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MEMORANDUM

Ta: John 1. Tgliozzi; Chairman; and
Members of the Finance Committee

From: Brett P. Smiley, Chief Operating Officer
Lawrence J. Mancini, Finance Director

Date:  December 30, 2015

Re: 5-Year Budget Projections

Pursuant to Ordinance No. 388, Chapter 2011-22, which requires the Submission.,-by the Administration, of a 5-Year
Budget Projection, we respectfully submit the revenue and expenditure projections for fiscal years 2017 through 2021.

It is important to note, that these projections are based upon current trends and existing contracts. These projections do not
include any corrective action that the administration may take, Mayor Elorza has secured a substantial federal grant to
assemble a 10 year fiscal plan and wiil recommend structural changes to support the plan. The deficits projected in this
report cotrespond to the deficits in the 10 year report and corrective action will be taken in the FY 17 Budget and beyond

to ultimately submit and manage balanced budgets for the City.
Below is a summary of the assumptions made to develop these out-yeat budget projections.

Overall Budget Projections

Using the FY 2016 budget as a foundation, and based upon the revenue and expenditure assumptions discussed below,
municipal expenditures are projected to exceed revenues in the years FY 2017 through FY 2021.
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This nrotected deficll in FY L7 reflects increases in Pension (§1.9M), Active medical {32 08M), Retirees Medical

1% ““J“"L" AAAAAA

($2.92M), Debt Serwce ($4M), and Deficit Reduction (§1).

The projected year end positions of the Municipal {General Fund) Budget ave as follows: FY 2017 $5,964,265 Deficit, FY
2018 $7,565,623 Deficit, FY 2019 $10,495,010 Deficit, FY 2020 $14,927,846 Deficit and FY 2021 §17,902,490 Deficit.

Municipal Budget

Revenue Assumptions

Property faxes:

This projection increases the current level of taxation through tax base expansion, additiona! tax stabilization agreements
and improved tax collection rate. This projection does not reflect any change in tax rates. R EITY COLINeI,
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State Aid:

There are multiple components to State Aid & Grants which is comprised of: PILOT, School Debt Construction,
Telephone tax, State Reimbursement, Distressed Cities Revenue, and Meals & Beverage tax. For purposes of this
projection these revenues are based upon State Aid projections provided by RI Office of Municipal Affairs.

The projected State Aid for FY 2017 is $66,916,513 which decreased by $3,339,759 over the FY 2016 budget of
$70,256,272. Total State Aid is projected to increase by $2.8 million in FY 2018 for a new total of $69,752,776. In
FY2019, there will be a decrease of $888,667 for a new total of $68,864,109. [n FY 2020, there will be a decrease of $4.5
million for a new total of $64.276,400. Lastly in FY2021, there will be an increase of $107,544 for a new total of
$64,383,944, -

Interest Income;

Far the purpose of this projection Interest Income will remain the same at $4,500,000 for FY17 along with the remaining
subsequent fiscal years until FY 2021,

Fines and Forfeitures:

Fines and Forfeitures for FY17 has remained the same as the FY 2016 budget of $7,000,000, and decreases in the
following year by $1 million for a new total of $6,000,000. For the purpose of this projection Fines and Forfeitures shall
remain constant for the remaining vears unti] fiscal year 2021.

Departmental revenyes and Otler Revenues:

Various departmental incomes shall rise due to the Consumer Price Index-Urban.,
Certain PILOT payments will expire in the fiscal year 2017 leading to a decrease of $1.8 million.

Building Administration has increased by $1.3 million in the 2018 Fiscal Year due to anticipated construction

projects associated with already announced and/or approved construction projects, including South Street Station
($200M), Johnson and Wales Administration Offices ($40M), new hotel at former Fogarty Building site ($40M), Applied
Sciences Building-Brown University (100, and the Roger Wiliams Law Schoot Contlnuimg Sducation Buiding Froject

($12M), as well as other increases in miscellaneous department revenues.

The Police Department will receive a grant of approximately $1.6M to cover a portion of the cost of new fulf time Police
Officers that will be hired in FY17.

Transfers to General Fund:

Transfer from Fund 252 shall remain constant throughout FY 2021 at the amount of $2,134,541.

Transfer from Fund 283 shall remain constant at $4,700,000 throughout fiscal year 2021,

Transfer from North Burial Ground is currently at $350,000 and shall remain constant throughout Fiscal Year 2021.
Transfer from Fund 856 will not occur in any subsequent fiscal years.
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Expenditure Assumptions

Salaries: )
Municipal salaries will follow the L..LU N.A. Local 1033 contract for FY 2016 to FY 2018, which includes a 2% increase

in FY 17 and 2.75% increase in FY' 18,
Collective Bargaining Agreement Status:

Local 799 (Fire) Contract expires 6-30-2017
7-1-2016 — 6-30-2017 Wage Re-opener 0-6%

Local FOP Lodge No 3 (Police) Contract expires 6-30-2016
7-1-2015 — 6-30-2016 Wage Re-opener 0-6%
For Fiscal year 2019 onward, municipal salaries will remain the same as the last year of the Local 1033 contract.

Police has increased by $2,440,841 which is due to the cost for recruiting a new class and for when the class graduates te
full time Police Officers, :

Fire department has increased by $1,500,000 to reflect the cost of Over Base pay. Call back for the Fire department will
be reduced by $3,000,000 for a new Call Back budget of $2 million. There will aiso be an additional account added to the
Fire Department called Reserve for Contingency which equals to $3,000,000 fo recognize the potential overrun in the Call
Back cost.

Emplovee benefiis:

For the purpose of this projection annual increases in Active medical costs are per the Kaiser Health survey, and Retirees
medical costs are due to the growth rate starting in FY2017 using the medical cost trend rate as stated mn the OPEB

valuation in 2013, p. 15.

The city’s pension contribution is based upon (Segal 2013) 2012 Funding Improvement Plan (FIP) submitted to the RI
Department of Revenue. Pension costs will increase nearly 14% over the 5-yr period, with the bulk of the increase (84%0)
due to Class B (police and fire) workforce pensicn obligations.

Line itesms:

Departmental line items that are affected by the CPI-U are assumed to increase at the rate 0.03% for all years FY 2017-FY
2021. The net change year over year of the CPI-U Index is equal to .003%.

Reserve Funds Restoration

Deficit Reduction Plan;

The City must appropriate 1% of the total budget expenditures to replenish the city’s Undesignated Surplus or 1/5 of the
cumulative deficit in accordance with RI General Law, the higher of the two. Based upoen projected expenditures
$5,330,154 is appropriated for this purpose in FY 2017, $3,087,351 in FY 2018, $6,813,606 in FY 2019, $12,493,515 in
FY 2020, and $20,548,782 in 2021,
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School Budget

Overall Budget Projections

Using the FY 2016 budget as a foundation, and based upon the revenue and expenditure essumptions discussed below,
school expenditures are projected to exceed revenues in each year following FY 2016 through FY 2021, State Aid
projections are based on the latest state funding formula information available. City revenue to the School Department is
projected to be flat for this analysis. The projected year end position of the School Department is as follows: FY 2017
($4.4M deficit), FY 2018 ($11M deficit), FY 2019 ($17.9M deficit), FY 2020 ($25.3M deficit) and FY 2021 {$33. 5M

deficit).
Major Revenue Assumptions

State Aid:

The General Assembly enacted an education formula on June 10, 2010, The Funding Formula is being tlansmoned over a
period not to exceed seven years for districts that would be receiving more education aid and ten years for districts that
would be receiving less education aid. The last year of the transition for Providence will be in FY 2018, Under this
formula, the school departiment is projecting additional net revenue increases for FY 2017 of $7.5M, FY 2018 of $7.2M.,
Based upon Providence’s highly urbanized school district needs, we have projected a continuation of $7.2M in years
FY19-21 based upon education work groups that are developing the basis of a new aid sharing formula.

City - General Fund Appropriation:

The city’s budgeted appropriation to the school department has not been increased in six years and is being projected flat
at $124,896,611 for FY 2017 — through FY 2021in this projection.

Other School Revenies;

Other School revenues consist of Medicaid ($4.5M), Indirect Cost ($1.25M) and Miscellaneous funds ($785k). These line
iterns are projected to be flat through FY 2021.

Expenditure Assumptions:

Salaries:.
The budgeted salary increase is FY 2017 1.75%, FY 2018 1.5% for Teacher’s salaries, and FY 2017 2%, FY 2018 2.75%

for Local 1033 members. A place holder for Local 1339 members will be for FY 2017 2%, FY 2018 2%. Also a place
holder for Non-Union staff will be FY 2017 2%, FY 2018 2.75%.

Collective Bargaining Agreement Status:
Local 1339 (Clerical} — Contract expires August 31, 2015
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Emplovee benefils:
Annual increases in Active and Retirees medical costs are projected to increase at 4% per year through 2021, The increase

also takes inte consideration impiementation of the affordable care act FY 2018 $4.M, FY 2019 $4.2M, FY 2020 $4.3M,
and FY 2021 $4.5M

Annual increases in the city’s pension system are determined by a third party actuary and the state pension contribution
rate is provided annually by the Employees’ Retirement System of Rhode Island.

Line items:
Most departmental line item spending is assumed to inctease at the rate of 2.2% for all years FY 2017 - FY 2021.

Charter School Tuitions:
The amount that each district pays for tuition to each Charter school is provided by the state. Moreover, the enrollment

projections to each' Charter school are also provided by the state. For every Providence resident that attends a Charter
schoot the school department loses its’ per pupil state aid (FY 2017 - $10,343) and is required to also pay tuition (FY2017

- $4,390) for a total impact of $14,733,

Respectfully submitted,

%\ e dj P s

Brett P. Smiley Lawrence J{Mancini -
Chief Operating Officer Finance Director
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