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Presenter
Presentation Notes
Welcome to your annual town meeting.  The Finance Committee would like to take a few minutes to recap our position on the finances of the Town.



Overview 

Why are we in financial difficulty 
Current budget 
Future prognosis 

Presenter
Presentation Notes
Shirley continues to have financial difficulty.  The first thing I’ll talk about is why Fincom believes we are in our current negative financial situation.  This will be primarily an historical perspective since our problems did not result overnight, or in one year, but rather are based on a persistent trend over several years.
 Then I’ll talk about the budget that will be presented tonight; how we got here and its impact.  The budget represents a point in time that essentially continues the trend that got us here.
 Finally, I want to talk about the future; where we think the next few years will be taking us, and some of the things we think will need to be done in order to reverse the negative trend and place the Town on a sound financial footing.



Shirley Financial Difficulty 

 Inadequate Revenue 
Regional School Assessment 
One-time Revenue Sources 

Presenter
Presentation Notes
Shirley is in significant financial difficulty.  The following elements that have affected our finances and contributed to this situation are very important.
What has Prop 2 ½ meant and how have we dealt with it.
-The unrestricted state revenue decline since FY2008 and the reduction in new growth.
The impact of the regional school system assessment on overall town finances.
How one-time revenue sources have been used to fund operational expenses and the structural deficit.



Inadequate Revenue 

 Impact of Proposition 2 1/2  
Significant Reduction  in 

Unrestricted State aid 
Decline in New Growth 
Structural Deficit 

Presenter
Presentation Notes
Several elements have negatively impacted the revenue available to operate the Town.  
Prop 2 ½ is the most persistent negative factor.  Prop 2 ½ was passed in 1992.  It means that the Town’s tax levy cannot be raised by more than 2 1/2 % in any given year without the consent of the voters of the Town.  Studies since the passage of the law have acknowledged that normal operating costs consistently increase each year by 3 to 6%.  For example, salaries in Shirley, that represent about 80% of the operating budget, have typically risen each year based on cost of living adjustments and steps by between 3 and 5%.  Health insurance has risen each year by between 5 and 10%.  Other non-discretionary costs such as general insurance have also steadily increased.  This means that a general override, and the State Department of Revenue agrees, typically needs to be passed approximately every 5 to 7 years in order to maintain pace with spending increases if any Town is to be capable of sustaining the same level of services.  The Town has not passed enough overrides to cover the normal costs of increased spending since Prop 2 ½ was passed.  A few specific overrides have been passed in the last two years, but the amounts of these overrides was not nearly enough to maintain our service levels.
Unrestricted State Aid and MCI mitigation funding is $658,000 less in FY2013 than is was in FY2008.  This can be tied directly to the economy, with the net result that we had to begin serious service level reductions in FY2010.
New Growth has historically been an important revenue component for the Town, but is has declined significantly since 2009.  For example, in FY2008 new growth was $16.5 million increasing the tax levy by $159,000, and in FY2009 new growth was $10 million, increasing the tax levy by $108,000.   However in 2013 new growth was $2 million, only increasing the tax levy by $27,000, and it is estimated to only be $2 million in FY14.  Had growth like 2008 and 2009 been sustained the levy increases that would have been derived could have possibly avoided the deficit we now face.  Hopefully new growth will increase and be sustained again in coming years, but the condition of the economy will continue to likely be the driving force behind any improvement in this area, and it remains essentially unpredictable. 
The overall impact of all these negative revenue factors is that Shirley continues to have a structural deficit, meaning that the amount of money we have available to appropriate from normal funding sources is insufficient to cover the expenses of the operating budget.  This has continued for a number of years, requiring that non-recurring funding sources that should have been used to increase reserves or to fund capital purchases have had to be used each year to balance the budget.



Regional School Assessment 

Special Education Increase 
Regional Makeup Amount 
Required Local Contribution 

Presenter
Presentation Notes
The regional school assessment now becomes the single most important expense influencing the overall budget.  This year the assessment unpredictably increased by 11% or $550,000, and it is important to not only understand the components of the assessment that caused the large increase, but also their impact on future assessments.
While the basic school budget increased predictably, last year special education (SPED) expenses increased by more than $500,000.  These expenses are unpredictable because of the variable and unknown requirements of students that enter the school system.
When Shirley entered the regional school district it was understand that approximately $500,000 would have to be contributed by Shirley over five years to make our contribution equivalent with Ayer.  This added $117,000 to the FY14 assessment increase for Shirley
Shirley is also behind the State target for required local contribution (RLC), which also has to be made up.  The State’s required acceleration of the makeup of RLC increased the amount required to be paid by Shirley by $96,000 to $250,000.




One-Time Revenue Sources 

MCI impact funds 
Sale of Town properties 
Free cash 
Stabilization fund 

Presenter
Presentation Notes
Over the past 10 years one-time revenue sources have had to be used to resolve and balance the Town’s operating budgets in order to maintain the perceived Town objectives of not raising taxes and not eliminating positions during times when it was obvious that the general revenues of the Town were insufficient to maintain level services.  Some examples include:
 MCI impact funds that were granted to the Town when the prison was built that totaled $10M with earned interest that have been used to fund public safety expenses.  This source is almost entirely depleted with $45,000 of the remaining $60,000 being allocated in FY14 to fund the capital purchase of a vehicle for the Fire Department.
Two Town properties were sold recently, and the funds have been allocated to capital purchases recommended in the FY14 capital plan.  In the past other assets, such as gravel, have been sold to fund operating budgets. 
Free Cash of $571,000 is available this year.  A significant portion of this has been used to balance the FY13 and FY14 deficits.  Of course it is not reliable as past history has shown, and its use has contradicted Town objectives for the way in which the money should have been used.
 The use of the stabilization Fund to help balance the operating budget is not recommended in the proposed budget.  While no funds are likely to be available to add to the Stabilization Fund this year, the long term economic objective is to increase the fund till it represents at least 5% of the overall budget in order that the Town, as suggested by the DOR, has sufficient reserves to weather an economic emergency. 



Current Budget 

FY13 deficit 
FY14 deficit 
Maintain Services 
Revenue Loss 

Presenter
Presentation Notes
Now let’s talk about the current budget and how we got to the recommendations in the warrant.  Of significance is:
The existence and the need to resolve FY13 deficits in conjunction with
 The need to resolve the FY14 deficit
 How the resolution of those deficits affected Town services
 And the impact of revenue loss on the overall budget



FY13 Deficit – Total $228,371  
Major Components 
 State aid reduction 

$105,371 
 Snow and ice $60,000 
 Legal Expenses 

$15,000 
 Other Expenses 

$48,000 

Recommended Resolution 
 Free Cash $135,371 
 Reserve Fund $50,000  
 Account Transfers 

$43,000 
 

Presenter
Presentation Notes
The budget deficit for FY13 became the first major financial hurdle to be overcome.  The major components of this deficit were identified as:
 State aid to Shirley was reduced by $105,000 before the end of the year based on a combination of promised MCI funds being refused and 9C (unrestricted aid) cuts.  The MCI funds were ultimately at the discretion of the Dept of Corrections, and the 9C cuts were based on reductions in State revenue receipts.
 The Snow and ice deficit, while not particularly high, still exceeded the $79,000 budgeted by $60,000. 
 Legal expenses were especially high and exceeded the $25,000 budgeted by $15,000.
 Police, veterans benefits, and short term interest expense deficits made up the remaining $48,000
 The recommendation for resolution of this deficit was to cover the FY13 deficit with a combination of Free Cash, the Reserve Fund, and transfers from accounts that had a surplus.



FY14 Deficit – Total $451,000 

Not including $205,000 for School 
Reduced state aid: $658,003 
Using Free Cash ($436,000) 
Unbalanced Budget Resolution 
 

Presenter
Presentation Notes
With the FY14 deficit resolved, mostly from Free Cash, the projected deficit for FY14 of $451,000 had to be resolved.
Significantly, this projected deficit is potentially $205,000 higher since the amount recommended for payment of the school assessment is that much lower than requested.  The increase recommended in the budget is an amount that is considered fair and affordable based on estimates of normal increases in the school budget together with the annual makeup amount associated with creation of the regional school district and a predictable increase in the Town’s required local contribution.
Unrestricted State aid is $658,000 less than was received in FY2008.  The decline in unrestricted State aid, which includes MCI mitigation funding, has severely impacted delivery of town services, as we have seen, and forces us to focus on the unreliability of this revenue source when planning for the future.
Free Cash, of which a large part is non-recurring, is primarily being used to resolve this deficit.  Free Cash is also considered unreliable, and while fairly large this year, there is no guarantee it will continue in the future.
The budget is unbalanced because the large increase in the regional school district assessment is considered by Fincom to not be affordable, and not fundable without seriously depleting the Town’s reserves.  As a result the budget shows an increase of the recommended amount of only $350,000 against the assessment increase of $550,000 from last year.  This raises the possibility that the assessment will be rejected by Shirley, as the Town of Ayer as already done, which forced the School District to reconsider its budget.  The re-submitted school  budget will require an additional town meeting for Shirley to again consider a new assessment.  If that is rejected then a Joint Town Meeting would consider the assessment.  A favorable majority vote would require Shirley to pay the proposed assessment.   If the assessment was rejected by the Joint Town Meeting, the State would determine the amount of the assessment and Shirley would still possibly be required to pay an amount in excess of the $350,000 increase which has been recommended in the budget.




Decline Service Increases 

Additional Police Officer 
Council on Aging 
Town Hall 
DPW 

Presenter
Presentation Notes
With few exceptions level funded budget requests were submitted by Town departments.  To achieve a balanced budget for FY14 the following requests for service increases are not recommended:
 One objective of the budget is to not increase employees.  While approval of another patrolman would have several advantages including improved availability of the police chief, it is not considered affordable at this time.
 The Council on Aging is attempting to expand several services, but again, the increases are not considered affordable at this time.
 Requests for increases in hours for employees in Town Hall were also not recommended for approval.
 A request to increase DPW salaries to hire seasonal workers was recommended for consideration as an override.



Prognosis for 2015 and Beyond 

 Impact of Economy 
School Assessment Commitments 
Town Financial Reserves 
 Increased Revenue Required 

Presenter
Presentation Notes
We have serious financial problems.  Here we’ll review how Fincom sees the financial future and our recommendations for how the Town should move forward discussing the following:
 How we see the current economy impacting our finances
 The future impact of school assessment commitments	
 The Availability of financial reserves to help us
 The need for increased revenue




Impact of Economy 

Evolved to a “New Normal” 
Little or No Help from the State 
 “Self Sufficiency” Required 

Presenter
Presentation Notes
It can be said at this time that Shirley has evolved to a “New Normal” life.  Several factors have brought us here.
-The Economy, is one of the most significant factors effecting this evolution.  Since 2009, when the first significant effects of the recession were felt Shirley has adapted year to year to meet its economic responsibilities.  Services have been cut to enable us to pay our bills, and we are currently operating at a level that is considered minimum essential by its citizens.
To move forward with balanced budgets we deferred capital spending for two years, and focused on supporting our operating budget by separating the funding of the capital plan from the operating budget. This implementation is shown this year with the recommendation for funding of capital purchases through a combination of one-time revenues sources and a capital exclusion.
We implemented a regional school district with the promise of improved education, but with startup expenses that are currently beyond our ability to pay year to year, and which are predicted to remain unusually high for at least three more years.
- Help from the State has been significantly lower than prior to FY2009 both in terms of unrestricted State aid as well as promised MCI mitigation funding, and is not projected to increase in the coming years.
- This means we have to put the Town in a position where it can guarantee the ability to provide the services desired without depending on outside help while increasing the level of reserves available to cover emergency needs; in other words, to be self-sufficient and self-sustaining as we move toward predictable economic sustainability.



School Assessment Commitments 

Standard Growth Expected 
Regional Makeup 
Required Local Contribution 

Presenter
Presentation Notes
We can expect the regional school assessment to be significantly higher for the next few years, consisting of:
Routine growth of about 2-4% each year in the base budget, but also not able to predict how much uncontrollable elements of the budget like SPED may vary year to year.
We are also in the third year of an annual required contribution to the school district to balance Shirley’s contribution to the District with Ayer’s.  This will add around $117,000 to the assessment each year for the next three years.
Shirley is also behind its State mandated target with regard to its required local contribution.  In the Governor’s budget, which accelerates the makeup of RLC, Shirley’s RLC was increased by $89,000.  This acceleration may continue in the future, but even without it RLC typically increases the assessment by about $200,000 each year.



Town Financial Reserves 

Essentially exhausted 
MCI impact funds spent 
Stabilization fund low 
Free cash unpredictable 

Presenter
Presentation Notes
Shirley’s financial reserves are essentially gone.  Some examples:
 MCI Impact funds have either been spent, or are fully committed.  These funds have been used most recently to fund a $125,000 upgrade to the Center School to allow its use as a senior center.  $150,000 was spent to rehab the ladder truck.  $50,000 was spent annually for several years to fund the town’s sewer betterments.  $30,000 has been spent for several years to fund police cars, and most recently $40,000 was spent to fund a new vehicle for Fire Department.  Most of those expenditures would normally have been either part of the capital plan or the general operating budget and payable from tax revenues.
 The stabilization fund is currently low.  While a minimal adequate target for the fund is suggested to be at 5% of the operating budget or around $600,000, our Fund is currently at 2% of the operating budget and is at risk with regard to the unbalanced budget for FY14.
 Free cash is $571,000 this year, but is unpredictable, and had to be used almost entirely to help balance the operating budgets of both FY13 and FY14 instead of improving reserves in the stabilization fund or funding capital purchases.



Shirley Financial Summary 

A new Town perspective 
Another budget survival year 
 Increase revenue 

Presenter
Presentation Notes
Here we’ll review how Fincom sees the financial future and our recommendations:
 Shirley has evolved as a Town, from one that was a bedroom community for a military base, to one that has become just another bedroom community in Boston’s suburbs struggling to become self-reliant and sustainable. We received $10 million with the construction of the MCI prison maximum security facility. Those funds, and the use of other non-recurring revenues allowed us to survive year to year without substantially increasing the general revenue available to the Town.  This has essentially put us into an economic hole that it is now necessary for us to try to climb out of.
 This has led us to another another budget survival year.  Only this year survival will likely mean reconciling a final budget sometime after the start of the fiscal year by either raising revenues, draining all of our very low reserves, or significantly reducing services.  While there may be signs of optimism with regard to new growth, reduced expenses from ongoing projects, and potential increases in State aid, none are guaranteed and it is reasonable to predict that the next few years will find us in every increasing economic difficulty. 
 Finally, and the words no one seems to want to hear, regardless of any changes we make in the way the Town is operated, there is a clear need to increase the revenue available to operate the Town.  Realistically, because of the makeup of the Town, the Finance Committee feels that the only sure way to accomplish this is to raise the tax levy.  Comments by the DOR in their report stated that the Town needs to recognize that proposition 2 ½ eventually requires modification in either revenues or expenses in order for the Town to maintain efficient and effective service levels.  Raising the tax levy has to be a part of maintaining revenues at a high enough level to achieve those objectives.
With constructive change, good fiscal planning, and a general increase in the tax levy we can proudly move forward together as citizens of Shirley.  Thank you.
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