Fiscal Condition

Presented to Ameshbury City Council




FY ‘21 Year to Date Snapshot

2021 general fund revenue is exceeding budgeted estimates due to
additional cannabis excise tax distributions from the Commonwealth
and additional cannabis local impact fee revenue. A large portion of
local receipts, which includes motor vehicle excise, will be collected
in the second half of the fiscal year.

2021 general fund expenditures are trending on target except for
Fire Department Salaries & Wages and Snow & Ice which are both
trending over budget.

Currently the City has $217,300 remaining in the Reserve Fund and
$207,788 in Certified Free Cash.



FINANCIAL BENCHMARKS

1. NetOperating Revenues I II I I Favorable
___uill

Consistentrevenue growthis one measure of acity's ability to maintain existing servicelevels in the face of increasing costs. This
indicatorshows the change in net operatingrevenues overtime. Netoperatingrevenuesare calculated by usingthe total gross
revenue availablefromall sources, less tax revenue raised from adebt exclusion. Revenue raised forthe purpose of servicing
exemptdebtistemporaryandtiedtoa specificuse, and so excludingitfromthis calculation provides a more accurate
representation of the revenueavailableto the city for funding routine publicservices. Ideally, the annual percentageincreasefrom
prioryear revenues should be steady, positive, and predictable. Atrend of decreasing netoperatingrevenues, afteraccountingfor
the effects of inflation, is awarningindicator; if municipal revenues are decreasing, they may soon be insufficientto maintaina
consistentlevel of service. Likewise, ahigh degree of volatility in the rate of year-to-year change may also be a warningsign.
Amesbury's net operating revenue, adjusted forinflation, has increased on average 1.26% annually.

2. Economic Growth Revenues as % Total Net Revenue I I II I I Favorable
B 0w

New growth and certain local receipts are generally responsive to changesin the local economy. Periods of healthy economic
activity are often linked toanincrease in local economicdevelopment, which creates new growth forthe property tax levy while
alsogeneratingincreasesin permitfees related to new construction and an acquisition of business-related personal property.
Additionally, periods of prosperitygenerally affect the meals and rooms taxes, and make it more likely that residents will purchase
vehicles. Conversely,adownturninthe economy mayleadtoa decrease inthese revenue-generatingfactors. Maintaininga
balance betweenrevenuestied closely to the economy and other revenues helps mitigate the effects of economicslowdowns or
recessions. Eventhoughnew growthis part of the property tax, itis includedinthisanalysissinceitis areflection of new value
added to the tax rollsas a result of construction. A decliningtrendinrevenuesrelated to economicgrowth mayindicate that
these revenue sources willneed to be supplemented or replaced by othersinthe future. Amesbury'seconomicgrowth revenue,
adjusted for inflation, has increased on average 5.69% annually.

3. State Aid as % Net Operating Revenue I I I. I l I . l Unfavorable
| 1 =

A trend showingdecline in state aid as a percentage of total revenue may be considered awarningindicator. Amesbury's netstate
aid, adjusted for inflation, has declined from 15.5% of net operatingrevenue in 2011 to 13.1% in 2021.




FINANCIAL BENCHMARKS

4. Property Tax Revenue I I I Favorable
___-Illl

A decline in property tax revenues, adjusted forinflation, indicates a city or town may face increasing difficulty funding a consistent
level of service into the future. Tax levy growthis attributed both to the 2.5% annual increase inthe levy limitallowed by
Proposition 2.5, as well asany new growth. Amesbury's property tax revenue, adjusted for inflation, hasincreased on average
1.28% annually.

(@)  Levy Limit II I I Favorable

The levy ceiling (an amount equal to 2.5% of the community's total assessed value) is a cap on the size of a city or town's maximum
allowable levy. Althoughacommunity can passan override ora debtexclusionto exceeditslevy limit, it cannot exceed the levy
ceiling. Ifthe levylimit calculation produces anumbergreaterthan the levy ceiling, the ceilingmustbe usedinits place. Ifa
community cannotincrease itslevy limitnormally, itis said to have reached the "levy cap." Whena community hits the levy cap and
itslevy ceilingisindecline, itbecomes progressively more difficult to raise funds from the property tax. Thisenvironmentalso
severely hampers acommunity's ability to expand services or finance large capital projects through an override or exclusions, since
the levy ceilingis directly tied to acommunity's override capacity (the difference between the levy limitand the levy ceiling).
Amesbury's excess levy capacity is currently $3,840,358 and its override capacity is $14,111,853.

(b)  Assessed Values I I I Favorable
me___=ml I

Massachusetts law requires municipalities to establish the full and fair cash value of all real estate as of January 1st of each year. Full
and faircash value isalso knownas "current marketvalue". Property salesare the primary source fordetermining property values.
Annually, the Massachusetts Department of Revenue certifies each community's valuation and "new growth" orthe amount of new
constructionadded tothe levy limit. A community's steadyincreaseintotal assessed valuationisafavorable economicindicator.
Amesbury's total valuation has increased by 41.59% since 2011 with the primary driver being residential valuations.




FINANCIAL BENCHMARKS

5. Uncollected Receivables as % Levy Marginal

A trend of uncollected property tax receivables greater than 5% of the total annual property tax levy (net of overlay) isawarning
indicator. Practically speaking, anincrease in uncollected taxes may lead to a decrease in liquidity, introducing some uncertainty as
to whetherthe town will have availablerevenue to fundits appropriations. Amesbury's uncollected property tax receivables
increased to 3.2% of the total levyas of 6/30/20. This appears to be a result of extending the property tax deadline from May
1st to June 1st due to COVID-19 as most of the reported outstanding receivables have since been collected.

6. Operating Expenditures —  — Favorable

A steepincrease in annual operating costs, afteraccounting forinflation, may indicate thatacommunity's expenses are
unsustainable without accompanying revenue increases or budget adjustments. Amesbury's operating expenditures, adjusted for
inflation, have increased on average 1.03% annually.

7. Personnel Costs as % Operating Expenditures —  Favorable

A trend of increasing salaries, wages, and employee health benefits as a percentage of a community's annual operating
expenditures may indicate that those costs are rising at an unsustainablerate. Asthese costs grow relative to the total budgetthey
may crowd out departmental spending on otherareas, including routine facility maintenance and necessary capital investment.
Amesbury's personnel costs including benefits account for 62% of the operating budget. The personnel costs as a percent of the
operating budget have increased on average .21% annually.




FINANCIAL BENCHMARKS

8. Funded Pension Liability ——— Marginal

A community'sfunded ratiois the total value of a pension plan’s assets weighed againstits accrued liabilities. Atrendshowingthe
funded ratio decreasing overtime indicates a diminishing ability for the community to coverits accrued liability, which may put
pressure onthe budgetas otheritems are cut to make pension payments. Althoughthe Amesbury Municipal RetirementBoard is
only 58.8% funded, they are on target to fully fundits current unfunded pension liability of $39,858,728 by 2035 as per the state
mandate.

9. Long-Term Debt as % Assessed Valuation ———— Favorable

Total long-term debtin excess of 5 percent of a community's assessed valuation is generally prohibited under MGL Chapter44 §10,
and approachingthislimitis often considered awarning sign by bond rating agencies. Evaluatingacommunity's debtinthis wayis
an indicator of botha community's overall debt burden as well asits effortin consistently investinginits capital assets. While a high
debtload may be an indication of fiscal strain, low and decreasing debt may indicate underinvestmentin capital assets and
infrastructure. Amesbury's debt overthe past 10 years has fluctuated between 1.33% and 2.77% of the City's total assed
valuation with the recent increase due to the Amesbury Elementary School construction project.

10. Debt Service as % Operating Revenue ——— Favorable

Annual debtservice in excess of 10 percent of net operating revenues may indicatethata community's debt load istoo high. A trend
of increasing debtload may negatively affect acommunity's ability to maintain spending on essential services as more revenues must
be set aside toservice debt. Conversely, adecliningtrend may indicate thatacommunity is not maintaininginvestmentinits capital
assetsand islosingthe capacity to do so as operating expenses take on agreater proportion of the budget. The community should
find a favorable balance between these two extremes, ideally set by policy. Amesbury'sdebtis currently 5.74% of its operating
revenue.




FINCIAL BENCHMARKS

11. Reserves as % Operating Revenue _— Unfavorable

Maintaininga healthy level of reserves allows acommunity to finance emergencies and other unforeseen needs, hold money for
specificfuture purposes, orin limited instances, to serve as revenue sources forthe annual budget. Reserve balances and policies
can also positivelyimpactacommunity's credit rating and consequently its long-term cost to fund major projects. Decliningreserves
as a percentage of a town's netoperating revenue is considered a warningindicator by credit rating agencies, and may indicate a
decliningability to finance community obligationsinthe face of anemergency. Reservesbelow5-7% of revenues may be
considered unfavorable. Ideally, acommunity's reservelevels should be set by policy. Amesbury'sreserveshave declined to 1.56%
of its operating revenue.

12. Population and Enrollment ———— Favorable

A trend of population growth overtime indicates an increased burden on government services and should be monitored to better
planfor future expenses. As the numberof residentsincrease, thereis agreaterneed forpolice and fire protection, trash
collection, anincrease in wearand tearon local roads and infrastructure, and increasesin demand for other government services.
Additionally, apopulationincrease may also lead to more school-age children and a corresponding uptick in school enroliment,
which greatly impacts education costs. Ameshury's population has increased 6.8% since 2011 while school enrollmenthas
decreased by 15%.




Stabilization Funds (Reserves

If the City begins funding its Reserves by
contributing $100,000 in FY '22 and increasing
that contribution by 5% annually - and assuming
an annual investment yield of 2.5% with an
annual budget increase of 2.5%, it will take the
City until FY '35 to achieve its Reserve balance of
5% of the General Fund Operating Budget.
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$2,500,000

The Massachusetts Division of Local
Services recommends that a
municipality strive to generate free cash
$2,000,000 _ in an amount equal to 3 - 5% of its
operating budget. For Amesbury this
translates into a range from $1.9M to
$3.2M.
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Historical Free Cash Certifications
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The City’s total reserves (Stabilization & Free Cash) should be 5 —10% of the
City’s operating budget.
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Historical Excess Levy Capacity

4,788,476

3,210,000
Amount of Excess Levy Capacity

FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 FY 2021

Excess levy capacity allows a community to have budgetary flexibility, meaning a City does not
need to rely on an override for a new budgetary initiative (up to the amount of available excess levy
capacity). Excess levy capacity also indicates to bond rating agencies that a community is fiscally
stable which contributes to a favorable bond rating.



Debt Management

Total Long-Term Debt in Millions
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Fiscal 2022 Initiatives

Buildings, | Headed by the Mayor & CFO, construct a city wide, multi-year
Infrastructure & comprehensive capital improvement plan identifying, priorities,
Equipment potential funding sources and future budgetary impacts as well

as identifying capital assets annual maintenance costs.

Begin rebuilding reserves, funding OPEB and conservatively
increasing revenue estimates. Begin restoring FY ‘21 budgetary
cuts and assessing new initiatives. Make a commitment to
funding building and infrastructure maintenance costs such as
AES.

FY ‘22 Operating
Budget

Carefully review and manage the fiscal impact to the FY 22

Manage Tax Burden :
property tax bill throughout the budget process.



FY ‘22 Budget Directives from the Mayor

» Advise all departments to provide a as well as a
operating budget to begin the FY ‘22 budget process.

»Request all departments to update and submit a

»Require all be prioritized and submitted
separately for review during administrative budget meetings.

»Require departments to construct a bottom-up budget with supporting
and in addition to the
traditional monetary budget request.
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