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A city’s financial recovery plan typically involves a three-stage approach—bridge (immediate crisis
avoidance), reform (budget balancing), and transform (long-term resilience). Key elements

include financial projections, expenditure reduction, revenue enhancement (e.g., tax adjustments,
applying for state/federal aid), debt restructuring, operational audits, and transparent stakeholder
engagement.

Key Elements of a Financial Recovery Plan (GFOA)
e External environment analysis
e Financial projections
e Description of goal
e Recovery strategies
e Budget process analysis
e Budgetreform plan
e Operational analysis
e Operational action plan

e Risk assessment

This process must be completed by July, 2027 if a levy lid liftis required as a ballot measure to
balance the 2028 budget.



What is “The Budget”?

* The city budget is comprised of six
primary funds

* General Funds
* Special Revenue Funds
* Debt Service Fund

* Capital Projects Fund

* Enterprise Funds
* Internal Service Funds

* There are 34 different accounts

within these funds

* The mayor proposes a budget -the
City Council owns the budget

* Once adopted, the mayor executes
the budget while the City Council
has oversight responsibilities

The Enterprise Funds (Utility Funds) need not be part of this plan. They are separately funded by
utility rates, not taxes. And they have a separate legal separation from the other “governmental”
accounts —which includes the General Fund. While the GF is the largest governmental fund, it’s

not the only one in trouble.

A separate utility rate study is currently underway to help establish new rates for the next three
years. Project priorities should be established during that study. The Council will be adopting new

2025 BUDGET SUMMARY - ALL FUNDS.
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utility rates near the end of this year, prior to the proposed financial recovery plan is fully

developed.

Two views of the same expenses

Mayor’s numbers

Expenses
2025 | Original 2026 Proposed Delta from 2025 % Notes
Staffing Level ? ? ? FTE
71%) 65%, 68%) labor & benefits percentage of total - trending high

Labor 22,915,914 24,643,904 25,370,335 2,454,421 10.7%| |marginal staffing increase - review 2025 actuals
§ Benefits 8,141,697 9,112,643 8,857,705 716,008 8.8%| |marginal staffing increase - review 2025 actuals
5 Supplies 547,042 657,584 704,581 157,539 28.8%)
O |Services* 10,462,726 12,592,948 10,096,543 (366,183)| -3.5%), |no fire contract - reduction in professional services
% |Capital 6,000 6,360 6,360 o
8 Debt Service $ 782,414 4,245,842 4,245,842 3,463,428 442.7%)| |includes loan repayment

Transfers $ 680,000 675,000 720,800 40,800 6.0%| |low - need to include TBD to streets

TOTAL| $ 43,529,793 51,933,921¢ S0,00Z,IG; 6,472,372 14.9%
* Fire contract excluded ($12.1M
Expenses
2025 | Original 2026 Proposed | Delta from 2025 % | Notes
10.0%| used to distribute departmental budget over 2025

City Council $ 436,959 | $ 469,644 480,655 | $ 43,696 10.0%)

Mayor $ 495,369 | $ 498,821 544,906 | $ 49,537 10.0%)

Human Resources $ 951,672 |$ 1,085,067 1,046,839 | $ 95,167 10.0%,

Court S 1,880,644 | $ 2,199,438 2,068,708 188,064 10.0%)

|Admin Services $ 2,224,039 2,435,969 2,446,443 222,404 10.0%,
53 City Attorney S 1,159,363 1,326,346 1,275,299 115,936 10.0%)
@ Non Departmental* $ 3,296,927 5,321,854 5,758,192 2,461,265 74.7%| |includes loan
E Police $ 17,252,881 19,836,852 18,978,169 | $ 1,725,288 10.0%)
g Satelite office S 11,072 S (11,072)| -100.0%
@ Ce ity Services S 684,303 | S 804,943 752,733 68,430 10.0%)
e |Developmental Services 3,629,911 | $ 4,556,904 3,992,902 362,991 10.0%)

Human Services 161,733 | $ 176,397 177,906 16,173 10.0%,

Parks & Rec. 4,868,161 | $ 5,425,709 5,354,977 486,816 10.0%)

Public Works 773,785 | S 953,986 851,164 77,379 10.0%,

Facilities $ 2,456,718 | $ 2,861,323 2,702,390 245,672 10.0%)

Engineering S 3,246,256 | $ 3,980,668 82 324,626 10.0%)

TOTAL| $ 43,529,793 | $  51,933,921¢ 50,002,165, 6,472,372 14.9%

* Excludes fire contract ($12.1M)

Budget to be allocated at the department level.



BUDGETING “V” DIAGRAM
Aligning requirements and resources with outcomes

Funding Source

Citizen
Taxes
Requirements NI » Citizens Vote
(Community survey) /

State-level
Acceptance

Requirements & \ Grants or unfunded &
Mandates \

Allrevenue sources City C

Oversight

Why (ECC, Ordinances) What
Why is the requirement What have we achieved?
important? » Desiredresults,

* Explicit legalrequirements
* Implicit discretionary
requirements

requirements satisfied
* Improvementrequired

Pa hcks

How

How do we accomplish tasks?
* Program managementbest practices
* Standard processes

Delivery of Services
Time >

1. The Left Side: Decomposition (Requirements flow-down - “WHY?”)

City Staff Task
Descriptions and Staff
Performance Reviews

Each task is mapped
to therequirements
thatdrive them

This phase moves from high-level community aspirations to detailed line-item allocations. All city
objectives are traced to the overarching requirement (RCW, ECC, community survey, etc.) that
drives a need or want. Define WHY each requirement is necessary. Distinguish and prioritize
between legal requirements and discretionary requirements.

e Budgeting: Identify funding sources and allocate funds to specific departments (Police,
Public Works, Parks) and programs that will meet these requirements.

2. The Bottom: Implementation (Execution and delivery of services — “HOW?”)

o Fiscal Year Launch: This is the "build" phase where the budget is officially adopted and
departments begin spending according to the plan. HOW will we execute the plan?

3. The Right Side: Recomposition (Verification & Validation — “WHAT?”)

This phase ensures the money was spent correctly and actually met the requirements with the
desired outcome. WHAT are the outcomes/results?

e Performance metrics are defined
e Financial reports ensure departments stayed within their limits

e Corrective action taken to stay on plan



Developing a City Budget

Developing a city budget is a year-long, strategic process that links community priorities to the
dollars needed to deliver services, maintain infrastructure, and invest in the future. It typically
follows a cycle of planning, drafting, public review, adoption, and monitoring, and involves both
professional staff and elected officials.

Start with vision and strategy

A sound city budget begins with a clear vision of what residents and leaders want the community to
become over the next several years. This vision is translated into strategic goals such as public
safety, economic development, housing, or environmental resilience, which then guide all major
spending decisions.

Key early steps include:

e Articulate or update a strategic plan with measurable goals and outcomes for the next 3-5
years.

o Translate high-level goals into specific service targets (for example, response times,
lane-miles paved, or affordable units added).

e |ssue budget guidelines to departments explaining priorities, inflation assumptions, and
any constraints on new spending.

Build a structured budget calendar

Cities that budget well treat it as a continuous cycle, not a one-time event a few weeks before the
fiscal year starts. A detailed budget calendar keeps staff, elected officials, and residents aligned on
when data are due, when choices will be made, and when the budget becomes law.

Typical milestones:

e Preparation phase (often 4-6 months before year-end): update templates, financial
policies, and multi-year forecasts.

o Department submission phase: departments prepare operating and capital requests based
on the strategic plan and guidance.

e Review and recommendation phase: budget and finance staff refine forecasts and
assemble a proposed budget for the chief executive (mayor or city manager).

e Legislative and public phase: the council holds work sessions and public hearings, amends
the proposal, and ultimately adopts the budget before the new fiscal year.

Analyze revenues and expenditures

Arealistic budget rests on accurate, conservative revenue estimates and disciplined spending
plans. Cities must balance recurring revenues and recurring costs, protect their fund balance, and
plan for long-term obligations such as pensions and debt.



Revenue work:

e Project each major revenue source (property tax, sales tax, fees, grants) using recent
trends, economic forecasts, and policy changes.

¢ Distinguish between one-time revenues (e.g., asset sales, one-off grants) and ongoing
revenues that can safely fund permanent staff or programs.

Expenditure work:

e Build baseline budgets that show the cost of continuing current services, including wage,
benefit, and contract increases.

¢ |dentify mandated services versus discretionary programs, and estimate the impact of
service level changes on costs and outcomes.

e For capital projects, prepare a multi-year capital improvement plan that matches project
schedules with funding sources such as bonds, dedicated taxes, or grants.

Evaluate department requests and set priorities

Once departments submit their requests, finance staff and the chief executive evaluate them
against both the fiscal forecast and the city’s strategic priorities. This step converts a long wish list
into a coherent, affordable spending plan that maximizes community benefit.

Common practices:

e Require each request to include performance measures, alternatives, and justification tied
to specific strategic goals.

e Use methods such as zero-based or target-based budgeting where appropriate to
scrutinize costs and align them with current needs.

o Review fund balance targets and long-term liabilities before approving major new
commitments, to avoid structural deficits.

Engage the public and adopt the budget

Transparency and public trust depend on clear communication and meaningful opportunities for
input throughout the process. Modern city budgets function both as a legal document and as a
communication tool that explains where money comes from, where it goes, and what results
residents can expect.

Core actions:

e Publish a proposed budget and a shorter, plain-language “citizen’s budget” explaining key
choices and trade-offs.

e Hold public hearings, community meetings, and online engagement to gather feedback and
adjust priorities when appropriate.



o After deliberation, have the council adopt the budget by ordinance or resolution before the
new fiscal year, establishing legal spending authority.

Monitor, report, and improve

The budget cycle continues after adoption through regular monitoring, reporting, and adjustment.
Strong cities use these feedback loops to improve forecasting, sharpen priorities, and build a
culture of performance over time.

Ongoing practices:

e Produce monthly or quarterly budget-to-actual reports for leadership and the council,
highlighting variances and recommending corrective actions.

e Track performance indicators alongside financial data to see whether funded programs are
achieving the desired outcomes.

e Useyear-end results to refine financial policies, update multi-year forecasts, and launch
the next budget cycle with better data and clearer expectations.



A FEW DEFINITIONS

SUBSIDIES

What does the city currently subsidize and to what extent? Subsidies come in all forms of shape
and sizes. How much are these costing the city? We’re not passing judgement here, just collecting
data to help determine where our money goes.

A few thoughts come to mind:

e YostPool

e ECA
e Waterfront Center
e MFTE

e low-income utility discounts
e property tax relief

e below market rate rentals

e non-profit

e debt carried to support ...

UNFUNDED MANDATES
What “Unfunded Mandates” Means for Edmonds
A little history on unfunded mandates:

Initiative 62, adopted in 1979, required that the state legislature could not force local governments
to provide new or expanded services unless the state covered the costs. Later, Initiative 601,
passed in 1993, reinforced this by barring the Legislature from imposing new programs or higher
service levels on any political subdivision unless the state fully reimbursed those costs through
specific appropriations. These protections against unfunded mandates were codified in RCW
43.135.060.

Voters’ intent with [-62 and 1-601 was clear: shield local governments from having to raise taxes
due to state-imposed programs. Unfortunately, today, lawmakers often sidestep these laws by
granting local governments new taxing powers or loosening property tax limits, effectively shifting
the financial burden to local officials. State lawmakers then expect local governments to raise
taxes to fund services the state demands.

There are no real consequences for lawmakers who violate these laws and impose unfunded
mandates. This undermines the original goal of enforcing fiscal discipline at the state level and
preventing cost-shifting and tax increases for local communities—precisely what voters sought to
avoid when they passed these initiatives.



For Edmonds, the question is: How much are the state imposed unfunded mandates costing the
city? And, has the city incurred any additional legal expenses to uphold them (a potential
additional hidden cost)?

When the state creates or expands a program but does not fully fund it, local governments still
have to comply. For Edmonds budgets, this shows up in the following examples:

e Courts and indigent defense: The city and county must meet constitutional and state
standards for courts and defense services, however these requirements have increased
over time without funding.

e Public safety regulations: Changes in state law around policing and jail standards require
more training, reporting, and staffing at the local level, while state support has not kept
pace with the added workload.

e Housing laws: Recent state housing laws have expanded what cities must allow and plan
for, while leaving many of the planning, staffing, and infrastructure costs on local budgets
rather than providing full state funding.

o Environmental mandates: The Department of Ecology has significantly increased
local costs through environmental regulations—especially stormwater, wastewater, and
solid-waste rules—without fully matching those costs with state dollars.

These are just a few examples that come to mind immediately—the city can and should identify all
others. As these mandatory, state-driven costs continue to rise, Edmonds has less flexibility to fund
the services residents see and value every day—parks, streets, sidewalks, and neighborhood
amenities.

In simple terms: more and more of Edmonds’ budget is locked into covering state-required services,
leaving less money for the discretionary services that shape quality of life.

We need to identify all such obligations and quantify the portion of the budget currently earmarked
to comply with them. Doing so will help clearly communicate how our budget is aligned with these
requirements and where our constraints lie. It also can be used to have a discussion on “what-if”
compliance with the mandate is postponed to free up revenue for other core city needs?



BUDGET PRIORITIES

1. Required by state law (the very minimum the city has to spend)
a. Mayor
b. City Council
c. Police Chief
d. Attorney
2. Mandates (State/federal imposed)
a. Funded mandates
b. Unfunded mandates
i. Whatare they?
ii. How much is it costing the city?
3. City Services
a. Internal support services (right-size the support staff)
i. Finance
ii. HR
iii. Cityclerk
iv. Planning and development
v. Economic Development
b. Community services (determine and prioritize “need” vs. “want”)
i. Police department
ii. Permitting
iii. Utilities
iv. Parks
v. Community Services
vi. Municipal Court
vii. Human Services
c. Capital projects
i. Prioritized CIP/CFP projects
ii. Align with funding sources
4. Debt strategy (determine what expenses should be capitalized)
a. Bonds and bonding capacity
b. Align with 3.c. capital projects
5. Subsidies (develop cost-benefit analysis and prioritize if we have extra money)
a. What are we currently subsidizing?
b. How much s it costing the city?
¢. What should we subsidize?



Proposed Contract Deliverables

1. Building assessment and recommendations
a. Building utilization capacity study
b. Building and land market values
c. Deferred maintenance and yearly upkeep costs
d. Consolidation recommendations (examples)
i. CityHallinto FAC
ii. Wade James Theather into ECA
iii. Otherideas
e. Potential one-time revenue after consolidation and sales
2. Affects of annexation
a. Revenues and expenses
b. Annexation scenarios
i. Esperance
ii. North of Edmonds
iii. Reduce the city to only “the bowl”
3. Organizational assessment
a. Recommendations to right-sized city staff in the age of “Al”
b. Internalvs. contracted services
c. Span of control analysis
4. Salary survey
a. Benchmark surrounding cities
b. Separate represented and non-represented salary schedules
c. Recommended restructuring opportunities
5. 2028 budget by department
a. ldentify proposed services and service levels
b. Revenue recommendations (Appendix A)
i. One-timerevenue
1. GEMT, property sales, collection of delinquent property taxes, etc.
ii. Recurring revenue
iii. Economic development recommendations and timeline
iv. Levy lid lift revenue
1. Type, amount and duration recommendations
c. Prioritized expense recommendations (Appendix B)
i. Community needs
ii. Specialinterest wants
1. Subsidies
iii. Identify unfunded mandate expenses
1. Recommendation for what mandates can be postponed
d. Debt
i. Purpose, type and amount suggested
ii. Debtladder strategy identified
6. RECOVERY STRATEGY



a. Forecasting model to a sustainable, policy compliant budget
i. Aninteractive model which integrates of all the analysis
b. Define all forecast assumptions
= Conservative, most-likely and optimistic assumptions for each model input
variable
= Services and service levels over time
o Provide ten-year forecast
=  Monte-Carlo sensitivity analysis (risk assessment)
o Debt model
=  Amount and repayment plan

The city should entertain the idea of setting up a suggestion box to offer citizens the ability to
participate in the process without needing to be chosen for the strategy team.



