FY 2026-27 DECEMBER GENERAL FUND FORECAST

ECONOMIC OUTLOOK AND GENERAL FUND REVENUE IMPLICATIONS

On its surface, the American economy is seemingly thriving. The four topline indicators for determining economic
health—Gross Domestic Product (GDP, i.e. production), employment, inflation, and wage growth—each signal a
strong economy. The most recent Atlanta Fed’s GDP Nowcast shows GDP growth at close to 4% for the third quarter
of 2025, which is well above estimates of steady-state growth. Similarly, wage growth as measured by the Atlanta Fed
is also around 4%, and the unemployment rate was just 4.4% in September. Although inflation is hovering close to
3%, this is not far off the target of 2% and theoretically should be temporary’. Together these data would suggest a
resilient national economy that is growing beyond economists’ expectations.

Yet, under the hood, the national economic picture looks much less rosy. The estimated GDP growth is largely driven
by two factors: 1) rapid investment in Artificial Intelligence (Al)-related infrastructure, and 2) consumer spending by
the top 10% of households. Al-related investments contributed 1.1% to GDP growth over the first half of 2025 and,
while not problematic in of itself, there are serious concerns the Al boom is an asset bubble. In fact, one of the best

indicators of being in a bubble, the Cyclically Adjusted Price to Earnings ratio, is above where it was prior to the 1929

crash and second only to the dotcom bubble. Additionally, there are concerns over Al bookkeeping and “circular
dynamics” inflating balance sheets. This matters not only for the health of the economy, but Portland’s revenues
more specifically. Should these investments not deliver the profits their asset prices would imply, this could severely
impact bottom lines for some very large companies which, in turn, would reduce what they pay in the General Fund’s
second largest revenue: the Business

License Tax (BLT). Figure 1: Economic Uncertainty Index
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part, because the bottom 90% of
households are experiencing significant Source: Baker, Scott R., Bloom, Nick and Davis, Steven J., Economic Policy Uncertainty
Index for United States [USEPUINDXD], retrieved from FRED, Federal Reserve Bank of St.

financial headwinds. The percent of
Louis; https://fred.stlouisfed.org/series/USEPUINDXD, November 11, 2025.

Americans 90-days delinquent on auto

loans, credit cards, student loans, and other

forms of debt are approaching their financial crisis peak. Wage growth among the bottom quintile of wage-earners is
notably below everyone else, and the labor market does not seem very enticing for jobseekers, as indicated by the

" Economists typically expect tariffs to cause a one-time jump in the price-level. In other words, new tariffs would not
cause long-term inflation unless it also impacted people’s inflation expectations.
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decline in voluntary quits. This is all indicative of k-shaped economic growth where a small percentage of households
and businesses are buoying the topline economic numbers while the remainder are treading water. One impact of
this trend is felt in the hotel industry where luxury hotels, propped up by wealthy travelers, have outperformed all
other hotel classes. Portland has a relative lack of luxury hotels which has contributed to stagnating Transient

Lodging Tax revenue.

This past year has also included two major upheavals in national economic policy. The most jarring was the
announcement and eventual implementation of tariffs. While these were announced at much higher levels than what
was ultimately put in place, tariff levels are at their highest in almost a century. Companies have attempted to
insulate consumers from price increases, but it is uncertain how much longer that can continue as inventories are
eroding and profit margins for smaller businesses are beginning to get pinched. The impacts are difficult to ascertain
as the future of tariffs is in question, and businesses may not be drastically altering their plans until there is more
certainty. So, while the economic fallout of this policy has fallen short of initial projections economic uncertainty is
still elevated (as seen in Figure 1), and it is quite possible the other shoe simply hasn’t yet dropped.

The other major policy upheaval is related to House Resolution 1 (H.R. 1, also known as the “One Big Beautiful Bill
Act”) which included significant changes to tax policy. The most pertinent to local revenues are the corporate tax
changes, namely the provision that the made the Tax Cut and Jobs Act bonus depreciation deduction permanent. This
provision allows businesses to deduct 100% of the cost of a qualifying asset from federal taxes. Since the State
operates under a “rolling reconnect” policy, and the City conforms with State tax rules, this will have a material
impact on local Business License Tax collections. As has been presented previously, the City receives a substantial

portion of BLT revenue from large national and multinational corporations. These companies report their net-income
(i.e. profits) at the Federal level, and this is apportioned to Portland based on business activity. So, when a large
corporation puts a qualified investment into service (say machinery or equipment for an Al-related data warehouse)
this reduces the amount of BLT paid in Portland regardless of where that investment took place. The State’s
Legislative Revenue Office and Office

of Economic Analysis estimate that Figure 2: Effective Funds Rate and Inflation
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Fed fails to cut interest rate targets in

time, or by enough, then they could obstruct economic growth and allow unemployment to grow. Despite this, and
despite data limitations caused by the federal government shutdown, the Federal Reserve has seemingly walked the

tight rope as topline indicators are within range of their policy targets. Yet, even in the governance of the Fed there is
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risk, as the specter of politicization looms. If Fed Governors began making decisions for non-economic reasons, it
would likely increase both inflation and economic uncertainty.

While nationally the topline numbers appear rosy—and concerns only show up in the details—the local data are
remarkably clear. Across the three main local indicators: employment, population change, and housing? Portland has

essentially been in a recession since 2023. While employment fell substantially across the United States in the wake
of the pandemic, most geographies have steadily been growing since mid-2020 and are well beyond their pre-

pandemic peak. As seen in Figure 3 that is not the case for Oregon, which has been stagnant since 2022, largely due
to employment loss in its largest urban area. Multnomah County has lost close to 20,0000 jobs since June of 2023,

and is down about 40,000 compared to its pre-pandemic peak. This employment loss is much greater than the
decline in population, which dropped by roughly 15,000 during the pandemic and has essentially been flat since.

Simply put, people are no longer traveling into the County for work anywhere near the rate they were prior to the

pandemic (the commuter-adjusted population has declined by an estimated 59,000). These employment declines

are broad-based across almost every private industry: professional business services, retail, leisure and hospitality,
and manufacturing have all seen significant employment losses in the past five years. While office workers are in

person at a much lower rate than pre-pandemic, employee downtown foot traffic is in line with most peer cities.

However, visitor foot traffic meaningfully lagged other peer cities until this past Summer. While visitor foot traffic has
improved, Transient Lodging Tax revenues have not yet seen a commensurate increase (more on this below under
Transient Lodging Taxes). The Leisure and Hospitability industry code includes both hotel and food service

employees, and Multnomah County
has historically employed a
disproportionate number of people
within those sectors. However, as
people are traveling into Portland
less—be it commuting to work or
vacationing—Leisure and Hospitality
employment has settled in at about
15% fewer employees than its pre-
pandemic total. It is difficult to imagine
a resurrection of the Portlandia
economy of the 2010s without a
recovery in this industry.

Although City revenues are not directly tied
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to employment, it is often the best indicator

of local economic trends in part because of how it is used in investment models. When developers are looking to

make substantial investment in an area, they want some certainty that it will generate financial returns beyond a long-

term “risk-free” asset (for example, the 20-Year U.S. Treasury). For multifamily development this means that

developers need to be able to project growing revenues well into the future. This is much more likely in a region with

growing employment and population, which would ensure high occupancy rates and stable rents. In other words,
when competing over new multifamily development capital, the City is currently at a large disadvantage. This shows

up in the permitting revenues data—which has been essentially flat outside of a couple large public sector projects

over the past couple of years—and in measures of investor perceptions of Portland such as the Urban Land Institute’s

survey of real estate prospects where Portland ranks 80" out of 81 markets. This Fall, Portland Permitting and

2 Note that while production and income would be considered important indicators locally, the data doesn’t exist at a
granular enough level, nor is it released often enough, to be used in this manner meaningfully. Additionally, at the

Portland Metropolitan Statistical Area (MSA) level, changes in semiconductor manufacturing activity tends to dwarf

more Portland-specific changes.


https://cepr.org/voxeu/columns/economic-consequences-political-pressure-federal-reserve
https://www.pdx.edu/population-research/population-estimate-reports
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https://portlandmetrochamber.com/resources/2025-state-of-downtown-central-city/
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Development’s Financial Advisory Committee recommended keeping the permitting revenue forecast essentially flat
until conditions, such as employment, start to improve.

Another condition that the development revival depends on is a true bottoming out of property values. Many current
properties are so inexpensive that it may not make sense to develop a new project when buying an existing one could
net a larger return. So, it is unlikely that new developments will increase substantially until there is indication that
these conditions change. This process seemingly began this past summer in the major office space market with the
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does have a material impact on

forecast assumed that office space values would bottom out in the current fiscal year and there would be a return to
the long-run growth rate in Assessed Values. However, the timing of these recent sales pushes out the projected
recovery at least one more year.

FIVE-YEAR BALANCED GENERAL FUND FORECAST

This section summarizes the forecasted General Fund revenues and Current Allocation Level expenses. The
remainder of this document includes a more detailed explanation of the forecast for each General Fund revenue
source and Current Allocation Level expenses.

In summary, since April, major events at both the Federal and local level have significantly impacted revenues.
Tariffs, H.R. 1, and broader economic headwinds have caused a significant reduction in the BLT revenue forecast for
FY 2026-27 and beyond. FY 2025-26 revenues are anticipated to come in essentially at forecast, due to large prior
year payments. The sale of Big Pink and other high-rise office spaces has pushed back the anticipated recoveryin
property tax revenue, leading to a reduction in that forecast component. For myriad reasons, Transient Lodging Taxes
have been essentially flat in the current year, leading to a reduction in the forecast for both current year receipts and
the out-years.

Two positive notes impact the Current Allocation Level expenditure forecast in FY 2027-28 and beyond, which are that
the required PERS contribution rates will likely be well below previous estimates for FY 2027-28, and the City will no
longer be paying debt service for Pension Obligation Bonds (POBS) beginning in FY 2029-30. Altogether, this leads to
an unusually shaped five-year General Fund forecast where expenses are significantly higher than revenues in FY

3 Since the average lease length is typically 5-years, this metric is a lagging indicator of economic health. Additionally,
it should be noted that the office vacancy rate was elevated prior to the pandemic in part due to an influx of new office
space.



2026-27, but that relationship flips prior to the end of the 5-year forecast. However, itis important to note that the
expenditure forecast used here is the Current Allocation Level (CAL) forecast, which is likely significantly below the

Current Service Level (CSL) forecast. This is due to two significant factors:

1. CALonlyincludes expenses that are currently backed by ongoing General Fund discretionary

revenues. There is currently over $50 million of one-time General Fund discretionary supporting
programs in the FY 2025-26 Adopted Budget, which is not reflected in the expense liability in this

forecast.

2. CAL assumes standard inflation. The true cost growth of personnel and internal and external

materials and services that the City buys has outpaced inflation metrics due to factors including
rapid cost growth in the City’s self-funded health plan, collective bargaining agreements, high-cost
services like software, and increasing risk premiums. These cost increases above inflation will likely

drive Current Service Level costs well above the Current Allocation Level forecast.

Figure 5 shows the shape of the revenue

and expense forecast, and Table 1
provides the details of the balanced
forecast. As can be seen, while ongoing
expenses initially exceed projected
revenues, the growth in revenues
gradually outpaces expenses over the
five-year period, narrowing and
eventually reversing the gap. As shown
in Table 1, the General Fund is facing
required expected reductions of $16.9
million of ongoing expenses in FY 2026-
27. Additionally, there is a substantial
one-time gap of $50 million in FY 2026-
27, bringing the total gap to $66.9

million. The green revenue line represents the baseline scenario forecast and complies with financial policy regarding

Figure 5: Five-Year General Fund Forecast ($ millions)
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the City’s General Fund forecast. Actual revenues will likely come in either above or below forecast, and alternative
revenue scenarios are presented in the sections below to highlight risks. This information will be updated in February

and April of 2026.

Table 1: Five-Year Balanced General Fund Forecast ($ millions)

Fiscal Year
Budget Category 2025-26 2026-27 2027-28 2028-29 2029-30 2030-31
Total Resources 739.0 729.6 786.0 815.0 843.4 872.4
Total Expenses 739.0 796.5 786.0 808.2 813.9 859.9
Available Ongoing -16.9 0.0 6.8 29.5 0.0
Available One-Time -50.0 0.0 0.0 0.0 12.5
Total Expenses with Adds 739.0 729.6 786.0 815.0 843.4 872.4
& One-Time Spending
Note: Totals may not add due to rounding. FY 2025-26 figures are reflective of the Adopted Budget and the FY
2025-26 Technical Adjustment Ordinance

FY 30-31




Below is a description of the major sources of the FY 2026-27 deficit. If FY 2025-26 revenues fall short of the current
year budget, that will appear in FY 2026-27 through the April 2026 forecast and the FY 2026-27 Fall Technical
Adjustment Ordinance (TAO). In other words, the current year revenue surplus or deficit will be accounted for in the
budget year, so the shortfalls described below are cumulative of both FY 2025-26 and FY 2026-27. As a reminder:
this deficit only accounts for Council approved ongoing allocations and does not include the one-time expiring
funding nor potential costs related to future labor bargaining agreements.

Major Forecasted Revenue Revisions Impacting FY 2026-27:

e  $20 million decrease in Business License Taxes*

e  $14 million decrease in projected underspending®

e  $9 million decrease in Utility License/Franchise Fees
e $7.7 million decrease in Property Taxes

e $6 million decrease in Transient Lodging Taxes

e  $1.4 million decrease in Other Revenue®

Major Current Appropriation Level Expenditure Revisions Impacting FY 2026-27:

e $8.5 million increase in costs associated with health benefits due to assumed 15% increase in status quo
costs for the self-funded plan and health reserve build-up (see Table 5)
e  $2.3 million increase in cost-of-living adjustment expenses

GENERAL FUND REVENUE AND EXPENSE FORECASTS

The following sections break down the major General Fund revenues and expenses that make up the five-year
balanced forecast. Each revenue section will include a description of current trends, changes to the forecast, and
show forecast scenarios. Assumptions underpinning all baseline revenue forecasts include:

e No major local employment or population growth.
e No significant recovery in multifamily or commercial property development.
e The United States does not enter a recession, nor is there a significant correction in asset markets.

In addition to a baseline forecast, high and low scenarios are also presented. These are intended to highlight risks to
the forecast and show the inherent volatility of each of the revenue streams. Future forecasts will be updated based
on policy changes and data trends, and the FY 2026-27 forecasted deficit could shrink or grow depending on actual
current year revenue collections, new Council approved ongoing expenses, or a change to the economic outlook.

4 Notably, the City is receiving an estimated $27 million in excess prior year payments in FY 2025-26. If these
payments had been received in FY 2024-25 there would have been no deficit in the FY 2025-26 Fall TAO and the
forecast change for BLT in FY 2025-26 and FY 2026-27 would have been $47million (see BLT section below). This is
broken down in more detail in Table 2.

5The revenue shortfall in FY 2024-25 (specifically BLT revenues) that was addressed through the FY 2025-26 Fall TAO
means that the FY 2026-27 forecast cannot assume any underspending will be carried forward into the budget year.

8 Given the lower projected General Fund balance, the investment/interest earnings forecast has been reduced going
forward.



PROPERTY TAXES—GENERAL FUND

The property tax dedicated to the Figure 6: History of Assessed Value Growth and Real Market Annual Change
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Increment Financing (TIF) districts’. As is shown, the significant devaluation of downtown commercial space has
brought the City’s RMV down far enough to materially impact AV growth. While the topline number looks healthy in

FY2023-24, that is entirely due to returning TIF district AV—which has been included and planned for in past

forecasts. In fact, subtracting returning TIF AV, the City has seen two consecutive years with AV growth below 2.2%
making this the worst two years for AV growth since the institution of Measures 5 and 50 in the 1990s. As has been
described in previous forecasts, this trend is expected to reduce the City’s General Fund revenues over $30 million

annually by FY 2028-29. These trends were also discussed in more detail at an October 16™ work session and at a
November 13" County work session.

Looking ahead, the City’s property tax revenues will continue to depend largely on the pace of AV growth and the
degree of compression. Three scenarios are outlined to illustrate the range of possibilities:

Baseline Property Tax Scenario: The baseline scenario, which is reflected in the forecast, assumes 2.2% AV growth
in FY 2026-27 as the sales of Big Pink and other large offices enter the tax rolls. With no increase in development, AV
is then expected to grow about 3% in FY 2027-28 and beyond. This scenario also assumes a slight uptickin
compression and delinquency before they moderate later in the forecast. The estimated cumulative impact for FY
2026-27 is a decrease of $7.7 million relative to the prior forecast.

Low Property Tax Scenario: The low-growth scenario assumes two more years of below 3% AV growth, and larger
increases in compression and delinquency rates.

High Property Tax Scenario: The high-growth scenario assumes development recovers and drives a 3% AV growth for
FY 2026-27 followed by 3.5% AV growth in FY 2027-28 and beyond. Additionally, compression and delinquency rates
decline going forward. The difference between the low and the high scenarios is 1.7% in FY 2026-27, and 3.4% by FY
2030-31.

7”When a TIF district is formed, property tax revenues previously collected continue to be remitted to the governments
levying the tax and this is called the “frozen base”. New tax revenue above that frozen base (i.e. “the increment”) goes
into the district until it expires—when the increment returns to the appropriate governments. The past five years have

seen a significant influx of General Fund property tax revenue due to expiring TIF districts.


https://www.portland.gov/budget/documents/property-tax-compression-issue-2012-01/download
https://www.youtube.com/watch?v=JLfVnFSpJ3g
https://www.portland.gov/budget/2025-2026-budget/documents/fy-2025-26-general-fund-portland-clean-energy-fund-forecast/download
https://www.youtube.com/watch?v=NmLQYdNz3R0
https://multnomah.granicus.com/GeneratedAgendaViewer.php?view_id=3&clip_id=3332

Figure 7: General Fund Property Tax Forecast with Scenarios
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BUSINESS LICENSE TAXES

The Business License Tax (BLT) is a 2.6% tax on net-income (i.e. profits). All businesses conducting activity within the
City must register and pay the tax unless they qualify for an exemption. Itis important to note that an after-profits tax
based on business activity is unique, with no peer cities having a similar tax. While there are benefits—namely that
the tax incidence on Portlanders is significantly lower than sales taxes or other common business taxes—there are
also unique risks for a municipality having a large portion of General Fund revenue tied to corporate profits. First,
changes to the Federal tax code can cause significant fluctuations in revenues. For example, the Tax Cut and Jobs Act
likely increased local revenues as it incentivized international corporations to repatriate profits to the U.S. with a
lower federal tax rate. More recently, H.R. 1 is likely to cause a decline in local tax revenues as described below. The
second risk is simply that taxes tied to business profits are inherently more volatile than most other business taxes,
and that Portland will be disproportionately impacted by large declines in national profits and equity markets—
independent of local business performance. The potential impacts of an equity market bubble bursting are described
in the “Low” scenario below and this has potential for a greater financial impact to the City as compared to other
municipalities. Multnomah County, which has a similar tax at a lower rate, has adopted a stabilization reserve
specifically for their Business Income Tax, distinct from the County’s General Fund Reserve, to help mitigate potential
dramatic fluctuations.

Roughly 40% of revenue is from pass-through entities (PTEs) such as partnerships or sole proprietorships. There are
over 40,000 registered PTEs that pay the BLT, but often these businesses pay a relatively small amount. This makes
BLT revenue received from PTEs comparatively more stable than revenue received from corporations, as the tax
liability is distributed across many industries and businesses. The exception to this trend is in real estate and finance
PTEs, which have profits that fluctuate significantly in-line with real estate and capital markets. Revenue from PTEs in
these industries paid record taxes early in the pandemic, but they fell to below half those early amounts in the
subsequent years. Given the lack of real estate development and recent trends in finance employment within the
County, this forecast assumes that PTE entity revenue is essentially flat and that there is no recovery from the real
estate and finance industries.


https://tax.thomsonreuters.com/en/glossary/pass-through-entity

Revenue derived from large corporations has
grown significantly in the past decade due to

changes in tax codes, increased concentration of

profits among large firms, and record profits

nationally. Increasingly, a significant portion of
revenue is received by a relatively small number of
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Baseline BLT Scenario: The baseline forecast assumes three changes from the April 2025 Forecast:

o Reduced Underlying Liability: The growth rate of BLT revenue from large corporations is reduced from 7% to
5% to adjust for risks related to asset bubbles, tariffs, and other economic headwinds. BLT revenue from
pass-through entities is projected to grow below inflation (this assumption is unchanged). Combined this
means the long-run BLT growth rate assumption is reduced from 5% to 4%.

e Impact of House Resolution 1 (H.R. 1, also known as the “One Big Beautiful Bill Act”): The estimated
impacts of H.R. 1 are based on the Legislative Revenue Office’s (LRO) statewide impacts and apportioning
them down to the City’s BLT. The impact on PTEs was estimated to be half the corporate impact to account
for local conditions and relative lack of qualified investments. To illustrate: in FY 2025-26 the LRO impact
amounts to a 13% decline in Corporate Excise Taxes. At the City level, the forecast for BLT paid by
corporations is reduced by 13% and the amount paid by PTEs is reduced by 6.5%. Therefore, the total
reduction in BLT is a weighted average of the two: a 10% reduction from the estimated underlying liability.
Weak estimated payments for Tax Year 2025 at both the City and State level support this reduction. While
there are negative impacts to the front end of the forecast, over time the impacts of H.R. 1 trend to zero
because the policies predominately affect the timing of deductions. In isolation, the estimated total
impact to the forecast of H.R. 1 is an increase in the General Fund deficit of $32.6 million for FY 2026-27.
This has the single biggest impact on the FY 2026-27 General Fund Forecast.

o Excess Prior Year Taxes: Taxes received in the first quarter of FY 2025-26 significantly outpaced prior years.
These prior year payments are concentrated among a small number of firms. Much of this revenue was for
Tax Years 2023 and 2024 and one explanation is the elevated level of economic uncertainty after the
announcement of tariffs caused a one-time shift in revenues between fiscal years. This pattern is not unique
to the City; the State, County, and Metro have all received significant amounts of prior year business taxes in

FY 2025-26.

Table 2: Baseline Business License Tax Forecast, Change from April to December Forecasts ($ millions)

FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29 FY 2029-30 FY 2030-31
April 2025 Baseline (FY 2025-26 Adopted Budget) $220.0 $232.5 $246.0 $258.0 $270.0 $283.0
Reduced Underlying Liability -$5.6 -$8.8 -$13.4 -$16.1 -$18.4 -$21.4
Impact of H.R. 1 -$21.4 -$11.2 -$7.0 -$4.8 -§2.5 -50.0
Excess Prior Year Taxes S27
December 2025 Baseline $220.0 $212.5 $225.6 $237.1 $249.1 $261.1

8 This analysis separates out credit-carryforwards. Future recreations of this graph may differ as tax payments for Tax
Years 2023 and 2024 will continue to be received.




Low BLT Scenario: The low scenario assumes there is $10 million less underlying liability than previously estimated
due to decreased gross business profits. Additionally, this scenario assumes that the U.S. enters a recession
induced by the popping of an asset bubble akin to the dot-com recession of the early 2000s. The dot-com recession
led to two consecutive years of more than 10% decreases in BLT revenue. A similar pattern beginning in FY 2026-27
would lead to BLT revenues coming in more than $60 million below forecast in FY 2027-28 and FY 2028-29.

High BLT Scenario: The high scenario assumes there is $10m more underlying liability than previously estimated due
to increased gross business profits, that the State disconnects from the most consequential H.R. 1 provisions, and
underlying tax liability growth is 5%.

Figure 9: Business License Tax Forecast with Scenarios
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UTILITY LICENSE AND FRANCHISE FEES

Utility License/Franchise Fees (ULF) are a 5% tax on gross revenues for most utilities operating within the City of
Portland—both public and private. The major utilities subject to this tax are Portland General Electric (PGE), NW
Natural (NWN), Pacific Power (PP), the Portland Water Bureau (Water), and the Bureau of Environmental Services
(BES). Additionally, cable and telephone providers pay this tax, but only on the activity unrelated to internet access.
While there are over a hundred active payers of this tax, close to 90% of the revenue comes from fewer than ten
companies. Table 3 shows the baseline forecast by payer category. Note that while there are a hundred payers in the
“Other” category, this revenue can fluctuate based on taxpayer compliance. The current forecast assumes that the
FY 2024-25 total of $16.1 million of “Other” ULF revenue included about $3 million of back payments, and the level of
back payments will be roughly $1 million going forward—a reduction from the prior forecast of about $2 million
annually. This assumption may change in future iterations of the forecast.

As seen in Table 3, the main cause of the expected underperformance for FY 2025-26 ULF revenue is related to
accrued revenue. The City accrues revenue based on what it is expected to have earned but not received in a given
year. What this means is that at the end of FY 2024-25, the City credited FY 2024-25 revenue by the amount of
anticipated ULF revenues in Q1 of FY 2025-26, and commensurately debited FY 2025-26 revenue. The methodology
the Revenue Division utilizes for revenue accruals for cyclical payers is to look at what revenue was processed in the
first quarter of the prior year as the baseline for the accrual®. If revenues are growing, net accruals would be slightly

° If the taxpayer’s ULF payments are not cyclical, then the Revenue Division simply uses the quarterly average. For
example, NW Natural is a cyclical payer where the quarterly payments fluctuate with the weather. The payments from
cable companies are not cyclical.
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positive. However, an unusual circumstance led to a breakdown in this methodology. In the Spring of 2023-24 some

ULF payments were collected but not processed. This error was identified by the City Budget Office and in early FY

2024-25, the payments were processed, and the necessary adjustments were made such that accounting and budget

documents accurately reflected receipt of those revenues. However, since the payments were not processed until

the first quarter of FY 2024-25, the City’s accrual amount included some revenue that was collected in the fourth
quarter of FY 2023-24. Ultimately, this does not impact the total revenues received across the two fiscal years but
means FY 2024-25 revenue was about $6 million higher than it otherwise would have been, and FY 2025-26 is
expected to be about $6 million lower.

Table 3: Baseline Five-Year ULF Forecast by Payer Category ($ millions)

2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 2030-31
Fiscal Year (actual) (forecast) (forecast) (forecast) (forecast) (forecast) (forecast)
PGE 529.8 S$31.1 S$32.1 5$32.7 $33.1 $33.4 5$33.7
PP 510.6 S$11.3 511.8 S12.1 $12.2 S$12.3 512.4
NWN 511.4 Ss11.7 512.0 512.2 $12.3 $12.4 S512.6
Telephone 3.5 $3.3 53.2 53.1 $3.1 $3.0 2.9
Cable 54.4 4.3 54.2 54.1 4.0 54.0 53.9
Water S11.5 $12.7 513.7 514.7 S$15.9 $17.2 518.5
BES 520.5 S21.6 5$22.5 523.8 524.7 $25.7 526.6
Other 516.1 514.3 514.3 514.4 514.6 514.7 514.9
Collections 5107.9 $110.3 5$113.7 5$117.2 5$119.9 $122.7 5125.6
Net Accrual $8.1 -54.4 50.8 50.0 50.0 50.0 50.0
Total $116.0 $105.9 $114.5 $117.2 $119.9 $122.7 $125.6

Figure 10 below shows the five-year baseline ULF forecast with high and low scenarios. All ULF forecast scenarios

assume Water and BES rates grow in line with their current five-year forecasts. The baseline scenario assumes

continued implementation of current rate increases which rise with inflation for the three largest private payers, and

flat revenue for all others. The high scenario assumes no slow-down in rate increases for the three largest private

payers, combined with moderate growth in all others. The low scenario assumes the three major private payers rate
increases do keep up with inflation and declining revenues for all other private payers.

Figure 10: Utility License and Franchise Fees Forecast with Scenarios
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TRANSIENT LODGING TAXES

The City of Portland Transient Lodging Tax (TLT) dedicated to the General fund is a 5% tax on hotels and short-term
rentals (STR) within the City of Portland limits. While STR taxes are collected within the General Fund, the totality of
STR revenue is generally distributed to the Housing Investment Fund. Additionally, per an intergovernmental
agreement, TLT revenues generated at the Convention Center are transferred to the County to be deposited into the
Visitors Facilities Trust Account.

In the decade prior to the pandemic, TLT revenues more than doubled as tourism within the City thrived. However,
this revenue stream has still not fully recovered post-pandemic. In FY 2020-21 TLT revenue fell to $4.4 million from
$38.4 million just a couple of years prior. Since then, revenue has rebounded but remains short of initial post-
pandemic forecasts which had TLT reaching 75% of peak revenue by FY 2024-25. The current forecast for FY 2025-26
is $25 million—or about 65% of peak revenue.

Forecasting TLT revenue comes down to forecasting three components 1) the occupancy rate, 2) the average room
rate, and 3) the total number of available rooms in a fiscal year. While there is construction of new hotels within
Portland, the minimal number of new rooms means that the number of available rooms per year is held constant for
the life of the forecast. In the past year, while occupancy rates have marginally increased, most measures of average
room rate have declined, leaving revenues essentially flat. As described above, a major factor in the stagnation of this
revenue source is related to Portland’s lack of luxury hotels combined with high-income earners being a major source
of hotel revenue. Additionally, declines in tourism from Canada and an increase in hotels in the region (but notin
Portland) are factors in lack of growth in this revenue stream. As a result of these trends, TLT revenue is expected to
remain flat for FY 2025-26, and the growth assumptions are reduced going forward.

One unique technical challenge created Figure 11: TLT Revenue History with and without Accruals
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trend of receipts when estimating

earned revenue. However, this ended up exacerbating the volatility created by the pandemic, and a large disconnect
grew between the accrued revenue total and actual yearly receipts starting in FY 2020-21. This has been the largest
source of forecast error in the past few years, but the methodology has been simplified going forward and accrued
revenues should track closer to actual receipts.

Baseline TLT Scenario: The prior year forecast assumed FY 2025-26 revenues would increase as occupancy rates
continued to rise and average room rates rose with inflation. However, instead of being marginally higher, collections
are essentially in line with FY 2024-25 receipts and thus the forecast has been revised down. This forecast assumes
occupancy rates tick up by 1% and average room rates increase by less than inflation per year from FY 2025-26 to FY
2030-31. The net impact of this reduction for the FY 2026-27 budget is $6 million™.

0 Areduction in FY 2025-26 receipts from $28 to $25 million, and reduction in FY 2026-27 receipts from $30 million to
$27 million.
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https://efiles.portlandoregon.gov/Record/12551653/File/Document
https://efiles.portlandoregon.gov/Record/12551653/File/Document
https://www.travelportland.com/meetings/new-hotels/
https://public.domo.com/embed/pages/58Z1R
https://www.bizjournals.com/portland/news/2025/10/22/portland-hotel-occupancy-pandemic-canadian-tourism.html

Low TLT Scenario: The low scenario is for no increase in occupancy rates and steadily declining average room rates
(minus 1% per year). This would leave revenues declining from $25 million to $24 million over the life of the forecast.

High TLT Scenario: Notably, there is more potential upside for TLT than other tax revenues. If occupancy rates were
to rise sufficiently then prices could be adjusted up relatively quickly. Assuming 3% growth in occupancy rates and
3% increases in prices would increase the average year-over-year growth to 7.5%.

Figure 12: Transient Lodging Tax Forecast with Scenarios
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STATE-SHARED REVENUE

State-Shared Revenue consists primarily of State distributions related to liquor sales revenue but also includes State
marijuana and cigarette distributions as well as a Heavy Equipment Rental Tax (HERT) revenue". This typically stable
revenue source has declined since FY 2022-23 largely related to changes in State policies. Measure 110 capped the
marijuana distribution to cities, leaving Portland’s share in FY 2024-25 at $1.4 million'2. Prior to this cap, the state had
distributed between $2.4 and $4.3 million dollars to the City. Even more impactful changes were made to liquor
distributions. As described in the League of Oregon Cities State-Shared Revenue Report, “Changes made during the

2021 legislative session to increase compensation to liquor store agents and distillery tasting room owners have
reduced net distributions from this revenue source. The Oregon Liquor and Cannabis Commission’s (OLCC)
warehouse is reaching capacity, and the Legislature approved construction of a new facility in 2021. Any expenses for
the new warehouse reduced shared revenue for cities, since the bonds are paid for out of the gross liquor revenue.” In
FY 2022-23 the City received $23 million from liquor distributions. This fell to $18.5 million in FY 2024-25 and is
expected to grow by only $1.6 million over the life of the forecast.

Assuming no change in State policies, there is little room for this forecast to significantly defy baseline expectations.
The baseline scenario assumes the City’s distribution grows in line with the Office of Economic Analysis’s most
recent forecast, and HERT revenues decline slightly. The low scenario assumes revenues come in $300,000 below
the FY 2025-26 projection, then grow annually at 1%. The high scenario assumes revenues come in $300,000 above
the FY 2025-26 projection, then grow annually at 4%.

" The HERT is a replacement for property taxes on heavy equipment passed in 2018. It is distributed from the State to
the Counties, to the City of Portland and has been slightly declining. These documents from the Legislative Revenue
Office contain more information: Heavy Equipment Rental Tax, Presentation to the House Committee On Revenue.
2 This distribution grows at the rate of inflation.
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https://www.orcities.org/application/files/6417/3955/8435/2025SSRFullReport.pdf
https://www.oregon.gov/das/oea/pages/forecastecorev.aspx
https://olis.oregonlegislature.gov/liz/2021I1/Downloads/CommitteeMeetingDocument/257000
https://olis.oregonlegislature.gov/liz/2021I1/Downloads/CommitteeMeetingDocument/257003

Figure 13: State-Shared Revenue Forecast with Scenarios
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CURRENT APPROPRIATION LEVEL

The expenses indicated in the General Fund forecast are all current ongoing appropriations approved by City Council,
otherwise known as the Current Appropriation Level (“CAL”). The Current Appropriation Level does not include future
labor contract costs or other commitments not approved by City Council, such as one-time expenses that are likely
to continue in FY 2026-27. The CAL for every ongoing appropriation is inflated under standard citywide assumptions,
which form the baseline for the expense forecast. Note that there is a difference between inflating Council approved
appropriations (i.e. CAL) and a full expense forecast. An expense forecast would necessarily include forecasting
Council decisions such as major software upgrades, labor bargaining agreements, staffing levels, and internal service
rates. Including potential future decisions in the absence of formal, detailed Council direction would be a precarious
assumption and could also have the negative effect of unduly influencing the outcome of those future decisions. As
such, the five-year CAL projection is based on solely inflationary factors.

Personnel expenses make up roughly 70% of ongoing General Fund expenses in bureaus’ budgets and increase in
CAL every year with cost-of-living adjustments (COLA), health benefits rate increases, and every other year due to
required contributions into the Public Employees Retirement System (PERS). Figure 14 shows the recent history of
costincreases related to PERS and COLA inflationary factors.

The City’s COLAs are tied to the annual
increase in the Consumer Price Index for

Figure 14: COLA and PERS increases by Fiscal Year
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https://www.stlouisfed.org/on-the-economy/2025/oct/how-tariffs-are-affecting-prices-2025
https://www.stlouisfed.org/on-the-economy/2025/oct/how-tariffs-are-affecting-prices-2025

2025 current forecast for FY 2026-27 COLA is 3.1% which amounts to an expense increase of $2.3 million ongoing for

the General Fund compared to last year.

Required employer contribution PERS rates are anticipated to remain essentially flatin FY 2027-28 after three

consecutive biennia with significant increases. These increases were largely due to the expiration of the surplus rate

that the City received after joining State and Local Government Rate Pool. It was previously anticipated that the
surplus rate would expire in FY 2027-28 but now is expected they will not fully expire at the end of the 2027-2029
biennium—pushing out the expected rate increase another two years and providing some relief in the City’s
anticipated cost increases. While many other jurisdictions in Oregon are facing FY 2027-28 rate increases due to
expiring side-accounts, the City never participated in the side-account program and thus will see no increase in rates

due to an expiring side-account.

As is true nationally, rising health care costs in Oregon continue to outpace inflation and are projected to continue

increasing. These rising costs have in turn driven up the cost of health benefits provided by the City. Both health
insurance options offered by the City, the fully insured Kaiser plan and the City’s self-insured Moda plan, have seen
marked increases in recent years. The City’s self-insured plan is the most financially exposed because when costs

rise the City directly absorbs those increases. Over the last few years ballooning expenses have exceeded revenues

and the City’s Health Fund reserve is rapidly being depleted. Considering these factors, and to minimize the impact
on employees, Council approved rebuilding the health reserve with additional increases in the FY 2025-26 Fall TAO
and mandated an increase of 15% in FY 2026-27 via Budget Note. Table 4 decomposes the anticipated monthly
composite health benefit rate paid by the City for the next five fiscal years and Table 5 show the impact to the General

Fund.

Table 4: Changes to the Monthly Composite Health Benefit Rate

FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29 FY 2029-30 FY 2030-31

Baseline Composite Rate $1,902
Inflation % 8.00% 8.00% 8.00% 8.00% 8.00%
Inflation $ impact $152 $164 $177 $192 $207
Composite Rate after inflation $2,054 $2,218 $2,396 $2,588 $2,795
Council Budget Note (15% in year 1) $ impact $133
Composite Rate after Inflation and Budget Note $2,187 $2,218 $2,396 $2,588 $2,795
Reserve Build-up $ impact $146 $146 $146
Final Composite Rate $2,333 $2,365 $2,542 $2,588 $2,795

% Increase 22.7% 1.3% 7.5% 1.8% 8.0%

Table 5: General Fund Impact of Health Benefits Increases

General Fund FY 2026-27 FY 2027-28 FY 2028-29 FY 2029-30 FY 2030-31
Impact of inflation $4,637,070 $5,008,036 $5,408,678 $5,841,373 $6,308,682
Impact of 15% Target $4,057,436 $0 $0 $0 $0
Impact of Reserve Build-up $4,455,568 $4,455,568 $4,455,568 $0 $0
Total General Fund Impact $13,150,074 $9,463,604 $9,864,247 $5,841,373 $6,308,682

The piece of CAL that is not determined by inflation is General Fund debt service. Table 6 shows the remaining debt

service schedule. Notably there is an $18.9 million decrease in this expense in FY 2029-30 due to the retirement of

Pension Obligation Bonds (POBs).
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https://www.oregon.gov/pers/Documents/Financials/Actuarial/2025/ContributionRates_AllEmployers_12312024.pdf
https://www.oregonlive.com/politics/2024/11/spike-in-pension-costs-will-cost-oregon-public-employers-18b-in-the-next-biennium-it-will-be-more-intense-before-it-gets-less.html
https://www.kff.org/health-costs/2025-employer-health-benefits-survey/
https://www.wweek.com/news/health/2025/08/29/big-oregon-hospitals-were-hemorrhaging-money-early-this-year/

Table 6: General Fund Debt Service Schedule™

General Fund Debt Service FY 25-26 FY 26-27 FY 27-28 FY 28-29 FY 29-30 FY 30-31
ADU Ramp Bond $3,079,646 $3,484,971 $3,484,399 $3,486,245 $3,484,089 $3,484,488
Build Portland $3,221,000 $3,034,898 $3,102,344 $3,287,250 $3,294,250 $3,287,000
HIF Bond Principal* $932,500 $810,000 $850,000 $890,000 S0 S0
HIF Bond Interest $394,253 $127,500 $87,000 $44,500 S0 S0
HIF CAL Target (non-debt) $398,984 $408,959 $417,138 $1,377,319  $1,402,111
Pension Debt Cash Transfer $2,394,621 $2,490,209 $2,552,464 $2,603,514 SO SO
Pension Bonded debt retirement + interest $14,386,274 $14,960,564 $15,598,298 $16,271,696 S0 S0
Broadway Corridor $1,705,905 $2,057,650 $2,057,150 $2,058,400 $2,058,400 $2,058,400
Total Debt GF Debt Service $26,114,199 $26,965,792 $27,731,655 $28,641,605 $8,836,739  $8,829,888
GF Savings/Dissaving $851,592 $765,864 $909,950 -$18,870,366 -$6,851

3 Note: This is direct General Fund debt service. Additionally, the General Fund transfers $545,364 to Facilities for a
Charter Transition Loan repayment. This is not anticipated to end in the next five years.

" This HIF Bond is paid out of the HIF CAL Target related to the Short-term Rental Tax. Under current Council

Resolution all STR revenue goes to HIF, so once this bond is paid, the CAL Target increases by that amount, netting no

GF savings.
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