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Prospect
Heights
MANAGEMENT’S LETTER TO THE

CORPORATE AUTHORIES OF
THE CITY OF PROSPECT HEIGHTS, ILLINOIS

April 27, 2015

Dear Mayor Helmer and Council Members:

It is a pleasure to submit to the City Council the proposed budget for the City of
Prospect Heights for the Fiscal Year ending April 30, 2016. Primarily due to the
efficiency initiatives undertaken in the prior year, the City will enter the Fiscal Year
2015-2016 with a surplus in its operating budget. While the City’s revenue profile
remains stagnant in the current economy, a continued strong financial position permits
the City to maintain predictable levels of service. The proposed budget reflects a
continued commitment to maintaining sufficient reserves to cover the City's operating
needs, meet long-term financial goals and plan for the growth and development of the
City.

The City has benefited from a history of sound financial planning and current initiatives
focus more specifically on organizational efficiency, maintaining a stable tax
environment, rehabilitating infrastructure and stimulating new development and
redevelopment. The City is making progress in many areas; such as, positioning itself
to move forward with establishing long-term planning for infrastructure in the Water
fund, the sanitary Special Service Areas, and the establishment of a maintenance
program for roads. The areas that are still of concern are the need to find a sclution to
address the property and debt in the Development fund. The City Council and staff
have worked diligently to provide for a balanced tax structure with no new taxes
proposed and appropriate public safety, infrastructure and general services.

The 2015-2016 budget document follows the same format as previous years and allows
the reader to go from a more summarized format to as much detail as desired. it begins
with this transmittal letter, which explains the layout of the budget document, as well as
an overview of the budget process and the financial impact of the budget.

The Financial Summaries section allows the reader to view the total budget, at a glance,
both in chart form and graph form. Other information provided in this section includes
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Fund Balance Summaries, graphs and financial summaries of General Fund Revenues
and Expenses, historical information on staffing levels, and Debt Service Schedules.

The remainder of the report is broken down into functions (revenues and general
government, public safety, and public works expenditures) for the General Fund and
then separate tabs for all other funds, with the Special Service Areas being grouped
together behind one tab. Within each tab, the goal has been to try to provide budget
notes (or highlight) and a Summarized Financial Report for the respective section,
followed by the detailed budgets for each account.

Budget Process

This year’s budget process continues the evolution of many of the 2014-2015 initiatives
including in-depth analysis of organizational processes, personnel, services and long
term liability management. The budget process started early with development of a
preliminary budget for the General fund. The General fund provides the majority of the
City's services, such as public safety; building and zoning; engineering; public works;
streets, drainage, building and vehicle maintenance; City Clerk recording and reporting
requirements; financial services; and general administration. When preparing the
General fund's preliminary budget, staff was provided with the following guidelines:

* Review the current years budget and adjust estimated year-ends for any
changes.

¢ Review revenue streams for changes. Adjust per capita revenue streams to
reflect the 2010 population census data.
Reflect salaries and wages with 1-10% salary increases.
Include legal and regulatory requirements.

» Maintain operations at status quo (no additional additions or cuts in services or
staffing levels).

The FY2015-2016 preliminary budget for the General fund reflected a deficit of
$1,696,844. The City Council completed an in-depth review of the General fund
preliminary budget during its February 28™ Budget Workshop, April 13" and April 27th,
2015 Council meeting. Changes discussed during the budget workshops and meeting
have been incorporated within this budget document. These revisions include a
reduction in the budget of $1,105,198 based upon the elimination of SSA #9 expenses,
several capital projects (i.e. related to bridge improvements, new equipment, street
lighting replacement program, and a new vehicle), reduction in proposed new
employees in public works, and related service charge calculations based upon direct
labor and overhead rates.

Budget Summary — All Funds
The 2015-2016 Budget (All Funds) includes $20,696,200 in total revenues and other

sources and $23,653,195 in total expenditures and other uses, resulting in a projected
net deficit for 2015-2016 of $2,956,995. Detail regarding each fund’s projected net fund
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income (loss) for the year is available in the Executive Overview section on the Fund
Balance Projections by Fund schedule. (see page 48)

A review of the Fund Balance Schedule (All Funds) shows that several funds are
projecting a net loss for Fiscal Year 2015-2016. For most funds, the net losses
represent the use of accumulated reserves for capital improvements, debt reduction, or
infrastructure assessments. Net losses are projected in the Motor Fuel Tax ($338,247),
TIF Fund ($508,721), Tourism District ($569,652), DEA Seizure fund ($141,623),
Special Service Area #1 ($20,133), Special Service Area #2 ($5,074), Special Service
Area #3 ($48,323), and Special Service Area #4 ($9,272), Special Service Area #5
($191,424), Special Service Area #6/Debt ($67,454), Special Service Area #8
($37,586), Road Construction/Debt Fund ($5,077), Water fund ($138,615), and Parking
fund ($33,242). All other funds reflect net income for the year.

General Fund:

The General Fund is projecting a deficit of $1,696,844. This net income reflects the
cost for all departments. In addition, it includes all public safety expenses previously
funded with DEA Seizure proceeds, and legal and regulatory requirements. There were
no fee increases, since the majority of the City's fees received substantial increases
(10-100%) within the last few years. The largest factor affecting the General fund
continues to be its reliance on economically-driven revenue streams to support its basic
City services. This has been an ongoing concem that has been exacerbated by the
economic downturn. From FY2002 to FY2012, the City eliminated all capital and non-
essential expenses; reduced staffing from 60.75 employees to 33 employees; and
furloughed staff 30-days for a two year period in order to align expenses with revenues.

For the 2015-2016 Fiscal year, no significant service modifications are anticipated. The
City will continue its efforts to deploy new technologies that permit the conduct of the
City business via the web, acceptance of credit/debit forms of payment and automation
of processes. The purpose of these initiatives is three-fold: 1) to improve the services
available to residents and those conducting business with the City, 2) to reduce dual
entry and streamline processes, thereby reducing costs, and 3) to improve internal
controls over the City’s numerous financial transactions. The new financial software
has been a major thrust of technology enhancement, with a new general ledger system,
accounts payable, cash receipting, and utility billing modules which were implemented
in May 2012. Also, integration of the new payroll and general ledger systems has
streamlined the entire payroll recording process. The City launched a new website in
April 2013. The new website has an improved look with a better layout and a cleaner
interface with a variety of new, innovative features which will make navigation easier.
The City will be continually adding more forms which will allow for more efficient
government.

All other Funds:
The projected deficit of $141,623 in the DEA Seizure fund and $338,247 in the Motor
Fuel Tax Fund will be funded with accumulated reserves from prior years' revenues.
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The Palatine/Milwaukee TIF Fund projected deficit of $506,721 relates to the City’s
efforts to improve the TIF area by providing funds to TIF area businesses to improve
infrastructure by using reserve funds, as well as, the remaining cost to build a Public
Works addition.

The City in July 2012 restructured the CVB and established a new Tourism Zone Fund.
As part of the agreement, the City will be depleting the fund balance. FY2015-2016 will
be the last year of the reserve depletion. The reserve fund balance was and will be used
for additional police protection, hotel grants, and beautification of the tourism zone.

The Development fund reflects a projected surplus of $128,652 due to refinancing the
current debt related to the land currently being held by the City for re-sale and
engineering, site evaluation, commission on sale of property, and attorney expenses
related to the positioning and sale of the property . The intention was to fund this debt
service payment with the proceeds from the land sale, along with cash reserves;
however, the City was prohibited from selling the land due to litigation and it was not
sold. The debt service payment can be re-financed; however, the assets in the
Development fund are no longer sufficient to support further interest expense. The debt
associated with this land is a general obligation of the City; therefore, the burden of
funding it remains with the City. The restrictions prohibiting the land from being sold
have been lifted and the City will be actively pursuing options to sell the land or else to
provide a lessee that will generate sufficient revenue to pay debt service. The City is
currently positioned to reduce the debt by $2,000,000 by using general fund reserves
and refinance the remaining $2,700,000 in principal.

The Solid Waste Fund has a surplus of $26,442 which will be added to reserves to help
pay for any SWANCC increases.

The projected deficits in Special Service Area #1 ($20,133), Special Service Area #2
(85,074), Special Service Area #3 ($48,323), Special Service Area #4 ($9,272), Special
Service Area #5 ($191,424), Special Service Area #6 ($67,879) and Special Service
Area #8 ($37,586) reflect the use of accumulated reserves to pay for expenses.

The City completed its three year road program in FY2014/15. The $114.000 deficit
reflects the City’s expenses related to drainage improvements and road repairs. The
funds will be depleted this fiscal year and the account closed. Funding for all additional
road program work will be reflected in the General Fund in future years.

The Water fund reflects a projected loss of $138,615. The City commissioned a water
rate study which indicated that the current rate structure did not adequately bill
customers to cover expenses and maintain adequate reserves. The recommendation of
the study was to gradually increase fees to reach the appropriate rates. Therefore, the
City will have a projected deficit for several more years until the rates cover expenses
and proper reserves. Therefore, the loss is due to increases in depreciation and
inadequate billing for reserves and infrastructure.
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The projected deficit of $33,424 in the Parking fund reflects the unfunded depreciation
expense and service charges associated with the Metra parking lot. At current
utilization levels and rates, the parking lot does not generate enough revenue to pay its
operating costs; much less pay the depreciation expense for future repairs and
improvements. The City will be reviewing its options as it relates to the Metra parking
lot retention and management.

The Pension Fund reflects an increase in fund value of $812,047. The increase
illustrates the net amount of the City’s and employees’ contributions and increase in
investment values less the expenses related to pension costs and payments made to
officers.

The development of an annual budget is both a monumental and rewarding task,
reflecting the contributions of the entire organization. This year's preparation of the
budget has been a team effort and | cannot overemphasize my gratitude to the entire
City staff for their diligence and perseverance in improving this important financial tool.
Many thanks Police Chief Jamie Dunne, Building/Zoning Director, Steve Skiber, Public
Works Director, Steve Cutaia, and Public Works Foreman, Jim O'Neill for their
contribution in creating this budget document and for their cooperation, responsiveness
and ability to get the job done. Finally, the City Council deserves sincere appreciation
for their stewardship over City finances and planning for the City’s future.

Sincerely,

Stephanie L. Hannon
Finance Director
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City of Prospect Heights

Fiscal Year 2015-2016
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City Council
Nicholas J. Helmer, Mayor
Dave Derwin, Alderman
Lora L. Messer, Alderman
Patrick Ludvigsen, Alderman
Lawrence Rosenthal, Alderman

Scort Willlamson, Alderman

City Clerk
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City Administrator
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