AGENDA ITEM EXECUTIVE SUMMARY

Title: Presentation Update regarding City’s Financial Results
for July 2014 — Information Only.

Presenter: Chris Minick
ST. CHARLES
SINCE 1834

Please check appropriate box:

X Government Operations (9/2/14) Government Services

Planning & Development City Council

Public Hearing

Estimated Cost: Budgeted: | YES X NO

If NO, please explain how item will be funded:

Executive Summary:

A brief summary of the financial results for July 2014 for the City’s main operating funds will be
presented. A comparison of actual amounts to budget amounts and major financial trends will be
discussed.

Attachments: (please list)

Narrative Explanation
Summary Spreadsheets

Recommendation / Suggested Action (briefly explain):

Presentation update regarding City’s Financial Results for July 2014 — Information Only.

For office use only: Agenda Item Number: 5b




August 19, 2014

July 2014 Monthly Financial Results

In an effort to improve communications regarding the City’s financial results, we have
consolidated and simplified the various financial reports provided to City Council as well
as City employees. It is our goal to provide meaningful financial data in a format that is
easy to read and understand. This report will be prepared monthly and will be presented
to City Council as well as made available to all City employees.

It is important to note that the results are presented on the cash basis of accounting
(revenues are booked when cash is received and expenditures are booked when cash is
disbursed). The City will convert results to a modified accrual basis of accounting
(revenues are recognized when available and expenses are recognized as the liability is
incurred) as required by generally accepted accounting principles. This conversion takes
place during the fiscal year end audit process.

The report consists of 3 sections:

1. A brief narrative that summarizes the financial highlights for the quarter. The
narrative follows the overview of the report format.

2. Charts and graphs that give a view of the financial performance of the City’s
General Fund, Electric Fund, Water Fund and Wastewater Fund.

3. Summary financial statements that document the status of the City’s General
Fund, Electric Fund, Water Fund, and Wastewater Fund.

Any questions regarding this report may be submitted to your department director, Chris
Minick, or Mark Koenen.

Overview of the Report

Charts

The Charts section consists of information that was previously presented in the quarterly
snapshot report. These charts are intended to give a quick, high-level summary of the
financial performance of each of the major revenue and expenditure streams and the
individual funds.

Chart #1 1s a summary of Revenues for each of the 4 major operating funds: General
Fund, Electric Fund, Water Fund and Wastewater Fund. Chart #1 compares the current
year revised budgeted amount, the current year annual forecast amount, and the previous
fiscal year’s actual amount of revenue.

Chart #2 is a summary of Expenditures for each of the 4 major operating funds. It also
compares the current year annual revised budget, the current year annual forecast amount,
and the previous fiscal year’s actual expenditures.



Chart #3 highlights the Top 7 Revenue Sources of the General Fund, the City’s main
operating fund. It includes the current year annual revised budget, the current year
forecast amount, and the previous fiscal year’s actual.

Charts #4-7 are a comparison of Revenues and Expenditures for each of the 4 major
operating funds. It also compares the current year revised budget, the current year
forecast, and the previous year’s actual.

Reports

The reports reflect the monthly financial results for each of the City’s four main operating
funds. Each fund is represented on a separate page. These reports present the same
information that had been contained in the employee financial report. These reports have
been summarized somewhat for ease and convenience of use. Additionally, one-time
revenue sources and expenditures are no longer segregated but appear in the proper
revenue or expense category for ease of use and to present the information in a more
understandable format.

The reports include a revenue section, an expenditure section, and a net surplus or
(deficit). The revenue section is made up of the major revenue sources for that fund.
Expenditures are broken down by Personal Services, Commodities, Contractual Services,
Other Operating Expenses, Departmental Allocations, Capital, Debt Service, and
Transfers Out.

The surplus or deficit is the net result of revenues over or under expenditures.

The columns are presented uniformly throughout the reports. Below is a description of
each column:

Column 1 (Original Budget) represents the current fiscal year’s original budget as passed
in April.

Column 2 (Revised Budget) reflects the original budget and the impact of any budgetary
transfers, additions, or deletions that have occurred since the beginning of the fiscal year.
This is the budget as it stands as of the end of the month.

Column 3 (Year to Date (YTD) Actual) reflects the actual revenues received or expenses
incurred for the current fiscal year through the end of the month. This column reflects
the actual operating results of the fund for the fiscal year to date.

Column 4 (YTD Actual vs Budget %) calculates what percentage of the revised annual
budget has been received or spent for the fiscal year to date. It is a percentage
determined by Column 3 divided by Column 2.



Column 5 (Prior YTD Actual) reflects the revenues received or expenses incurred as of
the same month from the prior fiscal year.

Column 6 (Inc/Dec from Prior Year %) calculates how our current YTD results compare
with prior YTD results for the same period. Percentages greater than 100 indicate that we
have received/spent more in the current fiscal year to date than in the prior fiscal year;
whereas percentages below 100 indicate that we have received/spent less in the current
year than in the previous year. It is a percentage determined by taking the difference
between Column 3 and Column 5 and then dividing that amount by Column 5).

Column 7 (Fiscal Year Forecast) represents the forecasted financial results based on the
year-to-date actual amounts reflected in Column 3 and the anticipated results of the
remainder of the fiscal year. In other words, this column reflects our current projection
of the financial results for each line item for the fiscal year. The City will place great
importance on the numbers in this column to track and evaluate the anticipated results of
operations for the fiscal year. The amounts in this column are tracked and analyzed to try
to discern any trends that would require the City to take action during the fiscal year.

Column 8 (Forecast vs Revised Budget) is the difference between the forecasted amount
and the revised budget. Positive differences indicate that we are projected to
receive/spend more than the revised annual budget. Negative differences indicate that
we are projected to receive/spend less than the revised annual budget for the fiscal year.

Column 9 (Forecast vs Budget %) reflects the same information as in Column 8, but in
percentage format. Percentages greater than 100 indicate that we are projected to
receive/spend more than the revised annual budget whereas percentages less than 100
indicate that we are projected to receive/spend less than the revised annual budget. It is a
percentage determined by Column 8 divided by Column 2).

Column 10 (FY 13-14 Actual) represents the total amount of revenue received or expense
incurred for the previous fiscal year for the line item indicated. It is possible that this
number will change between the months of May through October as the results of the
City’s annual audit are finalized. The City will utilize audited numbers in this column as
soon as they become available.

Discussion of July 2014 Results

General Fund

The General Fund is where the vast majority of City operations are accounted for. This
includes almost all of the services provided by the City, as well as expenses needed to
support most departments and employees.

Through July, General Fund revenues are forecasted to be slightly below the revised
budget by 0.5%. The City’s largest revenue stream, sales and use tax, is trending slightly
above prior year to date as well as budget. This is the first time in a number of months



that sales and use tax has exceeded expectations. On the down side, hotel tax revenues
income tax disbursements from the State of Illinois, telecommunications tax revenue and
alcohol tax revenues are slightly below budget expectations. Property tax collections are
for the most part in line with prior year collections at this point in time.

We will closely monitor the trends in revenue as the Fiscal Year continues. We are
encouraged by the rebound in sales tax revenue. The other revenue lines will be
monitored for continued negative trends going forward.

Forecast expenditures through July are currently 1.2% below the revised budget.
Personal services, commodities, contractual services and other operating expenses are all
currently projected to be below the revised budget.

As of July 31, the General Fund is projected to end the year with a deficit of $1,231,009.
This compares to a projected deficit of $918,235 when the budget was approved in April.
The projected deficit has increased due to a recent budget addition for the purchase of
additional road salt. This purchase was necessary in order to restock our salt supply
which was depleted because of the record breaking snow fall last winter. In addition, salt
prices have escalated due to supply versus demand.

The Revised Budget column does reflect the “roll forward” of budgets for projects that
were not completed during FY 13-14. These “roll forwards™ have a direct impact on the
General Fund’s projected surplus/deficit. Additionally, some of this year’s expenditures
are being financed from already existing assets, as discussed during the budget process
this spring. The inflows do not appear as revenues, but the expenditures show up in the
expenditure line items. Therefore, although the General Fund’s total fund balance will
decline as a result of these transactions, the amount that we reflect as reserves is
unaffected because staff has already removed these amounts from the “reserves™ account.

Prior to this fiscal year, rolled forward expenditures were immediately posted to the
budget as part of the fiscal year end process. This process had the effect of distorting
actual anticipated budgeted expenditures and skewing the financial results throughout the
fiscal year. This fiscal year, the roll forwards are being tracked and will be posted as
necessary rather than automatically being rolled forward in May. It is anticipated that
this new process will provide a more accurate level of anticipated expenditures and fiscal
results during the entire year.

It is extremely important to bear in mind that continued vigilance in monitoring revenues
and expenditures will be crucial to maintain the City’s fiscal health.

Electric Fund

Through July, electric sales are higher than the prior year-to-date sales by approximately

4.8% and are slightly above the revised budget by 1.9% for the fiscal year. The increase

from the prior year is primarily due to rate increases that went into effect last year as well
the Power Cost Adjustment Factor (PCAF) that was implemented in October 2013.



However, these increases have been offset by lower consumption due to the relatively
mild summer experienced in July. As of July 31, Operating Expenses are projected to be
slightly below budgeted amounts by $350,687 for the year. Commodities, Contractual
Services and Other Operating Expenses are projected to be under budget at this point in
time while Personal Services are projected to be slightly above budget mainly due to
additional overtime incurred as part of the Municipal Center parking lot improvements
and system enhancements related to improved reliability during the summer. We are
anticipating that the overtime will decline as the fiscal year proceeds.

These preliminary results indicate a projected cash basis surplus of $853,487 for the
fiscal year. This compares to a projected deficit of $247,506 at the time the budget was
approved. However, it should be noted that July results only reflect a portion of the “roll
forward” of budgets for uncompleted projects from FY 13-14. These “roll forwards™
will have a direct impact on the Electric Fund’s operating results. Some of these project
roll forwards will be funded with prior bond proceeds as well as an internal borrowing
that took place in a prior year.

The rate structure for all City utilities was analyzed as part of the budget process for
fiscal year 2011-2012. Staff recommended changes to the rate structure for that fiscal
year which were essentially consistent with the rate study that was completed in April of
2011. As time has gone on, and the City’s electric consumption patterns have changed,
costs for wholesale power have increased. The rate structure had not kept pace with both
the rates that the City is charged for wholesale power as well as the cost increases that
have occurred because of the manner in which customer consumption trends have
changed.

The City Council has directed staff to take a long term approach to rectify that situation
and assure that the City’s rate structure is adequate to provide for operating and capital
needs of the utility system. This process was continued during fiscal year 2014-2015
when additional rate structure changes were incorporated into each of the utilities
including the Electric Fund.

The 2011 rate study suggested changes to the City’s rate structure such as increasing
fixed monthly service charges for all classes of customer as well as changes to the non-
summer rates. These concepts were again incorporated into the rate structure adjustments
approved in April of 2014 and were effective beginning with June 2014 billings. We will
continue to monitor and evaluate the impact of these adjustments and consumption
patterns on the operating results for the Electric Fund.

Water Fund

Water User Charges through the end of July are 5.7% higher than the same time frame
last year. Operating expenses are currently in line with budgeted amounts. It is currently
projected that the Water Fund will end the year with a deficit of $1,432,341, as compared
to the original budgeted deficit of $960,813. The results for July do reflect the “roll



forward” of encumbrances for several projects, including the remainder of the Radium
Removal project, South 19 Street waterline improvements and the Red Gate Water
Tower Engineering. All of these projects were funded with an IEPA loan, a bond issue
or an internal borrowing from a prior year. There may be additional projects that are
“rolled” as we get further into the fiscal year. These “roll forwards” will have a direct
impact on the Water Fund’s operating results

The water rate structure has also been adjusted as part of the rate study process that was
completed during FY 11-12. Significant capital projects, like the Radium Removal
project, have recently been completed in the Water Fund. The City wants to assure a rate
structure adequate to allow for operating and capital cost recapture. Based on current
costs, the unadjusted rate structure was not adequate to provide for operations and
anticipated future capital projects. The rate adjustments approved in April of 2014
(effective with June billings) are continuing the multi-year process of rate structure
adjustments to bring the revenues in line with the costs of operating the system.

Wastewater Fund

User charges in the Wastewater Fund are higher than prior year to date by 7.5%. Total
Wastewater expenses are projected to be slightly above budget by 0.1%. Currently, the
Wastewater Fund is projected to end the year with a deficit of $1,887,846. This
compares to a budgeted deficit of $599,651 at the time the budget was approved. The
additional deficit is due to the “roll forward” of encumbrances for projects that were not
completed in FY 13-14, including the Biosolids building and the Royal Fox Lift Station.
A majority of these project roll forwards will be funded with prior bond proceeds or an
internal borrowing that took place in a prior year.

As with the Water Fund, the rate structure is being changed over a multi-year period to
assure that operating and anticipated future capital expenses can be recovered through the
rates charged for services. Current results indicate that the rate structure is insufficient to
meet these costs. Additionally, the City has budgeted for a major renovation and
reconstruction of the existing bio-solids building. The Wastewater Fund’s rate structure
was again adjusted during April of 2014 (effective with June 2014 billings). The rate
structure will again be evaluated in conjunction with the preparation of the FY 15-16
budget.
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