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The Five Year Financial Forecast document which follows reflects the County Chair’s Proposed Budget. It is
shown here to give the reader a historical context for the assumptions which were the basis for crafting that
budget. The figures shown in Appendix A - the General Fund Pro Forma - are as Approved for submission to the
Tax Supervising and Conservation Commission (TSCC). We have not attempted to capture the changes made in
the Adopted Budget.

It is our intent to provide an update to this forecast in early September. At that time we will provide a detailed
analysis of the Adopted Budget and discuss the impacts it can be expected to have on the long range forecast.
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SUBJECT: Five Year Financial Forecast

As we approach the tum of the century the State of Oregon, in general, and the Portland
metropolitan region, in particular, are enjoying a continuation of unprecedented economic growth
which began in the early 1990’s. Nearly all the indicators followed in this report support a very
positive Multnomah County Forecast for the next five years.

Construction employment is at a post World War II high, fueled primarily by the heavy investment
which high technology companies have made in the region. In 1995, Oregon’s overall rate of job
growth was the fourth highest in the nation. Also last year, personal income grew at the eighth
fastest rate of the fifty states. Population growth in the Portland metropolitan region has been
double the national average over the past two years. These trends are likely to continue for at least
two more years as the high technology companies now under construction become operational.

The strength of the economy - which is propelling a record level of business profits - supports a
favorable General Fund revenue forecast. We have forecast average revenue growth at just less
than six percent annually, while inflation driven expenditures will grow at an annual rate of between
3-3.5%. If expenditures remain at the service levels proposed in FY96-97 budget and no new

programs are initiated, receipts will exceed spending by between $2 million to more than $15
million by the end of the forecast period. '

Yet, while the signs are generally positive, external factors may eventually have grave impacts on the
County’s financial status. Rapidly increasing residential property values have given rise to another
effort to limit property taxes. A tax limitation measure is likely for the November ballot and, if
passed, it would severely restrict the County’s primary source of discretionary revenue. Reductions
in federal and state revenues are very likely to occur at some point during the forecast period.
Federal budget discussions have essentially reached a stalemate, though, making it virtually
impossible to locate the real impact of the expected cuts.

The report that follows is comprised of two sections. Section I is the Forecast of Economic Indicators, a
collection of economic statistics we review in the context of their relationship to the regional
economy. This section discusses the macroeconomic factors driving Portland’s rapid growth while
Section 11, The General Fund Forecast, provides detailed analysis of how those factors impact the
County’s financial position.
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Section I.
Forecast of Economic Indicators

The Oregon economy, in general, and the Portland regional economy, in particular, are forecast to
continue their spectacular performance over the next few years. Nearly every indicator followed in
this report gives reason for optimism.

This forecast focuses on ten indicators - each reflective of a slightly different aspect of the regional
economy. The following pages discuss the trends manifest by those indicators and their meaning
for the local and regional economies.

While the overall forecast is generally positive, there some caveats must be placed on our analysis of
these economic indicators. One potential problem is that the regional economy may be the very
~ victim of its own success - meaning that excessively fast growth could lead to inflationary pressures
in some labor markets.

In addition, two factors have been prominent in Oregon, and Portland’s, economic boom over the
past few years. The first factor has been the state’s competitive cost structure. For much of the
decade, Oregon’s per capita income has been rqughly 90% of the national average. Based on the
most recent figures, Oregon’s per capita income is at its highest level relative to the nation as a
whole since 1979; that year marked the beginning of the state’s economic downturn. A recession of
the type that Oregon weathered through the mid-1980s is unlikely to occur again. THowever, as per
capita income growth moves closer to the national average the state and region will face increasing
competition from lower cost regions.

Portland and Vancouver, because of their geographic position at the confluence of the Columbia
and Willamette Rivers, have been able to benefit from increased trade with the Pacific Rim nations.
Goods shipped through the ports of the lower Columbia River account for nearly $10 billion worth
of trade. However, as trade with Asia has grown dramatically over the past few years, so too has
the competition among west coast ports for access to that trade.

The indicators discussed on the following pages do suggest a strong, sustainable period of
economic growth for the Portland metropolitan region. The challenge for the region seems to lie
in managing the growth brought about by the strong economy and in continuing to diversify as
Oregon continues its rapid shift from a natural resource based economy to one based primarily on
high technology and service industries.

an.sumer Price Index (CPI)

'The Federal Reserve Board has, by all accounts, managed a “soft landing” for the economy. As you
may recall, last year at this time the national economy was growing at an annual rate of nearly three
percent. Prolonged expansion at this rate would have placed inflationary pressures on the
economy. It was recently reported that growth in the national economy had, in fact, slowed in the
fourth quarter of last year.
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Cutrent forecasts seem to indicate a slight moderation in economic activity. A recent report
published by Goldman Sachs suggests a sluggish first half in 1996, with overall growth slowing to an
annual rate in the 1.5% - 2% range, then calls for an upturn heading into the following year. Due to
this “deceleration” of the national economy inflation is expected to hover around three percent
into the foreseeable future. Our forecast calls for CPI growth ranging from 3.1% in FY96-97 to
3.4% in the final year of the forecast. This represents a slight downward adjustment to the
estimates we used in last year’s forecast.

As usual, we must offer cautionary language regarding the enigmatic performance of the economy.
No less an authority than Federal Reserve Chairman Alan Greenspan even suggested several
months ago that perhaps the CPI may not be the most precise measure of cost changes. There are
sectors of the economy which are influenced more by regional, than national, factors. For example,
housing prices in the Pacific NW have risen faster than the national average for the past three years.
And, some costs just simply seem to run “hotter” than others. Medical and healthcare costs are a
prime example of a sector of the economy which increases faster than the CPI. The following
chart shows a comparison of medical and healthcare cost increases compared to the average for all
COsts.

Comparison of Medical CPI vs. "All Items" Average
(1985-1995)
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Wage growth, typically the single largest cost in most government budgets, is forecast to remain in
the range of 3% - 3.5% throughout the forecast period. However, overall wages and benefits in the
County may grow faster than the CPI rate.

In the past two years we have made an effort to manage labor costs through the budget process.
We have limited budgets for Personal Services to a rate less than overall CPI growth. Over time
this strategy may have an adverse impact on the ability of departments to manage at current service
levels.
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And, because external cost factors (i.e.; medical and dental benefits) ate increasing at rates faster
than the overall CPI we expect it may be difficult to continue to manage labor costs at, or below,
the level of inflation. The impact this could have on the County’s financial position will be
discussed in greater detail in Section II of this report.

Property Value Growth

At this time last year we told you it was . unkkely that [an 11.7%] rate of growth can be sustained for an
extended period of time.” Tt appears, however, that property value growth remains strong in the
Portland metropolitan region. For FY95-96 Mulmomah County had property value growth of
13.1% - representing the second consecutive year of double digit growth.

City of Portland analysis indicates there is no three year period since World War II when Portland’s
property values grew by more than ten percent a year. We are looking at the prospect of that
becoming a reality when the FY96-97 assessment data is tabulated. Sales data through December
indicates 5.5% growth in residential property values. The County’s revenue forecast has been built
on an assumption that we will have nine percent value growth in FY96-97, although we
acknowledge that actual value growth could exceed this rate.

The long term forecast seems to indicate a continuous demand for new housing - migration to
Oregon is anticipated to remain a significant factor for the next few years and the high technology
industry expects to employ 11,000 additional workers by the end of the century. This forecast does
not account for the impact of METRO’s pending decision on expansion of the urban growth
boundary (UGB} on future property value growth; although, if the so-called “zero option” is
adopted we would anticipate that existing homes will ‘continue to increase in value as the land
available for new development becomes more scarce.

The factors seem to be in place to foster continuing strong property value growth in Mulmomah
County, although not at the levels experienced over the past few years. We have built our forecast
conservatively, using growth figures that are closer to the historical average.

Actual/Forecast Property Value Growth
FY91-92 to FY00-01

Forecast Growth.
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This forecast assumes that assessments will not be artificially capped through the initiative
process. There are currently at least two ballot initiatives, sponsored by Oregon Taxpayers United,
that may be scheduled for the November general election which would severely limit value growth
in future years. The ramifications of value growth limitation measures for the County’s finances will
be discussed later; but they indicate the way that residential property value growth has become a
double edged sword.

The Portland metropolitan region has been blessed with a strong economy and in-migration from
other western states (mostly California) throughout the early/mid 1990’s. Property value growth
rates of 10% - 13% a year have enabled local governments in Multnomah County to come out of
tax rate compression sooner than anyone had anticipated.

However, housing affordability has been declining. Costs have grown faster than incomes have
been rising. A survey conducted last summer by the National Association of Homebuilders ranked
Portland as the ninth most expensive metropolitan area in the nation. The median sale price of
residential homes in Multnomah County is approximately $135,000 - #p more than 80% over the past
five years. Given these figures, the urge to curb property value growth is easily understandable.

Interest Rates

The Federal Reserve Board has utilized fiscal policy in its successful engineering of a “soft landing.”
Rates have held steady for the past several months - a clear indication the Fed believes inflationary
pressures have been alleviated. Long term rates had fallen, dropping nearly back to the low levels
experienced in 1993 and 1994, but have gradually crept back up as the Fed attempts to manipulate a
slowing of the economy. '

Some analysts believe that 1996 will see a gradual reduction in interest rates. One national
columnist wrote, as recently as November, that . 1996 should be a good year for pegple who missed qut in
the refinancing frengy [of 1993/ 94] to capitalige on lower interest rates.” Our forecast does not call for rates
to drop as low as that quote would imply; however, a couple of factors do seem to support this
VIEW.

If growth slows further than the Federal Reserve Board is comfortable with they may use the
interest rate “lever” to stimulate the economy. Those who see a significant reduction in interest
rates over the long term point out that two successive quarters of economic growth in the two
percent range have been sufficient in the recent past to trigger a response from the Fed. The other
factor playing into this scenario is the fact that consumer spending is down. Overall spending
during the holiday season (typically seen as a barometer of the strength of the consumer market)
was down by an average of more than six percent nationally.

Five Year Finaniial Forecast
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Our forecast 1s based on the Federal Reserve’s clear indication that it will not tolerate an
acceleration of inflation. Gross Domestic Product (GDP) growth will probably have to remain
moderate for an extended period for any further rate reductions to take place. We expect a quarter
percent decline in the Federal Funds rate within the first half of 1996, with rates expected to remain
in the 5.25% - 5.5% for the forecast period. Likewise, we predict that 30 Year Treasury Bonds will
dip slightly and then flatten out - at around 6.4% - for the next few years. The expectation of
relatively benign inflationary growth will be the key to moderate long term interest rates.

With no end in sight to the federal budget stalemate, federal fiscal policy remains uncertain and
unpredictable. Both sides in the budget debate seem committed to deficit reduction - and this has
had a positive influence on long term interest rates. The Federal Reserve’s flexibility will be greatly
enhanced by the passage of a credible deficit reduction package. Although the details of a budget
deal have yet to be negotiated, a large tax cut and major expenditure reductions appear possible.

Personal Income

The Oregon Economic and Revenue Forecast reported in December that personal mmcome n
the state had reached it’s highest rate of growth in the past decade. At 7.6%, in 1995, it was nearly a
third higher than the rest of the nation.

The map in Figure 3 shows the relative growth rates of a group of selected western states. The
interesting fact to note is that Nevada (at 10.5%) and Utah (at 8.6%) were first and thitd,
respectively, in personal income growth among the 50 states.

Personal Income-Growth-
Selected Western States (1994}

Growth Ranges

’ ~10%

® c-10%
+ O- 5%

Source: NW Policy Center/The 1996 Portrait
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Oregon’s strong income growth has been driven primarily by construction and manufacturing
(notably high technology). The forecast estimates income growth will remain higher than the
national average for the next few years. The state will retain a competitive labor market advantage
in attracting new business. The rapid growth of the high technology industry and the tightening
labor market in the construction sector, while leading to higher wage gains, will eventually erode
that competitive advantage.

Per capita income is forecast to rise by 3.9% in 1996, pushing it to 94% of the national average.
Oregon’s per capita income has not been higher compared to the rest of the nation in 15 years.
Because of the rapid increases experienced over the past few years, the state’s wage rates have
increased to 91% of the national average. This rate is higher than any time over the past 12 years.

In the short term the forecast calls for continued strong income growth. As noted above, Oregon’s
income growth should remain above the national average for the forecast period. As labor markets
tighten and wage rates push inexorably higher, though, the state and region can expect slower rates
of income growth.

Labor Market Growth

The unemployment rate in the Portland metropolitan region is currently at 3.5% - this rate
represents a post World War II low - and has declined (when seasonally adjusted) nearly every
month for the past year.. Overall employment increased by 4.7% in Portland last year. This is
nearly double the rate experienced by Seattle and more than three times the growth rate in Los
Angeles!

As might be expected, construction and high technology account for much of the employment
growth seen in the past few years. Construction related jobs grew at an annual rate of 18.5% over
the past year. In 1995 more than 8,500 jobs were added statewide by construction employers. The
table below shows that the majority of those jobs are concentrated in several large, high technology
projects.

Location

Integrated Device Technology Hillsboro _ 300
Komatsu Electronic Metals Hillsboro 300
Intel Corporation Aloha 500
Intel Corporation Hillsboro 1,000
Wacker Siltronic Portland 500
Fujitsu Microelectronics Gresham. 1,500
LSI Logic Cotporation Gresham- 700

Source: Oregonian (12/24/95)
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When construction is complete and these facilities are in full production, analysts have forecast that
~another 11,000 jobs will be created in the high technology sector. While high technology will
continue to lead the way the setvices and trade sectors are also forecast to grow at rates above the
national average.

Job growth is expected to remain strong, although the region cannot continue to have growth rates
approaching five percent per year. A growing shortage of workers and tightening labor markets in
some key industries makes slower employment growth almost inevitable. There appears to be little
on the horizon, however, to suggest that the Portland metropolitan region will not continue to
perform better than the national average. '

The economy has become increasingly diversified over the past ten years. The one cautionary
element in the long term forecast is that the region could become too reliant on high technology
employment. The huge investment in the high technology sector has fueled job growth over the
past few years, but it is important to keep in mind that it is just one of 14 “key industries”
identified by the Oregon Economic Development Department (OEDD) as being critical to the
future of the state’s economy.

Commercial Vacancy Rates

The commercial real estate market in the Portland metropolitan region is forecast to extend its
recovery into a fifth year. Analysts point to two primary factors in the continuing strength of the
region’s commercial market:

¢ Office space was not overbuilt in the 1980’s; and

¢ The unemployment rate is approaching a historical low.

There continues to be a good supply of Class A, B and C office space in the downtown core.
Vacancy rates, though, are forecast to continue their downward trend. Now at 8.5%, the vacancy
rate in the downtown core could fall to 5.5% over the next year. Recent “build to suit”
construction in Clackamas and Washington County pushed the suburban vacancy rate up slightly -
to 7.8% - although this rate is still well below the national average.

The Portland metropolitan region’s unemployment rate of 3.5% is a full percent below the state as
a whole and it is two full points below the national average. Rapid job growth over the past four
years has increased demand for office space and driven the overall vacancy rate down. If vacancy
rates are declining and job growth is forecast to increase at a steady rate why isn’t Portland seeing
more in the way of commercial construction?

According to the Portland 1996 Market Study prepared by CB Commercial, new construction
becomes feasible when office leases can command $24 per square foot. Class “A” space is cutrently
at approximately $20 per square foot, but rental rates have been increasing slowly.

Five Year Financial Forecast
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In addition, the explosive growth in the high technology sector has created an extremely tight labor
market for the construction trades. As Table 1 indicates, approximately five thousand workers are
being employed in the construction of seven high technology facilites. The high cost of
construction combined with reasonably low rents would seem to preclude any significant new oftice
construction within the next 18-24 months.

Declining vacancy rates and steady job growth eventually will lead to a need for future office
construction. The CB Commercial report suggests that nearly 60% of the jobs in the Portland
metropolitan region are new within the past ten years. If this trend continues we will be likely to
see some significant construction projects get underway before the end of this forecast petiod.

Port Activity

Portland’s geographic location coupled with its emergence as a trade center for the Pacific Rim
suggests a continuing strong role in the regional economy for the Port of Portland.

Activity through the Port highlights two very different aspects of the regional economy. Shipping
activity along the Columbia River corridor primarily captures the agricultural and natural resource
base of the state economy, while air traffic tends to serve as a barometer of the manufacturing and
tourism industries. While the forecast assumes continued overall growth for the Port of Portland, it
can be helpful to examine some of the underlying differences between the two facilities.

Passenger traffic through Portland Intemational Airport (PDX) is expected to exceed one million
travelers per month sometime this year. The graph below charts the rapid growth the airport has
experienced over the past five years. PDX has been the fastest growing domestic airport in three of
the past five years. Since 1990, the airport has averaged growth of 12.85% - that trend should
continue over the next several years indicating Portland’s (and Oregon’s) growmng popularity as a
convention site and vacation destination.

Air Passenger Traffic..
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Air freight shipments have also grown rapidly over the past several years. Air cargo tonnage has
increased more than 200% in the past ten years. Last year cargo tonnage increased by 15% over the
previous year. ‘That trend is likely to continue, particularly given the influx of high technology
companies, which rely on access to air transport, into the region.

Shipping on the Columbia River also represents a significant economic enterprise. In 1994, trade
through the Columbia/Snake River Customs District generated an $867 million surplus. This was
the highest surplus reported for any Customs District along the west coast. Port of Portland
facilities rank number three on the west coast in terms of total tonnage of waterbore cargo.

Yet, the Port is being faced with increasing competition from other west coast facilities (notably
Tacoma and Oakland) Recently, the question of deepening the shipping channel in the Columbia
River has arisen as a potential issue impacting the future of the Port. Two major Asian shippers
recently announced their departure from the Port of Portland, citing their concerns the Port would
not be able to keep the Columbia dredged, cnabling large container vessels to reach Portland.

The Port of Portland will continue to play a major role in the regional economy. It will be
interesting to note the differences in growth between air and water facilities as a way of gauging the

changes to the economic base of the state and region.

Population Growth

Portland’s metropolitan population (slightly more than 1.7 million in 1995) makes it the 19® largest
metropolitan area in the nation. Much of that growth has occurred over the past five years. The
overall rate of growth in the six county metropolitan region has averaged more than 2.5% over the
past five years, a rate more than double the national average. Table 2 shows the growth rates
experienced by the individual counties. '

County 1990 o 199?1'711?@@
Multnomah _ 583,887 ___" 626,500 _:_l 146% |
Washington 31554 [ 370,000 I | 3.75%
Clackamas T 278850 [ 308,600 2.13% |
CarowaA | 238,053 201,027 4.45% |
Yamhill 65,551 74,600 2.76% _|
Columbia 37,557 30700 || 1% |
Sources: Portland State University/Center for Population Research - I

Clark County/Department of Assessment & GIS
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Much of the population growth has been fueled by in-migration from other western states.
Growth rates are forecast to remain strong, primarily due to tightening labor supplies and growth in
the high technology sector. The overall strength of the Oregon economy - nearly all indicators
forecast above average growth for the forecast period - will continue to fuel growth in the Portland
metropolitan region.

The population increase in Multnomah County in 1995 was a full percent, thus, we have revised
our population estimates upward for the forecast period. We had based our eatlier estimate on a
more conservative .7% annual growth rate. The current forecast calls for one percent annual

growth.

It seems apparent that the period of rapid growth in the state and region has yet to run its course.
It is important to note, though, that migration patterns can change dramatically in response to
changing economic conditions. A major factor impacting Oregon’s continued growth will be the
relative health of the California economy. As the California economy strengthens, the incentives
for movement to other states will wane.

Housing Starts

The residential housing market rebounded in the last half of 1995 after undergoing a slight
downturn over the previous four quarters. Much of the growth experienced last year can directly
be attributable to the rapid growth in multi family construction. The number of apartment units
permitted in 1995 was higher than any year since 1990 - the peak year of the last construction
boom.

Residential Starts.(1990-95)..
Single Family vs. Multi.Family.-
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The preceding graph shows the trend in residential construction over the past six years. The
downturn in single family construction can be directly attributed to the gradual increase in interest
rates, which began in the spring of 1994. As the graph indicates, single family construction has
slowed from its peak year in 1993. The second half rebound experienced in 1995 can be traced
partly to the Federal Reserve’s decision to lower interest rates. The forecast suggests that single
family construction will grow at a moderate rate over the next several years. It is likely we will see a
higher rate of growth towards the end of the forecast period as high technology facilities now under
construction become fully operational.

The high technology and construction sectors are fueling the rapid growth in the multi family
market. Mult family construction typically follows a very definite three year pattern. 1If this holds,
we are currently in the third year of a “high” cycle. We anticipate that apartment growth will peak
this year and gradually decline over the forecast period. When vacancy rates decline to the 2% - 3%
range it typically becomes economical to initiate new construction.

This forecast does not take into account the impact of METRO’s pending decision on expansion of
the urban growth boundary. Recently, METRO planning staff released a report detailing how many
new households would be needed to accommodate the growth forecast for the next twenty years.
Based on this report, the incorporated areas of Multnomah County will see an increase of
approximately 70,000 households between now and 2015. This figure represents an annual addition
of 3,500 households to the County’s population base.

While we neither agree with nor dispute the METRO estimates, it is mteresting to note, for
example, that the City of Portland is expected to average roughly 2,500 new households per year.
In 1995, the City of Portland issued just slightly more than 2,000 housing permits (both single
family and multi-family). 1f ME'TRO’s growth figures do bear out, however, it would seem to imply
an even faster period of economic growth than we have recently experienced.

Travel/Tourism

As we indicated last year, the travel/tourism industry has become one of the top three employers n
the state. Because there are many ditferent sectors and many different definitions of what fits
under the travel and tourism banner, the data on employment and economic impact in this industry
may not be entirely accurate. According to the Northwest Policy Center’s 1996 Portrait, however,
the fact that many estimates of spending on tourism related activities do not account for a % .
multiplier effect . . . would tend to underestimate the impact of the industry.”

Thus, the figures given for the overall impact of travel and tourism on the state’s economy are likely
to be on the conservative side. With that in mind, data from 1994 indicates that there are
approximately 56,000 people employed in the travel/tourism industry statewide. And it is estimated
that travelers to the state spent in excess of $3.5 billion on their visits to Oregon.

Five Year Financial Forecast
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A recent study by the Oregon Tourism Division indicates that Portland remains the single most
visited destination in the state - with slightly more than 25% of all visitors passing through the
metropolitan region. The study also verified that Multnomah Falls remains the single most visited
tourist attraction in the state. Pleasure trips tend to dominate visits to the state, with the visitor
profile indicating that 83% of out-of-state visitors were on a pleasure trip or combining business
with pleasure.

All signs point to the growing importance of the travel and tourism industry in the regional
economy. Air passenger traffic through PDX is expected to continue to grow. With the Oregon
Convention Center now in its third full year of operation, Portland has become one of the
prominent convention sites on the west coast. And, the Oregon Tourism Division has recently
undertaken efforts to widen their marketing of the state to foreign travelers.
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Section II.
The General Fund Forecast

The long range forecast for Multhomah County is largely favorable. There are some areas of
concern - chiet among them are federal budget deliberations and the prospect of further property
tax limitation - which will be discussed later. But, on average, the County should be able to
continue to operate in a favorable cost environment for the next few years.

The strength of the regional economy has begun to be reflected in the County’s revenue and
expenditure patterns. Most notably, Business Income Tax (BIT) receipts in FY94-95 increased by
nearly 20% from the previous year. And, continuing low inflation has enabled the County to more
easily manage increases in program costs. As noted earlier, inflation is expected to moderate and
remain at or near three percent throughout the next five years. Combined with the still surging
economy, our forecast calls for revenue sources to increase by nearly double the rate of expenditure
growth.

General Fund resources in FY94-95 were nearly $175 million, up approximately 3.5% over our
original forecast figure, while expenditures were only about $160 million. The nearly $15 million
ending balance - produced with $6 million in unanticipated revenue - has enabled Multhomah
County to fully fund the Board of County Commissioners goal of a 5% revenue reserve.

All of the traditional economic indicators suggest a period of sustained growth for the Portland
metropolitan region. Our current revenue stream should continue to support current service levels
and allow the Board of County Commissioners some flexibility in pursuing new initiatives.
However, the specter of looming cuts in federal spending and the possibility of further property tax
restrictions does serve to temper the otherwise good news contained in this forecast.

A forecast is a snapshot m time. The economy is forecast to continue to outperform the nation as
a whole, yet in the recent news we have seen the Port of Portland lose two major Asian shipping
companies and Freightliner announced that it is laying off nearly 700 employees. Also, the recent
downturn in the performance of high technology stocks has interesting implications for the
construction now underway in the Portland metropolitan region.

The data used throughout this report is taken from sources considered to be reliable. We have
based our assumptions on our analysis, as well as the consensus view of other economic forecasters,
of that data. In general, we have taken a conservative approach in developing this forecast. There
are too many unquantifiable factors to address a full range of options. Yet, we feel this forecast can
serve as a framework for developing policies to address current and emerging issues.
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Introduction

The following sections will detail the assumptions used in forecasting General Fund revenues and
expenditures. We will discuss the property tax issue and provide a general analysis of what
potentially could happen under the Oregon Taxpayer'’s United initiatives proposed for the
November general election. We will also outline the status of the current Federal budget stalemate
and offer a perspective on what the County may be faced with.

We have based this forecast on the following “core” assumptions:
¢  Inflation will increase at no more than 3.5% annually;
¢ Property tax rates for governmental iurisdictibns will remain out of compression;

¢  Economic growth in the Portland metropolitan region will continue to exceed the
national average; and

¢ The County can expect reductions in its federal and state revenue sources, although
details have yet to be negotiated in Washington and Salem.

The General Fund provides support for nearly all the County’s functions. In FY95-96 total
General Fund resources are budgeted at approximately $180 million. Figure 6 shows the different

sources of revenue in the General Fund along with their respective shares of the total.

Where the Meoney Comes From

FY25-26 Budget OoBwce
' M PROPERTY TAX

O TRANSFERS
BOTHER TAXES
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The Property Tax continues to be the largest single source of revenue in the General Fund. In
FY95-96, for the first time since passage of Measure 5, the tax rate within the City of Portland is
not in compression. Property tax revenue should stabilize and become easier to predict over the
nest few vears. The forecast calls for above average property value growth and we expect to be
able to work with the City to maintain the “share agreement,” thereby ensuring that we stay out of
rate compression. This forecast further assumes that no additional tax limitation measures will be
passed into law.

Revenue from the Business Income Tax (BIT) should continue to become a larger share of the
total General Fund. Total forecast revenue for FY95-96 is expected to be approximately $30
million. With the outlook for strong growth in the state and regional economues, we expect BIT
revenues will grow to more than $40 million by the end of the forecast period.

Total revenue is forecast to grow at an annual average of just under six percent over the next five
years. During that same period, General Fund expenditures are only projected to grow by about
3.5% annually. Inflation is forecast to remain moderate - and any increases are anticipated to be
measured in tenths of a percent.

Because revenues are growing at roughly twice the rate of expenditures the General Fund forecast
estimates $2 million to $15 million available until the end of the five year period. This forecast
assumes the County will maintain programs at current service levels and will not create new, or
enhanced, programs. This should provide the Board of County Comtmissioners with the flexibility
to either develop new policy initiatives or respond to cuts in programs currently supported by state
and federal revenues.

Where the Money Goes " DES
FY95-96 Budget-
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As the chart in Figure 7 indicates, the justice system (both adult and juvenile) accounts for about
43% of total General Fund spending. Public safety is typically the single largest expenditure for
most govemnments. The point to be made, however, is that an increasing share of the County’s
discretionary funds is being invested in this area. That trend is likely to continue with the full
implementation of 2 number of citizen initiated measures - most notably Measure 11.

This forecast assumes the County will be able to continue funding for the existing level of
programs. We have further assumed that the overall level of General Fund revenue growth will
allow those programs to grow with inflation. Earlier, it was noted that it may be difficult for
County programs to manage at their current setvice levels, even given the low rates of inflation we
are expecting throughout the forecast period.

In the past two years, we have pursued a budget strategy which allowed departments to capture
anticipated salary savings as a way of limiting overall spending growth. Essentially, departments
have been asked to do more within their existing funding levels. ‘That strategy provided the Board
of County Commissioners with additional funding with which to addtess emerging policy issues. It
also provided us the ability to target some of this “one time only” revenue toward important
infrastructure needs.

This strategy has been successful in helping to pursue some of the Board’s programmatic goals.
But, it has also had the impact of artificially limiting departmental expenditures particularly in the
area of Personal Services. Much of the evidence is anecdotal and it is not uniform across
organizations. Traditionally, we have been able to count on about 3-4% underspending in the
General Fund when we prepare an initial revenue forecast. Based on what can be determined from
this year's evidence, though, we have assumed that departments will spend 98% of their budgeted

appropriations.

On the positive side, the strength of the regional economy contributed to unanticipated revenue
growth of nearly $6 million last year. We have earmarked about $4 V3 million of that revenue to
achieve the Board of County Commissioner’s goal of having a 5% revenue reserve in the General
Fund. As you may recall, last year we forecast that an annual contribution of $1.5 million would get
us to the goal in four years.

The forecast indicates that revenue will continue to grow faster than expenditures. Because the
reserve is fully funded, it will only need to be incrementally adjusted as programmatic expenditures
increase. We have assumed that the $1.5 million originally forecast to build the reserve can, thus, be
made available to fund operational needs.

The following pages provide more detailed analysis of the Cbunty’s revenue and expenditure
forecasts.
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General Fund Revenue A__nalﬁ' is

Property tax rates within the City of Fortland are out of compression. The
forecost assumes the City and County will work together to malntain the
‘share agreement.”

Further property tax lmitation will result in a significant revenue loss to
Muktnomah County. The forecast assumes thar ne further tax limitation will be
Imposed.

Business Income Tax (BIT) revenue wil continue to reflect the strong state
and regional economy.

Revenue from intergovernmental sources Is lkely to grow at a slewer rare
than other sources, and may, in fact, decline.

Property Tax
As Figure 6 indicates, property taxes account for slightly more than half of total General Fund

revenues. Measure 5, which took effect in FY91-92, capped the total tax rate which could be levied
by local governments at one percent of assessed value. Since the restrictions imposed by Measure 5
have been in place the General Fund revenue lost to tax limitation has been roughly $25 million.

Portland, and Multnomah County, have been benefactors of the strong regional economy. Higher
than average property value growth has enabled us to come out of rate compression sooner than
had been originally forecast. It is interesting to note, however, that the strong economy has
primarily been reflected in the residential housing market. The following graph shows the
difference in value growth between residential and commercial property in Multnomah County.

Changes in Property Value
Since Implementation of Measure §
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As the “Overall” trend line indicates, much of the increase in total value growth has been driven by
increases in residential values. As noted earlier, one recent study has listed Portland as the ninth
most expensive housing market in the nation. The rapid increase in residential assessed values has
two implications for the County’s property tax revenue forecast. ' '

First, residential growth which has averaged more than 14% per year has enabled jurisdictions
within Multnomah County to come out of tax rate comptession sooner than had been forecast.
Local govemnments can now collect their full, uncompressed tax bases for the first time in five
years. As long as the total tax rate stays within $10/$1,000 of assessed valuation the General Fund
property tax forecast is relatively stable and predictable.

In addition, the strong regional economy has helped increase the tax collection rate to historically
high levels. In FY94-95 current year tax collections were nearly 97%, marking the third
consecutive year collections have been above the historical “average” of about 93%. This trend s
forecast to continue and we have revised our long term forecast to reflect the additional revenue
generated by a higher collection rate.

The second implication of the rapid growth in residential values, is that property taxes for
Multhomah County taxpayers are forecast to_increase by 17% next year. Even though total
property values have grown at 14% per year most taxpayers have seen some reduction in their total
tax bills because of the phased in nature of Measure 5.

In its February-, 1996 edition of News & Views the Tax Supervising and Conservation
Commission (TSCC) discusses the reasons for this forecast increase. The primary reason for the
increase is the fact that the total tax rate has dropped to its constitutionally proscribed ($15/$1,000)
rate while property values are forecast to continue to rise. In addition, both the City and County
have plans to increase their tax levies above their existing levels. And, a number of jurisdictions
have either received approval for, or are planning on submitting, new general obligation debt.

These factors are chiefly responsible for the forecast increase in property taxes. If the two
Multnomah County serial levies are passed and all the proposed bond measures pass at the levels
indicated in the TSCC report, the tax rate within the City of Portland will be approximately $17.25
per $1,000 of assessed value. Perhaps not surprisingly, local governments and school districts once
again find themselves facing a citizen led initiative to further limit property taxes.

At least one initiative sponsored by Oregon Taxpayers United is expected to be included on the
November general election ballot. The one which has the most potential impact on the County
calls for property taxes to be rolled back to their FY94-95 levels. Individual taxpayers would have
their tax bill reduced 15% from that level and residential assessments would not be allowed to grow
at more than three percent a year. Were this initiative to pass, and it is far too eatly to judge public
sentiment on this particular initiative, it would essentially push the City of Portland and Multnomah
County into a permanent state of tax compression.
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Preliminary estimates suggest that the General Fund would Jose between $15 and $18 million if
the measure were to take effect in the FY97-98 tax year. The proposed Library and Public Safety
levies would lose a_combined $9 to $11 million in the first year. And, the fact that assessed value
growth would be capped at 3% per year would virtually guarantee that we would be in tax rate
compression in the City of Portland, and probably in other areas of the County as well.

This forecast assumes a tax limitation initiative will not pass in November. If history is any
guide it will likely take a few attempts to gain momentum for passage of further tax limitation
measures. When Measure 5 passed in 1990 it represented the sixth attempt to pass a constitutional
rate limitation. We have not prepared a full analysis of the impact the Oregon Taxpayers United
initiative would have on the County’s property tax revenue. We will be prepared to provide a more
detailed briefing on this issue in June as the Board considers adoption of the FY96-97 budget.

Business Income Tax

The strong regional economy is being reflected in the County’s Business Income Tax (BIT)
revenue. In FY94-95, total BIT collections were just slightly more than $27 million. Current year
tax collections were nearly 20% more than the previous year. This continues to be an enigmatic
revenue source; since it is the second largest revenue source in the General Fund we have devoted
more effort to developing a more reliable forecasting methodology. '

The following chart provides a visual depiction of how the BIT is forecast to grow at a faster rate
than the rest of the General Fund. The BIT accounts for approximately 15% of total General
Fund revenues. At it’s estimated rate of growth it is projected to be 19% of all revenues by the end
of the forecast period.

Forecast BIT vs. All Other GF Revenue Sources
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Revenue in FY94-95 was nearly $1.2 million more than had been forecast in May. You may recall
that a year ago we expressed some concern about the transition in administration of the tax. We
believe the Department of Revenue (DOR) refunded a large number of accounts, immediately prior
to the City of Portland consolidating collection of the BIT with its Business License Tax, simply to
settle their records. Because of the DOR’s reporting methodology the refunds were credited
against current year tax collections.

This made it appear that the current year receipts were growing slower than they actually were. Our
forecast has been adjusted to reflect a “base” current year estimate of approximately $27 million. In
addition, we estimate that another $3 million of prior year receipts will be recetved annually. The
base is forecast to graw by the following rates over the next five years:

o g
() T TR

$30.2 M $333M $355M $37.6 $39.8 M $423 M
11.36% 10.43% 6.60% 5.71% 6.00% 6.29%

ST

We believe this estimate is consistent with forecasts for similarly based revenue sources {i.c;
Portland’s Business License Tax, State Corporate Income Tax) We acknowledge that our
projection may be conservative in the out years of this forecast. The economy remamns strong,
with no visible sign of slowing on the short term horizon. In addition, the winter of 1996 will not
only be remembered for it’s extreme weather - it will also be remembered as an economic boon for
construction and restoration related businesses. '

The current year forecast assumes total BIT receipts of slightly more than $30 million. This is
almost $3 million more than was budgeted - a nearly 7% increase - and represents an additional
ongoing amount which was not in our previous forecast. We expect continued strong growth,
perhaps even exceeding ten percent, over the next two to three years. We should have a clearer
idea of how conservative this forecast is after we receive April tax payments. We will provide an
update to this estimate during the Board’s deliberations on the budget.

Tntergovelnmen‘rﬁ] Revenue

General Fund revenue from federal and state sources is expected to be approximately $12.5 million
in the current year. This represents about seven percent of all General Fund revenue. The largest
sources of revenue in this category, along with their budgeted amounts for FY95-96, are listed
below.

Source Amount
U.S. Marshal per Diem $ 3,885,782
Video Lottery 2,592,356
Liquor Tax 1,408,020
Juvenile per Diem 1,353,612
Cigarette Tax 1,076,320
O&C Land Grant 826,630
Total $11,142,720
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The lease of jail beds, both adult and juvenile, provides the General Fund with just over $5.2
million. Multnomah County houses adult prisoners from other jurisdictions at a federally
negotiated rate of about §90 per day. The Sheriff’s Office agreement with the U.S. Marshal
provides for the lease of up to 172 beds - roughly 13% of overall adult corrections capacity -
although actual usage has averaged closer to 100 beds per day in recent years. The following chart
highlights actual usage figures for both adult and juvenile corrections for the past five years.

Leased Jail Beds..
Multnomah County Corrections Facilities

160

Note the nearly doubling in the number of bed days at the juvenile facility. Primarily as part of the
expansion of the juvenile detention center and partly in response to tougher juvenile sentencing
legislation, Multnomah County is housing more juveniles from other jurisdictions. The County has
lease agreements with the State of Oregon (32 beds), Washington County (14 beds) and Clackamas
County (14 beds). In addition, Clatsop and Columbia Counties lease space on an “as needed” basis.

This forecast makes no assumption regarding the construction of a jail in conjunction with the new
federal courthouse. If such a project became a reality, we would anticipate that the U.S. Marshal’s
Office would reduce their bed usage to the contract minimum of 86 per day. This would be a
mixed blessing from the standpoint that the General Fund would lose approximately half a million
dollars of revenue; but, the Sheriffs Office would not need to matrix as many local prisoners due to
overcrowding.

If the Oregon Economic and Revenue Forecast is cotrect in its assumptions, it appears that we
are now seeing the slowdown in Video Lottery revenues which had been expected. Total state
revenue from the video lottery is forecast to be down more than $78 million in the FY95-97
biennium. This is a significant revision - more than a ten percent reduction from what was
budgeted - and the Oregon legislature voted during its recently concluded special session to make
across the board cuts in all lottery funded programs.
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The Oregon Economic and Revenue Forecast states that “[t]bis change has been over the conrse of just
a few weeks, which coincide with the apening of three tribal casinos.” Greater competition from casinos, both
in state and out of state (Reno, NV has targeted the Portland metro area very heavily in its
marketing efforts), and a reduced per machine handle are seen as the two contributing factors in the
revised lottery forecast. The impact of the “structural market change” in video lottery games has
yet to be fully examined, thus, we have built our forecast on a reasonably conservative estimate.

Our revenue projection for FY95-96 was built on a more consetvative estimate of growth in the
video lottery. The State’s estimate in June, 1995 anticipated a 25% increase in total lottery revenue,
with the video lottery accounting for most of that growth. Our budget was based on a nine percent
rate of growth. The General Fund forecast calls for a slight reduction in budgeted video lottery
revenues in the current year, with a gradual decline over the next two years. We expect to see
revenue from this source start to increase in the second year of the upcoming biennium (FY97-99.)

Regardless of the reasons, it is apparent that counties can no longer count on rapid growth in this
revenue source. Last year we told you that the County’s share of video lottery revenue would
increase to $4 million by the end of the forecast period. In keeping with the State’s revised
estimates, we are now anticipating that FY95-96 receipts will be the peak for this revenue source.

The County receives a share of the Cigarette Tax and Liquor Tax collected by the State. Together,
these sources accounted for approximately $2.7 million in FY94-95. The County also recetves
nearly $.9 million as its share of the O&C timber sales revenue. These sources are forecast to
remain flat or, in the case of the O&C revenue, decline over the forecast period.

The forecast population increase should help to offset any reductions which may be experienced in
cigarette and alcohol consumption. We have built our revenue estimate on a modest two percent
growth in these two sources. We have been advised, however, that our share of the O&C revenue
will be declining. Federal statute provides a guarantee of revenue until the year 2003 - and no
county’s allocation can drop by more than ten percent in any year. Our estimates reflect the
maximum ten percent reduction in each successive year.’ '

Other Revenues

The General Fund receives approximately-$13 million. in Indirect Cost reimbursement from other
County funds. Indirect costs are paid-to the General' Fund- for-the provision' of normal-business
overhead activity (ie.; processing of payment vouchers, employee payroll) at a rate established for
each department. The majority of indirect cost revenue, by far, comes from the Federal State
Fund.
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Indirect Cost Revenue (FY 94-95)
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Figure 11 above highlights the fact that approximately two-thirds of all Indirect Cost revenue is paid
by the Federal/State Fund. This has important implications given the likelihood of cuts in federal
and state programs. It is also important to note, however, that only 2 little more than half of the
total Federal/State paid indirect costs represent actual revenue to the County. The remamnder
represents a General Fund subsidy of those programs and their overhead expenditures.

There are legitimate reasons why the County might subsidize Federal/State Fund programs.
Certain granting agencies may not allow for the recovery of full indirect costs, or they may require
that the County provide a matching subsidy. However, the Board of County Commissioners does
retain the option of full cost recovery - such a policy would generate more General Fund revenue,
although, perhaps it might come at the expense of reduced program capacity.

It is a tradeoff which we may be faced with increasingly in the future, particularly if a federal budget
agreement provides for block grants to states. The Budget & Quality Office intends to further
examine the extent to which the General Fund is subsidizing grant programs. A report should be
available for presentation sometime in early fall.

We have assumed, for purposes of this forecast, that the impact of any federal budget negotiations
will be felt in terms of reductions in overall growth rates - rather than reductions in current year
spending. For that reason, the General Fund revenue forecast assumes that Indirect Costs will
grow at roughly the rate of inflation over the next five years.

Receipts from the County’s Motor Vehicle Rental Tax continue to parallel the steady growth in the
economy. Revenue from this source was approximately $7.5 million last year - an increase of 16%
over the FY93-94 amount. Over the past five years, Motor Vehicle Rental tax receipts have grown
at an average of nearly 12% annually. We believe this trend will continue; the following chart
indicates the parallel between air traffic and rental tax revenue.
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Trend in Rental Tax Revenue vs. Air. Passenger Growth
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We have projected Motor Vehicle Rental Tax revenue to grow at about 8% annually over the
forecast period. We feel this projection is consistent with indicators which suggest continued
growth in air passenger traffic as well as a forecast population growth rate which should remain well
above the national average.

Service Charges and Licenses, at more than $6 million, account for about 4% of total General Fund
revenue. Significant among the soutces which make up these categories are Recording Fees and
Regulatory Health charges. The forecast for Recording Fee revenue is favorable, given the
rebounding housing market, the expanding multi-family market and a projected interest rate
reduction on the horizon. We have estimated current year revenue will be virtually the same as last
year and the forecast for FY96-97 and beyond suggests steady growth in the 4% - 5% range. Rate
increases in several Regulatory Health fees has boosted revenue from these sources. This forecast
assumes these revenues will grow at a slightly faster rate than inflation.
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General Fund Expenditure Analysis

Growth In base budgsts has been lmited 1o 2% for FY286-27. In future
vears, we hove forecasr that expendifures will grow at gpproximately the
some ratre as infiation.

General Fund surpluses con range from B2 to $15 millon over the forecast
period beginning in FYQ27-25 if the County maintains programs at ‘current
service levels.”

Unamticipared FYQ24-25 revenues have provided for full funding of the 5%
Genaral Fund revenus reserve.

Expendiiure growth in Fublic Safety progroms will take up an increasingly
lorger share of discretioncry revenue and reductions in intergovernmental
revenues may creare addtional pressure on the General Fund,

Budget Strategy
The budget for FY96-97 has been developed around a strategy which provides for moderate

inflationary increases and allows the Chair and Board of County Commissioners flexibility in
responding to new policy inittatives.

Departments were asked to submit budget requests with only a two percent increase for inflation.
Since we expect that inflation will actually be closer to 3% next year, this strategy provides an
additional $1.5 million in ongoing savings which can be reallocated among departments, provide for
new program initiatives or used to “backfill” anticipated reductions in intergovernmental revenues.

This is the second year in a row in which we have pursued a strategy of requesting departments to
budget at less than the rate of inflation. This approach was based on an assumption that the budget
could be managed within nominal inflationary constraints and that programs could be maintained at
existing levels. We define “current service level” as

the level of funding necessary for prograns lo perform the same functions as the preceding year.

Given this definition, we adopted the position that a number of costs do not increase with mnflation
and, in fact, many of our costs are predetermined. We also provided departments the opportunity
to “budget” for salary savings - thus, limiting the amount of actual programmatic cuts which would
otherwise be necessary. '

Because Multhomah County is a large, dynamic organization we anticipate a certain amount of
employee turnover each year. By having departments budget for salary savings we have assumed a
certain level of underspending. In FY95-96, budgeted salary savings are approximately $600,000 or,
in other terms, slightly less than one percent of total personnel costs. This represents a “one time
only” level of savings in the sense that departments still need to budget for their full personnel costs
in succeeding years.
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Lately, we have been seeing evidence that it is becoming more difficult for departments to manage
their personnel costs within this limited constraint. We indicated earlier that we have traditionally
assumed that overall spending ranges from 96% to 97% of departmental budgets. To put that into
perspective, each one percent of underspending in the General Fund (based on the FY 95-96
budget) represents approximately $1.75 million in savings.

In the past two years the budget has been built around the assumption that a certain level of
Personal Services savings already exists. We have based our forecast on an overall 98% spending
rate. As department budgets experience further constraints, it is likely that Personal Services
spending could exceed even this high rate.

Qur expenditure forecast assumes that the General Fund can continue to provide for program
spending at current service levels within the rate of inflationary growth. 'This will not be true for all
departments. In smaller organizations, or in departments with low turnover rates, the cost of
providing for existing employees will likely exceed the rate of inflation. We will continue to
monitor overall department spending patterns to determine where these impacts are being felt most
severely. It is an issue, though, that we may need to address in preparing for the FY 97-98 budget.

Forecast Surpluses

We have previously indicated that overall revenue growth in the General Fund would be
approximately double the rate of growth in expenditures.

Forecast Revenue Growth Generates Annual Balances

Estimated FY 96-O7 Spending Includes $4.2 M "0TO"

M illi
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The graph in Figure 13 shows how the gap between revenue growth and expenditure growth will
produce significant General Fund surpluses over the last four years of this forecast period.
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There are two important points that need to be made in regard to this graph. First, the negative
“growth” in FY 95-96 and FY 96-97 dircctly reflects the earmarking of certain one time only
expenditures. In FY 95-96 we utilized approximately $4.5 million of unanticipated revenue to fully
fund the General Fund revenue reserve. In FY 96-97 other one time only expenditures are planned
to address internal infrastructure needs and to build long term capacity for full funding of the
proposed Public Safety and Library levies.

If the revenue and expenditure forecasts hold true we expect that the General Fund will have
between $2 to $15 million in ongoing revenue which can be used to expand programs above
their “current service levels.” In theory, there should be a sufficient revenue stream to fund new
initiatives at a level equal to the lowest level of annual surplus. In other words, we would expect to
be able to sustain an additional $2 million annually in new ongoing spending.

It is important to distinguish between the ongoing and “one-time-only” components of the surplus.
Appendix A - the General Fund Pro Forma - shows the impact of a revenue stream which is
growing faster than expenditures. The ongoing surplus can be seen on the lne tutled
“Excess/(Deficit) Sources Over Uses.”

Most of our revenue growth is being driven by the strong economy. The Business Income Tax
(BIT), for example, is expected to grow at double digit rates for at least the next two years.
However, by identifying and segregating ongoing from non-recurring revenue we can target
expenditures that maximize the use of the. entire surplus. A good example of a non-recurring
revenue would be the salary savings issue discussed above. Any savings in the current year is a one
time only windfall in the sense that departments still need to plan for the same level of expenditure
in the following year.

General Fund Reserves

The General Fund ended FY94-95 with nearly $15 million in unspent revenue, fueled primarily by
unanticipated growth in the BIT. Expenditures were within one percent of the forecast amount;
but revenue growth was 3.5% more than anticipated.

- Actual

- $168,654.728]] $174,602,446
] 159,451,700 || 159,898,855
3120000 7,994.944

“Ongoing” Surplus : (1,780,059) 4,247 659

For FY95-96, we are projecting the General Fund will end the year with 2 $1.5 million surplus. The
growth in the ongoing revenue stream has provided us with an unexpected opportunity to fully .
fund the Board of County Commisstoners policy of attaining a 5% revenue reserve.
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The significance of fully funding the General Fund reserve four years earlier than anticipaied cannot be
understated. In addition to providing a buffer against any unforeseen economic downturn ot
reductions in intergovernmental assistance, it allows for the reallocation of $1.5 million of ongoing
revenue which had been set aside to build the reserve.

Current Estimate vs. Original Forecast..
General Fund Revenue Reserve-
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Any increases necessitated by additional spending will be incremental in nature. For example, if the
entire $2 million surplus forecast for FY 97-98 were to be spent, we would need to add $100,000 to
the reserve. 'This forecast makes no assumption regarding the reprogramming of surplus funds
generated in future years and they are included as part of the overall fund balance.

As noted above, the forecast assumes that departments will spend 98% of their budgeted
appropriations. This is a conservative spending forecast - although it does take into account the
fact that we have essentially spent part of our anticipated salary savings - and any savings generated
by a lower rate of spending would be available in future years on a one time only basts.

Expenditure Growth

This forecast makes the assumption that the General Fund can continue to support programs at
their current service level, given the predictions for moderate inflation growth. And, revenue
growth should be sufficient to absorb some of the pressure departments are experiencing in
managing their personnel costs. :

Two areas of rapid growth in the General Fund, however, may dampen this otherwise optimistic
forecast. Public safety, most notably adult and juvenile detention, will continue to require a greater
share of discretionary revenues. With the prospects for reductions in intergovernmental support,
the Board of County Commissioners may wish to further subsidize Federal/State Fund programs.

Five Year Finandal Forecast
Page # 29



Multnomah County, Oregon
July 1996

As a direct response to a number of citizen initiated ballot measures the State of Oregon is
currently in the midst of significant transformation 1n the institutions that provide public safety
services - most notably adult and juvenile detention. Multhomah County can expect to have to
accommodate up to 750 additional adult prisoners due to stiffer sentencing sanctions at the state
level. The County also has also added more than 50% to its juvenile detention capacity in the past
two years.

The proposed Public Safety serial levy will provide funding for much of the increase brought about
by the need for jail expansion. And, the state legislature has appropriated approximately $93 million
for construction of local jail faciliies. Funding from these sources may fall short of expected
program needs in this area. As we noted carlier, public safety (Sheriff's Office, District Attorney,
Juvenile Justice and Community Corrections) accounts for approximately 43% of General Fund
spending.

We have estimated that public safety programs will account for slightly more than 50% of the
total General Fund by the time the proposed serial levy expires. We have taken steps to address
this issue by setting aside some of the surplus revenue forecast in the current year to support the
levy in FY 97-98 and FY 98-99.

Another area of rapid growth in the General Fund budget has been Cash Transfers to other funds.
As recently as FY 90-91, transfers were less than a quarter of total expenditures. In FY 96-97 we
are forecasting that transfers will be approximately 40% of the General Fund budget. General
Fund support of Federal/State Fund programs alone is forecast to be nearly 30% of total
expenditures.

General Fund Trends
Actual Expenditures (FY 91 - FY 95)

The forecast anticipates that transfers to other funds will increase slightly faster than the rate of
infladon. We have made no assumption regarding reductions in federal and state funding.

Five Year Financial Forecast
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July 1996

Budget deliberations in Washington have essentially reached an impasse. Most federal agencies
have operated on continuing resolutions since the beginning of the federal fiscal year. We see no
end in sight to the political battle being waged over the budget - and 2 clear picture is not likely to
come into focus until after the November election.

Both sides of the federal budget debate seem genuinely in agreement on the basic premise of a
balanced budget. And, there does not seem to be a significant philosophical difference related to
the issue of block grants. The Republican leadership in the House believes the budget can be
balanced through tax cuts and program reductions. The President, on the other hand, seems to be
arguing for an approach that attempts to have greater control over the growth in spending.

It seems apparent that some level of tax cuts and spending reductions is in store. Block grants
appear to be on the horizon, but that horizon gets farther and farther away as Congressional
elections draw closer. And, even if Congress were to enact a budget plan there is no way of
knowing what the State of Oregon might do in response to reduced funding levels. Thus, for
purposes of this forecast we have assumed that a moderate level of reduction in Federal/State Fund
programs can be managed within the projected revenue stream.

Five Year Finandal Forecast
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Appendix B

Just What Are "Scheduled Costs” and Why Do We Budget For Them?

The General Fund P Forma highlights, in each department, the known requirernents we need to budget
for beginning in FY 97-98. The spreadsheet on the following page details these “Scheduled Costs.”

We have attempted to isolate all the costs in the General Fund for which we either have a legal obligation, a
policy statement by the Board or an intergovernmental agreement that specifies terms of payment. These
are essentially costs which have the first call on our resources - and, presumably, would be exempt in the
event General Fund revenues fall short of projections.

The following is a brief description of each item on that list:

General Fund Paid Indirect

The General Fund provides a subsidy to other funds; primarily the Federal/State Fund, for the recovery of
indirect costs. It has been the Board of County Commissioner’s policy to reflect the full cost of providing
overhead functions for grant programs. While we have included this as a Scheduled Cost, it is only a cost
to the extent that it represents an opportunity cost. If the County recovered a higher percentage of
indirect costs some of that revenue could be used to fund other programs. '

County School Fund

By state statute counties are requited to pay ten dollars per school aged child, defined as any person
between the ages of 4 and 20, residing within the county. These funds go to support operation of local
Education Service Districts (ESD).

Technology Infrastructure

An amount has historically been set aside in the General Fund to support new and ongoing data processing
projects. The County has become increasingly dependent on information technology. The amount
projected in this forecast is only a fraction of the total being spent throughout the organization. It does
serve to highlight the organization’s commitment to the ultimate goal of being able to make “data based
decisions.” -

Tax Supervising
By state statute the County is charged with responsibility for funding the Tax Supervising & Conservation
Commission (TSCC). That amount is statutorily set at $230,000 per year.

Allocations to Non-County Agencies

Either by practice, or by legal requirement, the County provides funding for the following functions:
Institutional Dues - membership in national and state organizations (i.e.; NACO, AOC)
Administration of Food Stamp Program
Portland/Multmomah Progress Board
Boundary Commission




Appendix B

IT ities
BIT revenue is shared, by intergovemnmental agreement, with- the four east county cities. (Gresham,
Troutdale, Fairview and Wood Village): The cities receive one quarter of - the revenue produced by the
original .6% rate. Unlike some of the other “Scheduled Costs,” the BIT payment will fluctuate with
changes in actual BIT revenue.

Capital Lease Payments

These are payments for equipment purchased through the issuance of Certificates of Participation (COP’s).
The payments are scheduled over several years and because they constitute 2 legal obligation we have
projected them as a “Scheduled Cost” in the departments which purchased the equipment.

The payment for the Juvenile Justice facility is not shown here, primarily due to the fact that it is not a
General Fund expenditure. For information purposes, however, that cost is roughly $3 million per year.
We have assumed in our forecast that the revenue received from the Video Lottery is dedicated to payment
of that expense.

Transfer to CIP Fund

The Board of County Commissionets has adopted a policy which- provides for replacement funding of
capital facilities. That policy states that-theCounty will provide enrough-funding to replace buildings-on a
thirty year depreciation schedule. The amount established in the forecast does not provide full funding for
that goal, but it represents a substantial commitment to the County’s physical infrastructure.

Contingency
Based on historical spending patterns we have established a Contingency of $1.25 million.

‘Contribution to Reserve

In our previous forecast; we assumed-a contribution of $1.5 million would be required to fully fund the
Board of County Commissioners-goal-of a 5% General Fund revenue reserve. Overall revenue growth in
FY 94-95 was sufficient to eliminate the need for this contribution in future years. ‘

Ending Balan ce/Reserve
‘The policy states that a reserve in the amount of 5% of total expenditures will be established in the General
Fund. The amount shown as a “Scheduled Cost” represents 5% of forecast departmental expenditures.

Inventogg Reserve
This represents the value of Fmed assets charged to the General Fund.

QTO (Carryover)
Carryover expenditures are “Scheduled Costs” to the extent that they represent a commitment to
expenditures made in the previous year.

OTO (In FY 95-96 Budget Only)
These represent expenditures for costs, or programs, which the Board of County Commissioners included
in the FY 95-96 budget, but does not expect to fund in future years.
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Appendix C - Data Tables

Note: * The forccast assuimes that the County will not be in tax rate compression. Any growth ab
. sixpercent does not generate additional levy capacit
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