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RESOLUTION NO. 19-2756

A RESOLUTION ADOPTING THE BUDGET FOR THE YEAR 2020,
APPROPRIATING FROM THE GENERAL GOVERNMENT FUNDS FOR THE
FISCAL YEAR 2020; AND ESTABLISHING AN EFFECTIVE DATE.

BE IT RESOLVED by the Council of the City of Ketchikan, Alaska as follows:

Section 1: That the budget for the year 2020, entitled CITY OF KETCHIKAN, ALASKA, 2020 GENERAL GOVERNMENT
OPERATING AND CAPITAL BUDGET is hereby adopted.

Section 2: That the sum of $28,813,233 as shown in the following items of appropriations is appropriated for the General Fund
of the City of Ketchikan for the fiscal year beginning January 1, 2020:

Item of Appropriation

Mayor and Council S
City Clerk
City Attorney
City Manager
Finance
Information Technology
Fire
Police
Library
Museum
Civic Center
Public Health
Public Works - Engineering
Public Works - Streets
Public Works - Cemetery
Public Works - Garage
Public Works - Building Maintenance
Transfers
Appropriated Reserves
Total S

Section 3: That the sum of $7,968,013 as shown in the following items of appropriations is appropriated for the Hospital Sales
Tax Fund of the City of Ketchikan for the fiscal year beginning January 1, 2020:

Item of Appropriation

Public Health S
Transfers
Appropriated Reserves

Total S

211,108
333,246
382,002
883,841
2,285,239
1,216,349
3,921,535
5,882,359
1,450,086
1,114,249
551,982
14,325
2,235,441
1,909,482
91,630
677,091
627,142
917,502
4,108,624

28,813,233

338,140
2,988,324

4,641,549

7,968,013



Section 4: That the sum of $9,802,055 as shown in the following items of appropriations is appropriated for the Public Works
Sales Tax Fund of the City of Ketchikan for the fiscal year beginning January 1, 2020:

Item of Appropriation

Finance S 20,000
Fire 420,500
Police 641,310
Museum 85,962
Public Works - Engineering 267,000
Public Works - Cemetery 219,417
Public Works - Streets 1,808,845
Public Works - Garage 132,200
Public Works - Building Maintenance 50,000
Transfers 2,357,823
Appropriated Reserves 3,798,998

Total S 9,802,055

Section 5: That the sum of $19,185,696 as shown in the following items of appropriations is appropriated for other Special
Revenue Funds of the City of Ketchikan for the fiscal year beginning January 1, 2020:

Fund Item of Appropration

Transient Sales Tax Fund Transfers S 796,002
Appropriated Reserves 493,609 S 1,289,611

Marijuana Sales Tax Fund Mayor and Council 117,420
Appropriated Reserves 351,629 469,049

Solid Waste Services Fund Public Works - Solid Waste 3,747,742
Appropriated Reserves 1,184,847 4,932,589

Boat Harbor Fund Port & Harbors 1,741,564
Appropriated Reserves 733,057 2,474,621

Cemetery O & M Fund Transfers 5,000
Appropriated Reserves 49,353 54,353

Cemetery Development Fund Public Works - Cemetery 4,583
Appropriated Reserves 23,702 28,285
Cemetery Endowment Fund Appropriated Reserves 23,103 23,103

Shoreline Fund Transfers 6,374
Appropriated Reserves 96,774 103,148

Community Grant Fund Mayor and Council 309,000
Appropriated Reserves 17,131 326,131

Economic Parking & Development Fund Tourism & Economic Development 172,450
Appropriated Reserves 456,990 629,440

Commercial Passenger Vessel Excise Tax Fund  Tourism & Economic Development 117,040

Transfers 1,357,482
Appropriated Reserves 5,743,117 7,217,639
US Marshall Fund Appropriated Reserves 137,727 137,727
Federal and State Grant Fund Public Health 1,500,000 1,500,000
Total S 19,185,696



Section 6: That the sum of $3,765,199 as shown in the following items of appropriated is appropriated for the General
Obligation Bond Debt Service Fund of the City of Ketchikan for the fiscal year beginning January 1, 2020:

Item of Appropriation

Debt Service

Section 7: That the sum of $7,530,588 as shown in the following items of appropriations is appropriated for the Capital Project

Funds of the City of Ketchikan for the fiscal year beginning January 1, 2020:

Fund

Harbor Construction Fund

Major Capital Improvement Fund

Community Facilities Development Fund

Hospital Construction Fund

CPV Capital Improvement Fund

Total

Section 8: That the sum of $40,212,101 as shown in the following items of appropriations is appropriated for the General

Government Enterprise Funds of the City of Ketchikan for the fiscal year beginning January 1, 2020:

Fund

Wastewater Fund

Ketchikan Port Fund

Port Repair & Replacement Fund

Total

Section 9: That the sum of $2,361,951 as shown in the following items of appropriations is appropriated for the Self Insurance

Internal Service Fund of the City of Ketchikan for the fiscal year beginning January 1, 2020:

Item of Appropriation

Risk Management
Appropriated Reserves
Total

3,765,199
Item of Appropration
Port & Harbors S 1,659,110
Appropriated Reserves 394,024 2,053,134
Civic Center 350,000
Appropriated Reserves 68,467 418,467
Library 40,000
Museum 710,433
Appropriated Reserves 1,732,772 2,483,205
Public Health 1,190,000
Appropriated Reserves 27,864 1,217,864
Tourism & Economic Development 1,357,462
Appropriated Reserves 456 1,357,918
7,530,588
Item of Appropration
Public Works - Wastewater S 9,833,538
Appropriated Reserves 2,376,985 12,210,523
Port & Harbors 8,771,606
Appropriated Reserves 14,365,295 23,136,901
Appropriated Reserves 4,864,677 4,864,677
40,212,101
1,726,800
635,151
2,361,951



Section 10: This resolution shall be effective upon its passage and approval.

PASSED AND APPROVED this 19th day of December, 2019.

Robert Sivertsen, Mayor

ATTEST:

Kim Stanker, City Clerk



City of
Ketchikan

November 7, 2019

The Honorable Mayor Robert Sivertsen
and Members of the City Council

City of Ketchikan, Alaska

334 Front Street

Ketchikan, Alaska 99901

Pursuant to Section 5-2 of the Ketchikan City Charter, the proposed 2020 General Government
Operating and Capital Budget (the “2020 Budget”) is respectfully submitted. In accordance with
Section 5-4 of the Charter, the City Council must adopt a final spending plan no later than the third
day before the beginning of the next fiscal year, which is December 29, 2019. At least one public
hearing on the proposed budget is required prior to adoption of the final spending plan.

INTRODUCTION AND EXECUTIVE OVERVIEW

The 2020 Budget represents the City’s plan for how it proposes to accumulate and spend the financial
resources necessary to support cost-effective programs and services consistent with the City
Council’s stated goal of preserving and enhancing the quality of life currently enjoyed by the citizens
of Ketchikan. The development of a financially sound spending plan for the City began by considering
the expectations that the citizens of the community have for its local government, the City’s role in
the local economy and the state of the economy of the community that the City serves.

The programs and services contained within the proposed spending plan for 2020 were developed by
the various departments and were subsequently reviewed and modified as necessary by the Offices
of the City Manager and the Finance Director. Direction from the City Council, the various City
Advisory Boards and the general public were considered prior to finalization of the proposed
spending plan. Department goals and programs were predicated on the continuation of basic service
delivery and long-range issues that have manifested themselves over the course of the past year and
during the development of the capital improvement program.

Key Budget Assumptions

In order to present a complete spending plan for 2020, it was necessary for management to make
certain assumptions regarding the operations and finances of General Government. Management
recognizes that some of the assumptions will require further direction from the City Council and that
the direction provided may result in different assumptions, which could materially affect the



proposed spending plan. The key assumptions used to compile the spending plan for 2020 are as
follows:

e Staffing levels remained the same as 2019 except for some minor staffing changes in the
Police Department. Step increases have been programmed for all eligible employees. A 2%
cost of living adjustment has been programmed for all represented and non-represented
employees. The cost of living adjustment will become effective January 1, 2020.

e Certain employee benefit costs have been programmed to increase. Health insurance
premiums are expected to rise by 10%. The increase in the cost for health insurance will be
shared equally between the City and its employees. Increases in retirement costs will be
limited to rising salaries and wages caused by the implementation of the compensation plan
update, cost of living adjustments and step increases and assumes that the State of Alaska will
not raise the current PERS employer contribution rate of 22 percent.

e An increase in property tax mill rate has been programmed. If approved by the City Council,
the mill rate will increase from 6.6 to 7.1, an increase of .5 mills. Property values have been
programmed to increase by 1.4%. This projection is based on a 5-year average of increases in
the certified assessment roll.

e The sales tax rate will remain at the current rate of 4% but taxable sales have been projected
to increase by 3% over estimated taxable sales for 2019. Effective January 1, 2020, the sales
tax cap will be raised from $1,000 to $2,000. This is expected to raise additional $540,000 in
sales tax revenues. The City’s sales tax collections continue to benefit from the strong tourism
industry.

e No rate increases have been programmed for harbor moorage, solid waste services or
wastewater utility services. Rates have been increased for port services but the effective date
for most of the rate increases is 2021.

e Liability and property insurance premiums have been programmed to increase by 10%. The
City’s liability and property insurance policies expire on July 1 and, therefore, the renewals
overlap the City’s calendar fiscal year. In July 2019, total premiums increased by 32% and are
projected to increase in July 2020 by about 10%. The increases are due to poor claims
experience in the property, casualty and liability markets. The cost of construction and
materials is having an impact on replacement values. The City has been required to increase
its replacement values to ensure that its facilities are adequately insured. Workers
compensation insurance policies also expire on July 1 and overlap the City’s calendar fiscal
year. Premiums for workers compensation insurance decrease by 14% on July 1, 2019 but are
expected to remain flat for the July 1, 2020 renewal. It is also important to note that
premiums for workers compensation are based on staffing demographics and the rates set for
each employee classification by the National Council on Compensation Insurance. As a result
some departments may experience an increase in the cost of workers compensation instead
of a decrease.



e In mid-2017, the City’s new 5% marijuana sales tax went into effect. Since the new tax was
enacted, it has raised approximately $518,000. The forecast for 2020 is $250.000. As directed
by the City Council, the proceeds from this new revenue source will be accounted for in the
Marijuana Sales Tax Fund and will be used for assisting and addressing the needs of the
homeless population in the City of Ketchikan or other humanitarian purposes as determined
by the council.

e Approximately 1,260,000 cruise ship passengers have been projected to visit Ketchikan in
2020. This represents a 7.5% increase over the 1,171,620 passengers that visited Ketchikan in
2019. The revenues and expenses of the Port Enterprise Fund have been programmed
accordingly. The biggest financial impact will be on the revenues derived from the City’s $7
passenger wharfage fee and the lease payments that will be required for Berth IV. The
additional cruise passengers will also have a favorable impact on sales tax revenues and the
amount the City receives from the State of Alaska’s CPV Excise Tax.

e Annual debt service is expected to be comparable to 2020 with one exception. The City plans
to enter into a $1.72 million lease agreement to finance the acquisition of fire-fighting
equipment in December 2019. The annual lease payments of approximately $267,000 will
begin in 2020. The City’s annual debt service will increase from $6.37 million to $6.51 million.

Staff recognizes that some of the assumptions may require modification as more information
becomes available and further direction is provided by the City Council. In particular, the projections
for sales and marijuana tax revenues may need revision pending the outcome of third quarter sales
and marijuana tax collections. This information will not be available until December 2019.

Issues that Impacted or May Impact
the Proposed 2020 Budget and Beyond

In preparing the proposed 2020 Budget, staff identified issues that may have the potential to impact
the long-term finances of the City, its operations and/or the proposed 2020 Budget. Staff believes
that the City Council should be aware of these issues and may want to consider them during its
budget deliberations or as part of long-term strategic planning.

Rates for Services Provided By the City Although the City Council has pursued a variety of plans and
options to address the adequacy of rates assessed against those that use services provided by the
City, there still needs to be a more concerted effort to develop and implement a long-term rate
setting strategy. This is extremely important if the City desires to have an adequate infrastructure in
place to provide those services. The long-term goal of the City should be the development of
infrastructure replacement program and the financing plan that will be required to fund it. In
particular, the City should focus on the following services:

e Harbors
e Solid Waste
e \Wastewater



e (Cemetery

There are many benefits from taking this approach to rate setting but the two most important ones
are better service to the citizens of the City and lower cost to our citizens that use the services. This
type of planning and rate setting avoids costly deferred maintenance and ensures that the cost of
providing the services will be borne by the users of the services and not the taxpayers. Long-term
planning also puts the City in a good position to take advantage of opportunities to lower costs. For
example, having a shovel ready project on the shelf allows the City to sell it bonds when market
conditions are excellent for low interest financing instead of being forced to sell bonds in a poor
market because of failing infrastructure. The savings can be significant. The City Council may recall
the recent refunding of the 2006 Port Revenue Bond. That refunding saved the City over $6 million in
interest cost. That is the difference between having a strategy and not having one and a good bond
market and a bad one.

Port Infrastructure and Uplands The City is facing significant challenges at the Port of Ketchikan. A
new larger class of cruise ships, the neo-panamax class, began servicing Southeast Alaska in 2018.
Additional neo-panamanx ships are expected in 2019 and beyond. Not only are the ship getting larger,
the number of passengers per ship is increasing. In 2019, the number of panamax class passengers
ranged between 2,500 and 3,000 while the neo-panamax class passenger counts reached as high as
4,700. A peak passenger day is now over 14,000 and this figure does not include crew members off
the cruise ships. The City’s current Port facilities and upland areas are not properly sized or
configured for use by the neo-panamax class vessels and their passengers and will need to be
renovated.

Financing Port infrastructure and upland improvements will require a major undertaking by the City.
The cost could reach $150 million. In the absence of the availability of grant funding, the City has
issued a request for proposals to assist in its efforts to finance these improvements instead of relying
solely on the issuance of revenue bonds.

Tourism is now a major economic driver of the local economy in Ketchikan. The tourism industry
creates jobs and strengthens the local tax base, which results in a more secure community and lower
taxes for everyone. The evidence of this is clear. In 2018, the average monthly employment in the
community of Ketchikan was 7,044, with employment peaking at 7,980 in July and hitting the bottom
at 6,544 in February. Sales tax revenues are projected to reach a record $12.9 million in 2019. About
70 percent of this revenue is collected between April and September. An in-house analysis prepared
by the City Finance Department using limited information provided by the Ketchikan Gateway
Borough estimated that about 35% of the City sales tax revenues are either directly or indirectly
derived from tourism. Assessed values have also appreciated. Since 2009, assessed values have
increased from $745.4 million to $937.7 million, or 25.8%. While we cannot determine how much of
this is due to growth in the tourism industry there is mostly likely a strong correlation between the
success of the industry and rising assessed values.

In 2019, the Ward Cove Dock Group and Norwegian Cruise Lines entered into an agreement that
would result in the construction of two neo-panamax cruise ship berths at the site of the former
Ketchikan Pulp Company. If this project materializes, it could have the potential to significantly



change the dynamics of local tourism and affect the City’s finances and its plans to renovate its own
berthing facilities to accommodate neo-panamax cruise ships. This project needs to be closely
monitored as it may ultimately affect the City’s plans to explore options to reduce the cost of the
City’s investment in infrastructure and/or partnering with the industry to share the risk between the
City and the industry. Growth in the tourism industry in Ketchikan is important to the community’s
economy and the City desires to see the industry continue to expand and prosper.

Due to the uncertainty of Ward Cove Dock Group development and the infancy of the City’s RFP
process to seek partners in the efforts to renovate its own berthing facilities, nothing has been
programmed in the Port’s 2020 Budget to address these challenges.

Funding of Port Major Maintenance Maintaining port infrastructure in Southeast Alaska is
expensive and must be done in a timely manner in order to minimize the long-term operating and
capital costs of the Port. Absent a well-designed maintenance program, heavy use during tourism
season, severe weather, strong tidal forces and a highly corrosive environment could result in the
rapid deterioration of the Port’s infrastructure. For example, a cathodic protection system is an
excellent method for protecting the Port’s berthing facilities from corrosion. One is currently under
discussion for Berths | & Il and carries a price tag of over $10 million. The proposed source of funding
is a revenue bond. This is not an ideal solution for two reasons. Voter approval is required before
the City can issue a revenue bond and issuing debt to finance routine maintenance is not a sound
fiscal policy. Instead, an effort should be undertaken by the City to ensure that the fees charged by
the Port for the use of its berthing facilities are sufficient to fund a long-term maintenance program.
A policy should be developed to designate or put aside annually a portion of these fees and restrict
their use to financing future routine major maintenance.

State of Alaska Fiscal Challenges After several years of trying, the State of Alaska finally came up
with a financial plan to address its fiscal challenges. Unfortunately, the state opted to pursue
draconian measures that could ultimately push the cost of state government back to the local
municipalities or negatively affect the local economy in a way that increases the cost of living in small,
isolated rural communities in Alaska. A perfect example is the curtailment of services provided by
the Alaska Marine Highway System, which serves as a major transportation link for the roadless
communities in Southeast Alaska and to a highway system in Canada that connects to the highway
system in the continental United States.

The City should continue to carefully monitor future efforts undertaken by the Governor’s Office and
the State Legislature to develop a more permanent solution to solve the state’s fiscal challenges.
Some of the more important areas of interest to the City and the fiscal impacts are as follows:

e Public Employees Retirement System — the current PERS employer contribution rate is 22%.
This is a statutory rate. It is not an actuarially determined rate required to fund the PERS. The
difference between the actuarially determined rate and the statutory rate is currently funded
by the State of Alaska. Any changes to the statutory rate could be costly to the local
municipalities. A one percent (1%) increase in the PERS employer contribution rate would
cost the City $117,000.



e Community Assistance Program - this program is the old State Revenue Sharing Program. At
one point, the City received as much as $700,000 under this program. In 2019, the City
received $190,514. The future of this program is uncertain.

e University of Alaska Southeast - Ketchikan Campus — this program provide local job
opportunities and provides a low cost option for many local residents attending their first two
years of college or considering one of the Campus’s vocational programs.

e Alaska Marine Highway System — the AMHS serves as a large employer and provides a vital
transportation system that is important to the overall economic health of Ketchikan and
Southeast Alaska.

e Pioneer Home — the Pioneer Home provides local employment and a much needed long-term
nursing facility for our senior citizens who have chosen to make Ketchikan their home. The
lack of long-term nursing facilities could result in many long-time residents being required to
uproot and move out of Ketchikan. .

e ADEC Clean and Drinking Water Loan Programs — this is a low interest loan program
administered by the Alaska Department of Environmental Conservation. This program has
been used by the City to finance many of its water and wastewater utility infrastructure
projects. The programs also offer load subsidies in the form of principal forgiveness. The
elimination of these programs would increase the cost of repairing and replacing utility
infrastructure and cause utility rates to increase.

e Alaska Municipal Bond Bank Authority - this loan program is administered by the Alaska
Department of Revenue that permits municipalities to issue debt based on the State’s bond
rating, which is usually near the top of the investment grade category. By comparison, the
City’s standalone bond rating is at the bottom of the investment grade category. This
program has been used by the City to finance many of many of its building projects such as
the library, fire station and hospital; and infrastructure projects for the Port and electric
utility. The elimination of this program would increase the cost of repairing and replacing
buildings and utility infrastructure, which would then cause taxes and utility rates to increase.

Online Sales Taxes In response to the South Dakota v. Wayfair decision, the Alaska Municipal League
has undertaken the task of developing a mechanism for collecting local sales taxes from online
merchants. This undertaking is important because the State of Alaska is one of the five states in the
United States that does not have a state sales tax. In order to make the collection of sales tax from
online merchants effective and efficient, there needs to be a single collection point. Normally, this
function would be performed by the state agency responsible for collecting statewide sales taxes.
Since Alaska does not have a state sales tax, there is no state agency responsible for the collection of
sales tax.

The concept put forth by the Alaska Municipal League is intended to be a substitute for a state
agency. Under this concept, the Alaska Municipal League would serve as the single collection point
for the collection of online sales taxes and would retain a percentage of sales taxes collected to cover



their operating costs. Participation in this program is optional but those municipalities that
participate will have to amend their existing sales tax codes for two reasons. First, the sales tax code
needs to properly identify the point at which a sale is taxable. The definition needs clearly to
encompass local and online merchants on an equal basis. Second, there are some 105 tax
jurisdictions in the State of Alaska. In order for this program to work, there must be uniformity in the
sales tax code otherwise it becomes very unwieldy for online merchants to determine the
appropriate amount of taxes to collect from its customers. This could potentially change what is
considered to be a taxable sale but in exchange for giving up some local control, the City stands to
increase its sales tax revenues by including sales from online merchants in the mix.

Nothing has been programmed in the 2020 Budget for revenues from online sales taxes but it is an
important issue that could potentially impact the City finances in late 2020 or early 2021.

The rest of this transmittal letter is devoted to a detailed financial overview of the 2020 Budget. The
overview is intended to provide for a better understanding of how the financial component of the
budget was developed and identify opportunities to make changes that bring the proposed spending
plan more in line with the goals and objectives of the City Council and the community at large.



FINANCIAL OVERVIEW OF THE
2020 GENERAL GOVERNMENT ANNUAL OPERATING AND CAPITAL BUDGET

The 2020 Budget includes all governmental funds and all proprietary funds of the City, except for
Ketchikan Public Utilities. A separate budget has been prepared for Ketchikan Public Utilities. The
table below summarizes the 2020 Budget and compares it with the 2019 Budget and 2018 Actual.

Estimated Beginning Reserves, Jan 1

Revenues and Transfers:
Taxes
PILOT
Intergovernmental Revenues
Charges for Services
Other Revenues
Bond Proceeds
Interdepartmental Revenues
Total Revenues
Transfers from Other Funds
Interfund Advances
Total Revenues and Transfers

Total Funds Available

Expenditures and Transfers:
Operating Expenditures
Capital Expenditures

Total Expenditures
Transfers to Other Funds
Advances To Other Funds

Total Expenditures and Transfers

Estimated Ending Reserves, Dec 31

2018 2019 2019 2020

Actual Budget Estimate Budget
$ 38,772,759 $ 40,439,578 S 44,118,377 $ 46,378,091
18,965,250 19,887,313 19,491,402 20,966,608
1,209,286 1,205,000 1,205,000 1,294,900
3,769,839 9,170,022 8,617,097 4,724,005
20,203,958 21,733,853 21,224,361 22,240,955
1,157,162 1,327,100 1,291,540 1,853,450
- 5,160,907 1,844,622 7,236,539
4,622,928 5,253,300 4,988,877 5,567,572
49,928,423 63,737,495 58,662,899 63,884,029
7,838,050 11,554,618 9,527,702 8,950,507
1,288,449 426,209 426,209 426,209
59,054,922 75,718,322 68,616,810 73,260,745
97,827,681 116,157,900 112,735,187 119,638,836
38,949,485 43,354,093 41,931,996 45,981,193
6,921,769 21,943,729 14,897,398 18,381,235
45,871,254 65,297,822 56,829,394 64,362,428
7,838,050 11,554,618 9,527,702 8,950,507
53,709,304 76,852,440 66,357,096 73,312,935
S 44,118,377 $ 39,305,460 46,378,091 46,325,901

Total funds available for appropriations in 2020, including beginning reserves of $46.38 million, is
$119.64 million. The amount requested for appropriations in 2020 is $73.31 million; or $3.54 million
less than 2019. Operating expenditures increased by $2.63 million, capital expenditures decreased by
$3.56 million and transfers to other funds decreased by $2.60 million. The 2020 Budget will require a
$52,190 drawdown of total General Government reserves.



This overview contains a review of the proposed spending plan for 2020 and will include a discussion
of the following areas: (1) Revenues — All Funds; (2) Transfers In from Other Funds — All Funds; (3)
Operating and Capital Expenditures — All Funds; (4) Transfers Out and Advances to Other Funds — All
Funds; (5) Review of Major Funds; (6) Capital Improvement Program; and (7) Debt Management.

REVENUES — ALL FUNDS

The revenues of the City come from a variety of sources. Most of the revenues are from external
sources such as taxes and charges for services. Some of the revenues such as interdepartmental
charges are internal to the City. This section includes a discussion of the major revenues realized by
the City and information on major factors affecting the revenues. The table below summarizes the

major revenues of the City.

Operating Revenues:
Taxes
Payment in Lieu of Taxes
Licenses and Permits
Revenue from Other Govmnts - Operating
Charges for Services
Fines and Forfeitures
Interdepartmental
Other Revenue - Miscellaneous
Total Operating Revenues
Non-Operating Revenues:
Revenue from Other Govmnts - Capital
Other Revenue - Bond Proceeds
Total Non-Operating Revenues

Total Revenues

2018 2019 2019 2020
Actual Budget Estimate Budget
$ 18,965,250 $ 19,887,313 $ 19,491,402 $ 20,966,608
1,209,286 1,205,000 1,205,000 1,294,900
96,487 116,900 131,700 131,700
3,046,225 3,126,443 3,189,640 3,246,950
20,259,750 21,783,853 21,274,361 22,290,955
108,900 138,500 117,500 123,500
4,622,928 5,253,300 4,988,877 5,567,572
895,983 1,021,700 992,340 1,548,250
49,204,809 52,533,009 51,390,820 55,170,435
723,614 6,043,579 5,427,457 1,477,055
- 5,160,907 1,844,622 7,236,539
723,614 11,204,486 7,272,079 8,713,594
$ 49,928,423 $ 63,737,495 $ 58,662,899 S 63,884,029

The City is projecting that its operating revenues for 2020 will total $55.37 million, an increase of
$2.84 million. Non-operating revenues will total $8.5 million, a decrease of $2.69 million. The
significant changes to revenues will be discussed below. The following chart identifies the major
revenue sources of the City and their respective percentage of the total revenues projected for 2020.
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The following chart identifies the operating revenues of the City and their respective percentage of
total operating revenues projected for 2020.

2020 Operating Revenues
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Taxes: At 37.9%, tax revenues are the second highest category of operating revenues collected by
the City. Tax revenues are used to finance the programs of the City’s General Fund, two sales tax
funds and a transient tax fund. The City currently assesses four types of taxes: (1) ad valorem real
and personal property taxes; (2) 4% consumer sales tax; (3) 7% transient occupancy tax; and (4) 5%
marijuana sales tax. The table below summarizes the major tax revenues of the City.



2018 2019 2019 2020

Actual Budget Estimate Budget
Property Taxes S 5,655,606 S 6,386,313 S 5,695,901 S 6,214,493
Sales Taxes 12,464,226 12,704,000 12,920,501 13,848,115
Transient Occupancy Taxes 544,305 500,000 527,000 532,000
Marijuana Sales Taxes 190,549 170,000 230,000 254,000
Other Taxes 110,564 127,000 118,000 118,000
Total S 18,965,250 S 19,887,313 S 19,491,402 S 20,966,608

Other taxes include automobile and liquor taxes shared by the State of Alaska with the City.

Property Taxes Revenues from property taxes are a function of assessed property values and the
mill rate. Assessed property values are determined by the Ketchikan Gateway Borough Assessment
Department and certified by the Borough Assembly acting as the Board of Equalization. The Borough
reappraises property located within the City on a four-year cycle as follows:

Cycle 1 —residential zoned property from Schoenbar Bypass to the south City limits.
Cycle 2 — commercial and industrial zoned property.

Cycle 3 — no city property appraised in Cycle 3.

Cycle 4 — residential zoned property from Schoenbar Bypass to the north City limits.

In 2020, the Ketchikan Gateway Borough will reappraise all Cycle 1 properties. Since there are city
properties included in Cycle 1, property values in the City may increase in 2020 as a result of the
appraisal. Properties not scheduled for reappraisal are generally subject to a market analysis and
adjusted accordingly. Assessed values have been conservatively programmed to increase by 1.4
percent in 2020. This projection is based on a five-year average for increases in the assessed values
of properties located in the City. Actual assessed property values will not be known until the
Ketchikan Gateway Borough Board of Equalization certifies the assessment roll in May of 2020. The
City is required to adopt its annual mill levy by June 15.

The City currently receives $6.60 per $1,000 of assessed valuation from property owners located
within the City limits. The proposed 2020 Budget does include a recommendation to increase
property taxes in order to fund the cost of the compensation plan update that was implemented in
October 2019. The recommendation is to increase property tax rate from 6.6 mils to 7.1 mils. This
will raise property tax revenues by $438,000.



Property Tax Assessments 2011-2020
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Sales Taxes Sales tax revenues are generated from a four percent sales tax imposed on retail sales
within the City limits. Sales tax revenues are accounted for in three separate funds as follows:

e General Fund—1.5%
e Hospital Sales Tax Fund — 1%
e Public Works Sales Tax Fund — 1.5%

For 2020, sales tax revenues have been projected to total $13.85 million or about 7.2% more than the
estimate for 2019. There are two factors driving the increase. Continued growth in tourism is
expected to drive revenues up by about 3% and the City Council decision to raise the sales tax cap
from $1,000 to $2,000 is expected to increase revenues by at least 4.2% over the estimate for 2019.

Sales Tax Revenues 2011-2020
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Transient Occupancy and Marijuana Sales Taxes A seven percent transient occupancy tax is assessed
against consumers using overnight lodging facilities located within the City limits. This tax is used to
provide financial support to the Ted Ferry Civic Center and community promotion. A five percent
sales tax assessed on retail marijuana sales within the City limits became effective April 1, 2017. This
tax is used to support homeless and other humanitarian programs. Both taxes are in addition to the
City’s four percent retail sales tax.

Payment in Lieu of Taxes (PILOT): Governments are exempt from property taxes, however, many
municipalities, including the City, have a policy of requiring their enterprise funds to pay an amount in
lieu of property taxes. The payments in lieu of taxes are based on the estimated assessed values of
enterprise fund properties located within the City limits and the proposed mill rate.

2018 2019 2019 2020
Actual Budget Estimate Budget
Ketchikan Public Utilities S 786,000 S 786,000 S 786,000 S 845,600
Port of Ketchikan 319,000 319,000 319,000 343,200
Wastewater 80,000 80,000 80,000 86,100
Affordable Housing Programs 24,286 20,000 20,000 20,000
Total S 1,209,286 S 1,205,000 S 1,205,000 S 1,294,900

Included in the PILOT is an estimate of the payment in lieu of taxes that will be made by certain
organizations administering affordable housing programs.

Revenues From Other Governments: Although the City receives a substantial amount of revenues
from other governments, the amount received tends to fluctuate widely from year-to-year, especially
grant revenues. Revenues from other governments have been projected to account for 6.2% of the
City’s projected operating revenues for 2020. The majority of this revenue comes from the State of
Alaska and is usually in the form of grants for infrastructure. The following table below summarizes
the major sources of revenues from other governments.




License Refunds S 46,900 S 31,000 S 31,000 S 45,000
State Grants - Shared Fisheries Tax 13,767 15,000 10,653 10,000
State Raw Fish Tax 319,098 311,000 255,346 258,000
Community Assistance Program 231,248 200,000 190,514 190,000
State CPV 2,252,488 2,350,000 2,440,982 2,600,000
Police Department Grants 21,829 -
Fire Department Grants 58,363 74,012 43,227 15,000
Library Department Grants 2,750 10,500 10,735 8,250
Museum Department Grants - 19,231 69,231 11,000
ERZD Bond Interest Rebate 119,911 114,000 114,423 108,000
Other 1,700 1,700 1,700 1,700
3,046,225 3,126,443 3,189,640 3,246,950
Capital Grants:

Fire Department Grants 104,815 336,524 331,577 -
Public Works - Grants 10,627 80,000 95,880 850,000
Harbors Grants - 627,055 - 627,055
Port Grants 608,172 5,000,000 5,000,000 -
723,614 6,043,579 5,427,457 1,477,055

Total S 3,769,839 $ 9,170,022 S 8,617,097 S 4,724,005

Changes in capital grants are subject to the availability of funding and tend to be project specific. All
of the proposed $4.72 million in grant revenues programmed to be received from other governments
has been awarded to the City, however, the actual amount received may be less than the expected
award amount. The capital grants will be used to finance a ramp upgrade for Bar Harbor North and
the renovation of the former Ketchikan Youth Regional Facility. The State’s raw fish tax is subject to
harvest volumes and market prices for fish, which tends to make the amount the City receives a
challenge to project. All but 23% of the raw fish tax is dedicated for harbor infrastructure
improvements. The balance remaining that is not dedicated for harbor improvements is accounted
for in the KPU Enterprise Fund and is used to subsidize water rates for the seafood processors.
Funding for the Community Assistance Program for 2020 is predicated on the Alaska Legislature
funding the program for FY2021. The State Commercial Passenger Vessel Excise Tax that is shared
with the City is based on the number of cruise ship passengers visiting the State of Alaska. The City
receives $2.50 per passenger. The cruise ship industry is currently enjoying a period of growth that
has positively impacted the proceeds from the State’s CPV Excise Tax.

Charges For Services: Charges for services accounts for 40.2% of the City’s total operating revenue
and is the single largest source of operating revenues. It includes user fees for general government
and utility services provided by the City. Fees for services include building inspections and plan
reviews, parking, emergency medical services including transportation, harbor moorage, port
dockage, library facilities for residents and nonresidents of the City and the University of Alaska, solid
waste collection and disposal, and wastewater. The following table summarizes the major categories
of charges for services.




Parking
Ambulance
E-911 Services
Borough Library Services
UAS Library Services
Civic Center
Solid Waste Fees
Wastewater Fees
Harbor Fees
Port Fees
Museum Fees
Tideland Leases
Other

Total

2018 2019 2019 2020

Actual Budget Estimate Budget
S 101,190 S 88,000 S 100,000 S 100,000
730,650 625,000 730,000 880,000
406,326 410,000 406,000 406,000
428,806 464,970 457,802 489,020
92,645 77,641 72,910 82,182
104,367 109,800 106,000 106,000
3,170,321 3,206,000 3,251,000 3,251,000
3,227,601 3,439,400 3,421,100 3,471,000
1,575,010 1,611,900 1,579,000 1,579,000
9,965,809 11,292,286 10,693,188 11,465,680
281,765 262,500 291,757 294,500
55,792 50,000 50,000 50,000
119,468 146,356 115,604 116,573
$ 20,259,750 $ 21,783,853 S 21,274,361 $ 22,290,955

Charges for services have been projected to increase by $507,102, or 2.3%, to $22.29 million. Most
of the fees for service will remain unchanged for 2020, except for the following:

e Ambulance fees have been projected to increase by $105,000 due to increases in fees for
providing ambulance services and additional transports during tourism season. Another $150,000
is coming from the Emergency Medical Transport Program. This is a new program offered by the
State of Alaska to provide additional funding for the transportation of Medicaid patients.

e Port revenue fees have been projected to increase by about $173,000 due to projected increases
in cruise ship passenger traffic for 2020.

from the City’s $S7 passenger wharfage fee.

Nearly all of the increase in Port revenues will come

Interdepartmental Charges: Interdepartmental charges are fees assessed against the revenue

generating and enterprise funds that collect fees from users and other funds of the City. The General
Fund and the Self-Insurance Fund provides certain services for these funds. The services include City
Council, City Clerk, Legal, Engineering, Central Garage, Finance, Information Technology, Human
Resources, and Risk Management. Since KPU maintains a separate garage, it is not charged for this

service.

KPU

Port Fund

Harbor Fund

Solid Waste Fund

Wastewater Fund

Self Insurance Fund
Total

2018 2019 2019 2020
Actual Budget Estimate Budget
S 2,203,038 S 2,403,390 S 2,309,547 S 2,537,140
157,037 186,130 175,725 199,072
121,499 156,390 144,535 167,666
318,910 388,960 350,632 417,559
441,125 500,120 440,068 531,425
1,381,319 1,618,310 1,568,370 1,714,710
S 4,622,928 S 5,253,300 S 4,988,877 S 5,567,572




Interdepartmental charges are determined using a variety of methods. The amount charged for the
cost of services provided to KPU is based on a model developed by a consultant engaged by the KPU
Telecommunications Division. Services charged to other revenue generating funds of the City are
based on labor. Interdepartmental charges have been programmed to increase by $314,272 in 2020.
There are two reasons for the increase. Premiums for property and liability insurance continue to rise
because of poor claims experience at the national level and replacement values have been impacted
by the rising cost of construction and building materials. Insurance premiums have been projected to
increase by $96,400. The other reason for the increase is the implementation of the compensation
plan update. As a result of the update, the cost of personnel for the departments providing serves to
other departments has risen and has directly impacted both cost and the allocation of
interdepartmental charges. The implementation of the compensation plan update and changes to
the allocation formula has resulted in interdepartmental charges rising by $217,872.

TRANSFERS IN FROM OTHER FUNDS — ALL FUNDS

Transfers in from other funds include operating subsidies, the movement of financial resources from
one fund to another, in order to share the cost of programs or activities accounted for in another
fund and the transfer of financial resources for debt service. For 2020, $8.95 million has been
programmed for transfers in from other funds to the funds listed below.

2018 2019 2019 2020
Actual Budget Estimate Budget
General Fund S 2,836,523 S 3,180,435 S 2,852,409 S 2,909,326
Community Grant Fund 154,176 150,000 150,000 154,500
CPV Capital Improvement Fund 256,552 300,000 123,142 1,357,482
Major Capital Improvements Fund . 320,000 320,000 350,000
Harbor Construction Fund 138,744 139,445 - -
GO Bond Debt Service Fund 3,386,732 3,655,109 3,506,751 3,657,199
Port Fund 543,323 3,287,629 2,053,400 -
Port Repair & Replacement Fund 522,000 522,000 522,000 522,000
Total $ 7,838,050 S 11,554,618 S 9,527,702 S 8,950,507

For detailed information about transfers in, please refer to the Transfers and Advances section of the
2020 Budget.

OPERATING AND CAPITAL EXPENDITURES — ALL FUNDS

Total operating and capital expenditures in the amount of $64.4 million have been programmed for
2020. The table below summarizes the major expenditures of the City and compares 2020 with 2019
and 2018.



Personnel Services
Supplies
Contractual and Purchased Services
Leases - Berth IV
Other Contract. and Purch. Services
Interdepartmental Charges
Payment In-Lieu of Taxes
Capital Outlay - Minor
Debt Service
Total Operating Expenditures
Capital Outlay - Major
Total Operating and Cap.Expenditures

2018 2019 2019 2020

Actual Budget Estimate Budget
S 18,941,721 $ 21,455,341 $ 20,265,872 $ 23,056,073
1,820,936 2,091,550 2,049,543 2,083,466
2,641,514 2,743,000 2,746,000 2,823,000
6,886,969 7,746,590 7,841,843 8,351,571
1,609,364 1,939,345 1,792,026 2,208,986
563,415 565,000 565,000 608,300
247,455 294,125 300,454 338,595
6,238,101 6,519,142 6,371,258 6,511,202
38,949,475 43,354,093 41,931,996 45,981,193
6,921,759 21,943,729 14,897,398 18,381,235

S 45,871,234

$ 65,297,822

S 56,829,394

S 64,362,428

Total operating expenditures for 2020 are projected to increase by $2.63 million from 2019. Capital
outlay-major is projected to decrease by $3.56 million. Total operating and capital expenditures have
been programmed to decrease by $935,394. The following chart summarizes the major categories of

operating expenditures.
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Personnel Services: The cost of personnel is projected to consume 50.1% of the City’s annual
operating expenses, an increase from 49.5% in 2019. This category includes salaries and wages for
Employee benefits include
health insurance, life insurance, retirement, workers compensation, social security, unemployment,

regular and temporary employees, overtime and employee benefits.



accrued leave and allowances for uniforms and clothing. The cost of personnel services is
summarized as follows:

2018 2019 2019 2020
Actual Budget Estimate Budget

Salaries and Wages-Regular S 10,369,020 S 11,560,121 S 11,030,550 S 12,540,133
Salaries and Wages-Temporary 854,598 1,083,800 1,014,060 1,317,800
Overtime 783,176 875,210 897,300 1,001,760
Payroll Taxes 885,892 1,034,340 978,760 1,137,920
Pension Benefits 2,265,614 2,449,380 2,325,633 2,631,310
Health Insurance Benefits 3,116,827 3,626,920 3,186,117 3,613,910
Workers Compensation 330,705 368,210 352,672 347,430
Other Benefits 227,917 353,670 343,940 343,820
Allowances 107,972 103,690 136,840 121,990

Total S 18,941,721 S 21,455,341 S 20,265,872 S 23,056,073
Number of Employees (FTE) 175.57 176.82 176.82 177.07

The chart below shows how the 177.07 FTE employees are distributed among the various City
departments.
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The proposed level of staffing for 2020 is 177.07 FTE, an increase of .25 FTE from the 2019 Adopted
Budget. The table below summarizes by department the proposed changes to personnel.

Department Position Action FTE
Police Department Corporal Eliminate (1.00)
Police Department Police Officer Add 2.25
Police Department Evidence Custodian Eliminate (1.00)
Total 0.25

The Police Department has requested minor reorganization of their staff schedule in order to provide
better law enforcement coverage and address staffing turnover. The Corporal and Evidence
Custodian positions have been eliminated in favor of adding two Police Officer positions. In addition,
one officer is retiring in 2020, so a .25 FTE Police Officer position has been requested to keep that
officer on staff for coverage while the new officers complete their training program.

Regular salaries and wages have been projected to increase by $980,012 to $12.54 million in 2020.
The increase is due to step increases, a 2.0 percent cost of living adjustment for non-represented
employees and all represented employees effective January 1, 2020 except those employees covered
by the Public Safety Employee Association (PSEA) collective bargaining agreement. Employees
belonging to the PSEA collective bargaining unit will receive a 2.0 percent cost of living adjustment
effective July 1, 2020. Most of the increase, however, is due the implementation of the 2019
compensation plan update. The costs of temporary wages and overtime have also been
programmed to increase by a total of $360,550. These costs were also impacted by the same factors
that drove up the cost of regular salaries and wages.

Since wages have increased, taxes and some employee benefit costs have increased accordingly
because these costs are generally assessed as a percentage of compensation. Payroll taxes and
pension benefits have been programmed to increase by $285,510. Workers compensation, which is
based on a rate per $100 of compensation at the straight time rate for hours worked, has been
programmed to decrease by $20,780. This is primarily due to an improved workers compensation
premium loss modifier, which is currently .92. Last year it was 1.08. The lower loss modifier reduces
the rate per $100 of compensation.

Health insurance costs, which are not based on a percentage of compensation, have been
programmed to decrease by a modest $13,010 from the amount appropriated in 2019 despite a
projected premium increase of 10%, effective July 1, 2020. The reason for this result is because the
premium increase projected for 2019 did not occur. The actual cost for 2019 was about $440,000
less than projected. Health insurance costs are difficult to project because they are based on the
claims experience of the health insurance plans. The City currently participates in five health
insurance plans. Vacancies also played a role in lower cost. For example, the cost of family coverage
for one employee participating in the non-represented Blue Cross health insurance plan is $32,912
annually. A position that has been vacant for six months would save the City $16,456.

Supplies: Supplies include office and operating supplies, maintenance materials, fuel, postage,
books and publications, chemicals and similar expendable items used in operations. This category



accounts for 4.5% of operating expenditures. The amount requested for supplies in 2020 is $8,084
less than the amount requested in 2019.

All Other Contractual and Purchased Services: All other contractual and purchased services include
travel, training, advertising, maintenance services, software and equipment maintenance
agreements, leases and rentals of property and equipment, professional services, utilities and
technical services. This category accounts for 18.2% of operating expenditures. The amount
requested for contractual and purchased services in 2020 is $604,981, or 7.8%, more than the
amount requested in 2019. A number of different factors were behind the increase. Some of the
more significant factors include $173,000 for higher electric utility bills due to the diesel surcharge,
additional funds for professional services in the amount of $71,000 for legal services arising from the
Port’s RFP process, and $108,000 to cover the cost of rising property and liability insurance
premiums.

Capital Outlay: The amount requested for major capital outlay has been programmed to decrease by
$3.6 million to $18.4 million. The amount requested for minor capital outlay has increased by
$294,125 to $338,595. The chart below identifies the source of funding for the capital projects
proposed for 2020. For more information regarding the City’s capital spending plans for 2020, please
see the 2020 — 2024 Capital Improvement Program.

Source of Funding for 2020 Capital Budget

CPV Funds
7.4%

Grants
8.3%

Local Revenue
34.9%

Bonds
45.9%

Private Contribution
3.5%

Debt Service: Debt service accounts for 14.2% of operating expenses. The amount requested for
debt service in 2020 is $6,511,202, or $7,940, less than the amount requested in 2019. No new debt
service has been planned for 2020. Please see the discussion under Debt Management, which begins
on page B-31, for further information about the City's debt obligations.



The General Government Budget Overview Report Section beginning with page C-1 provides
additional analyses for expenditures.

TRANSFERS OUT AND ADVANCES TO OTHER FUNDS

Transfers out from other funds include operating subsidies, the movement of financial resources
from one fund to another in order to share the cost of programs or activities accounted for in another
fund and the transfer of financial resources for debt service. For 2020, $8.95 million has been
programmed for transfers out from other funds and nothing has been programmed for advances.

2018 2019 2019 2020
Actual Budget Estimate Budget
Transfers Out:
General Fund S 749,605 S 910,724 S 910,301 S 917,502
Hospital Sales Tax Fund 2,992,244 2,990,200 2,990,200 2,988,324
Public Works Sales Tax Fund 2,089,806 2,506,195 2,195,160 2,357,823
Transient Tax Fund 373,159 992,051 722,125 796,002
Bayview Cemetery O & M Fund 5,000 5,000 5,000 5,000
Shoreline Fund 6,374 6,374 6,374 6,374
Small Boat Harbor Fund 139,445 139,445 - -
US Marshal Fund - 45,000 - -
Major Capital Improvements Fund 5,702 - -
CPV Special Revenue Fund 793,472 3,437,629 2,176,542 1,357,482
Comm. Facilities Devlpmnt Fund 161,243 - - -
Port Enterprise Fund 522,000 522,000 522,000 522,000
Total Transfers Out 7,838,050 11,554,618 9,527,702 8,950,507
Advances:
None - - - -

Total Advances - - - -

Total Transfers Out and Advances $ 7,838,050 S 11,554,618 S 9,527,702 S 8,950,507

The transfers out of one fund to another fund have been programmed to decrease by $2.6 million.
Transfers out from the CPV Special Revenue Fund have decreased by $2.08 million because a self-
imposed limit has been placed on spending CPV funds. The City Council continues to explore options
for the management and future development of the City’s port infrastructure and may need some of
the CPV funds for the financing plan that will result from this process. Transfers out from the
Transient Tax Fund decreased by $196,049 because the additional subsidy programmed in 2019 for
the Civic Center was no longer needed.

For more information about transfers out and advances, please refer to the Transfers and Advances
section of the 2020 Budget.



REVIEW OF MAJOR FUNDS

This section contains a review of all the major funds of the City except for the KPU Enterprise Fund.
Included are the following funds:

e General Fund
e Sales Tax Funds
0 Public Works Sales Tax
0 Hospital Sales Tax
e Special Revenue Generating Funds
0 Small Boat Harbor
0 Solid Waste Services
e Enterprise Funds
O Wastewater
0 Port

The funds listed above account for $48.7 million, or 88.2%, of the City of Ketchikan’s total operating
revenue, $39.8 million, or 86.5%, of the City’s total operating expenditures and 100% of all general
government personnel. For information about the KPU Enterprise Fund, please see the 2020 KPU
Operating and Capital Budget.

General Fund: The General Fund is the main operating fund of the City and is considered its most
important fund. This fund provides the financial resources for the administration of the City and
many of its vital services such as fire and police protection, library, museum and civic center facilities,
public health, street and cemetery operations and maintenance, and the maintenance of the City’s
rolling stock and buildings. The General Fund accounts for:

e 148.07 of the City’s 177.07 general government employees and 80.3% of its annual general
government payroll;

e 35.9% of the City’s annual operating revenues for general government; and

e 51.4% of the City’s annual operating expenses for general government

A summary of the proposed 2020 Budget for the General Fund, with a comparison to 2019 and 2018
is provided below.



Revenues
Taxes:
Property
Sales
Other
Total Taxes
PILOT
Licenses and Permits
Intergovernmental
Charges for Services
Fines & Forfeitures
Other
Interdepartmental Charges
Total Revenues
Transfers In - Sales Tax Funds
Transfers In - Transient Tax
Transfers In - Other Funds
Total Revenues and Transfers
Expenditures
Personnel Services
Supplies
Contract & Purchased Services
Capital Outlay - Minor
Public Safety Grants
Interdepartmental Charges
Capital Outlay - Major
Total Expenditures
Transfers Out

Surplus (Deficit)

Reserves at December 31

Number of Employees

2018 2019 2019 2020

Actual Budget Estimate Budget
S 5,655,606 S 6,386,313 S 5,695,901 S 6,214,493
4,674,085 4,764,000 4,845,188 5,193,043
94,609 101,000 97,500 97,500
10,424,300 11,251,313 10,638,589 11,505,036
1,209,286 1,205,000 1,205,000 1,294,900
96,487 116,900 131,700 131,700
340,961 336,443 368,236 270,950
2,303,045 2,170,442 2,316,373 2,510,575
106,985 135,000 114,000 120,000
193,852 224,000 197,800 131,000
3,241,609 3,634,990 3,420,507 3,852,862
17,916,525 19,074,088 18,392,205 19,817,023
2,451,990 2,452,010 2,438,910 2,451,950
373,159 672,051 402,125 446,002
11,374 56,374 11,374 11,374
20,753,048 22,254,523 21,244,614 22,726,349
16,053,743 17,491,669 16,411,532 18,717,084
1,225,610 1,340,000 1,301,203 1,347,836
2,604,011 2,756,143 2,758,777 2,963,096
162,757 193,625 212,210 227,095
78,051 101,512 96,596 30,000
260,735 282,535 264,876 351,996
78,000 120,000 120,000 150,000
20,462,907 22,285,484 21,165,194 23,787,107
747,151 910,724 910,301 917,502
21,210,058 23,196,208 22,075,495 24,704,609
S (457,010) S (941,685) S (830,881) S (1,978,260)
S 6,917,765 S 4,864,820 S 6,086,384 S 4,108,624
146.57 147.82 147.82 147.07

The General Fund relies heavily on tax revenues to finance its operations. Between tax revenues that
are deposited directly into the General Fund, tax revenues transferred from other funds, and the
PILOT that is assessed against enterprise funds of the City, a total of about $15.7 million of tax
revenues has been programmed to finance 63.5% of the General Fund’s $24.7 million budget for
2020. Charges for services and interdepartmental revenues have been forecasted to finance



S6.4million, or 25.8% of the General Fund’s 2020 Budget. For more information about tax revenues
and charges for services, see pages B-10, B-11, B-12, B-13, B-14 and B-15.

The biggest expenditure of the General Fund is personnel services, which amounts to $18.7 million
and accounts for 75.8% of the General Fund’s proposed budget for 2020. Since the General Fund’s
labor force is relatively static, the primary cost drivers are step increases, cost of living adjustments,
retirement and health insurance costs. In October 2019, the City implemented an update to its
compensation plan, which resulted in higher wages being paid to its employees in 2020. Employer
contribution rates for retirement plans have remained unchanged since 2013. The cost of employee
benefits is approximately 56.1% of compensation. For more information about the cost of personnel
services, see page B-17, B-18 and B-19.

Although a deficit of $1.98 million has been programmed for the General Fund in 2020, it is highly
unlikely that it will materialize because the City rarely comes close to spending all the appropriations
of the General Fund. Assuming that past trends continue and its 2020 Budget is adopted as
presented, the City’s General Fund will most likely end 2020 with a deficit of approximately $172,000
and a fund balance of $6.4 million. Under the City’s fund balance policy, which requires reserves of
no less than 25% of operating expenses, reserves would be approximately 25.72% of operating
expenses. If the full deficit were to materialize, the percentage would be 16.63%.

Sales Tax Funds: The City’s sales tax rate is 4%. Sales tax collections are accounted for in the General
Fund and the City’s two sales tax funds. The proceeds from the 1.5% City Public Works Sales Tax are
accounted for in the Public Works Sales Tax fund. The proceeds from the 1% City Hospital Sales Tax
are accounted for in the Hospital Sales Tax Fund. The remaining 1.5% goes into the General Fund.

The Public Work Sales Tax Fund is the primary source of local funding for major maintenance and
capital projects for departments and functions that are not supported by the revenue-generating or
enterprise funds of the City. An annual transfer of $S2 million is also made from the Public Works
Sales Tax Fund to the General Fund to support public works operations accounted for in the General
Fund. The total cost of the public works functions accounted for in the General Fund is $5.54 million.
Transfers are also made to the Community Grant Fund to support the City’s Community Grant
Program.

A summary of the proposed 2020 Budget for the Public Works Sales Tax Fund, with a comparison to
2019 and 2018 is provided below.



2018 2019 2019 2020

Actual Budget Estimate Budget
Revenues
Sales Taxes S 4,674,085 S 4,764,000 S 4,845,188 S 5,193,043
Grants - KGB - 80,000 - -
Other 71,834 114,500 107,000 94,000
Total Revenues 4,745,919 4,958,500 4,952,188 5,287,043
Expenditures
General Government - 20,000 - 20,000
Fire and Police 610,921 698,175 742,302 1,061,810
Library, Museum and Civic Center 294,896 35,000 33,365 85,962
Public Works 2,186,879 2,393,161 1,894,867 2,477,462
Transfers to General Fund 2,031,990 2,032,010 2,018,910 2,031,950
Transfers to Community Grant Fund 57,816 56,250 56,250 57,938
Transfers to CPV Capital Improv. Fund - 150,000 - -
Transfers to GO Debt Service Fund - 267,935 120,000 267,935
Total Expenditures 5,182,502 5,652,531 4,865,694 6,003,057
Surplus (Deficit) S (436,583) S (694,031) S 86,494 S (716,014)
Reserves at December 31 S 4,428,518 S 3,422,825 S 4,515,012 S 3,798,998

The proposed budget for the Public Works Sales Tax Fund is expected to generate a $716,014 deficit.
Approximately 60.7% of the expenditures programmed for this fund are for major maintenance or
capital improvements. The actual disbursement of these expenditures is contingent on such factors
as the weather, the availability of contractors to perform the work, and project coordination with
other City departments and the State of Alaska. The transfers to the General Fund and the
Community Grant Fund will occur as programmed. The $2 million transfer to the General Fund is
used to offset the cost of the Public Works functions accounted for in the General Fund and is
necessary in order to sustain a mill rate of 7.1 mils. A new transfer to the GO Debt Service Fund has
been established to provide for the annual lease payments required for fire-fighting equipment lease
that the City entered to in 2019.

The Public Works Sales Tax Fund is projected to end 2020 with $3.80 million in reserves.
Management recommends no less than $2.7 million. This recommendation is based on the age of the
City’s infrastructure and the limited availability of funding to finance capital improvements for
functions that are not supported by user charges. In addition, the City cannot issue general
obligation or revenue bonds without voter approval. For this reason it important to maintain
adequate reserves to address contingencies and emergency repairs. The prior year recommendation
was $2.5 million and has not changed since 2015. Due to the rising cost of construction and
materials, management felt that it would be appropriate to increase the required minimum reserve
balance. The fund is in compliance with the City’s fund balance policy.

The Hospital Sales Tax Fund is primarily used to accumulate and account for resources to be used to
acquire, operate and maintain city owned health care facilities. Resources not required to satisfy its
primary purpose may, at the discretion of the City Council, be used for public works purposes or to
partially pay for the general operational cost of the City government. Currently, the Hospital Sales



Tax Fund is providing the resources required for the annual debt service on the 2014 Hospital General
Obligation Bond and a $420,000 transfer to the General Fund that is used to help hold the mill rate at
7.1 mills. The fund is also used to cover the cost of major maintenance that may be required for the
Ketchikan Medical Center and funding for the Community Grant Program.

A summary of the proposed 2020 Budget for the Hospital Sales Tax Fund, with a comparison to 2019
and 2018 is provided below.

2018 2019 2019 2020
Actual Budget Estimate Budget
Revenues
Sales Taxes S 3,116,056 S 3,176,000 S 3,230,125 S 3,462,029
Other 59,030 94,500 84,500 73,500
Total Revenues 3,175,086 3,270,500 3,314,625 3,535,529
Expenditures
Health Care Operations 24,840 288,140 328,140 288,140
Health Care Facility Improvements - - - 50,000
Transfers to General Fund 420,000 420,000 420,000 420,000
Transfers to Community Grant Fund 36,376 37,500 37,500 38,624
Transfers to GO Debt Service Fund 2,533,700 2,532,700 2,532,700 2,529,700
Total Expenditures 3,014,916 3,278,340 3,318,340 3,326,464
Surplus (Deficit) S 160,170 S (7,840) S (3,715) S 209,065
Reserves at December 31 S 4,436,199 S 4,428,359 S 4,432,484 S 4,641,549

A surplus of $209,065 has been programmed for the Hospital Sales Tax Fund for 2020 and end of the
year reserves have been projected to total $4.64 million. Currently, 81.1% of the sales tax revenues
of the Hospital Sales Tax Fund must be set aside for debt service on the 2014 Hospital General
Obligation Bond. Given the potential volatility of sales tax revenues, maintaining an adequate level of
reserves is important in order for the City to keep its promise to the voters that it would not increase
property taxes to pay for the debt service on the 2014 Hospital General Obligation Bond. In addition,
the City should maintain sufficient reserves to cover emergency repairs for the older sections of the
Ketchikan Medical Center, some of which are nearly 50 years old.

Based on projected reserves of $4.64 million, the City has enough in reserves for 1.83 times annual
debt service. The reserve component for debt service should not be permitted to fall below $2.5
million, or approximately 1 times annual debt service. The balance of reserves should be dedicated
for emergency repairs and contingencies. Given that the Ketchikan Medical Center is a very important
asset to community, the City should consider engaging the services of a consultant to determine how
much should be put aside in reserves for emergency repairs and other contingencies and whether or
not it should continue the practice of transferring about $460,000 annually to the General and
Community Grant Funds. Just in the past 10 years, the City has transferred $4.2 million to the
General Fund. Since the City is unable to issue debt without voter approval, it is very important to
ensure that reserves will be sufficient to make emergency repairs and address contingencies.



Special Revenue Generating Funds: The City has two special revenue generating funds. They are the
Small Boat Harbor Fund and the Solid Waste Services Fund.

A summary of the proposed 2020 Budget for the Small Boat Harbor Fund, with a comparison to 2019
and 2018 is provided below.

2018 2019 2019 2020
Actual Budget Estimate Budget
Revenues
Charges for Services S 1,575,010 S 1,611,900 S 1,579,000 S 1,579,000
Shared Fisheries Tax 13,767 15,000 10,653 10,000
Transfers In - - - -
Other 19,813 24,500 28,000 24,600
Total Revenues 1,608,590 1,651,400 1,617,653 1,613,600
Expenditures
Personnel Services 560,274 625,185 616,300 677,569
Supplies 67,270 80,890 74,940 80,890
Contract/Purchased Services 273,052 275,720 356,890 352,940
Minor Capital Outlay 18,677 14,050 14,050 14,050
Major Capital Outlay 114,586 79,240 93,666 30,000
Interdepartmental Charges 178,851 224,270 211,120 238,940
Debt Service 348,425 350,500 350,550 347,175
Transfers to the Harbor Construction Fun: 139,445 139,445 - -
Total Expenditures 1,700,580 1,789,300 1,717,516 1,741,564
Surplus (Deficit) S (91,990) $§ (137,900) S (99,863) S (127,964)
Reserves at December 31 S 960,884 S 942,238 S 861,021 S 733,057
Number of Employees 5.20 5.20 5.20 5.20

The Small Boat Harbor Fund is used to account for the resources required to operate and maintain
City owned and managed harbors. It relies primarily on user fees to support its operations and
provide for debt service. The fund is currently able to support the minor capital outlay. In 2017, the
City successfully completed a program of raising harbor rates by 7% annually over a five-year period
in order to provide for the debt service on bonds that were issued to finance harbor improvements.

It is important to note that the current rate structure is not adequate enough to support large scale
capital projects. Since there are no plans to increase rates in the immediate future, the Harbor
Department will have to rely on the proceeds from the State’s raw fish tax, grants and future bond
issues to finance major capital improvements for the City’s harbors. If bond financing is used to fund
capital improvements, harbor rates would have to be adjusted accordingly to provide for the annual
debt service.



The short-term finances of the Small Boat Harbor Fund are satisfactory but its reserves are projected
to continue to decrease because operating costs are increasing. Within the next two years, the Port
and Harbors Advisory Board and the City Council should give some consideration to raising harbor
fees to account for inflation and stem the outflow of reserves. The fund is projected to incur a deficit
of $127,964 in 2020 and end the year with a fund balance of $733,057. The City’s fund balance policy
requires $1,619,000. Although the fund is not in compliance with the City’s fund balance policy, the
financial picture has improved significantly since the 2000s when the reserves of the Small Boat
Harbor Fund was as low as $86,076.

A summary of the proposed 2020 Budget for the Solid Waste Services Fund, with a comparison to
2019 and 2018 is provided below.

2018 2019 2019 2020
Actual Budget Estimate Budget
Revenues
Charges for Services S 3,170,321 S 3,206,000 S 3,251,000 3,251,000
Other 30,716 52,000 41,000 36,000
Total Revenues 3,201,037 3,258,000 3,292,000 3,287,000
Expenditures
Personnel Services 1,069,286 1,212,673 1,153,025 1,263,907
Supplies 268,078 246,570 258,590 253,470
Contract/Purchased Services 1,280,651 1,289,465 1,298,233 1,336,945
Minor Capital Outlay 26,188 27,450 10,416 27,450
Major Capital Outlay 1,097,328 305,486 223,942 365,000
Interdepartmental Charges 378,024 465,350 426,520 500,970
Total Expenditures 4,119,555 3,546,994 3,370,726 3,747,742
Surplus (Deficit) S (918,518) S (288,994) S (78,726) S  (460,742)
Reserves at December 31 S 1,724,315 S 1,369,152 S 1,645,589 S 1,184,847
Number of Employees 11.00 11.00 11.00 11.00

The Solid Waste Services Fund is used to account for the resources required to operate and maintain
the municipal solid waste landfill and solid waste collection and recycling services. It relies solely on
user fees to support its operations and provide for capital improvements. Revenue bonds are also
issued to fund capital improvements.

A deficit of $460,742 has been programmed for the Solid Waste Services Fund for 2020. The deficit is
the result of the continuation of the Solid Waste Division’s capital improvement plan to improve its
solid waste facilities. Operating revenues are almost sufficient to fund operating expenses, but are
they not able to fund an aggressive capital improvement program. Management recommends that a
review of the current charges for services take place in 2020 and consideration be given to increase
fees in 2021, particularly if the community wishes to pursue an aggressive recycling program.



The Solid Waste Services Fund has sufficient reserves to absorb this deficit for 2020. The fund is
projected to have reserves totaling $1.18 million on hand by the end of 2020. The minimum amount
recommended under the City’s fund balance policy is $1.19 million plus $970,000 that is required for
closing the landfill for a total of $2.16 million. The fund is in compliance with the City’s fund balance
policy, but is no longer in a position of being able to fund the cost of closing the landfill. The City
Council may also want to consider raising rates to restore funds for closing the landfill.

Enterprise Funds: The City has two enterprise funds under the General Government umbrella. They
are the Wastewater Fund and the Port Fund.

A summary of the proposed 2020 Budget for the Wastewater Fund, with a comparison to 2019 and
2018 is provided below.

2018 2019 2019 2020
Actual Budget Estimate Budget
Revenues
Charges for Services S 3,227,601 S 3,439,400 S 3,421,100 S 3,471,000
Grants and Bond Proceeds - 3,045,197 216,522 6,748,929
Other 6,609 9,000 23,000 20,000
Total Revenues 3,234,210 6,493,597 3,660,622 10,239,929
Expenditures
Personnel Services 897,140 904,047 857,220 946,966
Supplies 246,173 305,175 300,675 282,675
Contract/Purchased Services 345,072 394,290 424,110 442,110
Minor Capital Outlay 46,590 51,500 51,500 62,500
Major Capital Outlay 678,635 3,677,935 797,260 7,218,929
Interdepartmental Charges 523,777 588,580 529,590 631,430
Debt Service 150,493 159,533 159,534 162,828
Payment in Lieu of Taxes 80,000 80,000 80,000 86,100
Total Expenditures 2,967,880 6,161,060 3,199,889 9,833,538
Surplus (Deficit) S 266,330 S 332,537 S 460,733 S 406,391
Reserves at December 31 S 1,509,861 S 1,553,384 S 1,970,594 S 2,376,985
Number of Employees 8.00 8.00 8.00 8.00

The Wastewater Fund is used to account for the resources required to operate and maintain the
municipal wastewater utility. It relies solely on user fees to support its operations and provide for
capital improvements. Grants, if available, and bond financing are also used to help fund capital
improvements.

No rate increases have been programmed for the Wastewater Fund for 2020. As result, revenues for
2020 will be comparable to 2019. Due to little growth in residential housing and limited
opportunities for commercial property expansion, the customer base for the wastewater utility
remains constant from year-to-year. In years when rates are not raised, revenues typically remain
flat. An aggressive capital budget totaling $7.22 million has been programmed for 2020. Of this
amount, $6.75 million will be financed from the issuance of debt. For more information about the



proposed capital program, please see the Wastewater Division’s 2020 — 2024 Capital Improvement
Program. The fund is expected to generate a surplus of $406,391 and 2020 with $2.38 million in
reserves. A series of six rate increases over a six year period have helped to restore and strengthen
the finances of the Wastewater Fund.

Under the City’s fund balance policy, the Wastewater Fund should maintain a minimum reserve
balance of is $1.20 million. The proposed budget for the Wastewater Fund for 2020 satisfies the
City’s fund balance policy.

A summary of the proposed 2020 Budget for the Port Fund, with a comparison to 2019 and 2018 is
provided below.

2018 2019 2019 2020
Actual Budget Estimate Budget
Revenues
Charges for Services S 9,965,809 $ 11,292,286 $10,693,188 S 11,465,680
Grants and Bond Proceeds 608,172 5,000,000 5,000,000 -
Transfers In - CPV 543,323 3,287,629 2,053,400 -
Advances 1,288,449 426,209 426,209 426,209
Other 233,277 258,000 186,000 163,000
Total Revenues 12,639,030 20,264,124 18,358,797 12,054,889
Expenditures
Personnel Services 1,039,559 1,139,267 1,161,780 1,313,507
Supplies 81,781 95,595 92,520 95,595
Contract/Purchased Services 581,621 558,520 443,465 657,310
Berth IV Lease 2,641,514 2,743,000 2,746,000 2,823,000
Minor Capital Outlay 9,865 7,500 7,500 7,500
Major Capital Outlay 1,199,642 8,949,708 8,178,872 110,484
Interdepartmental Charges 324,655 378,470 359,780 484,010
Debt Service 2,232,540 2,240,000 2,240,000 2,236,000
Property Taxes 491,219 485,000 485,000 522,200
Transfer to Port R&R Fund 522,000 522,000 522,000 522,000
Total Expenditures 9,124,396 17,119,060 16,236,917 8,771,606
Surplus (Deficit) S 3,514,634 S 3,145,064 S 2,121,880 S 3,283,283
Reserves at December 31 S 8,960,132 S 11,046,216 $11,082,012 S 14,365,295
Number of Employees 4.80 4.80 4.80 4.80

The Port Fund is used to account for the resources required to operate and maintain the Port of
Ketchikan. It relies solely on user fees to support its operations and provide for capital improvements.
Grants from the State of Alaska and bond financing are also used to help fund capital improvements.



A surplus of $3.28 million has been programmed for the Port Fund for 2020. Continued growth in the
tourism industry has been resulted in record revenues for the Port. The City is projecting that the
Port will serve about 1,260,000 passengers in 2020, which, if achieved, would beat last year’s record
of 1,171,620 passengers. Most of the increase in revenues will come from the City’s $7 per passenger
wharfage fee. Revenues from docking fees area are also increasing but not as fast as wharfage fees.
Docking fees are based on the size of the ship and the number of calls. Over the past four years, the
number of calls has ranged between 456 and 544. The number of calls for 2020 is projected to reach
556. The Berth IV lease payment is also projected to increase by $80,000 because the City is required
to pay additional sums when the number of passengers exceeds 820,000, 900,000 and 1,100,000.
The lease agreement between the City and the owners of Berth IV contains a four-tiered structure
based on passenger volume for determining the annual lease payment for Berth IV.

The Port Fund is projected to have reserves totaling $14.37 million on hand by the end of 2020. The
minimum reserve balance for the Port is $6.02 million. This includes an operating contingency of
$2.17 million, a capital reserve contingency of $1.61 million and a debt service contingency of $2.24
million. Although the City is not required by its bond covenant, the debt service contingency is in
place to ensure that the Port will be able to make the required annual debt service payment on the
2016 Port Revenue Refunding Bond during an extended downturn of the tourism industry. The
contingency for debt service was based on average debt service to maturity for the 2016 Port
Revenue Refunding Bond. Management recommends a debt service contingency fund because of the
State’s ability to intercept state aid intended for the City for other governmental purposes in the
event the City fails to make the required debt service payments on bonds that it has issued through
the Alaska Municipal Bond Bank. The proposed budget for the Port Fund for 2020 satisfies the City’s
fund balance policy.
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