2010 ALN Annual Financial Forum
"A Funny Thing Happened On The Way To The Financial Forum"
Introduction
Welcome to Alliance For A Livable Newport's Fourth Annual Financial Forum.  My name is Ron Becker and my co-presenter this evening is Fred Best. 
I need to begin with a request and a disclaimer.  The request is that you turn off all cell phones/pagers/blackberries/etc.  The disclaimer is that this ongoing series of financial forums sponsored by ALN attempts to provide Newport's residents and business owners with important financial information about their City and, to that end, contains a significant amount of financial data and facts.  It also contains some conclusions and opinions which are attributable to the forum's presenters and do not reflect positions formally taken by ALN.
In the past, our forums tended to focus primarily on the City's financial problems and less than optimal, in our view, budget decisions by the City Council and Administration.  This year the final budget approved in June for Fiscal Year 2011 -- which runs from July 1, 2010 through June 30, 2011 -- contained some surprises in the form of some decisions that moved the City at least at little in the right direction.  So, instead of the somewhat negative sub-titles that we have applied to past forums ("A Perfect Storm" and "The Fiscal Shell Game"), we opted for the more whimsical sub-title "A Funny Thing Happened On The Way To The Financial Forum".
This evening you will hear Fred speak about the financial aspects of the Water and Sewer Systems upgrades facing Newport.  I then will cover issues related to the Fiscal Year 2011 Budget and briefly touch upon the November ballot question asking Newport's voters to approve $30 million of bonds for a new elementary school.  We will allow time for questions following each segment of our presentation and will remain here after the conclusion of the forum to respond to any further questions.  When we get to questions, please wait for a portable microphone before asking your question.  This forum is being videotaped for viewing on Public Access TV and through the ALN website, www.allianceforlivable newport.org, and we want viewers to be able to hear your questions clearly.
Fred Best trained as a chemical engineer and spent the early part of his career doing filtration research, including removal of contaminants from municipal water systems.  He has 16 years experience running a small manufacturing company and 15 years developing health management programs for corporations.  More recently, he has been a computer systems analyst.  Fred . . .

Budget Overview
At their June 23rd meeting, the Newport City Council approved a budget for Fiscal Year 2011 in excess of $102 million.   It included an increase in the property tax rate of close to one half a percent, an increase in the Sewer Rate of just under fifty percent and an increase in the annual Combined Sewer Outflow charge of close to 86%.  I want to examine some of the decisions that resulted in that budget and discuss their implications, both present and future.
Property Tax Rate
Newport enjoys one of the lowest property tax rates in Rhode Island and its rate also is very low by national standards.  For this low tax rate, we enjoy trash collection at no extra cost, while most other nearby communities pay a fee in some form; and we have a school system with per student costs among the highest in the State.
The original proposal for the Fiscal Year 2011 Budget called for a property tax rate increase of close to 2.5%, still well below the State cap of 4.5%.  That was reduced during the City Council's deliberations to the final increase of just .5%.  There were a number of factors influencing that reduction.  One, of course, is that City leaders know that their constituents do not like to see their taxes increase, especially when the economy is struggling.  The City's leaders are especially sensitive to this in an election year.  They also are aware that the budget includes large increases to the Water/Sewer bills, which are equivalent to a six to eight percent property tax hike for the average homeowner in Newport.
However, the actions taken to get from 2.5% to .5% included use of one-time revenue sources to pay for ongoing expenditures.  That may work for this year, but what about later years when the one-time funds no longer are available, the expenditures are continuing, and the State rate increase cap limits the amount of new money available to pay for those expenditures plus new increases that occur each year, such as salaries, medical costs and normal inflation costs of materials and services utilized by the City.  Newport will reach a point in the very near future where it will be forced to go to the Rhode Island legislature to request an exemption from the cap and future residents will be hit with a large increase all at once instead of smaller more easily budgetable increases staggered over several years.
We have argued in past financial forums for the matching of revenues and expenses.  One-time revenues should be used for one-time expenditures and ongoing revenues should be used for ongoing expenditures.  Doing otherwise is a formula for long term financial chaos.  It is what is causing municipalities around the country to end up in bankruptcy.  Newport is not there yet, but we are heading in that direction.  The City Council needs to balance their concern for this year's taxpayers with concern for future taxpayers, many of which, hopefully, will be one and the same.
OPEB
A good example of short term thinking concerns the City's unfunded Other Post Employment Benefit (OPEB) liability -- primarily retiree health benefits -- which currently is valued in the range of $100 million.  The City Council and Administration wisely adopted an amortization plan three years ago to fund the liability over a thirty year period.  Their efforts in this direction are to be commended.  
However,  while the City is making efforts on behalf of its other Departments to fund the liability, the School Department continues to budget only for current benefits,  a pay as you go process that increases annually as the number of retirees grows in relation to the number of active employees and as the life expectancy of those retirees increases.  Contributions to its share of the City's liability have come only from transfers of surpluses back to the City, which the Council has directed into the OPEB trust fund, and from current employees co-payments towards their future benefits, a relatively small amount nowhere near the appropriate amortization payment amount.  The School Department's union contract negotiations resulted in the creation of the liability; it should be held responsible in its budget for funding the liability.
Parking Fund Transfer
Another example of short term budgeting and mismatching revenues and expenses was the decision to transfer $1,500,000 from the Parking Fund into the Water Pollution Fund to reduce the Sewer Rate increase.  That $1,500,000 will not be there next year; which means the City then will have to raise that amount of revenue from an additional rate increase.  The money in the Parking Fund was meant to cover the cost of expanding and improving parking facilities in Newport, a very much needed undertaking.  Taking money from this fund, or any of the other so-called Enterprise Funds -- which include the Beach Fund and the Maritime Fund -- means that when expenses occur, which those funds were meant to cover, the City will have to search elsewhere for funding.
The balances in the Enterprise Funds are, in effect, reserve funds.  By depleting those reserve funds for purposes other than what they were created for, the City is short-changing its future.
Motor Vehicle Excise Tax
The State's decision to balance its budget in part by ceasing payments to the cities that were meant to compensate the cities for motor vehicle excise tax exemptions legislated several years ago, cost the City of Newport $1.8 million of revenue it has relied upon in past years.  The State tossed a bone to the cities in allowing them  to impose the excise tax on the first $6,000 of a vehicle's value, the amount that previously had been made exempt.  The City Council considered taxing at least some portion of the exempt valuation, but finally decided against doing so.  I applaud that decision.  Making up for lost revenue via the motor vehicle excise tax would be an inequitable allocation of the tax burden among Newport's residents and businesses.  It would place the burden on the portion of residents who register their vehicles locally.  Residents and property owners who register their cars elsewhere would be exempt.  Since well over half of Newport's residential property is owned by people who do not claim Newport as their legal residence, we can assume that most of them do not register their vehicles here.  Further, taxing the first $6,000 of valuation would be a regressive tax, even among those who do register locally, hitting hardest those with older lower valued vehicles.
Before moving on, we should note that State revenues to Newport have been reduced over the past two years by more than $2.8 million and that does not include the additional reductions affecting the School Department.  At the same time, state mandated expenditures have been increased, squeezing the cities even more.  City budgeting always has been difficult, and between the state imposing revenue reductions, expense increases and a cap on how much the cities can increase their property tax rates, it is not getting any easier.
School Department Allocation
Another Council budget decision that caught many by surprise was their move at the Council meeting at which final approval was given to the budget to reduce the allocation to the School Department by 2.5%, or a little under $600,000, from what it had been last year.  That reduction was not really lost to the School Department, as the Council applied the full amount of the reduction as a payment towards the School Department's portion of the City's OPEB liability.  
There were a number of reasons given at the Council meeting for that decision; including a concern that the School Department was producing yet another sizable surplus from the prior budget year and those excess funds should be used to balance the budget and provide relief from liabilities created by the School Department in the past.  In past years the Council could reduce the School Department's allocation below that of the preceding year only if there was a reduction in the student population.  The Council had made such a reduction in the recent past.  However, the school population has leveled off this year.  But, as another sop to the cities, when it reduced revenue sharing still further, the State gave the cities permission to reduce school allocations by up to 5%.  The Council became aware of that change just a few days prior to the final budget consideration.
For the past several years, the School Department consistently has produced a sizeable budget surplus each fiscal year.  In the private business world, a manager who produced a sizable surplus every year, in good times and bad, would with some justification be accused of padding his budget.   Such was the view of the City Council.  Whether justified or not, the fact remains that the City is experiencing significant reductions in revenue while required expenses keep increasing.  Painful reductions are having to be made across the City's other departments and the School Department should share in that.
New School Bond Question
I want to touch just briefly on the November ballot question asking Newport's voters to approve $30 million of bonds to fund a new K to 4 elementary school that will replace the currently existing four elementary schools.  There are many arguments both for and against the proposal and ALN will present a forum on this issue on October 19 to air those arguments.
For this forum, I just want to comment on one claim being made by proponents of the proposal.  That is that the immediate impact on the average property taxpayer (assumed to be the owner of a residence valued at $300,000) will be a tax increase of approximately $40 per year, and that that amount will be reduced significantly as the old elementary school properties are sold and enter the tax rolls.  Actually, the initial impact of the bond amortization schedule, after subtracting promised State reimbursement, will be closer to $85 for the owner of a $300,000 home, but the proponents are reducing that number by savings from anticipated staffing reductions to get to their $40 figure.  Since those staffing reductions can come only after the new school is built and students transferred from the existing schools, there will be some period of time in which taxpayers will have to pay the larger figure.  Hopefully, it won't be for long.  Also, you can judge for yourself how much time it is likely to take for the Coggeshall, Cranston-Calvert and Underwood properties -- not to mention the Sheffield and Carey properties which have been on the market for some time already -- to sell and become taxable properties.
Firefighters' Overtime
One of the more controversial decisions and one with possible far-reaching consequences, was the reduction of the budget allocation for Firefighters overtime to $200,000.  Last year $650,000 was budgeted, but the actual expenditure for the past fiscal year is estimated at approximately $1.2 million.  The City Manager had proposed budgeting the same amount as last year, $650,000, but the Council felt that even that amount was far too much.
To understand this issue, you need to understand the principal reason for firefighters overtime.  Staffing levels and manning requirements are written into the firefighters union contract.  That happened many years ago and the union has been unwilling to consider removing them or adjusting them significantly.  Prescribed staffing is set at a level that should provide adequate coverage for the stipulated manning requirements without requiring overtime when firefighters are out on vacation, sick leave or other time allowances.  However, as a means of realizing needed budget savings, several staff openings caused by retirements or firefighters resigning for various reasons have been left unfilled.  It was assumed that the cost of overtime to compensate for the effect of those open positions would be less than the salary and benefit costs from filling those positions.  That has proven to be a bad assumption.
By adhering to the manning requirements in the union contract, the $200,000 budgeted for overtime was exhausted by the beginning of this month.  Now comes crunch time.  What are the City's options?  It can look for money elsewhere -- difficult given the tightness of this year's budget.  It can cease authorizing overtime and either deny firefighters time off coming to them or man shifts at less than the stipulated manning level -- sure to result in the union filing unfair labor practice claims.  Or it can unilaterally adjust manning levels and shift schedules in keeping with the level of actual  staffing -- again sure to result in a union filing.
The latter option is the one that is interesting to explore.  An independent outside consultant produced a study of the Newport Fire Department a few years back and found that the shift schedule and manning requirements of Newport differed significantly from those of the majority of other fire departments across the country.  It found further that Newport could make significant staff reductions and save a significant amount of money without diminishing protection and service levels if it adopted prevalent shift and manning practices.  However, the union rejected proposals to that effect by the City and the arbitration panel that stepped in when negotiations reached an impasse, refused to consider that issue.
Perhaps I should take a minute to say a few words about the negotiation/arbitration process.  For several years, the City and the Firefighters Union have been unable to resolve their differences at the bargaining table.  Following State regulated procedures, when that happens a binding arbitration process is initiated.  An arbitration panel considers only one contract year at a time and the process takes close to three years to settle.  So, we are always two to three years in arrears in finalized contracts.  That has had a serious impact on the City's ability to budget adequately, since settlements, when they finally occur, require significant lump sum adjustments to bring salaries and benefits up to the level of the settled contract for the full period following the contract date.  Just a few months ago, settlement was finally reached on the contract for three years ago, so the City is two years behind at this point.
Unfortunately, there is not a lot of incentive for the union to agree with the City at the bargaining table, since it historically gets more than the City is willing to offer from the arbitration panel.  By the way, the arbitration panel consists of one member selected by the union, one selected by the City and one selected from a list of purportedly unbiased arbitrators.  That list is put together by the State government.
So, the question arises that if the last signed contract is two to three years old, is there a valid contract in effect currently?  The union would argue that the old contract continues in effect until a new one is signed.  The City could adopt a contrary position.  It then could end up in the courts, where odds favor the union; but, like any litigation, there are no guarantees and the litigation would be costly to both parties.  Is this incentive enough for the union to agree to bring the contract up to date and agree to some adjustment in manning and shift requirements?  We shall see.
Questions
I would be happy to respond to questions at this point.  Please remember to wait for a microphone before starting to ask your questions.
Closing
That concludes this year's financial forum.  I want to thank Sarah Highland for providing our PowerPoint presentation.  Fred and I will stick around to answer additional questions informally.  Thank you all for coming.


