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MEMORANDUM

DATE: March 19, 2019

TO: Finance and Administration Committee, Mayor, Cayncilmembers
FROM: Robert Hamud, Finance Director

Andrew Bouta, Budget Analyst
Jerry Knutsen, Senior Accountant
SUBJECT:  Preliminary2018 Yeatnd Financial Repdtnaudited)

SUMMARY

FINANCBEPARTMENT
38624 SE River Stree
PO Box 987
Snoqualmie, WA 9806¢

Office: 425888-1555
Fax: 428331-6041

www.ci.snoqualmie.wa.us

The City of Snoqualmiidgetfinished 2018vithin its authorized spending authority across all funds.
Furthermore, major sources of revenue exceedexunts collected in 2017. As a result, the Wiy
able to maintaira healthy reservegrow itscash position wer the previous yeamaintain soud debt
management practiceand operate sustainably and prudently.

BUDGET PERFORMANCE

The following tableompares2018 fiscal yeaend expenditurewith the authorized budgefhe table
reveals thathe City spensignificantlyless than its budgeted authority across all fund typesitical
reason for this differenceccurredprior to passage of th20192020 Biennial Budget ar&d18 Amended
Budget.With Council agreement, Finance staiff no longer appropriateash balancealongwith
spendingAs a result, the amount appropriated in the 22120 Biennial Budgé limited to estimated
spendingHowever, the Citprior to the 20192020 budget cyclappropriatedfund balancedor all City

funds
Fund Category/ 2018 Amended Budge Preliminan2018 Percent of Budge
FundType Appropriations YearEnd Expenditureg Expended

Governmental Funds $37.43 Million $24.99 Million 67%
General Fundg00G) $23.36 Million $18.23Million 78%
Special Revenue Fur{#$00s) $7.71 Million $5.18 Million 67%
Debt Service Fun(#200s) $879Thousand $602 Thousand 68%
Capital Project Fun@g300s) $5.48 Million $981 Thousand 18%
Proprietary Funds $58.93 Million $38.6 Million 66%
Enterprise Fund#400s) $47.66 Million $34.8 Million 73%
Internal Service Fun@#500s) $11.28 Million $3.87 Million 34%
GRAND TOTAL $96.37 Million $63.68 Million 66%




The City of Snoqualmie uggsvernmental fundgrimarily to account for activities supported by taxes,
grants, and other similar revenue sourdemprietary fundsypically account for ongoing businggpe
activities that derive significant support from user fees and charges.

General Fund (#001):

The General Fund is the main operating fund for the City of Snoquaichaecounts fomanyimportant
services such as Police, Fire, and PhrkX18, the City spent approximately $15.44 million from the
General Fund equivalent 89% ofits appropriatd budget Approximate\b0% of all spending in the
General Fundriginated from the two public safety departmerittie Administration, which includes
Finance, Legal, and Communications generates internal service chhigesffsetthe cost to the
General Fund.

2018 General Fund Expenditures

(In Thousands)
$785
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Grand Total = $15,440

Street Maintenance (#101):

The Street Maintenance Fuadcounts forcostsrelated tostreet and sidewalkperations and
maintenance. It is a special revenue fund because it receives a sharextetimally restricteanotor
vehicle fuel (gas) tak 2018, the City of Snoqualmie spent approximately $1.00 natictreet
operations and maintenance equivalent 98 of itsappropriated budget

Community Development (#130):

The Community Development Fund accountséstsrelated to planning and building inspection
activities. In 2018, the City of Snoqualmie saguroximately$1.96 million on planning and building
inspection activities equivalent to 96% ofajgpropriatedbudget



Utility Operations (#4Q0#402/#403:

The Water Operations (#401), Sewer Operations (#402), and Stormwater OperationfiE#03)

account forthe costto maintain and improvéd KS / A& 2F {y2ljdz f YveSQa RNAY ] A
collectionand treatment of sewer flows, and the collection and treatment of stormwateoffun

respectivelyln 2018, the City of Snoqualmie spent a total of $10.64 million to provide these sandces

make debt service paymenegjuivalent to 66% of the approptéa budget for all three funds

The City of Snoqualmie spent approximately $360 thousand more on utility operations and maintenance
minus debt servigen 2018 than it did in 2017. This translates to a roughly 6% increase. Despite this, the
total amountspent on utility operations and maintenance in 2018 remained less thdevibleof
spendinganticipated in the2017Utility Rate Study.

Utility Operating Expenditures
(Excludes Debt Service) (In Thousands)
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Utilities Capital (#417):

The Utilities Capital Fund accounts for all capital projectpmaguiams incorporated into the Utilities
Capital Improvement Plan (CIP). In 2018, the City of Snoqualmiexgptaitof$23.47 million on capital
projects, programs, repayment of the 2017 Bond Anticipation,Nwig other debtelatedexpenses
equivalen to 77% of itappropriated budget

In consideration of the Utilities Capital Improvement Plan (CIP), the City of Snoqualm$d 3@t
million to start, continue, or finish a number of capital projects, programs, or studies.

Project ID ProjectName 2018 Expenditures
PUW16001CIP | Infrastructure Improvement Program $106 Thousand
PUW16002CIP | Railroad Place, Newton Street, and Delta Street Proj $38 Thousand
PUW16003CIP | Northern Street Project $76 Thousand
SWR16001CIP | Water Reclamation Facilimjmprovements (Phase 1) $409 Thousand
SWR16002CIP | Water Reclamation Facility Improvements (Phase 2) $9.16 Million




SWR18001CIP/

STM18001CIP/ | Utility System Plans Update $155 Thousand
WAT18002CIP

WAT16001CIP | Water Reservoir Improvement Project $1.23Million
WAT16002CIP | Pressure Zone Modifications Project $1.50 Million
WAT16003CIP | Water Treatment Facility Improvements $282 Thousand
WAT18003CIP | Canyon Springs Stabilization Project $860 Thousand

GRAND TOTAL $1382 Million

Equipment Replacemeand Repair (#501):

The Equipment Replacement and Repair Rnedunts for the cost to maintain and replace the City of
{y2lidZ f YASQa NRtfAy3a aG201 2F OSKAOfSa IyR Sldzi LIY
based on usage and estimated replaent cost. In 2018, the City spent approximately $957 thousand on

the maintenance and replacement of vehicles and equipment equivalent to 23%pgripriated

budget The low percentage reflects changing appropriation practices, as noted previoadhjitiom,

the low percentage reflects the lack of vehicle replacement purchases despite the authorized budget.

Information Technology (#502):

The Information Technology Fuadcounts for the operations and maintenance of the City of

{y2lidZ f YASQa ySig2N] AYFNI adNHZOGdAZNE yR az2fagl NB
million on information technology equivalent38%of itsappropriated budgetThe low percerage

reflects changing appropriation practices, as noted previously.

GOVERNMENTAL FUNDBRJORSOURCES ®B/ENUE

Major sources ofjovernmentafund revenue increaseil0%between 2017 and 20185ources typically

used to support operations and capital infrastructure increased 7% and 24% respétftivielyevenue
growth yearoveryear can be impressive, it is important to note that most of the growth is attributable to
increases in populaticand maturation of the economic cyclé/ith an increase in population comes the
responsibility to provide for and maintaarviceslt is not prudent tadeliberateabout the change in
revenues withouthinking critically about changa expenditures, as edihishedduring the budget

process, to maintain current levels of service.

Major Sources of Preliminary 2018 Percentage Increase (Decreas

GovernmentaFundsRevenue| YearEndRevenues over Previous Year

Property Tax $7.69 Million 3%

Utility Tax $2.64Million 4%

Sales Tag Recurring $1.87 Million 17%

Sales Tag NonRecurring $1.08 Million 33%

Sales Tag Criminal Justice $398 Thousand 9%

Business & Occupation Tax $886 Thousand 34%

Street Revenues $587 Thousand 4%

Real Estate Excise Tax $2.09Million 19%
GRAND TOTAL $17.24 Million 10%



Property Tax
The following chart depicts the change in property tax revenue received over the pasirgperiod.

Property Tax Revenue 2013 to 2018
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Since 2013, property tax revenue has increased roughly 40%. This has been largely driven by the
construction of Snoqualmie Ridge Il (residential development), commercial development activity, and
passage of the 2016 Public Safety Levy by voters to maapiaiapriate service levels and response
times for police, fire, and emergency services.

In 2018, he City of Snoqualmie collected $7.69 million in regular propertywtaghrepresents
approximatelyan increase of $251 thousanger 2017 Citywideassessesaluationin 2018exceeded

$3.0 billionfor the first time resulting ithe decline ofthe regular levy rate from $2.78 to $2.54 per

$1,000 of assessed valuatidnsimilar outcome is expected for 2019 with property tax collections
reaching nearl$8.0 million, roughly equivalent to a 3% increase, based on an estimated citywide
assessed valuation of $3.5 billion. Consequently, the regular levy rate is expected to drop to $2.32 per
$1,000 of assessed valuation.

Utility Tax

The City of Snoqualmignerates revenue from taxing the sale of-oityned utility services, state

regulated utilities such as natural gas, electricity, cable, telephone, and solid waste collection. These taxes
represent the second largest sourdegovernmental revenue behimoperty taxesSince 2013, utility

tax revenue has increased approximately 22%, largedgionse tacommunitygrowth and successive

utility rateincreases



Utility Tax Revenue 2013 to 2018

(In Thousands)
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The change itotal utility tax revenue over timean maskmportant divergences in underlyitax
categories. For example, while tax revenue collected fibpowned utilitieshave grown substantially
since 2013, tax revenue collected frphone service providetsave declined precipitously. The amount
of utility taxrevenue collected from phone service providers has declined 38% since 2013.

Utility Tax Revenue 2013 to 2018

(In Thousands)
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Sales Tax:

The City of Snoqualmie diveatarge amount of nomecurring sales tax revenfi®m construction
activitiesto reduce the reliance of the operating budget unsustainable sources of revenue. The
following chartaccounts for the separation between recurring and-recurring sales tax revenue over
the past si¥year period.



Sales Tax Revenue 2013 to 2018

(In Thousands)
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In 2018the City of Snoqualmie experienced substantial growth in both recurring argécuming sales
tax revenuein total increasing 22% over 20TTe change in recurring sales tax revefroen 2017was
mostly driven, as illustrated in the ensuin@uthby the retail trade, information, and administrative
sectors.The change in the information and construction sectors is largely a consequence efichang
internal policiesPrior to 2018, th€ity classified thentirety of the information and construction sectors
as nonrecurring.Beginning in 201&inance staff revised the n@acurring classification to include only
construction activity related to major development or goweent projects.

2018 Recurring Sales Tax Revenue
(Change between 2017 and 2018 in Thousands)
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Within the accommodation and food services sector, full service restaurants in the City of Snoqualmie
together experienced a 7% increase in sales. Overall, the retail trade, accommodation and food services,
and construction sectorntributed most taecuring sales tax revenue collections in 2018,
representing30%, 15%, and 13@bthe total amount respectivelirhe decline in theccommodation and

food services sectavas temporary, and primarily due to the remodeling of the Sladidpe, which was
completed in late 2018.



2018 Recurring Sales Tax Revenue (in Thousands)
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Business & Occupation Tax

2018 was a outstanding yeafior business and occupation tax (B&O) collections. As illustrated in the
following chart, B&O tax revenhasgrownnearly63% over the past sixear periodThe City of
Snoqualmigaxes businesse$5% of gross receipts, roughly equivalent to $1.50 per $1,000 of sales.

Business & Occupation (B&O) Tax Revenue 2013 to 2018

(In Thousands)
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Thelarge growth has been largely driven by the wholesale/retail sastmdicated in the next chart.



Business & Occupation (B&0) Tax Revenue 2013 to 2018

(In Thousands)
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Real Estate Excise Tax:

In 2018, the City of Snoqualmie collected $2.1 millidRe&iEstate ExciseTax (REET), representing
approximately a 19% increase over 2017, and a 91% increase over thiecypeat period. Of the amount
collectedin 2018, about 21%f the revenuecamefrom large commercial properigales the largest
sharethe commercial sector havercontributed to REET

Real Estate Excise Tax (REET) Revenue 2013 to 2018

(In Thousands)
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In 2018the average price of a home nearly reached $700,000, approximately a 4% increase over 2017.
Of the 437 homes sold in 2018, 82 were new homes. The number of home resales slightly increased
between 2017 and 2018.



Housing Units Sold o Resales
2013 to 2018 ® New Homes
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Total General Fund Revenge

The following chart breaklown total2018revenuein the General Fundhe main operating fund for the
City of Snoqualmie, by source. In 2018, property taxes com@@8eaf all General Fund revenues. This
is down2% from 2017. Conversely, the sales bnsiness and occupation taxes compris@ df all
General Fund revenues for increase %f @ver 2017These changes coincideth a full year of
commercial developmeri placeon Snoqualmie Ridgehange in counting the nenecurring portion of
sales ta&, and changing consumer habits (i.e. online shopping)

2018 General Fund Revenues $2,274
(in Thousands) Sales Tax (incl.
Grand Total = $15,745 Criminal Justice
Sales Tax)
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ENTERPRISE (UTILITY) FUMB3IOR SOURCESREVENUE

The 2017 Utility Rate Study, completed between the Fall of 2016 and Spring of 2017, was used to set the
utility rates charged to customers through 20€imulativéy, the City of Snoqualmie collected $10.9

million inutility raterevenue. This is approxitety 15% greater than the amount collected in 2017.

Water, sewer, and stormwater rate revenues exceeded expectations set in the Utility Rate Study by 4%,
8%, and 7% respectively.

Utility Rate Revenue
(In Thousands)
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INVESTMENT UPDATE

Preliminarily, he cash and investment balance for @i¢y of Snoqualmicreased $18.7 millioduring
2018to a total of $45.9 millionThis wagrimarilydue to the issuance of the Revenue Bond in September
for $32.5 million.

Investment Value
Key Bank Cash aBaveep Account $20.64 Million
KeyBanc Capital Markets $3.99 Million

Bank of New York Mellon/GSA Investme $12.68 Million

Local Government Investment Pool (LGI| $7.55 Million

Opus Bank $1.04 Million
GRAND TOTAL $45.91 Million

Cash deposited witey Bankncreaseds13.2 million over the course of the year. Two significant events
impacted the amount of money depositedth Key Bankuring 2018. First, staff opened an investment
account withKeyBanc Capital Marketsnsferring mearly $4.0 million to purchase higher yielding U.S.
treasury securities and government bonds. Secondly, the proceeds from the Revenue Bond were
deposited intahisaccount.

Since the end of 2017, the amount invested withBaak of New York Mellbis sayed relatively the
same. The City of Snoqualmie carries these investments at cost. However, disclosing the market value of

11



the total portfolio has been deemed a best practice. At the end of the 2018, the portfolio had a market
value of $12.60 million. &his slightly greater than the $12.59 million market value€Cibgbtained by

the end of the 2017. Investments are held until maturity where they are redeemed at par rather than
market value plus accrued interest.

¢KS / AG@ 2 EocdGgverimiht tnvedtnieft Pool (LGHRpunNt increased roughly $1.56

million over the course of 2018. This is due not only to interest earnings but also deposits of state shared
revenue from various sources. This includes the gas tax, liquor pghefisales taxthe hotel/motel tax,

and Transportation Benefit District (TBD) vehicle license fees. The yield on the LGIP portfolio finished
2018 at 2.38%, up from 1.43% at the beginning of the year, a testament to rising interest rates.

In 2018the City ofSnoqualmie earned approximatelyd8¥3housand in interest from the investment of
funds. This imore thandoublethe $16L thousand earned in 2017.

FINANCIAL INDICATORS

The City of Snoqualmie uses indicators to determinattite of itsfinancialstability, solvency, and
sustainabilityin the current year and across tir@ne advantage of using indicatthe ability to
standardizeand improve the meaning &ihancial dataannually The goal is to contreiffectively for

variables such as poptitan change that may result in revenue grovRhesentation®f revenue growth

may do little to acknowledge responses to population change including increased spending
Consequentlyindicatorscan link two pieces of financial data together enabling megéuicomparisons
across time. A second advantage of using indicators is that it can lead the City to ask the right questions.
Ashiftingindicatorreveals that something is changing with the City. But, it does not explain why or how
the City is changing.is the responsibility of the City to find reasons explaining the chtmeye

proactively work to mitigate or ampliffid change A third and final advantags using indicators is that
they can help the City evaluate whether its achieving or meetipgriemt goals or policiedf. the City is

not meeting some goal or policy, the City can course caambpriately.

Thesubsequentndicators adhere tthe definitiors offered and calculations devised by thvashington

{GF GS 1 dzR Xhe@ffid@niakes availabie $hese indicators through its Financial Intelligence Tool.
Given that the City of Snogualmie will not submit its financial statements for 2018 until May, calculations
for 2018 are preliminary.

Cash Balance Sufficiency

The intent otthis indicator is to show the number of days a fund(s) could operate solely on its cash ending
the year. Maintaining a cash balance sufficient to operate, accord@itytof Snoqualmie practicesr

at least73 days(equivalent to a reserve of 20%)mportant. This will help to make sure that the City of
Snoqualmie has enough cash on hand to operate as well as deal with unexpected costs or emergencies.
This indicator is a way to measure whether the City maintains or does not maintain an adaaglate |
reserves.

Since 2014, the number of days the City could operate its governmental funds solely on cash increased
roughly 24% from 218 t6Z days. However, the number days the City could operate its utilities
exclusivelypn cash decreaseapproxinately 36% since 20Idbm 224 days to 143 day¥his reduction is

due to the planned spending of casfa portion of the Utilitie€apital Improvement Plan (CPhe City

still significantlyexceeds th& 3-day benchmarkor its Utilities cash balance

12



Cash Balance Sufficiency
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Change in Cash Position

The intent of this indicator is to determine the percentage change inetahg the yeaffund balance)
compared to the prior year. The abilitydo- RR¢ (2 GKS OFakK | 002dzy/i

Aa

Snoqualmie is moving in a good direction to either build reserves or set aside funds for future capital
projects or programs. Howevexr hegative percent does not necessarily indicate a poor result. The City

may have good reasons to draw down the cash account, for example, to pay for important capital

projects or programs or to pay off debt.

I AGeQa OHfarks ded@easkdi 2By ankl 9015 tRedeStiyey \Bafdi |

2 KAtES 0KS

have seen positive growth in cash ending the yedr.0 SN} I G A @St & =
(utility) funds dropped precipitously in 2017 only to see it rebound in 2018. Muchdibeatious

iKS OF akK

L3

L2 & A

indicator, the negative percentage was largely due to significant transfers of cash to the Utilities Capital
Fund (#417) to pay for capital projects and programs.
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Change in Cash Position
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Governmental Sustainability

The intent of this indicator is tbetermineif the City of Snoqualmiaveswithin its meansin other words,

does the City generate sufficient revenue to cover governmérgealoperating expenses and make debt
service payments. The City, outsideutilfty rate chargesdoes not have a lot of control over primary

sources of revenu@.hese revenues largely increase or decrease based on changes in the macroeconomic
environment. Thereforejt becomes important for the City to thiskrategicallyabout howto providefor

critical services over the lostigrm without exceeding anticipated revenues.

To calculatehis indicatol- & NB O2 YYSYRSR o0& (i k&City af SndgbalmiedzR A (i 2 N &
subtracts operating cost and debt service from total revenuimtbrfet revenue. This number is then

divided by total revenue to find the percentage of revenue available annually to fund capital projects or
programslideally, this indicator should exceed zero annually. Any percentage near or below zero

prevents the Cit from replacing or improving capital assets when needed. In addition, any percentage
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below zero indicates that the Cityustborrow or find subsidies elsewhere to maintain current
operations.

Since 2014, the percentage of revenue available annuallytbclpital projects or programs has
remained relatively steady increasing from 17.64%8t66%. This means that since 2014, the City has
generated sufficient revenue to cover ongoing operations, maintenance, and debt service payments
withini K S gokeiingnédeal funds

Governmental Sustainability
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Debt Load

The intent of this indicator is to shdww much the City of Snoqualmie uses revenomm governmental

fundsto make debt service paymeniBhe issuance of delsta common practice in local government to

fund necessary capital projects or programs. However, at certain levels, it can reduce financial flexibility

and potentially become a burden. The more revenue used to make debt service payments, the less

availabé the City has to funglervicesTo calculate, the City divides total debt service (inclpdgment

of principal and interest) by total revenues annudifK S 2 F a KAy 32y {GFGS ! dzRA (2 N
benchmark of 12%. Any percentage greater thanwaétd warrant a caution from the Auditor.

Since 2014, the debt load for the City of Snoqualmie has declined slightly from 4.388%sto 3.

15



Debt Load
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Utilities SelfSufficiency

The intent of this indicator is to show if the utilit{@sater, sewer, and stormwateiygether generate
sufficient revenue to cover operatiegpensesind make debt service payments. Utilities are typically
expected to recover their own costs through consumpéiod serviceate chargesTo calculatethe City
of Snoqualmie subtractgerating cost and debt service fraotal revenue to find net revenue. This
number is then divided by total revenue to find the percentage of revenue avaitatlallyto fund
capital projects or programkleally, tlis indicatorshould exceed zero annualyny percentage near or
below zergoreventsthe City from replacing or improving capital assets when neddedldition, any
percentage below zerimdicatesthat the City needed to borrow or find subsidies elsewhere to maintai
current operations.

Since 2014he percentage of revenue availalalenuallyto fund capital projects or programs has
increased from 16.53% to 36% This means that since 2014, the City of Snoqualmie has generated
sufficient revenue to cover ongoing operations, maintenance, and debt service pay@ieemsthe
issuance of a revenue bond in September to pagdeeraimportant capital projects andpgrams, staff
expects tlisindicator todecreasen 2019due to the increased amount of debt service.
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