Lexington’s Financial Outlook for FY 2010 is Weak and Bleak
The good news is “The recession is over” according to economists who made presentations at a recent economic roundtable sponsored by The UK Gatton College of Business, Commerce Lexington, and The Lane Report.
The bad news is economists predict low economic expansion of 2 to 3 percent this year instead of a more typical and robust 5 to 6 percent growth that the U.S. economy usually experiences when a major recession is over.  The slower recovery is blamed on uncertainties related to U.S. fiscal policies, lingering unemployment due to slow jobs creation, and concern about the commercial real estate market and its effect on the financial sector. 
Over 80 percent of Lexington’s tax revenues (employment and business profit taxes) are closely linked to employment/business activity and definitely reflect economic conditions.  Recently updated revenue estimates for FY 2010 (7/1/09-6/30/10) indicate that Lexington’s tax receipts will decline to FY 2007 levels.



            Lexington, KY


General Fund revenues (millions)
FY 2007 actual

$267.7

FY 2008 actual

$271.3

FY 2009 actual

$268.6

FY 2010 (revised est.)

$267.3

Source:  Lexington-Fayette Urban County Government
Lexington’s initial FY10 budget was $279.6 million so the revenue shortfall (budgeted revenues vs. actual revenues) is $12.3 million.  As the chief executive of the Urban County Government, Mayor Jim Newberry during the last two fiscal years has reduced operational costs and established a hiring freeze.  Retired employees or persons resigning from city employment (except for essential positions) have not been replaced.
With careful day-to-day management, improved efficiencies, deep cuts in the city’s operational costs, and the deferral of capital debt, Lexington should be able to end FY10 with a balanced budget as required by state law.
FY2011 creates another set of problems.  Lexington, with the state’s lowest unemployment rate at 8.5 percent, anticipates that payroll taxes for the next fiscal year (7/1/10 – 6/30/11) may be static.  With a high percentage of city government’s budgeted revenue allocated to public safety (police, fire, corrections, emergency management, 911), flat revenues and escalating personnel costs due to collective bargaining agreements and health care benefits will squeeze the FY 2011 budget even tighter than this year’s budget. 

Net profit taxes paid by businesses are ‘lagging’ revenues because these taxes are paid on profits, if any, generated by businesses during the previous calendar year.  Even as the economy improves, tax collections in the spring of calendar year 2011 will reflect business activity and profits earned in the previous year.  For this reason, the net profits tax collected could decline sharply next year – even as the economy is improving.
Mayor Newberry and urban council members have been collaborative in working to increase efficiencies and reduce costs in city government.  A recession does help focus and enhance the energies and efforts of your elected representatives to make local government leaner and more cost effective for our citizens and taxpayers.  Making additional cost cuts will likely require deep reductions in non-essential city services; FY2011 will be financially difficult for your local government. 
•

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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