Memo

FROM: Kurt Zempel, City Administrator

TO: Sheboygan Common Council Members
RE: 2012 Preliminary Budget Analysis
DATE: October 6, 2011

Citvol
Sheboygan
1mﬂtﬁlﬂh'hh;“ -

Council Members:

As the common council works toward developing a budget resolution for the 2012 city budgeting process, | am providing the fol-

lowing analysis of the city’s current and historical revenues, expenditures, and tax base. My hope is that the information on how

the city’s financial picture has evolved over time and how it compares to other cities in Wisconsin will assist the council in deter-

mining the best policies to meet our current and future budget challenges, including the expected cuts in state aid, declining

property assessments, and rising health care costs.

REVENUES

For the 2011 budget, the city had a total property tax levy of
$21,184,245, and a state shared revenue payment of $11,598,524.
This translates into a 42% reliance on property taxes, as evidenced
by the pie chart to the right. State shared revenues and other state
and federal aids make up another 39% of the city’s revenue
sources.

Obviously, the impact of an expected $979,000 reduction in state
aid payments for 2012, coupled with the new state requirements
that limit tax levy increases, will be substantial since these funding
sources make up over two-thirds of the city’s budget. As a result of
these policy changes by the state, we are anticipating a freeze in
the 2012 levy amount at the 2011 level.

As the bar chart on the following page shows, these factors are an
extension of the historical trends in revenue sources. With the in-
clusion of other financing sources, we discover that the proportion
of local property tax revenue has steadily increased from around
29% in 1987 to nearly half of the city’s budget in 2009, the last year

for which statewide comparison data was available.

REVENUE SHARES BY CATEGORY, 2011
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Comparing these factors to other cities in Wisconsin on the next graph reveals a similar trend statewide, as well as the fact that the

increased reliance on property taxes by cities has coincided with a substantial decline in state shared revenue payments. However,

for Sheboygan, shared revenue payments have remained relatively stable over the same timeframe as a share of revenues.
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REVENUE SHARES OVER TIME
CITY OF SHEBOYGAN
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Another notable difference between the statewide data and Sheboygan’s revenue sources is the city’s reduced reliance other fi-
nancing sources. This affects the relative composition of the other funding sources, and is a result of the city retiring a substantial
portion of its TIF District debts in recent years as well as reductions in amounts levied for capital improvements.
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Another way to consider how the city’s tax and revenue picture has changed is to compare the change in revenue sources in actual
dollars over time, as well as any difference when these amounts are controlled for inflation and population changes. As indicated
by the first line graph on the next page, the actual total revenues have increased steadily between 1987 and 2009, again the range
of available historical data. (This includes a steady increase in the city’s use of TIF districts to fund development costs, from a rela-
tively small $255,646 in 1987 to $5.2 million in 2009, however, the TIF revenue is not displayed separately on the graph.)

The graph shows a corresponding rise in the tax levy over the same period, from $9.4 million in 1987 to $21.2 million in 2009.
However, other the revenue sources displayed — state shared revenue and fees and charges, have not increased correspondingly.
Shared revenue has only increased from $9.6 million in 1987 — an amount actually $180,000 higher than the city’s tax levy in the
same year — to $12.8 million in 2009, an increase of 25%. Over the same timeframe, the city’s tax levy has more than doubled in
actual dollars.
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These factors become even more striking when the
actual numbers are controlled for inflation and popu-

Actual Revenues
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EXPENDITURES

As we consider 2011 city expenditures, the current budget shows EXPENDITURE SHARES BY CATEGORY, 2011
that the cost of local government is dominated by protective Administration
services, including police, fire and ambulance services, for a total 9%
expenditure of $20,575,797. Over half of this amount is police
service, with a total police department budget of $11,636,559.
Comparing this breakdown of expenditures over time in the bar
graph on the next page shows that while spending on other are-
as of city government have remained stable as a share of total Parks, Culture,
city spending, the share of protective services has steadily in- Conservation and
creased, from about 27% in 1987 to 35% in 2009. Development
This is consistent with the priority placed on protective services
by previous city councils. As the city has encountered budget Roads and
shortfalls in previous years, the city has typically chosen to make  Health and Transportation

more significant cuts in other areas of city government, particu-
larly public works.
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EXPENDITURE SHARES OVER TIME
CITY OF SHEBOYGAN
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Again comparing the breakdown of city expenditures over time against statewide trends as shown in the bar graph below, we dis-
cover that the trend of increasing protective service costs for the city of Sheboygan is not reflected in other cities. Statewide, the
share of city expenditures across all categories shows little change at all, with the bars representing 1987 spending and 2009 spend-
ing appearing almost identical.

Another significant difference between Sheboygan’s expenditure shares and cities statewide is the combined share of the three
main budget categories. As the graph below shows, while spending on administration, protective services, and roads and transpor-
tation makes up roughly half of city budgets statewide, for Sheboygan this proportion is much higher, and has been for a while.
Spending on these three categories for Sheboygan was 55% of the overall budget in 1987, and has steadily increased to over 60% in
2009. This is driven primarily by the increase in public safety spending for Sheboygan relative to other expenditure categories, and
is likely reflective of a greater local demand for these services compared to other municipalities as well as recent changes in state
law prohibiting cuts to these areas of municipal budgets.
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Again reviewing expenditures in actual dollars on
the line graph at right shows a steady increase in
both total and protective service spending, with
more subtle increases in transportation and ad-
ministration spending and almost no change in
sanitation spending. (The 2008 spike in protective
service spending, and corresponding jump in total
expenditures, includes the one-time construction
cost of a new $8.5 million police headquarters
building.) These trends are consistent with She-
boygan’s historical expenditure shares in the
graph on the previous page.

However, when we once again control for inflation
and population growth, as shown in the second
line graph, real per-capita expenditures in all ma-
jor categories are either stagnant or slightly de-
creased, and overall city spending is down. In fact,
1987’s total spending in 2010 dollars was $1,380
per person, and has decreased to $1,178 in 2009,
a 14% decline. Spending on protective services
went from $382 to $416 per person for a 9% in-
crease, while spending on the other major catego-
ries (administrative and public works expendi-
tures) decreased from $461 to $370, or about a
20% decrease. The largest loser in these catego-
ries was sanitation spending, which is down more
than half of its 1987 expenditures when compared
in 2010 dollars.

TAX BASE
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A final consideration in establishing the 2012 levy and tax rate is the city’s property tax base and overall property composition. The
city’s full equalized value was $2,710,287,300 in 2010, down from a high of $2,880,103,600 the previous two years. This is con-
sistent with declining property values driven by the fall-out in the housing market, and will especially continue to impact She-

boygan and other municipalities given their property composition being primarily residential land and improvements. Ultimately,

while state-mandated levy limits will work to hold the overall levy amount in line with previous years, continued decline in the as-

sessed value of city property may result in property tax rate increases.

As can be seen in the pie charts on the following page which represent the composition of property values by valuation class, She-

boygan’s tax base is two-thirds residential property, and this proportion has remained stable since 2000. Over the same time peri-

od, however, the proportion of commercial property and improvements shows a modest increase, from about 22% to almost 26%

of the city’s full equalized value, while manufacturing and personal property shares show a slight decline. This increase may be a

reflection of the city’s use of TIF Districts over the previous decade to spur commercial development, particularly redevelop ment of

abandoned manufacturing properties.

A continued focus on commercial development will help to increase the diversification of the city’s tax base, creating a more favor-

able distribution of the property tax burden between residential property taxpayers and businesses.
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EQUALIZED VALUE BY CLASS - 2000
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Finally, a comparison of Sheboygan’s property valuation by class to other Wisconsin cities shows that Sheboygan’s tax base compo-

EQUALIZED VALUE BY CLASS - 2009
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sition is very similar to statewide averages, as shown in the charts below.
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I look forward to continuing to work with the council members to address the budget and service goals for the community. Please
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feel free to contact me if there are any questions at all throughout the budget development process.

Respectfully submitted,

Kurt Zempel, City Administrator
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