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Key to revenue trend indicators:

This report reflects revenue collections

APOSITIVE A = Positive variance of >+2% compared to prior year actual.

and expenditures through September 30,
2018. The above table reflects

<ANEUTRAL» = Variance of -1% to +2% compared to prior year actual.

differences when compared to the current

WARNING @ = Negative variance of -1% to -4% compared to prior year actual.

budget’s projection and the prior year’'s

VNEGATIVEY = Negative variance of >-4% compared to prior year actual.

actual.

e General Fund receipts are 6.2% more than the year-ago level. Expenditures are 8.7% more than the year-ago
level with departmental expenditures and operating transfers out more than the year-ago level by 5.6% and
107.8%, respectively. See pages 3-13 for details. Utility Tax, Franchise Fee and Contract Payment receipts are
less than the year-to-date budget projection and year-ago level by 5.6% and 0.2%, respectively.

e Street Fund receipts are 8.4% more than the year-ago level. The General Fund is withholding its support until
the Street Fund has a need. Operating expenditures, excluding transfers out, are 6.2% less than the year-ago
level. Itis important to note that the transfers out included a one-time transfer of $630,645, which was planned
for in the 2018 Final Budget, of fund balance in excess of the Street Fund’s minimum required balance of
$254,700 back to the General Fund. The City Manager intends to set these monies aside in reserve for future
improvements for a maintenance facility. Fuel Tax revenue receipts are 1.3% more than the year-ago level. See

page 14 for details.

e Surface Water Utility (SWM) Fund receipts are 43.8% more than the year-ago level. Storm drainage fees are
46.3% more than the year-ago level. Surface Water Utility operations expended 39.1% of the Operating Budget,
which is 20.2% more than the year-ago level. Capital projects expended 58.6% of the Capital Budget, which is
22.6% less than the year-ago level. See page 18 for details.

¢ Real Estate Excise Tax revenue receipts are 6.0% less than the year-ago level. See page 17 for details.

e More information on each budget by fund and the scope and timing of capital projects, including updated
estimates, can be found in the City’'s 2019-2020 Proposed Biennial Budget and 2019-2024 Capital Improvement
Plan book on pp. 251-276 and 302-415, respectively available at the following link:
http://www.shorelinewa.gov/home/showdocument?id=41089
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GENERAL FUND REVENUE OVERVIEW

GENERAL FUND EXPENDITURE OVERVIEW

1. City Manager's Office includes City Clerk, Communications, Intergovernmental Relations, Economic Development, Property Management and Light Rail Stations.
2. Community Services includes Neighborhoods, Customer Response Team, Emergency Management Planning, and Human Services.
3. Administrative Services includes Finance, Budget, Purchasing, Information Technology, and Fleet & Facilities.
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GENERAL FUND FINANCIAL OVERVIEW

Revenues Expenditures
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The Current Budget reflects the planned use of Fund Balance for one-time investments and transfers in from other funds
as provided in the City’s financial policies. Operating Receipts/Expenditures reflects revenues or expenditures to provide
services accounted for within that fund.

Revenues

General Fund revenue received reflects a year-over-year increase of 6.2%. The following pages present a detailed
analysis of various General Fund revenue sources. The following are highlights comparing 2018 to 2017 for the General
Fund:

e Property tax receipts are 3.5% more than those for 2017.

e Sales tax receipts, which reflect activity from December 2017 through July 2018, are more than the budget’'s
year-to-date projection by 9.4% and 2017 collections by 8.5%.

e Intergovernmental Revenue receipts are 6.1% more than the year-ago level. Receipts from sources other than
Sound Transit reimbursements total $823,261 and are 12.0% more than the year-ago level due to the receipt of
additional marijuana excise tax.

e Utility Tax, Franchise Fee and Contract Payment receipts are less than the budget projection and year-to-date
year-ago level by 5.6% and 0.2%, respectively.

e Local development activity in 2018, in terms of the number of building permits pulled for new construction and
remodels, is less than the year-ago level; however, the value is $87.8 million more. Additionally, some permit
revenue from the Shoreline School District projects has been deferred but will be posted later this year.

Expenditures
Departments spent $27.079 million, or 59.9%, of the Operating Budget. This level of expenditures is 5.6% more than the

year-ago level. The General Fund transferred $1.7 million, or 40.7%, of its budgeted support to other funds. This level is
107.8% more than the year-ago level, largely due to timing of support needed for capital projects.

Total expenditures, including transfers out, representing expenditure of 58.3% of the Current Budget, are 8.7% more than
the year-ago level.
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Property tax payments are due to King County in April and
October. The County then must remit the City’s portion
resulting in the majority of collections occurring in the second

$15.0 % of Allowable Levy

2 $10.0 and fourth quarters. Receipts for 2018 and 2017 as a
2 percentage of the budgeted projection are at 54.7% and
E $5.0 53.8%, respectively. In terms of the allowable levy, which in
many cases is different than the budgeted projection, receipts
$0.0 for 2018 and 2017 are 54.3% and 54.8%, respectively, which
2018 2017 indicates that collections are on track with historical trends.
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In 2017, the Regional Transit Authority Tax increased the sales tax rate by 0.5% to 10.0% on April 1, 2017 to expand and
improve transit facilities in King, Pierce, and Snohomish Counties. For 2018 the rate remained at 10% with the City’s
portion accounting for 0.85% of the rate.

Sales Tax receipts, which reflect activity from December 2017 through July 2018, are more than the budget’s year-to-date
projection by $530,388, or 9.4%, and 2017 collections by $484,344, or 8.5%. The following chart and table reflects a
comparison of sales tax receipts by year:
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The tables on the following page help illustrate the performance of various sectors. The first table presents a condensed
view of the four primary categories of Construction; Retail Trade; Hotels and Restaurants; and All Others. The second
table presents a breakdown of the Retail Trade category and highlights specific industry economic performance in
comparison to previous years.

Receipts from the Construction sector are more than the year-ago level by 30.4% but the Retail Trade and
Hotels/Restaurant sectors saw minimal growth at 1.9% and 0.5%, respectively. Within the Retail Trade sector, decreases
in automotive, nonstore retailers were offset by growth in miscellaneous store retailers.
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SALES TAX (CONTINUED)
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Local Criminal Justice Sales Tax receipts are 8.6% more than the year-ago level. Thus far this year 77.5% of the amount
budgeted has been received as compared to 75.9% received during the same period last year. Receipts are 5.1% more

than the year-to-date budget projection.

The result for Local Criminal Justice Sales Tax receipts is not commensurate with the result for Sales Tax receipts
because the distribution of Local Criminal Justice Sales Tax is based on the city’s population and the amount of sales tax

collected throughout all of King County.

INTERGOVERNMENTAL REVENUE
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Intergovernmental revenue sources are comprised primarily of funding for criminal justice programs, liquor excise tax,
liquor board profits, and reimbursement from Sound Transit per the Expedited Permitting and Reimbursement Agreement.
The first bill to Sound Transit was paid in the fourth quarter of 2016 and the balance of the reimbursement is anticipated to
be received in 2018 as work on the project continues. Total receipts are 6.1% more than the year-ago level. Receipts
from sources other than Sound Transit reimbursements total $823,261 and are 12.0% more than the year-ago level due to

the receipt of additional marijuana excise tax.
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GAMBLING TAX, UTILITY TAX, FRANCHISE FEE & CONTRACT PAYMENTS
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IMPORTANT NOTE: There are important changes effective January 1, 2019. The Business & Occupation (B&O) Tax
becomes effective in Shoreline. The City will also begin using a combined tax form for B&O Tax, Utility Tax and Gambling
Tax. To support the implementation of these changes, the City is partnering with FileLocal as its taxpayer portal which
allows users to transact business with multiple cities in one virtual location. Businesses will be able to link existing
business licenses on FileLocal after January 1, 2019. Doing so will allow the City to send to the business electronic
communications regarding license renewal and tax filings. Please visit shorelinewa.gov/businessoccupationtax for more
information.

The City levies tax on gross operating revenues for gambling and utility operations as shown in the table below. The
City’s agreement with Seattle City Light imposes a six percent contract fee on total electrical revenues. The City also has
franchises with water and cable services with fees imposed at 6% and 5%, respectively. The Shoreline Municipal Code
should be consulted to determine if specific deductions and credits are allowed.

Amusement Games 2.0% 2.0%
Bingo/Raffles 5.0% 5.0%
Card Rooms 10.0% 10.0%
Pull Tabs/Punch Boards 5.0% 10.0%
Cable 6.0% 6.0%
Natural Gas 6.0% 6.7%
Telephone/Cellular/Pager 6.0% 6.4% to 6.6%
Solid Waste 6.0% 6.5%
Storm Drainage 6.0% 6.0%

Gambling tax receipts presented in this report largely reflect only those taxes calculated through the second quarter since
third quarter gambling tax returns are not due to the City until October 30. Total gambling receipts, including late payment
penalties, in the amount of $740,549 are 6.8% less than 2017 collections. Activity has declined year-over-year from pull
tab/punch board and card game activity by 15.2% and 5.9%, respectively.

Utility Tax, Franchise Fee and Contract Payment receipts, in the amount of $5,074,987, are less than the year-to-date
budget projection and year-ago level by 5.6% and 0.2%, respectively. Activity through the third quarter presented in this
report does not reflect third quarter payments for the garbage utility tax and water and cable franchise fees, which are
typically received in late October.

2018 THIRD QUARTER FINANCIAL REPORT 9



http://shorelinewa.gov/businessoccupationtax

2018 THIRD QUARTER
FINANCIAL REPORT

The chart below shows the five-year average plus or minus one- and two-standard deviations with the projection for third
quarter receipts totaling between $1,647,326 and $2,001,220. Third quarter receipts totaled $1,644,697.

Utility Tax, Franchise Fee & Contract Payment Receipts by Quarter
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DEVELOPMENT REVENUE
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Development revenue receipts exhibit a year-over-year
increase of 22.0% and are more than the budget projection by
25.3%.

Local development activity in 2018, in terms of the number of
building permits pulled for new construction and remodels, is
less than the year-ago level but valuation is significantly
higher. In 2018, 47 fewer permits have been issued for new
single-family residences, with a value that is $10.1 million less,
as compared to the year-ago level. Eighteen more permits
have been issued for commercial / multi-family construction
(new and remodels), with a value that is $97.9 million more
than the year-ago level.

Valuation of 268 building permits for new construction and remodels totals $143.9 million and is comprised of 15.3%
residential and 84.7% commercial / multi-family valuation. In 2017 valuation of 297 permits totaled $56.1 million and was
comprised of 57.1% residential and 42.9% commercial / multi-family construction.
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PARKS AND RECREATION REVENUE

Millions
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Parks and Recreation revenue receipts are 5.6% more than the year-ago level with receipts for general recreation

programs more than the year-ago level by 15.7%. Receipts for facility rentals and the Shoreline Pool are less than the

year-ago level by 6.2% and 1.2%, respectively.

RECREATION REVENUE BY PROGRAM AREA
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INVESTMENT INCOME
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Investment earnings are more than the year-ago level by 97.6% as a result of rising interest rates. The City’s investment
policy adheres to strict standards as prescribed by federal law, state statutes, and local ordinances, and allows the City to
develop an investment model to maximize its investment returns with the primary objectives of safety and liquidity.
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STREET FUND
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Total receipts, excluding transfers in, are 8.4% more than the year-ago level. The Motor Vehicle Fuel Excise Tax,
commonly referred to as Gas Tax, is levied by the State on a per gallon basis, distributed monthly on a per capita basis to
the City of Shoreline, and placed in the Street Fund. Fuel Tax revenue receipts are 2.2% more than the year-ago level.
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Operating expenditures, excluding transfers out, are 6.2% less than the year-ago level. Expenditures, including transfers
out, are 50.0% more than the year-ago level. This is largely attributable to a one-time transfer of $630,645, which was
planned for in the 2018 Final Budget, to transfer fund balance in excess of the Street Fund’s minimum required balance of
$254,700 back to the General Fund. The City Manager intends to set these monies aside in reserve for future
improvements to a maintenance facility.
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Revenue receipts are 6.2% less than the year-ago level. The year-over-year change in Transfers In is mainly attributable
to transfers in totaling $943,637 from the General Fund in support of the Police Station at City Hall project. Transfers Out
are comprised of transfers to the General Fund for overhead and the Limited Tax General Obligation Bond Fund for City

Hall debt service payments.

Capital Budget expenditures are 117.8% more than the year-ago level. Capital expenditures are impacted by the timing

of construction schedules.

More information on the scope and timing of capital projects, including updated estimates, can be found on pp. 302-324 of
the City's 2019-2020 Proposed Biennial Budget and 2019-2024 Capital Improvement Plan book available at the following

link: http://www.shorelinewa.gov/home/showdocument?id=41089
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Revenue receipts are 33.3% less than the year-ago level. Capital projects expended 33.8% less than the year-ago level.
Capital expenditures are impacted by the timing of construction schedules. More information on the scope and timing of
capital projects, including updated estimates, can be found on pp. 344-375 of the City’s 2019-2020 Proposed Biennial
Budget and 2019-2024 Capital Improvement Plan book available at the following link:
http://www.shorelinewa.gov/home/showdocument?id=41089

The 2018 budget includes one-time transfers from the General Fund in support of the following capital projects listed in
the table below. Funds are transferred from the General Fund as expenditures are incurred by the projects; therefore, the
transfer of the balance of the amount spent year-to-date, up to the amount of General Fund support budgeted, will be

reflected in the 2018 Year End Financial Report.
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REAL ESTATE EXCISE TAX

Real Estate Excise Tax Receipts by Year
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Real Estate Excise Tax (REET) revenue receipts, in the amount of $2,682,477 are $169,993, or 6.0%, less than the year-
ago level. The number of transactions through the third quarter are down 8.8% as compared to the year-ago level. Of
these transactions, 85 had a value that is greater than $1 million and accounted for 33.2% of the valuation/taxes. That is,
11.4% of transactions through the third quarter accounted for 33.3% of the valuation/taxes.
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SURFACE WATER UTILITY FUND
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The Surface Water Utility Fund (SWM) includes both on-going operational programs and capital projects with both being
reflected in the total expenditures and revenues for the fund.

Revenue receipts are 43.8% more than the year-ago level. SWM ongoing revenues include storm drainage fees and
investment interest earnings. Storm Drainage Fees totaled $3,187,137 and are 46.3% more than the year-ago level.

Expenditures, including transfers out, are 1.8% more than the year-ago level. Surface Water Utility operations expended
39.1% of the Operating Budget, which is 20.2% more than the year-ago level. Capital projects, excluding transfers out,
expended 58.6% of the Capital Budget, which is 22.6% less than the year-ago level. Capital expenditures are impacted
by the timing of construction schedules.

More information on the scope and timing of capital projects, including updated estimates, can be found on pp. 380-415 of
the City’'s 2019-2020 Proposed Biennial Budget and 2019-2024 Capital Improvement Plan book available at the following
link: http://www.shorelinewa.gov/home/showdocument?id=41089
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The City's investment policy adheres to strict standards prescribed by federal law, state statutes, local ordinances, and
allows the City to develop an investment model to maximize its investment returns within the primary objectives of safety
and liquidity.

Our yield objectives are very important and, pursuant to policy, the basis used by the City to determine whether the
market yields are being achieved is through the use of a comparable benchmark. Our benchmark has been identified as
the current yield to maturity of the Washington State Local Government Investment Pool, which had been the City's
primary mode of investment prior to adopting our Investment Policy. As of September 30, 2018, the City’s investment
portfolio, excluding the State Investment Pool had a current weighted average rate of return of 1.9392%. This is slightly
less than 2.0597% the rate of return of the State Investment Pool.

Total annual investment interest earnings through September 30, 2018 were $428,627 which is 226% of $190,050 (2018's
total budgeted investment earnings). The better than expected investment earning is a reflection that the economy is
doing well and it helped to push interest rates up steadily. For example, the interest rate for the State Investment Pool on
January 1, 2018 was 1.4268% and on September 30, 2018 it was 2.0597%.

As of September 30, 2018, the City’s investment portfolio had a fair value of nearly $34.95 million. Approximately 71% of
the investment portfolio was held in U.S. government instrumentality securities, and 29% was held in the Washington
State Investment Pool. The City's investment portfolio valued at cost as of September 30, 2018 was slightly over $35.13
million. The difference between the cost and the market value of the portfolio represents either the loss or the gain of the
portfolio if the City were to liquidate investments as of the day that the market value is stated. This would only be done if
the City needed to generate cash. The City holds all of its investments until the scheduled maturity date, and therefore
when the investments mature the principal market value should equal the cost of the investment. The City also holds
sufficient investments within the State Pool to allow for immediate cash liquidation if needed.
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Settlement Investment Yield To  Unrecognized Market Value
Investment Instruments CUSIP # BROKER Date Maturity Date Par Value Cost Maturity Gain/(Loss) 9/30/18
TREASURY 0.875 912828TH3  PiperJaffray 06/22/18 07/31/19 1,000,000 983,580 2.3854% 2,318 985,898
FFCB 1.375 3133EFSW8  Alamo Capital 12/21/15 12/21/18 1,000,000 999,000 1.3750% (1,224) 997,776
FHLB 1.18 3134G8L80  PpperJaffray 11/10/17 02/19/19 2,000,000 1,988,820 1.6243% 1,750 1,990,570
Financial
FNMA 1.250 3136G3EA9  Northw estern 03/29/16 03/29/19 1,000,000 999,500 1.2500% (5,246) 994,254
FHLB 2.25 3130AEAG5  PpperJaffray 05/04/18 05/03/19 1,000,000 1,000,000 2.2500% (1,402) 998,598
FHLB 4.375 3133XTYY6  PperJaffray 05/02/18 06/14/19 1,000,000 1,022,530 2.3174% (9,525) 1,013,005
FFCB 1.18 3133EGPDL  PpperJaffray 11/08/17 08/01/19 2,000,000 1,983,300 1.6712% (6,254) 1,977,046
FHLB 1.55 3130ACJ88  1st Empire 11/02/17 09/27/19 2,000,000 1,996,626 1.6400% (20,510) 1,976,116
FNMA 1.250 3136G4AP8  PpperJaffray 12/31/16 09/30/19 2,000,000 2,000,000 1.2500% (27,808) 1,972,192
FNMA 1.0 3135GOR39  PpperJaffray 04/25/18 10/24/19 1,000,000 979,490 2.4054% 2,867 982,357
FNMA 1.0 3135GOR39  PpperJaffray 04/25/18 10/24/19 1,000,000 979,490 2.4054% 2,867 982,357
FHLB 1.375 3130AA3R7  PpperJaffray 06/27/18 11/15/19 1,000,000 985,140 2.4054% (53) 985,087
FNMA 1.20 3136G3TF2  PperJaffray 07/16/18 12/30/19 1,000,000 980,780 2.5533% 431 981,211
FFCB 1.55 3133EG3J2  PperJaffray 08/13/18 01/10/20 1,020,000 1,005,924 2.5533% (1,615) 1,004,309
FHLMC 1.0 3134GBEB4  1st Empire 03/31/17 03/27/20 1,000,000 999,700 1.7000% (15,602) 984,098
Multi-Bank
FHLMC 1.75 3134GBYR7  Security 07/27117 07/27/20 1,000,000 1,000,350 1.7145% (19,879) 980,471
FHLMC 2.85 3134GSYC3  PpperJaffray 09/28/18 09/28/20 1,000,000 1,000,000 2.8500% (1,928) 998,072
Time Value
FNMA 1.875 3136G4QF3  Investment 10/30/17 10/30/20 2,000,000 1,999,680 1.8805% (44,248) 1,955,432
Time Value
FHLB 2 3030ACU36  Investment 1211117 12/11/20 1,000,000 997,684 2.0800% (19,718) 977,966
Financial
FHLB 2.125 3130ACZD9  Northw estern 12/29/17 12/29/20 1,000,000 1,000,000 2.1250% (18,551) 981,449
Sub Total - Investments $ 25020000 $ 24,901,594 $  (183,330) $ 24,718,264
State Investment Pool 10,231,915 2.0597% 10,231,915
Sub Total - State Investment Pool and Opus Bank Interest Checking 10,231,915 10,231,915
Total LGIP + Investments $ 35,133,509 $  (183,330) $ 34,950,179
Portfolio Diversification
Amount at Amount at Amount at Amount at
Instrument Type Percentage Cost Market Value Broker Percentage Cost Market Value
FFCB 11.4% $ 3988224 $ 3,979,131 Alamo Capital 2.8% $ 999,000 $ 997,776
FHLB 25.5% 8,990,800 8,922,791 Financial Northw estern 5.7% 1,999,500 1,975,703
FHLMC 8.5% 3,000,050 2,962,641 1st Empire 8.5% 2,996,326 2,960,214
FNMA 22.5% 7,938,940 7,867,803 Time Value Investment 8.5% 2,997,364 2,933,398
FICO STRIP PRIN SER D-P 2.8% 983,580 985,898 PiperJaffray 42.4% 14,909,054 14,870,702
Multi-Bank Security 2.8% 1,000,350 980,471
State Investment Pool 29.3% 10,231,915 10,231,915 State Investment Pool 29.1% 10,231,915 10,231,915
Total LGIP + Investments 100% $ 35133509 $ 34,950,179 Total LGIP + Investments 100% $ 35,133,509 $ 34,950,179
Investments by Fund
Total Market
LGIP State Total LGIP + Unrecognized Value of 2018
Investments Investment Investments at Gain/(Loss) Investments Budgeted 2018 Actual
at Cost as of Pool as of Cost by Fund as of by Fund as of Investment Investment Over/(Under)
Fund 9/30/2018 9/30/2018 as of 9/30/2018 9/30/2018 9/30/2018 Earnings Earnings Budget
001 General $ 9,088,668 $ 3,734,479 $ 12,823,147 $ (66,912) $ 12,756,234 $ 69,000 $ 235,056 $ 166,056
101 Street 205,743 84,538 290,281 (1,515) 288,766 2,500 5,991 3,491
107 Code Abatement 271,543 111,575 383,119 (1,999) 381,120 550 4,161 3,611
108 Asset Seizure 45,900.32 18,860.16 64,760.48 (337.93) 64,423 - 1,778 1,778
109 Public Arts 203,316 83,541 286,858 (1,497) 285,361 - 3,404 3,404
112 Fed Drug Enforcement 16,330 6,710 23,040 (120) 22,920 200 506 306
117 Transportation Impact Mitigation 2,196,795 902,650 3,099,445 (16,173) 3,083,272 1,500 26,859 25,359
118 Parks Impact Fees 21,530 8,847 30,376 (159) 30,218 - 26 26
190 Revenue Stabilization 3,656,189 1,502,306 5,158,495 (26,917) 5,131,577 - - -
301 General Capital 892,119 366,566 1,258,685 (6,568) 1,252,117 35,987 20,190 (15,797)
312 City Fac-Mjr Maint 60,780 24,974 85,754 (447) 85,306 883 1,107 224
330 Roads Capital 4,014,541 1,649,551 5,664,092 (29,556) 5,634,536 29,656 59,970 30,314
331 Trans Bene Dist 948,860 389,881 1,338,741 (6,986) 1,331,756 - 11,342 11,342
401Surface Water Utility Fund 1,064,338 437,330 1,501,668 (7,836) 1,493,833 41,774 23,577 (18,197)
405 Wastew ater Fund 270,657 111,211 381,869 (1,993) 379,876 - 3,702 3,702
501 Vehicle Oper/Maint 145,383 59,737 205,120 (1,070) 204,050 - 3,072 3,072
503 Equip Dep Replace 1,750,598 719,310 2,469,908 (12,888) 2,457,020 8,000 27,146 19,146
505 Unemployment 48,302 19,847 68,150 (356) 67,794 - 741 741
650 Agency Fund Admin - - - - - -
Total Investments $24901,594 $ 10,231,915 $ 35133509 $ (183,330) $ 34,950,179 $ 190,050 $ 428627 $ 238,577
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