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DECEMBER 23, 2016 U.S. PUBLIC FINANCE

The City of Poughkeepsie's 2017 Budget
Moves Towards Structural Balance with
Significant Property Tax Increase

From U.S. Weekly Credit Outlook

On December 19, the Poughkeepsie (BaT negative) City Council passed a 2017 budget with a
significant 16.5% property tax increase that will significantly reduce the city's dependence on
non-recurring revenues. This action to bring recurring revenues more in line with recurring
expenditures is credit positive because the city’s financial position remains deeply negative and
cash remains narrow. Property taxes are the city's largest revenue source at 43.9% of fiscal 2015
operating revenues.

The tax increase equates to approximately $3.3 million in new revenue, relative to operating
revenues of $42.8 million and property tax revenues of $18.8 million for the fiscal year ending
December 31, 2015. The city’s unassigned operating fund balance was negative $13.7 million, -
32.0% of operating revenues, at the end of 2015. Cash was a narrow $905,000, or 2.1% of
operating revenues, at fiscal 2015 year end.

Given the city's limited reserves, the additional $3.3 million in property tax revenues will provide
much needed financial flexibility. The tax increase far exceeds the statewide cap on property tax
increases of 0.68%. State law allows cities to pierce the cap with a 60% vote of their governing

boards.

The budget also includes $2 million in non-recurring revenues (property sale and inter-fund
transfers) that account for 4% of operating revenues. Continued growth in recurring revenues and
diminished reliance on one-shots will support the city's goal of achieving structurally balanced
operations and will improve the city's credit quality.

The city has reported operating deficits in three of the five years from 2011 through 2015,
highlighting the need for sustainable revenue growth. Small general fund surpluses in fiscal 2013
and 2014 depended on non-recurring revenues including property sales and transfers from other
funds (see Exhibit). Prior budgets have also overestimated a variety of revenue sources, including
property taxes, sales taxes (24.7% of 2015 of operating revenues), fines and forfeitures (2.3%),
and licenses and permits (1.3%). For example, the city failed to budget for property tax
delinguencies, thereby over budgeting property tax revenues by $1.9 million from 2011-15.


https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBM_PBM193815
https://www.moodys.com/credit-ratings/Poughkeepsie-City-of-NY-credit-rating-600025689
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Shortfalls Between Revenues and Expenditures Highlight Need to Increase Recurring Revenues
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Similarly, the city deferred a portion of its annual required pension payment each year from 2012 through
2015. In 2015, these deferrals totaled $980,000 and have totaled $4.3 million since 2012. Management
expects to pay down deferrals over the next 10 years and eliminated the practice in 2016.

The city of Poughkeepsie is rated Bal with a negative outlook, which reflects the city's prolonged weak
financial position marked by negative fund balance and a very narrow cash position. The rating also takes
into account the above average fixed cost burden driven by high debt service payments, a moderately sized
$1.6 billion tax base which continues to experience declines and low wealth levels compared to the region.
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