Town of Acton Finance Committee
FY2016 Finance Committee Point of View

 With Respect to the 2015-2016 Budget Planning Process

As in previous years, the Finance Committee offers this memorandum to describe the Town of Acton Finance Committee’s Point of View (“POV”) with respect to planning for the FY2016 Town and School Budgets.  The POV connects with the Long Range Financial Planning model to demonstrate the trends and forecasts that we see.  As with prior Fincom Points of View, we invite comments back from the relevant operating boards and administrators, as well as from members of the public.  

A General Overview

The Town of Acton is in strong financial condition, as manifested by its AAA bond ratings and standard reserves in excess of 10% of total current budget, significantly above the DoR recommended 5% level. 
The national economy continues to improve slowly, and unemployment is declining while household incomes are now holding ground against inflation.  Foreign affairs are much more volatile than a year ago, so confidence of economic stability is harder to predict.  An example of the unpredictable economic cross currents, at this writing, is that energy prices are actually declining even as multi-dimensional conflict Mideast is surging.  Heightened volatility requires more risk management of cash flow.
The local economy is steady with lower than average state unemployment rates in Acton and an improving housing market.  Simply put, residential home equity values are trending positively.  On the flip side of this upward trend is continuing stagnation in wage growth, which, for all but the most wealthy has been lagging inflation.
The taxpayers of the Town of Acton have supported our annual budgets over the last 6 years, during the Great Recession and the slow recovery.  Given continued very low inflation, low energy costs, declining enrollment in the schools, sturdy labor negotiations, more controlled OPEB liability projections, substantial municipal turnbacks and stronger than anticipated marginal fee income, the Finance Committee believes the opportunity exists to provide high quality services, as demanded by our citizens, while also planning for a medium term, multi-year pattern of tax increases below the 2.5% gateway level, for the benefit of our tax paying citizenry.  

Broad Theme Given our Strong Financial Picture

Given the strong financial picture, the broad theme for this year is to strongly consider cautious set asides of reserves coupled with the lower tax increases for our citizens.  Included in this program would be: 

· Include lower tax increase, as mentioned above.

· Additional tax relief programs for senior citizen taxpayers.

· Bump up again the OPEB contribution to $1.4mm, but level off at that amount

· Examine and determine the value of a stabilization fund

· Suggest formation of a formal Capital Planning Committee, to plan for future capital expenses, both maintenance and new. 

· Included in the scope of this committee would be a thorough tracking of all the town's physical assets to include factors such as forecasts of increasing repair and maintenance costs on older assets, remaining useful lives on building components, and estimated replacement costs.  
Revenues

Over the last several years, revenue growth has been steady (largely based on the certainty of residential tax collections) and strong.  The offset to this strength is that the sources of marginal, non-tax revenue have been varied and changing year to year.  It appears that marginal revenue volatility is lessening and that the trend is now positive.

We expect that state aid will continue along at previous years’ pace; the Governor and the Legislature have consistently demonstrated a commitment to maintain Chapter 70 Education aid to cities and towns, but Acton’s own declining enrollment may result in a decrease in expected aid.  We assume that total state revenues will increase at a 1% rate over the current year.  

Motor vehicle excise taxes have been trending at a steady rate of increase for the last several years.  Quite simply, more people are buying new cars.  We plan for a higher 4% increase for FY15 in these revenues.  The Board of Selectmen is encouraged to review fees routinely and ensure that they are matched with expenses.  We project a slightly higher 2.5% increase in fee revenues, and no increase in interest income.

As always, the need to support existing services should be balanced with the needs of the taxpayer.  As noted above, we have an opportunity to continue our plan of a medium term, multi-year program of not raising the property tax level up to the gateway value of 2.5%.  We suggest a projected 1.5% to 2% percent increase in the levy for FY16, extending at this rate of increase for the subsequent three fiscal years after FY 16.

Expenses

Several of the Schools’ and Town’s collective bargaining units have contracts that end at the end of FY15; thus the operating units have entered into labor negotiations that may have an effect upon the subsequent fiscal year.  (Please see Exhibit A:  “Status of Labor Contracts in the Town of Acton and Acton Boxborough Regional School District.”)  This is a major variable, but early indications are that the totality is expected to be lower than the inflation level CPI number. Health insurance remains a volatile expense item, and our 10% projection last year was lowered to 8%.  We feel comfortable with 6% at this early date, lessening in the outer years, simply by a movement to the mean.  The schools have benefited from a very high reimbursement rate on the Special Education Circuit Breaker for the last several years, so we have assumed a smaller rate of increase (7%).  Management efforts by all operating entities are expected to continue to hold utility increases in the 2.5% range; we have several long term contracts, which do not garner a cash benefit when short term prices decline.

Reserve Use

Turnbacks from the prior budget cycle continue to be a pattern.  The Town side itself turned back approximately $975k at the end of FY14.   Free cash for the Town of Acton as of July 1, 2014 is expected to be certified at $9.345 million, and the Acton-Boxborough Regional School District Excess & Deficiency account is expected to be certified at a lower amount of approximately $1.1mm (resulting in Acton’s “share” being roughly $880k).  These substantial reserves ensure that there is no need for an operating override for the next budget cycle (FY15), and indeed, confirms the prudence of a multi-year program of tax relief.  Despite these healthy reserves, the Fincom urges the operating entities to develop budgets that rely on only a conservative amount of these funds to balance.  For this year, our long range plan contemplates the use of $2.6 million of reserves (inclusive of OPEB funding.)  

It is important to look at Net use of reserves, which is the amount of reserves less the amount of turnbacks.  Over the last 5 years, the Net use of reserves has always been significantly below the gross number.  Given the Region’s decreased turnback and tightened municipal budgets, the potential exists that turnbacks will not be nearly as robust as in recent years.
Level Service Budgeting

All operating entities have become accustomed for several years to plan for “level service” budgets.  All have expressed the concern that there are priorities that need to be addressed.  The Fincom urges the operating entities to only undertake new programs and initiatives where either there is a new revenue source identified to support this activity, or there is some current service that can be discontinued or otherwise economized to accommodate these services.  In particular, we do not support additional hiring without offsetting expense reductions.

OPEB

The OPEB Working Group continues to focus on this important expense. Last year, we recommended $1.1mm of annual OPEB Trust contributions with increments of $300k per year going forward. The consensus of the OPEB Working Group is to set aside $1.4mm for FY16 and stop the $300K escalation per year for FY17 through FY21.  This use of funds aligns with our strategy of taking cautious steps to formally set aside funds for future expense.
Stabilization Fund

FinCom should determine by January 10, 2015, whether to recommend to 2015 Annual Town Meeting substantially changing the use and future of the Stabilization Fund.  To do so, FinCom will form a Fincom subgroup to make a recommendation to FinCom by December 1, to be shared with other boards, once FinCom consensus is achieved.  Funds for Stabilization would be sourced from reserves.
The 1945 statute that initially authorized cities and towns to establish a stabilization fund restricted the use of any fund balance to capital expenditures. In 1991, permitted uses were expanded to include any lawful purpose, but funds could still not be reserved for a specific purpose. However, with the adoption of legislative amendments in 2003 to M.G.L. Ch. 40 s.5B municipalities can now create multiple stabilization funds, assign a different purpose to each and take advantage of a new funding option.  Please see Exhibit B for a bit more discussion on Stabilization Funds.

Long Range Financial Planning Tool

Attached is the summary page for our five-year plan using these assumptions, and a detailed page of our assumptions.  The full model is available.
Exhibit A
Note:  As of this writing (10/31/14), FinCom has not been able to obtain a written update of this table from staff, although the update has been requested.
Status of Labor Contracts in the Town of Acton and Acton Boxborough Regional School District

	No.
	Bargaining Unit
	Description
	No. of Employees
	Contracted through date

	Town of Acton Bargaining Units

	1
	Dispatch
	Dispatchers
	10
	June 30, 2015

	2
	Patrol
	Patrol Police Officers
	26
	June 30, 2015

	3
	Superiors
	Superior Police Officers
	8
	June 30, 2015

	4
	AFSCME
	Municipal Properties, Highway, Cemetery
	27
	June 30, 2015

	5
	Fire
	Firefighters
	40
	June 30, 2016

	

	Acton Boxborough Regional School District Bargaining Units

	1
	AEA
	Acton Education Association
Teachers, Counselors, Nurses
	401
	Expired Aug 30, 2013

	2
	Office Support
	Office Support Association
	39
	June 30, 2016

	3
	AFSCME
	Custodians, Maintenance
	37
	June 30, 2016

	
	
	
	
	


Exhibit B

Stabilization Fund Background
Special Purpose Stabilization Funds: A Long-Term Planning Tool

The 1945 statute that initially authorized cities and towns to establish a stabilization fund restricted the use of any fund balance to capital expenditures. In 1991, permitted uses were expanded to include any lawful purpose, but funds could still not be reserved for a specific purpose. However, with the adoption of legislative amendments in 2003 to M.G.L. Ch. 40 s.5B municipalities can now create multiple stabilization funds, assign a different purpose to each and take advantage of a new funding option. 

As a result, at a time when cities and towns are faulted for operating in perpetual crisis mode, for allowing municipal assets to deteriorate, and for general short-sightedness, a special purpose stabilization fund can be an effective planning tool. 

A fund might be established, for instance, to pay solely for the maintenance and repair of municipal buildings. Another might be created to supplement state highway funds, received under Chapter 90, and to cover the cost of an on-going street improvement program. A stabilization fund might be set-up to finance a government-wide vehicle replacement program. For example, if a community anticipated the need to purchase a $400,000 fire truck in five years, it could reserve $80,000 a year in a special purpose stabilization fund, and retain interest earned. In the past, municipalities would need state approval of special legislation to set -up such a reserve. 

A special purpose stabilization fund: 

• Encourages a community to think long-term. Programs to replace vehicles, maintain buildings and improve roads require an evaluation of all assets, formulation of a replacement or repair schedule, and calculation of long-term projected costs; 

• Helps a community save money. Rather than pay cash, if the $400,000 purchase price of fire truck were borrowed over 15 years, interest payments could add around $150,000 to the total cost, depending on interest rates. Even if this additional cost would have a nominal tax rate impact, it can instead be a savings or expended elsewhere; 

• Helps a community manage debt. A plan to accumulate cash over time and pay outright for a moderate-range capital expenditure helps preserve debt capacity for major, high-dollar purchases or projects. An approach that balances debt with pay-as-you-go practices, and protects against unforeseen costs is viewed in a positive light by credit rating agencies. 

• Builds resident confidence in government. Special purpose stabilization funds directly address resident concerns and provide assurance that money appropriated for a particular purpose will be used for that purpose and will not be diverted. 

Creation of the special purpose stabilization fund, and an appropriation to the fund, requires a two-thirds vote of a city council, town meeting or district prudential (or similar) committee. The vote must clearly define the purpose of each fund established. Now, under the new law, creating and appropriating to a general stabilization fund also requires two thirds vote. 

There are two options for building balances in a special purpose stabilization fund. One is the traditional appropriation in a budget line-item, or in an article, from within the levy or from other general fund revenues. Balances can also be transferred-in from other existing accounts. 

A second, new funding option is referred to as an override, but in fact, has characteristics of both a Proposition 2½ override and exclusion. Like an override, additional tax revenue can be raised year-after-year without town-wide or city-wide referendum votes beyond the year of inception. 

However, like an exclusion under Proposition 2½, the levy limit increase need not be permanent. Solely through the action each year of the selectmen, or city council, it can be continued, lowered or deferred entirely and resumed in a later year. In any event, each year, the amount available increases by 2½ percent. 

Option 1 
The additional levy capacity that can be appropriated, or raised, by the override increases by 2½ percent each year. After the first year, the selectmen or city council may appropriate less than the originally approved amount. However, the lower amount then becomes the maximum that can be raised in subsequent years, plus 2½ percent annual escalations. A higher amount can only be raised with voter approval of another referendum. A year, or years, can be skipped. The selectmen, or city council, can choose not to appropriate to the stabilization fund through an override in any year. They can then, in later years, resume the override. However, the new allowed amount that can be raised would be the last amount raised plus 2½ percent. 
Option 2 
For example, town meeting and town voters approve a $100,000 override for a capital project stabilization fund in FY2008. In FY2009, $102,500 (1.025 x $100,000) is available for "appropriation" and that entire amount is "appropriated." For FY2010, $105,062 (1.025 x $102,500) is available, but only $80,000 is "appropriated." The amount available in FY2011 now becomes $82,000 (1.025 x $80,000), but the selectmen choose to make no appropriation. The amount available in FY2012 is $82,000 (1.025 x last appropriation made, i.e., $80,000). 

Ultimately, special purpose stabilization funds are most effective as a revenue source, or savings account, for anticipated expenditures. They work best when used to build moderate balances and to pay mid-level expenditures that the community will eventually have to make, like building maintenance, road repairs and vehicle purchases. 

Building stabilization balances through an override unquestionably involves an increase to the tax levy but, as important, special purpose stabilization funds provide a response to resident concerns about the absence of long-term planning in municipal government. If considered thoughtfully and implemented prudently, they offer a vehicle that can help a community think and act in a foreword looking manner, and effectively plan for future costs. 

For more information, please see the DOR Information Guideline Release (IGR) 04-201.
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FY14 FY15 FY16

FY17

FY18 FY19

FY20

RECAP per ALG

ALG Town Warrant 

03-07-2014

Revenues

Tax Levy (excluding debt) 68,616 70,906 74,030 76,151 78,314 80,520 82,770

State Aid 12,734 13,865 14,004 14,144 14,285 14,428 14,572

Local Receipts 3,821 4,170 4,313 4,462 4,616 4,775 4,941

Debt Exclusion + SBAB reimburse 3,904 3,870 3,834 3,775 3,753 3,567 2,083

Override 0 0 0 0 0 0 0

Total Revenues (including debt) 89,075 92,810 96,181 98,531 100,968 103,291 104,366

Use of Reserves

1,919 2,325 2,392 3,016 5,285 6,428 7,197

Available Revenues - including Use 

of Reserves, Less Debt Exclusion, 

SBAB

87,090 91,266 94,739 97,772 102,500 106,151 109,480

Expenses

Salaries

      Salaries - Police 3,165 3,545 3,616 3,688 3,762 3,837 3,914

      Salaries - Fire 2,494 2,579 2,631 2,684 2,737 2,792 2,848

      Salaries - Other Municipal 6,889 7,204 7,348 7,495 7,645 7,798 7,954

      Salaries - Teaching 26,775 26,825 27,495 28,183 28,887 29,609 30,350

      Salaries - Other Education 11,659 14,142 14,496 14,858 15,230 15,610 16,001

Health Insurance 10,267 11,149 11,818 12,527 13,278 14,075 14,920

Minuteman 687 758 781 804 828 853 879

Fringes Other (incl Pension) 4,951 5,394 5,556 5,722 5,894 6,071 6,253

Capital and One-Time Expenses 2,647 2,366 2,437 2,510 2,586 2,663 2,743

Included Debt Service 658 743 743 743 743 743 743

SPED Tuition & Transportation 5,331 5,503 5,889 6,301 6,742 7,214 7,719

Other Student Transportation 842 1,032 1,058 1,085 1,112 1,140 1,168

Utilities, Gas & Diesel 2,708 2,321 2,379 2,438 2,499 2,562 2,626

All Other 8,330 7,670 8,512 8,682 8,856 9,033 9,214

OPEB (314) 1,100 1,400 1,400 1,400 1,400 1,400

Total without Excluded Debt 87,090 92,332 96,159 99,121 102,200 105,401 108,730

% Increase 6.02% 4.14% 3.08% 3.11% 3.13% 3.16%

Cost Reduction*

(1,067) (1,420) (1,649) 0

Service Delivery Increases

Capital Plans

0 0 0 300 300 750 750

Net Position

0 0 0 0 0 0 0

Tax Impact - Average SF Home

Tax Rate $19.45 $19.48 $19.72 $19.69 $19.68 $19.62 $19.48

Tax Bill for Average SF Home $9,832 $10,042 $10,373 $10,565 $10,766 $10,949 $11,089

% Change 2.14% 3.29% 1.85% 1.90% 1.71% 1.27%

$ Change $210 $331 $192 $201 $184 $139

**Included in above totals.

*"Cost Reduction" numbers for FY15 is the regionalization shift of benefits for Acton as stated in Appendix A of the revised Regional Agreement, dated June 2013. FY16 and FY17 are ABRSD 

projections from ALG Final worksheet, as contained in Annual TM warrant April 2014.
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Revenues

FY16 Fincom 

LRFP

FY15 ALG 

Consensus

Tax Levy

Annual Increase 2.0% 2.5%

New Growth 0.0% -13.8%

ALG assumes drops $100 FY16, then flat

Overlay 0.0% -7.1%

ALG assumes drops $50 FY16, then flat

State Aid

Cherry Sheet 1.0% 2.5%

Regional Revenue (Acton Share) 1.0% 2.5%

Local Receipts

Excise Taxes 4.0% 2.0%

Fees 2.5% 2.0%

Interest Income 0.0% 0.0%

Expenses

FY16 Fincom 

LRFP

FY15 ALG 

Consensus

Salaries

Salaries - Police 2.0% 3.0%

Salaries - Fire 2.0% 3.0%

Salaries - Other Municipal 2.0% 3.0%

Salaries - Teaching 2.5% 3.0%

Salaries - Other Education 2.5% 3.0%

Health Insurance*** 6.0% 3.0%

Minuteman 3.0%

Fringes Other (incl Pension) 3.0% 3.0%

Capital and One-Time Expenses 3.0% 3.0%

Included Debt Service 3.0%

SPED Tuition & Transportation 7.0% 3.0%

Other Student Transportation 2.5% 3.0%

Utilities, Gas & Diesel 2.5% 3.0%

All Other 2.0% 3.0%

OPEB 1,400 1,400

Split $532 for Muni, $868 for ABRSD

(Estimated by Fincom through FY13 actuals)

Salaries AB APS MUNI

      Salaries - Police Year to year increase from FY09-FY14  3.53%

      Salaries - Fire Year to year increase from FY09-FY14  -1.49%

      Salaries - Other Municipal Year to year increase from FY09-FY14  6.18%

      Salaries - Teaching Year to year increase from FY07-FY13 5.00% 3.84%

      Salaries - Other Education Year to year increase from FY07-FY13 4.45% 5.82%

Health Insurance Year to year increase from FY07-FY14 0.56% -0.57% 2.16%

Fringes Other (incl Pension) Year to year increase from FY07-FY14 5.58% 17.43% 5.01%

Capital and One-Time Expenses Year to year increase from FY07-FY14 16.51% 14.38% 16.78%

Included Debt Service Year to year increase from FY09-FY14  16.78%

SPED Tuition & Transportation Year to year increase from FY07-FY13 2.93% 4.43%

Other Student Transportation Year to year increase from FY07-FY13 7.41% 5.54%

Utilities, Gas & Diesel Year to year increase from FY07-FY14 0.00% -0.52% 6.47%

All Other Year to year increase from FY07-FY14 -1.11% 4.84% -0.46%

Decisions

Decisions


