September 26, 2007

City of Delafield

Mayor, City Council, and Finance Advisory Board
500 Genesee Street

Delafield, Wisconsin 53018

Regarding: Letter of Transmittal for Proposed Fiscal Year 2008 Budget
Honorable Mayor Schuman, Council Members, and Finance Advisory Board Members:

The Proposed Fiscal Year 2008 Budget is offered for your consideration and approval. The document represents
the point in time when we are about halfway through the budget adoption process. Previous budget related
meetings included the July 24, 2007 Finance Advisory Board meeting as well as discussion of the 2008-2012
Capital Improvements Program by the Public Works Committee. Upcoming meetings include the October 4™
Community Budget “Show and Tell”, the Public Hearing on November 5 | the Finance Advisory Board meeting
November 12, and the final budget and tax levy adoption on November 19",

Financial Highlights

It has been an excellent financial year for the city and I am pleased to announce that Moody’s Investors
Service has upgraded our bond rating to “Aa3”. Moody’s defines an Aa3 bond rating as demonstrating, “very
strong credit worthiness relative to other US municipal or tax-exempt issuers or issues.” Having a high
bond rating is important to the city because it allows us to borrow money at a lower rate of interest, which
saves tax dollars. It also underscores that we are doing an excellent job managing our finances and that we
have the “full faith and credit” of the bond market. In fact, at the time we issued debt in July the “Aaa”
market rate, which is the highest bond rating, was 4.1%. The rate the city issued its debt for was 4.02%.
Thus, the bond market viewed the city as having an “Aaa” rating. Another financial highlight is that the city
has finally reached its goal of achieving a fund balance of 25% of operating expenditures. Having this
balance in place allows the city to respond to unforeseen financial hardships, natural disasters, or other
catastrophes. It also allows the city to effectively manage cash flow.

Budget as a Return of Taxpayers’ Investment

When citizens pay taxes, they are investing money in the city in exchange for services. Asis always the case,
this year’s budget proposal represents the return of that investment. For 2008 the tax levy is broken into
three pieces: General Fund Levy, Library Levy, and Debt Service Levy. There is no need to levy for the Fund
Balance this year because, as previously mentioned, we have reached our goal of 25% total operating
expenses. The table below shows historically the city’s tax levy since 2004. As you know, the Library
Board reviews and establishes the library’s annual budget. The City Council’s role is limited to establishing
the tax levy for library purposes. The Debt Service Levy is outstanding debt the city has issued in previous
years and is predetermined by calculating the amount of debt that must be paid in a given year. The General
Fund Levy makes up the majority of the community’s investment. This is the portion of the levy that has the
most impact on the City’s tax rate and tax bills. Moreover, Council is the final decision maker of the
General Fund Levy and can adjust it at their discretion. Therefore, when looking at your tax bill, you should

! Retrieved from Moody’s Investors Service website www.moodys.com.
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pay close attention to the General Fund Levy. This is because the General Fund Levy is where most of your
investment is going as a taxpayer and where most decisions are made about how your investment is spent.

2004 2005 2006 2007 2008

Levy Category Actual Actual Actual Actual Proposed $ Change % Change
General Fund Levy $2,662,025  $2,808,314 $2,938,858 $3,049,533 $3,116,732 $67,199 2.20%
Library Levy $292.237 $306,032 $318,694 $318,694 $314,473 ($4,221) -1.32%
Debt Service Levy $883,522 $986,991 $1,061,121 $1,121,493 $1,523,449 $401,956 35.84%
Fund Balance $1,000 $50,000 $69.310 $87.422 $0 ($87,422) -100.00%
Total Levy $3.838.784 $4151337  $4.387.983 $4.577042 $4.954.654  $377512  825%
Est. 2007 Assessed Value for 2008 Budget (w/o TID) $1,238,393,801
Est. Tax Rate per $1,000 Assessed Value $4.0009

The balanced operating budget proposal is relatively static: General Fund expenses are budgeted to increase
$270,125 over the 2007 budgeted amounts (5.18%). Highlights of those expenses for each department are listed
later in this transmittal letter. This small increase is accomplished by “front loading” expenses in 2007, a good
financial year. We are paying some expenses in 2007 that would normally occur in 2008. Please see the
attachment to this budget letter for a list of budget cuts and “front loaded” expenses.

Because property taxes make up a significant portion of the city’s General Fund revenues, it helps to view the
General Fund Levy as invested money that is spread out across the total assessed value of the city. Property
values in the city have historically gone up. This concerns most people because they assume that it means a
significant increase in their property taxes. However, this is not necessarily the case. This is because the total
levy is spread out across a larger amount of total assessed value each time properties are reassessed, which
means a decrease in the tax rate.

As mentioned earlier, taxpayers are impacted the most by how much the City levies for its General Fund.
Though one’s assessed value is the number that determines the percentage of tax burden he/she is responsible
for, the tax rate combined with the tax levy determines the total amount a property owner pays in taxes. As
long as the General Fund remains relatively static and is spread out across a growing tax base, the tax rate will
decrease. The City’s proposed tax rate reflects a growing tax base and a static General Fund, which is why the
tax rate decreased. Here is a specific example of one property owner’s tax burden:

2006 Assessed Value:  $354,400
2007 Assessed Value:  $389,500

2007 City Tax Rate: $4.3771591 per $1,000 Assessed Value
2008 Proposed Tax Rate: $4.0009 per $1,000 Assessed Value

Last Year’s City Taxes Paid: ~ $1,551.27
This Year’s City Projected Taxes Paid based on Proposed Budget/Levy:  $1,558.35

Difference for this taxpayer: $7.08, or, 0.46% increase

It is quite possible that overall taxes for this property owner will decrease once the other taxing jurisdictions set
their levies.

Property Taxes and Entrepreneurial Spirit

There is probably not one taxpayer in Delafield who would argue with the statement that Wisconsin local
governments are too reliant on property taxes. Historically and philosophically, the state has relied on
property taxes to pay for most governmental services. As previously mentioned, the city’s main source of
General Fund revenue is property tax revenue. In 2003, 64.47% of General Fund Revenues were budgeted to
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come from property taxes, 61.58% in 2004, 60.26% in 2005, 59.38% in 2006, 58.51% in 2007 and 56.86%
(proposed 2008 budget).

One of the primary values of the City of Delafield’s officials and staff is the entrepreneurial spirit in which
they operate. This is evident from the creative intergovernmental agreements, increased revenues from the
paramedic program, and healthy hotel tax revenues that help keep our reliance on property taxes relatively
stable. There are alternatives to reduce our dependence on property taxes, but we can only do what is
permitted by state statutes. Programs and services can be reduced, but the negative feedback received from
cutting the brush collection program in 2004 suggests the community finds this path distasteful. In fact,
this year’s proposed budget reinstates that program. Staff continues to explore service consolidations with
our neighboring communities in the areas of Fire and Emergency Medical Services, Streets and Public
Works, and Sewer System Maintenance. Clearly it is in our interest to pursue strategic alliances; however
those partnerships need to reflect mutual benefit for the partners. The list below illustrates those services
where we already “share” with our neighbors:

Building Inspection Mutual Aid Services, Dive Team for example
Electrical Inspections Police Major Incident Command

Plumbing Inspections Elections

Sanitary Lift Stations Cable Television Production

City Planner Tax Collections

City Engineer Trench and Confined Space Rescue

City Forester Federated Library System

Hazardous Materials Incident Command Consolidated Dispatch

Emergency Medical Services Park and Recreation Programming
Stormwater Management Police Department Tactical Team

These relationships either generate revenues for the city, or help share costs with other communities

Tax Rate Comparisons

Although the above illustrates how the city’s tax rate has decreased, in order to understand whether Delafield
taxes are reasonable it is critical to understand how the city’s tax rate compares with all other Wisconsin cities.
According to the Wisconsin Taxpayers Alliance, the City of Delafield has the fifth lowest net total tax rate in the
state, up from ranking sixth last year. Here is the most recent ranking:

Total Municipal
2006- Total Municipal 2005-
2007 2005-2006 2006- 2006
Total EAV ~ Net Tax Net Tax 2007 Net Net Tax
City Population (TIF in) Rate Rank Rate Chg. Rank Tax Rate Rate
Pewaukee 12,625 2,697,045,500 13.11 191 13.99 -0.88 7 2.45 2.69
Hayward 2,313 219,238,900 13.48 190 14.68 -1.20 118 5.10 5.66
Oconomowoc 13,870 1,890,419,100 13.93 189 14.85 -0.92 83 4.47 4.93
Hudson 11,700 1,475,092,400 14.19 188 15.22 -1.03 99 4.07 4.11
Delafield 6,876 1,255,101,700 14.33 187 1516 -0.83 69 3.76 4.00
Eagle River 1,511 165,629,000 14.72 186 17.22 -2.50 181 6.60 8.77
Muskego 22,630 2,552,989,100 14.99 185 16.66 -1.67 155 4.25 4.81
Mequon 23,485 4,214,913,800 15.17 184 16.42 -1.25 124 4.34 4.89
Stanley 3,394 94,271,200 15.32 183 17.99 -2.67 184 4.07 4.71
Bayfield 620 105,611,600 15.72 182 16.70 -0.97 90 511 5.35

Source: Wisconsin Taxpayers Alliance Website August 2007.

The net tax rate compared by the Wisconsin Taxpayers Alliance takes equalized assessed value into account to
complete their comparative analysis. Tax rates listed in this transmittal letter below are based upon assessed
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value, the basis upon which the city distributes the tax burden by state statute. Please keep in mind that there
is a danger in comparing tax rates or tax levies. Some communities include items in their tax bills that others do
not. For example, Delafield residents’ tax bills include the cost of residential refuse and recycling services. This
service will cost the city approximately $375,191 in 2008, which amounts to approximately 30.03 cents on the
tax rate, based upon the 2007 estimated total assessed value (without Tax Increment District value) of
$1,238,393,801. This means that for the 2008 budget, every penny on the tax rate equals $12,384 in revenue to the
city (without regard to the tax levy cap). To calculate what you pay for garbage service in Delafield, divide your
assessed value by 1,000, and multiply that number by 30.03 cents. The City of Oconomowoc, Elm Grove, New
Berlin, and the Village of Pewaukee do not include refuse and recycling in their General Fund Tax Levies. Those
communities may provide more services than the City of Delafield does in other areas, so as a result, the
comparison should be used as only one piece of information in a complex equation. There are those who may
suggest that it is inaccurate to measure or compare tax rates, however if Delafield’s tax rate began to fall out of
the lowest rankings for all Wisconsin cities, the city would be criticized with equal vigor.

Revenue Highlights

The table below provides a historical comparison of General Fund Revenues.

2004 2005 2006 2007 2008

General Fund Revenues Budget Budget Budget Budget Proposed $ Change % Change
Administration $3,900,730 $4,185,315 $4,529,383 $4,675,183 $4,890,193 $215,010 4.60%
Police $12,900 $6,460 $12,160 $25,260 $15,560 ($9,700) -38.40%
Fire $19,000 $23,000 $22,500 $26,500 $23,700 ($2,800) -10.57%
Ambulance $375,621 $457,000 $446,000 $468,000 $519,750 $51,750 11.06%
Highways, Streets $9,500 $16,600 $12,880 $9,600 $25,000 $15,400 160.42%
Cemetery $4.800 $4.800 $5.870 $7.035 $7.500 $465  6.61%
Total General Fund $4.322,551 $4.693.175 $5,028.793 $5,211,578 $5.481,703 $270.125 5.18%

Expenditure Highlights

The table below summarizes the departmental budget requests and illustrates a comparison since 2004. Please
keep in mind that expenditures are offset by operating revenues, ambulance revenues for example.

General Fund 2004 2005 2006 2007 2008

Expenditures Budget Budget Budget Budget Proposed $ Change 9% Change
Administration $701,644 $730,775 $900,002 $848,659 $919,536 $70,877 8.35%
Police $1,521,674 $1,607,853 $1,652,273 $1,846,235 $1,913,559 $67,324 3.65%
Fire $753,078 $838,184 $962,122 $999,275 $1,103,217 $103,942 10.40%
Ambulance $45,975 $50,875 $53,600 $54,075 $59,455 $5,380 9.95%
Building Inspection $89,700 $132,200 $166,200 $120,950 $87,200 ($33,750) -27.90%
Highways, Streets $922,921 $1,023,005 $958,496 $986,621 $1,086,655 $100,034 10.14%
Cemetery $7,230 $9,261 $9,812 $10,096 $9,874 ($222) -2.20%
Park/Recreation $83,789 $94,139 $110,371 $126,253 $130,457 $4,204 3.33%
Cable TV $12,000 $10,000 $10,000 $10,000 $10,000 $0 0.00%
Planning and
Development $184,540 $189,883 $199,515 $198,069 $161,750 ($36,319) -18.34%
Debt Service (PD) $6.402 $11.345 S0 ($11345)  -100.00%

Total General Fund $4.322,551 $4.686,175 $5,028,793 $5,211,578 $5.481,703 $270.125 5.18%
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State Aid

Delays in the state’s budget have left the city uncertain with respect to various state revenues. Because the
state’s automatic gas tax was rescinded, the state must either find alternative revenue generators for
transportation or cut services. This means a decrease in transportation aid for the city. We also do not
know whether the state will change the way in which it allocates transportation funding.

In order to provide a budget meeting the previous state mandated property tax levy cap without major cuts
to programs or services, the budget again reflects a reversion to a previous policy of financing street
maintenance expenses over a ten year period: shifting street maintenance dollars back into the Capital
Improvements Fund from the General Fund. This trend is increasingly ominous as asphalt/oil prices
continue to rise; the higher the price with a capped dollar amount means we pave fewer streets. If we pave
fewer streets, we defer the maintenance. This exposes the city to significant costs to reconstruct roads
rather than just resurface them.

Administration Department Highlights

e Room tax anticipated to increase by $25,000 over 2007 budget amount.

Expected investment earnings totaling $100,000 in 2008.

Increase in Council Supplies/Expense account by $24,000 for leadership training.

Decrease in legal costs by $25,000.

Municipal court revenues increase of $35,000.

$24,000 for the institution of an education reimbursement program for non-union city employees.

Additional costs for heating and air conditioning; units are 20 years old and require more

maintenance ($10,000).

e Increased payment to Tourism Council (goes up when we get more revenue) in the amount of
$6,250.

Police Department Highlights

e Increase in Clerical salary of $16,120 over 2007 budget for a part-time position to be shared with the
fire department.

e Finance additional unmarked squad car over five years ($45,000). Budgeted $9,000 for FY 2008.

e Additional training and college reimbursement costs ($4,085).

e County Dispatching and Records Management Systems should save over $130,000 in FY2008 for
Police and Fire departments compared to previous Lakes Area Communication System (LACS).

Fire Department Highlights

e Paramedic intercept fees and intergovernmental agreements will generate additional revenues of
$35,000.

e Increased salaries to reflect increased call volume and addition of shared part-time staff with police
department ($87,065).

e Increase in medical supplies and equipment $5,260 over FY 2007.

e Purchase of paramedic intercept vehicle ($49,000).

e Installation of air conditioning units for two fire trucks ($23,000).

Public Works Department Highlights

e Increase of $10,250 for refuse/garbage collection due to anticipated state solid waste disposal
surcharge.

e Additional maintenance worker split 1/3 Highway Streets, 1/3 Water Utility, and 1/3 Sanitary Sewer
Utility.






