Ny
22

O
SHinc®

AT A GLANCE:

Higher utility and busi-
ness tax revenues pro-
duce 2009 General Fund
year-to-date revenues
slightly ahead of 2008,
but fall short of budg-
eted levels (page 2)

2009 Sales tax revenue
down significantly
(page 5)

Development-related
fee revenue significantly
down (page 3)

It’s a wonderful day in
the neighborhood
(page 2 sidebar)

Financial Management Report
as of SEPTEMBER 30, 2009

Summary of All Operating Funds: Revenue

General Government budgets were adjusted downward in June 2009 in response to the significant revenue
shortfall. Budgets shown reflect these adjustments. Reserves and expenditure reductions are expected to
offset the shortfall.

General Fund actual 2009 revenue is 1.9
percent ahead of the same period last year
largely due to higher utility and business tax
revenue and an increase in engineering
charges from several large transportation
projects. This is despite significant declines
in sales tax and planning fee revenue. The
tax rate on public utilities was increased in
2009, as was the business license fee and
this accounts for the increase in these reve-
nues despite the impact of the declining
economy. Although higher, these revenues
are still significantly lower than planned. A

Lodging tax revenue and motor vehicle fuel
tax revenue are down 23.7 percent and 8.4
percent respectively compared to the same

period last year. Motor vehicle fuel tax is

collected on a flat rate per gallon, so in-
creased fuel costs have a negative impact
on this revenue. Lower fuel prices have
moderated declines in this revenue as the

year progresses.

o Water Sewer Operating Fund actual
2009 revenue is 1.2 percent ahead of the
same period last year due to higher utility

more detailed analysis of General Fund reve-
nue can be found on page 3, and sales tax
revenue performance can be found beginning
on page 5.

revenue from higher rates, but moderated
by a significant decrease in connection
charge fee revenue from less development
activity.

Economic downturn
continues (pages 7-8)

e Other General Government Funds actual
2009 revenue is flat compared to the same
period last year. Internal rates were reduced

e Surface Water Management Fund actual

lnsuaie Euis 2009 revenue is 1.7 percent ahead of the

issue: iod | )
for fleet (recognizing lower fuel prices) and same period last year. Rat(_es are pa"_j _
technology (reduced personnel costs and use throurjgh ProperFy taxes, which are primarily
Expenditure 2 of fund cash for replacement charges as a received in April and October.
budget reduction. stra_tegy). Recreation re\{e— e Solid Waste Fund actual 2009 revenue is
General Fund 3 nue increased primarily due to an accounting 0.9 percent ahead of the same period last
Revenue change in 2009 that moved all recreation year
revenue to the Recreation Revolving Fund.
General Fund 4

Expenditures

Year-to-Date Actual dg % of Budg
Sales Tax Revenue §5 % %
Resources by Fund 9/30/2008 9/30/2009 | Change 2008 2009 Change| 2008 2009
Economic 7 General Gov't Operating:
. General Fund 36,626,914 37,315,296 1.9%) 53,895,913 54,999,587 2.0%| 68.0%| 67.8%|
Environment Other General Gov't Operating Funds 11,642,155 | 11,636,999 | 0.0%| 16562562 | 16,522,460 | -02%| 70.3%|  70.4%]
8 Total General Gov't Operating 48,269,069 48,952,295 1.4% 70,458,475 71,522,047 1.5%] 68.5%)| 68.4%
Investment Report rilties:
Reserve 10 Water/Sewer Operating Fund 12,798,353 12,950,093 1.2%) 17,821,208 19,696,845 10.5% 71.8% 65.7%)
Summary Surface Water Management Fund 2,972,695 3,024,446 1.7%) 5,274,145 5,231,700 -0.8%) 56.4% 57.8%)
Solid Waste Fund 6,304,258 6,362,545 0.9% 8,365,262 8,612,724 3.0%| 75.4% 73.9%|
Total Utilities 22,075,306 22,337,084 1.2%| 31,460,615 33,541,269 6.6% 70.2%| 66.6%
Total All Operating Funds 70,344,375 71,289,379 1.3%{ 101,919,090 | 105,063,316 3.1% 69.0%| 67.9%

Budgeted and actual revenues exclude resources forward and interfund transfers.



Houghton Neighborhood
Picnic

Kirkland Neighborhoods-
A sense of community

Kirkland is endowed with a beau-
tiful physical setting, strong sense
of community, and distinct
neighborhoods each with its own
unique character. The City Coun-
cil and staff work closely with
each neighborhood to ensure
high-quality services are pro-
vided, neighborhood associations
are supported, and issues are
responsively addressed. This is at
the heart of what gives Kirkland a
sense of community.

Kirkland Alliance of Neighbor-
hoods (KAN) is a coalition of the
City’s eleven neighborhood asso-
ciations. KAN members include
the chairs and vice chairs of the
various associations who meet
with City officials five times a
year to share information on
important city-wide issues and
events. KAN is an effective voice
in communicating neighborhood
concerns to the appropriate City
entity.

KAN coordinates with City staff to
develop an annual educational
program called Neighborhood

U. Neighborhood U presents
topics such as neighborhood
community building, emergency
preparedness, and City finances.
Topics are intended to inform
neighborhood leaders and resi-
dents about City government.
Neighborhood U is open to all
Kirkland residents.

More information:

Key word search “neighborhoods”

Financial

Summary of All Operating Funds: Expenditures

General Fund actual expenditures are 4.1 percent ahead of last year pri-
marily due to higher personnel costs and an accounting change that moved
all recreation expenditures to the General Fund (see the explanation of the
accounting change in the box below).

Other Operating Funds actual expenditures are 11.5 percent behind the
same period last year due to the previously mentioned accounting change for
Recreation Revolving fund expenditures, timing of vehicle and computer pur-
chases, substantially lower fuel costs (down 37 percent) and despite generally
higher personnel costs.

Water/Sewer Operating Fund actual expenditures are 4.9 percent
ahead of the same period last year due to higher water purchase and METRO
sewer costs and despite a significant decline in regional water connection
charges (with a corresponding reduction in connection revenue).

Surface Water Management Fund actual expenditures are 15.7 percent
ahead of the same period last year due higher personnel costs and internal
charges.

Solid Waste Fund actual expenditures are 10.3 percent behind the same
period last year due to the timing of disposal contract billing payments.
An accounting change for the Recreation Revolving Fund occurred in 2009. The fund is

now used to account for all parks and recreation-related revenue. All expenditures re-
lated to parks and recreation programs are consolidated in the General Fund. A periodic

interfund transfer is budgeted from the Recreation Revolving Fund to the General Fund .
The purpose of the accounting change was to better identify the General Fund subsidy of
recreation programs and functions.

Year-to-Date Actual Budget % of Budget
% %
Expenditures by Fund 9/30/2008 9/30/2009 | Change 2008 2009 Change| 2008 2009
General Gov't Operating:
General Fund 41,255,849 42,958,954 4.1%) 56,149,141 58,726,316 4.6%) 73.5% 73.2%)
Other General Gov't Operating Funds 11,338,451 10,029,739 -11.5% 15,817,164 15,453,349 -2.3% 71.7% 64.9%)
Total General Gov't Operating 52,594,300 52,988,693 0.7%| 71,966,305 74,179,665 3.1%| 73.1%)| 71.4%
Utilities:
Water/Sewer Operating Fund 10,513,644 11,031,607 4.9%) 13,718,748 15,535,894 13.2%) 76.6% 71.0%)
Surface Water Management Fund 1,977,845 2,287,742 15.7% 2,695,982 3,433,588 27.4%) 73.4% 66.6%
Solid Waste Fund 6,250,670 5,609,034 | -10.3% 8,221,762 8,429,430 2.5%) 76.0% 66.5%
Total Utilities 18,742,159 18,928,383 1.0% 24,636,492 27,398,912 11.2%] 76.1%| 69.1%
Total All Operating Funds 71,336,459 71,917,076 0.8%| 96,602,797 | 101,578,577 5.2%| 73.8%)| 70.8%

Budgeted and actual expenditures exclude working capital, operating reserves, capital reserves, and interfund transfers.
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Many significant General Fund revenue sources are

Financial Management Report as of SEPTEMBER 30,

General Fund Revenue

economically sensitive, such as sales tax and develop-
ment-related fees.

e  Sales tax revenue allocated to the General Fund for 2009 was
originally budgeted to decrease by 9.4 percent from the 2008
budget. However, the budget was reduced midyear by almost
$2.7 million recognizing the significant decline in actual revenue.
Year-to-date General Fund sales tax revenue is down 19.1 per-
cent compared to 2008. A detailed analysis of sales tax revenue
can be found starting on page 5.

e  The current recession is reflected in development-related fee
revenues, which collectively are down 25 percent compared to
the same period in 2008. Compared to the same period last
year, building permits and plan check revenue are collec-
tively 21.9 percent lower, planning fees are 30.2 percent
lower, and engineering services revenue is 33.9 percent

e  Utility tax actual revenue collection is 14.9 percent ahead of lower.

the same period last year primarily due to the shift of cable tax

revenue from the Facilities Fund. Without this change, revenue
would be up about 5 percent, although they are falling well below
budget. Telecommunications tax revenue is less than expected
reflecting changes in consumer spending due to the economic
downturn and electricity tax revenue is lower due to a electricity
rate decrease. Utility tax rates were increased for water, sewer,

and garbage in 2009.

Compared to the same period last year: Grant revenue is
ahead 31.2 percent due to funding received for the environ-
mental outreach program; State shared revenues are 45.5
percent ahead due to mitigation revenue received for the loss
of sales tax revenue resulting from sourcing rule changes;
Other intergovernmental services revenue is 48.9 percent
ahead due to a contract providing staffing to the Regional Jus-
tice Training Center and higher Fire District #41 contract reve-
e  Other taxes actual revenue is 20 percent behind the same nue partially due to additional firefighters added in 2009.
period last year primarily due to the one-time receipt of E-911 tax
revenue in 2008 for reimbursement of dispatch expenses and
declining gambling tax revenue and despite the shift of admis-
sions tax from the Facilities Fund.

Internal Charges are 38.7 percent ahead compared to the
same period last year primarily due to a significant increase in
capital project engineering charges.

Other charges for services revenue is ahead 26.3 percent
compared to the same period last year due to higher probation
and prisoner housing/monitoring charges.

e The business licenses (base fee) and franchise fees actual
revenue is 8.9 percent ahead of the same period last year pri-
marily due to higher franchise fee revenue. The revenue gen-
erating regulatory license fee is 88.4 percent ahead of the o
same period last year due to a significant increase and restructur-
ing of the fee. However, these revenues are falling well short of
budget.

Other financing sources are significantly ahead of the same
period last year reflecting the use of reserves from other funds
to backfill reduced revenues and transfers from the recreation
revolving fund from the accounting change described on page 2.

General Fund 2009 reve-

- -t0-| d )
nues are $0.7 million Year-to-Date Actual g % of Budget
. General Fund % %
higher than the same pe- Resource Category 9/30/2008 | 9/30/2009 | Change 2008 2009 Change| 2008 2009
riod in 2008 largely due to Taxes:
higher utility and business Retail Sales Tax: General 10,854,713 8,779,383 -19.1%| 15,756,800 11,600,059 | -26.4%|  68.9%|  75.7%
tax revenue, but are still Retail Sales Tax: Criminal Justice 860,505 725,271 -15.7%] 1,050,000 1,107,000 54%|  82.0%|  65.5%]
falling short of budgeted Property Tax 5,037,932 5,063,439 0.5% 9,037,710 9,264,941 2.5%|  55.7%|  54.7%
o Utility Taxes 6,945,425 7,977,859 14.9% 8,546,130 11,586,963 | 35.6%|  81.3%|  68.9%]
levels. Significantly lower Rev Generating Regulatory License 807,631 1,521,270 88.4%) 990,000 2,654,920 | 168.2%|  81.6%|  57.3%|
sales tax and development- Other Taxes 410,343 328,219 -20.0%] 664,713 658,900 | -0.9%|  61.7%|  49.8%
related revenue negatively Total Taxes 24,916,549 24,395,441 -2.1%| 36,045,353 36,872,783 2.3%| 69.1%| 66.2%
impact revenue perform- Licenses & Permits:
ance . Building, Structural & Equipment Permits 1,258,577 1,223,389 -2.8%) 2,163,450 1,645,600 | -23.9%|  58.2%|  74.3%
Business Licenses/Franchise Fees 1,157,381 1,260,598 8.9%) 1,449,450 1,673,471 | 155%|  79.8%|  75.3%
Other Licenses & Permits 186,247 144,918 -22.2% 193,900 183,500 | -5.4%|  96.1%|  79.0%
. Total Licenses & Permits 2,602,205 2,628,905 1.0%| 3,806,800 3,502,571 | -8.0%| 68.4%| 75.1%
The General Fund is the
y + of the G /G Intergovernmental:
argesyoitieienciaiCor Grants 169,381 222,281 31.2% 155,260 196,986 | 26.9%| 109.1%|  112.8%]
ernment Operating funds. State Shared Revenues & Entitlements 468,059 680,882 45.5%) 645,318 681,104 5.5% 72.5%)| 100.0%)
It is primarily tax sup- Fire District #41 1,735,286 1,967,465 N/A 3,487,428 3,754,077 NAl  49.8%|  52.4%]
EMS 396,512 419,199 N/A 793,023 836,938 NAl  50.0%|  50.1%)
orted and accounts for ' ¢ ' ¢
Z ) . - - Other Intergovernmental Services 466,428 694,606 48.9%) 439,609 652,603 | 48.5%| 106.1%|  106.4%)
rastc fs egzces) ; e das (= Total Intergovernmental 3,235,666 3,984,433 23.1%| 5,520,638 6,121,708 | 10.9%| 58.6%| 65.1%
Icsa_ ety, parks an r_ec- Charges for Services:
reation, and community Internal Charges 2,393,244 3,320,425 38.7%| 3,511,012 4,506,432 | 28.4% 68.2% 73.7%)
development. Engineering Services 452,587 299,193 -33.9% 610,000 335,538 | -45.0%|  74.2%|  89.2%)
Plan Check Fee 686,970 296,740 -56.8% 900,000 520,000 | -42.2%|  76.3%|  57.1%)
Planning Fees 384,753 268,459 -30.2% 1,194,637 274,753 | -77.0%|  32.2%|  97.7%)
Recreation* 81,779 - -100.0% 83,000 - | -100.0%|  98.5% N/A
About 372 of the City’s 470 Other Charges for Services 498,047 629,262 26.3%] 688,323 750,426 9.0%|  72.4%|  83.9%
regular employees are Total Charges for Services 4,497,380 4,814,079 7.0%| 6,986,972 6,387,149 | -8.6%| 64.4%| 75.4%
r 2h: Fines & Forfeits 962,574 1,030,513 7.1%] 1,132,000 1,445,647 | 27.7%|  85.0%|  71.3%
b ted within this fund. d L Lt L
udgeted S Miscellaneous 412,540 461,925 12.0% 404,150 669,729 | 65.7%| 102.1%|  69.0%)
Total Revenues 36,626,914 | 37,315,296 1.9%| 53,805,913 | 54,999,587 | 2.0%| 68.0% 67.8%
3 Other Financing Sources:
Page Interfund Transfers 28,838 2,993,063 N/A 1,441,253 3,393,739 VA 2.0%|  88.2%)
Total Other Financing Sources 28,838 2,993,063 N/A 1,441,253 3,393,739 N/A 2.0%) 88.2%
Total Resources 36,655,752 | 40,308,359 10.0%| 55,337,166 | 58,393,326 | 5.5%| 66.2%| 69.0%

Budgeted and actual revenues exclude resources forward.
*2009 Recreation revenue is accounted for in the Recreation Revolving Fund; See accounting note on page 2.



General Fund Revenue continued

Selected Taxes through September 30 Development Related Fees through September 30
2009 and 2008 2009 and 2008
General Sales Tax —I Charges
#2009 Planning Fees ®2009
02008 02008
Plan Check Fees
Utility Taxes
Building/Structural
| | | Permits t I I
200 400 600 800 10.00 12.00 - 0.50 1.00 1.50
$ Million $ Million
General Fund Expenditures
Year-to-Date Actual Budget % of Budget
General Fund % %

Department Expenditures 9/30/2008 | 9/30/2009 | Change 2008 2009 Change| 2008 2009
Non-Departmental 982,952 800,489 -18.6%) 1,391,813 1,144,474 | -17.8% 70.6% 69.9%
City Council 294,319 276,148 -6.2% 362,034 344,345 -4.9%) 81.3% 80.2%)
City Manager's Office 2,623,422 2,449,420 -6.6% 3,784,425 3,471,443 -8.3% 69.3% 70.6%
Human Resources 769,917 770,599 0.1%) 1,122,706 1,084,530 -3.4% 68.6% 71.1%
City Attorney's Office 703,130 752,415 7.0%) 991,985 994,041 0.2%| 70.9%| 75.7%
Parks & Community Services 4,407,086 5,231,062 18.7%| 6,059,645 7,520,744 | 24.1%| 72.7%|  69.6%
Public Works (Engineering) 2,532,647 2,513,048 -0.8%| 3,578,878 3,712,442 3.7%| 70.8%| 67.7%
Finance and Administration 2,540,434 2,677,449 5.4%) 3,536,915 3,668,610 3.7% 71.8% 73.0%)
Planning & Community Development 2,523,009 2,093,358 -17.0%) 3,381,197 2,831,838 [ -16.2%) 74.6% 73.9%)
Police 11,449,757 12,099,887 5.7%)] 15,019,785 16,547,704 10.2%) 76.2% 73.1%)
Fire & Building 12,429,176 13,295,079 7.0%] 16,919,758 17,406,145 2.9% 73.5% 76.4%)
Total Expenditures 41,255,849 | 42,958,954 4.1% 56,149,141 | 58,726,316 4.6%] 73.5%)| 73.2%)
Other Fnancing Uses:

Interfund Transfers 345,094 568,144 64.6%) 1,594,916 1,597,441 0.2% 21.6% 35.6%
Total Other Financing Uses 345,094 568,144 64.6%] 1,594,916 1,597,441 0.2%] 21.6%)| 35.6%
Total Expenditures & Other Uses 41,600,943 | 43,527,098 4.6% 57,744,057 | 60,323,757 4.5%] 72.0%)| 72.2%

Budgeted and actual expenditures exclude working capital, operating reserves, and capital reserves.

Facilities charges (an internal service charge) for General Fund departments were increased as a result of an
accounting change. In previous years, cable and admissions tax were allocated directly to the Facilities Fund, — [eslyyjsr 1=l kel 20}
which in effect subsidized the rate charged to General Fund departments. Beginning in 2009, these revenues  [PAEREREENFIG
are directly allocated to the General Fund. The resulting increase to the internal rate charged to the General |Gkl

Fund is covered by the revenue shift, expenditures are
. ) 4.1 higher
Comparing to the same period last year: primarily due to
e Actual 2009 expenditures for Non-Departmental are 18.6 percent behind primarily due to a one- increased internal
time refund payment in 2008 for leasehold excise tax over-collected in prior years. service rates as

noted to the left
e Actual 2009 expenditures for the City Council are 6.2 percent behind primarily due to a one time citi-  ElNil[y[=;

zen survey in 2008 and the elimination of meals at Council meetings and despite higher facility charges. personnel costs.

e Actual 2009 expenditures for the City Manager’s Office are 6.6 percent behind due to one-time
charges incurred last year for setting up a regional dispatch agency, and despite higher internal service
charges. As of 2009, ongoing expenses for the regional dispatch agency are budgeted in the Police and
Fire departments.

e Actual 2009 expenditures for the City Attorney’s Office are 7 percent ahead due to higher personnel
costs, contracted legal costs, and facility charges.

e Actual 2009 expenditures for the Parks & Community Services Department are 18.7 percent
ahead primarily due to the recreation revolving accounting change described on page 2, higher person-
nel costs and facility charges.

(Continued on page 5)

Financial Management Report as of SEPTEMBER 30, 2009 Page 4



Financial

Sales Tax Revenue Analysis Total 2009 actual revenue is down 20.4 percent (over $2.3 million) com-

Management Report as of SEPTEMBER 30, 2009

Actual 2009 expenditures for the Finance and Administration Department are 5.4
percent ahead due to higher personnel and election costs and facility charges.

Actual 2009 expenditures for the Planning and Community Development Department
are 17 percent behind due to the shift of regional housing funding to another fund, one-
time projects that were underway in 2008 and lower personnel costs as a result of reduc-
tion in development-related staffing levels and despite higher facility charges.

Actual 2009 expenditures for the Police Department are 5.7 percent ahead due to
charges for the regional dispatch agency and despite flat personnel costs and lower jail
costs. Kirkland dispatch staff were relocated to the new agency as of July 1st. Higher jail
costs were a concern in 2008; expenses in 2009 are down about 6 percent from last year,
but still expected to end the year about $200,000 over budget.

Patriot Day Ceremony at City Hall

Actual 2009 expenditures for the Fire & Building Department are 7 percent ahead due to higher personnel costs (despite
reduction to development-related building division staff) and charges for the regional dispatch agency. Fire suppression over-
time was a concern last year; expenses in 2009 are down almost 26 percent from last year as the result of discontinuing the
one-time funded staffing of Station 24 with overtime. However, overtime is still expected to end the year about $300,000 over

budget.

pared to the same period last year. This is a continuation of the generally negative trend that began in the last
quarter of 2007 and continued throughout 2008. Primary factors include significant softening in contracting
revenue, as well as declining revenue in key retail sectors. All business sectors continue to experience negative
performance compared to the same period last year (see table on page 6).

Review by business sectors:

Sales Tax Receipts
The contracting sector is 35.5 percent down compared through September 2009 and 2008
to the same period last year due to the completion of major
projects and significant weakening in development activity

due to the current economic recession.

Auto/gas retail is 17.7 percent down compared to the 2008:$11.43 M

same period last year due to disappointing performance by I I I I

key retailers. September revenue (reflecting July activity) . 2 4 6 8 10 2 14
improved substantially compared to last year due to the
“cash for clunkers” incentive program. However, this pro-
gram’s duration is only two months, so there is concern activity in this sector will decline significantly after
the program ends.

$ Millions

Wholesale is 42.3 percent down compared to the same period last year primarily due to a reduction in
development-related activity and changes in local coding sourcing rules from streamlined sales tax.

General merchandise/miscellaneous retail is 12.1 percent down compared to the same period last
year due to disappointing performance by key retailers, an indication of reduced consumer spending in re-
sponse to economic conditions. This sector has also been impacted by streamlined sales tax.

Other retail is 13.3 percent down compared to the same period last year due to generally negative per-
formance in most retail sectors included in this group, especially building materials and electronic equip-
ment. This sector is also impacted by streamlined sales tax sourcing rule changes.

The services sector is 14.9 percent down compared to the same period last year largely due to declines
in software and car/equipment leasing, as well as impact from the sourcing rule change. The accommoda-
tions sector continued negative performance for the entire year, down 16.3 percent compared to the same
period last year.

Retail eating/drinking is 13.3 percent down compared to the same period last year. This sector con-
tinues its negative trend that started in the second half of 2008. Reduced consumer discretionary spending
is evident from the generally negative performance by most businesses in this sector as well as the closure
of four restaurants so far this year.

The miscellaneous sector is 17.6 percent down compared to the same period last year due to slumping
finance/insurance and real estate sectors.

The communications sector is 14.9 percent down compared to the same period last year due to re-
duced development-related activity and declining revenue from telecommunications companies.

Streamlined Sales
Tax

Washington State
implemented new
local coding sales tax
rules as of July 1,
2008 as a result of
joining the national
Streamlined Sales
Tax Agreement.
Negative impact
from this change is
mitigated by the
State of Washington.
Kirkland has received
about $260,000 in
payments over the
last year, although
the State is
considering an
adjustment that
could reduce this
amount by $39,000.

Neighboring Cities
Bellevue and
Redmond 2009 sales
tax revenue through
September is down
20.4 percent and 6.7
percent respectively
compared to the
same period in 2008.

Page 5



City of Kirkland Actual Sales Tax Receipts

Business Sector January-September Dollar Percent| Percent of Total Page 6
Group 2008 2009 Change Change [ 2008 2009 Kirkland'’s sales tax base is
Services 1,290,894 1,098,976 (191,018)] -14.9% | 11.3% | 12.1% | [SLUZUSLRUENZLE A4
- S S - businesses which are grouped and
Contracting 1,964,617 1,267,765 (696,852) -35.5% 17.2% 13.9% analyzed by business sector
Communications 427,712 359,606 (68,106)| -15.9% 3.7% 4.0% (according to NAICS, or "North
Auto/Gas Retail 2,281,831 1,877,232 (404,599)| -17.7% | 20.0% | 20.6% /;mff/'calf)? —”/7\71/51‘2’ C/aSS'ﬁCHZO”
y " ystem ). INIne DUSINESS sector
- 0 0 0,
Gen Merch/Misc Retail 1,731,749 1,521,413 (210,336)| -12.1% | 151% | 16.7% groupings are used to compare
Retail Eating/Drinking 976,522 846,895 (129,627)| -13.3% 8.5% EXUAW 2008 and 2009 year-to-date sales
Other Retail 1,342,854 1,130,587 (212,267)| -15.8% | 11.7% | 12.4% | RELLEEZ/Ar /Ry =Re/ =R N igl=N =lin
Wholesale 706,244 407,454 (298,790)| -42.3% 6.2% 4.5%
Miscellaneous 709,681 584,454 (125,227)| -17.6% 6.2% 6.4%
Total 11,432,104 9,094,382 (2,337,722)| -20.4% | 100.0% | 100.0%
When analyzing monthly sales tax receipts, there are two items of special note: First,
most businesses remit their sales tax collections to the Washington State Department
i . of Revenue on a monthly basis. Small businesses only have to remit their sales tax
City of Kirkland Actual Monthly Sales Tax Receipts collections either quarterly or annually, which can create anomalies when comparing
Sales Tax Receipts Dollar Percent the same month between two years. Second, for those businesses which remit sales
Month 2008 2009 Change Change t;?X mpqth/}? t/_7ere is a two mpnth lag from the time that sa/e.s tax is co//ec'ted. to the
> time it is distributed to the City. For example, sales tax received by the City in Sep-
January 1,227,855 994,146 (233,709) -19.0% | temper is for sales activity in July. Monthly sales tax recejpts through September 2008
February 1,586,493 1,224,935 (361,558) -22.8% | and 2009 are compared in the table to the left.
March 1,112,704 954,492 (158,212) -14.2%
April 1,085,739 867,726 (218,013) -20.1% Negative monthly comparison trends, with the exception of Febru-
May 1,367,777 1,007,790 (359,987) -26.3% ary 2008, have been occurring since July 2007.
June 1,073,093 900,631 (172,462) -16.1% Sourcing rule changes were adopted as of July 1, 2008 as a result of
July 1.253,751 945 876 (307,875) -24.6% streamlined sales tax legislation. Mitigation payments from Wash-
— - . ington State have been received, which help offset the impact of
August 1,388,993 1,091,599 (297,394) -21.4% revenue lost due to the rule changes. Factoring in these payments
September 1,335,699 1,107,187 (228,512) -17.1% would change the decline between 2009 and 2008 to about 18.5
Total 11,432,104 ( 9,094,382 | (2,337,722)( -20.4% percent.

Kirkland'’s sales tax base is
further broken down by busi-

Comparing to the same

ness district (according to period last year:

geographic area), as well as
W EE R G e i Totem Lake, which accounts

f,’g:s’;sb :f;t’;f;ie;:;;‘;cgj’;’;e ' | for over 31 percent of the

total sales tax receipts, is
22.6 percent down primarily
due to slumping automotive/gas retail sales and generally
weak retail and finance/real estate activity. Almost 65
percent of this business district’s revenue comes from the
auto/gas retail and general merchandise/miscellaneous
retail sectors.

ence in Kirkland.

NE 85" Street, which accounts for almost 17 percent of
the total sales tax receipts, is 11.3 percent down primar-
ily due to the general merchandise/miscellaneous retail and
automotive/gas retail sectors, which contribute about 86
percent of this business district’s revenue.

Downtown, which accounts for almost 8 percent of the
total sales tax receipts, is 18.7 percent down due to the
loss of several retailers and poor performance in the retail
eating/drinking and accommodations sectors; these sectors

Financial

Management Report as of SEPTEMBER 30,

In September, the federal “cash for clunkers” program positively
impacted automobile sales, which is reflected in improved monthly
performance. Unfortunately the program duration is only two
months.

provide over 68 percent of this business district’s revenue.

Carillon Point & Yarrow Bay, which accounts for over 2 per-
cent of the total sales tax receipts, is 27.3 percent down
compared to last year primarily due to poor performance from
major software companies, retail eating/drinking and the ac-
commodations sectors. About 76 percent of this business dis-
trict’s revenue comes from business services, retail eating/
drinking and hotels.

Houghton & Bridle Trails, which accounts for over 2 percent
of the total sales tax receipts, are 28.1 percent down collec-
tively almost entirely due to miscellaneous retail and other re-
tail, which provides over about 65 percent of these business
districts’ revenue.

Juanita, which accounts for about 2 percent of the total sales
tax receipts, is 11.8 percent down primarily due to retail eat-
ing/drinking. A one-time recovery received in 2008 in this sec-
tor skews comparisons between the years. Factoring out the
one-time 2008 receipt, this business district would be down
about 6.7 percent. Retail eating/drinking and personal services
provide 45 percent of this business district’s revenue.

2009
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When reviewing sales tax
receipts by business district,
it's important to point out
that almost 40 percent of

the revenue received in 2009
is in the “unassigned or no
district” category largely due
to contracting revenue
(which has declined com-
pared to last year), and in-
creasing revenue from Inter-
net, catalog sales and other
businesses located outside
of the City.

Management Report as of SEPTEMBER 30, 2009 Page 7
City of Kirkland Sales Tax by Business District
Jan - Sep Receipts Dollar Percent Percent of Total
Business District 2008 2009 Change Change | 2008 2009
Totem Lake 3,591,028 2,779,184 (811,844) -22.6% 31.4% 30.6%
NE 85th St 1,736,918 1,539,998 (196,920) -11.3% 15.2% 16.9%
Downtown 862,983 701,880 (161,103) -18.7% 7.5% 7.7%
Carillon Pt/Yarrow Bay 324,939 236,343 (88,596) -27.3% 2.8% 2.6%
Houghton & Bridle Trails 310,426 223,351 (87,075) -28.1% 2.7% 2.5%
Juanita 230,677 203,384 (27,293) -11.8% 2.0% 2.2%
Unassigned or No District:
Contracting 1,962,863 1,265,362 (697,501) -35.5% 17.2% 13.9%
Other 2,412,270 2,144,880 (267,390) -11.1% 23.2% 25.8%
Total 11,432,104 9,094,382| (2,337,722)| -20.4%| 100.0%| 100.0%

Sales Tax Revenue Outlook 2009 sales tax performance continues the negative trend experienced since the second
half of 2007. During the first half of 2008, slumping contracting revenue was offset by generally positive performance in key
retail sectors, especially automotive/gas retail and retail eating/drinking. This year, the retail sectors are experiencing negative

performance and retailers have closed as well.

Development-related activity continues to be a real concern as it was the

source of much of the revenue growth in the last few years and there isn't much optimism that development activity will signifi-
cantly improve until the overall economy has stabilized. Nationally, consumer confidence remains volatile, dropping in Septem-
ber to 53.1 from 54.4 in August. A reading of 90 would indicate recovery. The economy depends on consumer consumption for
70 percent of its activity, so weak consumer confidence illustrates the challenge to achieving sustained economic recovery.

OFFICE VACANCIES:

According to CB Richard Ellis Real
Estate Services, the Eastside
vacancy rate is 17.4 percent for
third quarter 2009 compared to
10.5 percent for third quarter
2008. Kirkland’s 2009 rate is
27.6 percent, significantly higher
than the 2008 rate of 7.8 percent
largely due to the completion of
the Lakeview Plaza. Google had
intended to fully occupy this
space, but has put about half of it
out for sublease due to the reces-
sion.

The Puget Sound region contin-
ues to struggle, reaching the
highest vacancy rate in 15 years,
18.2 percent . Despite the nega-
tive trend, Forbes Magazine re-
cently named Seattle to the top
10 list of cities that will recover
faster than the rest of the nation.

LODGING TAX REVENUE:

Lodging tax 2009 revenue is
down 23.7 percent compared to
the same period last year.

Economic Environment Update The Puget Sound region economic recovery remains
weak even as national headlines declare that the recession is over. Job loss is expected to con-
tinue through the rest of 2009, with moderate job growth resuming in 2010. A recent Elway Poll
found Washington residents seem more resigned to the idea that the state’s economy will not
bounce back quickly and the current conditions will be the norm for at least another year.

The U.S. consumer confidence index slipped to 53.1 in September from 54.5 in August. Con-
sumers remain concerned about job security. Economists are concerned that the outlook for holi-
day shopping may be bleak unless consumers change their attitudes toward spending. National
retail sales were up 0.1 percent in September, the first time since August 2008. But analysts say
shoppers still aren’t coming in unless they see deep discounts.

King County’s unemployment rate increased to 8.8 percent in September compared to 4.6
percent in September 2008. This rate is consistent with the Washington State rate, but still below
the national of 9.5 percent. Generally, King County falls below the statewide unemployment rate.

The Western Washington chapter of Purchasing Managers survey index fell slightly in
September to 52.2, down by 0.6 points from August. The national survey index also fell by 0.3
points to 52.6. An index reading greater than 50 indicates a growing economy, while scores below
suggest a shrinking economy.

Economists are still predicting a slow U-shaped recovery and that it will take some time to get back
to the previous level of activity. It is important to note that, while the decline in the overall econ-
omy may have hit bottom, we are seeing no real signs of that occurring so far in Kirkland.

The Puget Sound region may benefit from its association with Asia. China is expected to expand
by 8 percent in 2010. Opportunities from a weak dollar and stimulus driven demand for American
goods may help Washington exports. But, lower spending of foreign imports in the U.S. will nega-
tively impact import traffic at local ports.

(Continued on page 8)



Economic Environment Update continued

Local development activity through September comparing 2009 to
2008 as measured by the valuation of City of Kirkland building per-
mits is illustrated in the chart to the right. Activity dropped consid-
erably in the single family sector. Commercial activity improved sig-
nificantly as the year has progressed, and along with two large public
projects, permit activity by valuation is slightly ahead of last year.
Overall building permit revenues are down slightly from 2008 levels.

Pending sales of new and existing single-family homes on the
Eastside are up nearly 30 percent in September 2009 compared with
a September 2008. However, the median price of a single family
home declined 6.4 percent from September 2008 ($515,000 com-
pared to $550,000). The situation with condominiums isn't as rosy.

Page 8
Valuation of Building Permits
YTD through September 2008 and 2009
($Million)
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Pending sales were up by about 41 percent, but closed sales dropped by more than 13 percent. The significant hike in pending
sales is a result of slowness on the part of lenders in approving short sales. The median price for Eastside condominiums declined
by 5.8 percent in September 2009 to $292,000 from $310,000 in September 2008.

Seattle metro CPI consistent with the national index, was volatile throughout last year. Seattle peaked at 6.19 percent in June
and August 2008. The national index peaked at 6.2 percent in July 2008. Both the local and national indexes have remained nega-
tive throughout 2009. The June 2009 CPI (-0.7 percent) is normally used to calculate City employee cost of living adjustments
(COLA) for 2010. As a result, employees with closed bargaining units will receive no adjustment next year. (Four bargaining units
had already agreed to this beforehand as part of a budget reduction strategy.) The most recent national index as of September is

—1.7 percent.

Investment Report

MARKET OVERVIEW

The Fed Funds rate remained at zero to 0.25 percent for the
third quarter of 2009. While the economic indicators state
that the economy grew slightly in the 3™ quarter, unemploy-
ment remains near 10 percent and many indicators for
growth remain level or continued their downward trend. The
yield curve dropped slightly across the curve during the quar-
ter.

Treasury Yield Curve
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CITY PORTFOLIO

The primary objectives for the City of Kirkland's investment
activities are: legality, safety, liquidity and yield. Additionally,
the City diversifies its investments according to established
maximum allowable exposure limits so that reliance on any
one issuer will not place an undue financial burden on the

City.

Financial

Management Report as of SEPTEMBER 30,

The City’s portfolio continued to decrease in the 3™ quarter of
2009 to $90.7 million compared to $94.3 million on June 30,
2009. The reduction in the portfolio is primarily related to
the decline in revenues.

Investments by Category

Other Securities
T

State Pool
34%

Agency Sweep Acck
S57% 2%

| Total Portfolio: $90.7 million

Diversification

The City’s current investment portfolio is composed of Gov-
ernment Agency bonds, State and Local Government bonds,
the State Investment Pool and an overnight bank sweep ac-
count. City investment procedures allow for 100 percent of
the portfolio to be invested in U.S. Treasury or Federal Gov-
ernment obligations.

2009
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2009 ECONOMIC
OUTLOOK and
INVESTMENT
STRATEGY

The forecasters surveyed by
the Federal Reserve Bank of
Philadelphia see improved
prospects for growth in 2009
and over the next four
years, while the labor mar-
ket remains sluggish. GDP
growth for 2009 is now ex-
pected to be negative 2.6
percent (down from negative
2.8 percent) and core infla-
tion to be 1.7 percent. The
forecasters continue to see
little threat of accelerating
inflation. The unemployment
rate is expected to average
9.2 percent in 2009. The
Fed Funds rate, currently at
0.25 percent, is expected to
remain at this level through
the 2" quarter of 2010.

The duration of the portfolio
will continue decreasing as
securities mature and are
called. New security pur-
chases will be made as op-
portunities to obtain moder-
ate returns become avail-
able. The objective during
periods of low interest rates
is to keep the portfolio dura-
tion shorter, with greater
liquidity, so that the City is
in a position to purchase
securities with higher returns
when interest rates begin to
rise. The State Pool is cur-
rently near 0.40 percent and
will continue to decline as
the Fed Funds rate remains
at 0.25 percent. Total esti-
mated investment income
for 2009 is $2.8 million.

Investment Report continued

Liquidity

The target duration for the City's
portfolio is based on the 2 year
treasury rate which decreased
from 1.11 percent on June 30,
2009 to 0.95 percent on Septem-
ber 30, 2009. The average ma-
turity of the City’s investment
portfolio decreased from 1.81
years on June 30, 2009 to 1.52
years on September 30, 2009
due to the higher yielding securi-
ties being called on their call
dates. It is expected that the

Management Report as of SEPTEMBER 30,

2009 Page 9
Benchmark June 30, Sept. 30,
Comparison 2009 2009
City Yield to Maturity 2.84% 2.65%
(Ym™)
City Average YTM 3.12% 2.98%
City Year to Date Yield 3.29% 3.06%
State Pool Average Yield 0.94% 0.81%
2 yr Treasury Note Avg 0.95% 0.97%
YTM

higher yielding securities will continue to be called on their call dates as the interest rates of
the securities are higher than current rates.

Yield

The City Portfolio yield to maturity decreased

slightly from 2.84 percent on June 30, 2009 to
2.65 percent on September 30, 2009. Through
September 30, 2009, the City’s annual average
yield to maturity was 2.98 percent. The City's
portfolio outperformed the State Investment
Pool annual average yield to maturity of .81
percent and the 2 Year Treasury Note annual
average for 2009 of 0.97 percent due to the
rapid decline in interest rates. The City’s prac-
tice of investing further out on the yield curve
than the State Investment Pool results in earn-
ings higher than the State Pool during declining |
interest rates and lower earnings than the State

6.00%

InvestmentInterestRate Comparisons
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Pool during periods of rising interest rates. This

can be seen in the adjacent graph.
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Reserve Summary

General Operating Reserve

For the Cityds ORainy
established by fiscal policy at five percent of
the operating budget (excluding utility and
internal service funds). Each year, the target
amount will change proportional to the
change in the operating budget. To maintain
full funding, the increment between five per-
cent of the previous
current budget would be added or subtracted
utilizing interest income and year-end trans-
fers from the General Fund. It is a reserve to
be used for unforeseen revenue losses and
other temporary events. If the reserve is
utilized by the City Council, the authorization
should be accompanied by a plan for replen-
ishing the reserve within a two to three year
period.

Revenue Stabilization Reserve

The Revenue Stabilization Reserve was ap-
proved by Council in July 2003 and was cre-
ated by segregating a portion of the General
Operating Reserve. The purpose of this re-
serve is to provide an easy mechanism to tap
reserves to address temporary revenue short-
falls resulting from temporary circumstances
(e.g. economic cycles, weather-related fluc-
tuations in revenue). Council set the target
at ten percent of selected General Fund reve-
nue sources which are subject to volatility
(e.g. sales tax, development fees and utility
taxes). The Revenue Stabilization Reserve
may be used in its entirety; however, replen-
ishing the reserve will constitute the first
priority for use of year-end transfers from the
General Fund.

Contingency Fund

The Contingency Fund was established pursu-
ant to RCW 35A.33.145
with which to meet any municipal expense,
the necessity or extent of which could not
have been foreseen or reasonably evaluated
at the time of adopti
State law sets the maximum balance in the
fund at $.375 per $1,000 of assessed valua-
tion. This reserve would be used to address
unforeseen expenditures (as opposed to reve-
nue shortfalls addressed by the Revenue Sta-
bilization Reserve). The fund can be replen-
ished through interest earnings up to the
maximum balance or through the year-end
transfer if needed.
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unforeseen budgetary needs (general purpose reserves) or are other-
wise dedicated to a specific purpose (special purpose reserves).

Cityods

reserves

are | i

end of the biennium in the table below:

General Government & Utility Reserves Summary

sted

The

th th

ng

Reserves 2009-10 Est 2009 2009_ ) Revised 2009-10
End Balance | Auth. Uses [ Auth. Additions| End Balance
GENERAL PURPOSE RESERVES
Contingency . =~ 9 = © T nz,éjz4,51§ e54,750 2,269,765
General Capital Contingency 2,444,561 107,800 2,336,761
Park & Municipal Reserve:
General Oper. Reserve (Rainy Day) 2,712,836 2,712,836
Revenue Stabilization Reserve 1,082,380 | 1,000,000 82,380
Building & Property Reserve 2,059,669 2,059,669
Council Special Projects Reserve 271,960 101,875 170,085
Total General Purpose Reserves 10,895,921 | 1,264,425 9,631,496
SPECIAL PURPOSE RESERVES
Excise Tax Capital Improvement:
REET 1 8,370,417 | 2,349,314 6,021,103
REET 2 8,134,095 8,134,095
Equipment Rental:
Vehicle Reserve 6,421,787 6,421,787
Radio Reserve 36,000 36,000
Information Technology:
PC Replacement Reserve 494,373 494,373
Major Systems Replacement Reserve 247,900 247,900
Facilities Maintenance:
Operating Reserve 550,000 550,000
Facilities Sinking Fund 1,051,963 1,051,963
Impact Fees
Roads 3,429,578 3,429,578
Parks 237,809 237,809
Park Bond Reserve 558,981 558,981
Cemetery Improvement 523,405 523,405
Off-Street Parking 204,410 204,410
Tour Dock 70,175 70,175
Street Improvement 994,576 994,576
Firefighter's Pension 1,591,986 1,591,986
Park & Municipal Reserve:
Litigation Reserve 51,329 51,329
Labor Relations Reserve 67,183 67,183
. oPolice quRpr!r;en? R\éselrved e mp n |48,%9§ 48,093
LEOFF 1 Police Reserve 612,029 612,029
Facilities Expansion Reserve 800,000 800,000
Development Services Reserve 457,331 457,331
Tred10@iinanc@ N N u a | bju dgwmot| . 6 28,980
Donation Accounts 161,257 161,257
Revolving Accounts 86,175 86,175
Water/Sewer Operating Reserve 1,799,424 1,799,424
Water/Sewer Debt Service Reserve 826,759 826,759
Water/Sewer Capital Contingency 3,018,240 199,200 2,819,040
Water/Sewer Construction Reserve 9,444,066 9,444,066
Surface Water Operating Reserve 394,485 394,485
Surface Water Capital Contingency 617,690 617,690
Surface Water-Transp. Related Rsv 1,302,179 23,000 1,279,179
Surface Water Construction Reserve 3,186,434 3,186,434
Total Special Purpose Reserves 55,819,109 | 2,571,514 53,247,595
Grand Total 66,715,030 | 3,835,939 62,879,091

No Council Authorized Additions as of September 30, 2009.

Management Report as of SEPTEMBER 30,
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Reserve Summary continued
USES AND ADDITIONS HIGHLIGHTS

Management Report as of SEPTEMBER 30,

2009 Page 11

RESERVE AMOUNT DESCRIPTION
[2009 Council Authorized Uses |
Contingency $54,750  Verizon franchise negotiations
General Capital Contingency $64,000 Downtown Transit Center

$43,800 NE 73rd Street Sidewalk additional funding
Revenue Stabilization Reserve $1,000,000 Backfill General Fund revenue deficit
Council Special Projects Reserve $2,000 Council Retreat facilitator

$26,000 Funding for federal lobbyist services for 2009.

$25,000 Funding for Neighborhood Connections in 2010.

$20,000  Hopelink relocation

$13,770 Flexpass program

$10,105  Bank of America project review process

$5,000 Council special investigation
Excise Tax Capital REET 1 $2,349,314  Municipal Court Building purchase
Water/Sewer Capital Contingency $54,000 Additional funding of $54,000 for telemetry system upgrades at Supply Station #2 to coincide with a
City-wide upgrade of telemetry panels at other water facility sites.
$128,000  Funding for the completion of the 2009 Water System Improvement Project.
$17,200 NE 73rd Street Sidewalk (watermain replacement) additional funding
$23,000 Downtown Transit Center (surface water component)

12009 Council Authorized Additions

No Council Authorized Additions as of September 30, 2009

General Government & Utility Reserves Targets Summary

Reserves Revised 2009-10 2009-10 | Over (Under)
End Balance Target Target
GENERAL PURPOSE RESERVES
Contingency 2,269,765 4,915,571 (2,645,806)
General Capital Contingency 2,336,761 9,032,430 (6,695,669)
Park & Municipal Reserve:

General Oper. Reserve (Rainy Day) 2,712,836 3,567,649 (854,813)

Revenue Stabilization Reserve 82,380 2,188,803 (2,106,423)

Council Special Projects Reserve 170,085 250,000 (79,915)
General Purpose Reserves with Targets 7,571,827 19,954,453 |(12,382,626)

SPECIAL PURPOSE RESERVES
Excise Tax Capital Improvement:

REET 1 6,021,103 1,653,500 4,367,603

REET 2 8,134,095 8,477,130 (343,035)
Firefighter's Pension 1,591,986 1,103,000 488,986
Park & Municipal Reserve:

Litigation Reserve 51,329 50,000 1,329
Water/Sewer Operating Reserve 1,799,424 1,799,424 0
Water/Sewer Debt Service Reserve 826,759 826,759 0
Water/Sewer Capital Contingency 2,819,040 3,018,240 (199,200)
Surface Water Operating Reserve 394,485 394,485 0
Surface Water Capital Contingency 617,690 617,690 0
Special Purpose Reserves with Targets 22,255,911 17,940,228 4,315,683
Reserves without Targets 33,051,353 n/a n/a
Total Reserves 62,879,091 n/a n/a

The summary above details all Coun-
cil authorized uses and additions to
each reserve through September
20089.

An additional transfer of $1
million from the Revenue Sta-
bilization Reserve was ap-
proved with mid-year budget
adjustments, which effec-
tively uses up this reserve as
a resource.

The table to the left compares
the revised ending balance to the
targets established in the budget

process for those reserves with
targets.
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The Financial Management Report (FMR) is a high-level
status report on the City’s financial condition that is
produced quarterly.

It provides a summary budget to actual com-
parison for year-to-date revenues and expendi-
tures for all operating funds. The report also com-
pares this year’s actual revenue and expenditure
performance to the prior year.

The Sales Tax Revenue Analysis report takes a
closer look at the City’s largest and most economi-
cally sensitive revenue source.

Economic environment information provides a
brief outlook at the key economic indicators for the
Eastside and Kirkland such as office vacancies, resi-
dential housing prices/sales, development activity,
inflation and unemployment.

The Investment Summary report includes a brief
market overview, a snapshot of the City’s invest-
ment portfolio, and the City’s year-to-date invest-
ment performance.

The Reserve Summary report highlights the uses
of and additions to the City’s reserves in the cur-
rent year as well as the projected ending reserve
balance relative to each reserve’s target amount.

Economic Environment Update References:

e Consumer confidence slips in September, Market Watch, September 29, 2009

e Pacific Northwest purchasing managers’ optimism falls slightly, Puget Sounds Business Journal, October 6, 2009

e Jon Talton, A look east for signs of a global recovery, The Seattle Times, October 8, 2009

e Anne D'Innocenzio (AP), Stores say sales may finally be turning around, The Seattle Times, October 9, 2009

e  Camden Swita, Eastside.: Housing market stirs east of Seattle, Puget Sound Business Journal, October 30, 2009

e Poll finds subdued expectations for Washington’s economy, The Seattle Times, October 30, 2009

e (B Richard Ellis Real Estate Services, Market View Puget Sound, Third Quarter 2009

e U.S. Bureau of Labor Statistics

e  Washington State Economic & Revenue Forecast Council
e Washington State Employment Security Department

e  Washington State Department of Revenue

e  Washington State Department of Labor & Industries

e ity of Kirkland Building Division

e ity of Kirkland Finance Department
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