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Handouts:
e Updated Models & Methodology
e Updated Preliminary Programmatic Growth Rates

1. Welcome / Introductions

PP&D Interim Director David Kuhnhausen welcomed Financial Advisory Committee (FAC) members and
City staff and convened the meeting. Director Kuhnhausen expressed appreciation for the committee
members in attendance and their input.

2. Meeting Overview
Deputy Director Elshad Hajiyev provided an overview of the meeting agenda.

3. Permitting Reserve Policy Discussion
Ben Rosenfield, of Equilibrium Collaborative Consultants (EQ), presented their preliminary Permitting Reserve
Policy Report.

Engagement & Goals
EQ was engaged to review PP&D’s current policy, compare with other standards and practices, review historical
performance through business cycles, and to propose changes as needed.

Goal 1: Restructure the current policy to better manage revenue volatility:

EQ recommended restructuring the current reserve policy to better manage revenue volatility through
economic cycles, minimize budget and service cuts during down cycles, and maintain appropriate and stable
charges for customers. They recommend the policy should have a target maximum reserve level, rules that
govern withdrawals to limit cuts during down cycles, rules that govern deposits during upcycles, and a minimum
reserve level to be maintained even during difficult economic times.

Goal 2: Simplify the policy to improve its administrability:

EQ perceived the need to simplify the current reserve policy. They believe the plan is complex in that it has
unique reserve goals for each program, current management triggers are complex, and there is a need to clarify
reporting timelines and assigned responsibilities.

Goal 3: Consider other financial policies & practices beyond reserves:

EQ noted that with respect to reserve structures and parameters, there is no single correct answer. The bureau
should set policies according to management’s risk tolerance and they should be treated as guide for decision
making but not intended to be a replacement for sound judgement.

Ben noted that every economic cycle will be different. A lower target funding level (and other parameters)
requires more significant and rapid budget actions during harder downturns. Higher targets will reduce budget
cuts during harder downturns but constrain growth during good times and/or require higher fee levels. The past
four economic cycles since 1990 can help inform reserve design. Recessions of 1990 and 2000 were modest.
During this period PP&D experienced modest and short-lived revenue losses followed by moderate rebounds.
The 2008 recession was more pronounced, resulting in rapid revenue loss followed by a period of rapid recovery
and growth. The current economic cycle associated with the COVID-19 pandemic is still underway and has
resulted in very severe financial challenges with sharp revenue losses and slow recovery.

EQ recommends target (maximum reserve level) should be sized to manage losses during a given economic
cycle. The working recommendation is for 75% -100% of program revenues. Balances above target should be



used for one-time purposes. Minimum reserve level should be sized to absorb mid-year revenue losses, even in
trough years. The working recommendation is for 10-15% of program revenues.

In addition to policies on reserve levels, EQ recommended defining conditions where withdrawals are permitted
and amount of maximum annual withdrawal. Policy could limit annual withdrawal to a percent of reserve
balance or actual revenue loss, whichever is less. Reserve deposits could also be defined in policy to make clear
under what conditions deposits are mandated.

EQ also recommended clear assignment of responsibility for management, monitoring and reporting on
reserves. In addition, the bureau could define recommended management actions if more severe conditions
occur. For example, a severe or repeated reserve drawdowns.

Discussion

FAC member Peter Hulseman asked if EQ thought about the timing of the minimum reserve recommendation.
For example, if reserves are forecasted to dip below the minimum during the 5-Year Financial Plan, should the
bureau work to reduce spending in the present? Ben stated EQ is working to include similar recommendations
that have worked in other jurisdictions, and that the final policy should not force management to overshoot on
spending cuts. Triggers should also track how fast reserve draws are moving toward the minimum level in
addition to the overall reserve balance. Ben noted these recommendations are applicable mainly to the
Development Services Fund and would not be appropriate for a General Fund reserve.

BES Financial Planning Manager Anthony Martin asked how granular this policy would be tracked. Ben noted
that one EQ’s findings is that the current PP&D policy has multiple reserve targets for various programs. One of
the recommendations will be to have an overall bureau reserve amount and not at the individual program level.

Elshad Hajiyev asked about Ben referring to reserves as a percentage of revenues and if that was intentional as
the current policy is reserves as a percentage of expenditures. Ben stated that EQ viewed percentage of
revenues as the business standard; however, it does not mean that percentage of expenses is not doable.

Elshad also explained that the bureaus reserves are not combined because State of Oregon law prevents
program revenues from being mingled. If reserves are generated by a specific program those funds must go to
support that program and cannot be intermingled with other programs. Elshad clarified there is a 50% minimum
bureau reserve level in the current policy.

FAC member Paul Delsman brought up that PP&D gets a very small amount of General Fund support, with the
remainder of revenue being development related. In Paul’s understanding there are some expenditures which
are associated with a general Citywide benefit and therefore a case can be made they should be supported by
General Fund. Elshad confirmed that there are community related expenditures, mainly in Property Compliance.
Ideally there would be General Fund support for these activities.

Community & Economic Development Service Area Deputy City Administrator Donnie Oliveira noted that this
project is resulting from a Council budget note. There is no consistent reserve policy across the City. Donnie
added that the current financial model for PP&D is broken, and the funding model needs to be fixed before
recommended reserve policies can help. This is just the beginning of a much broader conversation about the
financial situation for PP&D.



4. Revenue Model Updates

Updated Preliminary 5-Year Revenue Growth Rates
Kyle summarized the takeaways from the last FAC meeting. Feedback indicated the initial proposed base
growth rates were too aggressive, specifically the projected 9-10% growth in year 2 of the forecast period.

Given that there is currently no indication of increased activity, the adjusted base growth rates for Building &
Building related programs assume flat growth in year 1, 3.8% growth in year 2, 4.8% growth in year 3, and
then a gradual tapering off over years 4 and 5.

The other major change is to Land Use Case Review Program. This program generally leads the development
cycle. The adjusted model shows flat growth in year 1, 6.3% in year 2, and then a tapering off over the final 3
years.

The Trades Programs had no change in methodology. Program growth rates are still based on their
relationship to the Building Program. A 1.0% change in the Building Program equates to 0.86% change in the
Trades programs. Since Building Program growth rates were updated the Trades programs were adjusted in
conjunction with the Building Program.

FAC member Mike Paruszkiewicz recommended acknowledging the risk of the multiyear downward trend in
the Land Use Case Review data that is assumed to turnaround in current projections. If the trend continues
revenue projections will be missed. Kyle explained historical data shows two peaks: 1. The great recession
boom, and 2. The biggest boom which occurred after the great recession. However, the big boom after the
great recession still saw declines in Land Use Case Reviews. This indicates that policy is more likely driving the
downward trend. Expecting continued declines might be more unreasonable as counts would be approaching
zero case activity.

Portland Bureau of Transportation Financial Analyst Will Terry asked what percentage of PP&D revenue is
generated by Land Use Services (LUS). Kyle explained that on the LUS side case review revenue is around 40%
of total program revenue. For the entire bureau, LUS is the second largest program, but not near the size as
the Building Program.

Will Terry inquired about cap rates and replacement costs in Portland compared to Beaverton. FAC member
Lauren Golden Jones explained that cap rates are similar between Portland and Beaverton; however,
replacement costs are much higher in Portland. An investor could get a Treasury Bond for about the same cap
rate as constructing a building in Portland without the risk that comes with building in Portland.

FAC member Jeff Renfro agreed that the adjusted growth rates captured the sentiment from the last FAC
meeting.

Alternative (Worst) Case Scenario

The alternative case scenario builds in the same adjustment to the base case as proposed in the last FAC
meeting. With the changes to the base-case it now shows a scenario where the bottom of the cycle has not
been reached. Further declines in revenue are projected in year 1, followed by flat growth in year 2 and 3, and
growth rates keeping pace with inflation over the years 4 and 5.

Peter Hulseman stated that this makes sense until signs of increased activity are seen.



Lauren Golden Jones added that this cycle has seen a destruction of the office and probably hospitality
development. Multifamily development has seen a dramatic decrease as well. Since historical data shows
periods when these product types were still being developed, the data may be skewed going forward. Kyle
explained that many of these projects fall under large projects. Since our growth rates exclude large projects,
and PP&D is building in minimal large projects, the overall growth rates will be even less. Large projects will be
added into projections only in circumstances where there is a high level of certainty that the projects will
materialize.

5. Finance Committee Report

Kyle noted that in past years, the FAC has submitted a letter to accompany PP&D’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, PP&D
drafted a report and circulated the draft to FAC members for review. FAC members agreed to this approach
again. PP&D’s 5-Year Financial Plan will be submitted to the City Budget Office on Friday, February 14, 2025.

6. Adjourn
Kyle, Elshad, and David expressed thanks to FAC members for their time and recommendations. This is the last
FAC meeting of the FY25-26 budget development cycle.

Meeting notes prepared by Kathy Tran and Ray Galinat
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