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M E M O R A N D U M
KF# 087-09
DATE:


October 27, 2009
TO:


Village President and Board of Trustees
FROM:

Village Manager

SUBJECT:

2009 VILLAGE FINANCIAL EXECUTIVE SUMMARY

The reason I provided the excerpt above is not to depress anyone with additional bad economic news, but to illustrate that while some indicators have shown positive signs recently, we are by no means out of the woods.  According to most accounts, the recovery will be slow, drawn out and prone to stops and starts.  For instance, on the same page as this story was another story about the increase in housing values for the second straight month.  In addition, as everyone has seen, the stock market is moving in the right direction.  Unfortunately, unemployment and consumption is not.
This information is particularly important to the village because we have traditionally relied on consumption taxes to pay for goods and services.  Sales tax, hotel tax, food and beverage tax and telecommunications tax made up 74% of our General Fund revenues in 2008/09.  Coupled with reliance on these taxes the village has saved money in good times and drawn down on reserves during bad times.  This strategy has been very effective over the years and has benefited both businesses and residents alike by not requiring them to pay for these services through a property tax.   In effect, visitors have substantially subsidized services on which both they and residents rely. 

Consumption based taxes have not faired well during this recession.  The current recession has been longer, deeper and more severe that any other in history sans the great depression.  It has stretched the finances of all governments.  In this Schaumburg is not alone or immune.

Our sales tax revenue alone has dropped $7.4 million over the last five years.  Other major revenues have been flat or shown negative returns.  

Our cash reserves in the General Fund have decreased from $25.1 million at the end of 2005/06 to an estimated $9 million at the end of 2009/10.  If nothing is done, we will be out of cash sometime in 2010/11.  The deficit for 2010/11 is projected at $17.6 million.  All this while we have cut 98 full time and 38 part time positions, eliminated programs and economized wherever possible.

In the attached documents the Director of Finance and I have prepared we provide a detailed analysis of our historical, current and projected financial situation.  I have also prepared a presentation for the November Committee of the Whole in which I will provide an extensive overview of this information and my recommendations.

In essence, I believe it is time to restructure the village’s General Fund revenues to manage the current crisis, but also to provide more stability for the future and reduce reliance on consumption driven taxes.  These changes will not only provide the revenue needed to sustain services, but will distribute the burden of these services more equitably.

The details of the revenue restructuring for the General Fund are contained in the presentation, but I have summarized them below.

· Eliminate 25 currently frozen positions.

· Eliminate the Vehicle Sticker Fee effective with the 2011/12 licensing year.

· Takeover Garbage Fee effective January 1, 2011.

· Levy Property Tax in 2009.

· Issue $8.5 million Road Construction Bonds.

· Continue to Look for Ways to Reduce Expenses.

· Monitor Cash Flow and Advise.
It is important to note that these changes may not solve the problem entirely as we cannot for certain predict what the economy will do.  Should the recovery be slower than expected or worsen additional changes will need to be made.  We will also need to continue to find ways to reduce costs as the pressures that have driven increased expenses like State controlled pensions, collective bargaining, health benefits and weather related occurrences will remain.  

I realize this is a significant amount of information, but based on previous financial reports and discussions you should be familiar with most of it.  Please contact Doug or me with any questions prior to the Committee of the Whole meeting so we can be sure to get you an answer as soon as possible.  I want to make sure that everyone understands this very important data and recommendations.
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Kenneth J. Fritz

Village Manager
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Consumer Confidence in U.S. Unexpectedly Decreases 


By Courtney Schlisserman


Oct. 27 (Bloomberg) -- Confidence among U.S. consumers unexpectedly fell in October for a second month as Americans fretted about a lack of jobs.


The Conference Board’s confidence index dropped to 47.7 from a revised 53.4 in September, a report from the New York- based private research group showed today. A measure of employment availability deteriorated to a 26-year low.


Mounting unemployment threatens to restrain consumer spending entering the Christmas-holiday shopping season. Without a sustained rebound in the biggest part of the economy, the emerging recovery may fall short of expectations.
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Major Revenues
as a Percent of Total Revenues

Telecom Tax
2%

Sales Tax
Hotel Tax 38%

3%

F&B Tax
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Income Tax
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Home Rule

Sales Tax
26%

2008-09 General Fund Actual
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Major General Fund Revenues And as a
Percentage Increase (Decrease) from

Source 2005/06  2006/07 2007/08 2008/09 2009/10 2010/11 Annual
Actual Actual Actual Actual Projected  Projected %

Change

Sales Tax $29,969 | $30,749 | $29,975 | $26,556 $25,651 $26,157
0.3% 2.6% (2.5)% | (11.4)% (3.4)% 2.0% | (2.54%)

Home-rule Sales Tax $21,785 | $21,172 | $20,875 | $18,906 $18,025 $18,379
41% | (28)% | 14% | (9.4% (4.7Y% 2.0% | (3.12%)

State Income Tax $5,760 $6,354 $6,919 $6,770 $5,840 $5,691
12.9% 10.3% 8.9% [ (2.1)% (13.7)% (2.5)% | (0.24)%

Food & Beverage Tax $3,644 $3,929 $3,833 $3,781 $3,579 $3,651
0.4% 78% | (24% | 1.4% (5.3)% 2.0% | 0.04%

Hotel Tax $2,683 $2,982 $2,983 $2,437 $2,149 $2,303
9.4% 11.2% 0.0% | (18.3)% (11.8)% 2.5% | (2.84%)

Telecomm Tax $0 $1,315 $1,710 $1,665 $1,627 $1,659
0.0% n/a 30.0% | (2.6)% (2.3)% 2.0% | 6.52% *

(in $000's)

* Telecomm average based on past four years.






General Fund Revenues and Operating
In And as a Percentage Increase
(Decrease) from Prior Year

2005/06
Actual

2006/07
Actual

2007/08
Actual

2008/09
Actual

2009/10
Projected

2010/11 Annual
Projected %

Source

Change

Total Major $63,841 | $66,501 | $66,295 | $60,115 $56,872 $57,740
Revenues 3.0% 4.2% (0.3)% (9.3)% (5.4)% 1.5% [ (1.92%)
Other Revenues $14,214 | $14,525 | $14,370 | $12,998 $11,906 $11,213

9.3% 22% | (1.1D% | (9.5% (8.4)% (5.8)% | (4.22%)
Total Revenues $78,055 | $81,026 | $80,665 | $73,113 $68,778 $68,953

4.1% 3.8% (0.4)% (9.4)% (5.9)% 0.3% | (2.34%)
Operating $2,045 $478 $496 $457 $476 $495
Transfers In (3.1)% | (76.6)% 3.9% | (7.9% 4.1% 4.0% | (15.16%)
Total Revenues & $80,100 | $81,504 | $81,161 | $73,570 $69,254 $69,448
Transfers 3.9% 1.8% | (0.4)% | (9.49% (5.9)% 0.3% | (2.66%)

(in $000's)





Expenses by Type
as a Percent of Total Expenses
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General Fund Operating Expenditures
And Percentage Increase (Decrease)
from Prior Year

Expenditure Object 2005/06 2006/07  2007/08 2008/09  2009/10 2010/11 Annual
Actual Actual Actual Actual Projected Projected %

Change

Wages $39,165 | $40,844 | $43,189 | $42,381 $42,848 $44,652 2.80%
1.3% 4.3% 5.7% (1.9)% 1.1% 4.2%

Employee Benefits $16,761 | $18,139 | $18,211 | $18,097 $19,458 $22,254 6.56%
7.4% 8.2% 0.4% (0.6)% 7.5% 14.4%

Supplies $2,516 $3,007 $3,369 $3,548 $3,111 $3,204 5.46%
8.1% 19.5% 12.0% 5.3% (12.3)% 3.0%

Contractual $11,585 | $12,348 | $14,189 | $13,715 $12,040 $14,011 4.18%
Services 4.0% 6.6% 14.9% (3.3)% (12.2)% 16.5%

Capital Outlay $362 $308 $242 $723 $282 $291 (3.92%)
18.3% (15.1)% (21.2)% 198.6% (61.0)% 3.0%

Miscellaneous $84 $62 $181 $279 $736 $140 13.34%
35.2% (26.2)% 191.9% 54.1% 163.8% (81.0)%

Total Department $70,473 | $74,708 | $79,381 | $78,743 $78,475 $84,550 4.00%
Expenditure 3.5% 6.0% 6.3% (0.8)% (0.3)% 7.7%

(In $000’s)






General Fund Operating Expenditures
And Percentage Increase (Decrease)
from Prior Year

Source 2005/06 ~ 2006/07 2007/08 2008/09 2009/10 2010/11  Annual
Actual Actual Actual Actual Projected Projected %

Change

Total Department $70,473 | $74,708 | $79,381 | $78,745 $78,475 $84,550 4.00%
Expenditures 3.5% 6.0% 6.3% (0.8)% (0.3)% 7.7%

Operating Transfers $3,009 $3,681 $4,012 $3,298 $3,028 $2,535 | (3.16)%
62.1% 22.3% 9.0% | (17.8)% (8.2)% (16.3)%

Total Operating $73,482 | $78,389 | $83,393 | $82,043 $81,503 $87,085 3.70%
Expenditures 5.0% 6.7% 6.4% (1.6)% (0.7)% 6.8%

L






General Fund Operating Results
(In $000’s)

2005/06  2006/07  2007/08  2008/09 2009/10 2010/11 Annual
Actual Actual Actual Actual  Projected Projected %
Change
Revenues & Oper. $80,100 | $81,504 | $81,161 | $73,570 $69,254 $69,448 (2.66)%
Transfers In 3.9% 1.8% (0.4)% (9.4)% (5.99% 0.3%
Dept. Expenditures & $73,483 | $78,389 | $83,393 | $82,043 $81,503 $87,085 3.70%
Oper. Transfers Out 5.0% 6.7% 6.4% (1.6)% (0.7)% 6.8%
Operating Excess $6,617 $3,115 | $(2,232) | $(8,473) | $(12,249) | $(17,637) | (366.5%)
(Deficiency)

L

* Excludes one time equity adjustments.
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Recession’s Effect on Reserves
(in Millions)

)
2005/06 2006/07 2007/08 2008/09 2009/10 2010/11

B Unreserved Fund Balance B Cash and Investments
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Increased Expenditures

B ad Bargaining
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Storms Healthcare Union State
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Healthcare

 The General Fund expense for health
benefits is going from $8,071,935 in the
revised 2009/10 budget to $9,347,502
for 2010/11. This is an increase of
$1,275,567 or 15.8%. This is the result
of an underlying approximately 22%
Increase In self funded health premiums
based on previous experience. HMO
rates increase 11.8%.
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Collective Bargaining

Established by State in 1986.
Third party decides wages and benefits.
You are what your neighbors are.
Strong Unions.

Cannot claim inability to pay.
Need to be competitive.

You get what you pay for.
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Pensions

Pensions are based on defined benefit
iInstead of defined contribution.

Village pays approximately two-thirds of all
pension costs, with employees paying the
remaining third.

Fire and Police pension lobbies are among
the strongest in Springfield.

Legislator has shown little or no restraint in
granting pension increases.
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Pensions

No control over pension benefits.
No control over pension boards.

21 Fire Pension “Sweeteners” Passed by the
lllinois General Assembly in the last ten years.

8 Police Pension “Sweeteners” Passed by the
lllinois General Assembly in the last ten years.





Pensions

e Recession related investment losses.

e Over the past 5 years expenditures in
the General Fund excluding pensions
have grown 3.1% per year, while
pension costs have grown 12.3%.

e Pension costs are 12.3% of the
General Fund.
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Police
Fire
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Village Pension Contributions

(in $000’s)
2005/06 2006/07 2007/08 2008/09
o Actual o Actual . Acval L Acal

2459 2,607 2591 2,627
8.9% 6.0% (0.6)% 1.4%
2,349 2,502 2,888 3,032
2.1% 6.5% 15.4% 5.0%
1,836 2,166 2,028 1,996
15.0% 18.0% (6.4)% (1.6)%
6,644 7275 7,507 7,655
7.9% 9.5% 3.2% 2.0%

2009/10

3,404

29.6%

3,817
25.9%

2,101
5.3%

9,322
21.8%

2010/11

4,243

24.6%

4,068
6.6%

2,435
15.9%

10,746
15.3%
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Comparisons
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Hoffman
Estates

Arlington
Heights

Elgin

Palatine

Schaumburg

7,647

17,248

15,794

12,503

51, (5=

(Amounts in $000’s)

9,451
23.6%

17,221
(0.3)%

16,749
6.1%

12, (2=
1.8%

52,154
0.8%

10,047
6.3%

16,726
(2.9)%

16,920
1.0%

13,05
2.6%

51,224
(1.8)%

10,929
8.8%

15,677
(6.3)%

16,725
(1.2)%

12.558
(3.9)%

45,805
(10.6)%

9,920
(9.2)%

14,195
(9.5)%

14,447
(13.6)%

11,709
(6.7)%

43,976
(4.0)%

Neighbor’'s Sales Tax Revenue Experience

7.4%

(4.4)%

(2.1)%

(1.6)%

(3.8)%
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Work Force Comparison

Elk Grove 327 34,727 9.42
Schaumburg 523 75,936 6.89
Hoffman 358 52,520 6.82
Elgin 605 102,239 5.92
Arlington 420 76,943 5.46
Palatine 354 66,244 5.34
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Expenditure Comparison

Elk Grove $43.5

Schaumburg $81.1

Elgin $90.5
Hoffman $45.8
Arlington $62.7
Palatine $49.0

34,727

75,936

102,239

52,520

76,943

66,244

$1,252

$1,068

$884

$872

$814

$739
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Vision






Vision

To continue providing
comprehensive and superior
municipal services at current levels.
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Strategy and
Actions
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Addressing the Deficit

Options
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N
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Cut Expenses

During the last 6 years the Village has taken many
steps to reduce costs. Among these are:

v Restructuring employee health benefits

v Contracted out services including dispatch
v" Significantly cut overtime in all departments
v Regionalized unique needs

v Suspended sinking fund transfers

- Continued on next page
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Cut Expenses

v Suspended Programs

v’ Cut 98 full time positions (15.7%) since 2003
v Cut 38 Part Time Positions since 2003

v Consolidated Departments

v’ Streamlined Operations

v Eliminated Retiree Health Care Subsidy

v Reduced or Eliminated Training and Travel
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Perspective

In order to close the entire $17.6 million deficit we would have
to reduce services drastically. The following examples provide

an idea of the magnitude needed to close the gap.

Eliminate FCC, Teen Center, Nursing, and Legal $3.4
Eliminate Finance $2.3
Eliminate Information Technology $4.5
Eliminate Cultural Services $1.1
Eliminate Human Resources $1.1
Eliminate Community Development $5.5
Total (in millions) $17.9
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Perspective

Eliminate All Capital Projects not funded by Restricted Revenues $2.2
Eliminate DART, Trolley, Senior Taxi Subsidy, PACE Routes $1.8
Eliminate Building, Technology, and Vehicle Sinking Contributions $3.8
Layoff 123 Employees or 24% of the current work force $9.8
Total (in millions) $17.6






Increase Revenue
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Revenue Options

Increase Existing Fees or Taxes

Depends on Rate

5% Utility Tax on Gas and Electric Use $5,000,000
Sell Assets $5-6 million
Property Tax Depends on Rate

Fees must be related to the cost of service or inspection.

Consumption taxes are not practical to increase as they
have been declining and would only exacerbate

instability in down times.

Utility tax rates are capped. This tax tends to hit seniors
and lower income residents disproportionately harder than

others.

Selling assets provides one time revenue only and
would be short sighted in this depressed market.
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Revenue Restructuring

Eliminate vehicle sticker and replace with $1,150,000
property tax

Eliminate refuse removal charge replace with $3,952,000
property tax

Issue $8.5 million road construction bonds, $1,000,000
funding debt service with property tax

Police and Firefighter Pension Fund Property Tax $8,311,630
General Fund Property Tax $9,325,870
Total 2009 Property Tax Levy $23,739,500






Revenue Restructuring Break Out

General
Services

Vehicle Sticker 39%

Replacement
5%

Garbage
17%

Pensions
35%

—
%

Source of Revenue: Property Tax
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Benefits of Restructuring
Revenues

Eliminate Inefficient Revenue Sources
Realize Discounts

ncrease Road Rehabilitation

mprove Revenue Diversity
Redistribute Tax Burden

Reduce Revenue Volatility
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Vehicle Stickers

Vehicle Sticker Revenue $1.2 million
Net $.80 on a Dollar

Unpopular Fines

nconvenient

Diverts Police Resources

mpacts Mainly Residents
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Refuse Collection

« Single Billing Discounts
 No Resident Billing
e Eliminates Bad Debt Expense
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Road Way Life Cycle

PAVENEHT CONDITION HUNBER
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Village Road Forecast

Avr | 2005 2008 2010
Pavement Base Type Miles | Age PCN PCN PCN
Bituminous Base Streets 7 19 69 62 60
Gravel Base Streets 8 34 67 60 56
PSB Base Streets 27 34 59 52 46
Totals 42 32 62 55 49

80
70

60 -
50 -
40
30 -
20 -

@ Bituminous Base Streets

B Gravel Base Streets
B PSB Base Streets
O Totals

10 -

2005 2008 2010
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Benefits of Property Tax

Stable
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Comparison of Revenue Diversity

Current Distribution

Teleco
Tax
2% Hotel EgR Income
Tax Tax Tax
3% 5% 8%

2009-10 General Fund Budget

Proposed Distribution

Teleco
Tax Income
Hotel F&B
2% Tax
Tax Tax 6%
3% 4%

2010-11 General Fund Projected





Property Tax Residential Impact

VOS Total Equalized Assessed Value/Market Value
60 70 80 90
300 350 400 450

Levy in Levy 30 40
Million % Inc 150 200

$18 $0.381 6.1% 114 152
$19 $0.402 6.5% 121 161
$20 $0.423 6.8% 127 169
$21 $0.445 7.1% 133 178

229 267 305 343
241 282 322 362
254 296 339 381

267 311 356 400
$22 $0.466 7.5% 140 186 279 326 373 419

$23 $0.487 7.8% 146 195 292 341 389 438

$24 $0.508 8.2% 152 203 305 356 406 457

EAV and MV in 000’s





Impact on Median Property

* The municipal property tax for a residential
property valued at $250,000 will be
approximately $252.

* The cost of garbage collection for a typical
residential property is currently $168 per
year.
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Impact on Median Property

e The cost of two vehicle stickers iIs
$40.

A 20% tax deduction for property tax
of this amount would be $50.

e Total net impact for a median value
residential property would be a
savings of $6 per year.
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Benefits of Revenue Restructuring

Enforcement Delinquency
and _ rate will be
processing Sticker Garbage eliminated

costs are $20-$60 $160-$180 saving

avoided and money over

time can be all.
redirected.
Many home No more
owners will renewal
be able to ! notices,
deduct Deductible sticker
property tax. removal,
trips to

Village Hall.





Surrounding Community Tax Rates

JU VYV

JUoO LeVy

Hoffman Estates $0.820  $0.819
Palatine $0.949  $0.914
Elk Grove $0.491  $0.487
Arlington Heights $0.763  $0.722
Rolling Meadows $0.723  $0.732
Schaumburg* $0.000 $0.000

*Proposed Schaumburg 2009 rate would be
approximately $0.503
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Public Hearing Schedule

Event Dates *
COwW 11/17
Board sets Tentative Levy 11/24
(Min. of 20 days before Adoption)
Newspapers Contacted about Notice 11/28
(need 6-7 days — not a law)
Notice of Hearing Published 12/5
(7-14 days before hearing)
Public Hearing on Levy 12/15*
(Special Board Mtg)
First Reading of Levy Ordinance 12/15
(Special Board Mtg.)
Second Reading & Passage of Levy 12/22
Ordinance

* The First Reading of Levy Ordinance would be on the same night as COW. The
other board meeting on 12/8 could be cancelled so we have only one VB meeting
in December.
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Recommendation Summary

Eliminate 25 currently frozen positions.

Eliminate the Vehicle Sticker Fee effective with the
2011/12 licensing year.

Takeover Garbage Fee effective January 1, 2011.
Levy Property Tax in 2009.

Issue $8.5 million Road Construction Bonds.
Continue to Look for Ways to Reduce Expenses.

Monitor Cash Flow and Advise.
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