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BDS Financial Advisory Committee

Meeting Notes
Thursday, January 5, 2023

FAC Members Present:

Amy Vander Vliet, Oregon Employment Department

Jeff Renfro, Multnomah County

Jerry Johnson, Johnson Economics

Josh Harwood, Metro

Lauren Golden Jones, Development Review Advisory Committee (DRAC)
Matthew Gierach, City of Portland Debt Manager

Mike Paruszkiewicz, United States Army Corps of Engineers
Paul Delsman, DRAC

Peter Hulseman, City of Portland Economist

Sean Green, DRAC

City Staff Present:

Allen Vogt, Finance & Payroll Manager, Fire and Rescue

Anthony Martin, Bureau of Environmental Services

Andy Peterson, Special Projects, Bureau of Development Services (BDS)
Beth Benton, Property Compliance Manager, BDS

Brenda Fahey, Technology, Training, and Continuous Improvement, BDS
Brian Landoe, Analyst, Portland Parks & Recreation

Dave Tebeau, Inspections Services Manager, BDS

David Kuhnhausen, Permitting Services Manager, BDS

Doug Morgan, Plan Review Services Manager, BDS

Elshad Hajiyev, Deputy Director, BDS

Erin Mick, Engineering-Residential Development Manager, Water
Kathy Lyndon, Financial Analyst, BDS

Ken Ray, Public Information Officer, BDS

Kim Tallant, Land Use Services Manager, BDS

Kyle O’Brien, Budget & Finance Manager, BDS

Leesha Posey, Equity and Policy Development and Recruitment and Hiring Manager, BDS
Matt Scott, Financial Analyst, Environmental Services

Matthew Tschabold, Portland Housing Bureau

Ray Galinat, Financial Analyst, BDS

Rebecca Esau, Bureau Director, BDS

Tom Armstrong, Bureau of Planning and Sustainability



Handouts:
e Models & Methodology
e Financial Plan Variable List
e Preliminary Programmatic Growth Rates
e Programmatic Revenue Growth Rate History
e 11-17-2022 Financial Advisory Committee Minutes

1. Welcome / Introductions

BDS Director Rebecca Esau welcomed Financial Advisory Committee (FAC) members and City staff
and convened the meeting. Director Esau expressed appreciation for the committee members in
attendance and their input. FAC members made self-introductions.

11-17-22 Meeting Notes

BDS Deputy Director Elshad Hajiyev requested Committee members to review, comment and
propose changes to the draft notes from the November 17, 2022, FAC meeting. The meeting notes
were approved with no requested edits.

2. Meeting Overview
Elshad Hajiyev gave attendees an overview of the meeting agenda.

3. Expenditures
Elshad stated personnel expenses account for approximately 70% of overall expenses. There are several

factors that increase personnel expenses such as COLA (estimated 5% cost of living adjustments for FY23
-24), pay changes associated with new collective bargaining union contracts, and employee merit
increases. BDS is projecting personnel expenditures to increase over the next five years.

Some examples of non-personnel expenditures are rent, software/hardware, technology maintenance,
fleet, and professional training services. Non-personnel expenditures are also expected to rise over the
five years. Expenditure projections are based on applying inflation factors, provided by the City Budget
Office, to current BDS expenditures.

BDS Finance Manager Kyle O’Brien further explained that both one time and ongoing changes are
incorporated as needed into variables such as staffing, capital technology projects and rent.
Expenditures are in large part driven by revenue and changes in revenue correspond to changes in
development activity and workload. Therefore, BDS forecasts both revenue and expenditures in
creation of the Five-Year Financial Plan.

4. Preliminary 5-Year Revenue Growth Rates / Projections and changes in modeling
The current economic environment has made an econometric approach more challenging than in
previous years. The economy is at a turning point as the impact of rapidly changing interest rates is
beginning to show up in the economic data, and the models have difficulty incorporating these
changes while also producing reasonable growth rate forecasts. In addition, the recent history
including the pandemic, an event which initially was exogenous to the overall economy, has made
the econometric approach more difficult. For these reasons, BDS is less reliant on econometric
models this year and incorporated a different approach for some programs based on historical
revenue growth rates and adjustments based on expectations for the upcoming five-year period.
BDS also manually adjusts for expected large project activity.




Jeff Renfro asked where the econometric modeling variables data was being pulled from. Kyle
explained the primary econometric modeling data source is Moody’s. In addition, BDS also subscribes
to data from Northwest Economic Research Center (NERC) and State of Oregon Office of Economic
Analysis (OEA).

Base-Case Scenario

The five-year forecast period is for fiscal year (FY) 2023-24 through FY 2027-28, beginning on July 1,
2023. In general, the base-case scenario shows a decline across most programs in the first year with
gradual increases over the last four years of the financial plan. These growth rates reflect the current
and expected impacts of inflation, continuing rising interest rates, and feedback provided at the
November 2022 FAC meeting.

Land Use Services Case Reviews

Land Use case reviews are generally a leading indicator of building permit activity. A typical project
begins with a land use case review prior to the application of the building permit. Trade permits are
typically last. Not all projects have a land use review, but many projects do. After project plans are
reviewed and a construction permit is issued, permits go through the inspections process.

BDS is using historical data to provide additional context to the Land Use forecast. To determine the
Land Use growth rates, BDS looked at historical average numbers of case reviews, bringing the number
of cases to that average over the course of the forecast. The proposed model shows an 11% increase in
FY 2023-24, followed by gradually declining growth to 7.7% in FY 2027-28. The methodology was 1.)
Begin with a current year projection for LUS cases (382) 2.) End forecast at final average number of cases
in the past three years (593) 3.) Increase the number of cases by a constant amount each year (~42) and
calculate growth rates.

Finance Advisory Committee member Mike Paruszkiewicz asked Kyle to elaborate on why BDS is not
forecasting future declines, and if there are underlying macroeconomic or local changes driving the
historical decline. Kyle explained that Land Use case reviews leads other programs and due to recent
declines in Land Use, declines in other programs are expected next year.

Kyle further explained that the current downward trend, beginning in 2017, began primarily because of
inclusionary housing policy. Land Use case reviews are projected to be a series low in the current fiscal
year, FY 2022-23. Given where the program is at now, and the reality that it is a leading indicator for
building permit activity, an increase in cases in FY 2023-24 is reasonable. Even with the increases
projected in the forecast, the program does not project to reach near peak levels of revenue and
workload.

Finance Advisory Committee member Lauren Golden Jones suggested to further study the data, and to
examine what cases are more likely to result in further revenue through construction permit
applications. Kyle explained that BDS is currently not using Land Use case reviews for forecasting
building permit activity as it has historically been difficult to tie Land Use case review numbers into
other permit forecasts. Additionally, Land Use case reviews does not include other Land Use Services
activity, such as Early Assistance & Pre-application meetings. Land Use Services Manager Kim Tallant
added that the drivers of historic case review data should not be perceived as static across all years.
There have been many zoning code changes that effect when certain reviews are triggered and how
complex each review is.



Finance Advisory Committee member Paul Delsman asked if Land Use cases are broken down by
residential and commercial submittals. Kim Tallant explained that residential and commercial
delineations do not match up between Land Use Services activity and building permit activity. Therefore,
BDS does not detail Land Use case review data in this way.

Building Program

In 2008 through 2018, the geometric mean growth rate was 4.5% for the building program. The
methodology to forecast the total valuation of building permit applications was 1.) Use
econometrically produced growth rates for FY 2023-24 through FY 2025-26 2.) Decrease growth
rates towards the 2008-2018 geometric mean growth rate (4.5%) for the final year of the forecast,
decreasing by a constant rate each year in FY 2026-27 and FY 2027-28.

The Building Program is the largest program at BDS. There are two models this year and they are
averaged together to achieve the projected program growth rates. The variables in the Model 1
include population, percent of loans past due, employment, consumer price index and changes in
inflation. The variables in the Model 2 include population, percent of loans past due, employment,
home price index and rental vacancy rate.

Finance Committee member Peter Hulseman commented on the possibility of changing some inputs
such as taking out home price index in Model 2. Peter stated the 7% proposed decline in FY 23-24
may not be a large enough decline. Kyle explained that in the modeling process many specifications
were reviewed, with and without the home price index. The models chosen were those which
produced both reasonable growth rates and had the highest degree of statistical fit. The committee
advised that BDS could be more pessimistic and lower growth rate expectations in the first year.

Finance Advisory Committee member Jeff Renfro asked about Moody’s assumptions around
population and employment growth given recently released population information. Kyle stated that
Moody’s is projecting higher population growth over the next year with a subsequent tapering off.
Jeff asked how the model would be affected by assuming lower population and employment
growth. Peter Hulseman added that Moody’s population growth projections may be too optimistic
and recommended tinkering with this input variable in the proposed model. Kyle stated these
adjustments could be made after the meeting.

In Model 2, Lauren Golden Jones mentioned the leading indicators for new project feasibility
transactions are different from her perspective when compared to the econometric modeling. Lauren
conveyed using capitalization rates (cap rates) and decreased office rental rates which the model
doesn’t include. Kyle shared that BDS does not have a forecasted data series for these variables;
however, the outlook for office and hotel activity is accounted for when adjusting large project activity.
Peter Hulseman added that some of the explanatory power of the variables mentioned by Lauren would
be recognized in the Home Price Index (HPI) variable.

Trade Programs
In previous years, the FAC recommended aggregating trade program revenues for modeling. This is the

third year BDS implemented this suggestion in its modeling process. BDS combined the trade
programs (Electrical, Plumbing and Mechanical) because they are similar in size, how they fit into the
overall development review timeline, and the economic factors affecting each are analogous.



This year the trades programs model is based on their close relationship to the Building Program, with
Building Program revenue being the explanatory variable. The coefficient produced indicates how
sensitive the trade program revenues are to changes in the Building Program revenue. The coefficient
is applied to the Building Program growth rates to achieve the growth rates for the trade programs.
Using this methodology, the forecast projects a 6.4% decline in FY 2023-24 then steady growth rates in
the final four years (FY 2024-25, FY 2025-26, FY 2026-27, and FY 2027-28).

Finance Advisory Committee member Jerry Johnson suggested mapping permit patterns with marginal
interest rate shifts as an interesting side exercise. The recent shifts will have a profound impact on
short-term development as we are starting to see the associated move in cap rates. Kyle agreed this
would be an interesting side exercise, adding that the current interest rate environment is leading to the
recent expectations of decreased growth rates. Interest rates are a major driver in the economy, and we
haven’t seen these kind of interest rates in quite some time which presents modeling challenges.

Mike Paruszkiewicz asked why interest rates are not included in the models this year. Kyle explained
that historically BDS has incorporated interest rates; however, this year the models incorporating
interest rates did not provide both a high degree of fit as well as realistic growth rates. Peter Hulseman
mentioned The Federal Reserve uses interest rates as a tool to react as much causing economic changes
and including interest rates makes more sense when forecasting long-term rather than short-term.

Rates for the Facility Permit Program (FPP) and the Field Issuance Remodel Program (FIR) are a weighted
average of the Building, Mechanical, Plumbing, and Electrical growth rates. Site Development and
Zoning Enforcement growth rates are based on the Building Program rates. Environmental Soils, Signs,
and Neighborhood Inspections are projected using averages of forecasted economic data.

5. Alternative Case Scenario

Kyle presented an alternative case scenario. The main difference with the alternative case is the overall
severity of declines and increases in activity during the forecast period in comparison to the base-case
scenario. The alternative case scenario is a flat 2.5% reduction from the baseline scenario growth rates
in FY 23-24, 5% reduction in FY 24-25, no change from the base case in FY 25-26, followed by a 5%
increase in FY 26-27, and a 2.5% increase in FY 27-28.

Mike Paruszkiewicz asked if the Bureau utilizes the alternative case scenario for planning. Kyle clarified
that the alternative case scenario is trying to capture most downside risks. BDS prepares a full five-year
projection of revenues, expenditures, cost recovery and reserves for both scenarios. BDS typically uses
the base case scenario as its primary financial planning tool. If actual conditions turn out more like the

alternative case scenario, then the bureau would be able to rely more heavily on that scenario.

6. Economic Outlook Discussion
Kyle asked FAC members if their opinions for Portland’s construction activity outlook have changed since
the last meeting in November 2022.

Lauren Golden Jones mentioned talking with mortgage brokerages and banks in various lending spaces.
Originally banks were expected to start lending to commercial projects in Quarter 2 of 2023, current
industry sentiment seems to indicate this will not occur until late 2023. Kyle observed this expectation
seems to support BDS’s proposed revenue models, as if lending begins to loosen in the end of 2023, that
will indicate an increase in building permit activity is possible in 2024. Lauren added that, in addition to



interest rates, the construction industry is still facing supply chain issues and increasing construction
costs. Jerry Johnson commented that while banks may start lending again in late 2023, the uncertainty is
if interest rates will continue to increase, which would negatively affect Portland’s construction activity.

Peter Hulseman stated that the most relevant new data is probably the decline in population, and the
corresponding decline in the Oregon Census outlook. Amy Vander Vliet agreed, adding that the decrease
in population has been more than most expected. This new data indicates that Portland’s attractiveness
as a city has declined since the committee last met.

BDS will review the committee’s feedback. If there are changes to the growth rates, the committee will
be notified and given opportunity to provide input.

7. Finance Committee Report

Kyle noted that in past years, the FAC has submitted a letter to accompany BDS’s 5-Year Financial
Plan and inquired as to the committee’s preference in how to draft the letter for this year. In
previous years, BDS drafted a report and circulated to FAC members for review. FAC members did
not think a different approach is needed this year. BDS’s 5-Year Financial Plan will be submitted to
the City Budget Office on January 26, 2023.

8. Adjournment
Kyle, Elshad and Rebecca expressed thanks to FAC members for their time and clear

recommendations. This meeting is the last scheduled FAC meeting for the FY 2023-24 budget process.

Meeting notes prepared by Kathy Lyndon and Ray Galinat



