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Budgeting and Levy Limits

By Todd Taves, Senior Municipal Advisor and Principal, Ehlers

Prior to developing budgetary
goals and objectives, a munic-
ipality must understand what
constraints its projected allowable
levy poses. The following is an
overview of the levy limit law and
key adjustments.

BAask INCREASE TO ALLOWABLE LEVY

The first step in determining the allowable increase to the
municipal levy for the next year’s budget is to calculate the
prior year’s adjusted actual levy. The adjusted actual levy is
the prior year’s total levy decreased by any amounts claimed
for unreimbursed emergency expenses or payment of obliga-

tion debt authorized after July 1, 2005 as shown in Example 1
which replicates the levy limit worksheet format (DOR Form

SL-202m):

Example 1
2014 payable 2015 actual levy (not

including tax increment).
Norte: Town, village or city taxes do

1 . . $ 1,200,000
not include county or state special
charges for purposes of calculating
levy limits.
Exclude prior year levy for unreim-
2 | bursed expenses related to an emer- $0

gency.
Exclude 2014 levy for new general

3 | obligation debt authorized after July
1,2005.

$ 200,000

4 | 2014 payable 2015 adjusted actual levy. | $ 1,000,000
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Wisconsin municipalities have now operated under levy limits for a full decade. With its numer-

ous adjustments, the impact of levy limits on individual communities has varied considerably.

The adjusted actual levy is then increased by a percentage
based on net new construction as determined by the Wis-
consin Department of Revenue/Net new construction is

the amount of new construction that occurred within the
municipality in the prior year, including within tax incremen-
tal financing districts, less the value of any demolition. This
net amount is divided by the prior year’s total equalized value
to determine the applicable percentage. This percentage, along
with any increase that may result from terminating a tax in-
cremental financing district, determines the levy limit before
adjustment as shown below.

Example 2

2014 payable 2015 adjusted actual

4 levy.

$ 1,000,000

0.00% growth plus terminated TID%
5 | (L0.000) applied to the 2014 adjusted
actual levy

$ 1,000,000

Net new construction % (1.000 ) +

6 | terminated TID% ( 0.000 ) applied $ 1,010,000
to 2014 adjusted actual levy.
. 2015 levy limit before adjustments. $ 1,010,000

Larger of Line 5 or Line 6.

In this example, the municipality would be permitted to
increase its levy by $10,000 over the prior year before claim-
ing any adjustments. Lines 1-7 on the levy limit worksheet
are calculated and pre-filled on the worksheet by the Depart-
ment of Revenue, but these calculations should be checked
for accuracy.

DEBT SERVICE ADJUSTMENTS
'The adjustments pertaining to general obligation (G.O.) debt

service can offer significant levy limit flexibility depending on
a municipality’s specific circumstances. The law treats G.O.
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debt service differently depending on the date on which the
debt was authorized (the date the governing body adopted an
initial or authorizing resolution):

*  Debt service (principal and interest payments) due on
G.O. debt authorized on or after July 1,2005 is exempt
from levy limits. A municipality may claim as an adjust-
ment up to the full amount of the debt service payment,
however, whatever amount is claimed is deducted in the
following year. As such, it is essential that this adjust-
ment not be overstated: claiming an adjustment but not
actually levying the full amount will result in a perma-
nent reduction in levy capacity as further discussed later
in this article.

negative adjustments are based on the debt service levy
amounts. In many cases these amounts may be the same,
but if debt service payments are being partially or wholly
abated by application of other revenues such as utility
fees or tax increments, the levy amount will be less than
the payment amount. As these older debt issues mature,
it presents an opportunity to permanently capture the
amounts previously paid for debt service as levy dollars
available for operating or other expenses. Provided that
the municipality does not subject itself to the required
decrease by claiming a carryover, it can maintain its levy
at the prior level required to pay the post-July 1, 2005
debt service and apply those dollars elsewhere without a
need to increase the overall levy.

In some cases a municipality may be paying some or all CARRYOVER

of its post-July 1, 2005 G.O. debt service from within its
unadjusted levy base. In such cases, this affords a measure .
of flexibility as the claimed adjustment amount could

be increased. By moving levy for post-July 1,2005 G.O.

debt outside of the base levy by claiming a

If the actual amount levied in the prior year was less than
the allowable levy as was calculated on Line 9 of the levy
limit worksheet, a carryover will be available. This residu-

al unused levy capacity can be claimed and used in

larger adjustment, a greater amount of levy The 6161"]'7/” tments the next budget cycle, but is limited to the actual
capacity becomes available to support other Pgrtainin g fo unused amount, or 1.5 percent of the prior year’s

types of expenditures. Caution should be
exercised, however, when the additional debt
service adjustment claimed is being paid

geneml obligation
debt service can

actual levy, whichever is less. Claiming the carry-
over requires governing body action. For a carry-
over of up to 0.5%, approval by a simple majority

from non-tax levy sources such as utility oﬁé rsig n?ﬁcant vote is required. To carry over a greater amount

fees or tax increments. Relying on such an le‘z)y limit
adjustment to support ongoing operating ﬂexzbzlzty
expenses such as staft costs will result in

an eventual budget deficit if and when the

depending on

(up to the 1.5% maximum), approval requires
three-fourths super majority vote, or a two-thirds
super majority if the governing body has fewer
than five members. Under current law, any avail-

S TP
non-levy paid debt service diminishes or a m”nmﬁ“hl‘y 5 able carryover not claimed is lost. In May the Joint

is retired. This exposure does not occur if speciﬁc

Finance Committee passed an amendment to the

the entire amount of the debt adjustment circumstances. proposed State budget that would permit carry-

claimed is fully levied for, or if the increased

capacity is used to fund non-recurring or
non-operating expenses such as capital equipment pur-
chases and projects.

*  For G.O. debt authorized prior to July 1,2005, a munic-
ipality may increase its levy limit by the amount of any
increase in the debt service payment over the prior year.
If the debt service levy decreases from the prior year, the
amount of that decrease must be taken as a reduction to
the levy limit. An exception from the required reduction
exists that is related to whether a carryover is claimed
as discussed in the next section. An important distinc-
tion to note is that positive adjustments are based on
comparing the debt service payment amounts whereas

over of unused levy capacity on a limited basis. If

this provision is signed into law by the Governor,
unused levy capacity could be carried over for a period
of up to five years. The carryover would be subject to an
annual cap of 5% and could only be carried over if the
municipality did not increase its total outstanding G.O.
debt in that year as compared to the prior year. There are
two important features related to carryover to take into
consideration:

*  Asnoted in the Debt Service Adjustments discus-
sion, electing not to claim an available carryover

Levy Limits
Continued on page 229

the Municipality, July 2015 1 227



FeaTURE ARTICLE

Levy Limits

From page 227
exempts a municipality from the requirement to
reduce its levy limit by the amount of any decrease
in the levy from the prior year for G.O. debt autho-

as a result of the prior year’s levy being equal to the
allowable levy, a municipality is similarly exempted
from the reduction.

*  Ifacarryover is available, it is important to ensure
that the carryover was not artificially created by
claiming in the previous year an unnecessarily large

1,2005 (Adjustment E on the levy limit worksheet).
If a municipality is claiming Adjustment E, it should
only claim the exact amount needed to cause its

calculated allowable levy to equal what it plans to ac- A number of additional levy limit adjustments are available

tually levy. Since the Adjustment E amount claimed

required adjustment will result in an unintended
permanent reduction in levy limit capacity.

COVERED SERVICES NEGATIVE ADJUSTMENT

The law specifies that a municipality must reduce its levy limit

if, on or after July 2, 2013, it puts into place a user fee for

garbage collection (does not include recycling), fire protection,

Ssnow plowing, street sweeping and stormwater management.

It must also be the case that the service for which the user fee
is implemented was funded in whole or in part by the tax levy i

in the 2013 budget year. A negative adjustment also applies
when a user fee for any of the listed services is subsequently

i increased. The amount of the negative adjustment is equal to

i the projected increase in revenue resulting from the imple-

i mentation of a user fee, or the increase in the user fee amount.
rized prior to July 1,2005. If no carryover is available A negative adjustment does not apply if revenues increase as a
result of additional service units, but the fee remains the same.
i Example 3, below, provides additional clarification based on
the four possible scenarios.

¢ The effect of this provision is to preclude a municipali-
i ty from implementing a new user fee for any of the five
covered services to free up levy limit capacity to fund other

adjustment for G.O. debt authorized on or after July : operating purposes.

i For FURTHER INFORMATION

for circumstances such as annexations, transfer of services and
is deducted in the following year, taking a larger than | joint fire departments. For a full treatment of all adjustments
as well as additional discussion of levy limit strategies please
i refer to the presentation materials located on Ehlers’ website

at the following address: http://bit.ly/EhlersLevyLimits. ‘

Todd Taves is a Senior Municipal Advisor and Princi-

pal with Ehlers: an independent financial advisory firm
serving local governments in Wisconsin and other areas of
the upper Midwest. Prior to joining Ehlers, Todd was the
Administrator of the Town of Bellevue, with his eight-year
tenure culminating in the Town’s successful incorporation
as a village. He may be reached at TTaves@ehlers-inc.com.

Example 3
Date User Fee First Fnacted Were ta)f le‘fy dollars 1'15ed to fu'nd Nega.tlve Ad]ust'nTent Nega'tlve Adjustment
for Covered Service this service in part or in whole in Applicable to Initial | Applicable to Subse-
2013? User Fee quent Fee Increases
Prior to July 2, 2013 No, 100% user fee funded. No No
Prior to July 2, 2013 Yes, func.led par.tlally with user fees No Yes
and partially with tax levy
On or After July 2, 2013 Yes, levy funded prior to enactment Yes Yes
of user fee
Service was not provided prior to
On or After July 2,2013 enactment of user fee, or was funded No No
tully with other non-tax levy sources
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