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CAPITAL INVESTMENT PLANNING PROCESS

The 2006-2011 Capital Improvements Plan reflects the city’s long range capital needs and citywide objectives as
outlined in the Mayor’s Strategic Outcomes. In addition, the plan incorporates the city’s long range fiscal plan
through the implementation of various capital financing strategies.

The capital improvements plan identifies program, projects, estimates costs, and identifies funding sources. A
summary of the capital improvements planning process, as well as definitions of capital projects, is presented be-
low.

Capital Planning Objectives
The 2006-2011 Capital Improvements Plan (CIP) supports four primary objectives:

Support the Mayor’s Strategic Outcomes.

Preserve the city’s physical assets.

Achieve a stable debt levy by 2010.

Use the CIP to expand opportunities for the Emerging Business Enterprise Program (EBEP) and city resident
employment.
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The Mayor has established five Strategic Outcomes to guide city spending. These objectives are:

Make Milwaukee safe from crime.

Create early childhood conditions that lead to success.
Develop our workforce as a competitive advantage.
Nurture investment throughout the city.

Provide for a healthy environment.
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By contributing to these key outcomes, the CIP will support city departments in their efforts to protect public
safety, public health, and the environment. It will also support the operation of the regional economy as well as
economic development and redevelopment in Milwaukee. In addition, the CIP will preserve the city’s numerous
and extensive physical assets, primarily its core street, sewer, and water infrastructure systems. By working to-
ward establishing a stable debt levy, the CIP contributes to fiscal sustainability, ensuring that planned investments
are affordable and do not exceed the city’s ability to fund capital investments.

Meeting these objectives requires making difficult choices. The CIP identifies commitments in the planning years
of 2007 through 2011 that are realistic to maintain from a budget and finance perspective. By developing the CIP
with careful consideration of expected debt levy and fiscal capacity constraints, funding in the planning years is
realistic, not simply based on good intentions. However, the CIP is a dynamic document that will require adjust-
ments over time. Adjustments to the planned funding will be made if they are allowed by the city’s fiscal capacity
and are consistent with strategic outcomes.

Program Assumptions

The 2006-2011 Capital Improvements Plan estimates future costs based on present value (in 2005 dollars) and does
not adjust for inflation.
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CAPITAL INVESTMENT PLANNING PROCESS

Planning Process

The capital improvements planning process includes development of both a one year budget and a six year plan.
The six year plan is reviewed annually by city departments and the Budget and Management Division as part of
the overall budget process.

Each year city departments prepare and submit a one year budget and a six year capital improvements plan to the
Budget and Management Division. Capital requests are reviewed and recommendations are made to the Mayor.
After a series of public hearings, the Mayor submits the executive city budget, which includes capital improve-
ments, to the Common Council. The Common Council’s Finance and Personnel Committee reviews the executive
budget, holds additional public hearings, and submits its recommendations to the full Common Council. After the
Common Council and the Mayor approve the budget, the adopted capital improvements budget is established as
the initial year of the six year capital improvements plan.

Planning for the “Out” Years

The value of any capital plan can be evaluated in how well it enables the city to anticipate future capital needs.
Through planning, the city can develop a realistic funding plan for the most essential projects. A long term per-
spective is essential to this planning process, yet it is the most challenging aspect of planning. The city will con-
tinue to focus on improving its ability to plan for projects in the last several years of the six year plan.

Capital Project Definition

A capital project includes the purchase, construction, enhancement, or maintenance of physical infrastructure sys-
tems or facilities. These include bridges, streets, alleys, sidewalks, street lighting, traffic control, parking facilities,
port facilities, sewer system, water system, public buildings and related equipment, underground conduit and
manholes, communication systems, major equipment purchases, boulevards, trees, and recreation facilities. In ad-
dition, a capital project may enhance economic development through job creation, business formation, and housing
production.

Capital improvements typically meet one or more of the following criteria:

1. Renovation or restoration of buildings, structures, facilities, and integral equipment items whose cost exceeds
$25,000.

2. Construction of new or replacement buildings or structures at a cost exceeding $25,000 including planning and

design costs.

Remodeling of office and shop areas.

Durable equipment with an original unit cost of $50,000 or more.

Equipment and furnishings which are to be purchased as a part of a capital project.

Replacement equipment (an integral part of a building, structure, or facility) which costs $25,000 or more.

S w

Oversight of Capital Projects

The city employs a decentralized approach to capital project management and oversight. In the recent past, large
capital projects have not always been completed within budget or in a timely fashion. While individual depart-
ments are granted expenditure authority for a project, the Department of Public Works Operations Division, Facili-
ties Development and Management Section works as the project manager for the facility design and construction.
This split of authority and responsibility has caused difficulties in communication between DPW and “customer”
departments for scope definition, accountability, accurate estimation of project expenditures, and de-
sign/construction changes.
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CAPITAL INVESTMENT PLANNING PROCESS

A formal capital monitoring system is being
developed. This system will follow capital
projects from the planning stages through
their completion to ensure that projects will 2006 - 2011 Capital |mpf°Vement3 Budget
be completed on time and within budget. by Function

This system will ensure that no major capital
project is funded until a project plan has been General Government Tra::‘frf:ﬂon
completed and reviewed. The Budget and 10% 30.6%
Management Division will also establish Culture a’;do'j:”ea“"”
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toring system will also include a reporting Health and Safety
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process for major cap1tal pr0]ects. 30.9%

Figure 1

A key capital management issue is improving
the control of and reducing the financial risk
associated with large capital projects. Large one time capital projects can make it difficult to reach the debt levy
goals if their costs are not accurately estimated and controlled within these estimates. Improved scope definition,
cost estimation, oversight, monitoring and control of these projects are critical to ensuring that capital goals will be
met.

SIX YEAR CAPITAL PLAN BY FUNCTION

The CIP provides an overview of the 2006-2011 capital improvements by function, including the major initiatives
and policy issues. The seven functional areas include Surface Transportation, Environmental, Health and Safety,
Economic Development, Culture and Recreation, General Government, and Intergovernmental Grants and Aids.
These areas relate to the Mayor’s Strategic Outcomes, including making Milwaukee safe from crime, providing for
a healthy environment, and nurturing investment throughout the city.

Figure 1 provides a breakdown of the capital improvement plan by its six functional areas. Environmental projects
include sewer and water mains, environmental remediation, and forestry and boulevard projects. Health and
Safety projects include major capital equipment and facilities for the Police, Fire, and Health Departments. Surface
Transportation projects include streets, alleys, sidewalks, bridges, parking facilities, street lights, and traffic control
facilities. Culture and Recreation projects include library facilities, recreational facilities, and the Municipal Art
Fund. Economic Development projects include Tax Increment Districts, Business Improvement Districts,
neighborhood commercial districts, and Port of Milwaukee equipment, facilities, and improvements. General
Government projects include maintenance and remodeling of city buildings and facilities, communications and
control systems, major capital equipment, and other miscellaneous projects.

Funding for Environmental projects constitute the largest functional area at 30.9% of total funding. At 30.6%, Sur-
face Transportation projects make up the second largest component of the six year plan. Economic Development is
the third largest functional area at 18.2% of total funding. The fourth largest functional area is General Govern-
ment comprising 14.6% of funding. Health and Safety projects comprise 4.7% of total funding while the smallest
functional area is Culture and Recreation, which amounts to 1% of total funding.

The grants category includes unassigned funding authority for grants that are not specifically budgeted. Grant
funding for specific capital projects, such as major streets and bridges, is included in their respective functional
areas. Table 2 (see page 15) summarizes capital projects in the six year plan by functional area.
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CAPITAL IMPROVEMENT FINANCING

The 2006-2011 Capital Improvements Plan not only includes a list of projects which the city intends to fund over
the next six years, but also an explanation of how it will finance these projects. The financing goals and strategies
used by the city as well as a description of the various funding sources utilized to fund the capital plan are dis-
cussed in this section.

The overall capital plan amounts, as well as the type of financing, will affect what residents and businesses pay in
taxes in future years. Future tax levy amounts are affected both through direct tax levy funding of capital projects
and through tax levy support of debt service costs resulting from capital borrowing. It is essential for policymak-
ers to consider the future tax levy impacts of capital budgets and financing. While the capital improvements plan
does not obligate the city to fund all the projects identified for 2006 through 2011, the costs of planned capital pro-
jects need to be considered when reviewing the plan. Inevitably, the city’s fiscal situation results in competition
between operating and capital needs. Linking capital programs and projects to the Mayor’s key outcomes helps to
resolve potential conflicts between operating and capital priorities by demonstrating the importance of capital in-
vestments to the community. This approach can also help to reduce the tendency towards deferred maintenance
which may surface as a short term response to fiscal stress.

CAPITAL FINANCING GOALS

The primary objective of the 2006-2011 Capital Improvements Plan is to protect and enhance the city’s infrastruc-
ture and assets in the most cost effective and fiscally sustainable manner. To achieve this objective, the city has
established three specific capital financing goals:

1. To preserve the city’s infrastructure and capital assets which are essential components in protecting public
health and safety, and in supporting the operation of the regional economy.

2. To control the city’s overall debt burden so that the city can continue to provide essential operating services.

3. To minimize deferred preservation so that future taxpayers do not assume a disproportionate responsibility of
paying for infrastructure replacement.

The 2006-2011 Capital Improvements Plan achieves all three of these goals. The 2006-2011 capital plan dedicates a
total of $1.13 billion to the city’s capital budget (including Parking, Sewer Maintenance, Water Works, and inter-
governmental grants). This sum reflects the city’s intention to maintain its existing infrastructure in a manner that
supports Milwaukee’s economic vitality today and ensures that the next generation inherits a city that remains
physically and economically sound.

To achieve the second goal of moderating the city’s debt burden, the 2006-2011 capital plan reduces general obliga-
tion borrowing so that newly issued levy supported debt will be in close approximation to the amount of levy sup-
ported debt that is paid off in a given year. This disciplined approach to debt issuance should enable the city to
moderate its debt service levy increases by 2010. Although controlling the amount of outstanding debt is an im-
portant goal, policymakers also remain pledged to use long term debt instruments, when appropriate, to spread
the cost of capital projects across multiple generations of taxpayers. Such projects have long useful lives and as a
result, benefit several generations of taxpayers. Intergenerational equity is an important goal for any municipality.
Milwaukee has made a commitment to support intergenerational equity while limiting increases in outstanding
debt.

Conversely, short term projects are financed through one to five year notes. An example is the issuance of a one
year note to finance the Equipment Replacement Program, which replaced aged equipment that was beyond eco-
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CAPITAL IMPROVEMENT FINANCING

nomic repair. Another example is the past

Figure 2

issuance of five year notes for certain short
lived aspects of the financial management
information system. Tax Levy Supported Capital Budget
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continue to find more cost effective methods for meeting its capital needs and to prioritize its projects.
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In addition, the plan will hold the tax levy supported portion at approximately 35.5% of the total capital budget.
The tax levy supported portion of the capital budget is higher in 2006 due to increased funding for the City Hall
Restoration Project, the Menomonee Valley Facilities Relocation Project, and increased bridge and street projects.
Figure 2 shows how the tax levy supported portion of the city’s capital budget will fluctuate over the life of the
plan. The amount of tax levy supported capital decreases through 2008 and then is maintained at a level signifi-
cantly lower than in 2006.

Non-property tax resources finance almost two-thirds of the city’s capital needs. These sources include Enterprise
Funds (Parking, Sewer, and Water), special assessments, tax incremental financing, developer revenues, and inter-
governmental aids. Since 2000, the Sewer Maintenance Relay Capital Program has been financed by the Sewer
Maintenance Fund. The transfer of the Sewer Capital Maintenance Program to the Sewer Fund was intended to
capture all costs related to maintenance of the city sewer system on the Sewer User Fee. Capital programs for large
diameter sewers remain in the tax levy funded portion of the capital budget.

Beginning in the 2005 capital budget the Sewer Maintenance Fund began assuming approximately 87% of the pay-
ments for previously incurred general obligation debt for relief and relay sewers. In addition, the city will finance
future general obligation debt service for the new DPW Field Services facility through lease payments from the
Water and Sewer Enterprise Funds. On an annual basis, these two initiatives will reduce tax levy supported debt
service by about $9.1 million, compared to its level in the absence of these financing initiatives.

Intergovernmental grants and aids are of particular importance to the city, especially in the area of transportation
projects which make up 16.9% of total city funding in the 2006-2011 capital plan. Most of the intergovernmental
grants to the city help to finance major street projects, bridge projects, and the Port’s Pier Berth and Channel Im-
provements Program. These funds typically come from the state and federal government, while the city is usually
required to finance a portion of the cost. In the case of major bridge and street projects, the city is typically re-
quired to finance between 12.5% and 20% of the design and construction costs. In return, the county, state, and
federal governments finance most of the remaining costs.

Tax Incremental Districts (TIDs) represent yet another important funding source for city capital projects. Since the
mid-1970’s, the city has created 62 TID projects. Funding provided in the 2006 capital budget, as well as in the last
five years of the 2006-2011 Capital Improvements Plan, will finance existing TID projects, provide funding for pro-

2006-2011 CAPITAL IMPROVEMENTS PLAN 5



CAPITAL IMPROVEMENT FINANCING

jects currently in the initial stages of planning, and allow for city involvement in potential developments under
discussion.

Deferred preservation represents the need for capital improvements to infrastructure systems, buildings, and
equipment postponed from an entity’s normal replacement cycle due to a lack of funds. Eventually, deferred pres-
ervation, if not addressed, will result in the deterioration of the facility and its performance. Avoiding deferred
preservation is important so that future generations can enjoy the multiple benefits of infrastructure facilities with-
out paying a disproportionate amount (compared to previous generations) for these benefits. The city will avoid
deferred preservation by prioritizing projects and improving replacement cycles. One example in the 2006-2011
capital plan is the gradual acceleration of funding for relief and relay sewer replacement. In addition, the city will
emphasize the development of strategies to increase funding for preservation of the street infrastructure above cur-
rently planned levels.

CAPITAL FINANCING STRATEGIES

The primary financial strategy of the capital improvements plan is to control levy supported general obligation
borrowing, while minimizing the risk of deferred maintenance. This should enable the city to moderate its debt
levy increases by 2010. Between 1995 and 2006, the debt service tax levy increased 58% ($21.6 million). This large
increase in the tax levy, needed for debt service, limits the city’s ability to devote levy dollars to core operating ser-
vices. Achieving a stable debt levy without deferring capital maintenance will allow the city to allocate a larger
share of its limited resources to operating services.

The Budget and Management Division will continue to seek alternatives to levy supported borrowing as a way to
finance capital projects. The 2006 capital budget includes approximately $8.3 million of new non-levy financing
tools that were developed in cooperation with city departments. These alternatives, which include the previously
mentioned enterprise fund leases and a storm water management component to diversify Sewer Maintenance
Fund revenues, allows the city to maximize the impact of its limited cash and levy supported borrowing re-
sources.

The 2006-2011 capital plan reflects five capital financing strategies.

1. Match newly issued levy supported general obligation borrowing to projected retirements of levy supported
debt. The goal is to achieve a stable debt service tax levy by 2010 or shortly thereafter. This will make the capi-
tal plan financially sustainable.

2. Reduce the annual commitment to borrowing for the Milwaukee Public School (MPS) building preservation
program. Since the early 1990’s, the city has borrowed more than $200 million in a cooperative effort with MPS
to eliminate its deferred maintenance. This financial impact on the city’s general obligation borrowing will be
reduced by adjusting the annual commitment to a level that the city can sustain.

3. Focus facilities and systems projects on essential repair and refurbishment. The primary objective is to pre-
serve existing assets, if necessary, to continue operations rather than to expand facilities and systems beyond
what is either operationally necessary or financially realistic. This will require using performance and correc-
tive maintenance data to prioritize capital funding for facilities and systems.

4. Improve capital project risk management. Planning and monitoring of capital projects will be improved to en-
sure that major capital projects are completed on time and within budget. This will involve discussing the
status of major capital projects through the Mayor’s Accountability in Management Initiative. The city has also
engaged a consultant to assist the Department of Public Works in implementing improved project manage-
ment approaches.

5. Diversify capital financing. The city cannot rely solely on general obligation borrowing and the property tax
levy to fund its capital improvement projects. The 2006-2011 Capital Improvements Plan includes several
methods of diversifying capital financing including;:
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* Establishing a new Storm Water Fee to help fund sewer capital projects through the Sewer Fund.

* Using leases for the Water Works and Sewer Maintenance Enterprise Funds to assist in financing the new
Department of Public Works facility at the former Tower Automotive site.

* Transferring previously incurred general obligation debt service requirements for sewer relief and relay
capital expenditures to the Sewer Fund, to be paid through the Sewer Fee.

* Using surplus revenue in the Port Enterprise Fund to finance maintenance projects, thereby reducing the
amount of new general obligation borrowing and property tax levy that is needed for Port asset manage-
ment.

DEBT FINANCING STRATEGIES

Another key capital financing objective is to maintain Milwaukee’s strong general obligation bond ratings. Main-
taining strong bond ratings reduces the overall cost of borrowing to the city, thereby reducing the amount of prop-
erty taxes needed to support capital spending. As of November 2005, the city received strong ratings from the
bond rating agencies: an AA+ from Fitch’s Investor’s Services, an Aa2 rating from Moody’s Investors Services, and
an AA rating from Standard and Poor’s. The city’s strong ratings reflect a substantial Public Debt Amortization
Fund, growth in taxable property values, rapid debt payout, and a positive evaluation of the city’s overall man-
agement practices. Although all the bond rating agencies indicate that the city’s debt levels are moderately high,
the debt remains affordable and its repayment is secured by the city’s capital financing policies. Appropriately
managing future debt levels will become a more significant component of the city’s strategy to develop a sustain-
able capital financing approach.

Debt Structure

One especially important debt financing strategy used by the city relates to how it structures its debt issuances.
The general policy of the city relating to general obligation bonds is to issue 15 year, level principal payment
bonds. This policy produces higher payments in the early years of a bond issue but produces lower total financing
costs. As a result of this rapid debt amortization schedule, 55% of principal is retired in five years and 86% is re-
tired in ten years.

One area of the capital improvement budget which is financed through a different debt structure is Tax Incre-
mental Districts (TIDs). In 1998, the city began to implement a new debt structure for TID projects that was de-
signed to eliminate a timing problem which required the city’s tax levy to help support these normally self-
supported projects. The TID financing structure stretches out the maturity schedule of the bonds to 17 years (two
years longer than the typical GO bond term used previously) and capitalizes interest (principal and interest pay-
ments are deferred) in the first two years of the bond’s life.

Although this new structure adds to the total amount of debt service to be repaid, it significantly reduces the cost
impact of any new TID borrowing for two years. This in turn allows time for increments of newly created TIDs to
be sufficient to cover financing costs.

In 2001, the city began issuing revenue bonds to implement its capital financing policy goal where appropriate.
Currently, most of the city’s debt is general obligation, irrespective of the project’s ability to generate revenues.
The 2000 budget included borrowing authority for revenue bonds for projects with revenue sources. The Sewer
Maintenance Fund issued $29.1 million of revenue bonds in November 2001 and $33.9 million in June 2003. In
addition, capital projects financed by tax increments may also use revenue bonds. The reason for the use of
revenue bonds is to eliminate taxpayer liability (as under general obligation debt issues) for debt payment if
revenues are insufficient to retire the debt. To justify the investment, projects funded with revenue bonds should
maintain an adequate revenue stream to cover debt service costs.
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In an effort to reduce outstanding debt, the city is modifying its approach to financing sewer capital. The Sewer
Maintenance Fund will apply for financing through the State of Wisconsin’s Clean Water Fund. The Clean Water
Fund is administered by the Department of Natural Resources and provides below market interest loans to
communities to finance storm water control projects. Any sewer capital projects that do not qualify for this
funding will be financed with general obligation debt. The Sewer Fund, in turn, will make payments to cover the
debt service. This financing strategy will reduce costs, as Clean Water Funds and general obligation bonds have a
lower interest rate than revenue bonds and do not have other “reserve” requirements that increase costs.

Sewer Debt Transfer

The 2006 budget includes a $7 million transfer from the Sewer Maintenance Fund to the Debt Fund for sewer
related general obligation debt service. This payment will retire principal on general obligation debt associated
with the sewer capital program. While the plan is to have a transfer payment occur on an annual basis, the amount
of the payment in future years will be based on outstanding debt service requirements. The transfer amount will
also be reviewed annually in the context of the city’s larger financial picture.

Public Debt Amortization Fund

Another important debt financing strategy used by the city involves use of the city’s Public Debt Amortization
Fund (PDAF). This Fund was created in 1925 under State Statute Chapter 67.101. The Public Debt Commission is
custodian of the Fund which is to be administered on a daily basis by the city’s Comptroller as Secretary of the
Commission. Under state statutes two minimal restrictions on Fund draws exist:

1. The amount used may not exceed 40% of the balance in the fund as of the preceding December 31.
2. The commission may not decrease the Fund balance below $2 million.

The Public Debt Commission has developed purposes and objectives of the Fund and criteria for its utilization.
Purpose of Fund

1. Proper management and payment of public debt.
2. Preserve the credit worthiness of the city.
3. Moderate debt service tax rate but not to the detriment of the previous two purposes.

Fund Objective

1. To provide added assurance to city debt holders that scheduled principal and interest payments on city debt
will continue to be made in full and in a timely manner.

To maintain a segregated portion of the PDAF balance adequate for debt service related to special assessments.
To provide marketing flexibility in the issuance of debt to minimize debt costs.

To meet unanticipated fiscal needs for which all other funding sources are exhausted.

To maximize Fund investment yield consistent with existing federal and state statutory constraints and Public
Debt Commission investment policy guidelines.

6. To stabilize the city’s equalized debt service tax rate through an annual budgeted draw down.

AR

Utilization Criteria

1. Minimum balance - midpoint of 10% of tax levy supported GO debt outstanding and annual tax levy sup-
ported debt service.

Maximum balance - midpoint of 10% of GO debt outstanding and annual debt service.

Withdrawal to prevent an equalized debt service tax rate increase of 5% about the prior year.

Withdrawal to prevent an equalized debt service tax rate increase 3% of the most recent three year average.
Withdrawal equal to the amount of replenishment.

AR
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