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RE:
  
Overview of Governor Scott McCallum's 2001-2003 Biennial Budget

The Intergovernmental Relations staff presents for your review and comments the Division's summary of Governor Scott McCallum's 2001-2003 Biennial Budget.

The Governor's budget proposals have been drafted and introduced as Senate Bill 55 [SB 55] and Assembly Bill 144 [AB 144].  The Joint Committee on Finance will work from SB 55.  Upon completion of the Committee's work, SB 55, as amended, will be considered first by the State Senate. 

The Senate will pass on an amended SB 55 to the Assembly.  The Assembly will amend the Senate version and differences between the two houses will be resolved in a conference committee.  Under law, the budget process needs to be completed by June 30, 2001.  As you may recall, the 1999-01 budget was not enacted until October 27, 1999, a full 118 days after the end of the state's fiscal year.  The 1997-1999 biennial budget was delayed three months.

INTRODUCTION

The proposed executive budget increases state General Purpose Revenue [GPR] spending from $11.2 billion in FY01 to $11.6 billion in FY02 and $11.9 billion in FY03.  This represents a 2-year increase of 4.9%.

All source revenue expenditures in FY02 are $23.18 billion and $23.45 billion in FY03.  All source revenues include GPR, federal revenue, program revenue and segregated revenue.  On an annual basis the Governor's all source budget for FY02 represents an increase of $1.96 billion [9.3%] and the FY03 increase is $262 million or 1.1% over the base year [FY01].

The state's commitment to funding two-thirds of K-12 costs will require an additional $557 million.  The total FY03 K-12 appropriation is approximately $5 billion, or 40% of total GPR spending.

Total GPR spending for corrections will increase 13.5% [$206 million] over the biennium for a total GPR expenditure in FY03 of $870 million.

Other agencies designated to receive substantial GPR increases are the Department of Health and Family Services [$321.6 million] and the UW System [$55.5 million]. 

REVENUES AND THE STRUCTURAL DEFICIT

When then Governor Thompson and the Legislature completed their work in June 2000, the adopted budget authorized spending $475 million more in 2000-2001 than the state expected to receive in revenues.  This "structural deficit" has since been readjusted to $557 million. 

What this means is that the first $557 million in revenue growth between FY01 and FY02 will have to be used to fund current, authorized spending.  

On January 25, 2001, the Legislative Fiscal Bureau estimated that for FY01, the state's revenues would total $10.185 billion, a reduction of $96 million from the administration's November, 2000 estimate.  The Fiscal Bureau's three year estimate [FY01, FY02 and FY03] is $651 million lower than the administration's three year estimate. 

Recent newspaper stories have highlighted the state's revenue shortfall and the resulting difficulties the Governor and Legislature will face in putting together the 2001-2003 biennial budget. 

To address the revenue shortfall, the Governor has proposed to securitize future payments to the state from the tobacco lawsuit settlement.

By selling the rights to receive a portion of these payments to investors, the state would receive a one-time, FY02 payment of $920 million.  The Governor would use $350 million of this amount to pay some of the structural deficit and the remaining $570 million would be used to create a permanent endowment fund to provide an annual revenue stream to the state.  The Governor is claiming that the structural deficit would be less than half of the $557 million at the end of FY03 should his proposal be adopted.

Whether or not the Legislature accepts the tobacco settlement buyout as the Governor proposed, or, decides to redraft it in another form, it is clear that the FY01-FY03 biennial budget process will be a difficult one.

STATE SPENDING LIMITS

The budget includes a provision that limits the amount of general purpose revenue that may be appropriated in any biennium.  Under the proposal, a base year is established as the total amount of GPR appropriated in the second year of the prior biennium.  The base is allowed to increase by the annual increase in the state's personal income.  Certain GPR appropriations are excluded from the spending limit including debt service, legal expenses and appropriations which transfer funds to the tax relief fund or tax stabilization fund.

STATE AIDS TO MILWAUKEE

Kettl Recommendations

The Governor's proposed budget includes several recommendations and themes from the Wisconsin Blue-Ribbon Commission on State-Local Partnerships for the 21st Century, [Kettl Commission].

The Co-Chairs of the Joint Committee on Finance have removed several recommendations from the Committee's budget deliberation process because they were identified as non-fiscal policy items.  These items may or may not be reintroduced as separate pieces of legislation.  Following are the "Kettl" items that have been removed:

· (1) Conditions of Sale or Lease of a Municipal Utility 

· (2) State and Local Government Policy Coordination

· (3) Special charges for municipal services

· (4) State-Local Fringe Benefits Study Committee

Recommendation:  Support the inclusion of items 2, 3 and 4 in the budget. 

SHARED REVENUE AND EXPENDITURE RESTRAINT PROGRAM

(See attached spreadsheet for proposed funding levels.)

Regional Growth Sharing

Beginning in 2002, the per capita component of Shared Revenue is replaced by a "regional growth sharing" component funded by revenue generated from $.0025 state sales tax.  Under this provision, the state is divided into "growth sharing regions" based on counties.  The boundary of each region would be determined by the state legislature or the Department of Revenue.  The budget proposal specifies a range of 7-25 regions.  

Under the proposal, sales tax revenue is returned to regions based on the actual amount collected. Revenue is distributed to municipalities within a region on a per capita basis.    

Beginning in 2003, the following qualifying criteria would be implemented: 1) A municipality must meet the budget growth limit under ERP; 2) A municipality must enter into area cooperation compacts.

Area Cooperation Compacts

Beginning in 2003, to receive a growth sharing payment a municipality must enter into an area cooperation compact (ACC) with at least 2 municipalities or counties to perform at least 2 functions.  Beginning in 2006, to receive a growth sharing payment a municipality must enter into an ACC with at least 4 municipalities or counties to provide law enforcement and to perform at least 5 functions.

Eligible functions include housing, emergency services, fire protection, solid waste collection & disposal, recycling, public health, animal control, transportation, mass transit, land use planning, boundary agreements, libraries, parks & recreation, culture, purchasing, electronic government.      

Aidable Expenditures Component

Beginning in 2002, the aidable revenue (AR) formula is transformed into a formula based on aidable expenditures (AE).  Under the provision, a municipality's base year aidable expenditures are the lesser of its 1999 expenditures or its 3-year average expenditures for 1998-2000.  The cumulative ERP budget growth limit is applied to base year spending to determine aidable expenditures in future years.  Spending increases beyond the growth allowed under ERP would not be considered in determining a municipality's payment.        

Under this provision, aidable expenditures includes general government operations, law enforcement, fire protection, ambulance services, other public safety services, and health & human services. 

Expenditure Restraint Program 

Funding for the ERP program is increased from $57 million in 2001 to $63 million (+$6 million) in 2002 and maintained at the higher funding level in 2003.  This represents an increase of 10.5%. The funding increase in ERP is offset by an identical funding decrease in the appropriation for the aidable revenue/expenditures component of the shared revenue formula.  No formula changes have been proposed for this program. 

Recommendation – Shared Revenue: 

Freeze the current municipal Shared Revenue formula at the 2001 distribution level. Increase Shared Revenue payments to each municipality by 2.5% in each year of the biennium.  This proposal would require an increase in the state's appropriation for Shared Revenue of $19.0 million in 2002 and  $19.5 million in 2003.  Under this proposal, the City of Milwaukee's payment would increase from $235.9 in 2001 to $241.8 (+$5.9) in 2002, and $247.8 (+$6.0 million) in 2003.  State and local officials should continue to work together to develop an alternative equalization formula for distributing state aid for consideration in the 2003-05 biennial budget.

Support the regional growth sharing provision funded from a portion of the state sales tax which is included in the proposed 2001-03 budget.  Implement the provision in 2004 along with an alternative equalization formula.  

Recommendation – Expenditure Restraint Program:

Support the $6 million increase (+10.5%) in the Expenditure Restraint Program in 2002 and 2003.  The funding increase, however, should not be matched by a decrease in the appropriation for the aidable revenue/expenditures component of the shared revenue formula.  Using 2001 data as the basis for estimation, the City’s ERP payment would increase by an estimated $820,000 under this proposal.      

LOCAL TRANSPORTATION AIDS AND TRANSIT AIDS 

General Transportation Aid (GTA)

Funding for municipal General Transportation Aid is increased from $264.5 million in payment years 2000 and 2001 to $277.7 million in 2002 (+5.0%) and $277.9 million in 2003 (+.08%). The rate per mile will increase from $1,704 in 2001 to $1,790 in 2002 and 2003 (+5.0%). Under the budget, the GTA formula determines payments in both years of the biennium.

Local Road Improvement Program (LRIP)

Funding for the Local Road Improvement Program is increased from $21.3 million in payment year 2001  to $22.4 million in 2002 (+5.2%) and $24.5 million in 2003 (+9.3%). 

Connecting Highway Aids

Funding for Connecting Highway Aids is maintained at $12.9 million in both years of the biennium.

Recommendation: Increase funding for general transportation aids by the same percentage increase in funding for the Major Highway Development Program (all sources).  Under the 2001-03 proposed budget,  the Major Highway Development Program will increase by 2.9% in FY2002 and 4.5% in FY2003.  These fiscal year percentages translate into calendar year percentages for GTA of 5.8% in CY2002 and 3.3% in CY2003.  If this funding goal is met, GTA will increase from $348.5 million in 2001 to $368.7 million (+$20.2 million) in 2002 and $380.9 million (+$12.2 million) in 2003. 

In addition, freeze the current municipal General Transportation Aid formula at the 2001 distribution level.  Increase GTA payments to each municipality by 5.8% and 3.3% in each year of the biennium, respectively.  Under this proposal the City of Milwaukee's payment would increase from $25.1 million in 2001 to $26.6 million (+$1.5 million) in 2002 and $27.4 million (+$900,000) in 2003.     

Transit Operating Assistance

Total Transit Operating Assistance is increased from $93.0 million in 2001 to $95.3 million (+2.5%) in 2002 and 2003.  The 4-tier system based on population is maintained.  Milwaukee and Madison transit systems are in separate tiers (Tiers A1 & A2).  Funding for Tier A1 is $54.9 million in 2002 and 2003. 

Supplemental Transit Aid 

Supplemental Transit Aid, a new transit aid program, is funded at $3.2 million in 2003.  A transit system is eligible for supplemental aid if the growth in its average cost per passenger trip does not exceed inflation.  Funding is divided among the tiers as follows: Tiers A1 & A2 - $2.4 million; Tier B - $689,400; Tier C - $68,300.  The funds within each tier are distributed based on the proportion of passenger trips taken on each eligible transit system.

Elderly & Disabled Transit Aid

Funding for Elderly & Disabled County Aid is increased from $7.4 million in 2001 to $7.7 million in 2002 (+3.0%) and $7.9 million in 2003 (+3.4%).  Elderly & Disabled Capital Aid is maintained at the 2001 level of $922,000 in both years of the biennium. 

PAYMENTS FOR COMPUTER AND RELATED EQUIPMENT TAX EXEMPTIONS 

Estimated payments to local jurisdictions for the property tax exemption for computers and  related equipment are increased under the budget from $70.3 million in FY2001 to $77.0 million in FY2002 and $81.2 million in FY2003. 

Recommendation:  Support the state's continued full funding of the property tax exemption for computers and related equipment. 

RECYCLING

The Governor proposes to reduce funding for municipal and county recycling grants by $10,500,000 in 2001-2002 and $11,000,000 in 2002-2003.  Local grant levels would be 

$14,000,000 in the first year and $13,500,000 in the second year. 

The Governor also proposes a $2,000,000 regional recycling grant program.  The program, proposed to begin in the second year of the biennium, would have DNR award grants on a competitive basis to groups of local governments who wish to establish regional recycling programs.

In 2000, the city received approximately $3.2 million in state recycling grant funds.  This is about one third of our costs.  It is unclear from the Governor's proposal if the reductions in state-wide funding would result in a 56% decrease in Milwaukee's grant.  The Governor has also proposed that the DNR submit to DOA, by September 15, 2002, a proposal for changing the way local recycling grant funds are distributed.  The DNR report is to include incentives for regional recycling programs.

Recommendation: At a minimum, support the current level [$24.5 million] of funding in each year of the biennium.  Ensure that municipalities are held harmless for any increase in tipping fees or other user fees that may be implemented.  

Support the DNR report on encouraging regional recycling but insist that the report not be tied to the distribution of grant funds in FY01-02.

LIBRARY SYSTEM AIDS 

The Governor's budget proposes no increase in library system aids.  The budget provides $14.7 million in each year of the biennium.

In 2001, the Milwaukee County Federated Library System [MCFLS] is scheduled to receive approximately $2.6 million.

In the last state budget, the library distribution formula was deleted and replaced with language that specified until the total amount of state funding equaled at least $11.25% of total operating expenditures for public library services, the amount of state aid received by each system would equal its prior year aid amount adjusted by the same percentage as the percentage change in the library aid appropriation.

Because there is no change in the appropriation, there will be no increase for MCFLS.

Recommendation: Support increasing library system aids so that the 11.25% threshold will be met.

PAYMENT FOR MUNICIPAL SERVICES 

Funding for the Payment for Municipal Services program (PMS) is maintained at $21.6 million in both years of the biennium.  Actual payments under this program were prorated at 94.5% of a municipality's entitlement in 2000.  The lack of additional funding will lower the rate at which payments to municipalities are prorated in 2002 and 2003.  

Recommendation: Provide a sum sufficient appropriation so payments received by municipalities represent 100% of their entitlements.  This would require additional funding of an estimated $2.8 million in 2002 and $3.6 million in 2003.

TRANSPORTATION PROJECTS

Reconstruction of Canal Street

The Governor proposes to use $3.5 million in FY02 and $1.5 million in FY03 from the Tribal Gaming revenues and an additional $5 million from the state's share of the $241 million Interstate Costs Estimate [ICE] Funds for the purpose of providing state funding for the reconstruction of West Canal Street.

The City of Milwaukee would be required to over-match the state funds.  The Governor proposes that the City contribute $10 million and an additional $5 million from the City's share of the federal ICE money for a total of $15 million.

The l999 ICE agreement between then Governor Thompson, County Executive Ament and Mayor Norquist allocated a total of $241 million.  The state and local [City and County] shares were each $120.5 million.  The agreement further defined how the funds were to be used.  The Sixth Street Viaduct was allocated $43 million in state dollars [$36.5 million in ICE funds] and $17 million local [$14.5 million in ICE dollars] for a total of $60 million [$51 million ICE].

The Park East Freeway was allocated $25 million.  The state agreed to contribute $8 million [$6.8 million ICE] and the locals agreed to a $17 million [$14.5 ICE] contribution.  ICE funds for the project totaled $21.3 million.

The parties agreed that the State would allocate the bulk of its remaining ICE share to the rebuilding of the Marquette Interchange.  There was no specific mention of the Canal Street project.  That amount is approximately $75 million.

The parties also agreed that the remaining City/County share would be allocated to fund projects as identified by the local transportation options study now being done under the direction of the Wisconsin Center District.  That amount is approximately $91 million.

Recommendations:  Support the Governor's proposal to use $5 million in Tribal Gaming Funds and $5 million in the state ICE funds for the purpose of reconstructing Canal Street.

Because the state has said that the Canal Street reconstruction is a mitigation project for the Marquette Interchange, oppose the City over-match provisions.  Specifically, oppose the provision that call for the use of $5 million in local ICE funds.

Park East Freeway

The Governor's budget provides the appropriation of state ICE funds and state transportation funds to meet the state's share of reconstructing the Park East Freeway.

Recommendation: Support

MILWAUKEE DEVELOPMENT OPPORTUNITY ZONES [DEPARTMENT OF COMMERCE]

Boston Store Building at the Grand Avenue

The proposed budget establishes a device that would direct $4.7 million in tax credits to Saks Fifth Avenue to preserve the retail and corporate offices at the Wisconsin Avenue Boston Store building.  This represents the state's portion of the agreement, worked out last summer, with Saks, the state, the city, Wisconsin Energy, NML, and Grunau Project Development.  The proposal specifies that the corporation receiving the tax benefit must submit a project plan in conjunction with the Milwaukee Common Council.  Currently Wisconsin has one other similar "development opportunity zone" in Kenosha.

Recommendation: Support this budget provision

COMMUNITY AND ECONOMIC DEVELOPMENT

Brownfields

An extensive series of brownfields proposals is included in the governor's budget, but the Joint Finance co-chairs have eliminated most as non-fiscal policy.  There is one important Brownfields earmark that remains before Joint Finance, a grant to MEDC and Menomonee Valley Partners for remediation and economic development in the valley.  While the specific dollar amount is not specified, the McCallum administration has indicated it is $2 million.

The city's representative on the Brownfields task force is generally supportive of the provisions included in the governor’s budget.  Certain items have a more direct impact on our operations.  For example one would expand local government liability exemption to land acquired through the Knowles/Nelson Stewardship program.  Another would make the Environmental Remediation TIF workable.

Recommendation: Support the proposed grants for economic development in the Menomonee Valley and seek to amend the proposal to allow greater flexibility to spend the money in "pre-development" activities

Grant for Lincoln Park Community Center

The Governor proposes a grant of up to $1 million from the Tribal gaming revenues for the M7 Development Corporation's Lincoln Park Community Center project.

The Department of Commerce may not award the grant unless M7 receives at least an amount of money equal to the grant amount from the City of Milwaukee.

Recommendation: Support the M7 grant amount.  Amend language that identifies the City of Milwaukee as sole provider of grant match funds so that matching funds could be provided by a variety of sources.
OTHER PROVISIONS SIGNIFICANT TO MILWAUKEE

Midwest Express

The Governor's proposed budget includes language which provides an ad valorem tax exemption for Midwest Express Airlines. This change will reduce revenue to the state transportation fund by $2.5 million annually.   

Recommendation: Support

Tech Star Initiative [Department of Commerce]

The proposed budget appropriates $1.5 million for technology research grants.  The appropriation is directed to the emerging technology initiative.  "Tech Star" which is a collaboration between UWM, UW-Parkside, MSOE, Marquette University and the Medical College of Wisconsin.  The funds are to be used for research related to emerging technologies that will promote industrial and economic development southeastern Wisconsin.

Recommendation: Support

UW-Milwaukee's  "Milwaukee Idea" [UW System]

The Governor's budget appropriates $3.8 million in FY02 and $7 million in FY03 for UWM's Milwaukee idea initiative.  The major goals of this initiative are to encourage public-private partnerships, expand faculty and enrollments in high demand subject areas and increase university research efforts.

Recommendation: Support

TECHNOLOGY DEVELOPMENT ZONES TAX CREDIT 

Budget provision requires Department of Commerce, over the next three years, to designate as technology zones twenty areas of the state.  Designation of a technology zone would last ten years.

A business that was located in a technology zone and that was certified by Commerce would be eligible to claim a technology zones tax credit.  The credit would be the sum of the following:

· The amount of real and personal property taxes that the business paid in the tax year.
· The amount of state income and franchise taxes the business paid during the tax year.
· The amount of state, county and special district sales and use taxes that the business paid during the tax year.
A business could be certified as eligible if the following conditions were met:

· The business was located in a technology zone.
· The business was a new or expanding business.
· The business was a high-technology business.
The maximum amount of tax credits that could be claimed in a technology zone would be $5,000,000.

Recommendation: Watch and Report

MILWAUKEE POLICE ASSOCIATION

The Governor's budget includes a provision pertaining exclusively to Milwaukee that forces our police department to limit questioning of its police officers when that questioning could lead to discipline.  Such interrogation would be allowed only during weekdays between the hours of 7:00 a.m. and 5:00 p.m.  Presently, the police department conducts these interrogations during the shifts an officer is regularly scheduled to work, and that might include late night or early morning hours.

Recommendation:  Strongly oppose this provision as an intrusion on the city's local control and an inappropriate intervention in the city's collective bargaining process.  The department points out, in some cases, interrogations of police officers accused of wrongdoing could be delayed more than 48 hours.  That would compromise prompt and thorough investigations and diminish the public's confidence in internal police investigations.

THE PORT OF MILWAUKEE

The Governor's budget includes continued financing for the Harbor Assistance Program.  The Port of Milwaukee feels the total amount recommended for this statewide program is adequate.  They do have a concern regarding how the state Department of Transportation makes those funds available.

Recommendation: Amend the budget so that ferry and cruise vessel facilities, when publicly owned, are to be interpreted under the Harbor Assistance Program as commercial transportation facilities.

LIQUOR LICENSING

The proposed executive budget includes a change in liquor licensing which would broaden the existing restriction on renewing a liquor license if the licensee has indebtedness to a liquor wholesaler.  The change would prohibit issuing a license for the premise to a new licensee if the previous licensee has outstanding debts.

Recommendation: Oppose this provision.  This provision would penalize a new licensee and the city for someone else's debts 

ELECTIONS

The Governor's budget includes several proposed election law changes including photo ID required at registration, voter identification at polling place, statewide registration list, and a $1,000 penalty for election officials failing to exercise "due care".  Many of the changes have been proposed previously, and the city has taken a formal position against some of these bills.  The Joint Finance chairs have listed these items as non-fiscal policy and said the committee will not consider them.  A separate provision regarding the scheduling of school referenda remains under consideration.  Generally, this would require school referenda to be scheduled during the spring or general election.

Recommendation: Oppose changes in election law that would require additional identification in order to register to vote or to vote.  And oppose penalties for election officials.

HAZARDOUS RESPONSE COST RECOVERY

A provision in the Governor's budget would make it easier to recover costs for a hazardous material response from the responsible party.  Expands the law to cover "potential" releases, not just actual chemical releases.  Fire department has favored this provision when it was previously introduced.

Recommendation: Support
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