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The Fiscal Health of Wisconsin Municipalities: An Update for 2007

Craig Maher and Steven Deller

Summary

A web-based survey of fiscal health was administered to Wisconsin cities and villages during the spring
of 2007. A total of 200 communities responded to the survey. Of those responding, 49 percent reported that
their current revenue base is inadequate and more than 64 percent responded that their fiscal condition in five
years will be inadequate. Some of the strategies most actively pursued in response to fiscal stress include
delaying capital expenditures, targeted budget cuts and delaying routine maintenance expenditures. Strategies
least likely to be pursued include reducing hours of public facilities, eliminating services and pursuing regional
cooperation agreements.

The same survey was administered in 2004 and while statistical comparisons are not permissible due
to differences in responding communities, a few points are noteworthy. Compared to 2004, communities are
slightly more optimistic today about their current financial condition (46 percent had adequate revenues in 2007
compared to 51 percent in 2004). Conversely, communities have dimmer prospects looking out the next five
years today compared to 2004 (64 percent foresee having inadequate revenues in 2007 compared to 54
percent in 2004).

Introduction

Wisconsin municipalities have now operated under two years of levy limits and counties have had tax
rate growth limits for over a decade. Despite this restrictions, Wisconsin remains in the top quartile of states
when property taxes are measured on either a per capita or per $1,000 of personal income basis. The reasons
for the tax ranking have been discussed in a number of reports’ yet, the debate over property taxes continues
amongst policy makers. For instance, the Governor’'s proposed 2007-09 biennial budget includes the extension
of the levy limits through the biennium. This study takes an objective look at the fiscal condition of Wisconsin
communities through the lenses of local officials. More specifically, through the use of a web-based survey we
sought to learn the fiscal condition of communities and the extent to which perceptions have changed compared
to 2004.

The fiscal health and well-being of local governments is important.” It is at the local level where public
services are most directly felt by residents, whether that is police protection, fire prevention, road quality, water
quality, or library services. While fiscal health may not be the ultimate measure of success for local
governments, a fiscally unhealthy local government will not be able to provide the level and quality of public
services that are required for a high quality of life, sound local economy and an effectively functioning
government.

Understanding the fiscal health of individual local governments is important to local officials, taxpayers,
businesses, potential investors and other concerned parties with a stake in the services and finances of the
community. For instance, the fiscal health of a local government directly affects its cost of borrowing money for
capital projects. In addition to local economic conditions, fiscal management and capacity are key indicators
examined by bond rating agencies.

What has not yet been examined is the extent to which local perceptions of their fiscal health have
changed in recent years. The timing of the survey results should be considered as State lawmakers struggle
with a variety of issues that have a direct bearing on local finances, including but not limited to, levy limits,
Shared Revenues payments, and Health and Human Service support.

! See Knapp and Berry (2003) and Maher (2007).
% This introductory material draws on Honadle, Costa and Cigler (2004).



In a survey of cities and villages conducted in 1997, less than one in five municipalities expressed
concern about the adequacy of their fiscal position (Deller, Hinds and Hinman 2001). Comparing 1997 results
to 2004 and 2007, the fiscal health of Wisconsin municipalities has fundamentally changed for the worse
(Figure 1 and Table 1). In general, half of the respondents in 2004 and 2007 believe that their revenues are
“inadequate.” Interestingly, since the imposition of levy limits, the local perceptions of fiscal capacity has
slightly improved; in 2004, 24 percent of responding officials were facing reductions in services, compared to 18
percent in 2007. Similarly, in 2004, 30 percent of respondents had inadequate revenues but were not reducing
services verses 31 percent in 2007. While our analysis does not allow us to explain why this modest
improvement might have occurred one reasonable hypothesis might hinge on a more stable economic today
then in 2004.
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When we asked local officials to consider their future (five years) fiscal health, the picture becomes
bleaker (Figure 2 and Table 1). A clear majority (64 percent) believe that their revenues will be inadequate and
37 percent report that they will be forced to reduce services. Only 6 percent believe that they will be in a
position to reduce taxes. Compare these results to the same question asked only three and ten years earlier:
the percentage of local officials who assert that they have inadequate revenues rose from about 20 percent in
1997 to 59 percent in 2004. A clear majority of respondents in 1997 believed that they had adequate revenues
over the next five years and 17 percent thought that they would be able to reduce taxes. The combined effects
of economic recession, uncertainty over state funding policies and levy limits has created a direr fiscal outlook
for most Wisconsin communities. A significant part of this pessimistic outlook in 2004 was due to the
uncertainty surrounding state shared revenues and the serious attention being paid to the proposed Taxpayers



Bill of Rights (TABOR). The current pessimism is due to many of the same concerns in 2004, plus the reality
that levy limits will exist for several years into the future, without growth is State support.
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Research Goals

The intent of this applied study is to document the current fiscal health of Wisconsin cities and villages
as described by city, village and county officials and examine the strategies that municipalities are adopting to
cope with the current situation. To gather the necessary information a web-based survey was conducted during
the late spring of 2007. Local officials were notified by e-mail notices. A total of 200 city and village officials
responded; more specifically, respondents consisted of 76 cities and 124 villages. Beyond these brief
introductory remarks the study is composed of three parts. In the next section we descried discuss the results
on current fiscal conditions. We then describe what strategies local officials are pursuing to adapt to their fiscal
situation. We close the discussion with a brief overview of some broad-based strategies that municipalities can
pursue to improve their long-term fiscal health.

Current Fiscal Conditions

The survey asked eight questions to more specifically gauge the fiscal health of Wisconsin
municipalities and counties. The results suggest several areas of concern (Table 2), for instance:

= less than half (45 percent) agree that their fiscal situation is acceptable;



= only 28 percent of the communities have an acceptable credit rating; and

= 35 percent are able to maintain their current employee benefit package.

Most surprising is the improved perception of local fiscal condition compared to only three years ago,
for instance;

= in 2004, 52 percent were able to maintain three months of operating reserves with current cash
reserves and in 2007, 74 percent are able to do so;

= in 2004, only 37 percent had fully financed capital improvement plans compared to 72 percent
in 2007;

= in 2004, 48 percent disagreed that they were at their debt level, whereas in 2007, 63 percent
disagreed with that statement; and

= in 2004, 42 percent of respondents disagreed with the statement that their community faced
unfunded pension liabilities, the percent disagreeing with that statement rose to 64 percent in
2007.

Based on these survey results, while many Wisconsin cities and villages may not accept their current
fiscal situation, in many cases they are better off than they were only three years earlier. These are the same
years in which each of these communities faced new levy limits and limited growth is State aid.

Of the eight specific measures of fiscal health, only one exhibited conditions noticeably worse in 2007
than 2004; only 28 percent of local officials said their current credit rating was acceptable compared to 48
percent in 2004. This latter result might be due to the levy limits and the fiscal risks they introduce into credit
markets.

Current Strategies Being Adopted

There are numerous short- and long-term strategies that local governments can pursue when faced
with fiscal stress. For this study we focused on three broad categories: service delivery or management,
revenue alternatives and changes in expenditure policies. We asked respondents to indicate the degree to
which they agree or disagree with the listed strategies as they describe their community’s recent efforts to cope
with fiscal stress. We do not attempt to address the political viability of the alternative strategies, but rather
seek to gain insights into the current thinking of local officials. We discuss each in turn.

Service Delivery
Wisconsin city and village leaders were asked to evaluate a total of six service delivery improvement
strategies (Table 3). The most frequently agreed with strategies include:

= improving productivity through better management (65 percent);

= pursuing regional cooperative agreements (44 percent); and

= contracting out services (43 percent)
Of the identified strategies, only one exhibited a clear majority of support; improved productivity through better
management. This observation helps explain the growing interest in professional development programs and

the implementation of performance measurement programs..

The strategies least supported by municipal officials were:



= the reduction of hours for public facilities (18 percent agreed or strongly agreed);
= service elimination (26 percent); and
= department consolidation (28 percent).

The differences in responses varied little when comparing results from 2007 to 2004. In only two of the six
service delivery strategies did responses vary by more than six percentage points:

= in 2004, 33 percent of responses agreed that reducing hours for public facilities was an
agreeable strategy, compared to only 18 percent in 2007; and

= in 2004, 38 percent agreed with eliminating services, whereas 26 percent agreed in 2007.

Revenue Strategies

When asked about the revenue side of the fiscal health equation, there seems to be strong agreement
that municipalities should pursue grants from the federal and state governments (77 percent agreed) and adopt
or increase user fees and charges (72 percent). Over two thirds of respondents agreed that increasing property
taxes was a viable option. Drawing down cash reserves had a mixed reaction where 47 percent supported the
approach, and 42 percent disagreed with the option. Similarly, creating or expanding enterprise funds was
supported by 27 percent, opposed by 37 percent and neutral responses were 36 percent.

Compared to 2004, the biggest differences in revenue strategies were:

= in 2004, 65 percent agreed with pursuing grants from the federal and state government, the
percent rose to 77 percent in 2007 and;

= while half of the respondents agreed with increasing property taxes in 2004, the percent rose to
68 percent in 2007.

Expenditure Strategies
The most frequently agreed with expenditure strategies include:

= targeted budget cuts (62 percent agreed or strongly agreed);
= delayed capital expenditures (62 percent);
= delaying routine maintenance (51 percent); and
= refinancing outstanding debt (45 percent).
The least agreed with expenditure strategies include:
= discouraging population growth (6 percent agree or strongly agree);
= laying off workers (12 percent);
= increasing short-term debt (27 percent); and
= hiring freeze (27 percent).

Strategies to reduce expenditures exhibit the greatest degree of divergence in the opinions of these
local officials. Consider for example the option to refinance outstanding debt to secure better interest and



payment schedules. Support for the option is 45 percent, but 37 percent oppose the strategy. It may be the
case that many local governments have already taken advantage of historically low interest rates and it is
widely expected that interest rates will increase.

The divergence of expense strategies used to cope with fiscal stress also appears when comparing
responses in 2004 to 2007.

= Curiously, in 2004, 35 percent of respondents supported limiting population growth, the
proportion in support dropped to 6 percent in 2007;

= laying off workers also appears to have lost favor — while 35 percent supported the strategy in
2004, only 12 percent agreed in 2007;

= hiring freezes dropped as an option from 37 percent agreement in 2004 to 27 percent in 2007;
and

= support for increasing short-term debt lost favor between 2004 and 2007 (35 percent vs. 27
percent).

In addition to asking each respondent to assess the viability of each of the 20 identified fiscal stress
alleviation strategies (Table 3), we also asked respondents to rank the “top five” strategies that they have or are
considering pursuing. These results are reported in Tables 4 and 5. Consider first the most frequently
identified strategies (Table 4). Of the 200 respondents, 110 identified delaying capital expenditures as the
preferred strategy followed by targeted budget cuts (n=89), delaying routine maintenance (n=85), adopting or
increasing user fees (n=80) and refinancing outstanding debt (n=79). The least popular strategies include
reducing hours of public facilities (n=9), eliminating services (n=17) and pursuing regional cooperative
agreements (n=19).

Strateqies for Fiscal Health

What are some strategies that local officials can think about to when considering options to create an
environment for a stronger fiscal health position? Eight broad based strategies include:

Be more efficient in the production of services;
Expand the tax base;

Reduce the demand for services;

Shift costs to non-residents;

Secure new sources of revenue;

Increase spending flexibility;

Improve management of existing resources; and
Diversify revenue sources.

ONoORr~WNE

Note that none of these can be described as “quick fixes,” rather these are long term strategies for long
term fiscal health. Short-term quick fixes such as across the board reductions in expenditures or deferment of
capital improvements or maintenance or exacerbates the long term viability of local governments. For example,
for smaller more rural community expenditures on local roads is often the single largest expenditure category.
A common fiscal crisis “solution” is to delay maintenance expenditures. Engineering studies have consistently
documented that such strategies lead to a deterioration of roads and larger costs long-term.

Vibrant communities that are socially and economically dynamic know that there are no quick fixes or
simple solutions to complex problems. During times of fiscal stress, these same communities must look to long
term solutions and seek opportunities to implement sound long term fiscal planning and fiscal health strategies.
The interplay between the public and private sectors of the local economy are becoming more blurred as
opposed to distinguished and well defined.



Local officials and concerned citizens should look upon the current fiscal situation as an opportunity for
change rather than a crisis that requires quick answers. Political historians have documented that “radical” long
term changes that have proven to be the foundation of sound public policy come out of time of crisis. Itis
almost human nature to be reactive to crisis then proactive, particularly in a political setting. Perhaps the
current fiscal crisis is a window of opportunity for innovative communities to make significant strides forward.
The future of the local economy may depend upon it.
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Table 1: Overall levels of Wisconsin City and Village Fiscal

Conditions 2004
Please rate the current financial condition of your city/village. Pct. Freq.
Adequate revenues and able to reduce taxes. 4.5% 7
Adequate revenues but not able to expand services 41.9% 65
Inadequate revenues but not reducing services 29.7% 46
Inadequate revenues and reducing services 23.9% 37
What are the financial prospects for your city/village for the next five years?
Adequate revenues and able to reduce taxes. 3.8% 6
Adequate revenues but not able to expand services 37.6% 59
Inadequate revenues but not reducing services 22.9% 36
Inadequate revenues and reducing services 35.7% 56

Source: University of Wisconsin Fiscal Health Survey 2007

2007

Pct. Freq.

6.5% 13
44.7% 89
31.2% 62
17.6% 35

5.5% 11
30.2% 60
27.1% 54
37.2% 74



Table 2: Specific measures of Wisconsin city and village  Strongly Agree  Neutral Disagree Strongly

fiscal conditions; 2004 and 2007 Agree Disagree
Fiscal Health — 2004

Our current fiscal situation is acceptable 8.4 36.1 21.3 23.9 8.4
We are able to maintain three months of operating 3.2 49.0 7.7 9.7 30.3
expenditures with current cash reserves

Our current capital improvement plan is fully financed 17.1 204 19.1 335 9.9
Our current credit rating is acceptable 0.0 a7.7 14.8 5.8 31.6
We are near our debt level capacity 25.5 15.3 10.8 40.1 8.3
We have been able to roll over cash reserves from the 3.9 49.7 14.8 14.8 16.8
previous budget cycle

We are faced with unfunded pension responsibilities 24.5 20.6 12.3 29.7 12.9
We are able to maintain our current employee benefits 7.7 30.3 24.5 29.0 8.4
package

Strongly Agree  Neutral Disagree Strongly

Agree Disagree
Fiscal Health — 2007
Our current fiscal situation is acceptable 5.0 39.7 19.6 29.1 6.5
We are able to maintain three months of operating 19.1 56.3 111 9.5 4.0
expenditures with current cash reserves
Our current capital improvement plan is fully financed 24.2 48.5 22.2 4.5 0.5
Our current credit rating is acceptable 5.5 22.5 135 39.5 19.0
We are near our debt level capacity 7.1 15.8 12.8 38.3 26.0
We have been able to roll over cash reserves from the 9.5 42.5 20.0 23.0 5.0
previous budget cycle
We are faced with unfunded pension responsibilities 5.6 16.7 131 38.9 25.8
We are able to maintain our current employee benefits 17.0 16.5 24.5 22.0 20.0
package

Source: University of Wisconsin Fiscal Health Survey 2007
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Table 3a: Responses to current fiscal
stress - 2007

Service Delivery

Improved productivity through better
management

Contracted out services

Consolidated departments

Pursued regional cooperative agreements
Reduced hours for public facilities
Eliminated services

Revenues

Drawn down cash reserves to meet daily
operations

Raised property tax levies

Adopted or increase user fees and
charges

Created or expanded enterprise funds
Pursued grants from federal/state
government

Expenses

Refinanced outstanding debt
Increased short-term debt
Delayed routine maintenance
expenditures

Delayed capital expenditures

p. Laid off workers

g. Hiring freeze

r. Across the broad budget cuts
s. Targeted budget cuts

t. Discouraged population growth

Source: University of Wisconsin Fiscal Health Survey 2007

Strongly
Agree

111
3.5
3.0
6.1
1.0
2.6

9.7
8.6

131
5.1

17.3

11.7
2.5

8.6

19.7
2.5
5.1
9.2
8.6
0.5

11

Agree

54.0
39.9
25.4
37.8
17.3
23.2

37.2
59.9

59.3
21.4

59.9

35.5
24.9

43.9

44.4
9.1
20.8
20.9
53.3
5.0

Neutral

26.3
25.8
33.0
31.1
27.6
23.7

11.2
12.7

151
36.2

16.8

16.2
18.3

16.2

12.6
17.7
28.4
24.5
14.7
15.1

Disagree

7.6
26.8
32.0
21.9
46.9
39.7

32.1
16.8

111
32.1

5.1

30.5
40.1

26.8

18.7
48.0
32.0
35.7
17.8
50.8

Strongly
Disagree

1.0
4.0
6.6
3.1
7.1
10.8

9.7
2.0

15
51

1.0

6.1
14.2

4.5

4.5
22.7
13.7

9.7

5.6
28.6



Table 3a: Responses to current fiscal
stress - 2004

Service Delivery

Improved productivity through better
management

Contracted out services

Consolidated departments

Pursued regional cooperative agreements
Reduced hours for public facilities
Eliminated services

Revenues

Drawn down cash reserves to meet daily
operations

Raised property tax levies

Adopted or increase user fees and
charges

Created or expanded enterprise funds
Pursued grants from federal/state
government

Expenses

Refinanced outstanding debt
Increased short-term debt
Delayed routine maintenance
expenditures

Delayed capital expenditures
Laid off workers

Hiring freeze

Across the broad budget cuts
Targeted budget cuts

Discouraged population growth

Source: University of Wisconsin Fiscal Health Survey 2007

Strongly
Agree

3.8
5.7
10.9
3.9
10.3
9.6

10.2
8.8

2.5
3.2

0.0

51
17.6

51
3.2
20.6

9.7
6.4
1.9
32.5

12

Agree

57.3
39.2
25.6
44.4
22.4
28.8

29.3
41.8

59.2
25.3

65.3

45.2
17.6

37.8
52.2
14.2

27.7
28.2
54.2

2.6

Neutral

18.5
25.9
26.9
26.8
21.1
18.6

16.5
15.2

9.5
40.3

8.4

115
22.2

16.0
10.2
14.8

28.4
23.1
12.9
14.3

Disagree

3.2
22.1
32.0
15.7
42.9
37.8

38.2
25.9

8.9
26.0

6.5

13.8
38.7

30.8
18.5
45.8

25.8
31.4
13.5
50.6

Strongly
Disagree

17.2
6.9
4.5
9.1
3.2
5.1

5.7
8.2

19.7
5.2

195

24.8
3.9

10.3
15.9
4.5

8.4
10.9
17.4

0.0



Table 4a: Most frequently identified strategy: 2007

Number

in top 5
Delayed capital expenditures 110
Targeted budget cuts 89
Delayed routine maintenance expenditures 85
Adopted or increased user fees and charges 80
Refinanced outstanding debt 79
Increased short-term debt 67
Raised property taxes 62
Improved productivity through better management 55
Pursued grants from state/federal government 50
Across the board budget cuts 48
Hiring freeze 40
Drawn down cash reserves to meet daily operations 38
Laid off workers 33
Discouraged population growth 26
Consolidated services 25
Contracted out services 22
Created or expanded enterprise funds 22
Pursued regional cooperation agreements 19
Eliminated services 17
Reduced hours of public facilities 9
Source: University of Wisconsin Survey, 2007
Table 4b: Most frequently identified strategy: 2004

Number

in top 5
Adopted or increase user fees and charges 100
Refinanced outstanding debt 95
Delayed capital expenditures 88
Improved productivity through better management 86
Pursued grants from federal/state government 84
Targeted budget cuts 84
Raised property tax levies 83
Pursued regional cooperative agreements 66
Contracted out services 61
Drawn down cash reserves to meet daily operations 61
Across the broad budget cuts 59
Eliminated services 58
Delayed routine maintenance expenditures 57
Created or expanded enterprise funds 54
Consolidated departments 47
Hiring freeze 38
Reduced hours for public facilities 37
Increased short-term debt 30
Laid off workers 27
Discouraged population growth 19

Source: University of Wisconsin Survey, 2004
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