FINANCIAL PLANNING — THE KEY TO THE FUTURE

Beginning in 1984 with the General Fund, the City incorporated long-term financial planning into its budget
cycle. In 1989, the planning process was expanded to incorporate the balance of the City’s budget. Each year
the budget staff updates selected trends and the five-year forecast. In conjunction with this, the City has from
time to time used a financial task force of business and financial executives who review and discuss the trends,
assumptions, and proposed forecasts. In addition, the group reviews financial policy proposals that the staff
develops for Council approval.

Since their inception, the planning process and the financial advisory group have guided the development of
financial policies for budgeting, cash flow management, infrastructure improvement, and investment
guidelines. In addition, the planning process has provided policy makers with the opportunity to view the
possible future and temper today’s decisions accordingly.

SELECTED TRENDS

One key to the financial planning process is gathering information about trends that affect the City’s financial
future. One set of trends the City continually examines is demographics such as population, jobs, and
unemployment. The 2010 census of 152,871 was 2,756 (1.8%) greater than the 2000 census of 150,115. The
population is expected to increase gradually over the next few years.
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During the 1980’s, the City took steps to keep the ratio of its employees and population in proportion. Since
then, the City has maintained a constant ratio of employees per thousand residents. This ratio should
continue to remain stable in the future as both the population and the City work force incrementally increase.



MUNICIPAL EMPLOYMENT 1992-2012
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Although the City continues to attain an increasing population, the last few years have been difficult for the
manufacturing industry. Unemployment in the City and County in general has been higher than state and
national averages. Strong local economic development efforts by organizations such as the Chamber of
Commerce, the Rockford Area Economic Development Council, and the City of Rockford continue to recruit
additional employers to help reduce the unemployment rate in the City and surrounding area.
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Employment in the Rockford MSA for December 2012 was approximately 147,806, an increase of 1,339 from
2011. Overall, total employment has decreased 12.8% from 1992 to 2012.

In addition to demographic trends, the City also follows revenue trends for its General Fund. All City revenues
can be classified as property taxes, elastic revenues, and static revenues. Property taxes are a tax levied on
real property. Elastic revenues are defined as those revenues that tend to change with economic conditions,
such as sales taxes and income taxes. Static revenues, the balance, are revenues that change only by increased
population and/or legislative change. Examples of these are building permits, liquor licenses and magistrate
fines.
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An economic expansion or recession would have a greater effect on elastic revenues than on the other two
types. The above graph illustrates this point well. Property tax rates, controlled by elected officials, were flat
until the early 1980’s when they were increased for several years. After a home rule referendum in 1984 in
which voters imposed certain tax rate limitations, property tax rates have decreased and remained relatively
stable ever since. Increases in property tax revenue are a result of growth in the tax base, the consumer price
index factor in the PTELL law, and debt service expenditures approved by referendum.

Elastic revenues increase throughout the period illustrating their ability to grow with the economy. In order to
maintain a well-balanced mix of revenue sources, the City needs to continue to emphasize the growth of
elastic revenues as well as static revenue sources through economic maintenance and development.
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For 2013, Rockford’s equalized assessed valuation (EAV) is estimated to decrease 7.0% to $1.737 billion. 2012
EAV decreased $154 million (8.2%).

The City has been successfully achieving fiscal management goals since 1981, following the development and
implementation of responsive and proactive financial policies. However, the last few years have been more
challenging because of lower than anticipated elastic revenues as a result of the slowing economy. After
planned and actual budget deficits in the late 1970’s, the City has adopted balanced General Fund budgets for
28 of the last 30 years. As a result of current economic conditions, City operations and expenses have been
curtailed to avoid deficit spending.



GENERAL FUND BUDGET
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Added together, these year-end surpluses have improved the cash and fund balances of the General Fund
from negative to positive. 2013 is a balanced budget year. It is the City’s intention to maintain a positive cash
and fund balance by limiting the short-term borrowing of funds and to continue past practices of balancing
budgets, avoiding deficits, and maintaining adequate cash in the future.

The financial trends discussed in this section provide the City policy makers with a sense of direction as they
make decisions that affect the City’s future. Examining these past trends and extrapolating them into the
future gives decision-makers information that allows them to chart a direction for the City.



ASSUMPTIONS

The City’s five-year forecast for the General Fund (one-half of the City budget and the one with the most
flexibility as to revenues and services) is based on certain assumptions. Certain important assumptions
include:

PERCENT
REVENUES ASSUMPTION BUDGET SHARE
Assessed Valuation (Percent) (-5.0)-0 31.3
Uncollectible Factor 0-1.0
Sales and Other Taxes 0-3.2 26.8
Cable TV, Gas Licenses -8.7 1.5
State Income Tax -0.5 10.5
State Replacement Tax 0.0 5.2
Inspections 0-3.0 1.0
Federal/State/County 0.0 49
All Other 0.0 8.4
Service Reimbursements 0-5.0 5.7
Tax Levy Reimbursements 0-3.0 4.7
EXPENDITURES
All Salary & Wage Compensation (Percent) 0-2.0
Fringe Benefits 10.0-15.0
Contracts, Supplies, and Other Expense 0-3.0
Interest Expense 0-3.0
Capital Expense 0-380.0*

* Capital expense assumption is based on the implementation of the City’s vehicle leasing program. This
percentage will decrease as vehicles are replaced and the expense amount stabilizes.

2014-2018 PLAN

These assumptions, when applied to General Fund budget estimates for future years, produce the following
excesses or deficits of revenues over expenditures.

Excess (Deficit) Percent of Cash Policy Test

Year (In 00Q’s) Total Budget  (70% Minimum)
2014 (2,939) -2.4% 54.3%
2015 (5,506) -4.3% 36.9%
2016 (8,509) -6.0% 13.1%
2017 (2,744) -7.0% 12.1%
2018 (4,541) -8.0% 8.4%

NOTE: For the revenue and expenditure detail supporting these, refer to the General Fund summary schedule
in the Supplemental Section.

Property taxes in lllinois are levied during a budget year but are not collected until the following year after the
money has already been spent. At that time, they are collected in two payments, June and September. As will



be discussed in the next section, Cash Management, this tax timing issue and the timing issue with State
shared revenues require sufficient cash to be on hand to finance operations. If the City does not have
sufficient cash reserves, it will have to borrow from outside sources.

While home rule cities simply have one levy for all purposes, non-home rule cities such as Rockford have
specific purpose levies. Some of these levies, for example, for retirement purposes, are unlimited; others have
specific rate limitations that apply, i.e., corporate (43.75 cents/$100 EAV), police protection (60), fire
protection (60), street (10), sanitation (10), library (60), and library maintenance (2), for specific levies. If a
levy divided by the final EAV exceeds the rate limitation, then the County Clerk will reduce that specific levy.

For budget years 1997 and thereafter, voters in Winnebago County approved tax caps for all units of
government including the City of Rockford. The tax cap law (Property Tax Extension Limitation Law) can be
defined as limiting the proposed budget year’s property tax extension increase to the lesser of the consumer
price index (CPI) or five percent plus the new money generated by new construction and annexations. While
rate limitations are specific to individual levies, tax caps are applied to the overall tax levy extension, excepting
referendum approved debt service. Thus, an individual levy could be affected by its rate limitation and the
overall City extension could be impacted by tax caps.

The 2013 operating tax rate is expected to increase marginally while the debt service rate will decrease. The
increase is due to decreasing assessments and marginal CPl while the debt service decrease is due to the City
ending its use of bonding to fund its infrastructure program. Property tax dollar growth will occur due to new
construction and annexations as well as from the dollars generated from the CPl formula. Property tax
revenue will increase moderately due to statutes, local economic conditions, and increased annexations into
the City. The long term will see the City begin to rely more on user fees and other taxes as well as making
certain service reductions.

Future assumptions are set to insure that revenue production will be maximized; however, expenditures will
be planned to match expected revenues.

This five-year budget forecast indicates annual deficits for nearly the entire period. Since the City has
operated with a surplus for most of the last two decades, it may be that actual revenues will again exceed
budgets and departments will under expend their budgets. This scenario may eliminate these initial deficits.

If this does not occur, then the City’s cash policy test, required to be 70% of the General Fund tax levies and
tax reimbursements in order for the City to avoid borrowing, will decrease. This would require the City to find
alternative cash flow sources either from other city funds or the outside. This has been the case as the 2008 —
2010 losses have required external borrowing to finance non General Fund cash flow needs.

While the City faces potential deficits in its newest five-year plan, the history of its past experience illustrates
that, by calling attention early to possible problems, solutions are sought and, as the deficit years get nearer,
the size of the problem diminishes.

The City will review operations to seek solutions to the growing deficit by addressing efficiency and
effectiveness of City services. The City has implemented a capital leasing plan that will allow for the
replacement of the aging fleet and is projected to save the City $1 million in maintenance expenses. The City
will continue to review the health insurance plan and the employee premiums to look for cost savings.



