseline includes no new positions or services and a
reasonable expectation of cost increases like medical rates along with some expectation of
savings.

General Fund FY 2024 Forecast
Total Expenditures $176.9 Million

Municipal Court, $2.6
Non Dept, $7.0 S Police, $58.5
Parks and Rec, $12.2

upport Services, $13.4

Library, $6.0 ommunity Dev, $7.1

Fire, $48.0 Urban Dev, $4.3

Info Technology, $12.4 Facilities Services, $5.4

Support Services include forecasts for the City
Manager’s Office, Finance, Legal, Human
Resources, Customer Service Center, and
Mayor and Council. All values in millions.

The goal of the forecast is to display an accurate estimate of revenues and expenditures and
to determine the general financial trajectory of each fund. However, there are bound to be
variations from estimates and changes in factors that make the forecast result different from
actuals. Major drivers of expenditures and revenues are analyzed and evaluated at a very
granular level. For example, property tax information is received from the counties and
individual properties are compared year-over-year. This level of analysis has produced highly
accurate estimates in the City’s budget. Personnel costs — the major expense associated with
delivering services — are calculated at the position level including all known factors and rates
to afford accuracy in future year projections.

The General Fund forecast for FY 2024 — 2028 continues the trend experienced during fiscal
years 2017 through 2019 where expenditures exceed revenues. In the final three years of the
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forecast, the growth rate of expenses stabilizes, and projected expenses increase
approximately $7 million each year for the final three years of the forecast.

Current Status

The City's strong financial management practices have helped to maintain General Fund
working capital at or above the City Council’s policy of 15 percent of budgeted revenues for
the last few years. Ensuring fiscal sustainability of City services is a priority of the City Council
and the Executive Leadership Team. In the General Fund, fiscal sustainability allows for the
continuity of services valued by the community, supports a favorable credit rating which
reduces borrowing costs for capital improvements, and provides resources to manage the
cyclical nature of revenue receipts. The City needs nearly $35 million in available cash or fund
balance to avoid borrowing from other funds to pay for General Fund expenses from July
through October each fiscal year. The majority of property tax revenue, the largest source of
revenue for the General Fund, is received in November.

FY 2023 began with fund balance of over $40 million. The change to this balance from July
2016 to June 2019 — the span of three fiscal years — was a decrease of $5.9 million. During
fiscal year 2020, fund balance grew by $2.8 million due in large part to reimbursement grant
funding for local government agencies included in the Coronavirus Aid, Relief, and Economic
Security (CARES) Act. In May 2021, the General Fund received $3.9 million more revenue
from the American Rescue Plan Act (ARPA) to replace City revenue lost during the pandemic
with another $5.9 million received in May 2022. This infusion of federal stimulus has
temporarily stabilized the budget to provide for continued City services. These one-time
funds have allowed fund balance to increase during fiscal years 2020 through 2023.
Consumption of fund balance is expected to occur in fiscal year 2023 and continues
throughout the forecast period. City Council allocated an additional $8.1 million in ARPA
funds to expand sheltering services and programs for unsheltered residents in fiscal year
2022. Ongoing expenses for micro-shelter sites moved to a trust fund due to a change in
funding source: the $10.5 million state sheltering grant. Continuation of micro-shelter sites
after current grant sources are expended is not included in the General Fund forecast.

Future Outlook

The outlook for the next five years still anticipates a gap between ongoing revenues and
expenditures. While additional revenue from the City Operations Fee narrowed the initial
gap, the growth of expenditures continues to outpace the growth in revenue. The City
Operations Fee grows with annual changes in Consumer Price Index (CPI) and with new utility
account growth, but it is not large enough to make up the gap in the General Fund. Ending
fund balance is nearly fully expended in the third year of the forecast, but falls below Council
policy by the second year. While fund balance was not accessed to balance expenditures in
FY 2021 or FY 2022, the trend of using fund balance is expected to occur in the current fiscal
year and is projected to continue throughout the forecast period.

Factors contributing to the use of working capital to balance General Fund expenditures
include:
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e The 3 percent statutory limit on property tax growth contributes to the use of working
capital in the General Fund forecast. Property tax is estimated at $84 million for FY
2024, representing 52 percent of all General Fund revenues. The benefit of this
limitation is the consistent source of revenue it provides in a variety of economic
climates, with the disadvantage being its insufficiency to keep pace with the rate of
cost increases for General Fund services. The forecast for FY 2025 through FY 2028
anticipates property valuation gains of 4.1 percent, the statutory limit plus a level of
increase for new property and other development growth.

e The cost of personnel to provide City services continues to increase at a more rapid
pace than the growth in revenue. For instance, forecasted costs for the General Fund'’s
two largest departments — Police and Fire — equate to $106.4 million for FY 2024, over
61 percent of the fund’'s budget (excluding contingency). The FY 2024 forecast
expense for the two public safety departments exceeds the current year base budget
by $8.9 million or 9.1 percent.

Forecast Result

The outlook for the next five years, which incorporates the conditions noted above, as well
as dozens of assumptions for both revenues and expenses, provides ongoing evidence of a
structural imbalance between the estimated cost of General Fund services and anticipated
revenues. While revenue from the Operations Fee and COVID relief funding had a positive
impact, the imbalance was simply postponed and persists.

The pandemic negatively impacted many categories of City revenue in prior fiscal years. With
most revenue lines stabilized during fiscal year 2023, the fund is predicted to realize
aggregate increases of 3.0 percent to 4.1 percent in various revenue types through the
forecast period, excluding federal stimulus. This projected revenue growth is not sufficient
to meet the increasing cost of providing services, which are anticipated to grow by a range
of 3.6 percent to 10.4 percent. The primary drivers of expense increases for the fund remain
those associated with the cost of employees that provide City services.

The next graph illustrates recent revenue and expenditure history in the General Fund with

projections for the current fiscal year and the five-year forecast period. A high-level summary
of the five-year forecast with indicators of fund balance status appears on the next page.
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General Fund Revenue and Expenditure History and Forecast

In Millions
$190.00
$170.00
$150.00
$130.00
$110.00

$90.00

' Reduction of
1 approximately 40
| positions; closure
3 of 2 fire stations.

3 Four years of PERS rate
3 relief and ongoing impact
3 of position reductions.

I Property tax re-set.

3 ‘ FY 2017: Funded reopening of Fire
: : Station 8, spent $1.3M in fund balance

3 FY 2018: Addition of Homeless Rental
' Assistance Program

—Revenues

‘ ‘ FY 2019: Reopening of Fire Station 11

i : Budget Stabilization with use of one- :
. | time CARES Act and ARPA funds

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

i Impact from the City Operations Fee, narrowing

| the ongoing gap between revenues and expenses. !

Expenditures

General Fund Table 1, FY 2024 — FY 2028 Forecast Summary

(Values in Millions, YEE = Year-End Estimate, F = Forecast)

FY 2024 - FY 2028 Summary (in millions)

FY 2023 YEE| FY 2024 F | FY 2025 F | FY 2026 F | FY 2027 F | FY 2028 F
Beginning Fund Balance $ 4068|% 3712 % 2760 $ 1572 | % 268 $ (11.19)
Revenues $ 15668 | $ 16062 | $ 16489 | $ 17058 | $ 17660 | $ 182.84
Net Expenditures $ 16024 |$ 17013 [$ 17677 | $ 18362 |$ 19048 | $ 197.51
Ending Fund Balance $ 3712 ($ 2760 $ 1572 | $ 268 1$ (1119 $ (25.87)
Fiscal Year Impact $ (3.56)| $ 951)$ (1188)|$ (13.04)|$ (13.87)$ (14.67)

O,

Fund Balance Policy at 15% | ¢ 53 5 2409 |$ 2473 |$ 2559|% 2649 |$ 2743
of Revenues

Council Policy Compliance -522.91

Forecast Result — General Fund Current Service Level Detail

The forecast expenditure base is adjusted for all known and projected service level
costs. This includes market adjustments or cost-of-living increases for all work units. For
years outside of labor contract, an initial 5 percent cost-of living increase is used to
recognize the impact of persistently high inflation, then three percent is used for the rest
of the forecasted years. The expenditure base also includes a small increase in PERS rates for
FY 2026 with a slightly larger increase projected for FY 2028 when the Pension Obligation

FY 2024-2028 Forecast
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Bond is fully paid, and the City's side account created from those bond funds expires.
The side account provides a PERS rate reduction to the City which will be removed from
rate setting in FY 2028. Health benefits rate increases align with actuarial guidance. Most
materials and services category items (professional services, supplies, equipment) have a 3
percent inflation in the first year of the forecast, reducing to 2 percent by the final year.
The forecast also includes a contribution of 1 percent of direct compensation to fund the
state medical leave program, Paid Leave Oregon. The State determined that employees
would be responsible for 60 percent of the contribution, but the City opted to pay
both the employee and employer portions.

Despite increases, which align with a five-year (FY 2018 — FY 2022) compounded rate of
growth, the forecast demonstrates a level of projected revenues lower than the anticipated
increases in service delivery costs. It also displays savings derived from unspent fund
contingencies and a level of naturally occurring savings from employee attrition and other
unanticipated economies averaging 3.7 percent through the forecast period. As context, the
level of aggregate savings realized in FY 2022 was 6.6 percent and FY 2023 year-end savings
are estimated at 4.5 percent.

General Fund Table 2, FY 2024 — FY 2028 Forecast

The assumptions in the forecast lead to a diminishing fund balance with it falling below the
minimum in the City's financial policies by year end in FY 2025. The City would be unable to
adopt a General Fund budget as presented in fiscal year 2026. Throughout the forecast
period, net expenditures exceed revenues by a range of $9.5 million to $14.7 million. This
imbalance is illustrated in Table 1 on the preceding page and with additional detail in Table
2 below.

(Values in Millions, YEE = Year-End Estimate, F = Forecast)

FY 2024 - FY 2028 Summary (in millions)

FY 2023 YEE| FY 2024 F | FY 2025 F | FY 2026 F | FY 2027 F | FY 2028 F
Beginning Fund Balance | $ 4068 [ $ 3712 | $ 2760 |$ 1572 | $ 268 | $ (11.19)
Revenues $ 156.68 | $ 160.62 | $ 16489 | $ 170.58 | $ 176.60 | $ 182.84
Total Expenditures $ 16024 |$ 17688 $ 18366 |$ 19070 | $§ 197.74 | $ 20496
Unspent Contingency (2.50) (2.50) (2.50) (2.50) (2.50)
2.5% Savings (4.25) (4.40) (4.58) (4.76) (4.95)
Net Expenditures $ 160.24 | $ 17013 | $ 176.77 | $ 183.62 | $ 190.48 | $ 197.51
Fiscal Year Impact $ (356)|$ (51| $ (11.88)|$ (13.04)|$ (1387)|$ (14.67)
Ending Fund Balance $ 3712 ($ 2760 ($ 1572 | $ 268 | $ (11.19)| $ (25.87)
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_________ 2%-Savings=r-=-=----___
ffffff Carryovers (1.50).\\\ ]
NET EXPENDITURES | § 158.74 N
ENDINGFUND | $ 3862| .~
________________ BALANCE
Chg to Fund balance | (2.06)

General Fund Table 3, FY 2024 — FY 2028 Forecast, Carryovers

The forecast outcome of Table 3 mirrors Table 2 with the addition of an estimate for
carryovers in FY 2023. The General Fund always has projects or purchases that are initially
budgeted in one fiscal year, but require completion in the subsequent fiscal year. Year-end
estimates and forecasts assume those projects or purchases will be completed and the funds
expended. However, this assumption can create a disconnect comparing the ending fund
balance display in the forecast for the current fiscal year (FY 2023 YE Estimate, Table 2) with
the result of carryover expenses and resources included in the adoption of the new fiscal
year budget.

Table 3 adds the impact of carryover expenditures in the FY 2023 YE Estimate column. This
demonstration reduces net expenditures by $1.5 million and shifts additional resources to
ending fund balance'. While there is an increase to fund balance for the next fiscal year,
there is also the offsetting increase to total expenditures?.

(Values in Millions, YE = Year-End)

FY 2023 YE FY 2024

Estimate  Farecast__
Fund balance $ 4068 L $ 3862 ‘

Revenues 156.68 160.62
TOTAL RESOURCES $ 197.36 $ 185.82

___________ ~~d 2
TOTAL EXPENDITURES $ 16024 { $ 178.38

~
__________

Unspent Contingency
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Forecast Result — Revenue Detalil

The revenue estimates presented in this document rely on analysis of county property tax
records, adjustments in utility rates / costs for franchise revenue, local building activity,
legislated changes, recent historical trends, and other economic drivers. Projections include
assumptions of a recovery to historical trends for the vast majority of General Fund revenue
sources during the forecast period, with the exception of parking-related revenues. The
ARPA granted federal funding to cities in part to offset revenue lost during the pandemic.
The General Fund received $9.8 million in ARPA funding to replace lost revenue which
resulted in the increase of fund balance in FY 2021 and FY 2022. Use of fund balance is
anticipated to resume in FY 2023 without this additional funding. The forecast starts with FY
2023 revenue sources and year-end estimates and augments with assumptions for growth
in all revenue categories with the exception of grants due to one-time federal funding, other
government agencies from the sale of property at Mill Creek Industrial Park almost complete,
and other revenue as interest income declines with the use of fund balance. The range of
growth assumptions includes:

e The impact of the full 3 percent statutory increase and 0.6 to 1.1 percent for new
growth in current property tax revenues. Tax receipts increase year-over-year in the
forecast by $3.0 million to $3.9 million.

e A franchise fee base remains flat for FY 2024 estimates except for natural gas with an
anticipated increase of fifteen percent. Ongoing aggregate increases in the category
range from 2.0 percent to 4.1 percent.

e The decline in parking activity downtown during the pandemic translated to a drastic
reduction in parking meter and parking permit revenue. While not back to pre-
pandemic levels, these revenues have been trending upward. Other impacts to rents
are decreases due to City employees no longer paying to park at the Library or Pringle
parkades and library patrons getting three hours of free parking in the parkade.

e The internal charges category is anticipated to increase approximately fifteen percent
overall in FY 2024. A twenty-two percent increase in the first forecast year for the
support service charge due to higher year-over-year costs for internal services and
General Fund departments using a smaller portion of internal services compared to
other funds is projected.

e State shared revenues are anticipated to grow by just under 3 percent in each year of
the forecast with only Cigarette tax declining.

e The City Operations Fee is expected to generate between $8.5 million and $9.3 million
in each year of the forecast due to account growth and Consumer Price Index (CPI)
rate increases.

e Transfers from other funds decline in the first two years of the forecast due to grant
funds being fully expended and reimbursements to the General Fund ceasing for
outreach and livability services as well as the Parks tree restoration programs.
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General Fund Table 4, Revenues by Source walues in milions)
FY 2024 FY 2025 FY 2026 FY 2027 FY 2028

Property Taxes $84.01 $87.45 $91.04 $94.77 $98.66

Sales Tax 1.86 1.92 1.98 2.04 2.10

Franchise Fees 21.40 21.85 22.27 22.71 23.16

State Shared Revenues 8.09 8.33 8.57 8.83 9.09

Fees for Services / Other Fees 13.62 13.97 14.27 14.57 14.87
Fines, Penalties, and Forfeitures 3.95 4.08 4.19 4.30 442
Rents, Permits, Licenses 3.41 3.49 3.56 3.62 3.69

Cost Allocation / Internal Chgs 18.79 19.76 20.72 21.79 22.84
Other Agencies, Grants 1.78 1.76 1.69 1.71 1.75
Transfer from Other Funds 3.04 1.65 1.70 1.76 1.81
Miscellaneous 0.65 0.63 0.59 0.51 0.45

TOTAL REVENUES $160.62 $164.89 $170.58 $176.60 $182.84

% Change from Previous Year 2.51% 2.66% 3.45% 3.53% 3.53%
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Forecast Result — Expenditure Detall

The base forecast for the General Fund is developed using cost escalation information from
labor agreements, health insurance consultant analysis, up-to-date PERS rate information
and estimates for future years, vendor contracts, the CPI, and other research to inform five
years of expense inflation factors. The assumption tables used for expenditures are included
in appendix A. The forecast includes a general inflationary increase of between 2 percent
and 3 percent to expenses in the materials and services category.

General Fund Table 5 summarizes the five-year expenditure forecast by expense category.
Increased rates for compensation market adjustments, PERS obligations, and health
insurances for current employees prompt increases in personal services. The area of the table
with italicized text demonstrates the effect on base expenditures of anticipated savings and
unspent contingencies to provide the calculation in the Total Net Expenditures row. In the FY
2023 column, the percent change from the previous year (bottom row) is based on the
comparison of FY 2022 year-end estimates and the FY 2023 forecast.

General Fund Table 5, Expenditures by Category (values in Mitlions)

FY 2024 FY 2025 FY 2026 FY 2027 FY 2028

Personal Services $137.12 $142.92 $149.35 $155.50 $161.87

Materials and Services 35.14 35.32 36.24 37.28 38.41

Capital Outlay 0.72 0.72 0.66 0.62 0.62

Debt Service 0.37 0.69 0.62 0.59 0.62

Transfers* 0.52 1.02 0.82 0.74 0.43

Contingency 3.00 3.00 3.00 3.00 3.00

TOTAL EXPENDITURES $176.88 $183.66 $190.70 $197.74 $204.96
Less:

Unspent Contingency (2.50) (2.50) (2.50) (2.50) (2.50)

Anticipated Savings (2.5%) (4.25) (4.40) (4.58) (4.76) (4.95)

TOTAL NET EXPENDITURES $170.13 $176.76 $ 183.62 $ 190.48 $ 197.51

% Change from Previous Year 6.17% 3.90% 3.88% 3.74% 3.69%

FY 2024-2028 Forecast

*Transfers include funding for information technology and facilities asset maintenance projects.
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Forecast Variability — Fund Balance Scenarios

The graph below demonstrates variable results of the FY 2024 — FY 2028 forecast through
the display of fund balance - the difference between resources and expenditures for each
fiscal year. There are three scenarios presented.

Scenario 1, Probable Scenario. The blue bar at the center of each grouping represents the
result reflected in the numeric tables on the preceding pages of this document. The values
reflect the forecasted levels of fund balance. This result is compared against the gray
horizontal line representing the dollar equivalent of City Council policy for General Fund
working capital.

Scenario 2, Higher Revenue / Lower Expenses. The green bar in each fiscal year grouping
represents the forecast result augmented by an additional 1 percent of revenue and an
additional 1 percent of expenditure savings. The outcome of these variables does stabilize
fund balance. Fund balance remains in compliance with policy until the fiscal year 2025 in
this scenario.

Scenario 3, Lower Revenue / Higher Expenses. The red bar uses the forecast fund balance as
the base for assuming 1 percent lower revenues and 1 percent higher expense for each fiscal
year. The result falls well below City Council policy and fund balance would be fully expended
by the end of FY 2025.

Fund balance Forecast Variability (values in Mmitiions)

%35

00
F—— — —
52500 [ -
%15.00
§5.00 -] ! -

| E =
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Transportation Services Fund Summary

The Public Works Department’s Transportation Services Fund (Fund 155) supports the
operation and maintenance of the City’s streets, traffic signals, bridges, alleys, and
pedestrian network. The Transportation Services Fund provides the financial structure for
the department to respond to City Council goals that address transportation, public
safety, livability, environmental health, and economic development.

Current Status

The City's Transportation Services Fund forecast is based on the October 2022 Oregon
Department of Transportation (ODOT) forecast. ODOT anticipates no change over
the prior forecast for most revenues. In the fifth year of the ODOT revenue forecast,
the anticipated impact of additional fuel efficient, hybrid, and electric vehicles
results in declining revenue from gas tax. It is unknown at this time whether there will
be a change in motor vehicle fees and taxes to reflect the changing economic
conditions.

The FY 2023 Transportation Services Fund beginning fund balance was $8.6 million and
is projected to decrease to $6.4 million by the end of the fiscal year. This decrease is
largely due to a $1.5 million transfer to cover the Fund's share of the Public Works
Operations Building construction costs.

If assumptions hold, and the conditional State Highway Fund revenue increase is
realized in 2024, the Transportation Services Fund will be able to sustain basic
operations throughout the first three years of the forecast period. Funding is
insufficient, however, to maintain basic operations in the fourth and fifth year or
to support structural pavement maintenance and reconstruction activity or a
Safer Pedestrian Crossings Program. During the forecast period, investment for the
Safer Pedestrian Crossings Program will be funded through 2022 Safety and Livability
Bond funds, limited remaining 2008 Streets and Bridges Bond savings, federal grants,
and matching funds from State Highway Fund revenue. The sidewalk repair
program and pavement maintenance activities continue at current levels through
the five years of the forecast; however, the risk of industry-wide inflation in
construction materials, may impact programming levels. Expenditure reductions will be
required by the fourth year if additional revenue sources are not identified. Projected
growth in State Highway Fund revenue is just one percent the last three years of the
forecast which does not keep pace with inflationary factors for expenditures.
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Future Outlook

This five-year forecast is an analysis of the Transportation Services Fund based upon
current and reasonable economic assumptions. It provides a view of the financial
impacts of the City’s services, priorities, and policies within the context of national, state,
and local economic factors; emerging vehicle technologies; worldwide and regional
petroleum supplies and prices; consumer behavior; and growth in primary revenue
sources. The forecast includes a variety of assumptions for expenditure activity over
five years. The primary drivers increasing expenditures include wages, Public
Employees Retirement System (PERS) rates, health care, energy, and inflation on
contracted goods and services. The tables for the expenditure assumptions are included
in the appendix.

The primary funding source for Transportation Services is the City’s monthly allocation
of State Highway Fund revenues, which includes motor vehicle fuel taxes; heavy
commercial vehicle weight / mile taxes; and title, licensing, and registration fees. Many
factors impact fuel usage trends including changes in the consumers’ fleet (fuel
efficient, hybrid, and electric vehicles) and the effect of retail fuel prices on
consumption.

Expenditures in the City’'s forecast include minimal asphalt paving using in-house
City resources to complete a combination of maintenance overlays as well as mill and
inlay repairs. Preventive pavement maintenance, including crack seal and slurry seal
treatments, will continue on residential and higher traffic volume streets. Beyond this
limited in-house maintenance program, available funding is insufficient to support
ongoing structural pavement rehabilitation projects, replacement of residential
concrete streets, or investment in neighborhood traffic calming measures.

In previous years, the forecast has included all anticipated positions. This forecast
includes the addition of only one position in FY 2024 to support street sweeping
activities because it is fully reimbursed with stormwater revenue from the Utility fund.
Although community growth and service level demands demonstrate the need for
additional positions for signs and markings and sidewalk maintenance, the fund cannot
support these enhancements without additional revenue and thus those needed
positions have been omitted from this forecast. Due to current funding limitations,
equipment replacement and capital outlay have been carefully planned to reduce
impact in any single budget year.

The forecast employs a 4 percent savings rate, commensurate with recent experience,
which supports the assumption that ongoing efforts to reduce costs will have
a corresponding impact on the capacity to save. Values in the forecast are represented
in millions and have been rounded to the nearest ten thousand.
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Forecast Result

Transportation Services Fund Current Service Level Detail

The forecast is based on the service level represented by Transportation Services’ FY 2023
budget and maintains the $2.0 million annual program for sidewalk
maintenance and replacement, including the Sidewalk Response Team, during the
five years of the forecast. The forecast also maintains $4.0 million each year for
pavement maintenance activities that include trench patching, asphalt and
concrete road surface maintenance, and preventive crack seal or slurry seal
contracts. While legislated gas tax increases are intended to provide an
increase to State Highway Fund revenue — the primary revenue source for the
Transportation Services Fund — realization of these funds is dependent on many factors
such as inflation, economic recovery, and population trends. Routine activities such as
signs, markings, striping, right-of-way landscape and tree maintenance, snow and
ice response, shoulder / alley grading, pedestrian and bicycle safety improvements,
and traffic signal operations and maintenance are supported throughout the forecast
period. Available revenue is insufficient to fund an ongoing structural pavement
rehabilitation program except for the projects included in the 2022 Salem Safety and
Livability Bond.

The forecast shows that the Fund is on an unsustainable trajectory and will be
substantially depleted at by the end of the third year of the five-year forecast period.
In the coming years, reductions in service or increased revenues will be required to
balance the Fund. The 2018 Sustainable Services Revenue Task Force recommended
City Council explore a local option gas tax. If enacted at a rate of $0.06 per gallon,
a local option gas tax would provide $4.8 million in annual resources. A portion of
these resources would be directed to maintaining existing programs at current levels, as
costs continue to escalate, and a portion could be directed to capital projects
for pavement and sidewalk rehabilitation and replacement. The local tax would
allow all who benefit from the transportation system — residents, workers, and visitors
— to contribute to its maintenance.

The City will continue to monitor revenue and expenditures to balance resources with
the escalating cost of providing desired services. Each year, the City will review the fiscal
health of the fund and reevaluate program priorities should the current levels of service
become unsustainable.
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TS Fund Table 1, FY 2024 — FY 2028 Forecast Summary

(Values in Millions, YEE = Year-End Estimate, F = Forecast)

FY 2023 YEE| FY 2024 F | FY 2025 F | FY 2026 F | FY 2027 F | FY 2028 F
Beginning Fund Balance $ 855 $§ 637 § 522 $ 368| % 243] $ 0.18
Revenues $ 1733 $ 1792 $§ 1843 $ 1867| $ 18.83| $ 18.99
Net Expenditures $ 19.50 $ 19.08 $ 1997 $ 1991 $ 21.09( $ 21.83
Ending Fund Balance 6.37 5.22 368 $ 243 0.18|$ (2.66)

Change to Fund Balance

Table 2 is the full summary of the Transportation Services Fund forecast, including the
components of Net Expenditures. Personal services costs in this forecast are based on
current labor contracts, and in the later years of the forecast, annual adjustments to salary

are 3 percent.

TS Fund Table 2, FY 2024 — FY 2028 Forecast Summary

(Values in Millions, YEE = Year-End Estimate, F = Forecast)

FY 2023 YEE| FY 2024 F | FY 2025 F | FY 2026 F | FY 2027 F | FY 2028 F
Beginning Fund Balance | $ 855 $ 637 $ 522 $ 3.68 $ 243 $ 0.18
Revenues $ 1733 $ 1792 $ 18.43| $ 18.67| $ 18.83| $ 18.99
Total Expenditures $ 1950, $ 2033 $ 2126 $ 2123 $§ 2243 $ 2321
Unspent Contingency (0.50) (0.50) (0.50) (0.50) (0.50)
4% Savings (0.76) (0.79) (0.81) (0.84) (0.88)
Net Expenditures $ 19.50, $ 19.08 $ 19.97| $ 1991 $ 21.09) $ 21.83
Fiscal Year Impact $ 18 $ (@16 $ (54 $ (12593 (248) $ (3.18)
Ending Fund Balance $ 637 $ 522 $ 3.68 $ 243 $ 0.18 (2.66)
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Forecast Result — Revenue Detalil

The revenue forecast is developed using conservative growth expectations for
Transportation Services’ revenue sources. It reflects current revenue, acknowledges the
continued anticipated impact of HB 2017 and assumes no new or unrealized revenue
sources. Approximately 78 percent of Transportation Services' resources (excluding
beginning fund balance) come from State Highway Fund revenue.

With HB 2017, an additional increase of 2 cents per gallon is anticipated in 2024 subject to
the state meeting accountability and reporting requirements. The State Highway Fund's
revenue distribution is approximately 50 percent to the Oregon Department of
Transportation, 30 percent to counties, and 20 percent to cities. Salem’s allocation which
is based on population is 5.88 percent of the total available for cities.

Table 3 summarizes the five-year revenue forecast by revenue source. This table
demonstrates all revenues anticipated to be received in the Transportation Services Fund.
Approximately 15 percent of State Highway Fund revenues received in the Transportation
Services Fund are subsequently used in the General Fund to support Parks Operations’
maintenance of the City’s street trees. This expense is included in the expenditure forecast.

TS Fund Table 3, Revenues by Source

(Values in Millions, YEE = Year-End Estimate, F = Forecast)

FY 2023 YEE FY 2024 F FY 2025 F FY 2026 F FY 2027 F FY 2028 F

State Highway Revenue 13.71 14.08 14.46 14.56 14.58 14.59

Intra City Billings and Transfers 2.80 3.01 3.12 324 3.36 349
Other Agencies, Grants 0.49 0.50 0.52 0.53 0.55 0.57

All Other Sources 0.33 0.32 0.33 0.33 0.34 0.35

Total REVENUES $ 1733 $ 1792 $ 1843 $ 18.67 $ 1883 $ 18.99
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Forecast Result — Expenditure Detall

The expenditure forecast is developed based on anticipated increases in the cost of labor,
materials, and capital. When available, it uses known expenditure information such as
labor agreements, vendor contracts, PERS rates, health care cost increases, and inflation
factors.

Table 4 summarizes the five-year expenditure forecast by expense category. The forecast
assumes $2.0 million for sidewalk maintenance programs and $4.0 million for pavement
maintenance activities annually. City crews will undertake most of this work through utility
trench patching, pothole repair, skin patching, focused mill and inlay repair, and overlays.
A yearly average of $220,000 is planned for annual preventive pavement maintenance
contracts. Revenue is insufficient to sustain a pavement rehabilitation and construction
program. Expenditure assumption tables are included in the appendix. Projected growth
in service delivery costs is anticipated to result in a decline in fund balance of over $11.2
million by the end of the forecast period (see Table 2, Ending Fund Balance), even with
the elimination of pavement rehabilitation contracts.

TS Fund Table 4, Expenditures by Category

(Values in Millions, YEE = Year-End Estimate, F = Forecast)

FY 2023 YEE FY 2024 F FY 2025 F FY 2026 F FY 2027 F FY 2028 F

Personal Services $ 726 $ 824 $ 870 $ 909 $ 947 $ 998
Materials and Services 9.69 10.71 11.02 1117 11.56 11.99
Capital Outlay 0.50 033 0.42 - 0.16 -
Debt Service - - - - - -
Transfers 2.05 0.55 0.62 047 0.74 0.74
Contingency - 0.50 0.50 0.50 0.50 0.50
Total Expenditures  $ 1950 $ 2033 $ 2126 $ 2123  § 2243 $ 23.21
Less:

Unspent Contingency - (0.50) (0.50) (0.50) (0.50) (0.50)
Anticipated Savings - (0.75) (0.79) (0.81) (0.84) (0.88)
Net Expenditures $ 1950 $ 19.08 $ 1997 $ 19.91 $ 2109 $ 2183
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Forecast Variability — Fund Balance Scenarios values in Millions)

The graph below demonstrates variable results of the FY 2024 — FY 2028 forecast through
the display of fund balance - the difference between resources and expenditures for each
fiscal year. There are three scenarios presented.

Scenario 1, Probable Scenario. The blue bar at the center of each grouping represents the
result reflected in the numeric tables on the preceding pages of this document. The values
reflect the forecasted levels of fund balance.

Scenario 2, Higher Revenue / Lower Expenses. The green bar in each fiscal year grouping
represents the forecast result to fund balance augmented by an additional 1 percent of
revenue growth and an additional 1 percent of expenditure savings. For the
Transportation Services Fund, these changes represent increases to fund balance of
$368,312 to $422,010 each year of the forecast.

Scenario 3, Lower Revenue / Higher Expenses. The red bar uses the forecast fund balance
as the base for assuming 1 percent lower revenues and 1 percent higher expense for each
fiscal year. By year-end FY 2028, this demonstration reflects fund balance being depleted
by 179 percent, a loss of $11.4 million, as compared to year-end FY 2023.

(Values in Millions, YEE = Year-End Estimate, F = Forecast)
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Transportation Services Fund Forecast Risks and Rankings

Transportation Services will be able to sustain the current level of services during the first
three years of the forecast; however, by the fourth year, reductions would be required
because funding is insufficient to maintain service levels. Forecast risk is evaluated on the
degree it will impact service delivery. The evaluation of existing and potential risk assists
in determining actions to be taken over the five-year period to ensure a balanced budget.
The most significant risk to Transportation Services' resources is a reduction in State
Highway Fund revenue, which is summarized below.

Forecast Risk — Revenue
Ranking Percent Total Revenue

State Highway Fund Revenue MEDIUM 79%

State Highway Fund Revenue

Transportation Services' primary revenue source is the City’s allocation of State Highway
Fund revenues — a revenue source over which the City has little or no control.
Revenues are impacted by worldwide, national, and regional factors including
availability of fuels, prices, transport costs, refinery capacity, vehicle technology, and
consumer behavior. The amount and allocation of motor vehicle fuel taxes and
Department of Motor Vehicle fees are determined by the state legislature. The ongoing
risk to the City is that if actual State Highway Fund revenue received is less than
forecasted, a corresponding reduction in City services will be required.

Risk Factor Ranking — MEDIUM

State Highway Fund revenue can be subject to changes in legislation,
technology, petroleum supplies, prices, and consumer behavior. As the primary revenue
source for the City's transportation services, potential changes need to be monitored
and, in the case of legislative challenges, defended.
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Utility Fund Summary

The City manages its utility services in a fiscally responsible manner to ensure ongoing day-
to-day operations and provide capital funding for infrastructure. The Utility Fund (Fund 310)
supports:

e Treatment, storage, and delivery of drinking water to residents, businesses, and
industries;

e Collection, conveyance, and treatment of wastewater before it returns to the
Willamette River; and

e Collection and conveyance of stormwater runoff from streets, buildings, and other
hard surfaces to prevent flooding and protect the environment.

Current Status

The Utility Fund is financially stable, but the utility infrastructure requires significant ongoing
capital investment. City Council has consistently adopted prudent rate increases, and staff
has worked effectively to manage expenses, allowing the City to operate, maintain, and
modernize the Utility’s assets and systems.

Over twenty years ago, a $300 million capital investment was undertaken to modernize and
expand utility infrastructure including wastewater treatment capacity. The bonded debt for
these improvements will be retired in 2027. The debt from the 2020 utility revenue bond for
projects focused on water treatment and supplemental supply, including the Frank Mauldin
Ozone Treatment Facility, will be retired in 2040. Continued improvements must be made to
the Utility infrastructure at a sustainable pace, balancing rate impacts with the rehabilitation,
expansion, resiliency, and modernization needs of the systems.

FY 2023 began with a fund balance of $62.7 million, an increase of $5.9 million from the
prior fiscal year. The increase resulted from a combination of greater than anticipated
savings and revenue replacement from the federal American Rescue Plan Act (ARPA) as
well as a one-time insurance reimbursement from the 2021 ice storm.

Future Outlook

The forecast presented this year provides a fund balance that exceeds the one-year debt
service reserve and a 120-day operating reserve as required in Council Policy C-14 (Utility
Fund Financial Policy). Unrestricted fund balance, or the amount exceeding the debt service
and operating reserves, remains positive for the term of the forecast, but declines to $3.3
million in FY 2025 before increasing in the remaining years of the forecast as debt obligations
are reduced. Maintaining reserves is a best practice to ensure resources are available to meet
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obligations in the case of an emergency or an economic downturn. These reserves have
allowed the City of Salem to respond effectively to the 2018 water advisory, the 2020
wildfires, February 2021 ice storm, and the multi-year COVID-19 pandemic, while
maintaining a financial profile consistent with previous forecasts. The reserves also provide
financial resiliency for a revenue stream that can vary because of weather, climate change,
economic conditions, or other factors impacting customer demand. In any year, a new
economic development project or unanticipated system failure in the heavily capitalized
fund may require an immediate expenditure of several million dollars in capital investment.

Currently, Utility funds are also being invested in the construction of a new Public Works
Operations building to replace City Shops Buildings 2 and 14 that house Public Works
dispatch, utility, transportation, and parks operations. In addition to the Operations Division
and a portion of the Administration Division, the new building will also house the
Engineering Division, which is currently located in leased office space, resulting in savings of
more than $300,000 annually. The new Public Works Operations building is scheduled for
completion in October 2023.

Based on the assumptions used in the forecast, revenue is sufficient to maintain operations
and allow for an increase in capital investment throughout the forecast period as debt is
retired. Assumptions and highlights of this forecast include:

e In FY 2024, Utility Fund total revenues are 3.12 percent more than the year end
estimate for FY 2023. Revenues grow at an average rate of 3.48 percent the remaining
four years of the forecast.

e The forecast establishes capacity for capital funding of utility infrastructure projects.
Capital funding is maintained over the five-year period as debt is retired. The first
three years of the forecast reflect infrastructure investment of $21.4 million to $26.5
million. In FY 2027 and FY 2028, investment in infrastructure increases to over to $31
million per year as debt obligations are reduced to $4.6 million annually, allowing for
more capital investment.

e In all years, the forecast contains $300,000 in Utility Fund support for the Utility
Assistance programs which are coordinated through community partners like
St. Vincent DePaul, the Salvation Army, and the Mid-Willamette Valley Community
Action Agency.

e Atotal of eight new positions are included in the forecast. Three Engineering positions
are proposed for management of projects from the recently passed 2022 Salem Safety
and Livability Bond. The cost for these positions will be reimbursed to the Utility Fund.
Five other positions are also proposed: three related to state and federal regulatory
compliance, one for GIS stormwater asset management, and one to assist with the
growing City survey staff workload.
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Forecast Result

Utility Fund Current Service Level Detail

The Utility Fund forecast provides a view of the financial impact on the City’s utility services,
priorities, and policies in relation to projected economic activity through FY 2028. This view
is influenced by federal and state economic factors and trends, local business activity and
property development, and growth in primary revenue sources. Water, wastewater, and
stormwater rate revenues are anticipated to provide approximately 86 percent of the fund'’s
revenue in FY 2024. Additionally, the forecast includes a variety of assumptions for
expenditure activity over five years. The primary drivers of expense increases include labor
agreements, PERS and health care costs, and inflationary increases on contracted goods and
services. The tables for City-wide expenditure assumptions are included in Appendix A of
this document.

Developing a forecast for water, wastewater, and stormwater utilities requires establishing
specific assumptions regarding the customer base, growth, consumption, economic trends,
operating needs, and capital requirements for each of the utility systems. All assumptions
have been reviewed based on historical data through FY 2022 and in the context of current
economic trends and industry standards. Each assumption about economic variables can
have a restrictive or expansive effect on projected cash flow. The goal is to be realistically
conservative while not overly restricting financial capacity for operations, maintenance, and
capital improvements.

The values in the Utility Fund forecast are expressed in millions of dollars and have been
rounded to the nearest ten thousand. The forecast builds out the five years using the FY
2023 Year End Estimate (YEE) column as the base year. The base year uses current, best-
known information to update revenue trends and adjust the expenditure base for any
ongoing service level changes. The fund maintains adequate fund balance levels in line with
Council Policy C-14 and debt covenants throughout the forecast period.

Utility Fund Table 1, FY 2024 — FY 2028 Forecast Summary

(Values in Millions, YEE = Year-End Estimate, F = Forecast

FY 2024 - FY 2028 Summary (in millions)

FY 2023 YEE| FY 2024 F | FY 2025 F | FY 2026 F | FY 2027 F | FY 2028 F
Beginning Fund Balance $ 6267 % 5536 | % 5273 | $ 4938| § 5069 $ 5492
Revenues $ 11938 | $ 12311 | $ 12797 | $ 13216 | $ 13655 | $ 14117
Net Expenditures $ 12669 [ $§ 12574 |$ 13132 |$ 13085 |$ 13232 |$ 13753
Ending Fund Balance 5536 | $ 5273 | $§ 4938 |$ 5069 | $ 5492 |$ 58.56

Change to Fund Balance -$7.31 -52.63 -$3.35 $1.32 $4.23 $3.63
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Table 2 below is the full summary of the Utility Fund forecast, including the components of
Net Expenditures. Personal services costs in this forecast are based on current labor contracts,
and in the later years of the forecast, annual adjustments to salaries for each bargaining unit.
The forecast also includes a 1 percent expense of direct compensation for the State paid
family and medical leave program, Paid Leave Oregon, which begins in January 2023. The
paid leave program has been delayed for several years due to the COVID-19 pandemic.

Utility Fund Table 2, FY 2024 — FY 2028 Forecast Summary

(Values in Millions, YEE = Year-End Estimate, F = Forecast)

FY 2024 - FY 2028 Summary (in millions)

FY 2023 YEE| FY 2024 F | FY 2025 F | FY 2026 F | FY 2027 F | FY 2028 F
Beginning Fund Balance | $ 6267 |$ 5536 | $ 5273 |$ 4938 | $ 5069 | $ 5492
Revenues $ 11938 | $ 123.11 | $ 12797 | $ 132.16 | $ 136.55 | $ 141.17
Total Expenditures $ 12669 ($ 13622 |$ 14202 |$ 14186 |$ 14362 | $ 149.10
Unspent Contingency (3.00) (3.00) (3.00) (3.00) (3.00)
8% Savings (7.48) (7.70) (8.01) (8.30) (8.56)
Net Expenditures $ 12669 | $ 12574 | $ 13132 | $ 13085 | $ 13232 | $ 137.53
Fiscal Year Impact $ 731 $ (263)| $ (335 $ 132 | % 423 [ $ 3.63
Ending Fund Balance $ 5536 | $ 5273 |$ 4938 |$ 5069 | $ 5492 | $ 58.56

Forecast Result — Revenue Detall

The revenue forecast is developed using conservative growth expectations for the Utility
Fund. Approximately 86 percent of Utility Fund resources (excluding beginning fund balance)
come from one external source — rate revenue. New rates are adopted by City Council every
two years. The July 2022 biennial City Council-adopted rate adjustment is reflected for
calendar years 2023 and 2024: a 5 percent increase each for water, wastewater, and
stormwater. The remaining years of the forecast assume a 3.5 percent revenue slope for each
of the three utility systems. Table 3 summarizes the five-year revenue forecast by revenue
source.

Utility Fund Table 3, Revenues by Source walues in miliions)

FY 2023 YEE FY 2024 F  FY2025F FY 2026 F  FY 2027 F FY 2028 F

Water, Wastewater, Stormwater Rates § 10066 $ 10596 S 11023 S 113.88 S 11766 S 121.78
Franchise Fees 4.24 443 4.61 4.76 4.92 5.09

Other Fees 3.35 3.35 3.42 3.50 3.58 3.66

Permitted Development 1.33 0.78 0.80 0.83 0.85 0.88

Internal Charges 6.14 6.83 7.15 7.48 7.84 8.20

All Other Sources 3.62 1.77 1.76 1.71 1.71 1.56

Total § 11935 $ 12311 $ 12796 $ 13216 $ 136.55 $ 141.17
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Forecast Result — Expenditure Detall

The expenditure forecast is developed based on anticipated increases in the costs of labor,
materials, capital, and generally agrees with assumptions used across all City funds. When
available, it uses known expenditure information such as labor agreements, vendor contracts,
the most recent information for PERS rates and health care cost increases, and inflation
factors. Future costs associated with higher PERS obligations for current employees are
included. Table 4 summarizes the five-year expenditure forecast by category.

The forecast includes funding for eight new positions in FY 2024, including three engineering
positions for management of the 2022 Salem Safety and Livability bond projects. additional
positions are proposed: three related to state and federal regulatory compliance, one for GIS
stormwater asset management, and one to assist with the growing City survey staff
workload.

Transfers are anticipated annually from the Utility Fund to the Capital Improvements Fund
for utility construction projects. These on-going annual transfers allow for the Utility to plan
and budget for large capital projects in a methodical way. Capital transfers range from $21.4
to $26.5 million from FY 2024 to FY 2026, and capacity increases to more than $31 million
per year by FY 2027 as debt obligations are reduced to $4.6 million. The goal for the past
decade has been to increase the annual capital construction transfers as debt is retired so
that improvements are paid for by utility rates rather than borrowed funds.

Utility Fund Table 4, Expenditures by Category walues in milions)

FY 2023 YEE FY 2024 F FY 2025 F FY 2026 F FY 2027 F FY 2028 F

Personal Services 40.94 48.92 51.47 53.85 56.10 58.42

Materials and Services 37.00 44.55 44.78 46.27 47.70 48.64

Capital Outlay 1.06 0.96 1.84 1.35 1.20 0.81

Debt Service 19.08 17.35 14.42 13.31 4.56 4.43

Transfers 28.61 21.44 26.50 24.09 31.07 33.80

Contingency - 3.00 3.00 3.00 3.00 3.00

Total Expenditures 126.69 136.22 142.02 141.86 143.62 149.10
Less:

Unspent Contingency (3.00) (3.00) (3.00) (3.00) (3.00)

Anticipated Savings (7.48) (7.70) (8.01) (8.30) (8.56)

Total Net Expenditures 126.69 125.74 131.32 130.85 132.32 137.53
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Forecast Variability — Fund Balance Scenarios values in Milions)

The graph below demonstrates variable results of the FY 2024 — FY 2028 forecast through
the display of fund balance — the difference between resources and expenditures for each
fiscal year. There are three scenarios presented.

Scenario 1, Probable Scenario. The blue bar at the center of each grouping represents the
result reflected in the numeric tables on the preceding pages of this document for the Utility
Fund. The values reflect the forecasted levels of fund balance.

Scenario 2, Higher Revenue / Lower Expenses. The green bar in each fiscal year grouping
represents the forecast result augmented by an additional 1 percent of revenue growth and
an additional 1 percent of expenditure savings. For the Utility Fund, these changes represent
increases to fund balance of $2.4 million to $2.8 million each year of the forecast.

Scenario 3, Lower Revenue / Higher Expenses. The red bar uses the forecast fund balance as
the base for assuming 1 percent lower revenues and 1 percent higher expenditures for each
fiscal year. By year-end FY 2028, this demonstration results in fund balance declining by
$12.4 million or 22.5 percent from the estimate for fiscal year-end 2023. The amount of
working capital required by the Utility Fund balance policy is reduced in the final two years
of the forecast as debt is retired.
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Utility Fund Forecast Risks and Rankings

The forecast acknowledges that there are risks associated with sustaining the resources
needed to fund current and future City utility services. Each identified risk is evaluated on
the degree it will impact service delivery and assists in determining courses of action to be
taken over the five-year period.

Forecast Risk — Revenue
Ranking  Percent Total Revenue
Water, Wastewater, Stormwater LOW 86%

Revenue

Water and Wastewater Rate Revenue

Declining or stable water consumption is a national trend, and Salem is not unique in facing
this challenge. Most of the costs to provide utility services to customers are related to the
infrastructure and do not vary based on consumption. A smaller portion of costs are related
to the volume of water produced or wastewater treated. When consumption declines and
revenue is adversely impacted, water utilities must increase rates to maintain operations.
Overall water consumption increased by 6.5 percent in FY 2021 due in part to extremely
warm June weather and declined by 2.9 percent in FY 2022. In FY 2022, residential
consumption decreased while public building and commercial consumption increased
reflecting the reopening of businesses, schools, and office buildings as the pandemic
lockdown and safety measures were phased out.

Risk Factor Ranking — LOW

One method that utility systems utilize to stabilize revenue is to recover more costs
through fixed rates rather than volume / consumption. The 2018 Cost of Service Analysis
shifted some additional cost recovery for water from variable to fixed rates to assign costs
of operating the system more appropriately.
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Airport Fund FY 2024 — FY 2028 Five-Year Forecast

FY 2024 - FY 2028 SUMMARY (in millions)

FY 23 YE Est FY 24 F FY 25 F FY 26 F FY 27 F FY 28 F
Beginning Fund Balance $ 115 $ 1.02($ 057|$ 023($ (0.06) $ (0.25)
Revenues 1.37 1.25 1.28 1.30 1.33 1.36
Total Expenditures $ 150 | $ 228 1% 1.85 [ $ 167 (% 159 | $ 1.59
Unspent Contingency (0.49) (0.15) - - -
10% Savings on M&S (0.08) (0.08) (0.08) (0.08) (0.08)
NET EXPENDITURES $ 150 | $ 1.71 | $ 1.62 | $ 159 | $ 151 | $ 1.50
Fiscal Year Impact (0.13) (0.46) (0.34) (0.29) (0.18) (0.15)
Ending Fund Balance $ 1.02 | $ 057 | $ 023|% (006)$ (025]% (0.39

The financial forecast for the Airport Fund projects  Forecast Risk factors are evaluated on
continuation as a general aviation airport with  the degree of impact to continued
assumptions for inflationary factors to increase service  service delivery and fund fiscal health.
costs and estimates for revenue growth. A modest

increase in revenues is projected over the five-year | Forecast Risk Ranking
period. In addition, expenditures outpace revenues in all
years of the forecast. The result also includes savings Fund Balance High
derived from unspent fund contingencies and a level of
naturally occurring savings through unanticipated Land / Building Rent High
economies of 10 percent on materials and services.

Parking Rent Medium
Planned improvement projects to the Airport terminal
and restaurant building significantly impact the fund's . :
financial outlook, addi?wg gver $1.1ymill?on of expense Operational Expenses High
during the forecast period. The forecast result, including
the needed capital projects, demonstrates fund balance Match for Federal Grants Low
being fully expended in year three of the forecast with
fund balance ending at negative $.39 million in the final Building Improvement ,

. . High

year. Project Funding

This forecast does not assume any expenses related to
commercial air service. Additional expenses in the fund
would deplete fund balance more quickly.

Airport Fund Revenues, Expenditures and Working Capital (in millions)
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Building and Safety Fund FY 2024 — FY 2028 Five-Year Forecast

FY 2024 - FY 2028 Summary (in millions)

FY 23 YE Est FY 24 F FY 25 F FY 26 F FY 27 F FY 28 F
Beginning Fund Balance $ 1569 |$ 16.16 [ $ 1573 | $ 1524 $ 1464 | $ 13.96

Revenues $ 644 $ 658|$%$ 688|$ 707|$ 727|$ 747
Total Expenditures $ 597 | $ 7551% 7911 9% 822 1% 8511% 8.82
Unspent Contingency (0.30) (0.30) (0.30) (0.30) (0.30)
3.0% Savings (0.23) (0.24) (0.25) (0.26) (0.26)
Net Expenditures $ 597|$ 702|$ 737|($ 767|$%$ 795|$ 825
Fiscal Year Impact $ 0481% (044)|$ ((©049($ (060]|$ (068)|$ (0.78)
Ending Fund Balance $ 16.16 | $ 1573 |$ 1524 ($ 1464 |$ 13.96 | $ 13.18

Forecast Risk factors are evaluated on
The City's annual financial forecast for the Building and Safety the degree of impact to continued
Fund provides for the continuation of current service levels with  service delivery and fund fiscal health.
assumptions for inflationary factors to increase service costs and
estimates for revenue. The forecast includes an increase in the
amount of funds transferred to the Equipment Replacement Working Capital Medium
Reserve for replacement of the Building and Safety vehicles.

Forecast Risk Ranking

Permit Revenue Medium
The forecast anticipates steady permitting revenues of 3 percent
annually for most permits between FY 2025 and FY 2028. The year PERS Rates High
end estimate for FY 2023 shows a decrease from budget for

building and mechanical permits. This is driven by a decrease in Health Benefits Medium
residential building permits correspondlhg with the mcreas'ed Other Labor Factors High
home mortgage rates and thus home buying power. Meanwhile,

commercial permits continue to perform strongly, helping to Equipment Transfer Medium

offset the reduction of residential permits. Although the forecast
demonstrates a decrease of ending fund balance over the five-
year period due to increased personnel and vehicle replacement
transfers, the fund balance is still strong.

Building and Safety Fund Revenues, Expenditures and Working Capital
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Cultural Tourism (TOT) Fund FY 2024 — FY 2028 Five-Year Forecast

024 023 AR O

FY 23 YE Est FY 24 F FY 25 F FY 26 F FY 27 F FY 28 F
Beginning Fund Balance $ 403 | $ 3.88 | $ 3.85|$ 3.90($ 3.90($ 4.01
Revenues $ 457 | $ 480 | $ 503 % 529|$% 555|% 5.8
Total Expenditures $ 471 (% 503 % 518 ($ 548($ 564($%$ 560
Unspent Contingency - (0.20) (0.20) (0.20) (0.20) (0.20)
NET EXPENDITURES $ 471 | $ 483 | $ 498 |$ 528|% 544|% 540
Fiscal Year Impact (0.15) (0.04) 0.05 0.00 0.11 0.42
Ending Fund Balance $ 3.88 | $ 3.85 | $ 390 | $ 390|$ 4.01|$ 4.43

The Cultural Tourism (TOT) Fund is funded by overnight stays in Salem Forecast Risk factors are evaluated on

through a 9% tax assessed by hotels, motels, B&Bs, and third-party the degree of impact to continued
intermediaries like Airbnb. The revenue generated supports City service delivery and fund fiscal health.

programs for Parks Maintenance, events like Fourth of July fireworks and Forecast Risk Ranking
historic building utilities and maintenance at sites like Bush House and
Deepwood Estates. Additionally, approximately 50% of the revenues go Working Capital Medium
to outside entities like Travel Salem, the Salem Convention Center and Tax Revenue High
local Cultural Heritage and Event organizers.
After being heavily impacted by the COVID-19 pandemic, staff predicts Expense: Parks gl
that the fund will return to pre-pandemic revenues by the end of this Transfer
fiscal year. Capital Projects High
With the increased optimism for revenues in the fund, the fund continues (CIP)
to increase in expense dema.nd. P?rks and Facilities capltal projects that Tourism Promotion High
use the TOT fund along with City programs and third-party agency Allocation
expenses continue to grow. Staff will be recommending a fund balance
policy to manage these growing expenses in the next year. Financial
policies are a Government Finance Officers Association best practice and
demonstrate strategic and long-term fund planning.

£7.00 Cultural and Tourism (TOT) Fund Revenues, Expenditures and Fund Balance (in millions)
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Document Services, City Services FY 2024 — FY 2028 Five-Year Forecast

FY 2024 - FY 2028 SUMMARY (in millions)

FY 23 YE Est FY 24 F FY 25 F FY 26 F FY 27 F FY 28 F

Beginning Fund Balance $ 051|$ 054|$%$ 055($ 053|$%$ 043|% 0.32
Revenues $ 1.19 | $ 1.20 | $ 1.20 | $ 1.20 | $ 1.20 | $ 1.20
Total Expenditures $ 1.16 | $ 120 | $ 123 $ 1311 % 133]% 1.34
2% Savings on M&S (0.01) (0.01) (0.01) (0.01) (0.01)
NET EXPENDITURES $ 1.16 | $ 1.19 | $ 1.22 | $ 1.30 | $ 131 | $ 1.33
Fiscal Year Impact $ 003[$ 001[$ (©02$ (@©10% (©1N[$ (0.12)
Ending Fund Balance $ 054|$ 055|%$ 053|$ 043|$ 032($ 0.20

The base forecast for the Document Services Division of the
City Services Fund reflects a decrease in internal service
levels with assumptions for inflationary factors to increase

service costs. Forecast Risk factors are evaluated on the

degree of impact to continued service delivery
The forecast demonstrates a level of projected increase in  and fund fiscal health.
revenues that does not keep pace with the anticipated

. . . Forecast Risk Ranking
growth in expenditures. It also displays a level of naturally

occurring savings from unanticipated economies. This level Working Capital Medium
of savings is anticipated at 2 percent for materials and

services. Internal Revenue High
Significant funding sources for Document Services are fees Other Labor Factors High
charged for products or services and an annual transfer

from the General Fund to support mail and courier services. Copier Replacement Medium
To intentionally draw down fund balance, the General Fund Strategy

contribution is reduced in this forecast by 3 percent

annually. Several potential changes to the products and
services portfolio are being evaluated to determine the
service mix and if another funding method would be more
sustainable.
Document Services, City Services Fund Revenues, Expenditures and Fund Balance
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Emergency Services Fund FY 2024 — FY 2028 Five-Year Forecast

FY 2024 - FY 2028 Summary (in millions)

FY 23 YE Est FY 24 F

FY 25 F FY 26 F FY 27 F FY 28 F

Beginning Fund Balance $ 324|$ 374|%$ 370|%$ 339|$%$ 335($ 345
Revenues $ 365|$% 130 1.37|$ 144 |$ 151|$ 158
Total Expenditures $ 315 [ $ 142 | $ 176 | $ 1.55 | $ 1.50 | $ 1.64
Unspent Contingency (0.06) (0.06) (0.06) (0.06) (0.06)
3% Savings on M&S (0.02) (0.02) (0.02) (0.02) (0.02)
Net Expenditures $ 315|$ 134 |($ 168|$ 147|$ 142|$ 1.56
Fiscal Year Impact $ 050($ (0.04)|$ (©031]$ (003)]$ 009 |$ 0.02
Ending Fund Balance $ 3.74 | $ 3.70 | $ 339 | $ 335 | $ 345 | $ 3.47

The City's annual financial forecast for the Emergency
Services (EMS) Fund provides for adjusting service levels to
pre-pandemic operations with assumptions for inflationary
factors to increase service costs and estimates for revenue
growth.

The forecast demonstrates a projected revenue decrease
due to a reduction in expected transports. After FY 2023,
the revenue and expenditures are predicted to remain
consistent over the next five years with factored inflation.
Fund balance is projected to decrease in FY 2024 & FY 2025
and then remain balanced despite the anticipated growth
of ongoing expenditures. The EMS Fund must maintain a
working capital that provides resources for six months of
immediate and uninterrupted ambulance transport
services. The expected savings level is three percent in the
materials and services category.

This forecast resumes an annual transfer to the Capital

Reserve as the fund is in line with City Council Policy C-12.

Forecast Risk factors are evaluated on
the degree of impact to continued
service delivery and fund fiscal health.

Forecast Risk Ranking
Fund Balance  Medium

Ambulance Service Revenue Low

Medicare / Medicaid = Medium
Reimbursement

General Materials / Services  Medium

Capital Equipment Needs =~ Medium

Sufficient reserve is expected to be built up to

purchase new CPR auto pulse devices for $300,000 in FY 2025. This capital and future spending will continue
to impact the fund financially. The EMS Fund is anticipated to decrease marginally at this level, with small

incremental growth beginning in FY 2028.

Equipment needs continue to account for the risk factor for the health of the EMS Fund. The Fire

Department continues looking for new funding sources

as the current Capital Reserve Fund will be

insufficient to provide for future equipment needs after FY 2025 without further depleting the EMS Fund.

Emergency Medical Services Fund Revenues, Expenditures and Fund Balance (in millions)
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Fleet, City Services Fund FY 2024 — FY 2028 Five-Year Forecast

024 028 0

FY 23 YE Est FY 24 F FY 25 F FY 26 F FY 27 F FY 28 F
Beginning Fund Balance $ 1.34|$ 160 $ 144 $ 127($ 110| $ 0.93
Revenues $ 558 | $ 5.00($ 516| $ 532 $ 548| $ 5.65
Total Expenditures $ 532 % 536 | $ 552 | % 568 | $ 585 % 6.03
3.5% General Savings (0.19) (0.19) (0.20) (0.20) (0.21)
Net Expenditures $ 532 ($ 517 |$ 5.33 548 ($ 5.65|$% 5.82
Fiscal Year Impact 0.26 017 $ 017 $ 017 $ 017 $ 0.17)
Ending Fund Balance 1.60 1.44 1.26 1.10 0.93 0.77

The City’'s annual financial forecast for Fleet Services in
the City Services Fund provides continuation of current
service levels with assumptions for inflationary factors
to increase service costs and estimates for revenue
growth.

The forecast demonstrates a level of projected increase
in revenues slightly lower than the anticipated growth
in expenditures. It also displays a level of naturally
occurring savings. This level of savings is anticipated at
3.5 percent of expenses.

The reduction in fund balance reflects an effort to
reduce the fund balance over the five-year period. The
balance at the end of the forecast period is estimated
at 25% of fixed costs for Fiscal Year 2028.

Forecast Risk factors are evaluated on
the degree of impact to continued
service delivery and fund fiscal health.

Forecast Risk Ranking

Fund Balance | Medium

Internal Charge Revenue | Medium
PERS Rates High

Health Benefits | Medium
Other Labor Factors High

Fleet, City Services Fund Revenues, Expenditures and Fund Balance (in millions)
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Radio Comm., City Services Fund FY 2024 — FY 2028 Five-Year Forecast

FY 2024 - FY 2028 SUMMARY (in millions)

FY 23 YE Est FY 24 F FY 25 F FY 26 F FY 27 F FY 28 F
Working Capital $ 122|$ 113($ 099|$ 09 |$ 101|$ 093
Revenues $ 1.46 | $ 153 | $ 158 | $ 1.63 | $ 1.68 | $ 1.73
TOTAL EXPENDITURES $ 155 % 201($ 1.951% 191 $ 212 $ 2.18
24% Savings on PS (0.13) (0.14) (0.15) (0.15) (0.16)
10% Savings on M&S (0.14) (0.13) (0.12) (0.14) (0.14)
70% Savings on Capital (0.07) (0.07) (0.07) (0.07) (0.08)
NET EXPENDITURES $ 155 [ $ 1.67 | $ 161 $ 157 | $ 1.76 | $ 1.81
Fiscal Year Impact $ (0.08)[$ ((0.14)]|$ (0.04)]$ 006($% (008¢% (007
ENDING WORKING CAPITAL | $ 113 $ 0.99 | $ 0.96 | $ 1.01 | $ 093 |$ 0.86

The City's annual financial forecast for Radio  Forecast Risk factors are evaluated on the degree
Communications provides for the continuation ~ of impact to continued service delivery and fund
of current service levels with assumptions for fiscal health.

inflationary factors that reflect increasing Forecast Risk Ranking
service costs and estimates for revenue growth.

) Fund Balance Low
Agency rates are set to meet operational needs
providing a stable revenue stream. The forecast Agency Rates Medium
displays naturally occurring savings through
unanticipated economies and a lower ongoing Operational Expenses | Low/Medium
need for equipment maintenance and
replacement. This level of savings is anticipated Capital Equipment Needs High

at 10 percent in the materials and services
category and 70 percent in capital expenditures. Savings in personal services reflects the intention
to hold a position vacant while assessing technical support needs for the new system.

General Fund departments account for approximately 70 percent of participating agency rate
revenue. Over the next few years radio rates will be increasing to fund improvements to the radio
system and the future replacement of necessary equipment.

Departmental replacement reserves were moved to the Equipment Reserve Fund in FY 2021,
accounting for the drop in working capital and expenditures between FY 2022 and FY 2023.

Radio Communications, City Services Fund Revenues, Expenditures and Fund Balance (in millions)
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Benefits Self Insurance Fund FY 2024 — FY 2028 Five-Year Forecast

FY 2024 - FY 2028 Summary (in millions)

FY 23 YE Est FY 24 F FY 25 F FY 26 F FY 27 F FY 28 F
$ 1085|$% 999 | $ 949 | $ 919 | $ 9.12| $ 9.28
Revenues $ 28.40| $ 30.03| $ 31.77| $ 3362 | $ 35.60| $ 37.71
Total Expenditures $ 2926 |$ 3054 |% 3206|% 3370|% 3544 (% 3732

$

$

$

Beginning Fund Balance

29.26 |$ 30.54 | $ 32.06 |$ 33.70 | $ 3544 |$ 37.32
086)|$ (51 $ (029|% (0.07)]% 0.16 | $ 0.40
999 ($ 949($ 9.19($ 9.12|$ 9.28|$% 9.68

Net Expenditures

Fiscal Year Impact

Ending Fund Balance

The City's annual financial forecast for the Benefits ~ Forecast Risk factors are evaluated on the
Self Insurance Fund provides continuation of degree ofimpactto continued service delivery
current service levels with assumptions for and fund fiscal health.

inflationary factors to increase service costs and

. . Forecast Risk Ranking
estimates for revenue growth. This forecast

considers the City's change in claims administrator Fund Balance Loy
that took place in January 2023.
Internal Revenue Medium

The forecast demonstrates a level of projected

increase in revenues at a rate greater than the Health Care Legislation High
anticipated growth in expenditures. Additional

premium rate increases are demonstrated to raise Changing Demographics High
the reserve levels by the end of the forecast period.

If claims grow greater than anticipated, fund
balance will be reduced.

Benefits, Self Insurance Fund Revenues, Expenditures and Fund Balance (in millions)

$40.00
$30.00
$20.00
$10.00 ® r—0———¢- o— -@ —— PY
$-
FY 21 A FY 22 A FY 23 YEE FY 24 F FY 25 F FY 26 F FY 27 F FY 28 F
Revenues Net Expenditures  ==@==Fund Balance

FY 2024-2028 Forecast ~ Community-focused ¢ Inclusive ¢ Proactive ¢ Accountable ¢ Respectful ~ Page | 42



Risk Self Insurance Fund FY 2024 — FY 2028 Five-Year Forecast

FY 2024 - FY 2028 SUMMARY (in millions)

FY 23 YE Est FY 24 F FY 25 F FY 26 F FY 27 F FY 28 F
Beginning Fund Balance $ 719 $ 6.00 [ $ 6.08 | $ 6.26 | $ 6.57 | $ 6.99
Revenues $ 412 | $ 574 | $ 6.02 | $ 6.32 | $ 6.63 | $ 6.96
Total Expenditures $ 532 (% 6.13 [ $ 6.32(% 6.52 | $ 672 $ 6.94
Savings - (0.47) (0.49) (0.50) (0.52) (0.53)
NET EXPENDITURES $ 532 | $ 5.66 | $ 583 | $ 6.02|$ 6.21 | $ 6.40
Fiscal Year Impact $ (1.20)[ $ 0.08 | $ 019 % 030 $ 043 |$ 0.56
Ending Fund Balance $ 6.00 | $ 6.08 | $ 6.26 | $ 6.57 | $ 6.99 | $ 7.56

The City’'s annual financial forecast for the Risk Self
Insurance Fund provides a continuation of current Forecast Risk factors are evaluated on the
degree of impact to continued service

service levels with assumptions for inflationary delivery and fund fiscal health

factors to increase service costs and estimates for

Forecast Risk Ranking
revenue growth.
. . Working Capital Medium
The forecast demonstrates a steady increase in g ~ap! "
ending fund balance over the five-year period to Internal Revenue Low
keep the fund within actuarial guidelines. o . ,
Liability Claims High

Claims experience fluctuates annually and was less

favorable than projected last year and is anticipated

to remain at that level. If the trend continues, this would result in a lower fund balance than
forecasted and higher internal rates in future years. If claims activity and increases in insurance
costs slow, lower rate increases would be required in future years.

Self Insurance Risk Revenues, Expenditures and Working Capital (in millions)
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Streetlight Fund FY 2024 — FY 2028 Five-Year Forecast

FY 2024 - FY 2028 SUMMARY (in millions)

FY 23 YEE FY 24 F FY 25 F FY 26 F FY 27 F FY 28 F
Beginning Fund Balance 135 | $ 1.45 | $ 1.32 | $ 117|$ 099 ($ 0.80
Revenues 199 | $ 2.00 | $ 2.00 | $ 201 | $ 201 | $ 2.02
Total Expenditures 189 | $ 237 | $ 2401 $ 2431 $ 2451 % 2.28
Unspent Contingency $ 0.20)| $ 0.20)| $ (0.20)| $ (0.20)| $ (0.20)
3.0% Savings on M&S $ (0.04)| $ (0.04)| $ (0.04)| $ (0.04)| $ (0.04)
Net Expenditures $ 1.89 | $ 213 | $ 2.16 | $ 219 | $ 220 | $ 2.03
Fiscal Year Impact $ 010 | $ 0.13)] $ (0.15)] $ 0.18)| $ 0.19)| $ (0.02)
Ending Fund Balance $ 145|¢% 132($ 117|$ 099|$ 080|$ 0.79

Since the 2015 enactment of the Streetlight Fee and
formation of the Streetlight Fund:

e All fixtures in the rights-of-way have been
converted to light-emitting diodes (LEDs).
Maintenance and electricity costs are supported
through the Streetlight Fund. A three percent
annual increase is anticipated in general
expenditures resulting from system expansion. An
eight percent increase is anticipated for electricity
costs in FY 2024.

New streetlights are being installed in under-
served areas based on a prioritized list.

Since FY 2020, the Streetlight Fund has provided
electricity for lighting fixtures in parks, relieving
the General Fund of approximately $100,000 per
year in expenses.

While the current five-year forecast does not anticipate
an increase in Streetlight Fee rates, a rate increase may
be proposed within the next five years — the first in the
fee's history. Expenditures in the forecast are
consistent with the current year and adjusted for
growth.

A 2017 interfund loan from the Utility Fund allowed

Forecast Risk factors are evaluated on the degree
of impact to continued service delivery and fund
fiscal health.

Forecast Risk ~ Ranking
Streetlight fee Low
Electricity savings Medium
Capital improvement transfers Low

the system re-lamping to be completed within a year
resulting in energy cost savings. The loan will be fully
repaid in 2027.

The forecast maintains the following assumptions over
the five-year period:

e Transfer to Capital Improvements Fund for
replacement and new pole installation projects at
$600,000 per year.

e Continued support for electricity and maintenance
expenses for all poles in rights-of-way and parks.

Streetlight Fund Revenues, Expenditures and Fund Balance (in millions)
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WVCC Fund FY 2024 — FY 2028 Five-Year Forecast

FY 2024 - FY 2028 SUMMARY (in millions)

FY 23 YEE FY 24 F FY 25 F FY 26 F FY 27 F FY 28 F
Beginning Fund Balance | $ 197 |$ 173 |$ 146 |$ 147 |($ 156 |$ 1.78
Revenues $ 1390 | $ 1452 |$ 1519 |$ 1588 ($ 16.62 | $ 17.39
Total Expenditures $ 1415|$ 1604 |$ 1645|$ 1710|$ 1774|$ 1831
Unspent Contingency (0.50) (0.50) (0.50) (0.50) (0.50)
5% Savings (0.75) (0.77) (0.81) (0.84) (0.87)
Net Expenditures $ 1415 | $ 1478 |$ 1518 |$ 1579 | $ 16.40 | $ 16.95
Fiscal Year Impact $ (025 % (026)$ 0011 $ 0.09 | $ 022 1|$ 0.44
Ending Fund Balance $ 1.73|$ 146 |$ 147 |$ 156 |$ 178 |$ 222

The City's annual financial forecast for the Willamette
Valley Communication Center (WVCC) provides for  Forecast Risk factors are evaluated on the
degree of impact to continued service

the continuation of current service levels with J )
delivery and fund fiscal health.

assumptions of inflationary factors to increasing

service costs and estimates for revenue growth. Forecast Risk Ranking
The forecast demonstrates a level of projected Working Capital Low
increases in revenues that allows the WVCC Fund to Member Agency Rates Low
remain balanced with anticipated growth of on-

going expenditures. It also displays savings derived Overtime Expense Al
from unspent fund contingencies and a level of Salary Expense Medium

naturally occurring savings from unanticipated
economies. This level of savings is anticipated at 5
percent in the personal services and materials and services categories.

The WVCC Fund is required to maintain a fund balance that provides resources sufficient to cover
three pay periods. The fund currently meets the minimum requirement and anticipates
maintaining fund balance at this level through the forecast. Personal Services accounts for 79%
of the budget for this service-oriented organization which requires overtime to cover position
vacancies. Strategies and ongoing efforts continue to minimize the use of overtime. General Fund
departments account for approximately 43 percent of participating agency rate revenue.

WVCC Revenues, Expenditures and Working Capital (in millions)
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Salem Economic Outlook 2023
Prepared by the City of Salem Budget Office
December 2022

Summary of Findings

National Summary

A more robust than expected pandemic recovery in 2022 presents new challenges that are
anticipated to continue into 2023. While unemployment remains at record low levels, faster
than anticipated inflation creates continued economic uncertainty with the possibility of a
recession looming.

Unemployment and economic activity rates remain relatively healthy. National output fell at an
annualized rate of 0.6 precent in the second quarter of 2022 followed by 2.9 percent growth in
the third quarter. The Unemployment rate has also remained low at 3.7 percent by the end of
October 2022.

Economic progress spurred by low unemployment and healthy GDP remains vulnerable to the
effects of inflation and interest rate hikes. The Consumer Price Index inflation markers at the
end of October 2022 indicated an inflation rate of 7.7 percent over the previous year. To fight
inflation, the Federal Reserve has been rapidly raising its benchmark interest rate, including a
fourth consecutive rate hike in November 2022 that brought the rate between 3.75 and 4
percent. If inflation figures do not recede, price increases and high borrowing costs pose a
serious risk to economic health.

Continued supply chain issues, US port capacity, and employment vacancies in the logistics
industry similarly threaten the pace of economic growth moving forward.

The following trends are expected to result in slower economic growth:

1. Housing. Supported by low interest rates and demographic shifts, demand for housing
has been high over the last few years. New home sales spiked to levels last seen
during the housing bubble that preceded the 2007-09 recession. However, rising
borrowing costs as a result of Fed interest rate hikes are expected to cool the housing
market. Housing is traditionally a good leading indicator of overall activity, and a
cooling housing market will likely be indicative of a similar trend in the broader
economy.

2. Inflation. Inflation may slow as a result of interest rate hikes, but price increases may
prove difficult to curb. Continued inflation will result in lower consumer buying power
and less economic activity.

3. Interest Rates. Rapid interest rate hikes are intended to slow inflation. However, the
Federal Reserve will need to delicately design the rate hikes to slow, but not halt
economic growth. If the rate hikes slow growth too much, a recession is likely.

The primary negative risks to the outlook are even higher than expected inflation and
continued uncertainty around interest rate hikes. The primary positive risks to the economic
outlook are a continuation of healthy unemployment numbers and wage growth. In addition,
the Federal Reserve may prove successful in balancing interest rate hikes to slow but not halt
economic growth.
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Oregon Summary

The Oregon economy has seen improvement since the start of the COVID-19 pandemic in
March of 2020. Unemployment has steadily fallen from a high of 13.3% in April 2020 to 4.1%
in October 2022. As the COVID-19 pandemic begins to slowly move to the background of the
economic story, more traditional concerns like labor markets and inflation reappear. Additional
geopolitical concerns with Russia’s invasion of Ukraine remain another factor with potential
influences at the State level.

The labor market in Oregon, as anyone who is involved with hiring will tell you, is extremely
tight. Between October 2021 and October 2022, Oregon was number three in the nation
(behind Texas and Florida) for growth in non-farm employment at 4.5 percent. Neighbors
Washington and California experienced growth of 3.9 and 4.1 respectively. While employment
growth is generally considered a positive economic indicator, continuous high growth is
unsustainable. The aging population of the United States and the retirement of the large Baby
Boomer generation, and the filling of those vacated positions by smaller, younger generations
is a concern of economists and actuaries alike. Between 2015 and 2021, the US Census
Bureau reports 13.29 percent decrease in births in the State. Although this is not a problem
unique to Oregon, or even the nation, as global population estimates continue to decline, it will
be a factor in the next several decades as the economy switches from a job market with more
workers than jobs to that of a market with more jobs than workers.

Inflation continues to remain high across the nation, including in Oregon. The United States
Congress Joint Economic Committee reports by state the amount of monthly household
inflation costs relative to January 2021. As of September 2022, they report Oregon household
expenses have risen by $619 while the US as a whole has risen by $728. Actions by the
Federal Reserve in the Summer and Fall of 2022 to reduce inflation by increasing the cost of
borrowing through interest rate setting have impacted inflation slightly. The Bureau of Labor
Statistics reports that the Western Region (which includes Oregon) experienced a year-over-
year inflation rate of 8.1 percent as of October 2022, down from a high of 8.8 percent in June
2022.

Salem Summary

The Salem economy was hit hard by the pandemic; as of April 2020, the region had an
unemployment rate of 11.3 percent. As of October 2022, the seasonally adjusted
unemployment rate has dropped to almost pre-pandemic levels at 4.1 percent. Latest data
released in October for the Salem Metropolitan Statistical Area (MSA) shows that private job
sectors with the largest growth in the past year have been construction, health care and social
assistance professionals, and manufacturing. The public sector also showed growth in hiring
at both State and local levels (specifically education). Wages are also increasing in the region.
Between 2021 and October 2022, the average wage for all occupations has increased by 4.50
percent in the Mid-Valley region; higher than both the Portland Metro and Portland Tri-County
areas. Oregon as a state has increased in this same time period by 5.17 percent.

Local development has continued throughout the pandemic at a slower pace than prior years.
From fiscal year 2021 through the end of fiscal year 2022, total permits issued by the City’s
Building and Safety division have decreased by more than 11 percent. Although total permits
issued declined, permits for commercial and multi-family developments have had a slight
increase year-over-year of 0.63 percent.

Tourism has rebounded since the beginning of the COVID-19 pandemic. Tourism Occupancy
Tax (TOT) collections for fiscal year 2021 totaled approximately $3.1 million, while unaudited
collections for fiscal year 2022 came in at $4.3 million. The City’s tax rate is 9 percent for
overnight stays within city limits, implying a spending of more than $48 million directly in
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Salem by visitors. The year-over-year increase is 39.78 percent and is indicative of a return to
normal travel post-COVID. However, the pandemic will serve to remind us of the vulnerability
the tourism industry has to travel advisories and large health emergencies.

Forecast Summary

Below is the Oregon Office of Economic Analysis (OEA) employment growth forecast as the
principal driver of the Salem job forecast. Actual percentage changes realized are also
sensitive to employment data revisions.

Nonfarm Payroll Growth Forecasts
OR (OEA)* Salem MSA**

2021 (last) 2.4% 3.92%
2022 (current) 3.9% -0.06%
2023 0.9%

(*OR (OEA) refers to the official state annual employment data tables (dated December
2022). ** Values from the Oregon Employment Department (OED) October to October %
change.)

Uncertainty/Risks

Impacts of the predicted recession on the national level will have a ripple effect on the local
economy, but the degree is yet to be seen. The Federal Reserve has continued to work on
addressing record inflation through rate increases. These elevated inflation rates have
resulted in a decrease in consumers buying power, however federal protections put in place
after the 2008 Great Recession for borrowers along with a continuation of spending result in a
recession more in line with the 1991 recession, according to the State’s economic advisors in
the latest forecast. Unlike the 2008 recession which had impacts seven years after it began,
the recession anticipated in early 2023 is currently anticipated to be less influential with a two-
year cycle and a smaller employment impact.

Local Revenue Implications

Unlike the 2008 recession, the property values of homes (real market and assessed) have
continued to grow through the COVID-19 pandemic. Growth in assessed value for the past
three completed fiscal years has averaged 4.2 percent. Although local governments are
limited in property tax revenue generation due to Measure 50, development and
improvements to property have allowed for growth higher than 3 percent as limited by statue.
For context, coming out of the 2008 recession, assessed values grew at only 0.85 percent
and corresponding property tax revenue growth totaled 0.18 percent. Current year property
tax revenue growth in the past three completed fiscal years has averaged 4.26 percent.

Although it is promising that property tax revenue growth has remained high, expenditures in
the City’s general fund are growing at an even higher rate. City work on services not
previously undertaken by the City such as sheltering and homelessness have increased
pressure on the fund as well as rising PERS rates, compensation market adjustments,
employment contracts, and general inflation. Work on new general fund revenue initiatives is
an important next step for staff, the community, and City Council to address in order to
continue providing essential city services in addition to the new programs introduced in the
last few years such as sheltering and social service initiatives.
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Citywide Financial Forecast Risks and Rankings
Risks to Expenditure Forecast

This summary presents risks to the expenditure forecast by evaluating the degree by which
each identified risk will impact service delivery. This assessment assists in determining
actions to be taken over the five-year period.

PERS Costs and Employer Rate Increases

Through its most recent Actuarial Valuation Report for the PERS system (as of December
31, 2021), the PERS Board provided the City with employer contribution rates for July 1,
2023 through June 30, 2025. The rates, which are used in the forecast, appear in Table 1
below. Rates for the two-year periods beginning July 1, 2025 and July 1, 2027 were
developed using the following key assumptions:

e The contributions rates are not impacted by the rate collar;
e Includes the impact of the re-amortization of the unfunded liability in SB 1049;
e The employer offset from the employee Individual Account Program (IAP)
redirect;
e The investment returns are at least 5 percent (PERS Board assumed rate is 6.9
percent);
e Side account rate relief will end in FY 2028 causing higher rates in the final year with
assumptions of 7.25 percent savings in initial years; and
e OPSRP replacement percentage will continue to increase as Tier 1 and 2
employees retire.
Expenditures Risks, Table 1
PERS Employer Contribution Rates

PERS Type FY 2020 - FY 2022 -  FY 2024 - FY 2026- FY 2027-
FY 2021 FY 2023 FY 2025 FY 2027 FY 2028

Tier 1 and 2 25.49% 24.21% 25.07% 25.47% 28.12%

OPSRP General Service 16.41% 17.40% 18.31% 18.71% 21.36%
OPSRP Fire and Police 21.04% 21.76% 23.10% 23.50% 26.15%

See Appendix A for a complete table of PERS related expenses.

Risk Factor Ranking — HIGH

Accelerating PERS rates are a significant factor in year-over-year forecast cost increases,
particularly in the General Fund. The Oregon Legislature passed SB 1049 with various
components to stabilize PERS employer contribution rates. The portion of SB 1049 that
impacted the City of Salem PERS rates most significantly is the re-amortization of the
PERS unfunded liability. By re-amortizing over a longer period of time, the impact on
rates to pay down the unfunded liability will be less year-to- year. It is unclear if the
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Oregon Legislature will undertake any additional PERS reform during upcoming
legislative sessions. The City will continue to monitor for any potential legislative
changes and impacts on rates.

Health Care Costs

The City's rates are developed annually with the assistance of a consultant knowledgeable
of the industry. The rate analysis is based on a review of national and statewide health care
cost trends, legislated health care reforms, the required cash reserves to meet obligations
year-over-year and the City's claims activity from previous years. The rate of increase for
health benefits premium costs is assumed to increase over the five-year period with PPO
medical premiums escalating by 6.5 percent. See Appendix A for the detailed assumption
table.

Risk Factor Ranking — MEDIUM

Health care costs can be higher or lower throughout the forecast period depending on
a variety of factors, which are difficult to predict year-to year. These factors include
increased costs in the health care industry, the amount of filed claims, and the mix of
enrollees.

Labor Agreements

Approximately 75 percent of the City’'s workforce is represented by one of five unions—
SPEU (police), IAFF (firefighters and battalion chiefs), PCEA (9-1-1 communications),
AFSCME (general unit), and SCABU (City attorneys). Wage increases associated with the
most recent agreements are incorporated in the forecast. For the years beyond the term
of these agreements, an assumed 5.0 percent wage increase is used in the first year with
3.0 percent beyond that.

Risk Factor Ranking — HIGH

Negotiations are underway with three labor unions — PCEA, SCABU and IAFF- during
the current fiscal year. The risks associated with increased costs from future labor
negotiations beyond FY 2023 are difficult to measure at this time.

Inflation

The Bureau of Labor Statistics reported for November 2022 that the Consumer Price Index,
Western Region, CPI-U increased to 6.0 percent from November 2021. For purposes of this
forecast, 3.0 percent inflation factors are used on general goods and services. Inflation
factors for internal City services such as motor pool, radio communications, and 9-1-1 call-
taking and dispatch are tied to the projected cost of providing the service during the
forecast period.
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Risk Factor Ranking — MEDIUM

Inflation may become a more significant factor over the forecast period for the goods
and services that the City purchases. Energy price fluctuations will be monitored but are
not anticipated to be significant risks at this time.

Over the five-year forecast period, risk factors with medium rankings will be monitored and
action will be taken should they begin to move to a higher risk status. All high-ranking risks
are monitored closely and, when possible, steps will be taken to lower the City’'s exposure.

Forecast Risk — Expenditures
Ranking Percent Total Expenditures

PERS Costs / Employer Rate Increases HIGH 7.50%
Health Benefit Costs MEDIUM 8.20%

Labor Agreements / Salary Costs HIGH 24.06%
Inflation HIGH Varies

Comparative data for PERS Employer Rate Increases include the costs of PERS employer, PERS pickup (6
percent of salary), and the City's assessment for its unfunded PERS liability. Labor Agreements / Salary Costs
equal salary, overtime, standby, differential, incentives, and seasonal wages. Percentages in the expenditures
table are based upon comparison with the total operations budget for the three funds - General,
Transportation Services, and Utility — in the FY 2024 forecast year. The operations budget includes personal
services, materials and services, capital outlay, debt service, contingencies, and transfers.
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Expenditure Assumptions Table

APPENDIX A

Wage Projections
Market adjustment — AFSCME

Market adjustment — Attorneys
(SCABU)*
Market adjustment — Police (SPEU)

Market adjustment — Battalion Chiefs
(IAFF)*
Market adjustment — Fire (IAFF)*

Market adjustment — Non-represented

Market adjustment — PCEA (9-1-1)*

*In final year of union contract.

Other Personal Services Costs

PPO Medical (effective Dec 1, each
fiscal year)

Kaiser Medical (effective Dec 1, each
fiscal year)

Dental (effective Dec 1, each fiscal
year)

Vision (effective Dec 1, each fiscal
year)

Workers’ compensation

Life insurance (effective Dec 1, each
fiscal year)

Disability insurance (effective Dec 1,
each fiscal year)

Retirement-Employer — Tier 1 and 2

Retirement-Employer — OPSRP
General

Retirement-Employer — OPSRP Police
and Fire
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FY 2024 FY 2025 FY 2026 FY 2027 FY 2028
% Increase % Increase % Increase % Increase % Increase
3.00% 5.00% 3.00% 3.00% 3.00%
5.00% 3.00% 3.00% 3.00% 3.00%
1.50%/1.50% 5.00% 3.00% 3.00% 3.00%
5.00% 3.00% 3.00% 3.00% 3.00%
5.00% 3.00% 3.00% 3.00% 3.00%
5.00% 3.00% 3.00% 3.00% 3.00%
5.00% 3.00% 3.00% 3.00% 3.00%
Note: Italicized text represents a rate outside a current labor contract.
Annual Percentage Change in Benefits Projections
6.50% 6.50% 6.50% 6.50% 6.50%
6.50% 6.50% 6.50% 6.50% 6.50%
0.00% 0.00% 0.00% 0.00% 0.00%
0.00% 0.00% 0.00% 0.00% 0.00%
49.22% 5.00% 5.00% 5.00% 5.00%
0.00% 0.00% 0.00% 0.00% 0.00%
0.00% 0.00% 0.00% 0.00% 0.00%
PERS Rates on Eligible Earnings
25.07% 25.07% 25.47% 25.47% 28.12%
18.31% 18.31% 18.71% 18.71% 21.36%
23.10% 23.10% 23.50% 23.50% 26.15%
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Materials and Services
General inflation factor

Gasoline / Diesel

Internal charges

Liability insurance

Motor pool (Fleet Services)

Radio communications

9-1-1 services

FY 2024 FY 2025 FY 2026 FY 2027 FY 2028

% Increase % Increase | % Increase | % Increase | % Increase

3.00% 2.50% 2.00% 2.00% 2.00%

31.64% 5.00% 5.00% 5.00% 5.00%

Varies by 4.00% - 4.00% - 4.00% - 4.00% -

department, overall 6.00% 6.00% 6.00% 6.00%
4.00% - 6.00%

34.40% 5.00 % 5.00 % 5.00 % 5.00 %

Varies by 4.00 % 6.00 % 4.00% 6.00 %
department, overall
6.73%

Varies by -18.84% 4.00% 4.00% 4.00%
department, overall
104.00%

4.70% 4.70% 4.70% 4.70% 4.70%
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General Fund Revenues Assumptions Table

Revenue

Current year property tax
Electric franchise
Telecommunications franchise
Natural gas franchise®

Cable franchise

Refuse (solid waste) franchise
Fees for service®

Planning, site, dwelling review fees
Other fees

Licenses, permits

Rents (parking, building)®
Indirect cost allocation (ICAP)®
Other internal charges

State shared revenue®

Other agencies

Grants®

Fines, penalties

FY 2024 | FY 2025 | FY 2026 | FY 2027 | FY 2028
% % % % %
Increase | Increase | Increase | Increase | Increase

3.90 % 4.10 % 4.10 % 4.10 % 4.10 %
2.00 % 2.00 % 2.00 % 2.00 % 2.00 %
0.00 % 0.00 % 0.00 % 0.00 % 0.00 %
15.00 % 0.50 % 0.00 % 0.00 % 0.00 %
0.50% 0.50% 0.50% 0.50% 0.50%
5.00 % 3.00 % 3.00 % 3.00 % 3.00 %
6.10 % 2.50 % 2.10% 2.10% 2.10%
4.00 % 3.00 % 3.00 % 2.50 % 2.50 %
2.30% 1.90 % 1.50 % 1.50% 1.50 %
2.80% 2.30% 2.10% 2.00 % 2.00 %
7.30 % 1.90 % 1.90% 1.90% 1.90%
22.90 % 6.00 % 4.00 % 6.00 % 4.00 %
6.00 % 4.00 % 6.00 % 4.00 % 6.00 %
2.90 % 2.90% 3.00 % 3.00 % 3.00 %
-19.37 % -2.00% -5.30% 2.10% 2.70%
-82.70 % 0.00 % 0.00 % 0.00 % 0.00 %
2.80 % 3.20% 2.70 % 2.70 % 2.70 %

FY 2024 escalators or de-escalators for specific accounts are calculated against the FY 2023 estimates for
year-end revenue totals by type. Factors for categories represent an average increase for the entire category.

(™ Large rate increase for FY 2024, then flattening natural gas franchise revenues relate to a current request from
Northwest Natural Gas to the Public Utility Commission for a lowering of rates.

@ Anticipate a large increase in the operations fee in the first year due to high inflation.

@ Increase in the first year is the reset to typical post-pandemic parking practices.

® The increase represents higher year-over-year costs for internal services and the General Fund departments using a

smaller portion of internal services compared to other funds. There was also a prior year adjustment.

©® The passage of measure 110 limits state shared revenue derived from Marijuana sales.

® Large reduction in factor for FY 2023 due to receipt of FEMA reimbursement in FY 2023.
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APPENDIX B

City of Salem All Funds PERS Expense by Type
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and Delinquencies

City of Salem Percent of Current Year Property Tax Levies after Discounts
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m Percentage of Actual Property Tax Revenue Received

Table 2 - Historic Changes in Property Tax Levies

Since the Passage of Measure 50

Fiscal Year Levy Increase Actual Increase
FY 2003 38,815,890 5.6% 36,495,536 5.7%
FY 2004 40,564,780 4.5% 38,309,011 5.0%
FY 2005 42,316,782 4.3% 39,880,157 4.1%
FY 2006 44,234,818 4.5% 41,238,540 3.4%
FY 2007 46,747,259 5.7% 43,661,990 5.9%
FY 2008 49,708,758 6.3% 46,619,613 6.8%
FY 2009 51,979,085 4.6% 49,177,277 5.5%
FY 2010 53,837,888 3.6% 50,330,937 2.3%
FY 2011 55,258,868 2.6% 51,547,855 2.4%
FY 2012 56,259,395 1.8% 52,765,171 2.4%
FY 2013 56,224,933 -0.1% 52,860,672 0.2%
FY 2014 57,476,027 2.2% 54,281,270 2.7%
FY 2015 60,123,315 4.6% 56,987,431 5.0%
FY 2016 62,877,738 4.6% 59,874,938 5.1%
FY 2017 65,808,335 4.7% 62,526,467 4.4%
FY 2018 67,942,307 3.2% 64,772,793 3.6%
FY 2019 70,414,872 3.6% 67,345,574 4.0%
FY 2020 73,273,597 4.1% 69,793,377 3.6%
FY 2021 76,574,086 4.5% 73,208,446 4.9%
FY 2022 79,793,872 4.2% 76,329,300 4.3%

FY 2023* 83,362,184 4.5% 79,535,131 4.2%
FY 2024* 86,748,609 4.1% 82,628,050 3.9%
* Projected
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Year over Year Percentage Change in Median Housing Value —
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