CLACKAMAS COUNTY BOARD OF COUNTY COMMISSIONERS

Study Session Worksheet
Presentation Date: July 24, 2012 Approx. Start Time: 2:30 PM Approx. Length: 60 minutes

Presentation Title: County Parks & Forest — Portfolio Management & Harvest Rates
Department: Business & Community Services

Presenters: Gary Barth, Director; Jeroen Kok, Manager; Dan Green, County Forester
Other Invitees: Members of the County Forest Advisory Board

WHAT ACTION ARE YOU REQUESTING FROM THE BOARD?

Discuss the opportunity to save approximately $1 million in interest payments by prepaying the
debt on the Stone Creek Golf Course from an accelerated timber harvest program. In addition to
interest savings, early defeasement of the Stone Creek debt will result in an increase in the net
operating revenue from the golf course. The net revenue is transferred annually to County Parks
for ongoing operations and maintenance, thereby providing a more predictable year-over-year
revenue stream than that provided by the Timber Trust Fund.

EXECUTIVE SUMMARY:

Financial Situation: County Parks is currently operating under an annual budget shortfall.
Timber revenue to support County Parks operations has proven to be somewhat unpredictable
and volatile. Annual debt service on the Stone Creek Golf Course bonds is approximately
$450,000, of which approximately $100,000 is interest.

Goal: Provide increase financial stability to County Parks by moving toward a more balanced
revenue and expense operating model and increasing year-to-year revenue certainty.
Opportunity: The County possesses a significant inventory of harvestable timber that is older
than the target age class. The Stone Creek Golf Course Bond payments are eligible for
repayment beginning in September 2013. Early repayment will save the County money.
Proposal: Accelerate timber harvests to generate approximately $4 million in cash over a 2-3
year period to defease the Stone Creek bond debt.

Result: Save approximately $1 million in bond interest debt payments (paying off in 2014
instead of payments to maturity in 2024). Achieve a better balance in timber age classes.
Generate a short-term increase in timber sales which will support local logging, trucking and
milling jobs.

Challenge: Board may be asked to withstand a certain amount of protest to timber sales on a
small percentage of the land that will be actively managed to produce the desired income.

FINANCIAL IMPLICATIONS (current year and ongoing):

Currently, County Parks are operating at an annual deficit of approximately $400,000, despite
the fact that county timber sales have generated approximately $710,000 in average annual
revenue over the past ten years.

LEGAL/POLICY REQUIREMENTS:

An accelerated harvest program will result in a departure from the historic harvest levels called
for in the County Forest Management Plan. The County has been harvesting timber at the rate
of growth — an average of 55 acres/year. The accelerated harvest being proposed would
increase harvests on approximately 450 acres over a two year period in order to defease the
golf course debt, at which point harvest levels will be reduced to 40-45 acres/year, reflecting the
new rate of growth.




PUBLIC/GOVERNMENTAL PARTICIPATION:

The County’s Forest Advisory Board considered the proposal at a recent meeting and supports
the staff recommendation to pursue accelerated harvests. In addition, the Parks Advisory Board
is aware of the effort to stabilize the County Parks budget, and supports efforts to utilize forest
resources to save debt payments. As is currently the case, all timber sales will follow-up a public
process that involves notification to neighboring property owners, a public tour of the proposed
timber sale, and an advertised public meeting of the Timber Sale Advisory Committee.

OPTIONS:

Clackamas County can continue to harvest at current rates which has generated an average of
$710,000 annually to support County parks operations. However, the County has the
opportunity to accelerate harvests to produce income to defease the Stone Creek Golf Club
debt, thereby saving approximately $1 million in interest over the remaining life of the loan.
Future Stone Creek revenue will no longer be required to pay debt, thereby increasing the
amount of net operating revenue to support County Parks. Accelerated harvests will reduce
future annual timber revenues, but that will be offset by golf revenue. While a significant impact,
defeasing the golf course debt does not entirely close the budget gap in County Parks.
Additional work will be needed to increase revenues to support County Parks, which will include
an analysis of non-producing timber lands.

RECOMMENDATION:

BCS staff and the County Forest Advisory Board recommend that the Board instruct staff to
pursue the accelerated harvest options in a manner that provides sufficient cash flow to defease
the Stone Creek Golf Course bond debt by June 30, 2014. This strategy will: (A) help save the
County approximately $1 million in bond debt interest payments over the remaining life of the
golf course loan by paying off the loan 10 years sooner than anticipated, thereby shifting the
majority of golf course revenue from debt payment to operational income for County Parks, (B)
provide for increased stability of year-to-year revenue to the Parks Department, (C) provide
economic stimulus to local timber and mill operators by providing an influx of timber sales and
raw materials, (D) help to reduce the imbalance in forest age class inventory by reducing the
percentage of timber in the +55 year old category.

It is estimated that 80-85% of the timber necessary to achieve the goals of the accelerated
timber harvest program can be implemented on county-owned lands that have not historically
been controversial to operate (Wildcat, Dooghee and Elwood). 15-20% of the anticipated
harvest may have to occur on properties which may solicit some objections from neighboring
property owners and others due their proximity to residential properties and scenic areas. Forest
staff feels that potential concerns can largely be addressed. If the accelerated harvest option is
not implemented, County Parks will continue to struggle with significant swings in year-to-year
revenue for operations and will lose an opportunity to save approximately $1 million in interest
payments over the final 10 years of the Stone Creek bonds (pay-off in 2024).

ATTACHMENTS:
Staff has prepared a PowerPoint presentation to explain the proposal and help answer
questions regarding the recommendation.

SUBMITTED BY:
Division Director/Head Approval

Department Director/Head Approval
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For information on this issue or copies of attachments, please contact: Jeroen Kok @ 503-742-4421 =4




Fiscal Impact Form — Instructions

RESOURCES:

Is this item in your current work plan and budget?
X YES
[INO

START-UP EXPENSES AND STAFFING (if applicable):

The County’s Forest Program is currently managed according to an adopted Forest
Management Plan and is staffed by a County Forester, one full-time and one part-time
assistant.

ONGOING OPERATING EXPENSES/SAVINGS AND STAFFING (if applicable):

County timber operations are (and have been) managed on a sustainable yield basis, whereby
annual harvests are roughly equivalent to annual growth (based on a 55-year rotation). Over the
past ten years, this level of harvest has yielded an average of $710,000 (although year-to-year
revenue has varied significantly). The proposed accelerated harvest program will generate
approximately $4 million to pay-off the Stone Creek construction bonds, thereby saving
approximately $1 million in debt service over the remaining 10 years of the loan, and diverting
100% of the more predictable golf course net operating revenue to support County Parks. As a
result, the size of future timber harvests will be reduced, from the current average of
approximately 55 acres, to 40-45 acres per year. Average annual timber revenue will decline to
approximately $450,000.

ANTICIPATED RESULTS:

An accelerated harvest program will save Clackamas County approximately $1 million in
interest payments over the remaining life of the Stone Creek debt service. As a result, golf
course revenues will be fully dedicated to supporting County Park operations over the next ten
years, providing a more predictable flow of operating revenue.

COSTS & BENEFITS:
An accelerated harvest program is unlikely to require additional staffing, anticipated timber sales
can be managed by existing staff.

c—

osts:

Start-up Other Annual Annual

Capital | Start-up | Operations | Capital TET A

Item Hours

Capital purchase
Office infrastructure
[Training

Total Start-up Costs

Onﬂoing Annual Costs

Benefits/Savings:
Start-up Other Annual Annual
=) Hours Capital | Start-up | Operations | Capital T
Debt Service Savings $1,000,000
[Total Benefit/Savings $1,000,000



































































