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As presented July 1, 2014



What is the CFO Forecast?

e First implemented during FY 2011-2012

* Provides City Commission high-level
understanding of budget issues & impacts
 |dentifies financial risks, including:

— “Swan” events”
— Legislative Uncertainty/Revenue Disruption
— Unpredictable Taxpayer Environment

* Formerly referred to as “Sleeping Dragons”



Change in Terminology for FY2015

“Swan Events” — Standard Financial Terminology - Replaces City-
proprietary terminology (a.k.a. “Sleeping Dragons”)

*Blue Swan — Management driven change

*Grey Swan — Known or anticipated external-driven change
Examples: GASB rulings, Tax Tribunal cases

*Black Swan — Surprise event or change
Example: Major employer/tax payer shuts down or moves without much notice



How Does it Work?

* |terative Process
— Monitored throughout year
— Performance measures/Forecast accuracy

— Adjustments/recommendations according to
changing conditions/key drivers

e | inked to Strategic Plan/Long-range Outlook

e Establishes priorities for annual capital
improvements and debt management



Economic Context

City millage rate unchanged since 2006 —
an accomplishment we are very proud of!
However, unprecedented “Grey Swan”
Risks:

— Significant Tax Tribunal cases are pending;
— Personal Property Tax (PPT) reforms;

— FEMA Emergency reimbursements;

— SOM Minimum wage increases;

— GASB reporting changes for unfunded pension
and OPEB liabilities

RESULT: FY 2015 will be a very challenging year!




Changing Business Conditions

Uncertainty regarding largest City property tax
payers - Presque Isle Power Plant and
MGH/Duke Lifepoint - creates extraordinary
planning challenges:

— Major Tax Tribunal cases pending

— Possible relocation outside of the City

— Loss of tax base, jobs, and cascading conseguences
(i.e. other related businesses leaving as well)

— Restrictions placed on associated tax revenues



Leqislative Uncertainty

EVIP has been eliminated except for dashboard
requirement

Statutory Revenue Sharing may slightly increase

PPT Reform may result in substantial revenue
loss

Positives:

— Potential Smart Zone designation

— Potential Next Michigan Zone designation
— Potential Economic Development




Federal/State Economic Context

2014 1st quarter national data shows a 2.9%
economic contraction

Global economic insecurity impacts local
consumers (necessities versus discretionary
spending)

Potentia
Potentia
Potentia

inflation/interest rate impacts
Healthcare Reform Impacts
Impacts to major area employers (l.E.,

Mining, Natural Resources)
Energy sector issues



Federal and State Budgets

40% of State Budget relies on Federal Funding

Feds believe more growth and higher inflation are possible; State
believes higher unemployment and lower inflation are possible:

Feds State
GDP 3.3% 3.0%
CPI 2.3% 1.7%
Unemployment 6.0% 7.1%
Inflation 21% 1.6%

State forecasting wage increases in line with GDP, but also believes
overall personal income increases to be substantial



Marquette Budget

The General Fund is based upon Real Property taxes + Revenue Sharing
— Real property taxes are levied upon Residential and Commercial property.

— Revenue sharing is based upon income tax growth (personal and business) and
sales tax collections. These sources are considered VOLATILE.

— Grant opportunities depend upon Federal and State budgets

The City Commission has previously endorsed a budget strategy that does not
incorporate VOLATILE revenue as part of a balanced budget

This will be a critical goal for the FY 2015 balanced budget

In order to further reduce long-term debt, the City Commission endorsed a strategy
that limits issuance of new debt to the amount paid off during the previous fiscal
(current) year. The ceiling for FY 2014 was established at $4,000,000.

>riti oal for FY2015 is to lower the initial debt ceiling to $2.000,000, and
just based upon iterative budget review and prevailing financial conditions

It is easier to amend than cut a budget!




CITY OF MARQUETTE
General Fund Revenues
Adopted FY 2013-14
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CITY OF MARQUETTE
General Fund Expenditures By Function
FY 2013-14
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CITY OF MARQUETTE
State Shared - Sales & Use Tax
Constitutional & Statutory
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General Fund Revenues
Shaping the FY 2015 Budget

Based on FY 2013-14
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General Fund Revenues
Shaping the FY 2015 Budget
Based on FY 2013-14
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EXAMPLE OF ITERATIVE AMENDMENT PROCESS

Potential FY 2015 General Fund Revenue Based on FY 2014

51,382,730
000

50 52,000,000 54,000,000 $6,000,000 68,000,000 510,000,000 $12,000,000 $14,000,000 616,000,000 918,000,000 520,000,000

BBxe BMGHStays = PPT@100% »MTT Favorable MVolatile Stable



Personal Property Tax (PPT) Reform

e Current Rule: If less than $40,000 in taxable value, then
exempt

— For FY 2014, half of eligible applied
— This equates to $50,500 Revenue lost

— |If everyone applies in FY 2015, $101,000 Revenue
lost

— If August vote is “no”, PPT revenues unchanged

e |f August vote is “yes” ...
— PPT phased out over 10 years
— State promises to reimburse but details are fuzzy



More Grey Swans

Reduced demand for municipal bonds due to elimination of Federal tax
advantages

New General Accounting Standards Board (GASB) regulations for unfunded
pension liabilities will take effect in 2015. The City currently has unfunded
liabilities as follows:

— MERS Pension: $17,769,813 or 65% funded
— Police/Fire Pension: $9,709,986 or 73% funded
— QOPEB: $10,953,785 or 0% funded

Tax Tribunal Cases:

— WE Energies

— Schramm Properties
- MGH/DLP

— Country Fresh

— P&O Investment



Y OF MARQUETTE
STATEMENT OF NETPOSITION

Cont parative Hlsiration with GASS €8 fpact

June 30, 2013
Total Primary Govermnment
June 30, 2013 June 30, 2013
(@5 caveen Iy e mred) Mew GASS 08 dwsia for)
ASSETS:
Curtent Assets:
Cash and equivalents 13,241,825 13241 825
Receivables, pet 15,539,001 15,530,001
lrventory 37,073 317.073
Prepaid expenses 230,756 280,756
Total Current Assets 20,378,745 20,378,745
Non-cunrent Assets:
Restricted assets 2,007 5249 2097 524
Investment in joint venture §,540613 659,613
Capital assefs, net 099,902.655 o0 402,655
Tolal Non-current Assets 108,139.802 108,139,802
TOTALASSETS 137 518,547 137 518,547
DEFERRED QUTFLOWS OF RESQURCES: 71,618 71,619
LIABILITIES:
Current Liabilities:
Accourts payable 1,805,286 1505,286
Accrued liabilities 1,440,285 14490,285
Current portion of long term debt 3,178.442 3.178.442
Total Current Liabilities 6,123,993 6,123,993
Non-current Liabilities:
Compensated absences 1,276,224 1278,224
Long term dabt 30573753 36573.753
Qther post-employment benefils 2,029,132 2029,132
Net pension liability* - 27 479,799
TotalN on-cutrent Liabilities 39,679,109 67 358,808
TOTAL LIABILITIES 45,003,102 73,482,901
DEFERRED INFLOWS OF RESOURCES: 11,286,057 11,286,057
NET POSITION:
Het investmentin capital assets 50,737,120 80737,120
Restricted 930,705 830,705
Unt estricted ** 19,633,182 (7 845.617)
TOTALNETPOSITION 80,301,007 52821,208
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FINANCIAL IMPACTS OF CURRENT TRIBUNAL CASES

City of Marguette
Summary of Tax Tribunal Cases
Tax Revenue

General Fund @:;:@
WE Energies ,10/,251 25,
261

Schramm Properties 11,117
MGH/DLP 258,582 6,065
Country Fresh 5,086 119

P&O Investment | XV .
rotal (51,382,730 532,431




Tax Tribunal

WE ENERGIES
PARCELS #0510130 & 0510930
MTT DOCKET # to be assigned

2014 TAXABLE VALUE $ 105,000,131
MTT PETITION REQUEST S 30,800,000
TV IN CONTENTION S 74,200,131

2014 TAX YEAR
EFFECTS ON MILLAGE
TAXING ENTITY MILLAGE TAX ON $74,200,131
CITY OPERATING 14.9225| S 1,107,251.45
SENIOR MILLAGE 0.3500| $ 25,970.05
LIBRARY OPERATING 1.3698| S 101,639.34
LIBRARY DEBT 0.5100] S 37,842.07
SCHOOL OPERATING 18.0000| S 1,335,602.36
SCHOOL DEBT 0.5500| S 40,810.07
STATE EDUCATION 6.0000| S 445,200.79
SPECIAL EDUCATION 2.0000| S 148,400.26
ISD 0.2048| S 15,196.19
COUNTY OPERATING 5.2938| S 392,800.65
HERITAGE AUTHORITY 0.2000} S 14,840.03
COUNTY TRANSIT* 0.5997| S 44,497.82
COUNTY AGING* 0.4474| S 33,197.14
COUNTY M.O.E.* 0.5500| $ 40,810.07
COUNTY DISPATCH™* 0.4970| $ 36,877.47
COUNTY RESCUE* 0.1525| $ 11,315.52

51.6475 S 3,832,251.27

*NOTE - 2013 MILLAGES ARE BEING USED IN THESE CALCULATIONS
BECAUSE 2014 MILLAGES HAVE NOT BEEN FINALIZED AS OF 6-13-20

Susan K. Bovan, MAAO (3)



Tax Tribunal

SCHRAMM'S SUPERIOR PROPERTIES LLC; JESSE SCHRAMM

LS RENTALS LLC; LAURA M SCHRAMM
PARCELS #0261491 & 0261492

PARCEL #0515690
MTT DOCKET #14-002037
2014 TAXABLE VALUE $ 1,100,000
MTT PETITION REQUEST  $ 450,000
TV IN CONTENTION $ 650,000

2014 TAX YEAR
EFFECTS ON MILLAGE
TAXING ENTITY MILLAGE TAX ON $650,000
CITY OPERATING 14.9225) $ 9,699.63
SENIOR MILLAGE 0.3500| $ 227.50
LIBRARY OPERATING 13698} $ 890.37
LIBRARY DEBT 0.5100{ $ 331.50
SCHOOL OPERATING 18.0000] $  11,700.00
SCHOOL DEBT 0.5500| $ 357.50
STATE EDUCATION 6.0000] $ 3,900.00
SPECIAL EDUCATION 2.0000| $ 1,300.00
ISD 0.2048| $ 133.12
COUNTY OPERATING 5.2938 § 3,440.97
HERITAGE AUTHORITY 0.2000| $ 130.00
COUNTY TRANSIT* 0.5997] $ 389.81
COUNTY AGING* 0.4474] $ 290.81
COUNTY M.O.E.* 0.5500| $ 357.50
COUNTY DISPATCH* 0.4970| $ 323.05
COUNTY RESCUE* 0.1525] $ 99.13

51.6475 $  33,570.88

*NOTE - 2013 MILLAGES ARE BEING USED IN THESE CALCULATIONS BECAUSE 2014 MILLAGES HAVE NOT BEEN FINALIZED AS OF 6-13-2014

Susan K. Bovan, MAAO (3)

MTT DOCKET #14-002153
2014 TAXABLE VALUE 5 215,000
MTT PETITION REQUEST  $ 120,000
TV IN CONTENTION S 95,000
2014 TAX YEAR
EFFECTS ON MILLAGE
TAXING ENTITY MILLAGE TAX ON $95,000
CITY OPERATING 14.9225| $ 1,417.64
SENIOR MILLAGE 0.3500| 5 33.25
LIBRARY OPERATING 1.3698| $ 130.13
LIBRARY DEBT 0.5100| 5 48.45
SCHOOL OPERATING 18.0000| $ 1,710.00
SCHOOL DEBT 0.5500{ $ 52.25
STATE EDUCATION 6.0000] S 570.00
SPECIAL EDUCATION 2.0000] $ 190.00
ISD 0.2048| S 19.46
COUNTY OPERATING 5.2938} $ 502.91
HERITAGE AUTHORITY 0.2000{ $ 19.00
COUNTY TRANSIT* 0.5997| 56.97
COUNTY AGING* 0.4474] $ 42.50
COUNTY M.O.E.* 0.5500| 5 52.25
COUNTY DISPATCH* 0.4970 $ 47.22
COUNTY RESCUE* 0.1525| $ 14.49
51.6475 S 4,906.51




Tax Tribunal

FILED PETITION FOR 2013 & 2014

MGH/DLP
PARCELS #04106820
MTT DOCKET HO455544
2013 TAXABLE VALUE $ 51,226,500
MTT PETITION REQUEST $ 42,500,000
TV IN CONTENTION $ 8,726,500

2013 TAX YEAR
EFFECTS ON MILLAGE
TAXING ENTITY MILLAGE |Tax ON $8,726,500
CITY OPERATING 14.9225| 5 130,221.20
SENIOR MILLAGE 0.3500] 5 3,054.28
LIBRARY OPERATING 1.3698] § 11,953.56
LIBRARY DEBT 0.5000] 5 4,363.25
SCHOOL OPERATING 18.0000] 157,077.00
SCHOOL DEBT 0.5500] S 4,799.58
STATE EDUCATION 6.0000| 5 52,359.00
SPECIAL EDUCATION 2.0000 $ 17,453.00
1SD 0.2048] 5 1,787.19
COUNTY OPERATING 5.2938] s 46,196.35
HERITAGE AUTHORITY 0.2000| S 1,745.30
COUNTY TRANSIT 0,5997] S 5,233.28
COUNTY AGING 0.4474| 5 3,904.24
COUNTY M.O.E. 0.5500] $ 4,799.58
COUNTY DISPATCH 0,4970} $ 4,337.07
COUNTY RESCUE 0.1525) $ 1,330.79

51.6375 S 450,614.64

2014 TAXABLE VALUE $ 51,226,500
MTT PETITION REQUEST S 42,500,000
TV IN CONTENTION $ 8,726,500

2014 TAX YEAR
EFFECTS ON MILLAGE
TAXING ENTITY MILLAGE TAX ON 58,726,500
CITY OPERATING 14.9225] 130,221.20
SENIOR MILLAGE 0.3500| S 3,054.28
LIBRARY OPERATING 1.3698] s 11,953.56
LIBRARY DEBT 0.5100] s 4,450.52
SCHOOL OPERATING 18.0000] 5 157,077.00
SCHOOL DEBT 0.5500| 5 4,799.58
STATE EDUCATION 6.0000{ 5 52,359.00
SPECIAL EDUCATION 2.0000] 17,453.00
15D 0.2048] $ 1,787.15
COUNTY OPERATING 5.2938| S 46,196.35
HERITAGE AUTHORITY 0.2000| S 1,745.30
COUNTY TRANSIT® 0.5997] S 5,233.28
COUNTY AGING* 0.4474| S 3,504.24
COUNTY M.O.E.” 0.5500 5 4,799.58
COUNTY DISPATCH®* 0.4970| & 4,337.07
COUNTY RESCUE® 0.1525] 5 $,330.79

51.6475 S 450,701.91

20 PERSONAL PROPERTY PARCELS

MTT DOCKET #0455543
2013 TAXABLE VALUE $9,411,500 (This value was reported by MGH/DLP)
MTT PETITION REQUEST 52,500,000
TV IN CONTENTION 56,911,500
2013 TAX YEAR

EFFECTS ON MILLAGE
TAXING ENTITY MILLAGE TAX ON $6,911,500
CITY OPERATING 14.9225{ 5 103,136.86
SENIOR MILLAGE 0.3500] 5 2,419.03
LIBRARY OPERATING 1.3698| 5 9,467.37
LUIBRARY DEBT 0.5000] 5 3,455.75
SCHOOL OPERATING 6.0000| 5 41,469.00
SCHOOL DEBT 0.5500] 5 3,801.33
STATE EDUCATION 6.0000] S 41,469.00
SPECIAL EDUCATION 2.0000] 5 13,823.00
ISD 0,2048| S 1,415.48
COUNTY OPERATING 5.2938| S 36,588.10
HERITAGE ALTHORITY 0.2000| % 1,382.30
COUNTY TRANSIT 0.5997{ S 4,144.83
COUNTY AGING 0.4474] S 3,092.21
COUNTY M.O.E. 0.5500] S 3,801.33
COUNTY DISPATCH 0.4970] S 3,435.02
COUNTY RESCUE 0.1525] S5 1,054.00

39.6375 § 273,954.58
2014 TAXABLE VALUE 411,101,800 (This value was reported by MGH/DLP}
MTT PETITION REQUEST 52,500,000
TV IN CONTENTION $8,601,800

2014 TAX YEAR

EFFECTS ON MILLAGE
TAXING ENTITY MILLAGE TAX ON $8,601,800
CITY OPERATING 14.9225) & 128,360.36
SENIOR MILLAGE 0.3500] 5 3,010.63
LIBRARY OPERATING 1.3698} $ 11,782.75
LIBRARY DEBT 0.5100| S 4,386.92
SCHOOL OPERATING 6.0000]| $ 51,610.80
SCHOOL DEBT 0.5500| 5 4,730.99
STATE EDUCATION 6.0000] & 51,610.80
SPECIAL EDUCATION 2.0000] 5 17,203.60
nsp 0.2048| S 1,761.65
COUNTY OPERATING 5.2938| S 45,536.21
HERITAGE AUTHORITY 0.2000] 5 1,720.36
COUNTY TRANSIT* 0.59%7] § 5,158.50
COUNTY AGING* 0.4474] 5 3,848.45
COUNTY M.O.E.™ 0.5500] S 4,730.99
COUNTY DISPATCH* 0.4970| $ 4,275.09
COUNTY RESCUE* 0.1525| S 1,311.77

396475 S 341,039.87

*NOTE - 2013 MILLAGES ARE BEING USED IN THESE CALCULATIONS BECAUSE 2014 MILLAGES HAVE NOT BEEN FINALIZED AS OF 6-13-2014

Susan K. Bovan, MAAD {3)




Tax Tribunal
FILED PETITION FOR 2013

COUNTRY FRESH LLC
PARCELS #0513260, 0513510 & 0513530
MTT DOCKET #0455677
2013 TAXABLE VALUE $ 1,224,649
MTT PETITION REQUEST  $ 883,800
TV IN CONTENTION $ 340,849

2013 TAX YEAR
EFFECTS ON MILLAGE
TAXING ENTITY MILLAGE TAX ON $340,849
CITY OPERATING 14.9225| $ 5,086.32
SENIOR MILLAGE 0.3500| 5 119.30
LIBRARY OPERATING 1.3698] $ 466.89
LIBRARY DEBT 0.5000| $ 170.42
SCHOOL OPERATING 18.0000] $ 6,135.28
SCHOOL DEBT 0.5500] $ 187.47
STATE EDUCATION 6.0000] $ 2,045.09
SPECIAL EDUCATION 2.0000 $ 681.70
ISD 0.2048| $ 69.81
COUNTY OPERATING 5.2938| 5 1,804.39
HERITAGE AUTHORITY 0.2000| 5 68.17
COUNTY TRANSIT 0.5997| $ 204.41
COUNTY AGING 0.4474| 5 152.50
COUNTY M.O.E. 0.5500] $ 187.47
COUNTY DISPATCH 0.4970{ $ 169.40
COUNTY RESCUE 0.1525| $ 51.98

51.6375 $ 17,600.59

NOTE - HAVE NOT RECEIVED AN AMENDED PETITION TO INCLUDE 2014 AS OF 6-13-2014.

Susan K. Bovan, MAAO (3)



Tax Tribunal
FILED PETITION FOR 2013

P B O INVESTMENT LLC
PARCELS HO5137920

MTT DOCKET #0455705
2013 TAXABLE VALUE s 4Da,900
MTT PETITION REQUEST S 250,000
TV IN CONTENTION s 154,900

2013 TAX YEAR
EFFECTS ON MILLAGE
TAXING ENTITY MILLAGE TAX ON $154,500
CITY OPERATING 14,9225| 5 2,311.50
SENIOR MILLAGE 0.3500] 5 54,22
|uBRARY OPERATING 1.3698| $ 212.18
JuBrRARY DEBT 0.5000| S 77.45
SCHOOL OPERATING 18.0000| $ 2,788.20
SCHOOL DEBT 0.5500| $ 85.20
STATE EDUCATION 6.0000| 5 929,40
SPECIAL EDUCATION 2.0000{ $ 309.80
I1SD 0.2048| $ 31.72
COUNTY OPERATING 5.2938] 5 820.01
HERITAGE AUTHORITY 0.2000| S 30.98
COUNTY TRANSIT 0.5997| $ 92.89
COLINTY AGING 0.4474] S 69.30
COUNTY M,O.E. 0.5500| S 85.20
COUNTY DISPATCH 0.4970| 5 76.99
COUNTY RESCUE 0.1525| $ 23.62

51.6375 $ 7,998.65

2014 TAXABLE VALUE s 284,000
MTT PETITION REQUEST 5 237,500
TV IN CONTENTION S 46,500

2014 TAX YEAR
EFFECTS ON MILLAGE
TAXING ENTITY MILLAGE TAX ON $46,500
CITY OPERATING 14.9225| 3 693.90
SENIOR MILLAGE 0.3500| S 16.28
LIBRARY OPERATING 1.3698] S 63.70
LIBRARY DEBT 0.5100| 23.72
SCHOOL OPERATING 18.0000] S B37.00
SCHOOL DEBT 0.5500] 5 25.58
STATE EDUCATION 65.00004 § 279,00
SPECIAL EDUCATION 2.0000] 5 93.00
1SD 0.2048| S 0.52
COLINTY OPERATING s.2938| § 246.16
HERITAGE AUTHORITY 0.2000| $ 9,30
COUNTY TRANSIT* 0.5997| $ 27.89
COUNTY AGING™ 0.4474] S 20.80
COUNTY M.O.E.* 0.5500| $ 25.58
COUNTY DISPATCH" 0.4970| $ 23.11
COUNTY RESCUE™ 0.1525] $ 7.09

51.6475 S 2,401.61

*NOTE - 2013 MILLAGES ARE BEING USED IN THESE CALCULATIONS BECAUSE 2014 MILLAGES HAVE NOT BEEN FINALIZED AS OF 6-13-201«

Susan K. Bovan, MAAQ (3)



Current Real Property Tax

FOR DISCUSSION PURPOSES ONLY
STAFF DOES NOT RECOMMEND RAISING

Current Property Tax Millage is 14.9225 (Headlee Cap currently is 17.9169)
In FY2013-2014, 1 mill = $668,000. Could change based on Tax Tribunal.

Total potential additional revenue available if raised to Headlee maximum =
$2,000,000 dependent upon outcome of Tax Tribunal cases

FOR DISCUSSION PURPOSES ONLY.
STAFF DOES NOT RECOMMEND RAISING




CFO Moral of the Story

LOTS of uncertainty and unknowns

Goal for FY 2015 is to stick to the Strategic Plan

Mitigate volatility by balancing budget without use of Fund Balance or
Volatile Revenues

Carefully manage unfunded liabilities
Carefully monitor changing tax base and plan for potential loss
Lower debt cap until volatility is contained

Invest in Economic Development - now more critical than ever!!

Do NOT Increase Taxes!

Easier to Amend than Cut!

As always - Plan for the Worst, Hope for the Best!!



