Ulster County Revenue Trends 2002 to 2009

A CRREO Repoidr the
Ulster County Comptyd&ldot Auerbach

H New Paltz

CRREO

Janis Benincagaerald Benjamjrand JosimSimors




Introduction

The Center for Researcleditonal Education and Owdoh at the State University of New York at
New Paltasundertakhga series of analyses of county operations on a variety aindgics
contract withthe Ulster County Comptrolldihisinitialreport examines trends in Ulster County
revenues, with pastilar emphasis gumojection and collectiaf own-source revenu¢sales and
property taxgs@nd the appropriated fund balance.

Consideration akvenudrends isusefulfor identifying, understdimg and assessing patterns of

county government finaatdecision making by elected leaders. This makes government more
transparent and understandable to ordinary citizens, and allows them to make a fair assessment of
whether leaders are being prudenresponsible as custodians and users of the taxcessaagie

available to them.

It is important to remember that all budgetary processes are predictive; they involve estimating
future income and expenses in a dynamic economic environment and on the basis of imperfect
information. Though there is a goodld# careful economic and budgetary analysis done on the
national and state levels, and for some large regions, no such work is systematically available for
most counties in New York, or elsewhere. Moreover, budgeting for a county f(Seadusgrt
December 31ih New York State must be done well in advance of adoption of a stat¢Aprdget

1 to March 31)Matters are further complicatelden as is the case this ydas,state budget is not
adopted in a timely fashion.

It is a primary rolefdahe county Comptroller under the charter to, through informed oversight,
bring greater accountability to governmentederunderstanding of fiscal trends may aid in
sharpenin@nnualevenue estimataad contribute to better cash managerttesrebyimproving
governmental performance.

Focus on Revenue Trends, not Spending

The focus of this report is on revenue trends in Ulster County since 2002. It should be noted at the
outset that, while cost containment is a major goal of the coustyt egcutive and the

legislature, expenditure trends are not discussed in this report. They will be the subject of later
analyses. Yet spending may drive revenues. For example, in New York State, most Social Services
are delivered through county governmentv Xerk State is near unique in requiring a substantial

local share to cover these expenses. The level of spending is determined not in the county but by the
state and national governments (or sometimes in the courts). In 2008, state and federal aid to the
Ul ster County Department of Social Security a
State and federal aid is booked by the county as revenue,fattanis pased through to pay

these costand in additiond r i ves spendi sioggndourcesn t he countyao



A Note on Sources and Methods

Figureeemployed in this repaate derived from a number of sources. Historic Ulster County
figures through 20@®mefrom auditedComprehensive Annual FinancialG¥dpRjtbased on the
Annual FinamatiRepoaindAnnual Update Document (AtHppred by the Ulster County
Commissioner of Financ2009 figures are derived from Amnual Financial Repdr2010

figures are from Adopted County Budgets. Comparison county figures were found lat the loca
government databasethe web site of the Office of the State Comptroller (www.osc.ny.gov).
Other sources are identified in the body of the réptrte ¢ dBudget DirécsorCommissioner

of Finance and otherstimeseofficeswere helpful in answeg questions that arose during the
course of research for this report.

This report focuses upon three major county revenue sources: the sales tax, the property tax, and the
unassigedfund balance:

Sales tax revenues are projected by the countyadsip@meannual budget procebs.estimate

expected sales tax revenue for a coming year, the finance office considers economic conditions,
consults witlpeers in other counties, gasheformation from state sozes and relies upon hot

long experience dmlose study of trendsperiodicstate sales tax remissions to the coditiy.

process is confounded by inconsistent or idiosyncratic state reporting of county sales tax revenue,
and occasional remission of funds from this source after the clodesobtlyear in which it was
generatedJnderestimatingales tax revenhelgs build upthe fund balandbat can be used in

later years, but also may resuttanetaxing in a particular year than is actually needed from other
sources, e.g. the propdey. In contrast, overestimation may result in a revenue shortfall, creating
problems fosubsequeriiudges.

The property tax is the most watched-saurrce revenue stream. It is the source of nimney

whichthe county mustturnas afinalregod r i ng i ts budget i nto bal an
tax levy is limited by Article VIII of the New Y@&#kte Constitution, but Ulster County is far from
reaching that | imit. The real l'imit 9s the v

already must pay to support all their local governments: city, towns, villages, school districts, fire
districtsjibrary districts and so dbounty property taxes are raised through a complex
intergovernmental administrative process. The levy foy gaupbses is allocated across the
equalized assessed value of taxable property within the county.

A fundbalance is the overall total surplus or defigtifalance may be negative in all but the

general fund) of revenues relative to expenditures (aggdiabilities) in a fund since its inception.
Alternatively, it may be thought of as the accumulated amount in a fund olsrdisoeissed

below, tind balances amgaintained for specifigdirposedt is important that elected officials
understandhat only the unassigned general fund balance is available to meet unexpected needs:
revenue shortfalls, unplanned expenses or special opportunities.



The recent reliance of state and local governments on short term federal assistance as a result of the
current economic crisis has been a serious and growing concern in New York and across the United
StatesHowever, lis report focuses on continuing, not one time revenues. Changes in the most

recent years in overall patterns of county revenues, dibeleseduggest that a detailed look at
these ki-shet ofevemees, 6 i ncl udBbsoorsidefatod.er al st i |

To provide perspective for this report, Ulster County revenue trends are conthbasedd®o

Dutchess and Oran@®untesin the region and those with similar sized populations elsewhere in

New York State: the Southern Tierds Broome C
t he Upper Hudson Valleyds Schenectady s€edunty.
in the context New York Statede trends.

Overall Revenues

As part of the annual budget process, Ulster County projects or estimates total revenues. When the
revenue estimates are adopted as partitntief t he
course of the budget year, additiondudgetedevenuebecome available in the forngadints,

gifts,or unanticipategrogram funding. When the county formally recognizes that additional

projected revenue, it passes a resolbtiore v ithe budggtiéadingtoar evi s e dotal r evenu
Adoptedorr evi sed revenue become oOactual 6 revenue

Ul ster Countyds t ot282762r5832@08 to 859,41B,38ih 206% s ed f r om
(27.86). As shown ichart I, until 2005 actual revenues regularly fell dalolgetedigures.

Since 20Q@&ctual revenues haxweceeded adopted budget numbmengde the revenue numbers in

the revised budget have exceeded taith the exception of 2008 when revised and actual figures

are closely matched

Theshortfall of actual revenues against those expected in the revised counsydusdgeteast in
part, by grant monies receibed unexpended aidr ol | over sé6 of wunexpended
to the nextTheo v a r iokaotal @absus revised figuiegraphically depicted@hart 1A.

Because budget revisions are subject to so many variables, such as late receipt of funds or
unexpended funds, actual to adopted budget comparisons are a better indieatonruly

goven me radhérence tibs budgetChart IB shows that Ulster County actual revenues
consistentlynet orsurpassed adopted budget reveaitess2005.That is, the county has in recent
years hathoreunanticipated money coming in during the course ofahe ye



Ulster County Total Revenues* CHART I
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*All totals include interfund transfers, or funds that are transferred between county agencies@diaepdifesttbyoaesgivendind expenses, not shown.

Note: Much of the spike in Chart | and following charts isiegdlédy a change in accounting
proceduresequired by the State Comptroller. Starting in 2007, all local sales taxes have to be shown
as county revenues (not just the portion kept by the county), and sales taxes shared with the city,
towns and villages,gwiously passed through without being booked, have to be shown as an
expenseln Ulster 14.5%of gross sales tax revenaieshared with the city, towns and villages. In

2007, this added $14.6 million to reported county reyeffasesby a similarammon t  @®dnp e n t
following years there were similar impacts.



Difference Between Actual & Revised Budget
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Revenues of all New York State counties saw a 25% increase from 2002 to 2008 (Office of the State
Comptroller. The 2009 figures are currently unavaiGtidet )l shows tht the revenue growth

pattern in Ulster was similar to that of camspa counties, except tlila¢ severe downturn in

Ulsterfrom 2006 t®2007 anticipated the downturns elsewheeeyearThis was because the

county borrowed $54.8 million in 2006 daatse an artificiadreas inits total revenue number

for that year

Total Revenues Comparison CHART II
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Primary Own Source Revenues Sales and Property Taxes

Chartlll shows that most of the time dursinbognet he fi
from sales and property taxes, its primary discretionary revenue sources, grew as a proportion of all
income. County reliance on ogsaurce (sales and property taxenues peaked in 2007 at%2.7
Thereafter, while overall revenue totals caditmrise, county own source revenue came to

comprise a smaller portion of the total. It dropped to less than half im@0@8 grojected to

remain at that level in 204d.8%).



Own Source Revenues as Percentage of Total Revenues
$$$$ In millions
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SalesTax

The county sales tax is g/lem consumption, and therefore is directly linked to the condition of

the regional economihe sales tax rate in Ulster County is A¥@dncrease.75% o June 13,

2002to go into effect in 2003 he recent severe national economic decline hiésd@sia

dramaticfab f f i n sales tax revenues. SUNYds Nel son
Albany recently reported in February of 2010 that 37 of 41 sales tax states for which numbers were
available experienced salesaesnuealeclinesn the final quarter of 2009. According to this report,

the decline in New York State from the same period last year wa&a®Revenue Flash,Report
February 23, 2010, page®)1 Data released by the fedemalegnment on March 30, 2010 showed

sals tax receipts still declining nationally. In New York State, the statevimgearadecline was

.3%.

Similarly, the New York State Office of the State Comptroller reports a 5.9% average decline in
county sales tax revenues for 2009 compared ta2@380f 57 counties, not including New York

City. The revenue drayf in Ulster County was 7.5%{Horst in the state and more severe than

in any of the counties used for comparison in
was the firstime in recent history that there was actually a decline in county sales tax italections
sign of the severity of the recent recession,
2009 was one of Local&overomers Shapstmuary 2080ppage 1)0  (



Of fering some hope of a tebruanZ0X0astudy alsposhowbdt St at e
the rate of sales tax revenue decline slowed in the final quarter of 2009. The Rockefeller Institute
agreed: it reported that retales and consumption have stabilized nationwide, although overall tax
revenue is |ikely to be 0bel oStateiRé¢venuepRagorte ce s s i
February 23, 2010, page 4). Nonetheless, according to the New York StdienAsisGaanties,

most New York State Counties budgeted little or no growth in sales tax revenues for 2010.

For 2010 the county projected sales tax revenues of $93 million, an increase of 1.4% over actual
recepts from this source in 2009. In compari€yange County estimated sales tax revenues for
2010 at $211.6%below previous year receipts in 2009 of $213.9. Dutchess County is projecting
$146 million in revenues from the sales tax for 26 higher than actual receipts in 2009

(reported by th&ate Comptroller to be $13%anlion).

For this study we built thremglevariablenodelsd one linear, one logarithmic and one polynomial
- using actual total sales tax receipts for Ulster County between 1996, and2DO§ amounts
sharedwith other government®y predictofutured revenuefrom this sourceWe required at least
threeyearexperience to make a predicti@Qur first estimate was for the year 2000. We then used
three previous yearsds#ta to predict the next year, fiGdP, then 2002, and so on. After we had
these predictions, we were able to compare them to both bsddgstdex and actual recdits

each year.

T he ¢ @&wmaveyadeserror during this fifteen year period in predicting its actual sales tax
reverues waswvell withina reasogblerange Yet n dollar termdor the current yeathis is
equivalent to an error prediction o632 million.

There has, in recent years, begneater likelihood of revenue @stimationRecall that
underestimatiohuilds fund balance. Overestimation diminishes fund b&lesmoel 996, pito

and including 2008)e countyundeestimagd sales tax reverfuee timesit overestima&dthree
times.During the periodhe majooutlierwasin 2000nvhen sales tax reveswame in ahore
than7% over expected legelAfter 2003sales tax revenues waverestimatdfour of five times,
with the greatest shortfallsle most recent year, as previously noted, the result of the national
economic crisis.

Ul st er 0dreverad gromthort thes years lowerrelative to previous yesstualthan those

used before the current crisis, but more frequently than not these resulted in shortfalls. The
persistence of unemployment in the state and region suggests ttogechimndike others in

recent yearsjay be oveoptimistic, and therefore bring the risk of additional fiscal pressure on the
county governmeigoing forward

As shown irChartlV,alnearmoddl or predi cting the sales tax b
experience(the thin blue line) waslativelyaccurate, but its assumption of steady growth based on

the overall trend of growth does not allow for a downturn in sales tax revieawssinty

predicted too higfor 2007 and thereforadjusted downwafdr 2008 There was actually a



growth in sales tax revenues between 2007 anth2008unty predicted an increase for 2009,
wasthenmet withabig shortfall.

Sales Tax Projections Chart IV
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The Logarithmic mode(the thin gold colored line) is far more likely to producesamative

revenue estimate in good times, reducing the risk of sales tax revenueIshorifadlsthe fve

most recent years, it would have prodactmker estimate of actual receipts than those the county
madeFor 200%anestimatdased on thisiode) thoughcloser to actual experiensasstill far off.

ThePolynomial moddthe thin green line)aights recent experience most hed&d@gause of this

it provides the closestiatisticab f i t 6 t o actual exper iweenthee, but
most recent ye@usr year8experience is extreme, or anomal®agpolynomial model is best able

to factorareverseit he trendds direction, but | est able

If any one prediction model were to be utilized as a taséigi the County in the prediction of the

next yearod6s sales tax revenue, the | ogarithmi
error rate of 2.9%, and only underestimated sales tax revenues once in a 10 year period (2009). This
would helgo curtail the shortfalls created by overestimating the sales tax revenues, and in most
years, help to build the fund balapcemoting fiscal prudence.

Another option is to utilize a buffered average of the three predictive(fredalel4 ChartIV A).
The buffered model is an average of the predictions from the three models with a builthatbuffer
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may bdriggered by the error rate of the previous year. This can help to madgiegerrors

that are likely to compoundyears following unpe&cted reversals of the current trend.

Mathematically this buffer is simple. It takes the error rate of the average of the three models, and if
that rate is more than 2%, adds the difference between the prediction and the actual revenues in the
previousy ear to this yeards prediction. The i dea
the next yeards prediction is decreased there
model produces a prediction that creates a surplus, itscorrech e next year 6s pred
out the prediction trend@hisbuffered model approaphoduced a prediction that was closer than

the countyds to the actual tengehrsletweéeea@®and evenues
2009, wth an avege error lower by ¥8 This was true even though this averagipgach was

further offin anticipating actual experience in 2009, the crisi¥\{rebr this model has the same

error rate as the logarithmic model, it was much less likely to underestima

It should be noted that these mathematical miadel$ o account of policy chang&key do not

anticipate changes in gaes tax revenue sharing forrmaathe phaseut ofthe residential

energy taxNor do they directly consider such ecanorariables abe consumer confidence index

for New York State, or the Countyds unempl oym
like these into account, tempered with the experience of the people who are already doing a good

job in predtcting revenue trends much greater degree of accuragpe achieved.

The county is careful, systematic and informed by experience in making sales tax estimates. We
demonstrate the value of alternative ways to consider of revenue history to stesgitythize

and bring greater accuracy to the predictive prddess.generally, a rewmief sales tax revenue
patternsargues for use ofmaultivariateestimating methodolodinked not only to historic patterns

but also to current regional econoraadrs. The New York State Association of Counties has
expressed an interest in developing an econometric model for this purpose, but as yet the state
budget division has sholittle interest in this idea.
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Buffered Average of Mathematical Trend Projections Chart IVA
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State & Federal Aid

State andeideral aid increased in Ulster County from $74.4 in 2002 to $78.6 (esti2@t@d) in

This constituted 4.5% growthrevenudrom these sourcehiring this period. Much state and

federal aid comes to Ulster County to deliver mandated programs. Often a requirement for a county
share in financing these programs actually drivesifran displaces) spendingtrtocal sources.

A reduction in federal aid mag paralleled by reduced spenduy comparison shows that Ulster
received a far lesser proportion of its revenues from state and federal aid in recent years than it did
in 20@. The percentage point drop between 2002 and 2008 (7.2) shows a 25% reduction in the
proportion that this aid makes up of total county revenues.

Combined state and federal aid as a percentage of the Ulster County budget in the most recent
available y& (22%, 2008) reported upon by the state Comptroller was below the mean for New
York State counties. In each of our comparison counties, state and federal aid accounted for
betweeraquarter to a third of total county revenues during the study periedidsnilar to
Broome, Chautauqua, Orange and Schenectady counties in showing an overall decrease in reliance
on state and federal aid since 2002. With the exception of Dutchess County, each county
experienced a slight decline from 2007 and 2008.gkithocurate 2009 figures are currently
unavailable, the availability of American Reinvestment & Recovery Act stimulus funds will likely
cause thesaumbergo climb for the 2009 fiscal year.
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Property Tax

In the budget process, need for property tax uegeand therefore property tax rates, are

determined after all receipts from all other revenue sources have been estimated. The property tax
revenues are allocated across the General Funds and County Road and Road Machinery Funds as
needed, with the Gem¢Fund receiving the greatest share of property tax revenues.

Growth in Revenue As the productivity of the sales tax decreased in recent years, the county has
come to rely to a greater extent on the property tax for discretionary resoQfcait \As

indicates, in 2002 the county collected more than two sales tax dollars for every property tax dollar it
raised. In 2010, and partly because of the recent steep decline in sales tax revenues discussed above
Ulster is budgeting tmllectalmost as muatevenue from the propetiyxas from the sales tax.

Rate and Base Change®eflecting the national rapid growth in values, the total assessed value of
Ulster County properties in 2009 was $21.5 billion, a seven year increase of 128.7% (up from $9.4
billion in 2002). The county is seeking to raise 151% more from the property tax in 2010 ($76.9
million) than idid in 2002 ($30.6 million).

Tax rate increasesvba lesser role. Thus, had the tax rate remained constant, county property tax
revenues wodilstill have risen dramatically. For example, the rate in 2002 (.33%), applied to
expected value of the base in 2010, would have produced revenue of an estimated $69.1 million. A
rate 12% higher (.37%) was required to produce actual projected propeepntas of $76.9

million for this year.

Nonet hel ess, property ownersdo ability to pay
For example, according to t hQuarthrly @ensuoaf kKmplSyment e
and Wageserage wages in the county went from $27,728 in 2002 to $35,929 in 2008 (the last year
available), an increase of 29.5%.

The property tax base is now contracting. According to NYS Office of Real Property Services, the
total full value of all New York &daxable properties, not including New York City, decreased by
$21.2 trillion dollars from 2008 ($1,331 trillion) to 2009 ($1,309 trillion), a 2 % drop. The full value
of Ulster County properties in 2010 was $20.9 billion, down from $21.5 billion an&B009

million (3%) drop (Ulster County Office of Real Property Serniideover, the 2010 county

budget summary indicates that 12.66% of the real property within its borders is fully or partially
exempt from taxatioifhe county reached its peakadiged property tax rate for the last decade in
2002 (.40%). If the base continues to dealnaepatterns of exemption persesies will have to
increase to at or near this level to produce needed revenues.

Even if property values had not droppedipi®usly, as they recently have, even if unemployment
here were not close to 9%, as it is, county elected leaders know that even modest proposed property
tax increases are received negatively.
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Table II: Decrease in Value of Single Family Homes in

Information from another source Ulster & Comparison Counties, 2007-2009
makeghis understandable to the typical 2007 2008 2009 % Change

Ulster County family. The New York 2007 - 2009
State Association of Realtors reports Broome 107,690 109,500 115,000 6.8%
that the median sale price of existing Chautauqua 74,000 75000 74,815 1.1%
single family homes in Ulster County Dutchess 335,004 310,000 275,000 -17.9%
dropped 18% between 2007 and 2009range 322,000 290,000 260,000 -19.3%
from $255,000 to $209,00@ble II).  schenectady | 162,500 163,000 153,000 -5.8%
Our cohort counties in the region, Ulster 255,000 240,000 209,000 -18%

Dutchess and Orange, showed similar
declines in value. Schenectady, near the recession resistant state capitol, was less affected. Broome
and, again, Chautaugwehere initial values were very i@gtually experiencslight value

increases.

Property Tax (in millions of $$$3$)

& as a Percentagrdnf Jotal-Sales-& Property-Tax CHART V
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Collection: Town, City and County property taxes are collected by the city and towns on one bill.
On a specified date, the towns and city take out all that is owed to thers #redrpasining
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funds to the county, along with the obligation to collect taxes not yet paid. As a consequence of this
system, the county does not collect all the property taxes it is owed in any one year. But it may
collect taxes that were in arreamnfppevious years, plus the interest owed as a result of late
payment. For #hperiod under study, until 2QB& county received as much as or more property

tax than it levied. The year 20@® an exceptioi pattern of Bortfalls in collections began i

2007 ($2.3 million) and continued in 2008 ($2.3 million). Reflecdiffictiieeconomic

conditions that we have recently been experiencisptitfalifor 2009 from the county property

taxas ofMarch of 2010 rose &.95 millionan increase @8%.(Chart VI). This suggests a need

for caution in the current fiseavironment in relying on historic patterns for projecting actual
collections from the property tax levy.

Property Tax Revenues CHART VI
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Table Ill: Deferred Taxes

The property tax is different than other revenue sources in that it is guarani€eed[ |n millions
by the value of the property upon which it is levied. Ultimately a county cazoo4 $12.46
seize a property on which a tax is owed, and sellidt@n to recover what is 2005 7.2
owed it. This process begins after three gedesinquency 2006 7.2
have passed. Accumulatedunpaidoper ty taxes a6 eF céé%él | e (ﬁ'? odefer
the period under review, Deferred Taxes previously peaked in 2004 ($12.484 12:8

million). The level then dropped to $7.2 million in 2005 and 2006, before TSTg
to $9.9 million in 2007 and $11.7 million in 2008. The estimate for 2009 is $12,829,264, higher than

the previous peak and an increase in one year offab%. 1)
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Reserve for Ultollected Taxes: These figures confirm that it is unreasonable in any year for the
county to expect to collect all the property tax that it levies. Moreover, accounting rules do not allow
the county to use the property tax that it is owed from prevayssagaevenue for budgeting

purposes. (This makes sense; because of their very nature, the timing for receipt of these funds is
quite hard to predicfThe county charter therefore provides for inclusion of a "reserve for

uncollected taxes" in the buddegteoperty tax levy. It says, further, in Section C. 39 that

0ésuch reserve for uncollected taxes shall no
preceding completed fiscal year.

Table IV: Reserve for

Since 2004 the county has been steadily reducasritsfor Uncollected Taxes

uncollected taxeBor both 2009 and 2010 the amount reserved was just 2001 | 1,500,000
$125,000far below the outstding balance of uncollected property taxes forgggg 11888:888
the immediate preceding y€bable 1V) This is because the county calculatesoo4 | 750,000
the reserve based on the difference between anticipated collections from 2005 | 100,000

: : 100,000
deferred taxes and current shortfeliistorically, cééction rates for deferred 547 200,000

taxes have been hi@6%) The reserve is based on that small percentage ofoog | 250,000

taxeg4%)that are never collected. 2009 | 125,000
2010 | 125,000

In our comparison counties for which data is available, Dutchess County reseithed -BOOK

for uncollectikes and $200K for tax refunds) in both years, Orange County reserved $4 million and
Broome reserved $1 millioAs noted, the charter, now in opergtioks the required level of

reserve for uncollected taxes to the outstanding balance of propenmiyt faaieisin the immediate
preceding yeaWith the emerging pattern of increaseafih timely property tax payment, the
developing practice specificallproviding virtually no reserve for uncollected taxes is a concern

For additional reassgiven below, it is better practicattthe unassigned fund balamoebe used

to cover property tax shortfalls.

Fund Balance

Governmental accounts at the county level are comprised of a series of distiRahfiinds.
balances may be negative in allHeugéneral fund.

e TheGeneral Fund(Fund AAAA) is the most liquid of all governmental funds. It accounts
for revenues and expenditu@sthie legislature, public safety, public health, public
transportation, social services, culture and recreatiorh@naspiects of general
government. It is the general operating fund of the county

e Special Revenue Fundare funds designated for specific purposes: the Community
Development Fund (Fund BBBB) tracks funds received under The Workforce Investment
Act and Comunity Block Grant Funds; the County Road Fund (Fund DDDD) pertains to
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highway maintenance; and the Road Machinery Fund (FundiEEE&f) fohighway
maintenance equipment

e Enterprise Fundsareused for the managementlod Golden Hill Healthcare Center
(Fund CCCC) and the Wor kman Jese@re thopartssfat i on
county government with revenue and expenditure patterns closest to those that occur in
private sector businesses.

e Debt Service FundFund VVVV) isused to manag®unty gvernment borrowing for
major projects

There is a fund balance for each of the four accounts or sets of accounts. Beginning in fiscal year
2011, Ulster County will be required to comply with new standards of fund balance classification.
The und balanes are divided into five categories:

¢ Nonspendable,or noncash assets such as inventory and property;

e Committed, or funds that have been constrained by the legislature;

e Restricted,or moneyfor whichuse is constrained by contractual or regulatogatdhs;
e Assigned,or designated for a specific purpose;

e Unassigned available for use at the countyds d

This section focuses particularly on the general fund, because the UGsstgaeBund &ance
(Fund AAAA) is available for any puspa@t the discretion of the legislataréhe budget process,

the designation (or appropriation) of all or part ofitlassigneflind balance diminishes the need

for property taxncreases to cover budgeted expenditures. These budgetary decisidadhgre ma
the legislature, on the recommendation of the executive. (Note: prior to the coming into effect of
the county charter in 2008, budget recommendations were by the county administrator.)

Prudent management builds the general fund balance throwegir.tdast because money is

appropriated at the beginning of the year does not mean that it must be spent, if efficiencies can be
found, or if planned spending is determined during the year no longer to be needed. Healthy fund
balances accumulated over nyaays give the county cash on hand to meet such obligations as
guaranteeing the property tax levy of school districts without the cost of borrowing. But also,
assigning money from the general fund balance during budget time is a way of |leteeliegryear
increases needed from the property tax, or even reducing the property tax levy in a particular year.
Again the matter is one of judgment and balance, using some of the unrestricted money the county
has in the bank to help taxpayers in the currentwiear,| e st i | | keeping enoudg
day. 0
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Percent Unassigned General Fund Balance Appropriated CHART VI
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From 2002 to 2004, liberal designation (appropriation) of unassigned genecahibimdsd with
unanticipat ed rcesultetis thievittual elintatos ley 2004 (dosvis tp $38,766

from $8.8 million the previous year). After 2004, conservative use of unassigned general funds
brought theiotalbackup above its 2002 high for the study pgfad.9 millioh The practice of
appropriating portion ofthe unassigned general fund balance for operating expenses resumed in
2008. Of an available unassigned general fund balance of $23.2 in 2009, the sum of $5.8 was
appropriated for general fund use in 2010. The general fund balance reached $17.0@8llion in 2
It is projected to be $19.7 million in 2010.

Various standards are used by analysts and ov
unassigned fund balance is sufficient. In applying these standards, consideration mtst be give

the fiscal environment as the county seeks to balance fiscal prudence with the demands it must place
uponpropertytaxpayers.

e It draws the attention of the New Yotk &t e Comptrol |l er i f the pr
fundbalance is negative, or lessthand0% t hat year 6s revenue, oOfr
50% over the past five years.

e Until 2006, The Government Finance Officers Association (GFOA) recommended an
unassigned fund balance of 5% to 15% of general fund revenues and/or the equivalent of
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one totwo months of operating expenditures. After 2006 the GFOA specified as desirable

the higher end of both of these standards.

e The county has sought
to keep the unassigd

Table V: Unassigned Fund Balance as a Percentage of

General Fund Revenues

fund balance detween TOtaléi?,Zirjégund Una:j:]gdngilgr]e::ral Unassigned/Total
5%and10% of reqular —557 202,048,308 22519 11%
general fund operating 593 212,949,243 8,797,533 4.1%
revenues. Ulster met or 2004 224,165,850 38,766 .02%
exceeded this level in all2005 230,777,788 11,845,025 5.1%
years under Study excep?OOG 250,158,046 17,835,131 7.1%
2003 and 20 2007 259,831,115 21,105,960 8.1%

2008 271.020,170 23875170 8.8%

2009 260,910,870 17,364,750 6.7%

Table VI: # of Months Operating Expenditures in
Unassigned Fund Balance

Asshown inTable V, the $17.4 million unassigned general fund

balance for 2009 constituted 6.7% of the general fund, at the
midrange of the target. In 2008, the last year for which complete
data was available at this writing, the county had 1.12 months of
operating expenses in its unassigned fund balance. For previous
years, the balance fell bel ow
2006. Table V1)

# of Months
2008 1.12
2007 1.06
2006 0.92
2005 0.68
Phle mo n tOF3%G s
2003 1.39

Conclusions

1. Overall RevenuePatterns

exp

- A major revenue downturn in Ulster came sooner than elsewhere: 2007. This is the result of
$54.8 million included in revenue as proceeds from debt in 2006.

2. Declining reliance on own source revenues:

- Sales and property taxes a
during the first decade of thiscenturg s t o us e

re the
t he

and greater share of theisty budgethis tendency reversed2009.

3. Pressures on the Sales Tax
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The sales tax revenue dadpin Ulster County was 7.5%"Idorst in the state and more
severe than in any of the counties used for comparison in this report.

Ul st er 0dfreversie gromth is lewer relative to previous year actuals than those used
before the current crisis, but more frequently than not these resulted in shortfalls. The
persistence of unemployment in the state and region suggests that this projection may be
overoptimistic, and therefore bring the risk of additional fiscal pressure on the county
government in the coming year

More generally, a review of sales tax revenue patterns argues for use of an estimating
methodologynore reliant on formhanodeling andetter linked not only to historic patterns

but also to current regional economic factors. The New York State Association of Counties
has expressed an interest in developing an econometric model for this purpose, but as yet
the state budget division Ishewed little interest in this idea.

. Greater Reliance on the Property Tax

As the productivity of the sales tax decreased in recent years, the county has come to rely to
a greater extent on the property tax for discretionary resources.

This increase generated far less from rate increases than from dramatic increases (until
recently) in the value of the property tax base.

Ul ster County property ownersdo ability to
property.

The county is seekingragse 151% more from the property tax in 2010 ($76.9 million) than
it did in 2002 ($30.6 million).

. Contraction of the Property Tax Base
The property tax base is now contracting. The county reached its peak equalized property

tax rate for the last decade002 (.40%). If the base continues to decline, rates will have to
increase to at or near this level to produce needed revenues.

. Property Tax Collection Shortfalls and Reserves for Uncollected Taxes

Shortfalls irproperty taxollections began in 20(2.3 million) and continued in 2008

($2.3 million). Reflecting thdficult economic conditions that we have recently been
experiencing, the preliminary estimate for 2009 was a shortfall from the county property tax
of .95 million28% greatahan n the previous year.
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Collection shortfallsuggest a need for caution in the current éisgabnment in relying
on historic patterns for projecting actual collections from the property tax levy.

The charter specifies a required level of reservestidlected taxeSince 2004 the county
has been steadily reducing its reserve for uncoteateVith the emerging pattern of
increased fadiff in timely property tax payment, the developing practice of providing
virtually no reserve for uncollectages is a concern.

. Fund Balance Management

After a period of allowingsiurassignedeneral fund balance drop to a dangerously low
level, the county in 2004 committed itself to restoration of this balance.

The unasignedeneral fund balance remaiha level that is accord with theninimum
standards of oversight agendhescounty has resumed budgeting a portion of it to control
the size of the property tax levy.

Especially during an ongoing period of fiscal a stress the county must prakéyitta
maintain a fund balance above the GFOA prescribed minimum level of 5% of the General
Fund.

. Long Term Revenue Planning

Ulster County is not unusual among local governments in its management of revenues on an
incremental, yedw-year basig.he local budget cycle is annual. Federal and state decisions
that affect revenues also occur within annual cycles. Longer term predictions of economic,
social and political facsothat mightdramatically affect owsource revenues are, at best,

very dificult. Staff resources are limited, and must be focused on immediate needs.

Yet there is a strong argument in favor of developing the expertise, and seeking to project
revenues overmultiryeameriod. Such an approach is strongly recommendechby s

public finance professional organizations and the Government Finance Officers Association
(GFOA). For example, the county is required to makeymaltspending and revenue

sharing commitments. For lafiatiensive local government, the best exarhpiéesas the
necessity to enter into contracts with organized employees. A second major example is the
C 0 U nt y-year salesithxtsharing agreement. CredibletEmgeevenue projections

can help county management make fiscally prudent chaeeragthen its hand when

dealing with the range of claimants on limited county resources.

Impacts of Tax Exemptions on CountyTax Base
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- The county annullidget presentatiancludes in its budget a summary of properties fully
or partially exemptdm taxation. This list, however, does not indicate the revenue impact of
these decisions to forego revenues from the property tax by reducing the base of taxation.
This impact should be calculated, and presented annually as a part of the county budget.
Whether required by state law or taken by local action, these tax exemptions effectively
redistribute the tax burden on others. Also, insofar as exempt organizations or individuals
receive public services, t he sidy tieequivatehtl ect e
of an oOexpenditured on the tax side of the
in the annual budget will raise their visibility for healthy public discussion and, if decision
authority is with the county government, sggrdnsideration as part of the local revenue
generating process.

- A similar summary should be prepared on the impact of sales tax exemptions on the county
tax base.

Recommendations

1. The County shouidstitutea process of three year revenue plgrasmpart of its fiscal
management procesdojectionf revenues from major sourci® supporting economic and
fiscal assumptions behind them and risks attendanseégtiogectionshould be published and
updated annuallyl-his is in accord withr@fessional best practice. Additionally, such a pmdess
bring greater transpareneyhe fiscal operations of county government, helping to inform both
executive and legislative decision makers and provide greater accountability to the public.

2. Inthe interest of transparency and accountability in goverantetd,diminish reliance on

expertise and stitutional memory of a fdwey highly skilled senior managtrs,County should
systematize its annual process for sales tax estimating, asldan#ie nature ttis process and

its underlying assumptiond/e have demonstrated alternative models for sales tax estimating based
on history of annual receipts. Construction of a model that links to key county and regional
economic measures shobdda next priority.

3. The Countyshouldadopt a policy aktaining its general fund balance at a minimum of 5% of the
General Fund.

4. In accord with Charter requirements, the County should budget a reserve for uncollected taxes
equal to the outstamgj balance of property taxes not paid in the immediate preceding year.

5. The County should reviseannual presentation on property tax exemptions, monetize the effect
of property tax exemptions by categamgshow the impact of each category of @temon

taxpayers. Special attention should be paid to exemptions provided all in on part as a result of
county government actions.
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