City kall, Room 310

25 Dorrance Strest
Providence, Rl 62903

P 401.421.7740, exi 577
F: 401.351.1056

To: Honorable John J. Tgliozzi, Chairman; and
Members of the Committee on Finance
Ce:  Members of the Commission on Revenue, Sustainability & Effectiveness
From: Matthew M. Clarkin, Jr., Internal Auditor MMCﬁ
Date: November 30, 2011

Re: Three-Year Budget Projections

The Commission on Revenue, Sustainability & Effectiveness recently requested revenue and
expenditure projections for the next three fiscal years (2013, 2014 & 2015), Atiached you will
find budget projections for fiscal years 2013 through 2015 that [ am providing to the
Conunission. Below is a summary of the assumptions made to develop these out-year budget
projections,

Overall Budget Projections

Using the FY 2012 budget as a foundation and based upon the revenue and expenditure
assumptions discussed below, city expenditures are projected to exceed revenues in each of the
out-years through FY 2015, The city will be challenged to {ind solutions to close pm]ected
budget deficits of $21.2 million in FY 2013, $37.5 million in FY 2014, and $58.8 million in
FY 2015,

Revenue Assumptions

Properiy toxes: The objective of this analysis is to project the status of future city budgets at the
current level of taxation. Therefore, property taxes are assumed to remain at FY 2012 levels.
There is a statutoiy cap on the maximum percentage tax levy increase for FY 2013 of 4.0%,
which resuits in a maximum increase of $12.3 million in gross tax revenue.,
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State Aid: Based upon assumptions made in the state of Rhode Island’s most recent Five-Year
Financial Projections Report, which was a part of the Governor Chaffee’s FY 2012 proposed
budget submission to the General Assembly, Paymenis in Lieu of Taxes (PILOT) and Excise Tax
Reimbursements are projected to increase 2.4% annually. Revenue from the Distressed Ciiles
Program and the Telephone Tax is projected to be level-funded during the period of this analysis.
Revenue from the Meals & Beverage Tax, which is a pass-through from the state, is projected to
increase by 2.5% in FY 2014 and FY 2015.

State Aid to Educarion: The phase-in of the state’s School Funding Formula is assumed to
continue throughout the period of this analysis. [t is projected that the annual increases of school
aid to Providence during this period will mirror the increase of state aid to education in FY 2012
($6,179,881). It is also assumed that the reduction of state aid to education in FY 2012 in the
amount of the federal Education Jobs funds ($8,683,552) will not be returned in FY 2013.

Interest Income: Income from interest earned on overdue taxes and from the investing of idle
cash is projected to remain at FY 2012 levels throughout the period of this analysis,

Departmental Revenues & Other Revenues: Revenue generated from the Room Tax and the
Recorder of Deeds is projected to increase by 2.5% in fiscal years 2014 and 2015. The Water
Supply Medical Reimbursement and the Reimbursement Blue Cross Providers revenues are
projected to increase at rates that are identical to projected increases to medical expenditures
(4.5%, 6.0% and 6.9%). All other revenues are projecied to remain at FY 2012 levels.

Transfers to General Fund: All revenues under the Transfers to General Fund category of the
budget are projected to remain at 'Y 2012 levels. '

Expenditure Assumptions

Salaries: Salaries are projecied to increase at the rates established in the current Collective
Bargaining Agreements (CBAs). Wages for non-union and non-bargaining employees are
assumed to mirvor the salary increases provided to Local 1033 employees. The across-the-board
rate increases for the various bargaining units are shown in the chart below.

Fiseal Year
Bargaining Unit 2813 2014 2015
City - Local 1033 0.0% 3.0% 3.0%
Police 0.0% 4.0% 4.0%
Fire® 0.0% 3.0% 3.0%
School - PTU 0.0% 0.0% 3.0%
School - Local 1033* 0.0% 3.0% 3.0%
School - Local 1339 0.0% 4.0% 4.0%

*Projected salary increase.




The school department does not have across-the-board salary inereases scheduled in FY 2013,
but there.are several one-time budget solutions in the FY 2012 budget that are not available in
FY 2013. Therefore, there is a projected increase of $7.3 million to the school department’s
general fund salary budget in FY 2013. The following items are the major drivers for this
increase.

Deseription Fiscal 2013

Federal Jobs Funds $1,300,000
Literacy Reserves 51,200,000
Title I Funds $278,000
Furlough Days $140,000
1033 Salaries $850,000
PTU Contract $2,161,481
Altrition $1,400,000

$7,329,481

Employee Benefits: Annual increases in medical costs are projected to parallel the increases
assumed in the state’s most recent Five-Year Financial Projections Report. In addition, an $8.0
million shortfall in savings for FY 2012 from the shifiing of retirees’ medical coverage to
Medicare has been returned to the medical budget in FY 2013.

The city’s pension coniribution is based upon the June 30, 2010 actuarial report. Savings from
any local pension reform efforts have not been considered.

Fiseal Year
Expenditure 2013 2014 2015
Medical - Active 4.5% 6.0% 6.9%
Medical - Retirces 6.9% 6.9% 0.9%
Dental Insurance 2.5% 2.5% 2.5%
Pension Confribution Based on 6/30/10 Actuarial Report
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The school department’s contribution to the state administered Employees’ Retirement System
(ERS) is based on a post-ieform contribution rate of 11.41% of pension eligible wages. Prior to
the pension reform legislation recently approved by the Geneval Assembly, the school
department’s contribution during FY 2013 was scheduled at 20.98%. The school department’s
contribution rate is currently 13.23%, but because of a projected increase in total salaries in
FY 2013, the department’s total payment to ERS is projected to increase by approximately
$475,000. '

Line items: Departmental line items are assumed to increase at the rate of the Consumer Price
Index for Urban Wage Barners (CPI-U), which is projected to be 2.8% in FY 2013; 2.70% in
FY 2014; and 2.30% in FY 2015.

School Expenditures: With the exception of the items shown below, school expenditures are
projected to increase at the rate of the CPI-U.

Tiscal Year
Expenditure 2013 2014 2015
Custodial Services 3.0% 3.0% 3.0%
Transportation 2.0% 2.0% 2.0%
Tuition to Other Schools 2.5% 2.5% 2.5%
Utilities 0.0% 2.0% 2.0%

Utilities: The City is entering into a new contract with National Giid to purchase electricity for
all city buildings. The Administration projects that this new contract will result in savings of
approximately $635,000 in I'Y 2013 and an additional $365,000 beginning in FY 2014.

Miscellaneaus

Fiscal 2011 Year-End Deficii: Rhode Island General Laws Section 45-12-22.3 requires that a
city or town that incurs a year-end budget deficit provide annual appropriations for deficit
reduction. in equal or diminishing amounts to eliminate the entire deficit within a five (5) year
period. Based upon the declared but unaudited budget deficit of approximately $5.0 million for
{he fiscal year ending June 30, 2011, annual appropriations beginning in FY 2013 of $1.0 million
are included in all three years of this analysis. The I'Y 2011 budget deficit will be eliminated at
~ the end of FY 2017.

Fiscal Years 2012 and 2013: Tt has been assumed that fiscal years 2012, 2013 and 2014 will end
with balanced budgets.

e T e T e S S )
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Rainy Day Fund:  According to City Ordinance 2011-21, No. 387, the city must begin in
FY 2013 to appropriate one-percent (1.0%) of the total budget expenditures to replenish the
city’s Undesignated Surplus (“Rainy Day Fund™). Based upon projected expenditures,
$6.4 million is appropriated for this purpose in FY 2013; $6.5 in FY 2014 and $6.7 in FY 2015.

Persistently Lowest Achieving Schools (PLA): For the purposes of this analysis, it is assuimed
that the identification of additional Providence schools as “PLA Schools” will not have a
negative impact on the School Department’s budget. The current contract with the Providence

~ Teachers Union has a no layoff clause. Tt is uncertain how ihe identification of additional
Providence PLA schools will impact staffing in light of this no layoff clause.

Achievement First/Mayoral Academy & Charter School Tuitions: It is projected that the
establishment of the new Mayoral Academy Charter School will result in additional costs of
approximately $533,000 in FY 2014 and $1.1 million in FY 2015, In addition, the School
Department will experience significant annual increases in tuition payments to the charter
schools that currently service Providence students. These increases are a result of the new state
funding formula program. It is projected that payments to charter schools will increase from
$3.4 million in FY 2012 to $5.5 million in FY 2015, These increases in charter school tuitions
are separate from costs associated with the Mayoral Academy Charter School.

o
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