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ADVISORY AND FINANCE COMMITTEE

MEETING MINUTES

Of

November 17, 2010
A meeting of the Advisory & Finance Committee was held on, Wednesday, November 17, 2010.  The meeting was called to order by the Chairman, William Driscoll at 7:00 p.m. and was conducted at the Plymouth Town Hall, 11 Lincoln Street, Plantation Meeting room, Plymouth, Massachusetts.

PRESENT
Twelve members of the Committee were present: 

William Driscoll, Robert Nassau, James Doherty, John Moody, Cornelius Bakker, Charles Stevens, Patricia Whalen, Michael Hanlon, Richard Resig, Christopher Merrill, Richard Gladdys and Leonard Blaney.

ABSENT

Two members of the Committee were absent: 
Linda Benezra, James Sweeney, 
AGENDA ITEMS



· FY2012 Budget Sub-Committee Selection 

William Driscoll presented information regarding how budget sub-committees are created.  He also provided a brief overview regarding what to expect, the process of how committees meet with the division and department heads regarding their budget requests and the reporting process.  
Michael Hanlon arrived at 7:08 p.m.
· Budget Sub-Committee Workshop 

Christopher Merrill presented information to the committee regarding “Municipal Budgeting 101” as follows: 

The following budget principles set forth the broad framework for overall fiscal planning and management of the Town of Plymouth’s resources. In addition, these principles address both current activities and long term planning. The principles are intended to be advisory in nature and serve as a point of reference for all policy makers, administrators, advisors and town meeting representatives. It is fully understood that Town Meeting retains the full right to appropriate funds and incur debt at levels it deems appropriate, subject of course to statutory limits such as Proposition 2 ½. 

Sound Financial Condition: 

Cash Solvency – the ability to pay bills in a timely fashion

Budgetary Solvency – the ability to annually balance the budget

Long term Solvency – the ability to pay future costs

Service Level Solvency – the ability to provide needed and desired services

Note: It is equally important that the Town maintain flexibility in its finances to ensure that the Town is in position to react and respond to changes in the economy and new service challenges without measurable financial stress.  The town uses a traditional approach to budgeting that is balanced for only one year, line items in the budget are changed incrementally year-after-year, and often results in level service, level funded, or funding cuts.
Policy Statements:

1. The Town Manager shall annually prepare a balanced budget and comprehensive Budget Message as required by State law and Town charter. The Budget Message shall include a detailed examination of trends in tax levy “new growth” revenues, local receipts, state aid, and available funds. 

2. Ongoing operating costs will be funded by ongoing operating revenue sources. This protects the Town from fluctuating service levels and avoids concern when one-time revenues are reduced or removed, In addition:

a. Fund balances should be used only for one-time expenditures such as capital improvements, capital equipment and unexpected or extraordinary expenses such as unbudgeted snow and ice removal expenses

b. New operating costs associated with capital projects should be funded through the operating budget but reflected in the capital improvement plan. 

3. The Town will maintain a Stabilization Fund as its main financial reserve in the event of an emergency or extraordinary need. It shall be the goal of the town to achieve and maintain a balance in the Stabilization Fund from 3% to 5% of its operating budget. 

4. Debt service payable, when taking into consideration debt, exempt from Proposition 2 ½ and financed directly with additional taxes, on an annual basis should be no more than 10% or less than 2% of the annual operating budget. The Town should strive to issue debt for shorter periods than the maximum allowable when the statutory limit exceeds 10 years. Please refer to the Town’s “Debt Management Policy” for a more complete discussion of this subject matter. 

5. Investment practices will be in accordance with the Town’s “Investment Policy”

 What does this all mean when you are sitting on a sub-committee reviewing a departments next Fiscal Year Budget?
· Goals & Objectives: 

a. Quality school and town services : Part of seeing the “ big picture” (ex. Developing strategy, as opposed to tactics)

b. Equitable and predictable taxation

· Objectives: Transparency:

a. Longer term financial planning 3-5 years.

b. Reserves for revenue and expense variances

c. Define and identify structural deficits

d. Managing expectations and why it matters

e. Fiscal Turbulence affects all departments

Why is Structural balance so elusive? 

· Uncontrollable Costs

· Constraints of Proposition 2 ½ 

· Variable State Aid

· Lack of financial planning

Exhibit A below is the standard template prior year Finance Committee members put together for future sub-committees to use as a guide when reporting their respective town department/service.


Exhibit A

Template for Sub-Committees

To:

Advisory & Finance Committee
From:

Budget Sub-Committee Schools



Name-Chair

                        Name –Vice Chair

                        Name of Other Sub-Com Members
Date:

Month/Day/Year

Subject:
Department XYZ Budget Review & Recommendations


Department Name

	Proposed Budget
	Total:
	$$$$$$$$$

	Current Budget
	Total:
	$$$$$$$$$

	Prior Year Actual
	Total:
	$$$$$$$$$


Department Synopsis

The Department XYZ is responsible for…………….. 

Department Head:  
Budget Observations

In opening, the sub-committee would like to thank DEPARTMENT MANAGER (name), for taking time out of their busy schedules to meet with us during the budget process. 

Other Decrease/Increases:

The sub-committee is recommending to the Advisory and Finance Committee that DEPARTMENT XYZ and administration consider the following proposals to alleviate the fiscal burdens the DEPARTMENT is facing for FY##.  The sub-committee recommends:

Recommendations
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 Recommend that the DEPARTMENT.  
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 Recommend that DEPARTMENT XYZ. 

In closing the sub-committee ….

There was discussion, and questions regarding how the budget is presented, and by whom as well as discussion of Unions, performance evaluations, productivity, accountability, outsourcing, and seasonal staffing versus full time staffing needs. Michael Hanlon spoke about Collective bargaining issues and changes.  He indicated the Committee should be a catalyst in brining issues to the table.  

Mr. Driscoll indicated the main issues he would like to have come forward are the Energy Issues and an RFP for Investment Services.  He added the Health Insurance issues are currently being dealt with by management in the collective bargaining process. 

· Old/New Business
Update from members who attended the Association of Town Finance Committees Annual Meeting.
There was a lengthy discussion regarding the information Committee members Michael Hanlon, Charles Stevens and James Doherty obtained by attending the 2010 Annual 
Meeting Association of Town Finance Committees.  Below are the notes and information the members provide to the other members.
NOTES FROM OCTOBER 23, 2010 ANNUAL MEETING

ASSOCIATION OF TOWN FINANCE COMMITTEES

Submitted by Michael Hanlon

I attended the Opening Session entitled “Health Insurance: Playing the Hand You’ve Been Dealt” featuring Michael Gardner, Cambridge Personnel Director, Robert Dolan, Mayor of Melrose, and Stephanie McNeil, Franklin Human Resources Director.  I also attended two workshops the first being “One Town, One Team: What is the Role of the Finance Committee?” featuring Glenn Koocher, Executive Director of MASC, and Jeffrey Nutting, Franklin Town Administrator.  The second workshop was “Reducing Municipal Budgets: The Hidden Cost of Cuts” featuring John Clifford, municipal labor attorney, and Michael Jaillet, Westwood Town Administrator.  The following are my notes from the meeting:

Comments by Melrose Mayor:

· Step and longevity (and pensions) raises are not sustainable.  Step and longevity raises may be higher than cost of living adjustments (COLA) for some employees.

· GIC requires 70 percent employee approval, which can be daunting.

· Insurance Advisory Committee (IAC) needs the united leadership of the Board of Selectmen, School Committee, and Finance Committee.

Comments by Cambridge Personnel Director:

· Take advantage of Medicare eligibility when ever you can.

· Board of Selectmen should have a “seat at the table” on the School Committee for all union bargaining (Chapter 150E).

Comments by Franklin Human Resources Director:

· Insurance Advisory Committee includes all unions in Franklin.

· They use BCBS plan plus Medicare for retirees.

One Town, One Team notes:

Use the Finance Committee reserve fund to hire consultants that the town won’t hire.

Look for “big picture” issues.

Review the revenue side of the budget as well as the expense side.

Consolidate town and school offices into one building.

Should have written fiscal policies that have been reviewed by the Finance Committee.

The issue of conforming or non-conforming to the fiscal policies should be transparent.

Comment by Michael Widmer, Mass. Taxpayers Foundation:

“Public sector health and retirement benefits are not affordable.”

Hidden Cost of Cuts notes:

There should be transparency in contract negotiations.

Need to address accountability of employee performance.

Should look at “out sourcing” as a say to reduce cost.

Can bargaining units be consolidates into a fewer number of units?

NOTES AND OBSERVATIONS FROM OCTOBER 23, 2010 ANNUAL MEETING

ASSOCIATION OF TOWN FINANCE COMMITTEES

Submitted by James Doherty

Please keep in mind that my remarks are my words….it’s what I heard at our meetings and my take-away from the question and answer sessions.

I attended the following sessions;

· Opening session on Health Insurance

· New to Finance Committee: Budgeting 101

· A presentation by Michael Widmer from the Mass Taxpayers Foundation. 

· Reducing Municipal Budgets: The hidden Costs of Cuts

1st Session:  Health Insurance topic: dealing with the hand you are dealt with

· Presenters;

· Michael Gardner, personnel director, Cambridge.  He spoke about benefits of using collective bargaining as a negotiation tool

· Mayor Robert Dolan from Melrose.  Stressed the benefit of utilizing their Group Insurance Commission for cost savings

· Steve McNeil, human resources director, Franklin.  He spoke about the successes in utilizing the Insurance Advisory Committee for developing their Health Insurance plan design

· Some notes from each presenter:

· Cambridge Approach:  Focusing on Collective Bargaining Strategies for Health Insurance.
· Michael Gardner noted that there are 3 caveats when listening to the experts who think they know how to control health care costs; they are generally;

· Misguided

· Misinformed

· Mistaken

· US Health Care System is going through dramatic changes

· Costs are shifting demographically

· Issues with the system in MA

· The current rate battle is over perceived health care costs vs. industry abuses.

· Governor has denied about 85% of health care rate increases – in essence, imposing price control on premiums.  Increases that passed covered the “small group market” effecting approx. 800k people in MA

· MA insurance regulators concede they don’t have the answers.  Cost issues cover the full gamut to include; addressing coverage as to how to service rural areas, addressing language barriers, how to treat small group vs. large group, getting citizens to accept non-physician health care providers such as physician’s assistants and registered nurses, etc.

· Major Hospitals and doctors issues. There is an expectation for a dramatic increase of people with new health care insurance – demand for primary care his outpacing supply.  Major Health Insurance Plans competition is becoming limited – many say that they won’t be able to operate at a profit.  Many have stopped or have limited offering coverage to certain health groups.

· Three of largest four — Blue Cross Blue Shield, Tufts Health Plan and Fallon Community Health — posted operating losses in 2009.  Non profits that dominate MA health industry say they cannot afford to take continued losses; there is now increased use of medical services by employees fearful of losing benefits and the slumping value of investments is not helping their balance sheets.  Health insurance companies have no effective mechanism at their disposal to control the prices and they have no effective mechanism for controlling utilization of health services.

· The concern of many is that full health care access may threaten the near-term solvency of some companies, so until the matter is resolved, the insurers may find themselves simply limiting the extent of coverage that they can provide.

· Health Care Bargaining is now becoming very complicated…….dealing with

·  Many unknown factors…….healthcare costs, provider issues

· Need to address issues now…….postponing the inevitable is dangerous

· Now is a good time, especially when there is little if no money available

· Unions are a big impediment to collective bargaining…….consider splitting the groups into smaller units for individual bargaining opportunities 

· Cambridge results……..Keys to successful bargaining
· Negotiate and work with Units separately, one at a time

· Work closely in cooperation with varies departments

· Carrots and sticks are credible tool if they are clear and wisely administered

· Market realities help in negotiations

· Know your Costs

· Listen To The Employees

· Have Things to Offer

· Have Things to Throw Away

· Accelerated Schedule – Open Enrollment

· Good Faith Effort to Reach Agreements

· Impasse is considered as the Last Resort

· Think and negotiate Health Insurance = Money.   Treat Health Insurance benefits like money when negotiating wage increases

· Franklin Approach:  They were committed to taking advantage of experience and skill set from their Insurance Advisory Committee.  They focused on inclusion: 

· Sharing and disclosing data

· Included a Health Insurance Advisor in the process

· Consider combining Healthcare Plans with Medicare to help relieve healthcare some of the costs

· Included town management representatives in the process

· Included unions in the process

· Melrose Approach:  The Mayor spoke about how they utilize the Group Insurance Commission (GIC)  (state health insurance plan for state and municipal employees and retirees) for cost savings.  Some points:

· Joining the GIC is one viable option for municipalities interested in achieving significant savings in health insurance
· GIC rules require the retiree contribution rate match the lowest contribution rate for active employees. This would require towns to contribute a higher percentage for retirees.  GIC option appears can have the best financial results where a town is already paying more than 50 percent in contribution toward retiree health insurance so that there are no new costs for retirees, where there is the ability to increase the employer’s contribution rate as an inducement to employees to join the GIC , and more…….. 

One issue, the GIC requires coalition bargaining for health insurance purposes and that 70 percent must agree to join. 

· Savings is a function of existing plan design and contribution rate for active and retired employees.

2nd Session:  Budgeting 101
· Presenters were ;

· Joanne Marden, Chair of FinCom, Town of Andover covered

· Developing Departmental Budgets for expenditures, fixed costs, short and long term capital budgets.

· Closing the books…….issues regarding Free Cash

· Tracking revenues and expenses

· Setting the tax rates

· Allan Tosti, Chair of FinCom, Town of Arlington covered 

· Revenue forecasting

· State aid and local revenues

· Town meeting and City Council  - he didn’t have a lot of confidence in selectman 

· There was a common consensus that it was importance to every town to have an appropriate stabilization fund balance goal and a free cash goal.  Some suggest that the combined balance of the free cash flow and the stabilization fund should be between 3% - 7% or better.  Replenishment of the Stabilization Fund should be a critical component of the financial planning process – its purpose is to protect a town’s bond rating and continued ability to manage unexpected problems.  
· BOTTOM LINE: Towns should consider having a policy for free cash flow and the stabilization fund as to appropriateness and use of.  You don’t want to be paying operating losses from savings.

Lunch Presentation:  We heard from Michael Widmer from the Mass Taxpayers Foundation. 

· Consequences of Question 3 on the ballot……. Lowering sales tax rate would result in approx. 30% in cuts across the board as a consequence of revenues dropping by approx. $2.5 billion.

· General comments:  This is what I heard from his presentation and questions from the audience; 

· He addressed major concerns for the high insurance costs and he questioned the state and town’s ability to fund future liabilities. Liabilities are currently running at $22.1b.  Health care legislation is not clear as to specifics nor do we know what the impact will be on future costs.  In the meantime, health care costs are rising rapidly in decreasing competitive environment.    

· Similarly, same concerns for the unfunded pension liabilities.  Unfunded liabilities will create fiscal financing issues.  Depending on the expected / projected rate of return on portfolio assets, the liabilities could be much higher. The Long term structural issues affecting the retirement system and underlying assumptions will need to be re-aligned with the realities that we are all facing today. 

· Widmer also noted that if current tax and spending policies were to remain in effect, there would be insufficient surpluses to prevent an explosive increase in debt. Cities and towns should expect big changes with huge financial impact due in the main to;

· Expiration of federal stimulus aid at end of 2011

· State already faces budget shortfall of $2b for 2012

3rd Session:  Hidden Costs of Cuts with John Clifford, municipal labor attorney and Michael Jaillet, the Westwood town administrator.  Many of their comments were shared by other speakers in other presentations.

· The conversation focused on accountability of employee performance

· Transparency in all negotiations and be inclusive

· Spoke about looking for opportunities and benefits for outsourcing and combining resources with surrounding towns.

· As shared by Michael Gardner, personnel director from Cambridge, consider breaking out the Groups into units and negotiate and work with Units separately, one at a time

In summary:

· Cities and Towns should ensure that they have good Free Cash and Stabilization policies in place – its part of the financial planning process to ensure viability of the town’s finances.

· Unfunded liabilities for Health and Retirement are a big issue for everyone.  The time is now to address these issues.

· Unfunded liabilities will create fiscal financing issues. Michael Widmer from the Mass Taxpayers Foundation noted that if current tax and spending policies were to remain in effect, there would be insufficient surpluses to prevent an explosive increase in debt.  

· Health care legislation is not clear as to specifics nor do we know what the impact will be on future costs.  In the meantime, health care costs are rising rapidly in decreasing competitive environment.    

· Every town is taking steps to address cost issues…….no one has the best strategy.

· Concept of sharing resources for economies of scale have started in some towns.

· Message is that you do not have to re-create the wheel, there are plenty of example good working approaches to solve these and other issues………just pick one.

· Transparency and the concept of inclusion seems to work for best results for negotiations

· Cities and towns should expect big changes with huge financial impact.

· Need to address health and retirement issues now…….postponing the inevitable is dangerous.   This is what I heard throughout the day.

· Question:  Who takes the lead to promote addressing these issues, who becomes the watchdog for compliance?

Approval of Meeting Minutes

· October 25, 2010

Cornelius Bakker moved to approve.  

John Moody, second.  The motion was unanimously approved. 
ADJOURNMENT

John Moody moved for adjournment.

Robert Nassau, second.  The motion for adjournment carries unanimously.  
The meeting adjourned at 8:55 p.m.
Respectfully submitted,
Pamela L. Borgatti
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