Forecast 2010 could be a tough year for taxpayers
BY Ed Lane

The outlook for the new year is not encouraging.  As a very positive thinker, I find little about which to be enthusiastic.  The current financial news creates a lot of concerns.


Lexington, which has one of the nation’s best local economies and Kentucky’s lowest unemployment rate, projects that local tax receipts will be less in FY10 than collected in FY09.   This is only the second time in two decades that Lexington’s actual revenues have declined when compared to the prior fiscal year.  
While tax revenues are lower, Lexington is also faced with long-term contractual obligations that increase expenditures for public safety salaries and pension fund costs; higher utility costs; and escalating healthcare benefits.  Since his election three years ago, Mayor Jim Newberry has reduced the size of government by attrition, reorganized the government for better efficiencies; used technology to improve financial controls and productivity; and substantially reduced operational expenses and overtime.  These savings were implemented without substantial cuts in services.

The reality is Lexington’s budgeted FY10 costs are higher than its tax revenues. The shortfall in FY10’s budgeted revenues is estimated to be $12 million. What are the options?  The city can eliminate services, defer capital improvements and maintenance, eliminate overtime, downsize the city’s workforce, increase taxes, or any combination of the foregoing.  68 percent of the city’s FY10 general fund is for employee costs and 85 percent of public safety costs are allocated to employees.  
Reducing the city’s workforce has serious consequences.  To cut $6 million in payroll costs (at an assumed average cost of $50,000 per employee for salary, benefits, and pension) would require reducing 120 persons from the city’s payroll.  


Reducing employment also causes the city to lose its substantial investment in recruiting and training public safety officers and the employees of non-public safety departments.  Persons terminated receive unemployment benefits paid by the city, so the net reduction in the city’s personnel costs may be negligible during the initial year of a staff reduction.  

Around Kentucky and the nation


The above is an overview of the financial issues facing Lexington in 2010.  Consider the serious financial issues facing other cities in Kentucky with higher unemployment rates and budget shortfalls much greater than Lexington’s; some cities may now be in a crisis mode.


At the state level, year-to-date revenues thru November of FY10 were 3.6 percent below last year’s actual revenues. Nationally, the U.S. government’s budget deficit is in the trillions.  Congress may pass a costly healthcare plan; a tax increase on energy costs; and higher taxes on businesses and high income taxpayers.  It is reported that Fannie Mae, Freddie Mac, FDIC may require huge injections of cash in 2010.  The Federal Reserve Bank will probably raises interest rates in 2010.  None of these macro-economic factors will be good for the U.S. economy.
A positive note


Lexington’s well educated workforce and high quality lifestyle are very attractive to companies seeking to expand or develop new business operations.  A number of significant new business announcements are likely in 2010.  Toyota’s auto production has resumed at Georgetown and the automaker will have a strong financial influence on automotive parts and subassembly firms in the region.  Enrollments at colleges and universities in Central Kentucky are at record levels.  The healthcare industry and related medical research have never been stronger in Lexington.  The 2010 World Games will bring a strong influx of tourism dollars into our economy.


Lexington will continue to be envied for economic development, employment growth, and its exceptional quality of life.  But, 2010 will still be a hard 12 months for Lexington even if our hometown is much more fortunate than other cities in Kentucky.  Lexington is on the threshold of greatness as it moves into the second decade of the 21st century, but 2010 could be a tough year for its taxpayers.
•

If you would like to contact Ed Lane, he can be reached via e-mail at edlane@LFUCG.com; and by letter at 200 East Main Street, Lexington, KY 40507.

•


Councilmember Ed Lane represents the 12th District on the Lexington Fayette-Urban County Council.  He is the owner of a commercial real estate services firm and publishes statewide business magazines.
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