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Introduction

The following analysis of the Gill town budget is the third report of the so-called "Five Year Plan." This project was originally undertaken to find solutions to the annual conflicts over the Gill-Montague Regional School District budget and assessment. During the planning process the project was expanded to included analyses of the budgets of the member towns, Montague and Gill.

The analysis of the Gill budget follows the same methodology as the study of Montague. It begins with an evaluation of revenue and expenditure growth from fiscal years 2000 to 2008. Then a number of scenarios are projected for fiscal years 2008 to 2014 based on the historical experience. The goal is to create a model for fiscal stability that will inform policy decisions.

The central framework for the analysis is the concept of "growth revenues." These are defined as those revenues that can be used to finance the town operating budget, school assessments and other expenditures. Growth revenues include property taxes, state aid and so-called "local receipts." Historically, a "structural budget gap" emerges when expenditure increases consistently exceed revenue growth. Fiscal stability is produced when projected expenditure increases match increases in growth revenues. 

As in the case of Montague (and many cities and towns), the Gill budget history shows a growing tendency towards structural imbalance. The causes of this imbalance also follow a common pattern – "fixed cost" increases for wages, benefits and school assessments that do not match revenue increases, limited by inadequate state aid and the restrictions of Proposition 2 1/2.

 Unlike Montague, Gill has been able to increase the level of services (through increases in staff hours) to residents despite these fiscal constraints. Gill has benefited from a number of unexpected revenue "windfalls" and has approved one large Proposition 2 1/2 over ride. School assessment increases have consumed a somewhat smaller portion of revenue growth than in the case of Montague 

However, Gill has also used increasing amounts of reserves (free cash) to fund its operating budget and assessments. Furthermore, school assessments now appear to be consuming nearly all of Gill's revenue growth. Unless Gill continues to experience revenue windfalls and to pass over rides, the current level of expenditure growth can not be sustained. (See Scenario 1, p. 21 ). Assuming the historical level of revenue growth, less windfalls and over rides, the Gill operating budget and school assessments can not increase by more than 4% annually. (See Scenarios 2 and 3, pp. 22-23). Given the depth of the current recession and its impact on state aid, this level of expenditure growth may well be optimistic.
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Gill Revenues, 2000-2008

Tale 1 shows the increase in Gill revenues from FY 2000 to FY2008, The main revenues sources available to fund the operating budget are derived from property taxation state aid and local receipts. Gill also has used a range of smaller revenue sources listed under "particular purposes" (for example sewer user fees to fund the sewer system) and has used considerable amounts of "free cash" (positive balances from the previous year) to fund the budget. 

This analysis focuses primarily on the three primary funding sources. The central goal is to estimate total revenue growth, average annual growth and the degree of annual variation from year to year.

Property Taxes

As with all cities and towns in the Commonwealth, Gill funds its local services primarily through the property tax. In fiscal 2008, for example, property taxes accounted for approximately sixty-seven percent of the town's revenues.

This analysis focuses on those property tax revenues available to finance the town operating budget and educational assessments, the so-called "levy limit." The levy limit for any given year is defined as the limit of the previous year plus a 2 1/2% increase plus taxation on "new growth." The limit also includes any so-called "overrides" (Gill passed one in 2004). It does not include property tax "debt exclusions" to fund particular projects (for example. the Gill Elementary School renovation) because these do not add to revenue available to finance the operating budget or school assessments. 

Property tax revenues available to fund the town operating budget and school assessments in Gill have increased from $1,136, 954 in FY 2000 to $1,782,205 in 2008 an increase of $645,251 or 57%.  The average annual increase is approximately $81,000. However, this includes an over-ride of $110,000 in FY04, followed by an under-ride the following year. It also includes a very high amount of "new growth" (approximately $123,000) in fiscal year 2008. If we exclude these amounts, the "normal" property tax revenue growth for the town was approximately $55,000 annually.

The annual allowable increase of 2 1/2% has accounted for most of the potential property tax increase. The other component of property taxation, "new growth" has averaged just over $20,000 annually if we ignore the very large increase in FY08. New growth revenues have varied considerably over the years, with a low of just under $14,000 in FY02 to over $36,000 in FY 05 to over $122,000 in FY08. 

	
	
	Table 1: Gill "Growth Revenues" FY2000 to FY 2008
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	FY00
	FY01
	FY02
	FY03
	FY04
	FY05
	FY06
	FY07
	FY08

	Property Tax
	
	
	
	
	
	
	
	

	(Levy Limit)
	  1,136,954 
	  1,183,843 
	  1,227,240 
	  1,284,480 
	  1,442,305 
	  1,503,781 
	  1,561,448 
	  1,619,053 
	  1,782,205 

	State Aid
	     240,803 
	     259,982 
	     243,764 
	228,047
	195,395
	196,393
	227,697
	     280,876 
	     289,797 

	Local Receipts
	     210,273 
	     283,431 
	     245,613 
	     268,791 
	     314,488 
	     363,828 
	     351,691 
	     348,113 
	     294,081 

	
	
	
	
	
	
	
	
	
	

	Total 
	  1,588,030 
	  1,727,256 
	  1,716,617 
	  1,781,318 
	  1,952,188 
	  2,064,002 
	  2,140,836 
	  2,248,042 
	  2,366,083 

	
	
	
	
	
	
	
	
	
	

	
	
	 Annual Increase 
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Growth Revs
	 Annual Inc 
	     139,226 
	      (10,639)
	       64,701 
	     170,870 
	     111,814 
	       76,834 
	     107,206 
	     118,041 

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	Other Revenues
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Part Purpose
	135,465
	1,500
	84,673
	173,000
	170,743
	169,663
	319,027
	338,608
	119,064

	Free Cash
	91,000
	100,000
	134,650
	210,000
	122,875
	190,000
	170,000
	220,000
	194,268

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	Note: Growth Revenues" defined as property taxes, state aid and local receipts.
	
	
	

	
	
	"Other Revenues" include Free Cash and Revenues allocated by town meeting for "particular purposes."

	
	
	
	
	
	
	
	
	
	


As stated above, Gill's actual taxation was nearly always slightly below this levy limit, creating what is called "excess capacity." By the end of the period, however, Gill was taxing at the levy limit.

State Aid

State Aid to Gill averaged just over $240,000 annually during the period, representing about 14% of its total revenues. The largest component has been lottery distributions, which generally account for over ninety percent of state aid.

During the period, there was a small increase in total state aid of nearly $50,000, which produces an annual increase of just over $6,000. However this calculation masks the real trend of aid. Between FY 2000 and 2004 state aid was reduced by nearly $45,000, a decline of nearly 20%. This was primarily due to a cut in lottery aid, as lottery funds were diverted to reduce a state budget deficit.  Beginning in 2006, the state legislature restored these funds. By 2007, state aid had increased to $280,000, an increase of nearly $85,000 over a two-year period. This added over $30,000 in revenue growth to the Gill revenue stream in Fiscal Year 2006 and nearly $55,000 in 2007. By the end of the period state aid stabilized as the lottery was now "fully funded."

Local Receipts

"Local Receipts," a diverse category of revenues collected locally, account for approximately 12% of all Gill revenues in FY 2008. Receipts averaged about $298,000 during the period, increasing by about $84,000 or nearly $11,000 per year. However, as in the case of state aid, this number masks a good deal of variation from year to year. Unlike the case of state aid, this variation does not show a clear pattern. For example in Fiscal Year 2002, receipts totaled $246,000 where as in Fiscal Year 2005, nearly $364,000 was collected.

There are two reasons for the large variation in local receipts. The first is variation in "licenses and permits" issued by the town. The second is assorted "miscellaneous non-recurring" revenues. In 2005, for example, there was an increase of over $20,000 in the first category and approximately $45,000 in the second. For a town whose revenues generally increase by about $85,000, this has caused considerable variation from the mean.

Total "Growth  Revenues"

Overall, available property tax revenues, state aid and local receipts have increased by approximately 50% during the period. Revenue growth averaged approximately $97,000 annually. However, if we eliminate the FY 2004 over-ride, the average is closer to $85,000. Again, these totals mask variation from year to year. For example, in Fiscal Year 2002 revenues declined while in the last four years of the period revenues increased by well over $100,000. These variations are caused by variations in property tax "new growth," state aid, licenses/permits, and miscellaneous non-recurring local receipts.

Particular Purposes

The category "Particular Purposes" represents a range of revenue transfers, generally approved by the Gill town meeting. Examples include transfers from the sewer fund to the operating budget/Riverside sewer system; transfers from trash sticker revenues to solid waste disposal; and transfers of revenues returned from the Gill-Montague regional school district for capital appropriations. Some of these transfers finance the operating budget and school assessments. Others do not. 

Overall, allocations for particular purposes have increased during the period. During the first four years (FY00-FY003) spending averaged just under $100,000; during the last four years the average was just under $237,000. A good deal of this increase can be accounted for by transfers of excess funds returned from the Gill-Montague regional school district, as well as transfers from the "debt reserve" dedicated to the Turners Falls High School/Middle School renovation. 

Free Cash

"Free Cash" represents surpluses from previous years' budgets certified by the state Department of Revenue for current use. Free cash generally results from conservative estimates of revenues and liberal estimates of expenditures, providing towns with a "cushion" against unexpected shortfalls. However, many towns tend to rely on a certain amount of free cash each year to balance the budget. .

Overall, Gill's use of free cash more than doubled during the period, from approximately $91,000 in Fiscal Year 2000 to over $194,000 in Fiscal Year 2008. During the first four years of he period free cash usage averaged approximately $134,000 while in the last four years it averaged nearly $195,000. The increased use of free cash appears to have begun in FY 2003, coinciding with two years of very slow revenue growth associated with cuts in state aid. However, it has continued during the latter part of the period when state aid was restored.  

The increasing use of free cash and other "reserves" to address chronic budget shortfalls can be a dangerous practice. The practice tends to widen structural gaps between revenues and expenditures, creating a potential crisis when large amounts of free cash reserves are no longer available.

Gill Expenses: Operating Budget and Educational Assessments

The following analysis focuses on expenditures primarily financed by Gill's "growth revenues" described in the previous section. These expenditures include the Gill town operating budget and educational assessments for the Gill-Montague Regional School District and the Franklin County Technical School. (See Table 2)

The analysis does not include expenditures funded by special debt exclusions, such as the Turner's Falls High School/Great Falls Middle School renovation. Such expenses are not a charge against normal growth revenues. It should also be noted that some expenditures in the town operating budget such as solid waste disposal and the sewer system, have been financed by fees not included in "growth revenues." These sources are appropriated by town meeting and appear under the category "particular purposes."  (See Table 1).

 Budget Analysis

Between 2000 and 2008 the Gill operating budget increased from $740,452 to $1,231,389. The total increase was $490,937 or about $61,367 (6.5%) by per year. During the same period, assessments to the Gill-Montague Regional School District and Franklin County Technical School (again not including debt exclusions) increased from $794,520 to $1,353,621. This was an increase of approximately $560,000 or nearly $70,000 (6.7%) per year.

Thus total expenditures from growth revenues for the town budget and educational assessments increased by a total of $1,050,038, or over $131,000 per year. Total growth revenues to fund these expenditures grew by just over $796,000 or approximately $100,000 per year. The gap is partially explained by the increasing use of reserves (primarily free cash), by increases in user fees not counted under "growth revenues" and by a tendency to tax to the levy limit in the later years. However, the gap does suggest that Gill finances may have experienced a structural imbalance by the end of the period.

 The estimate of average annual expenditure growth masks significant variation from year to year. For example, in fiscal year 2001, the town operating budget increased by over $124,000 or approximately 17%. In that same year, educational assessments increased by over $95,000. In total the operating budget and assessments increased by nearly $220,000. The next fiscal year (FY 2002) there was a significant reduction in the town operating budget while educational assessment rose by over $72,000. The overall increase in FY 2002 (operating budget and educational assessments) was just under $50,000, less than one-quarter of the increase of the previous year. 

The annual variations in spending have been primarily a response to 1) abrupt changes in revenues and 2) abrupt increases or declines in educational assessments from the Gill-Montague Regional School District and the Franklin County Technical School.

                                          Table 2: Gill Expenditures, FY 2000 – 2008

                                            (Town Operating Budget and Education)
	
	
	FY2000
	FY2001
	FY2002
	FY2003
	FY2004
	FY2005
	FY2006
	FY2007
	FY2008

	
	
	
	
	
	
	
	
	
	
	

	Town Operating Budget
	
	
	
	
	
	
	
	
	

	    General Government
	111,495
	122,343
	126,851
	145,338
	150,581
	164,590
	188,248
	198,839
	200,773

	    Public Safety
	113,869
	183,045
	176,124
	203,169
	173,240
	221,337
	247,089
	276,191
	246,396

	    Public Works
	307,627
	363,242
	365,362
	362,200
	330,694
	359,046
	400,965
	396,710
	407,240

	    Health/Human Services
	17,400
	19,455
	12,552
	14,561
	14,920
	18,393
	16,936
	17,406
	19,314

	    Culture/Recreation
	11,980
	16,434
	16,809
	17,039
	18,353
	19,143
	19,932
	20,706
	22,355

	    Fixed Cost 
	(Ins/.COG)
	178,081
	160,391
	144,641
	151,144
	178,196
	186,572
	210,333
	251,412
	335,311

	Total Town Operating
	740,452
	864,910
	842,339
	893,451
	865,984
	969,081
	1,083,503
	1,161,264
	1,231,389

	
	
	
	
	
	
	
	
	
	
	

	Educational
	
	
	
	
	
	
	
	
	
	

	    GMRSD Less HS Loan
	788,658
	885,224
	923,026
	967,959
	1,051,211
	988,535
	1,095,041
	1,165,805
	1,276,079

	    FCTS
	
	5,862
	4,665
	39,335
	46,133
	55,994
	75,577
	74,149
	96,462
	77,542

	    Elementary Renovation
	42,353
	40,695
	39,037
	37,379
	35,722
	34,064
	32,406
	0
	0

	    TFHS/GFMS Renovation
	
	
	
	13,523
	166,261
	166,261
	107,980
	191,285
	27,659

	    FCTS Capital
	8,316
	7,883
	10,171
	10,262
	6,614
	5,480
	6,696
	0
	

	Total Education
	845,189
	938,467
	1,011,569
	1,075,256
	1,315,802
	1,269,917
	1,316,272
	1,453,552
	1,381,280

	Education Less Debt and other


	794,520
	
	
	
	
	
	
	
	1,353,621

	Total Town +Education
	1,585,641
	1,803,377
	1,853,908
	1,968,707
	2,181,786
	2,238,998
	2,399,775
	2,614,816
	2,612,669

	
	
	
	
	
	
	
	
	
	
	


Line items in the operating budget are divided into six broad categories: General Government, Public Safety, Public Works, Health and Human Services, Culture and Recreation and Fixed Costs.  

General Government

"General Government" includes salaries and expenses for a range of town administrative functions (administrative assistant, treasurer, tax collector, clerk, assessors’ assistant), stipends for oversight boards and heating/maintenance of town buildings

Currently the town employs a staff of three in town hall. There is a full time administrative assistant who serves as assistant to the Selectboard. There is a position combining tax collector and treasurer and a combined assessors’ assistant/town clerk position. At the beginning of the period there was a part-time accountant. However, this position was eliminated and the service purchased from the Franklin Regional Council on Governments in FY 2008. 

In FY 2008 general government expenditures account for approximately 17% of the total operating budget. Between 2000 and 2008 this section of the budget increased by nearly $90,000 (80%) or approximately $11,160 per year. Some of this increase reflects wage increases for staff but there has also been an increase in the number of hours. In 2003, for example, the hours of all town hall staff positions appear to have increased and this portion of the budget rose by nearly 15%. There were similar increases in FY06. It was not possible, given the limitations of the data, to calculate the relative impact of wage increases as opposed to increases in the number of hours allocated to these positions.

It should also be noted that the cost of operating town hall and the town garage/public safety facility increased from $22,000 to approximately $46,000 during the period.

Public Safety

The "Public Safety" category includes police and fire departments. The police department accounts for slightly over 70% of public safety expenditures. In FY08 the department employed three full-time officers and part-time back-up staff. The Gill Fire Department is very nearly a volunteer department, employing only a chief for nine hours a week.

Overall, the public safety category has increased more than any other portion of Gill operating budget. Total expenditures for public safety have more than doubled, rising from $113,869 in FY 2000 to $246,396 in FY08.  Most of this reflects increases in the police department budget. Expenditures for police salaries more than doubled in Fiscal Year 2001. There was a significant reduction in the department budget in FY 2004 followed by an increase of over 20% the following year. It appears that the town has struggled to maintain the staffing level it established at the beginning of the period.  

Fire department expenditures, which totaled just over $68,000 in FY08, increased by approximately 90% during the period. Wages, which account for less than half of the department's total budget, have increased by approximately 45%, with the largest increase coming in FY 2003. 

Public Works

The "Public Works" portion of the town budget includes the highway department and the "snow and ice" budget (winter road maintenance). It also includes the operation of the sewer system, solid and hazardous waste disposal and recycling. This is the largest portion of the Gill budget but its increase during the period has been relatively modest. In Fiscal Year 2008 its expenditures were $407,240, an increase of approximately one-third from fiscal year 2000.

In FY08, the highway department budget ($261,467) represented over sixty percent of the total DPW budget. The department employs three full-time employees and per diem staff during plow season. These same employees are also employed under the "snow and ice" budget for winter plowing and maintenance. The snow and ice budget was included within the highway budget until 2003 when is was broken out as a separate line-item. In 2008 snow and ice expenditures were once again folded into the highway budget. 

The public works category also includes a wide variety of expenditures for waste disposal recycling, and cemetery maintenance. Both the Sewer Budget ($61,516 in Fiscal Year 08) and the Solid Waste Budget ($66,200) have increased by over fifty percent since FY2000. Most of the funding for these line items come from user fees appropriated by town meeting and appear as "particular purposes" in the analysis of revenues. 

Health and Human Services

This portion of the budget includes the Board of Health, the Council on Aging and Veterans Benefits, as well as the Historical Commission. The Council on Aging appropriation is paid to the Montague Senior Center which serves residents of Gill. Veterans benefit appropriations reflect an assessment from the regional veterans program.

This relatively small category of the budget accounted for $19,314 in expenditures in Fiscal Year 2008, up from $17,400 in FY 2000. However the small size of the increase is partly the product of a significant reduction in veterans' benefits during the period. The cost of the Board of Health (stipends for board members and a part-time clerk) increased by over 40% during the period and the Council on Aging budget doubled.  

Culture and Recreation 

 This category consists of the library and the recreation departments. Spending for these functions rose from $11,980 in 2000 to $22,355 in 2008. The main cause of this increase was the cost of running the town's library, which rose by nearly $10,000 during the period. The library director and assistant currently work 32 hours combined per week.  Summer stipends for the recreation program, which totaled $4,000 in 2008 account for most of the rest of the increase during the period.

Fixed Costs

This category includes a variety of expenditures ranging from employee benefits (health insurance, retirement); targeted debt (garage, fire truck, recycling truck etc); and payments for services from the Franklin Regional Council of Governments. This category of town expenditures rose from $178,081 in FY 2000 to $335,311 in 2008, This was an overall increase of nearly 90% or over $19,000 per year.

The largest increase in this category is payments to the Franklin Regional Council of Governments (COG) for services. COG assessments increased from $12,030 to $81,761 during the period. Much of this increase occurred in Fiscal Year 2008 as functions such as inspections ($35,841 in 2007) and accounting ($20,655) have been contracted to the agency. The COG assessment increased by over $63,000 in FY08. Town officials interviewed for this study did not believe that contracting such services had reduced their cost, but they argued that this policy has produced more efficient and professional service delivery.

The other large cost in the "Fixed Cost" category is for employee health insurance. Health insurance costs increased by approximately 300% from $21,000 to $88,000. The average increase was approximately $8,000 per year. Some of this increase is accounted for by increasing the number of benefited positions or eligible employees taking advantage of benefits. The rising cost of health insurance premiums was the other factor. Another large cost increase has been for retirement benefits, which rose from just under $25,000 to nearly $58.000 during the period. 

In total, the cost of employee benefits rose by nearly $100,000 during the period, accounting for approximately 20% of the total town operating budget cost increase. 

Salaries and Expenses

Another way to evaluate the growth of Gill town operating budget expenditures during the period is to divide the budget into personnel and non-personnel expenditures,  This analysis could help shed light on the local decisions that produced budget growth. Were budget increases the result of adding staff, wage and benefit increases or increases in non-personnel expenses (utilities, maintenance of equipment, legal costs etc)?

Table 3 shows the Gill operating budget divided into three categories – salaries, non-personnel department expenses and fixed costs (the same category described above). Much of the increase in the Gill budget occurred in the "salaries" category, which more than tripled during the period. Non-personnel departmental expenses, on the other hand, remained nearly flat. Finally, fixed costs, as noted above, increased by nearly 90%.

It should be stressed, however, that the data set exaggerates the impact of personnel cost increases and minimizes the increase in expenses. This is because personnel costs for public works were initially listed under "expenses" in the budget. On the other hand several positions which contributed to personnel costs are now contracted with the regional Council on Governments appear under the "fixed costs" category.'

Despite these caveats, it is clear that Gill, despite its budgetary constraints and the consolidation of positions, has been able to increase wages and the number of hours worked by employees.


                     Table 3: Gill Salaries, Expenses, Fixed Costs FY 2000-2008

	
	FY00
	FY01
	FY02
	FY03
	FY04
	FY05
	FY06
	FY07
	FY08

	
	
	
	
	
	
	
	
	
	

	Salary
	146,711
	222,966
	221,262
	388,524
	329,701
	380,103
	462,395
	542,281
	466,327

	Expense
	415,660
	481,553
	476,436
	353,783
	358,087
	402,406
	410,775
	367,572
	429,751

	Fixed Cost
	178,081
	160,391
	144,641
	151,144
	178,196
	186,572
	210,333
	251,412
	335,311

	Total Town
	740,452
	864,910
	842,339
	893,451
	865,984
	969,081
	1,083,503
	1,161,265
	1,231,389

	
	
	
	
	
	
	
	
	
	

	Education
	845,189
	938,467
	1,011,569
	1,075,256
	1,315,802
	1,269,917
	1,316,272
	1,453,552
	1,381,280

	
	
	
	
	
	
	
	
	
	

	Total
	1,585,641
	1,803,377
	1,853,908
	1,968,707
	2,181,786
	2,238,998
	2,399,775
	2,614,817
	2,612,669


Educational Expenditures

Table 2 shows Gill's educational expenditures, which are divided into six categories. The main categories are expenditures for the Gill-Montague Regional School District assessment (less excluded debt), the Franklin Regional Technical School (less capital). Educational expenditures also include appropriations for the Gill Elementary School renovation, the Turners Falls High School roof, the Turners Falls High School Middle School Renovation, and the Regional Technical School capital assessment.

Between FY 2000 and FY 2008 Gill's total education expenditures increased by$536,091 or $67,011 annually (excluding debt and the capital categories). 
 Gill payments to the Gill-Montague Regional School District and Franklin County Technical School increased from a total of $794,520 in Fiscal Year 2000 to$1,353,621 in Fiscal year 2008.This was an increase of approximately $560,000 (70%) or nearly $70,000 (6.7%) per year. 

Focusing on the Gill-Montague Regional School District, assessments (less excluded debt) increased by $487,421 or approximately $61,000 (6.2%) per year during the period. However, this average masks significant variation from year to year. In Fiscal Years 2006 and 2008 GRMSD assessments increased by over $100,000. In 2002 and 2003 assessments increased by less than $50,000 and in 2005 the assessment actually declined. It should also be noted that in 2004 Gill passed an override of approximately $110,000 to fund the GMRSD. The next year the town received money back due to an excess in the district's budget balances (“Excess and Deficiency”) above the statutory limit. 

Assessments paid to the Franklin County Technical School increased by $71,680 or an annual average of $8,960 during the period. Much of the increase occurred during the first four years, particularly in 2003 when the assessment increased by nearly $35,000. Assessment increases have been erratic during the past two years increasing by over $22,000 in FY07 and decreasing by $19,000 the next fiscal year, 

As far as excluded debt is concerned, payments for the elementary school renovation, which averaged between thirty and forty thousand dollars during the first six years of the period, ended in FY06. Payments for the high school/middle school renovation peaked in 2004 and 2005. 

Conclusion of Historical Analysis

*During the period from 2000, to 2008 the town of Gill has struggled to fund its local budget with available revenues. There is a significant gap between revenues and expenditures.. In "normal" years revenues have increased by approximately $80,000 while expenditures have increased by over $100,000. 

*Gill has been able to balance its budget by 1) passing an override of approximately $100,000 in 2004, 2) experiencing a very large "new growth" increase in 2008 ($122,676); 3) using funds returned by the Gill-Montague Regional School District in 2005 and 4) increasing the use of reserves (free cash) to balance the budget. Gill has also benefited from two large increases in local receipts (2001, 2004) and the decision of the state to fully fund lottery aid (2006 and 2007).

*Despite these budget constraints, Gill has managed to increase staffing levels in its major departments. Furthermore, more staff are currently utilizing health insurance than at the beginning of the period. As a result, personnel costs increased significantly during the period and the level of services financed by the operating budget has increased.

*The budget of the police department has experienced the most instability, with the town struggling to maintain three police officers. The highway department budget has been more stable, although accounting for the "snow and ice" line item has changed several times. A number of positions in town hall have been consolidated yet savings may not have been achieved due to increased use of health insurance. The town now purchases accounting and inspection services from the regional council of governments. This may have improved service delivery but does not appear to have reduced expenditures.

*Total educational assessment increases have consumed more than half of total revenue growth (not including the over ride). In the earlier years, increased assessments from the Franklin County Technical School had a major impact on expenditure growth. Between 2005 and 2008 assessments for the Gill-Montague Regional School District have increased by an average of over $90.000 annually, consuming a significant portion of Gill's revenue growth. This level of increase does not appear sustainable.

*Both revenues and assessments from the Gill-Montague Regional School District have been erratic and unpredictable. In four years of the period growth revenues increased by over $100,000 while in the other four years revenues were under $80,000. Similarly, school district assessments ranged from reduction of over $60,000 in 2005 to increases of over $80,000 in 2001, 2004 and 2008. 

*The wide swings in revenues and assessments require Gill to keep a significant "free cash" balance from year to year. The town has also tried to tax below its levy limit, maintaining a certain amount of "excess capacity." Both of these policies have helped the town deal with abrupt budget increases significantly above revenue growth. However, there is evidence that the increasing use of free cash during the last years of the period and a need to tax to the levy limit has significantly reduced the town's flexibility.

*Looking forward, it is not clear that the factors that have created some measure of fiscal stability for the town will continue over the next five years. Again, the town was able to deal with a structural imbalance with several unusually large increases in local receipts, new growth and state revenues.  The town also received a significant "rebate" from the school district and made extensive use of free cash balances. The town has also passed one large over-ride. If these revenues are not available, the town will have to reduce annual expenditure increases to under $80,000 or pass over rides to support current levels of spending.

*If the current ratio of educational assessment increases to town operating budget increases continues, this projection will require total educational assessments to increase by no more than $43,000 and total operating budget increases of no more than $37,000. Using these benchmarks, the Gill-Montague assessment can increase by an average of no more than $37,000 during the coming five-year period.
 To sustain higher increases, the town would have to maintain a healthy free cash balance during the "good" revenue years.  

Gill Revenue and Expenditure Projections, FY08 to FY14

The following analysis creates revenue and expenditure projections for the period FY08 through FY14. As of this writing Gill has competed half of fiscal year 2009. While it may have been possible to make the current fiscal year (FY09) the base year for projections, this analysis uses Fiscal Year 2008 as in the original study proposal. 

As will be stressed in the conclusions, revenue and expenditure projections produce annual estimates which increase or decrease at a constant rate. An estimated increase of $60,000 for the entire six-year period produces average annual increases of approximately $10,000 in the projections. Of course this is not how revenues and expenditures act in the real world. Rarely do they increase (or decrease) at precisely the predicted level.

However, projecting revenue and expenditure trends can provide benchmarks for policy decisions (for example re staffing levels, wage increases, Proposition 2.5 overrides and the use of reserves) that are often driven by short-term considerations.

Revenue Projections
Table 4 shows three revenue projections – conservative, optimistic, and very optimistic- for the period FY2008 to FY2014. 

Conservative ( 3%)  Annual Ave Inc. = $79,372
The first projection (3%) is based on the Gill's recent historical experience. The "growth revenue" calculations are shown at the top of the table. 

*Property taxes are assumed to increase to the 2.5% limit. New growth is held constant at the average of the FY2000 to FY2008 period less the large FY2008 increase. 

*State Aid is assumed to increase at 2%, somewhat less than the FY2000-2008 average (approximately 3%). (In fact there will probably be a cut in state aid in FY10 and FY11 but an increase the following years if the recession abates by the end of 2009).

*Local receipts are level funded at the 2000 to 2008 average. 

In this case total revenues increase from $2,366,083 to $2,844,476. The annual increase to fund increases in expenditures averages $79,372. This is approximately the same as the annual increase for the period 2000 to 2008, less the 2004 override and the large 2008 "new growth" increase. 

Table 4: Gill Revenue Projections, 2008-2014

3% Calculation:
	
	FY08
	FY09
	FY10
	FY11
	FY12
	FY13
	FY14
	

	
	
	
	
	
	
	
	
	

	Prev. Levy
	1,619,053
	1,782,205
	1,850,760
	1,921,029
	1,993,055
	2,066,881
	2,142,553
	

	2.5% Inc
	40,476
	44,555
	46,269
	48,026
	49,826
	51,672
	53,564
	

	New Growth
	122,676
	24,000
	24,000
	24,000
	24,000
	24,000
	24,000
	

	
	
	
	
	
	
	
	
	

	Levy Limit
	1,782,205
	1,850,760
	1,921,029
	1,993,055
	2,066,881
	2,142,553
	2,220,117
	

	State Aid
	289,797
	295,593
	301,505
	307,535
	313,686
	319,959
	326,358
	

	Local Receipts
	294,081
	298,000
	298,000
	298,000
	298,000
	298,000
	298,000
	

	Scenarios:


	
	
	
	
	
	
	
	

	Low: 3%
	2,366,083
	2,444,353
	2,520,534
	2,598,590
	2,678,567
	2,760,513
	2,844,476
	Ave Inc

	Annual Inc
	
	78,270
	76,181
	78,056
	79,977
	81,946
	83,963
	79,732

	
	
	
	
	
	
	
	
	

	Optimistic
	
	2,460,726
	2,559,155
	2,661,522
	2,767,982
	2,878,702
	2,993,850
	

	4% Annual Inc
	
	94,643
	98,429
	102,366
	106,461
	110,719
	115,148
	104,628

	
	
	
	
	
	
	
	
	

	Very Optimistic
	2,484,387
	2,608,607
	2,739,037
	2,875,989
	3,019,788
	3,170,778
	

	5% Annual Inc.
	118,304
	124,219
	130,430
	136,952
	143,799
	150,989
	134,116

	
	
	
	
	
	
	
	
	


3% Assumptions:

New Growth:  00-08 average less 08

State aid: 2% annual inc. (00-08 was 3% average)

Local receipts: 00-08 average

Optimistic (4%): Annual Ave. Inc. = $104,628

This projection simply increases the FY08 revenues ($2,366,083) by 4%. This produces an average annual increase of approximately $104,628. This increase is just a bit higher than the FY2000 to FY2008 increase including the override and the high FY08 new growth. This would require a total increase of approximately $150,000 in revenue during the period above the 3% increase.

Very Optimistic (5%) Annual Ave Inc = $134,116

This scenario assumes an annual percentage increase (5%) roughly the same as the period FY2000 to 2008. This produces annual revenue increases that average just over $134,000. This total revenue increase is over $300,000 higher for the period than that produced by the 3% increase. Without large increases in new growth, state aid and probably a large Proposition 2.5 override this level of revenue growth could not be achieved. 

Expenditure-Revenue Scenarios

Three expenditure scenarios are evaluated in the context of these revenue estimates. The first is a projection of expenditures based on historical experience. The second ("Moderate") reduces the expenditure increase to 4%. The final "Austerity" Budget reduces expenditure increases to 3.5%.

These estimates are then evaluated in the context of the revenue estimates in the previous section (see the box in the middle of each table).

Scenario 1: Historical Expenditure Increase

This scenario assumes that the town operating budget increases by an annual average of 6.5%, roughly the average for the period FY2000 to FY 2008. The Gill-Montague Regional School District assessment is assumed to increase by an annual average of 6%, approximately, the average for the period FY2004 to FY2008. The Franklin County Technical School assessment was assumed to increase by $22,000 to fund an increased overall assessment and an increase from currently ten to twelve students.

In this scenario, total expenditures funded by growth revenues increase by a total of approximately $1,120,000, from approximately $2.6 million  to over $3.7 million. 

Evaluating this increase against various revenue projections produces large shortfalls under every scenario. The 3% revenue scenario creates shortfalls of between $182,002 and $131,816 annually. Under the 4% scenario, shortfalls range from $65,629 to $100,642. The 5% revenue scenario reduces shortfalls to from $41,968 to $64,081. However, even this last revenue scenario would require overrides totaling $300,000 (or a very large increase in the use of free cash) to achieve budget balance. 

Scenario 2:  Moderate Expenditure Increase (4%)

Under this scenario, expenditures for the operating budget and school assessments increase from $2,585,010 to $3,272.291. This is a total increase of just under $700,000, with annual increases averaging $114,000.

Evaluating this level of expenditures against potential revenues reduces budget shortfalls considerably. Under the 3% revenue scenario, shortfalls range from $25,696 to $41,723. The 4% revenue scenario produces shortfalls averaging around $10,000. If growth revenues increased by 5%, shortfalls would be eliminated. 

                                      
  Table 5: Historical Budget Projected

	
	
	FY08
	FY09
	FY10
	FY11
	FY12
	FY13
	FY14

	
	
	
	
	
	
	
	
	

	Oper. Budget
	@6.5%
	1,231,389
	1,311,429
	1,396,672
	1,487,456
	1,584,141
	1,687,110
	1,796,772

	
	
	
	
	
	
	
	
	

	GMRSD@6%
	
	1,276,079
	1,352,644
	1,433,802
	1,519,831
	1,611,020
	1,707,682
	1,810,142

	FCTS@$22,000  Total Inc.
	77,542
	81,209
	84,876
	88,543
	92,210
	95,877
	99,544

	
	
	
	
	
	
	
	
	

	Town + education
	2,585,010
	2,745,282
	2,915,351
	3,095,829
	3,287,371
	3,490,668
	3,706,458

	Town +Ed Increase
	
	160,272
	170,069
	180,479
	191,541
	203,297
	215,790

	
	
	
	
	
	
	
	
	

	Growth Rev.
	Increase@3%
	
	78,270
	76,181
	78,056
	79,977
	81,946
	83,973

	
	Shortfall
	
	82,002
	93,888
	102,423
	111,564
	121,351
	131,817

	
	
	
	
	
	
	
	
	

	Growth Rev Increase@4%
	
	94,643
	98,429
	102,366
	106,461
	110,719
	115,148

	
	Shortfall
	
	65,629
	71,640
	78,113
	85,080
	92,578
	100,642

	
	
	
	
	
	
	
	
	

	Growth Rev Increase@5%
	
	118,304
	124,219
	130,430
	136,952
	143,799
	150,989

	
	Shortfall
	
	41,968
	45,850
	50,049
	54,589
	59,498
	64,801


                              Table 6: Moderate Expenditure Increase (4%)

	
	
	FY08
	FY09
	FY10
	FY11
	FY12
	FY13
	FY14

	
	
	
	
	
	
	
	
	

	Operating 4%
	
	1,231,389
	1,280,645
	1,331,870
	1,385,145
	1,440,551
	1,498,173
	1,558,100

	
	
	
	
	
	
	
	
	

	GMRSD@4%
	
	1,276,079
	1,327,122
	1,380,207
	1,435,415
	1,492,832
	1,552,545
	1,614,647

	FCTS@$22,000 total
	77,542
	81,209
	84,876
	88,543
	92,210
	95,877
	99,544

	
	
	
	
	
	
	
	
	

	Town + education
	2,585,010
	2,688,976
	2,796,953
	2,909,103
	3,025,593
	3,146,595
	3,272,291

	Town +Ed Increase
	
	103,966
	107,978
	112,150
	116,489
	121,002
	125,696

	
	
	
	
	
	
	
	
	

	Growth Rev Inc
	@ 3%
	
	78,270
	76,181
	78,056
	79,977
	81,946
	83,973

	
	Shortfall
	
	25,696
	31,797
	34,094
	36,512
	39,056
	41,723

	
	
	
	
	
	
	
	
	

	Growth Rev Increase@4%
	
	94,643
	98,429
	102,366
	106,461
	110,719
	115,148

	
	Shortfall
	
	9,323
	9,549
	9,784
	10,028
	10,283
	10,548

	
	
	
	
	
	
	
	
	

	Growth Rev Increase@5%
	
	118,304
	124,219
	130,430
	136,952
	143,799
	150,989

	
	Shortfall
	
	-14,338
	-16,241
	-18,280
	-20,463
	-22,797
	-25,293

	
	
	
	
	
	
	
	
	




   Table 7: Austerity Budget-Town and Education 3.5% Increase

	
	
	FY08
	FY09
	FY10
	FY11
	FY12
	FY13
	FY14

	
	
	
	
	
	
	
	
	

	Oper. Budget
	 @3.5%
	1,231,389
	1,274,488
	1,319,095
	1,365,263
	1,413,047
	1,462,504
	1,513,691

	
	
	
	
	
	
	
	
	

	GMRSD@3.5%
	1,276,079
	1,320,742
	1,366,968
	1,414,812
	1,464,330
	1,515,582
	1,568,627

	FCTS@$22,000
	77,542
	81,209
	84,876
	88,543
	92,210
	95,877
	99,544

	
	
	
	
	
	
	
	
	

	Town + education
	2,585,010
	2,676,438
	2,770,938
	2,868,618
	2,969,587
	3,073,962
	3,181,862

	Town +Ed Increase
	
	91,428
	94,500
	97,679
	100,970
	104,375
	107,900

	
	
	
	
	
	
	
	
	

	Growth Rev Increase
	crease @3%
	
	78,270
	76,181
	78,056
	79,977
	81,946
	83,973

	
	Shortfall
	
	13,158
	18,319
	19,623
	20,993
	22,429
	23,927

	
	
	
	
	
	
	
	
	

	Growth Rev Increase@4%
	
	94,643
	98,429
	102,366
	106,461
	110,719
	115,148

	
	Shortfall
	
	-3,215
	-3,929
	-4,687
	-5,491
	-6,344
	-7,248

	
	
	
	
	
	
	
	
	

	Growth Rev Increase@5%
	
	118,304
	124,219
	130,430
	136,952
	143,799
	150,989

	
	Shortfall
	
	-26,876
	-29,719
	-32,751
	-35,982
	-39,424
	-43,089


Thus if expenditure increases could be held to 4% and revenues increased by an optimistic 4% annually, an over ride of $60,000 would balance the budget.
 This would, however, require that the amount of free cash and other funding sources (trash stickers etc) be maintained at FY08 levels.

Scenario 3: Austerity Budget (3.5%)

Under this scenario, 3.5% annual expenditure increases range from $91,428 to  $107,900. This scenario with a  3 % revenue increase produces shortfalls ranging from just over $13,000 to just under $24,000. This is a total shortfall of approximately $120,000. Thus an austerity budget combined with a relatively pessimistic revenue scenario for Gill would require overrides totaling $120,000 during the period. 

If the revenue increase under this scenario were "optimistic" (4%), shortfalls would be eliminated. A "very optimistic" (5%) revenue scenario produces significant surpluses during the period.

Conclusion

*If the Gill budget is to achieve structural balance over the next half decade, expenditure increases for both the operating budget and school assessments will have to be held to at least a 4% increase annually. Even this expenditure level could prove to be inadequate if Gill's revenues do not increase by at least 4%. 

*Under the 4% revenue/expenditure scenario Gill will need to approve overrides totaling $60,000 and maintain FY08 levels of free cash usage. Any decline in free cash use over FY08 will require either a larger override or a budget reduction. Since Gill may be counting on higher free cash balances than can reasonably be projected, a higher over-ride or budget reduction may be necessary. The town may also need to consider diverting more of its free cash to the stabilization fund to serve as a "rainy day fund."

*To achieve structural fiscal balance, the level of services provided by the operating budget will probably have to remain stable at the FY08 level during the period. Budget cuts in response to a cyclical downturn (caused by recession-induced revenue losses) can perhaps be restored but budget cuts in response to a structural gap larger than the 4%/4% scenario can not be restored without maintaining structural imbalances.

*School assessments must not increase by over 4% annually. Any increase above this level will have to be matched by a significantly lower increase during another fiscal year. As with the town budget, higher assessment increases in response to cyclical state revenue declines may, within limits, be viable. Assessment increases above the 4% level in response to structural budget imbalances are not viable (See FY08).

� The lower amount for total costs, including excluded debt, reflects the higher level of debt payments in FY2000 due to the Gill Elementary School renovation. These payments ended in FY2006. Although high total educational expenditures in some years of the series reflected payments for the Turners Falls High School/Great Falls Middle School renovation, most of this debt had been paid by 2008. 


� "Normal" revenues are calculated as the average for the period less the 2004 over ride and the big increase in new growth in 2008. It is also assumed that spending increases would have been significantly lower without these revenues.


� These estimates assume an annual revenue increase averaging $80,000. This is slightly below the "normal" revenue increase for the FY2000 to FY 2008 period (less the over ride and the large increase in new growth in FY2008). Due to the recent recession, revenue growth may be below this level. During the period FY 2000 to FY 2004, which included the budgetary impacts of the recession of 2001, revenues increased by an average of under just $70,000. During the last four years of the period they increased by just under $95,000. 


� Clearly we are starting with a gap of approximately $9,000. Gap is explained by the fact that the FY08 budget is not in fact in balance. That budget is financed by a considerable amount of free cash, as well as sewer user fees and other funds appropriated for "particular purposes. Therefore a 4% increase in growth revenues is inadequate to fund a 4% increase in the budget. 
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