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MEMORANDUM 
              
 
DATE:   July 14, 2010 
 
TO:   Mayor Don Gough 
 Lynnwood City Council 
 
FROM:   Patrick L. Dugan, Interim Finance Director 
 
SUBJECT: Mid 2010 Financial Review of City Finances– as of July 1, 2010 
              
 
This report provides a review of the City’s finances as of June 30, 2010 within the context of the 
2009-2010 biennium.  The Finance Department provides updates to the summary financial 
statements on our web site each month and these can be found on our web site under “city 
finances”.  In addition, this mid-year review provides a narrative overview of the information 
presented in those statements.  This report incorporates the mid-biennial budget adjustments 
approved on May 24 of 2010. 
 
The first part of this report presents a overview narrative of the fiscal performance of the city as 
of July1, 2010 against the adopted Biennium Budget.  This part of the report focuses on the 
general fund and highlights significant aspects of its fiscal condition.  This is followed by a 
discussion of other major funds summarizing their performance to date.  Attached to this report 
is the cash and investment report as of the end of June.  Following the investment report is a 
month by month tabulation for the first half of 2010 of financial information for all of the City’s 
fund groups. 
 
Background: 
 
The analysis of current financial status is based on a comparison of actual collections of revenues 
or expenditures compared to a forecast based on the adopted biennial budget.  This forecast 
applies the revenue and expenditure patterns of 2009 and early 2010 to the balance of the 
adopted 2009-2010 biennium budget as of the end of 2010.  Several of the tables in this 
discussion also notes the percent of budget that was expended or revenue received in various 
budget categories.  For comparison purposes, 75% of the total biennium budget period has 
elapsed as of the end of June.   
 
GENERAL FUND REVIEW  
 
General Fund Summary  
 
The following table (Table 1) provides a summary of the General Fund budget and actual 
financial information for the biennium.  Overall, the financial condition of the City’s General 
Fund has deteriorated over the course of the biennium.  Over the entire biennium as of the end of 
June 2010 expenditures exceeded revenues by over $2 million.  Most of the deterioration 
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occurred during 2009.  As noted, expenditures exceeded total revenues in 2009 by over $5.3 
million dollars.  However, fiscal performance improved substantially during 2010 with 
revenues year to date running ahead of expenditures   by over $4.6 million.  This is 
estimated to continue through the end of the year.   The result of the interaction of the two years 
at the end of the biennium is a deficit of expenditures over revenues of $581,858.  
 

 
 
The above discussion focuses on total General Fund revenues, including transfers.  If transfers 
were removed, as portrayed on the second half of Table 1, the fiscal performance of the fund is 
significantly worse.  When the transfers of revenues to and from other funds are taken into 
account (as presented on the second part of Table 1), there is an operating deficit for the 
biennium to date (BTD) of over six million dollars.   
 
Transfers into the General Fund usually are revenues collected in previous years (sometimes 
called reserves) that are used to support current year activities.  (One very significant exception 
to this character of transfers is the EMS levy which after it is received into the EMS Levy Fund it 
is transferred to the General Fund to support fire department EMS operations.  This transfer is 
therefore the same as regular tax revenues and should be treated the same as any operating 
revenue).  The original Biennium Budget included $6.5 of these transfers (excluding the EMS 
levy) and the mid biennium budget amendments transferred an additional $5.1 million for the 
total of $11.6 million into the general fund to compensate for the poor performance of the fund in 
2009.  Similarly transfers out of the general fund (identified in Table 3 below as the BARS 
designation “reclassification”) often are to construction funds to support capital programs and for 
debt service.   
 
As shown on Table 1 above, removing the transfers-in and the transfers-out so that only new 
revenues are compared to on-going costs, or “operating costs,” results in a General Fund deficit 
of just under $6.1 million dollars for the biennium.  This would be considered an “operating 
deficit” over the course of the biennium.  However 2010 operations significantly improve the 
picture above operations in 2009, but with some qualifications.   
 
Operating revenue collections in 2010 are running substantially above collections in 2009 
by over $4.8 million.  This is primarily due to two things, new utility taxes are anticipated 
to increase “business” tax revenues by $2 million and the camera red light and school zone 
enforcement program is expected to add over $2.3 million in 2010. 
 
On the expense side, 2010 operating expenses are $4.7 million less than 2009.  Operating 
revenues will actually exceed expenses by $2 million.  However, much of this favorable 2010 
operating result is attributable to elimination of ERR rental rates from the fund ($740,000) 
and cost reductions in park and recreation  due to the temporary closing of the recreation center.  
Projecting the biennium operating deficit with the restoration of ERR rentals forward into the 
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next biennium indicates a continuation of fiscal stress since available reserves have been largely 
used to cover the operating deficits of 2009 there is little left in reserve to cover this imbalance.  
This requires either reductions in operations or increasing operating revenues.  
  
Detailed Revenues 
 
Table 2 below presents a detailed analysis and forecast of revenues to the end of the year. 
 
While the collection of revenue varies substantial from month to month during the year, the 
pattern of collection is relatively consistent from year to year.  Consequently, revenues are 
forecasted on Table 2 based on the pattern of how those revenues were collected in previous 
years; i.e. if 35% of a revenue category was collected by mid-year last year then it is reasonable 
to assume that 35% would be collected by mid-year this year and 65% is yet to be collected. 
 
Overall, estimated revenue for the 2009-2010 Biennium is tracking well below budget.  At mid-
year, revenue for the biennium is forecasted to be about $2.3 million short of the budgeted 
amount.  Most significantly tax revenues appear to be falling almost $1.5 million short of target.  
Almost a million of this short fall is occurring in sales taxes.  The short fall in business taxes is 
occurring primarily in the admission taxes and to a lesser extent the utility taxes that were in 
place at the start of the biennium (it is too early to tell whether the new utility taxes will achieve 
the estimates and they are assumed here to meet expectations). 
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Estimated Total Revenues for 2009-2010 Biennium
Above (Below Budget)
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Property taxes – The general fund property taxes tend to be relatively predictable with the most 
significant variable being the amount of delinquencies.  Property taxes are running a bit under 
budget (although the tax does vary a bit from year to year) probably due to higher than usual 
delinquencies. 
 
The General fund also receives the EMS levy as a transfer-in closely matches the general 
property tax pattern of collection. 
 
Sales taxes – As of the end of September sales taxes continue to significantly fall below budget 
forecast.  As of the end of June 2010 sales tax revenue was estimated to be falling below 
budget by almost a million dollars. 
 
Due to the importance of taxable sales to the fiscal health of the city this mid-year report has 
taken a particularly close look at taxable retail sales patterns in the city and as compared to other 
areas.  This analysis will be heavily used in preparing the revenue forecasts for the next 
biennium. 
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Sales Tax Collections by Month: 2007 to 2010
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The graph above portrays sales tax collections between 2007 (the peak year for sales tax 
revenues) by month through 2010.  Since the city’s receipts of sales taxes lag the actual sales 
activity by two months, the initial activity in February reflects the holiday season end of the 
previous year.  As shown sales taxes during 2008 gradually began falling behind 2007 
collections until collections in 2007 lagged collections in 2007 by just over a quarter of a million 
dollars per month.  In 2009, sales taxes fell dramatically below the declining 2008 level through 
most of the year.  2010 has now been trending with 2009 activity, running cumulatively below 
2009 collections by almost 1%. 
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Retail Sales Activity by Sector, Lynnwood 2006 to 2009
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Sales tax collections dropped in all economic sectors since 2007, except for a very few sectors 
with relatively small amounts of taxable sales activity in the city (such as management services 
and food and beverage stores).  In most cases sales activity have fallen not only well below 2007 
activity, they have fallen below 2005 activity. Especially important drops have occurred in the 
largest sectors in the city, including automotive and the mall oriented larger retail stores (Apparel 
and Accessories, and General Merchandise (which includes department stores.  Particularly large 
drop has occurred in furniture and home furnishings , which are most affected by SST legislation 
which changes the location of where sales are transacted from the point of sale to the point of 
delivery (this change particularly affects the sales of large items which are likely to be delivered 
to customers who live outside the city).   
 
The next graph compares total taxable sales activity in the City of Lynnwood with other areas, 
the surrounding market area (defined as the larger cities in the Southwestern Urban Growth 
area—Everett, Mukilteo, Edmonds, Millcreek and Mountlake Terrace and Lynnwood), 
Snohomish County and the State.  For comparative purposes another mall oriented city, Tukwila 
is also included.  The comparison on this graph and the immediately following graphs are made 
on the basis of an index with 2004 equaling 1.  This index allows a comparison between the 
areas on how activity was growing before the recession and how the recession has affected each 
area. 
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Total Sales Tax Activity Trends Area 2004 to 2009
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As noted on the first graph of this series, above, while all of the areas compared areas were 
growing before the recession, Lynnwood generally lagged behind the other areas that the city is a 
part of.  This indicates that while Lynnwood was growing it was nonetheless loosing market 
share to other areas.  This occurred even in the city’s immediate market area of southwestern 
Snohomish County.  Since the recession all areas dropped, but the gap between Lynnwood and 
the larger areas widened, increasing the loss of market share.  It is interesting to note that the 
trends in Lynnwood are very similar to Tukwila and in the mall oriented sales in Bellevue shown 
below—indicating a shift from larger mall cities in general.  It should be noted that 2009 activity 
in Lynnwood was less than 2004, although in the state and the rest of the county, activity stayed 
about 10% higher. 
 

Large Commercial Sales Activity 2004 to 2009 by Area
Apparel and Accessories, and General Mechandise (Including Department Stores)
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The second graph in this series, above, focuses on those sectors that are particularly associated 
with the mall; Apparel and Accessories, and General Merchandise (including Department 
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Stores).  In these sectors similar trends are found as in total activity, but less dramatic in 
comparison to the immediate area and the state.  However, there is a very wide gap between the 
city and the county as a whole.  This indicates a very substantial shift drop in market share 
between the city and the rest of the county, probably to the rapidly growing area north of Everett 
which includes the discount mall on the Tulalip Reservation.   
 
 

Total Retail Sales in Automotive Sector 2002 and 2009 by Area
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The loss of market share for sales activity in Lynnwood in general and in the mall oriented 
sectors suggests that, the sales tax grow in a recovery from the recession is likely to be slower 
than in areas that have been able to retain market share through the recession.  This lagging in 
these mall sectors will be buffered a bit by auto sales which tend to come back sooner than other 
sectors in a recovery, and sales performance in Lynnwood generally matches competing areas. 
 
The first sector that usually rebounds from a recession is construction.  Rapid growth in this 
sector usually leads in the increase in tax revenues of total revenues after a recession.  However, 
how much of a resurgence of construction revenues is to benefit the total growth is depended on 
how much of the total revenue is derived from construction activity.  Obviously if construction 
composes a small share of the total the growth of construction income will have a smaller affect 
than on total growth than in an area that has a high share of its revenue derived from 
construction.  As noted on the graph below, construction composes a relatively small share of 
total taxable sales activity in Lynnwood than in other areas.  This low share again indicates that 
sales tax growth in a recovery will lag in Lynnwood relative to other areas. 
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Percent of Total Sales Tax Revenues from New Construction
2009 by Area
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Other Taxes – While gambling taxes are being collected at a rate close to the budgeted amount, 
other taxes are generally lagging behind forecast for the biennium. 
 

• Gambling taxes at $236,978 are close to budgeted amount with having collected 75% at 
the end of the quarter.  

• Cable TV franchise fees at $516, 949 are above forecast at 95% of budget.  
• Admission taxes at $860,267 are lagging in comparison to budget having collected only 

61% of total budgeted revenues of $1,400,000. 
• As part of the mid-biennium budget adjustments the city council enacted new utility 

taxes.  As of June it was too early to see revenues from these new taxes.  However, of 
those taxes that were in existence at the start of the biennium, collections are lagging 
behind the budgeted amounts, having collected $3,175,605 of the budgeted $4,660,563 or 
68% 

 
Licenses and Permits are performing well over the course of the biennium and are at 
$3,079,360 or 85% of the budgeted $3,629,889.  Some construction related permits are 
performing particularly well over the course of the biennium, probably from projects left over in 
the pipeline before the advent of the recession.  
 
Intergovernmental revenues are well ahead of forecast, having collected $2,432,953 or 82% of 
the $2,964,426 budgeted in that category.  This category includes a variety of disparate accounts 
including grant money and state shared revenues.   
 

• Direct Federal grants have collected $2,130 by the end of June. 
• Indirect federal grants have collected $70,517. 
• State grants have collected $249,396  
• State shared revenues for liquor taxes and city shares of liquor profits equal 783,425 or 

54% of budget, year to date. 
 
Charges for Services are budgeted to collect $8,159,199 for the biennium and revenues to date 
falling behind forecast, having collected only 67% or $5,477,876 by the end of June 2010. 
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The major charges for services are broken down into the following categories:   
 

• Parks and Recreation Services is budgeted to collect $1,685,270 and has collected 
$1,505,484  or 89% of budget through September.  This category of revenue is estimated 
to be about $600,000 less in 2010 than 2009 due to the temporary closing of the 
recreation center.  This reduction is directly related to forecasted reduced costs from 2009 
to 2010 in the parks and recreation department.  

• The charges for services in the planning department, which includes the plan check fees 
and other services (but not fees for permits which are included in Licenses and Permits), 
is budgeted at $1,042,808 for the biennium but collections are at 45% or $465,470 
through June.  This short fall in permit revenue is in sharp contrast to the higher than 
expected revenue under licenses above. It should be noted that construction related 
charges and fees in both the charges for service category and the permits and licensing 
categories are falling short of expectations with only about 61% collected BTD. 

• Interfund / Interdepartmental Services revenue is the cost of administrative services paid 
by the general fund that are provided to other departments.  The revenue amounts to 
$3,009,490 for the biennium.  Since these are set charges, they will be at the budgeted 
amount at the end of the year. 

• Charges for activities related to the security of persons or property are budgeted at 
$2,028,156 and only about half that amount has been collected at $1,049,992. 

 
Fines and Forfeits, although significant revenues are being collected from the red light and 
school zone camera program, court revenues budgeted in this category are below budget.  The 
budget for these revenues is $12,577,000 and biennium to date collections is only $8,437,900 or 
only 67% for the biennium.   
 
Miscellaneous Revenues, consist of rents, sales of property, interest, contributions and other 
earnings in the general fund.  68% of the budgeted income is anticipated to be from interest 
earnings.  However, due to the recession and related low interest rates, interest earnings are very 
low, having collected only one third of the budgeted amount for the biennium. 
 
Other Financing Sources are primarily made up of transfers from other funds and one-time 
collections from sale of assets, budgeted (as amended) at $11,646,423.  These include the EMS 
Levy fund and other Special Revenue Funds.  The EMS levy is budgeted at $5,466,203 and to 
date $3,441,568 has been collected.   
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General Fund Expenditures Analysis 
 
The status of General Fund expenditures may be compared in two ways; by comparing the rate 
of expenditure occurring in each department with the amount of time that has elapsed under this 
budget or by comparing the department’s expenditures against a forecast of expenditures under 
this budget. 
 

Percent of Biennium Budget Expended June 30, 2010
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The graph above compares the expenditures to date with amount of time that has elapsed on this 
biennial budget; as of the end of June, 75% of the year biennium has elapsed and the total 
expended is just slightly above that amount for the entire city.  The graph compares the percent 
of the budget spent by each department against this benchmark.  As shown only a few of the 
departments are below this benchmark  
 
The next graphic makes the same comparison by object. While as shown, salaries and benefits 
are running over budget, the other categories are tending to run under budget. 
 
In previous monthly reports, the performance to date was indicated only by the comparisons of 
time elapsed against the amount of biennium budget expended.  This is a standard rule of thumb 
comparison throughout finance departments (it is such a standard, most financial management 
software has the calculation automatically built into budget reports.  However, since this 
calculation indicated some significant shortfalls in the budget, a more detailed analysis of 
expenditure patterns has been made to more accurately portray actual financial status throughout 
the general fund. 
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Percent of Budget Spent Biennium to Date by Object
General Fund
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The 
biennium to date comparison does not adequately reflect several important factors affecting the 
expenditure rates in various categories.  During 2009 there were several significant labor 
settlements that added substantial one time only payments that augmented the salary and benefit 
categories in 2009.  These payments distort the average rate of payment in these categories.  
Similarly, there was a onetime payment early in the year for LEOFF 1 retiree medical coverage 
that would overstate the average rate of monthly costs in the benefit category.  Finally, the 
biweekly pay system results in some months having three pay periods rather than two.  While 
these factors tend to increase the projected costs if not factored out of the math, there is one 
factor that tends to increase costs over the average: salaries tend to increase through the year and 
consequently the average salary costs tend to increase over the year.  To account for these 
considerations the salary and benefit forecast calculations on Table 3 below, are based only on 
2010, with the LEOFF 1 medical payment subtracted out for trending, but added back in at the 
end.  The salaries are then forecasted on the basis of the percent of total payroll costs that are 
usually expended as of June 30th.  Other adjustments are made in other categories where 
anticipated costs can be specifically predicted (such software maintenance contracts). 
 
Tables 3 and 4 presents the results of the calculations as the 2010 Forecast.  The graphics on the 
following pages also summarizes the results. 
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Forecasted % of Biennial Budget Spent at Year End
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Forecasted % of Biennial Budget Spent at Year End
General Fund
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As noted the calculations described above suggests that the general fund expenses will end very 
near budget, although particular categories and line items will be over budget.  The potential cost 
savings effects of the hiring freeze are not incorporated into this analysis. 
 
In assessing this analysis, significant cost containment is occurring on those controllable items 
(such as supplies) and the spending trajectory seems to be on a downward course.  The average 
monthly costs for January through June, are 91% on the average for the same months in 
2009. 
 
Other Major Funds:  
 
While there are numerous funds set up for a variety of purposes, three funds are major operating 
funds, Street Fund, Water/Sewer Fund, and Golf Fund. 
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Street Fund Fiscal Picture
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Revised Biennium Budget 2009 Actual Biennium To Date Forecasted The 
graph above compares the actual revenues and expenditures to biennium to date (BTD) in the 
Street fund with the adopted budget and the projected amount to the end of the biennium.  As of 
the end of June, 70% of the budgeted revenues were collected and 65% of the budgeted expenses 
were incurred.  In both cases the BTD is just below the budgeted rate.  However, since BTD 
revenues are well above the BTD actual costs, the fund is generating more revenues than it is 
incurring costs creating a favorable operating result.   
 
The performance of the water and sewer fund relative to the adopted budget to date has not been 
as favorable as the operation of the street fund.  The graph below compares the actual revenues 
and expenditures to biennium date in the Water and Sewer Fund with the adopted budget and the 
biennium forecast to date.  As of the end of June, 69% of the budgeted revenues were collected 
and 70% of the budgeted expenses were incurred.  However, collected revenues are significantly 
trailing costs by over one million dollars.  However, as indicated by the graph there are sufficient 
fund balances in the combined funds to cover the operating loss and the imbalance should be 
corrected in future budgets by the proposed rate increases that is now before the council. 
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Joint Water Sewer Operations Fiscal Picture
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The graph below compares the actual revenues and expenditures to biennium date in the Golf 
Course Fund with the adopted budget and the biennium forecast to date.  While as indicated both 
revenues and expenditures are running below the budgeted amounts, actual costs are running 
well ahead of revenues by $419,000.  However these operating results do not include the summer 
months when golf course revenues reach their peak.  Also, it is expected that adding alcohol 
beverage sales to the course concessions will boost revenues.  Finally the completion of debt 
service on the course bonds in the near future will reduce costs.  The debt service will end in 
2011 and will reduce costs by over $350,000 per year. 

Golf Course Fiscal Picture
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Other Funds:  
 
The Table 5 presents the budgeted cash balance for each of the City’s funds—except multi-year 
construction funds. Most of the funds have a positive cash balance at end of June.  While the 
ERR operating fund is showing an imbalance that will increase through the remainder of year 
since ERR rates have been suspend as a fiscal measure to maintain the general fund, there is 
sufficient balances in the combined operations of the ERR operating funds (510) which 
maintains the fleet and the equipment reserve fund (511) that replaces the vehicles to cover the 
operating deficit.  However, several funds are running deficits and some corrective course will be 
needed to resolve the imbalances.  As noted above the Golf Course Fund is running a deficit and 
the solid waste fund is also running a small deficit. 
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