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FISCAL YEAR 2011‐12  
CITY MANAGER’S BUDGET MESSAGE

July 1, 2011

The Honorable Mayor Hoffman

Members of the Lake Oswego City Council

Dear Mayor Hoffman & Members of City Council:

The 2011-12 Adopted Budget is a $169.3 million spending plan 

adopted by the City Council on June 21, 2011. The Budget is 

balanced but sacrifices some initiatives and utilizes reserves 

in order to fund key community and Council priorities while 

maintaining core service levels.

This budget message provides a comprehensive summary 

of the City’s 2011-12 spending plan including the major 

themes and issues that affect the budget. First, I’ll provide a 

summary of the background and philosophy of developing 

this year’s budget and the key issues that influence the 

development of a balanced budget. Second, I’ll review the 

overall spending plan including the operating and capital 

budgets followed by a discussion of the City’s reserves. Third, 

a summary of revenues and resources is presented. Finally, 

the budget committee process is reviewed and the key issues, 

challenges, changes, and other highlights of this year’s budget 

and their implications for City revenues and expenditures  

are discussed.

The Adopted Budget is the result a remarkable effort of 

City staff, citizens, and elected officials working together 

to create a spending plan that reflects our community’s 

values and priorities. While this process is never easy, the 

intensive public process and collaborative effort by your City 

staff produces better results for our community. Staff looks 

forward to continue to build the public partnerships and seek 

improvements to the process.
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INTRODUCTION

Background & Philosophy

The 2011-12 Budget is my third as your City Manager as well as 

the third City Budget developed through a struggling economy. 

I’m proud to say that through careful management, we have 

been able to preserve much of the quality services that make 

Lake Oswego unique in the region. The economic conditions 

that plunged our nation into the worst recession since the 

Great Depression, has forced local governments to shift to a 

new paradigm of delivering public service. While the signs of 

recovery are beginning to emerge, governments at all levels 

still struggle to adapt to the new climate of slower revenue 

growth, critical infrastructure needs, and rising costs to 

provide basic services. In this new model, governments must 

be adaptive and proactive to these changing conditions in 

order to be prepared to act accordingly to shifting community 

priorities and needs.

Economic conditions can be a catalyst for change. It is the 

responsibility of your government to be responsive to these 

changes, and find the best value for providing the services 

necessary to maintain prosperity while meeting the needs and 

expectations of our current and future citizens. This requires 

continued strategic investment in infrastructure while 

balancing the ongoing services expected by our community. 

This tightrope act can at times disappoint differing groups 

within the community. There are those who argue for “less 

investment” and “fewer services” to save costs and those who 

see the value of continued investment leading to a greater 

value within the community. These are also the difficulties 

that you must now struggle with when considering a spending 

plan that accomplishes both  —  secure the immediate needs 

of the community while addressing the long term needs to 

deliver public services.

Despite these challenges, our financial condition remains 

strong, in part, because of our ability to manage through this 

balancing act. Recent Council decisions have helped ease us 

through the fiscal crisis making difficult trade-offs in order 

to adapt to the new paradigm. For example, since 2009, we 

adapted through several strategies as affirmed by the Budget 

Committee and City Council:
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• Operationally, we eliminated several vacant positions 

including a Deputy Fire Marshall, 2 Planners, 1 Police 

Officer and 1 Community Service Officer; shifted several 

positions to new priorities such as the LOIS project and 

LO-Tigard Project, and the Comprehensive Plan Update; 

conducted layoffs in our Building Division; re-organized 

our Community Development Department to gain 

efficiencies in our Public Works and Planning activities; 

consolidated several Funds into one General Fund; and 

shifted to an annual budget process to be able to better 

respond to the changing economic conditions.

• Through strategic investing, the City created its 

Economic Development program to assist and grow 

our business community; strengthened our Finance 

Department; developed a 5-Year forecast of the General 

Fund to help position our finances for the future; set-

aside funds to prepare for PERS contribution increases; 

and adjusted our utility rates to make necessary 

investments in our water and sewer systems. All of this 

was accomplished by maintaining our property tax rate 

and re-affirming our AAA bond rating.

This year presented a new set of challenges under this new 

paradigm. The Budget reflects the funding of new community 

priorities such as increasing City financial assistance to the 

Lake Oswego School District as well as the financial obligation 

to begin to pay principal on the line of credit for the West End 

Building. Together, these two items were major stressors in 

balancing the General Fund budget and resulted in City Council 

directed service trade-offs.

Budget Development Principles

The Budget was developed using a set of guiding principles 

adopted by Council. Especially in facing service reduction 

decisions, having Council-approved guiding principles to 

prioritize City services proved invaluable for the budget 

development process. The following principles aided in the 

decision process:

1. Public safety will be funded responsibly maintaining 

reasonably minimum levels of protection.

2. The City will invest in baseline City services and clarify 

which services are “core” and which are “discretionary.”

3. Invest in programs, services, and capital that promote 

long-term prosperity.

4. Look for opportunities to leverage existing resources 

and to consolidate services within and across 

government agencies.

5. Move toward recovering the full cost of any fee-based 

service except where the Council and community see a 

clear public interest in providing a subsidy.

6. Cultural and social programs will be supported based 

upon funding availability.

7. Seek operational efficiencies first and revenue 

enhancement opportunities second.

8. Save for a rainy day and understand when it is 

appropriate to spend reserves.

ADOPTED BUDGET SUMMARIES

Total Budget and Budget Snapshots

The City’s total Adopted Budget of $169,270,377 includes 

all necessary appropriations for the next fiscal year as well 

as its unappropriated reserves. Total appropriations include 

expense categories for citywide spending of personal services, 

materials and services, transfers, debt service, capital outlay, 

and contingencies. In total, appropriations are 9% less than 

last year due primarily to the reduced capital expenses for the 

Lake Oswego Interceptor Sewer Project, which is scheduled 

for completion this year.
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2011-12 Adopted Budget 
Total Appropriations $ 152,044,243   
Total Unappropriated Reserves $ 17,226,134    
Total Budget $  169,270,337   

 
Operating Budget

The City’s total 2011-12 operating budget is $102,368,000. 

Breaking down the City’s operating budget into the expense 

categories of personal services, materials and services, 

transfers, and debt service, better categorizes the cost to fund 

ongoing City operations on a year-to-year basis.

Without the addition of a few major initiatives and budget 

drivers, the operating budget would remain virtually flat over 

last year’s spending levels. The major drivers of this year’s 
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operating costs are the $2 million in financial assistance to the 

Lake Oswego School District, the$ 20.2 million refinancing of 

the West End Building (which results in a zero-net effect to the 

City Budget), and the net difference for the full amortization of 

the West End Building. The City also transfers resources from 

the Water Fund to the Lake Oswego - Tigard Water Partnership 

Fund to account for the City’s portion of the joint project. This 

transfer, while important for project accounting, inflates the 

true operating cost for the City.

The single largest operational driver for local governments are 

employee costs. “Personal Services” costs include employee 

salaries, health insurance, retirement and other benefits, and 

represents over a third of the City’s total operating costs in 

2011-12. Next year’s increase in employee costs are attributed 

to an anticipated 19% rise in employer costs for health 

insurance premiums, the system-wide weighted average 

increase of City’s PERS rates of just under 4%, and assumed 

2% cost-of-living adjustments for the City’s represented 

employees, as negotiated. As a strategy to balance the 

budget and demonstrate leadership, the City’s unrepresented 

managers are foregoing any cost of living adjustments in 

the next fiscal year. This strategy will result in a savings of 

approximately $150,000 in salary and benefit roll-up costs.

The secondary cost driver for operations is materials and 

services. “Materials and Services” include contracts for 

specialized or technical services, outside legal services, 

small equipment and repairs, training and development, 

electricity and other utilities, and other material costs related 

to operations. It also includes non-capital one-time expenses 

that support ongoing operations.

Capital Budget

The City’s capital budget for 2011-12 is $24,130,000. The 

City’s capital budget includes all expenses that result in the 

acquisition of, or addition to, the City’s fixed assets such as 

land, buildings, major equipment, and utility infrastructure. 

It accounts for projects involving significant repairs, 

replacements, or upgrades to wastewater and water systems, 

street pavement, as well as the cost to replace vehicles.

The City continues to improve its capital planning efforts 

through the 5-year Capital Improvement Plan (CIP). The CIP 

provides a tool to identify and prioritize the capital investment 

needs and ensure funding through aligning the CIP with the 

annual budget. A significant improvement to this year’s 

CIP provides an approximate picture of what projects the 

City intends to undertake over the next five-years given the 

constraints of funding, staff resources and community desire. 

The CIP outlines expenditures of approximately $24.1 million 

in funded investments for FY 2011-12, which is reflected in 

the Adopted Budget. In total, the CIP identifies approximately 

$366.2 million for capital needs over the next five years, of 

which $250.3 million have identified funding sources.

The City Council reviews and approves the Capital Improvement 

Plan in conjunction with the Annual Budget adoption process. 

Upon approval of the five-year plan, the first year’s projects 

are incorporated into the Budget. The capital budget for each 

fund, as reflected in the CIP and Adopted Budget, is shown in 

the table below:
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2011-12 Citywide Operating Requirements 
Personal Services $   38,963,000 
Materials & Services  19,303,000 

LOSD Financial Assistance  2,000,000 
Debt Service  8,554,000    

WEB Full Amortization  1,100,000 
WEB Refinancing  20,200,000 

Transfers  6,873,000    
Water Fund to LO-Tigard Project  5,375,000 

Total Operating Requirements $ 102,368,000  

 2011-12 Adopted Capital Budget 
Fund 2011-12 

General Fund $ 830,000 
Street Fund  1,710,000 
Wastewater Fund (including LOIS)  5,371,000 
L.O. – Tigard Water Partnership  13,910,000 
Water Fund  1,010,000 
Surface Water Fund  322,000 
Systems Development Charges  720,000 
Other Funds  257,000 
Total Capital Budget $ 24,130,000 
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One of the major capital expenses budgeted for next year is 

for the Lake Oswego  —  Tigard Water Partnership Project. The 

Budget contains $13.9 million in spending for the next phases 

of the project which includes engineering design work on the 

Water Treatment Plant expansion and the system’s raw and 

treated water pipelines, pump stations, reservoirs, and the 

Clackamas River intake. The project, which will secure long 

term access and delivery of safe water from the Clackamas 

River to Lake Oswego and Tigard for years to come, has an 

estimated total cost of $230 million which will be funded by 

both communities. The project is scheduled to be complete 

by 2016.

I am particularly pleased to report that the Lake Oswego 

Interceptor Sewer (LOIS) Project is nearing completion. The 

capital budget includes the final $4 million for completing the 

award-winning project that replaces the interceptor sewer, the 

backbone of the City’s wastewater conveyance system. The 

project, which was originally projected to cost $126 million, 

will be completed on time and under $95 million.

Other capital expenses include $1.7 million for street projects 

including $1 million for the pavement preservation program 

and $450,000 for the Phase 2 expansion of the Rosemont 

Trail. The project will be funded by Parks System Development 

Charges.

Reserves

The City’s reserves consist of restricted funds for specific 

purposes and planned future expenditures, set asides for 

emergencies and unforeseen circumstances, and cash flow. 

Combined, the City’s total projected Ending Fund Balance is 

$42,772,377. The reserves in all Funds meet policy minimums 

for contingencies and ending fund balances, except for the 

Golf Fund, which continues to operate at a deficit and will 

require a transfer from the General Fund.

The change in balance reflects planned spending of built-up 

Water Fund revenues for the LO-Tigard Water Project, Surface 

Water and Street Fund projects, as well as shifting resources 

to create a portion of one-time assistance to the Lake Oswego 

School District from the General Fund. The $1,594,000 change 

in balance in the General Fund reflects the spending of 

unreserved fund balance realized through reduced spending 

in FY 10-11, budget tightening in FY 11-12, and using $414,000 

from the Library’s capital reserve.

General Fund Summaries

The General Fund accounts for the revenue and spending 

for the City’s general government operations that do not 

require separate accounting. It is the most recognized and 

scrutinized fund as it accounts for the City’s largest revenue 

source  —  property taxes — as well as all expenses related to 

police and fire, parks and recreation, planning, public library, 

adult community center, and administrative services.

The 2011-12 total General Fund Budget is $89,496,013. The 

General Fund’s operating budget, which excludes Capital 

Outlay, Contingency and Fund Balances, is $66,392,000.
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2011-12 General Fund Requirements Summary 
Personal Services $  31,367,000 
Materials & Services  10,213,000 

LOSD Financial Assistance  2,000,000 
Debt Service  450,000 

WEB Full Amortization  1,100,000 
WEB Refinancing  20,200,000 

Transfers  1,062,000 
TOTAL GENERAL FUND OPERATIONS $ 66,392,000 
Capital Outlay   830,000 
Contingency   6,207,000 
Unappropriated Ending Fund Balance  16,067,013 
TOTAL GENERAL FUND $    89,496,013 

 

 

2011-2012 Citywide Reserve Balances 
 Beginning Balance Ending Balance Change in Balance 
General Fund  $23,868,013 $22,274,013 $(1,594,000) 
Utility Funds & Public Works 27,585,937 19,064,937 (8,521,000) 
Other Funds 1,671,427 1,433,427 (238,000) 
City Total $53,125,377 $42,772,377 $(10,353,000) 
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The major changes incorporated in the General Fund’s 

operating budget include the $1.1 million increase in debt 

service for principal payments on the West End Building line 

of credit, the $2 million financial assistance payment to the 

Lake Oswego School District, and personal services expenses. 

But for the financial assistance to the School District and 

refinancing the West End Building, the General Fund Budget 

would be maintained at current year spending levels.

One-Time Expenses

General Fund Materials & Services also include a number 

of non-capital related one-time items for fiscal year 2011-

12. These items represent short-term projects or one-time 

expenses related to the ongoing operations of the City or to 

accomplish City Council goals and other community priorities. 

This year’s General Fund one-time expenses include:

• Streetcar Survey ($25,000);

• Streetcar Public Advisory Vote ($20,000);

• Public Safety Facility Siting and Concepts ($20,000);

• Adult Community Center Roof Repair ($11,000);

• ADP (payroll) Hosting Software Upgrade ($9,000);

• Repairs to Old Dock on the Willamette River ($55,000);

• Completion of Parks, Recreation, Natural Areas System 

Plan ($47,000);

• Improvements to Adult Community Center  

interior ($59,000);

• Funding Strategy for Lake Grove Village Center  

Plan ($75,000);

• Code Audit Implementation – Website Code 

Improvements ($15,000);

• Continue Comprehensive Plan Update ($75,000);

• Foothills Redevelopment Planning and Framework  

Plan ($775,000); and

• Financial Assistance to Lake Oswego School District 

($2,000,000).

General Fund Capital

Capital expenditures in the General Fund can include a 

range of projects and investments including parks, facilities, 

equipment, and other miscellaneous items that can be 

capitalized as assets. In total, capital expenditures for the 

General Fund amount to $830,000. The major expense is the 

urgent repairs and stabilization work to the hillside property 

at the Adult Community Center. Initial estimates suggest 

repairing the slope will cost approximately $350,000. Other 

General Fund capital expenses include:

• Fire Vehicle Replacement ($32,000);

• City Website Redesign and Upgrade ($80,000);

• Parks Maintenance Truck Replacement ($50,000);

• Parks Maintenance Mower Replacements ($84,000);

• Police Console Replacement ($38,000);

• Police Vehicle Replacement ($113,000); and

• Financial Software Update ($83,000).

Of note, the City does not have reserves for building 

maintenance and repairs or for future equipment 

replacements. Currently, the City makes investments in 

facilities and equipment as funding permits. As is often the 

case, substantial capital projects, such as new public facilities, 

are financed through bonds. However, recurring needs such 

as large capital repairs, park improvements, and vehicle 

purchases, are funded from year to year operations.

In the updated Capital Improvement Plan, over $70 million 

in projects are identified for replacing aging City facilities 

and equipment. The City is working on a plan to establish a 

building maintenance and repair fund as well as an equipment 

replacement fund. In a five-year forecast presented to the 

City Council, the plan identified the need to establish an 

equipment reserve fund and initiate that fund by transferring 

initial fund balance seed money into the reserve. This year, 

staff eliminated its planned initiation of a capital replacement 

funding programs to aid the School District. Next year, 

staff will again attempt to initiate a capital replacement  

fund program.

General Fund Reserves

The City’s General Fund reserves continue to be a testament 

to strong financial management and fiscal discipline. The 

2011-12 Budget meets all the City’s reserve requirements and 

set-asides while also using $1,594,000 in unreserved beginning 

fund balance in order to create available resources for a 

one-time financial assistance package to the School District.
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The General Fund’s reserve polices are a major factor in the 

City maintaining its coveted AAA bond rating and continuing 

to meet the combined reserve policy minimum of 30% is a 

priority for the staff and Council in creating short term and 

long term budget decisions. In order to maintain reserve 

policy minimums and requirements and shift revenues to 

the Lake Oswego School District, staff and the City Council 

implemented several strategies to reduce the 2010-11 

and the 2011-12 operating budget and re-allocate reserve 

designations. These strategies are discussed in further detail 

in a subsequent section of the Budget Message.

RESOURCES & REVENUES

The City’s total estimated resources include Beginning Fund 

Balances and revenues. The Beginning Fund Balance includes 

the unappropriated Ending Fund Balance from the preceding 

fiscal year and other resources not expensed during the 

previous year. Together, the unappropriated Ending Fund 

Balance and any resources not expended during the fiscal year 

become available as a resource to be appropriated in the next 

fiscal year. The 2011-12 city-wide beginning fund balance is 

$53,125,377. 

Revenues

The City receives revenue from a number of different 

sources including property taxes, service charges to other 

governmental organizations, charges for utility services, fines, 

permit fees, and fees for the use of the public right-of-way. 

Together, total projected revenue from all sources for 2011-12 

is $116,145,000. This includes both restricted and unrestricted 

revenues. Over half of the City’s revenue is restricted and can 

only be used for specific purposes. Unrestricted revenues are 

mostly collected into the General Fund and include property 

taxes, franchise fees, state shared revenues, and fines and 

forfeitures.

Property Taxes

The Adopted Budget maintains the current property tax rate 

at $4.97 per $1,000 of Assessed Value (AV). This is $0.065 

less than the total tax authority the City is authorized to levy. 

Overall, assessed values in Lake Oswego are projected to grow 

3.25% on current known AV, which is the smallest projected 

growth in several years. The 3% increase is attributed to the 

automatic growth in assessed values, which remain below 

market values for most properties in the City. The additional 

growth of 0.25%, is considerably smaller than previous years, 

and is attributed to the flat housing market and anticipated 

building activity within the City. The result of the growth in 

assessed values is a 2.3% increase in citywide property tax 

revenue. Because of the delay in property valuation and slow 

economic recovery, it is anticipated that slow property tax 

growth will continue for several years.

Franchise Fees

Franchise Fees are fees the City charges to private utilities 

for the use of the City right-of-way. The fee is a percentage 

rate on the Franchisee’s revenue generated in the City of Lake 

Oswego. Franchise Fee revenue are scheduled to increase in 

FY2011-12 on three of the City’s major private utility providers 

in order to generate more revenue to allocate to the Lake 
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General Fund Reserve Balances 
Restricted  
30% Operations (Fund Balance & Contingency Policy) $ 12,508,928 
Library Endowment   2,712,516 
ACC Endowment  1,818,590 
Building Permit Center Fund Balance  2,235,684 
Risk Management Contingency  250,000 
Tree Citations Reserve  67,028 
Amounts Designated for Future Use/Other  
TriMet Loan Repayment (avail. 9/2012) $ 1,576,267 
Set-aside for future Library capital  505,000 
Set-aside for Future Fire Truck  600,000 
TOTAL GENERAL FUND RESERVE BALANCE $ 22,274,013 

 

 2011-12 Citywide Resources and Revenues 

BEGINNING FUND BALANCES  $  53,125,377     

REVENUES   
Property Taxes    30,416,000 
Franchise Fees      2,810,000 
Intergovernmental    14,470,000 
Licenses & Fees     6,841,000 
Fines & Forfeitures     1,061,000 
Sales & Services    26,514,000 
Charges for Services  6,416,000 
Miscellaneous Revenues    7,417,000 
Line of Credit Proceeds  20,200,000 
TOTAL REVENUES  116,145,000 
TOTAL RESOURCES $ 169,270,377 
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Oswego School District. The implementation of the Franchise 

Fee is for one year and assumed to be as of July 1, 2011 and 

is estimated to yield approximately $420,000 in fiscal year 

2011-12. This is due to the fact that several franchisees collect 

fees from their customers for twelve calendar months and 

distribute the City’s portion in one lump sum, the following 

March.

Other Revenues Highlights

The budget also reflects growth in Intergovernmental 

Revenue from increases in State Motor Vehicle Fees and 

State Gas Taxes, which are distributed to the City’s Street 

Fund, and an increase in the contribution from the City of 

Tigard for their share of the Water Partnership Project.  

Sales and Services revenues are predominantly the fees 

the City collects from its customers for water, wastewater, 

streets, and surface water utilities. An increase in sales and 

services revenue reflects scheduled rate increases in order 

to fund the LOIS and LO-Tigard Water projects. Finally, line 

of credit proceeds reflects the refinancing of the West  

End Building.    

General Fund Revenues

Total General Fund revenue is estimated at $65,628,000. 

The major sources of General Fund revenue are property 

taxes, franchise fees, state revenue sharing and state shared 

revenues, Library District funds, and planning, building and 

parks and recreation fees.

Notwithstanding the refinancing of the West End Building, 

General Fund revenues are projected to increase 3.3% over 

the current fiscal year estimates. In addition, the General Fund 

will receive greater Franchise Fee revenues due to the rate 

increase to generate funding for the School District and the 

reduced allocation of $250,000 in Franchise Fee revenue to 

the Street Fund.

Intergovernmental revenue in the General Fund Budget 

includes amounts from other agencies for the planning work 

for the Foothills district and Lake Grove Village Center. The 

City anticipates receiving approximately $295,000 from Metro 

Construction Excise Tax (CET) and $130,000 from the property 

owners for work on the Foothills District Framework Plan. The 

City will also receive an additional $50,000 CET grant for the 

financing strategy for implementing the Lake Grove Village 

Center Plan.

The substantial decrease in Miscellaneous Revenue is due 

to the slower growth on the rate of return on the City’s 

endowment investments. The strong performance by the 

stock market in 2010-11 resulted in the endowment balances 

returning to their previous levels, and the Adopted Budget 

reflects a return to conservative growth over the year.

BUDGET APPROVAL & ADOPTION PROCESS

Budget Committee Process

The State of Oregon requires an intensive public involvement 

process for local government budgets. The process encourages 

citizen involvement through a budget committee. Over the 

course of five meetings during the months of April and May, 

the Budget Committee received presentations from staff on 

proposed revenues and expenses, heard public testimony, and 

deliberated on potential changes to the Proposed Budget. At 

the end of the process, the Budget Committee forwarded an 

Approved Budget that included several recommended changes 

to the Proposed plan. The Committee’s changes were derived 

from a list of “puts” and “takes” proposed from Committee 

members, members of the public, and staff. In total, the 

Budget Committee considered over 60 items, conducting 

votes on 53 of those items.

The City Council ultimately adopted many of the changes 

including adding expenses for a survey and public vote on the 

Streetcar project, adding funding for Lake Grove Village Center 

Plan preliminary engineering, recognizing the $20.2 million 
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2011-12 General Fund Revenues 

 2011-12 2010-11 Est % Change 
REVENUES     
Property Taxes    27,096,000  26,475,000 2.35% 
Franchise Fees     2,560,000  1,926,000 32.9% 
Intergovernmental    4,297,000  4,284,000 0.3% 
Fines & Forfeitures     1,061,000  1,085,000 -2.2% 
Licenses & Fees     2,599,000  2,479,000 4.8% 
Sales & Services    3,746,000  3,494,000 7.2% 
Miscellaneous Revenues    899,000  1,268,000 -29.1% 
Transfers  2,881,000  2,965,000 -2.8% 
Line of Credit Proceeds  20,200,000  -  
Other Financing Sources  289,000  -  
TOTAL RESOURCES $ 65,628,000 $ 43,976,000  
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refinance of the West End Building, and cutting personal 

services in the General Fund.

City Council Adoption Process

On June 21, following a public hearing and a review of  

the Budget Committee’s recommendations, the City Council  

adopted a budget the 2011-12 fiscal year. The City Council’s 

adopted budget incorporated many of the Budget 

Committee’s recommendations as well as further changes  

as suggested by staff, citizens, and City Councilors. The  

changes included:

• Add Natural Resources Programs: Backyard Habitat, 

Watershed Coordinator, Arborist Services (Planning & 

Building Services, $127,000);

• Add Public Facilities Siting and Preliminary Design Work 

(Economic Development, $20,000);

• Reduce Unemployment Insurance (Risk  

Management, ($8,000));

• Add Historic Resources Preservation Grant (Planning & 

Building Services, $5,000); and

• Add Assistant Water Treatment Plant Manager (Water 

Treatment Plant, $100,000)

After incorporating the Budget Committee’s, staff, and 

Council modifications but not including the West End Building 

refinancing, the City Council ultimately adopted a budget that 

had a total difference in appropriations of $187,000.

2011-12 CHALLENGES, CHANGES, AND HIGHLIGHTS

The new normal for government presents an ongoing fiscal 

challenge of balancing slower revenue growth with accelerating 

expenses, meeting not only continuing but new program and 

service demands, and addressing aging infrastructure. These 

ongoing challenges must be met with solutions that are 

innovative, sustainable, and community supported. In some 

cases, these challenges may require prolonged dedicated 

efforts to resolve, while other challenges demand immediate 

attention. That is why in this new paradigm for government, 

cities must be proactive and strategic, while also responsive 

and adaptive to changing conditions.

The 2011-12 Budget reflects a spending plan that strikes 

a balance between meeting the immediate needs of the 

community while positioning the organization to be financially 

sustainable and responsible stewards of public funds. Like 

previous years under the new paradigm, the challenges and 

changes presented in this Budget reflect a landscape for local 

government that requires a constant realignment of priorities 

and needs for services with available resources.

Five-Year Forecast & City Financial Condition

In the City’s five-year forecast for the General Fund, staff 

presented information about the major drivers that influence 

the City’s ability to balance its budget and maintain strong 

financial health while meeting community priorities. The 

five-year forecast demonstrated that without a continued 

commitment by the organization to be adaptive and responsive 

to changing conditions, the City will not be able to meet its 

policy minimums and maintain a balanced budget. The major 

drivers to the future conditions are the City’s commitment 

to resolve the West End Building financing strategy, meeting 

community service demands through proper staffing, and 

meeting ongoing and future employee obligations such as 

health insurance premiums and PERS contributions.

The forecast demonstrated how changes to the drivers can 

have a compounding effect on the City’s ability to maintain a 

balanced budget in the coming years. Some of the scenarios 

presented included paying down the principal on the West 

End Building and establishing an equipment reserve fund to 

equalize capital expenditures on a year-to-year basis. These 

scenarios, while difficult to implement in the immediate term 

in light of other community priorities, demonstrate strategies 

that can help secure a sound financial future as well as 

continuity of operations for the City.

However, the fiscal challenges presented in the five-year 

forecast only highlight the difficulties ahead in balancing the 

budget internally. In addition, shifting community priorities 

also create challenges for meeting current and future 

budgetary needs.
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General Fund Budget Balancing

As in years prior, balancing the budget requires both internal 

financial strategies as well as trade-offs that are community 

supported and aligned with City Council priorities. Fortunately, 

because of financial discipline exercised in prior year budgets, 

this year’s challenges were driven by the need to address long 

term financial health and community prosperity. In short, the 

major difficulties in balancing the budget were the issues of 

including increased debt service payments for the West End 

Building and identifying financial resources to allocate to the 

School District from the General Fund. Mechanically, because 

of the timing of addressing these issues, the process and 

strategies for how the budget was balanced to include these 

items is complex.

In addition to the service cuts agreed upon by the City Council, 

the General Fund Budget was also balanced through additional 

adjustments and sacrifices. The Budget does not include a 

reserve for future facility and equipment capital as originally 

intended and it reflects no cost-of-living adjustments for 

non-represented employees.

Mechanically, including a financial assistance package to 

the Lake Oswego School District required some ingenuity by 

our Finance Department and by the City Council in order to 

ensure the financial support was legal, politically acceptable, 

and within budgetary constraints. The Budget reflects a use 

of General Fund beginning fund balance in order to shift 

the agreed upon financial assistance to the School District. 

The total use of $1,594,000 represents the spending of fund 

balance that is above policy minimums and other reserve 

restrictions that was generated through strong budget 

management in the current fiscal year and the replenishment 

of the balance through increasing revenues and reducing the 

future Library Capital designation amount. In accordance with 

the Council adopted budget principle, the spending of the 

fund balance is a recognized need that funds a community 

priority on a one-time basis.

West End Building Financing

The West End Building continues to be an issue that not only 

presents political challenges for the City Council, but fiscal 

challenges for City operations. The West End Building was 

purchased on a short-term interest-only line-of-credit in 2006, 

and currently carries a financing agreement that expires at the 

beginning of the next fiscal year. Regardless of Council actions 

and intent for the future use or disposition of the property, 

the City had to refinance the building again for the short term.

In the process of preparing a Request for Proposals for 

another short-term financing instrument, inquiries with 

national, regional, and local banks yielded new information. 

In these economic times, banks are less willing to continue a 

“bridge loan” absent a specific plan for facility utilization and/

or disposition.

Regardless of the City’s ability to secure another short-term 

interest only loan, an interest only loan is not financially 

sustainable. Continuing to pay only interest on the line-of-

credit is neither financially responsible nor sustainable for 

long-term City operations. Due to the decrease in property 

value, if the City Council determines to sell the property at 

a loss, the City must still pay the difference. Beginning to 

pay the principal down now, will help reduce the potential 

impact of paying the difference in the future regardless of  

the outcome.

In May, the City Council approved a refinancing of the West 

End Building. The property’s original 2006 loan was refinanced 

at $20,156,913 with a three-year term, taxable variable 

interest rate structure, with principal and interest payments 

that amount to $1,550,000 in fiscal year 2011-12. This includes 

the continued interest only payment of $450,000 as well as 

payments on the principal on the loan. It is budgeted in the 

General Fund’s NonDepartmental budget.

Financial Assistance to the Lake Oswego School District

The 2011-12 Budget includes an unprecedented $2 million 

payment to the Lake Oswego School District for financial 

assistance to help bridge funding shortfalls brought about by 

the recessionary impacts on State funding of public schools. 

Like all public school districts in Oregon, the Lake Oswego 
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School District receives its funding from state income taxes, 

lottery proceeds, property taxes, and local sources. The 

District receives over 75% of its funding from State sources. 

During this economic recession and as Oregon slowly recovers 

from the downturn, funding for public schools has yet to 

return to pre-recession levels.

In response to the fiscal crisis that faces Oregon’s public 

schools, the City Council studied options to provide short-term 

financial support to the Lake Oswego School District through 

service reductions and revenue increases. With Council 

direction, staff was able to balance a budget while identifying 

available funding for the School District from service 

reductions agreed upon by City Council, using a portion of 

the designated reserve for future Library capital, and through 

raising the City’s Franchise Fees. Shifting revenue to the School 

District could not occur in this new reality without making 

service tradeoffs. During the process of balancing the budget, 

the following service reductions and other Council-identified 

strategies were incorporated in order to create legal resources 

to shift to the School District:

• Eliminating the contract with Federal Lobbyist ($55,000);

• Eliminating the vacant Emergency Management 

Coordinator/Analyst position ($80,000);

• Eliminating annual color on street medians and City 

entryways, reducing the transfer of Franchise Fees to the 

Street Fund ($50,000);

• Reducing the transfer of Franchise Fees to the Street 

Fund, resulting in reducing Street capital expenditures 

($200,000); 

• Recognizing the increase in revenue from TriMet for the 

Transit Police Officer assignment and not backfilling the 

position by transferring a Detective position to Patrol 

($131,000); and

• Enacting a budget “sweep” of the current year to 

preemptively build a larger unreserved beginning fund 

balance for fiscal year 2011-12 ($500,000).

At a subsequent meeting to determine the final amount the 

City would provide to the School District, the City Council 

approved further strategies to create additional resources. 

These strategies included reducing the reserve for Future 

Library Capital by $414,000 and increasing Franchise Fees 

to an amount that will result in an additional $420,000 in 

Franchise Fee revenue. Combined, these strategies resulted in 

$2 million being identified for allocating to the Lake Oswego 

School District as a one-time financial assistance in the next 

fiscal year. This amount was incorporated into the Budget and 

is reflected as an intergovernmental expense in the General 

Fund’s Nondepartmental budget.

Foothills Redevelopment

The Budget reflects funding for continuing predevelopment 

planning for the Foothills District. The Predevelopment 

Agreement, approved by City Council in June 2010, calls for 

the creation of a Framework Plan for the 107-acre Foothills 

District. The City is working with the Development Manager 

and the property owners to develop the Framework Plan 

which will recommend the correct regulatory tools that 

will allow for redevelopment in the District to proceed in  

a manner that retains Lake Oswego’s unique character  

and is complimentary to recent developments in the  

Downtown area.

For this work, the General Fund budget reflects the continuing 

of a one-time expense for this phase of the project that totals 

$775,000 for fiscal year 2011-12. This amount is reflected in 

the Economic and Capital Development Department’s budget. 

The project is also partially funded by a Metro Construction 

Excise Tax (CET) and contributions from the Foothills  

property owners.

Natural Resources Program

In December 2010, the City Council adopted Resolution 10-51A 

which approved changes to the City’s 1997 Sensitive Lands 

regulations in order to meet statewide Land Use Planning 

Goals and comply with Metro’s Titles 3 and 13. Subsequently, 

Council reviewed proposed program components and costs  

to implement the Natural Resources program.

The City Council adopted three program components of 

an enhanced Natural Resources Program. The components 

include a Backyard Habitat Certification Program, a contracted 

Watershed Coordinator position, and expanded arborist 

services to complete programs related to Resolution 10-51A.  
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Lake Oswego to Portland Transit Project

The City of Lake Oswego is working with Metro, TriMet and 

other project partners to develop a transit project that meets 

future travel demand between Lake Oswego and Portland, 

supports local and regional land use plans, and garners public 

acceptance and community support. In April 2011, the City 

Council approved, with conditions, the Streetcar as the Locally 

Preferred Alternative (LPA) for the project.

The Adopted Budget includes funding for a survey and a public 

advisory vote on the Streetcar Project. The Lake Oswego 

Redevelopment Agency’s Budget includes funds for the 

City’s share for a process to refine the Streetcar project and 

provide the City Council with new information and address 

the Council’s conditions regarding alignment, project costs, 

and funding plan.

CONCLUSION

The City of Lake Oswego’s Budget is a document that not 

only serves as a financial plan, but a reflection of policy and 

community values. Within these pages, $169.3 million in 

resources and requirements define how those policies will 

be funded and community values met in order to provide 

the services and programs that sustain the quality of life that 

our residents, businesses, and visitors have come to expect 

and enjoy. This Budget also reflects the trade-offs that are 

necessary in order to meet those goals within the context of 

the local government paradigm shifts.

Ever since the Council’s Goal Setting in February 2011, I have 

strived to keep in mind “Focus, Focus, Focus”.

• Focus on the needs of the community, listen to their 

suggestions and observations about the services we 

provide and adapt whenever possible;

• Focus on the most efficient and effective service delivery 

options available, seek out innovation and be willing to 

challenge the norm; and

• Focus on the numbers, we are in the service delivery 

business, find ways to help the public make sense of them.

BU
D

G
ET M

ESSAG
E 

ACKNOWLEDGEMENTS

The development of a City’s Budget is a long and challenging 

process, especially in light of the difficulties and constraints 

of the new economic realities for local government. This 

process could not be successful without the diligent work 

of our Department managers and their staff, and most of 

all our Finance staff and Budget Team: Ursula Euler, Shawn 

Cross, Kam Frederickson, Martha DeLira, David Donaldson, 

and Jordan Wheeler. Their many hours spent with sharpened 

pencils and spreadsheets is a testament to the quality of work 

our dedicated public employees do on behalf of their service 

to this great community.

I would be remiss to not include acknowledging the City 

Council, Budget Committee, and the community in its 

willingness to allow your Lake Oswego staff to do the work 

that serves the community needs. The feedback we hear helps 

us to continue to hone our skills and adapt to ever-changing 

community needs and demands.

Respectfully Submitted,
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City Manager
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