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SAUGUS FINANCE COMMITTEE

May 18, 2017 7:00 P.M
TOWN HALL CONFERENCE ROOM

The regular meeting of the Finance Committee was held on Thursday evening, 

May 18, 2017, at 7:00 P.M. in the Town Hall Conference Room.
Members present: Kenneth DePatto, Chairman; Theresa Katsos, Carl Mirabello, Frank Perella; Steve Horlick; Ron Jepson, Steve DiVirgilio
Chairman’s Update:  Chairman DePatto thanks everyone for coming out on a Thursday which is not the usual night for the Finance Committee. There is a lot of work to be done tonight and he wants to get right to it. Tonight we are going to hear a presentation from the Abrahams Group on the Water Rate analysis and he hopes to get through the questions and take a vote on that. We will meet again next Wednesday and the agenda will be the same. We will take Chief Newbury first. We have gone over this Article before and I want to make sure we make the right recommendation, so let’s go to Article 20
Absent from the Meeting: George DeDomenico, Louis Rossi, 
Approval of Minutes: Mr. Mirabello makes a motion to accept the minutes from 5/3/17. Motion passes 6-0, with 1 abstention.
Managers Update: Mr. Crabtree says we did discuss Article 20 at the last meeting and after discussions with the Fire Chief we decided we would insert an article for a new fire truck. We have an aging truck that is ready to be retired and we need a new truck to take its place. The point of the Article is to get the appropriation. Once we put an order in, it can take up to 18 months to get the vehicle. Some of the feedback was the we wanted to make sure the Fire Department included in this request any cost for accessories for that vehicle
Article 20 – To see if the Town will vote to raise and appropriate a sum of money for the purchase of a fire engine for the Fire Department; to determine whether this appropriation shall be raised by borrowing or otherwise; or to take other action thereto. (Town Manager)

Chief Newbury thanks the Finance Committee for allowing him to go first. He states that the last time we all met, the Finance Committee wanted clarification on the plus 10% above the cost of the fire truck for accessories. The industry and manufacturers of these vehicles tell us to go plus 10% because we have to put new hose on, new SCOT packs and things like that. The total we came up with was $695,000. Chairman DePatto states this is a turnkey operation. This order will get us the new truck delivered. Chief Newbury states yes and that will include the add-ons like the hose etc.  Mr. DiVirgilio asks what the duration of the bond in years. Ms. Hatch replies it is 10 years. Mr. Crabtree comments that many years ago a truck was ordered and we were not able to get what we wanted. We are hoping that by addressing this proactively we can plan correctly for what we need. Chairman DePatto asks if this is a 1000 gallon truck. Chief Newbury replies that it has not been decided yet but the smallest it would be is 750 gallon. This vehicle will be 23 years old when we replace it. Mr. Mirabello asks if it comes with a warranty. Chief Newbury replies yes, it comes with a 5 year bumper to bumper and then a lot of the drive train items will be 10 years. Mr. Perella asks if this is a not to exceed number. Mr. Crabtree explains that the Fire Spec out what they need and then we find out. Chief Newbury says he is confident that we will come in under on price. Mr. Crabtree adds that the prices quoted are based on the time of delivery, so these quotes carry out until the estimated delivery date, which would be somewhere near 18 months out. Mr. DiVirgilio asks what the policy matching life of bonds with assets. Ms. Hatch says that c. 44 statute says in some cases it’s the amount of time you can borrow for. Sometimes it depends on the item. Some are a maximum of x amount of years for a particular asset. Mr. DiVirgilio asks what happens if we don’t get a truck, and what the maintenance costs savings will be with this purchase. Mr. Crabtree said this is a safety issue as far as whether or not we replace it. He says reduced maintenance costs are not the driving factor for why we are purchasing a new truck. Mr. Crabtree says this is smart planning. Mr. Jepson asks when the next piece of equipment will will need to be replaced. Chief Newbury says it will be a ladder truck in 2020. They have come down in cost and shrunk in size with the same capabilities. Mr. Horlick comments that every year or two years they develop new equipment for these trucks. Chief states that this will be the latest technology. Mr. Horlick makes motion to recommend the borrowing of $695,000. Motion passes 6-0 with DiVirgilio abstained.
Article 16 – To see if the Town will vote to increase water rates with all receipts to be held within the Water Enterprise Fund to be used exclusively for water expenses, water maintenance, water debt and interest and water improvement programs; or to take any other action relative thereto. (Town Manager)
Abrahams Group is present and will make a presentation. Mr. Crabtree discussed how the information that is provided now is more comprehensive than has been in the past. We lay out a 5 year forecast for capital improvements and rates. He reminds everyone that the tiered system set up is that the larger water users bring in most of the revenue for the Enterprise account. With water conservation efforts, there is less revenue coming in each year from those users. It’s very unpredictable as far as the amount of usage goes. Last year was very dry, and that produced increased revenue for us in past years. Ms. Hatch passes out copies of presentation from the Abrahams Group. Matt Abrahams introduces himself and outlines that we will be addressing what happened in FY17 and what your options are for FY18 and then look at the next four years as well. Mr. Abrahams begins to go through the presentation and points out that the town has regularly in the past used retained earnings to balance out the budget. The Town needs to do that because there has not been enough revenue to cover expenditures, at least in the recent past. Capital needs have been addressed and included in the analysis. Some objectives include developing a rate plan to eliminate short falls and eliminate using retained earnings and begin to fund capital improvements. We recommend 10-25% in reserves and you will see as we go thought that you are not close to that. Mr. Jepson asks if capital projects have been included in the operational costs and Mt. Abrahams replied yes. Mr. Jepson then followed up with asking what we are supposed to be using retained earnings for. Mr. Abrahams states you would use it for unexpected expenditures. Mr. Crabtree adds that it is like having a stabilization fund. Mr. Abrahams explains the methodology in the analysis and how the starting point is what retained earnings would look like over 5 years if you did nothing. Then we start looking at different rates focusing on a target number of retained earnings. Last year water rates were increased by 9.5% and sewer was increased by 7.5% for FY17. These were part of a 5 year plan. The vote was just for FY17. We had to recast the sewer projections because what was recommended was not voted last year. It was voted for a lower amount than was recommended. For water, projections are much more positive than they were last year, and part of that is because of the dry summer, and better handling on expected debt from upcoming projects.  Dry summers do not help sewer as much as they help water. There is a lot in the sewer capital plan for debt.  Chairman DePatto asks if there is a breakdown in the MWRA Assessment. Mr. Abrahams says yes there is. Ms. Hatch says we budgeted $3.8 million and it came in at 3.7 million. Estimate we have been given by MWRA for FY18 is $3.897 million, and there will be a final vote on that in June. Mr. DePatto asks when the money in FY17 retained earnings will be certified. Ms. Hatch responds sometime in the fall. Mr. DiVirgilio asks what is actually certified by DOR. Ms. Hatch responds it is the balance sheet off the financial system, not the audited financials. Mr. Abrahams goes through baseline and group reviews slides in presentation. The tables show what retained earnings would look like through 2022. Chairman DePatto asks if looking at budgeted baseline for FY18 and there was no recommendation for an increase., the projection is $914,035 retained earnings and that is 14.1% of operations Mr. Abrahams says yes, and what you would need to balance the budget would have to come out of retained earnings. Mr. Jepson asked if numbers were run that would show the projection with this year’s recommendation. Mr. Abrahams says yes, it is in the package, along with other scenarios. You have 3 options presented to you this evening. Option 1 is to target 15% retained earnings by the end of 2022; we would need a 3% increase in next three years and then 2% in the remaining 2 years. Mr. DiVirgilio comments that retained earnings in FY16 is 3.7, and based on the breakdown , he wants a conversion that gets to the 3.7. Mr. Crabtree says we cannot look at that for certification. What the DOR uses determines what the actual retained earnings are. Mr. DiVirgilio says there are all additional costs in here that we do actually pay out and it encompasses all the costs, so why aren’t we looking at this. Mr. Crabtree replies that we can only go by what DOR says is available. Mr. Abrahams says that Option 2 is similar to Option 1 with the difference that we are targeting 10% retained earnings as opposed to 15%. The increases would be for 3% for the 1st and 5th years and 2% for the years in the middle. Option 3 is a level rate increase of 2.5% per year where we are targeting 10% retained earnings. Chairman DePatto asks what the actual projected number would be for retained earnings in this scenario. Mr. Abrahams replies that it is $880,000.00.  The total budget would be $7.6 million. Mr. Mirabello asks how this would affect the rates on the commercial side moving forward especially along Route 1. Mr. Abrahams says we have not taken a look at separating out business rates form residential rates at this time. Mr. Mirabello comments that in about 5 years there will be additional locales using water. Can you project out what their usage may be and revenue that could potentially come in from that? Mr. Abrahams said it’s a good question but that data has not been used to factor into this analysis.  We use existing users only for our analysis. Mr. DiVirgilio comments that if we increase the rates and then indirect costs go up by $200,000, people will be upset.
Chairman DePatto calls to entertain a motion for one of the three options or something else. He is comfortable with Option 3. Mr. Jepson thinks Option 3 is still a little too high. Chairman DePatto reminds everyone we are only voting on a recommendation for FY18. Mr. DiVirgilio makes a motion to recommend Option 1 for a 3% increase. Chairman DePatto seconds the motion. Motion fails 2-5. Mr. Horlick makes a motion for Option 3 for a 2.5% increase. Chairman DePatto seconds the motion. Motion passes 5-2.

Article 6: To see what sums of money the Town will vote to raise and appropriate for the Water Enterprise fund for the ensuing Fiscal Year 2018. (Town Manager)

The sum is $6,504,844.00 to be appropriated to operate the Water Enterprise Fund. Source of funds shall be $6,504,844 is to be funded by the Water Enterprise Account and $0.00 to come from Retained Earnings. $472,509.00 is to be appropriated in the General Fund funded by Water Enterprise Fund Revenue for Indirect Costs. Mr. Horlick makes the motion to recommend. Chairman DePatto seconds the motion. Motion passes 6-1.
Mr. Jepson asks what the funding source would be for Article 19. Mr. Crabtree says operating funds. Chairman DePatto says we will do that next week along with Article 21. Also next week will be Article 26. We will do Article 7 after the Board of Selectmen takes a vote on an increase.

FINANCE COMMITTEE TAKES RECESS

BOARD OF SELECTMEN OPENS THEIR MEETING AT 8:09PM

BOARD OF SELECTMEN ADJOURN AT 8:52PM

FINANCE COMMITTEE CALLED BACK TO ORDER AT 8:53PM
Article 7: To see what sums of money the Town will vote to raise and appropriate for the Sewer Enterprise Fund for the ensuing Fiscal year 2018. (Town Manager).

The sum is $4,727,456 to be appropriated to operate the Sewer Enterprise Fund. Source of funding is $4,001,993.00 to be funded from the Sewer Enterprise Revenue Fund Revenue and $725,463.00 from Retained Earnings. $542,398.00 is to be appropriated in the General Fund funded by the Sewer Enterprise Fund Revenue for Indirect Costs. Motion to recommend is made by Mr. Horlick. Motion is seconded by Chairman DePatto. Motion passes 5-2. 
Chairman states that next week we will continue with the warrant. He would like to be able to take care of the remaining Articles and the Special. 

Meeting adjourned.
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