
 

1 
 

MEMORANDUM 
 
TO:  City Council 
 
FROM: John J. Caulfield, City Manager 

Sonja Springer, Finance Director 
 
DATE:  December 7, 2009 
 
SUBJECT:   Quarterly Financial Report 

Third Quarter - January through September 2009 

 

 
Overview 

 
This report is intended to provide an overview of financial activity that has taken place from 
January 1, 2009 through September 30, 2009.  The City’s finances are divided into three key 
components: General Government Funds, Capital Improvement Funds and Utility Funds.  The 
financial report focuses mainly on activity incurred in the following funds: General, Street and 
Recreation as well as the City’s Capital Improvement Funds, Utility Funds, and Ending Fund 
Balances/Reserves.   
 
The Summary of Sources and Uses (Attachment A) captures financial activity by fund through 
September 2009.  This report includes all of the City’s 19 funds, as well as the beginning and 
ending fund balances of each fund and historical detail back to 2006.  The report also reflects the 
2009 budget amendments that were considered and adopted by the Council on June 15, 2009.  
Attachment B details the revenue and expenditure activity associated with the City’s municipal 
court and jail services activity for the years 2003 through 2009. 
 
Executive Summary 
 
There is no doubt that these are unprecedented times for our economy, both locally and 
nationally.  Economic activity continues to weaken across the country, the result of a recession 
that began in late 2007 and is expected to last at least through 2009, perhaps longer.   
 
The result of the current recession has been massive layoffs, growing level of unemployment, 
slumping home prices, a slowdown in consumer spending, a continued deterioration of consumer 
confidence, and tight credit markets.  Cities and counties throughout the country are feeling the 
impact of the situation.  Mountlake Terrace is no exception.   
 
Locally, the economic recession continues to negatively impact City revenues, particularly 
General Fund revenues, which funds key municipal services such as police, jail, court, fire, EMS, 
streets, parks, and community and economic development.  Even though we have been holding 
our own since economic conditions took a turn for the worse in late 2007, revenue collections 
this past quarter slowed significantly reflecting the impact the recession is having on our 
finances.   
 
The good news is that despite the current economic volatility and recession, we are meeting our 
operational objectives and most of our financial objectives through third quarter 2009.  This 
reflects sound financial and management policies practiced by the City as well as the financial 
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prudence being practiced by our department directors and their staff.  This will allow the City to 
ensure that basic municipal services that are provided to our citizens are not reduced and ensures 
the City’s financial integrity and stability. 
 
The not so good news is that even with some reports that the national economy may have 
bottomed out and appears to be slowly recovering; the difficulty for cities such as ours may just 
be beginning as is evident by our 3rd quarter revenue collections.  Local government finances 
tend to lag behind changing economic conditions by 18 months to several years.  For this reason, 
the worse effects of the recession upon local governments may be 2010, 2011 and 2012. 
 
In addition, the State of Washington has experienced over the last 18 months the largest decrease 
in revenue in recent memory.  The result is an additional shortfall totaling $2.6 billion in its 
current biennium.   
 
We understand the State is evaluating and considering all options to balance their new budget 
deficit, which may include revoking previously awarded capital grants to cities (e.g., GMA 
funds, Shoreline Management Grant, TIB grant) and possibly revoking or reducing cities state-
shared revenues (e.g., criminal justice sales tax, liquor excise tax, liquor profits tax, other 
criminal justice funding).  State-shared revenues, which totals approximately $750,000 annually 
or over 5% of the city’s general fund, is provided to cities and counties primarily for public 
safety purposes.   
 
We would be forced to eliminate this amount from our general fund operating budget sometime 
early 2010, depending upon the implementation date determined by the State.  We expect to 
know more about the State’s intentions in early to mid-December when the Governor presents 
her supplemental budget, which will include a proposed balancing strategy to the State 
Legislature.  The State Legislature will begin their work when they convene for their short-
session in early January 2010.  The session is scheduled to adjourn on March 11, 2010. 
 
For now, we will continue with the steps we implemented last year to mitigate the impact of the 
recession to ensure we meet our financial objectives in 2009 just as we did in 2008.  These steps 
will continue indefinitely.  At this time, no services to our residents will need to be reduced.   
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General Government 
Funds, which accounts 
for municipal services 
such as police, jail, 
court, fire, EMS, 
streets, parks, 
recreation, land use and 
zoning, planning, 
development services, 
debt service, and 
general administration 
such as finance, 
information services 
and community 
outreach and 
information consists of 
the following funds: 
General; Street 
Operations; Recreation; 
Debt Service; Strategic 
Reserve; Fleet Management; Hotel/Motel Tax; Solid Waste Service; and Accumulated Leave 
Reserve. 
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Revenues 
 
Overall, General 
Fund operating 
revenues 
($10,241,008) 
collected through 
third quarter 2009 is 
below the control 
budget estimate 
($10,884,307) by 
$643,299 or 5.9%.  
Compared with 2008 
collections 
($10,692,382), 
operating revenues 
have decreased 
$451,374 or 4.2%, 
which further 
illustrates the impact 
of the faltering 
economy.   
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Total general government sources ($21,271,434) are below the control budget estimate 
($22,170,046) by $898,612 or 4.1%.  One bit of silver lining is that the below collection estimate 
in Fleet Management is reflective of lower than anticipated gas prices meaning operating 
department payments to this program have also been reduced.  Similarly, the lower than 
anticipated collections to the Street Operating Fund under other financial sources is reflective of 
the cost savings being generated by the public works department, the result which is a lower than 
projected General Fund transfer savings to that fund.   
 
Expenditures 
 
General Fund operating expenditures ($10,285,449) through third quarter 2009 are below the 
control budget estimate ($10,529,337) by $243,888 or 2.3%, which offsets some of the lower 
than anticipated general fund revenue collections.  Likewise, total general government 
expenditures ($15,778,875) are below the control budget estimate ($16,226,535) by $447,660 or 
2.8%, which also offsets the lower than anticipated general government revenue collections.  
These savings, which are above and beyond the preventative measures (e.g., elimination of all 
discretionary spending such as supplies, travel, training, overtime, equipment, temporary help, 
non-essential positions) are attributable to the financial prudence being practiced by our 
department directors and their staff.   
 

 
All city departments stayed within their allocated 2009 control budgets, with the exception of 
fire and municipal court due primarily to increased LEOFF 1 costs and increased court activity.  
Operating transfers to the Street Operating Fund are below budget, reflecting again the financial 
prudence being practiced by department directors and their staff.   
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Compared with 
2008 general 

fund 
expenditure 

activity 
($11,087,050), 

operating 
expenditures 

have decreased 
$801,601 or 
7.2%, which 
again is 
attributable to 
the financial 
prudence being 
practiced by our 

department 
directors and 
their staff.  
 

 
The result is that 
while our 2009 
revenue collections 
continue to slow 
compared to 
budget and 2008 
collections, we 
have put in 
measures that are 
working to ensure: 
1) we live within 
our means; 2) we 
maintain an 
positive operating 
surplus (no use of 
one-time funds for 
ongoing programs 
and services); 3) 
we attain our 
bottom-line 
financial objectives to ensure the financial integrity and stability of the City; and 4) we ensure 
that basic municipal services that are provided to our citizens are not reduced.    
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Local Retail Sales Tax 
 
The following 
graph and table 
summarize local 
retail sales tax 
revenue.  Sales tax 
collections lag two 
months. For 
August sales 
activities, the City 
accrues sales tax 
revenue in 
September, and 
the City receives 
cash in October.   
 
Actual sales tax 
proceeds through 
September 2009 
total $1,175,519, 
which is $170,432 
or 12.7% below the September 
($1,233,845), sales tax revenues have decreased $
estimate for 2009 totals $1,825,705, though 
approximately $1,500,000 to $1,600,000
controls, we should be able to mitigate this revenue 
the remainder of 2009.   
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 budget estimate ($1,345,951).  Compared to third
), sales tax revenues have decreased $58,326 or 4.7%.  Our sales & use tax revenue 

estimate for 2009 totals $1,825,705, though we now estimate this year’s end collection to be 
approximately $1,500,000 to $1,600,000.  However, so long as we maintain our expenditure 
controls, we should be able to mitigate this revenue slowdown without impacting programs
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Gambling Tax 
 
The following 
graph summarizes 
gambling tax 
revenue 
collections for 
third quarter 2006 
through 2009.  
Through third 
quarter 2009, 
gambling tax 
collections totaled 
$802,609, which is 
$64,831, or 7.5% 
below the control 
budget estimate 
($867,440).   
 
Compared to third 
quarter 2008 
activity 
($1,048,054), gambling tax collections have decreased $245,445, or 23.4%.   
 
The control budget estimates gambling tax collections will be $350,000 per year lower than the 
adopted budget ($1,506,587) that was projected as part of the adopted 2009-2010 biennial budget 
in the fall of 2008.  This reduction is due to the closure of a casino coupled with the slowdown of 
activity at the other casinos.   
 
Of particular concern is the City’s reliance on gambling taxes for basic municipal services – an 
estimated total of 10% of General Fund revenue and 8% of total operating revenue.  Because of 
the uncertainty of this revenue source, as is evident by the closure of a casino and the current 
economic downturn, we need to look for other revenue; otherwise municipal services will be 
impacted as early as 2010. 
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The following 
graph and table 
presents a 
comparison of 
State-Shared 
revenues received 
through third 
quarter between 
2006 and 2009.  
State-shared 
revenues totaled 
$613,290 through 
third quarter 2009, 
which is $43,157, 
or 6.6% below the 
budget estimate 
($656,447).  The 
decrease is 
attributable again 
to current 
economic conditions.   
 
For example, City Assistance funds
The State’s REET collections 
conditions – the result is less City Assistance funds
 
Similarly, fuel tax dollars that are required by state law to be used for street operations and 
construction are below projections due to a decrease in fuel consumption.  However, the decrease 
in fuel tax receipts is offset with additional revenues 
(e.g., unanticipated state & federal funds and investment income).  
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the result is less City Assistance funds.   

Similarly, fuel tax dollars that are required by state law to be used for street operations and 
jections due to a decrease in fuel consumption.  However, the decrease 

in fuel tax receipts is offset with additional revenues dedicated specifically for street construction 
(e.g., unanticipated state & federal funds and investment income).   
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The following 
graph and table 
illustrate 
development 
services activity to 
include building 
permits, 
engineering, and 
plan check/zoning 
fee activity 
through third 
quarter between 
2006 and 2009.  
Overall, 
development 
services fees 
collected through 
third quarter 2009 
totaled $315,293, 
which is $201,350 
or 39.0% below the budget estimate ($
development services fee revenue ha
 

 
While we have seen a slowdown in development activity (and the revenue that comes with it), 
our development services program is 
expenditure savings.  The Community and Economic Development Department 
expenditures are $176,371 or 22.
 
However, if this trend continues, 
in this area as well since these program costs are funded primarily with dev
General Fund currently does not have the financial capacity to subsidize these costs.  
 
On the upside, there are approximately 
Mountlake Terrace.  The anticipated level of activi
indicates: 1) the importance of code updates that the City Council has made during the last two 
years; and 2) the strong interest in the community, including the future Town Center
The centerpiece of the city’s ec
investment and nearby public facilities will bring new relevance and vitality to the community. 
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fee revenue has decreased $236,305 or 42.8%.   

While we have seen a slowdown in development activity (and the revenue that comes with it), 
our development services program is offsetting the some of the revenue downturn with 

The Community and Economic Development Department 
or 22.4% below the estimated control budget.   

, temporary staff reductions in 2010 may have to be implemented 
in this area as well since these program costs are funded primarily with development fees and the 
General Fund currently does not have the financial capacity to subsidize these costs.  

On the upside, there are approximately forty development projects that are on the horizon for 
Mountlake Terrace.  The anticipated level of activity—even in an economic downturn

mportance of code updates that the City Council has made during the last two 
trong interest in the community, including the future Town Center

The centerpiece of the city’s economic development strategy is the downtown where private 
investment and nearby public facilities will bring new relevance and vitality to the community. 
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Utility Tax 
 
The following 
graph and table 
summarize utility 
tax revenue 
collections for 
third quarter 2006 
through 2009.  
Through third 
quarter 2009, 
utility tax 
collections totaled 
$2,097,789, which 
is $96,143, or 
4.4% below the 
budget estimate 
($2,193,932).  
Compared to 2008 
third quarter 
activity 
($2,077,595), 
utility tax collections have increased $20,194, or 1.0%. 
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Recreation Program 
 
The following 
graph and table 
summarize 
recreation activity 
for third quarter 
2006 through 
2009.  Through 
third quarter 2009, 
recreation fee 
collections totaled 
$2,007,165, which 
is $130,560, or 
6.1% below the 
budget estimate 
($2,137,725).  
Compared to third 
quarter 2008 
activity 
($2,098,137), 
recreation fee 
collections have slowed by $90,972
 
This lower than expected recreation revenue collections 
slowdown (e.g., youth programs, particularly child care services) 
two weeks work on the liner earlier this year.
some recreation revenue that will not be received until late
activities.   
 
However, the slowdown in revenue collections has been offset 
savings, which are under the control 
recreation program costs have decreased by $110,421 or 4.2%, reflecting again the financial 
prudence being practiced by the Recreation Department
 
The program’s cost recovery ratio 
quarters even though the General 
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972, or 4.3%.   

lower than expected recreation revenue collections is primarily attributable to 
(e.g., youth programs, particularly child care services) and the closure of the pool for 

two weeks work on the liner earlier this year.  However, there is also a lag in the collection of 
some recreation revenue that will not be received until later in the year relating to 

he slowdown in revenue collections has been offset some with program expenditure 
control budget estimate by $62,607 or 2.4%.  Compared to 2008, 

costs have decreased by $110,421 or 4.2%, reflecting again the financial 
prudence being practiced by the Recreation Department.   

program’s cost recovery ratio is consistent with previous years at 79.5
General Fund subsidy is lower than in previous years.  
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Other General Fund Revenue 
 

• Property tax 
revenues 
collections total 
$2,915,731 
through third 
quarter, which is 
consistent with the 
budget estimate.   

 

• Admission taxes 
total $48,367 
through third 
quarter 2009, 
which is $52,626 
or 52.1% below 
the adopted 
budget ($100,993) 
and is indicative 
of the closure of 
the Regal 
Mountlake 9 Theatre earlier this year.  However, this facility reopened in late May after 
undergoing a significant remodeling as a Cinebarre, which provides its patrons a place to 
enjoy both dinner and a movie in one place.  Initial reports reveal that their unique and 
different approach to taking in a movie has been very successful and they are enjoying much 
better success than the former Mountlake 9, which we anticipate will generate both 
admission taxes and sales tax from the food service.   
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• Transport fees, which represent financial reimbursement from Medicaid, Medicare, and 
private insurance policies for the cost of providing medically necessary ambulance 
transportation was slightly below budgetary estimates ($300,000) by $10,900 or 3.6%.  

 

• Fines and forfeitures revenues, which are comprised primarily of traffic infractions and 
criminal citations, are above budgetary estimates ($195,075) by $42,724 or 21.9%.   

 

• General Fund investment revenues total $105,756, which is $62,244 or 37.1% below the 
budget estimate ($168,000).  However, all other major funds (capital and utility) are meeting 
or exceeding budgetary estimates for this revenue source.  It is the policy of the City of 
Mountlake Terrace that funds will be invested in only those investments permitted by Federal 
and State law as it relates to public funds.   The primary objectives for the City’s investment 
activities are (listed in the order of priority): safety, liquidity and yield. 
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Capital Improvement Funds 

 
The City’s Capital Improvement Funds, which include street and sidewalk construction, 
facilities, parks improvements, information technology investments, and traffic control 
investments, are accounted for in the following funds:  Real Estate Excise Tax (REET); Street 
Construction; and Capital Improvement.   
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Real Estate Excise Taxes 
 

$231,844 or 50.4%.  Compared with 
decreased $202,007 or 88.6%.  
Historically, REET collections pick up during the warmer months, May through August.
 

 
Our REET revenue estimate for 2009 totals $600,000 and is allocated specifically for capital 
projects.  The good news is that even if we do not meet this revenue objective, our 
2010 CIP program will not suffer because of ARRA funds 
receive in 2009 that was not anticipated when the budget was prepared last fall
 
The one bit of silver lining in this economic downturn is that the bidding climate for public 
construction projects is very favorable.
because of plunging fuel costs, cheaper materials, and more competitive bidding.  I
real upside to the economic forces that currently are stressing 
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Our REET revenue estimate for 2009 totals $600,000 and is allocated specifically for capital 
The good news is that even if we do not meet this revenue objective, our 

CIP program will not suffer because of ARRA funds and other grant revenue 
that was not anticipated when the budget was prepared last fall.  

The one bit of silver lining in this economic downturn is that the bidding climate for public 
construction projects is very favorable.  Construction costs have dropped significantly, primarily 

, cheaper materials, and more competitive bidding.  I
real upside to the economic forces that currently are stressing our finances.  In addition, the City 
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The table and 
graph both reflect 
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REET collections pick up during the warmer months, May through August. 

 

Our REET revenue estimate for 2009 totals $600,000 and is allocated specifically for capital 
The good news is that even if we do not meet this revenue objective, our 2009 and 

revenue we expect to 
  

The one bit of silver lining in this economic downturn is that the bidding climate for public 
osts have dropped significantly, primarily 

, cheaper materials, and more competitive bidding.  It’s the only 
finances.  In addition, the City 
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has been successful in obtaining the following federal and state funds that we have or are 
expected to receive in the coming year – totals approximately $3.7 million dedicated for much 
needed capital investments: 
 
52nd/53rd Avenues Water Main Construction Project 

• $500,000 - FY 2008 federal appropriations for phase 1 of downtown water main project 

• $500,000 - FY 2009 federal appropriations for phase 2 of downtown water main project 
 
52nd Avenue W Reconstruction Project (212th to 220th) Project 

• $1,000,000 - American Recovery and Reinvestment Act of 2009 (federal stimulus package) 
 
230th Street SW Reconstruction Project 

• $961,350 - American Recovery and Reinvestment Act of 2009 (federal stimulus package) 

• $245,995 - State Transportation Improvement Board funds (sidewalks) 
 
222nd Street Sidewalk Connection Project 

• $195,254 - CDBG funds in support of sidewalk project adjacent to Jack Long Park (222nd 
Street SW between 58th and 60th Avenues W) 

 
Stormwater Program 

• $50,000 - Phase II Stormwater Pass-Through Grant Program in support of NPDES II 
training, community education, and replacement of street sweeper 

 
Town Center 

• $135,000 - Energy Efficiency and Conservation Block Grant (EECBG) 

• $75,000 - Energy Efficiency through Transportation Planning Grant 
 
The City will continue to take a proactive approach in securing future local, state and federal 
grants as is evident by the following grant and appropriation requests that currently are pending: 
 

Stormwater Program 

• $172,500 – Washington State Stormwater Retrofit and Low-Impact Development 
Program in support of Hall Creek/230th Culvert project (under review) 

 
Lakeview Trail 

• $200,000 to $1,400,000 – federal appropriations connecting Mountlake Terrace Transit 
Center at I-5/236th St West to Interurban Trail along Lakeview Drive 

 
Emergency Response Interoperability 

• $229,400 – federal appropriations to replace and upgrade radio network and 
communications infrastructure for the Police Department such as radios, training, and 
equipment (e.g., emergency generators) 

 
Pedestrian/School Safety Sidewalk Project 

• $200,000 - CDBG funds for sidewalks along 222nd St SW between 39th and 44th 
connecting to Cedar Way Elementary School and Bicentennial Park 

• $350,000 – federal appropriations sidewalks along 214th St SW between 40th and 44th 
connecting to Mountlake Terrace High School 
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Evergreen Play Equipment 

• $85,000 - CDBG funds for new play equipment at Evergreen Playfield 
 
Key 2009 Capital Investment Projects 
 
52nd/53rd Avenues Water Main Construction:  This project, which began earlier this year, 
included the installation of approximately a mile and a half of water main that was constructed in 
52nd and 53rd Avenues W.  The improvements were installed in 52nd Avenue between 212th and 
226th.  South of 226th the route crossed Terrace Creek Park, past the Recreation Pavilion and 
along 53rd Avenue to 230th Street.  The south end of the project was at 52nd and 230th.  
Construction is complete. 
 
52nd Avenue W Reconstruction Project (212th to 220th):  This project includes repaving nearly 
one-half mile of 52nd Avenue West, from 212th to 220th.  The project scope included constructing 
new sidewalk ramps, replacing deteriorated curb and sidewalk, making storm and sewer repairs, 
installing new traffic signs, and restriping the street.  Construction is complete. 
 
2009 Chip Seal Program:  Residential streets totaling 2.5 miles in two areas were chip sealed in 
this year’s pavement preservation program. One area is bounded by 222nd, 228th, 44th and 48th.  
The other area was east of Cedar Way and south of 228th adjacent to Cedar Plaza.  Construction 
is complete. 
 
244th Street SW Overlay:  This joint jurisdiction project with the City of Shoreline provided the 
repaving of 244th Street from 56th to Ballinger Way.  The work included storm system repairs 
and new sidewalk ramps. Between 56th and 59th the street was reconfigured to three lanes, with 
two thru lanes, a two way left turn lane, and bike lanes.  Construction is complete. 
 
223rd & 42nd Sidewalk:  This project provided a new sidewalk on the south side of 223rd Street 
SW and on west side of 42nd Place W between the traffic signal at 44th Avenue W and the 
walkway to Cedar Way Elementary School.  It also eliminated a gap in the sidewalk network and 
created a continuous pedestrian access throughout the neighborhood.  Construction is complete. 
 
230th Street SW Reconstruction Project:  The reconstruction of this roadway will include two 
travel lanes, two 5’ wide bike lanes, 5’ wide sidewalks on both sides, and an intermittent 8’ wide 
parking lane along the street.  The improvements include sidewalk ramps, drainage 
improvements, a revised vertical street profile (between 61st Avenue and the I-5 bridge) to 
improve sight distance, pavement markings, and street trees.  Lastly, a water main will be 
replaced under the roadway in accordance with the city’s comprehensive water system plan.  
Construction is expected to begin in early 2010. 
 
214th & 44th Traffic Signal:  The new signal will enhance safety and increase capacity of 44th 
Avenue West and 214th Street SW.  The project includes interconnecting the new signal with the 
existing signals at 212th Street SW and 217th Street SW so all three will operate in 
coordination.  Other improvements at the intersection include new sidewalk ramps, uniform 
street lighting, and consolidation of the two driveways into a single driveway on the west 
approach to the signal.  Construction is scheduled to begin in  Spring 2010. 
 
2009 Storm and Sanitary Reconstruction:  This project is a combination of smaller storm and 
sanitary improvements at numerous locations throughout the City.  Nearly all of the 
improvements are undertaken to replace sewer and storm systems that are failing and require 



 

high levels of maintenance, or to make minor modifications to improve access to po
these systems which are difficult to properly maintain.   Construction is scheduled be begin in 
Spring 2010.  
 
Utility Funds 

 
The City operates three utilities: storm water, sewer, and water.  Each utility is a stand
enterprise fund financed with user fees collected from the customers of each system (i.e., 
residential property owners, commercial property owners, etc.).  These revenue sources are 
collected to finance both the ongoing maintenance and operations of each system, as well as 
construction projects in support of system rehabilitation and expansion.  
 

• Storm Water:  Storm Water operating revenues 
$20,794 or 2.6% through third
estimates by $23,034 or 2.9% due primarily to lower than anticipated maintenance costs.  

 

• Water:  Water operating revenues 
through third quarter while operating expenditures are 
or 5.2% due primarily to higher

 

• Sewer:  Sewer operating revenues 
third quarter, however this is more than offset with cost savings as 
under budgetary estimates by $
maintenance costs.   
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high levels of maintenance, or to make minor modifications to improve access to po
these systems which are difficult to properly maintain.   Construction is scheduled be begin in 

The City operates three utilities: storm water, sewer, and water.  Each utility is a stand
d with user fees collected from the customers of each system (i.e., 

residential property owners, commercial property owners, etc.).  These revenue sources are 
collected to finance both the ongoing maintenance and operations of each system, as well as 

ruction projects in support of system rehabilitation and expansion.   

Storm Water operating revenues are exceeding budgetary estimates by 
third quarter while operating expenditures are under budgetary 
% due primarily to lower than anticipated maintenance costs.  

Water operating revenues are exceeding budgetary estimates by $
while operating expenditures are above budgetary estimates by $

higher than anticipated wholesale water costs.   

operating revenues are under budgetary estimates by $54,022
, however this is more than offset with cost savings as operating expenditures 

under budgetary estimates by $92,070 or 4.6% due primarily to lower than anticipated 

 

high levels of maintenance, or to make minor modifications to improve access to portions of 
these systems which are difficult to properly maintain.   Construction is scheduled be begin in 

The City operates three utilities: storm water, sewer, and water.  Each utility is a stand-alone 
d with user fees collected from the customers of each system (i.e., 

residential property owners, commercial property owners, etc.).  These revenue sources are 
collected to finance both the ongoing maintenance and operations of each system, as well as 

budgetary estimates by 
while operating expenditures are under budgetary 

% due primarily to lower than anticipated maintenance costs.   

budgetary estimates by $73,953 or 3.8% 
budgetary estimates by $91,688 

022 or 2.4% through 
operating expenditures are 

% due primarily to lower than anticipated 
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The following graph and 
table illustrates the City’s 
ending fund balances 
between 2006 and third 
quarter 2009.  The fund 
balances are segregated 
into three major 
components; 
reserved/designated (such 
as Strategic Reserve), 
contingency and 
unreserved/undesignated.  
In summary, we continue 
to maintain strong reserves 
consistent with our 
financial policies.   
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Reserves are an important indicator of the City’s fiscal health.  They effectively represent 
“savings accounts” that are established to meet unforeseen budgetary needs.  The City’s reserves 
are strong with financial resources set aside to accommodate unexpected operational changes, 
legislative impacts, or other economic events affecting the City's operations.  They also represent 
funds set aside for key public improvements and investments, particularly in streets, traffic, 
parks, and utilities.   
 
Reserved/Designated Ending Fund Balances:  The first component of ending fund balances, 
totaling $3,977,704 at the end of third quarter 2009, are those moneys that have been earmarked 
for a strategic reserve fund ($792,369), equipment replacement reserves ($1,503,905), 
accumulated leave reserves ($240,225), and General Fund reserves totaling 5% of operating 
expenditures ($697,005).  This reserve designation also include encumbrances from prior and 
current year ($687,674), funds dedicated solely for tourism purposes ($25,867), and solid waste 
billing exemptions ($30,659).   
 
The purpose of the strategic reserve is to provide some fiscal means for the City to respond to 
potential adversities such as public emergencies, natural disasters, or similar major, unanticipated 
events.   
 
Equipment replacement reserves are collected through charges to the City’s General Fund and 
Utility Funds, permit the accumulation of cash for future replacement of the City’s equipment 
and vehicles to smooth out further budgetary impacts. 
 
Also included in reserved/designated ending fund balances are operating reserves for the three 
utility funds that total 15% of total operating expenditures ($974,949) in the funds as well as 
utility funds reserved for construction projects ($5,224,371).  All Capital ($4,334,503) and 
Utility Construction Fund balances ($5,224,371) are reserved for capital (e.g., street, 
transportation, parks, recreation, public safety, IT) and utility construction projects (e.g., water, 
sewer, stormwater).   
 
Contingency Reserve Ending Fund Balances:  The second component of ending fund balances 
are those funds reserved for unanticipated future expenditures.  For 2009, contingency reserves 
currently total $139,178; however these funds were not allocated.  The contingency reserve 
represent 2% of General Fund operating expenditures and are reserved within the General Fund 
to accommodate unexpected operational changes, legislative impacts, or other economic events 
affecting the City’s operations that could not have been reasonably anticipated at the time the 
budget was prepared.  The City Council determines how the contingency reserve is spent.   
 
Unreserved/Undesignated Fund Balances:  The unreserved/undesignated fund balance is the 
balance of net financial resources that are available for appropriation. This portion of funding is 
not legally restricted and is available to the Council for one-time appropriation.  The current 
unreserved/undesignated fund balances in the General Fund are set aside for future capital 
investments and other one-time projects between 2010 and 2014.   
 
Action Strategies and Preventative Measures Implemented 

 
The 2009-2010 Biennial Budget adopted by Council in November 2008 was prepared and 
finalized before the full impact of the financial and credit market crisis was known.  Despite the 
budget’s conservative assumptions for revenue growth in 2009 and 2010, the current economic 
crisis has caused us to make our forecast even more conservative.  The adopted budget projected 
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General Fund revenues to increase 1.7 percent in 2009 and 2.9 percent in 2010, meaning we have 
significantly tightened our budget to ensure we live within our means. 
 
As is evident from this financial report, we continue to experience even slower revenue 
collections than projected.  This situation sheds light on a much larger issue in our budget:  this 
is no longer a revenue problem or an expenditure problem; it is a core structural problem with 
the makeup of the community’s revenue structure that needs to be addressed.  However, until 
such time as the economy rebounds, our only option is to continue providing general government 
services with the revenue that is available and to continue to focus on the expenditure side of the 
income statement.   
 
The good news is that we began implementing steps in 2008 to mitigate the impact to ensure we 
meet our financial objectives and these steps will continue indefinitely.  After prioritizing our 
services based on life/health/safety, legal mandates, and Council goals and priorities, this table 
illustrates the financial impact of the following action strategies and preventative approaches 
implemented to mitigate the downturn in our revenue collections for 2009 through 2014 caused 
by the faltering economy. 
 

 
• We have eliminated all discretionary spending, incurring costs related to basic services only 

(e.g., employee compensation; mandated training & certifications; basic services such as park 
maintenance, public safety, code enforcement, code compliance, ROW maintenance, & street 
sweeping; and community outreach and information such as newsletter, website, news 
releases).  All other discretionary expenditures (i.e. supplies, travel, training, overtime, 
equipment, temporary help, COLAs for department directors, etc.) are on hold indefinitely.   
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• All other costs must be approved in advance after review by Finance Director and City 
Manager. 

 

• All overtime hours must be reviewed and approved by the department director in advance.   
 

• Fleet and equipment purchases, which are proposed to total $1.2 million in 2009, now only 
include essential vehicles and equipment.  Non-essential purchases have been delayed until at 
least 2010. 

 

• Non-essential information technology, recreation, and park improvements will be delayed 
until at least 2010.   

 

• All current and future positions that are vacated by attrition (e.g., Management Analyst, 
Customer Service Specialist, Public Works Supervisor, and two part-time maintenance 
workers) will not be filled with the exception of police patrol vacancies.     

 

• A vacant maintenance position in our Street Division is being filled in 2009 by employees 
from our Parks Division.   

 

• The contract for City Attorney services is being reduced to 2002 level of service. 
 

• The Community Specialist position funded from the General Fund has been reduced to half-
time (remaining half-time hours will be charged to non-General Fund activities based on 
workload availability).   

 

• The Civil Engineer II position assigned to review private development projects has been 
temporarily assigned to work part-time on capital utility projects.  This helps alleviate the 
project load on our engineering staff, while at the same time enabling us to charge one-half 
of this employee’s time to utilities rather than the General Fund.   

 

• Civic Center Utilities and Maintenance budget will be reduced reflecting utility and overhead 
savings because of the move to an interim City Hall in July 2009. 

 

• The success of our Engineering Department in obtaining grants for street projects (e.g., TIB, 
ARRA) has enabled us to reduce our General Fund contribution to the Street Construction 
Fund in 2009.  As a side note, the only bit of silver lining in this economic downturn is that 
the bidding climate for public projects is very favorable.  For example, construction costs 
have dropped significantly (e.g., recent water main project, ADA ramps project), primarily 
because of plunging energy costs and the global economic slowdown.  However, these 
savings do not translate into ongoing savings in our General Fund since our CIP and 
construction projects are funded with either one-time funds that cannot be used for operations 
or are funded with revenue that are specific to CIP and construction projects and not eligible 
to fund General Fund operating activities (i.e., public safety, parks, development services, 
finance, etc.).   

 

• The recent reduction in gas prices will provide some financial relief in that the current cost 
per gallon – less than $3.00 – is less than the $3.56 anticipated in the adopted budget.  
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• An employee “Healthcare Task Force” is looking at alternatives to reduce our ever-
increasing employee healthcare costs.  The City of Mountlake Terrace, like many employers 
is facing an urgent need to effectively contain the rise in employee health care costs, which 
average 10-15% annually.  The Task Force’s goal is not to just look at what our own costs 
are, but to look at outside traditional approaches to employee benefits to find innovative 
ways to balance meeting employee health care needs and the need to control costs.   

 

• Because of the continued deterioration of the economy and the projected ongoing loss of a 
key General Fund operating revenue source, an additional step includes the elimination of 
two regular, full-time Customer Service Specialist positions effective October 1, 2009.  The 
duties of these positions has been assigned to employees in the Administrative Services 
Department who, according to an independent review earlier this year, have capacity to pick 
up the additional tasks.  However, this does not mean that the two employees will be leaving 
the City.  The employees in these two Customer Service Specialist positions will be 
encouraged to apply for other prioritized job openings in the City that occur through attrition 
or when the economy improves.  This opportunity, which will include positions in utility 
maintenance and police, will provide those two employees opportunities to remain as 
employees with the City.   

 

• The Administrative Services Department will begin providing financial services to Southwest 
Snohomish County Communications Agency (SNOCOM) beginning November 1, 2009 and 
ending December 31, 2010 generating General Fund income equal to approximately one-half 
of the salary and benefits for a finance position during the term of the agreement.  The 
Administrative Services Department is capable of assuming these tasks based upon the 
independent review conducted earlier this year that showed the department has the capacity 
to pick up the additional tasks. 

 

• Lastly, the City previously streamlined the following services that has resulted in annual 
budgetary savings totaling $1,550,000 dating back to 2005: 
- Contract for fire & EMS services ($600,000 per year beginning in 2005) 
- Custodial services transitioned from in-house to contract ($250,000 per year beginning in 

2007) 
- Elimination of five management positions ($400,000 per year beginning in 2006) 
- Fleet management best practices ($300,000 per year beginning in 2009) 

 
The service efficiencies and savings identified coupled with our current strategies and 
preventative measures have helped ensure that key municipal services (e.g., police, fire, parks, 
recreation, streets, and utilities) will not have to be reduced. 
 
Other Options 

 
In addition to the strategies and preventative measures implemented above, we also reviewed and 
considered the following options, but set them aside for the time being: 
 
Use of financial reserves or contingency accounts to temporarily maintain services: 
Although the City has funds set aside for unanticipated events, my recommendation is to hold off 
on using these dollars at this time; we may need them in the future if the economy does not 
improve. 
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More importantly, the current economic climate has created a structural problem in our General 
Fund, meaning the use of reserves now does not address the ongoing and permanent loss of tax 
revenues.   
 
A continued focus of program prioritization (e.g., economic development, capital infrastructure 
investment, communication and outreach with the community, and key essential public services 
such as public safety, parks, development services, recreation, streets, and utilities) and cost 
efficiencies (e.g., action strategies and preventative approaches as outlined above) is the most 
prudent way to ensure the city’s financial health and continue to ensure that no services to our 
residents will need to be reduced.  This approach has proven successful thus far – it is better to 
be proactive versus reactive, otherwise we prolong the inevitable.  
 
Reduction or elimination of capital improvement projects (i.e., street overlays, sidewalks, street 
reconstruction projects, etc.): 
The city’s capital improvement and construction projects are funded primarily with revenue 
specific funding sources coupled with some one-time funds that are dedicated specifically for 
these types of projects and cannot be used for General Fund operating activities (i.e., public 
safety, parks, development services, finance, etc.). 
 
Although a reduction in street construction projects could temporarily save some money in the 
General Fund, doing so creates a higher cost in the long term because our roads and other 
infrastructure deteriorate at a faster rate as they age.  In other words, if we delay or cancel our 
construction projects, we will have more expensive projects in the future.  At the same time, 
delaying these projects at this time fails to take advantage of a very favorable bid climate, where 
our costs for street projects are as much as 30 percent lower than anticipated. 
 
It will also eliminate our ability to leverage these resources with state and federal funds to 
continue to revitalize our basic infrastructure system (street overlays, sidewalks, street 
reconstruction projects, etc.). 
 
Temporary Reductions in Development Services: 
While we have a seen a slowdown in development activity (and the revenue that comes with it), 
our development services program thus far is achieving its financial objectives.  However, if this 
changes, temporary reductions may have to be implemented in this area as well since these 
program costs are funded primarily with development fees and the General Fund currently does 
not have the financial capacity to subsidize these costs.   
 
Economic Development: 
We will continue to focus on economic development, primarily in our commercial areas, 
including our downtown to generate additional property and sales taxes.  However, given the 
current economic climate, it will take time for these projects to begin generating revenue to the 
City.  Ultimately, the generation of new revenues from redevelopment and revitalization in our 
community, particularly our downtown will allow us to meet the growing demand for services.     
 
Conclusion 

 
Given the current economic volatility and as previously communicated during the budget process 
last year and throughout this year, we will continue to evaluate revenues and expenditures on a 
regular basis and allocate resources in a manner that ensures first and foremost that no services to 
our residents will need to be reduced, eliminated or cut.   
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This approach coupled with the action strategies and preventative approaches outlined above will 
allow us to meet our financial objectives for 2009 and deals with the structural problem created 
by the continued deterioration of the economy and its negative impact on our operating revenues.   
 
This approach will also allow us to continue to focus on the City Council and community’s goals 
of ensuring the city’s financial health and stability, economic development, capital infrastructure 
investment, communication and outreach with the community, and key essential public services 
such as public safety, parks, development services, recreation, streets, and utilities. 
 
Attachments 

• Attachment A - Third Quarter 2009 Financial Report Detail 

• Attachment B – Municipal Court & Jail Services Expenditure Detail 
 


