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MEMORANDUM 
 
To: Dave Ramsay, City Manager 
 
From: Gwen Chapman, Interim Director of Finance and Administration 
 Sandi Miller, Financial Planning Manager 
 
Date: June 5, 2006 
 
Subject: 2006 MID-YEAR BUDGET REVIEW 
 
 
RECOMMENDATION
 
City Council hold its Mid-Year Budget Review on June 15th to receive an update on the City’s financial condition and to provide 
direction for preparation of the 2007-2008 biennial budget. 
 
BACKGROUND
 
The Mid-Year Budget Review session addresses a variety of topics regarding the current and upcoming budget biennium.  This 
memo addresses the agenda for the meeting and describes the various attachments included in the packet. 
 

• Financial Status – Highlights of the Financial Management Report (FMR) for the period ending April 30, 2006 
(Attachment A).  Although the budget is adopted on a biennial basis, the FMR measures activity for the 2006 year only.  

 
• Budget Adjustments - A recommendation concerning proposed mid-year budget adjustments needed to meet 

unanticipated needs (Attachment B). 
 

• Council Retreat Follow-up – A separate memo detailing follow-up items from the March Council Retreat and the 
status of each item (Attachment C). 

 
• 2007-2008 Budget – Topics related to the upcoming budget process include: 

o A white paper discussing options available to Council for the appropriation and presentation of the 2007-2008 
Budget (Attachment D). 

o A summary of emerging issues that may impact the 2007-2008 Budget with a list of issue papers for 
Council’s review that will accompany the 2007-2008 Budget document. 

 
Two additional items for the meeting agenda that are not included in the packet are the 6-year financial forecast and 
information related to the business license program.  At the June 15th meeting a recap of the financial forecast presented in 
March at the Council Retreat and an updated forecast that reflects the most current financial data will be presented.  Also being 
provided at the meeting is information on the business license program, specifically related to the surcharge implemented in 
2003, which is being prepared for a meeting with the Kirkland Chamber of Commerce. 
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FINANCIAL STATUS 
 

The Financial Management Report provides an update on the City’s financial condition for the current fiscal year.  The report 
includes discussions on the economic environment, budget to actual comparison for all operating funds, sales tax performance, 
investment activity and the status of reserves. 
 
In general terms, the second year of the biennium continues to be “on track” with regard to revenues and expenditures to date.  
A few highlights worth noting: 
 

• The national and regional economies continue to experience strong economic growth.  Inflation during the first part of 
2006 rose faster than expected with an April CPI-W of 3.21% for the Seattle/Tacoma/Bremerton area.  Economists 
predict economic growth to stabilize and inflation to ease for the remainder of 2006 and into 2007 and 2008.  
Inflation, as measured by the consumer price index (CPI-W), is the basis for employee cost of living adjustments. 

 
• Sales tax growth continues to be strong with the primary growth occurring in the contracting sector.  The FMR provides 

sales tax data through April which shows year-to-date growth of 17.1% over the same period last year.  However, the 
current growth is almost entirely due to the high level of construction activity in the city.  The retail sectors are up 
collectively only 3.9 percent over the same period in 2005, partially due to the impact of the Woodinville Costco store.  
Contracting and construction-related receipts in other sectors are contributing an estimated 90 percent of the sales tax 
growth in 2006.  Assuming a more typical 5 percent growth in construction-related receipts would reduce the year-to-
date increase over last year to 3.1 percent.  This is below the 6 percent increase in sales tax assumed in the 6-year 
financial forecast and highlights the potential vulnerability of relying on such an economically sensitive revenue source.  
Sales tax data through May will be provided at the mid-year budget meeting. 

 
• Development revenue is reflecting the cyclical nature of construction projects.  Plan check fees and planning fees were 

high last year but are somewhat below the target amount while building permits and engineering charges are above 
target.  Single-family activity has remained especially strong through the beginning of 2006.  Public activity is down 
dramatically in 2006 reflecting the major construction projects at Evergreen Hospital that were permitted in 2005.  
Commercial activity has also slowed compared to 2005, but remains relatively strong.  There has been no significant 
multi-family activity so far in 2006.  It is important to note that although development-related revenue is on pace again 
to significantly exceed the budget, the increase in revenue is already committed in the upcoming 2007-2008 Budget.  
Council committed the increased level of revenue during the Mid-Biennial Budget process to change six current 
temporary development positions into permanent FTE’s. 

 
• Operating expenditures are very close to budget with few exceptions.  The largest General Fund departments (Police 

and Fire & Building) are at or below their target amounts for this point of the year. 
 
MID-YEAR BUDGET ADJUSTMENTS 
 

Mid-point adjustments to the 2005-2006 budget were presented and adopted by the Council as part of the Mid-Biennial Budget 
update in November 2005.  Since that time, unexpected issues such as annexation have come to light and there is the need for 
additional budget adjustments to the 2005-2006 Budget.  Listed below is a brief summary of the recommended requests.  All of 
the department requests are included with this memo as Attachment B. 
 

• Annexation Administrative Support – Additional administrative support is needed in the City Manager’s office due 
to the increased workload from the current efforts around annexation.  This request is for a half-time position for the 
remainder of 2006 to help support coordination, logistics, communication needs and media updates (i.e. website 
maintenance). 
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• Jail Operations & Records Financial Analysis – With multiple issues affecting jail operations, such as the 
uncertain future of the Yakima jail, annexation, regional dispatch, and current jail staffing levels, a financial consultant 
is needed to advise the City on jail operating costs and options for operating a jail facility at various levels of capacity. 

 
• Annexation Communications Consultant – As part of the City’s efforts to explore the feasibility of moving forward 

with annexation, the Council agreed at their subcommittee meeting to engage a communications consultant to develop 
a strategy for communicating with current Kirkland residents and those in the potential annexation area.  Staff is 
recommending that existing annexation funding in the Planning Department be used for this purpose. 

 
• Annexation Fiscal Consultant – A consultant is needed to study the long-term fiscal impacts of annexation and 

provide strategies to offset the loss of temporary State funding. 
 

• Off-leash Enforcement – Parks staff requests funding to continue the off-leash enforcement program piloted in 
2005 that was well received by park patrons. 

 
• Peter Kirk Community Center Sign – With the name change of the Kirkland Community Senior Center, a new sign 

is being requested for the Peter Kirk Community Center that would also identify the whole Peter Kirk Park complex. 
 

• Impact Fee Study – Additional funding is needed in order to address the issues that have been identified in the initial 
scoping process of the study.  The Impact Fee Study was an approved 2006 Service Package for $30,000.  An 
additional $10,000 is needed to complete the study. 

 
• Videotaping City Council Meetings – A budget increase is requested for professional services related to 

videotaping the Council meetings.  Due to additional meetings and longer meeting times, the 2006 budget is projected 
to insufficient to complete the year. 

 
2007-2008 BUDGET 
 

Emerging Issues 
 

A number of emerging service issues will impact the coming budget biennium.  A summary of these issues is provided below. 
 
Economic Development – With the hiring of a new Economic Development Manager, the overall program will be reviewed 
and redefined through the budget process.  Budget requests may be an outcome of this process. 
 
Annexation – The study of annexation continues to be an important topic.  Requests made in this mid-year budget process 
related to annexation are only for services needed to help Council continue with their deliberation for the balance of 2006.  If 
decisions are made to proceed further with annexation, more requests for staff and outside consultants could be expected as 
part of the upcoming budget process. 
 
Municipal Court Judge – As discussed with the Public Safety Committee, Judge Lambo has identified the need to increase 
the Municipal Court Judge from a .85 FTE to 1.0 FTE due to the large caseload.  
 
Business License Fee Program – The business license fee program, including the surcharge that was implemented in 2003, 
is scheduled to be discussed as part of the 2007-2008 Budget process.  Information that is being prepared for a meeting with 
the Kirkland Chamber of Commerce will be provided to the Council at the June 15th meeting.  Staff is requesting Council 
direction on the timing for this discussion and the information Council would like prepared to aid in the discussion. 
 
Development Services – Based on the high level of development activity continuing into 2006 and with no projections for it to 
drop off during the next biennium, it is anticipated that the Development Services Departments may have continued needs for 
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additional staff.  This will impact the 2007-2008 Budget as well as trigger discussion of the Development Services Reserve that 
was created during the Mid-Biennial Budget process in November 2005.  As this reserve is new, policies and procedures for its 
use, replenishment and targeted level will need to be developed.  This process will take place as part of the 2007-2008 Budget 
and a white paper will be presented with the budget for Council’s review and discussion. 
 
Jail Issues – There are many issues affecting the topic of jail operations.  First, through the study of a regional dispatch 
operation (NORCOM), it became more apparent that jail operations and monitoring are an area needing more attention and 
staffing.  Second, the uncertain future of the Yakima Jail has fiscal impacts to the City.  There is the possibility that more 
inmates would need to be housed at the King County Jail at higher rates.  Third, efforts are still underway regarding a regional 
jail facility.  Fourth, if the Council decides to move forward with annexation the need for a public safety building will prompt 
additional questions regarding the future of Kirkland jail operations.  A request is being submitted as part of this mid-year budget 
process for a financial consultant to help frame the financial issues related to all of the areas just discussed.  Requests related to 
jail operations may have a large impact on the upcoming budget depending on the outcome of these local and regional jail 
issues. 
 
IT Strategic Plan – The IT Strategic Plan is currently in process and is scheduled to be completed in August.  The final plan 
may impact the coming budget with recommendations of staff, service levels and equipment from an operating and capital 
perspective. 
 
Outside Agencies – At the Council Retreat in March, Council agreed with the staff recommendation to change the funding for 
specific outside agencies (i.e. partner agencies) to be permanent funding as part of the ongoing operating budget instead of 
utilizing one-time funding each year.  Another issue still being researched is cost recovery targets for outside agencies.  More 
information on this issue will be brought to Council as part of the Outside Agency white paper with the 2007-2008 Budget. 
 
Communications Position – It has become apparent that with the increasing emphasis on communication and the 
expectation for a high level of involvement, the City needs to have a full time staff position dedicated to communication and 
public involvement strategies. 
 
In addition to the emerging issues discussed above, other items of interest that may impact the budget will be presented to the 
Council in the form of white papers that will accompany the 2007-2008 Budget document.  The following is a list of these issue 
papers: 
 

• 800 MHz Radio Technology & Replacement Funding Options 
• Development Services Reserve Policies & Procedures 
• Development Services Workload and Staffing Levels 
• WIFI in the Parks 
• Jail Issues 
• Status of Health Benefits Review 
• Productivity Improvements Report 
• Community Survey Follow-up 
• Public Information Strategy 
• Outside Agencies (including funding recommendation and cost recovery policies) 
• Potential Projects Utilizing Long-Term Financing (i.e. bonds) 
• Performance Measures 

 
Council Direction 
 

Staff requests Council direction regarding the preparation of the 2007-2008 Budget including appropriation methodology and 
proposed white papers. 


