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Estimation Unknown

Tasked with estimating city revenue and implementing a new municipal sales tax, the
Gity of Milwaukee Comptroller's Office shares lessons learned and tips for success.

BY BILL CHRISTIANSON

efore 2024, the City of
Milwaukee's primary
revenue sources—transfer
payments from the state,
property taxes, and
charges for service—were
quite stable, butlargely
stagnant. Shared revenue
payments from the state
had been frozen for nearly
two decades, and that,
along with property tax
levylimits and rising pension costs, left
the city on the precipice of a fiscal cliff.
The city’s 2024 budget faced a $180
million budget deficit, and there were no
viable options for closing the budget gap
short of devastating cuts to public safety.
The state legislature passed sweeping
legislation known as Act 12 in spring
2023 to stave off the city’'simpending
financial disaster. The act also made
other changes impacting municipalities
across the state. Itauthorized anew
two percent sales tax for the City of
Milwaukee, with proceeds to be used for
paying off unfunded actuarial accrued
pensionliability and increasing the
number of public safety personnel. Before
Act 12, there was afive percent state and

0.5 percent county sales taxin effect,
but no dedicated City of Milwaukee
salestax.Act12 also provided fora 0.4
percentincrease to Milwaukee County’s
sales tax, which brought the effective
sales taxrate in the City of Milwaukee to
7.9 percent.

Theresponsibilities of Milwaukee's
elected comptroller include inde-
pendently recognizing revenue in the
city’s budget. The Comptroller’s Office
became the lead city agency responsible
for estimation and administration of the
city’s new two percent sales tax, also
becoming, by default, the lead agencyin
charge of communicating information
about the sales tax to elected city
officials, other internal stakeholders,
and the public atlarge.

Shortly before the legislation was
adopted, the Wisconsin Department of
Revenue (WIDOR) released itsinitial
city revenue estimate: $193.6 million.
The Comptroller’s Office's review
found this to be more of an “aim for the
bullseye” estimate than a number to
base the budgeton, so it setabenchmark
against which the city’s estimate would
be measured and compared. Would
the expectation be that we would also

“aim for the bullseye,” or should we take
aconservative approach toreduce the
likelihood of overestimating?

The 2024 sales taxrevenue estimate
gotalot of attention because of the
high-profile nature of Act 12 and the
new two percent city sales tax. With only
four months before the Comptroller’s
Office revenue estimate had tobe
submitted, the compressed timeline
didn’t provide enough time for rigorous
consultant engagement. The office had
asteeplearning curve and a very bright
spotlight on the outcome of its work.

Initial challenges

The first challenge the Comptroller’s
Office faced was the lack of reliable his-
torical taxable sales tax data for just the
city. The closest proxy available for his-
torical city sales tax data was aggregated
data for all of Milwaukee County. The City
of Milwaukee islocated almost entirely
within Milwaukee County and makes up
approximately 61 percent of the county’s
population. Retailers had not been
required to identify which municipality
within the county generated the taxable
sales, so this data couldn't be used to
parse out the city’s sales tax base.
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Key city revenues before 2024
were quite stable—property taxes,
transfers from the state, and charges
for service—so economic forecasts were
notasignificant factor in prior revenue
estimates. But economic forecasts
play acriticalrolein estimating sales
taxrevenue. In summer 2023, some
economists were forecasting the
possibility of arecessionin 2024. In
Milwaukee County, taxable sales had
declined for the last four out of the past
25 years, which gave the office reason
to be cautious. On top of that, the impact
of inflation on consumer spending was
uncertain when the estimate was being
developed. Increasing prices could be
positive for taxable sales, but would
consumers buckle down and cut back
on spending?

Finally, there was much tolearn
about the logistics of the sales tax. How
often doretailersreport taxable sales to
the state? Does the state keep a portion
of sales taxrevenue as an administra-
tive fee? Whatitems are exempt from
sales tax? Are deliveries (for example,
online shopping) taxed at the effective
rate of where the goods are delivered?
These factors and others could impact
the estimate, and the Comptroller’s
Office would be expected toinform local
stakeholders about how residents and
retailers would be affected.

GFOA's recommended practices

GFOA's Certified Public Finance Officer
(CPFO) planning and budgeting test
preparation materials on revenue fore-
casting helped staffin the Comptroller’s
Office develop their game plan. One
quote from the CPFO materials applied
to the situation: “No one method works
best for a particular revenue source.
Don’taskwhat method you should use
for the sales tax. Askwhat method
you should use given the information
available.” Given the challenges posed
bylimited or imperfect data, it was com-
forting to know that GFOA guidance did
notapply a “one size fits all” approach.
GFOA'sinformation aboutrevenue
forecasting starts with the concept
of building data. Know and under-
stand the applicable laws, rules and

regulations, and the history of effective
rates, and connect with authorities

who can provide guidance and answer
questions. It's also important to keep
both quantitative and qualitative factors
in mind. Historical data can help build
abaseline, but there’s also tremendous
value in comparing the story the datais
telling you with other external factors
thataren'tbased on hard data. Logic-test
your assumptions—does this intuitively
make sense? And finally, use moving
averages to smooth out bubbles and tune
outstatic. Don'tlet the most recent two
to three years (or months) drive your
forecast. Longer evaluation periods can
bring the bigger picture into focus.

How challenges were addressed

With the eyes of elected officials, media,
interest groups, and the public atlarge
fixed on the Comptroller’s Office, the
sales tax estimation process began

in May 2023. The first step, based on
guidance available from GFOA, was
connecting with other governments that
have experience or authority in sales tax
estimation and administration. Contacts
at Milwaukee County provided useful
information about the administration

of the sales tax, including how and
when revenue collected by the state

gets distributed to municipalities. But
Milwaukee County’s sales tax had been
in place for many years, and there was
norecent experience with estimating
revenue from anewly authorized

sales tax. The city contracted with

an economist for perspective onlocal
economic forecasts as well asinsight
into the City of Milwaukee’s share of the
Milwaukee County sales tax base.

The Comptroller’s Office most
productive and beneficial partnership
was with WIDOR. Part of the office’s
effort to build intelligence was fully
understanding every possible factor
affecting city sales taxrevenue. WIDOR
was incredibly helpful and responsive,
walking the office through each detail
of their revenue estimation model as the
office’sresearch uncovered more items
to consider. The office’s own research
prompted questions that WIDOR was
always able to answer quickly and

thoroughly. For example, WIDOR's model
didn’tinclude private party vehicle sales
or the use tax portion of the salesand
use tax as part of the Milwaukee County
sales tax base, removing $1.2 billion
from the taxable sales base.

Thisled the Comptroller’s Office to
initially believe that WIDOR's estimate
could be too low. When asked about this
possibility, WIDOR said those items had
been left out because theirimpact was
largely offset by two other factors staff
hadn’tyetconsidered: the administra-
tive fee WIDOR charged for collecting and
administering the tax, and the retailer’s
discount, a small amount of sales tax
revenue retailers kept as compensation
for their effortsin collecting sales tax.
WIDOR's methodology ultimately proved
tobe perfectlyreasonable, as these items
largely cancelled each other out—but this
exchange provided excellentinsight into
factors the Comptroller’s Office hadn't
considered. Italsoled to the conclusion
thatthe office’s communication strategy
forlocal stakeholders needed to explain
allrelevant factors up front to avoid any
misperception that significant factors
had been left out of the estimate.

WIDOR provided data and analysis
ofhistorical sales tax data, including
Milwaukee County data from 2017
through 2022 and 2023 year-to-date.
The Comptroller’s Office also obtained
data for Sheboygan County, Wisconsin,
which had instituted a 0.5 percent sales
taxin 2017. Analyzing the firstyearofa
sales tax would provide perspective on
whether implementation challenges or
non-compliance by retailers could have
asignificantimpactonrevenue.

Ournextstepwas toidentify the key
variablesin the office’s estimation
model. [t was clear from early on that the
mostsignificant variable was the City of
Milwaukee’s share of Milwaukee County
taxable sales. Because sales tax data
had beenreported to the state only at the
countylevel, the data from WIDOR didn't
shedlight on this figure. Other factors,
both quantitative and qualitative, were
used instead toinform this data point.

Census and American Community
Survey data showed that the City of
Milwaukee made up 61 percent of the
population of Milwaukee County. But
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The Comptroller's Office knew that delays inimplementation
and non-compliance among retailers could be a factorin
these early months, so it became crifical fo communicate
patience fo elected officials and other stakeholders, both fo
provide confext and fo avoid hasty decision making.

the city makes up approximately 48.5
percent of Milwaukee County’s adjusted
grossincome, asreported on state
income taxreturns. Census data from
2017 found that the City of Milwaukee
was responsible for 47 percent of the total
weighted dollar amount of sales activity
in Milwaukee Countyin that year.

Major retail shopping centers that sell
primarily taxable goods in Milwaukee
County are largely located outside of

the city’'sboundaries, which could skew
taxable salesin favor of the rest of the
county. Butmost deliveries, including
online sales, are taxed at the effective
rate where goods are delivered. The trend
toward online shopping and away from

brick-and-mortar retail has only acceler-
ated since 2017, which might move the
needle backin the city’s favor.

The data and analysis the economist
provided brought several data pointsinto
focus, but no single one was conclusive.
These included comparisons of the
city totherestof the countyin terms
of consumer spending and household
income, ameasure of commercial
property value as a proxy for the
ability to generate taxable sales, and
the daytime population, to take into
account spending power of commuters.
Anecdotal evidence and logic-testing did
notsupport the 61 percent indicator of
the city’s daytime population, and this

factor wasremoved from consideration.
Theremaining factors, along with

the indicators provided by WIDOR,
supported a city share of county taxable
salesinarange from 47 percenttoas
high as 52 percent.

Downstream from the city share of
county taxable sales was the projection
of growth for both the remainder of
2023 and for 2024. Projected growth
was the next mostimportant variable
in the office’'s model. In summer
2023, when the estimate was being
developed, inflation was a significant
consideration—rising prices could
bode well for taxable sales. Ata certain
point, though, consumer spending
may pull backin taxable categories
to offsetrising prices for nontaxable
itemslike groceries. Some economists
atthe time discussed the possibility
of amild recession in 2024—but there
was optimism that major events taking
place in Milwaukee in 2024, such as the
Republican National Convention, would
limit the impact of arecession. The
economist ultimately recommended
using a growth assumption of 3.8
percent for year-over-year growth from
2022 to 2023, and two percent from
2023 to 2024.

Thereview of Sheboygan County’s
salestaxin 2017 indicated the possibil-
ity of delaysinimplementing new sales
taxrates by retailers. A strong commu-
nications campaign toretailers could
limit the impact of noncompliance, but
this gave the office anotherreason tobe
conservative.

Ultimately, the staff used whatit calls
a “reasonably conservative” approach
todevelopits 2024 sales tax revenue
estimate. For each variable in its model,
the office used the lowest end of the
range that was still supported by the
data. For example, data for the key
variable-city share of county taxable
sales—supported arange from 47
percent to up to 52 percent. The office’s
final estimate used the lowest end of the
range, 47 percent, to account for uncer-
tainty and to protectagainst the risk
of an overly optimistic estimate. The
office didn’'t wantits sales taxrevenue
estimate to have a 50 percent chance of
beingtoolow and a 50 percent chance
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The Comptroller's Office’s revenue estimate wasn't
“aiming for the bullseye™ it was deliberately conservative
to-account for the lack of reliable historical data and the
uncerfainty inherent in the first year of a new revenue source.

ofbeingtoo high. The consequences of
overestimating were far more severe than
the consequences of underestimating,
assignificantrevenue shortfalls could
force drastic expenditure and service
reductions, or unplanned withdrawals
from unrestricted fund balance or other
reserve funds.

Outcome

The “reasonably conservative” approach
resulted in the City of Milwaukee's
2024 sales taxrevenue estimate
cominginat $184 million. This was
well below the $193.6 million estimate
from WIDOR, but the office believed it
was as conservative as possible while
still being supported by the data.

The early results were not
promising. The first two full months’
distributions the city received, in
March and April, were much less than
anticipated. Disappointment setin
among city stakeholders, and there
was discussion about the possibility
of curtailing spending to offseta
potential sales tax revenue shortfall.

The Comptroller’s Office knew
thatdelaysinimplementation and
non-compliance among retailers could
be afactorin these early months, so
itbecame critical to communicate
patience to elected officials and other
stakeholders, both to provide context
and to avoid hasty decision making. The
office informed stakeholders about the
impacttheinitialimplementation could
have on the first few months’ revenue
and urged patience. The media published
articles about somelarge online retailers
incorrectly applying the new effective
sales taxrates, but theseissues were
quicklyidentified and remedied.

Distributions the city received in May
and June were significantly greater than
expected, easing fears of a major revenue
shortfall. This uptick was partially
caused by corrections from previous
months, when retailers were underre-
porting sales tax, but much of it was from
better-than-forecasted sales. Over subse-
quent months, month-to-month revenue
was more volatile than expected, and
the Comptroller’s Office urged stake-
holders to focus on the “signal” rather
thanthe “noise,” and to focus more on
rolling averages without drawing new
conclusions from each month’s results.
The key message was that our conser-
vative estimate would protect the city
from downside risk over the full year.

Despite significantinterestin the
economic impact of Republican National
Convention on City of Milwaukee sales
taxrevenue, thelack of historical
city-only data made year-over-year
comparisons unreliable. It turned out
that some businesses did exceptionally
well during the convention, and others
fell short of revenue expectations.
Butitwasn't possible to draw broad
conclusions about the impact of the
event through sales tax data alone.

Final result

The “reasonably conservative” model
used to develop the final 2024 estimate
for City of Milwaukee sales taxrevenue
produced an estimate of $184 million.
The city’'s actual sales taxrevenue

in 2024 came to $200.6 million, a
favorable but significant variance of
$16.6 million, or nine percent. While a
more aggressive estimate would have
allowed for a greater degree of flexibility
in developing the 2024 budget, if the

economy hadn'tremained strong and
the sales taxrevenue estimate hadn't
been met, the city would have been
forced to make some very difficult
choices. Inthe end, the Comptroller’'s
Office'srevenue estimate wasn't “aiming
for the bullseye”; it was deliberately
conservative to account for the lack of
reliable historical data and the uncer-
taintyinherentin the first year ofanew
revenue source.

Lessons learned and key takeaways

Connect with those who are “in the
know.” Build a cross-functional internal
team. Connect with authorities on the
matter, or other sources that have expe-
rience with the revenue. The Wisconsin
Department of Revenue, Milwaukee
County, and the economist all brought
valuable insight to the table.

Leave no questions unanswered.
Peel backevery layer to make sure all
the questions are answered, and try to
anticipate the questions other stake-
holders might have. Develop an under-
standing of all factors that ultimately
affectrevenue, nomatter how minor,
and make sure you can explain their
significance or lack thereof.

Communicate! There is no such thing
as “over-communicating.” Even if things
aren’t clear yet, or reliable projections
aren’tavailable, share as much as
possible about whatisandisn’'t known
with relevant stakeholders. Keep your
message clear and consistent.

Don’t “aim for the bullseye” with
your first year revenue estimate.
While there may be reasons for trying
to be spot-on with yourrevenue
estimate—whether there’s pressure to
maximize revenue, or for numerous
other reasons—using a number thathas
afargreater chance of being toolowis
better than using one that's too high.
You would much rather be sharing good
news about greater-than-anticipated
revenues than bad news about arevenue
shortfall. 4

Bill Christianson, CPFO, is the comptroller
for the City of Milwaukee, Wisconsin.
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