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I. Objectives and Methodology of the Citizen Advisory Group

Mayor David Cohen, Board of Aldermen President Lisle Baker, and School Committee
Chair Dori Zaleznik appointed the Citizen Advisory Group in May 2008. They asked the
committee to help (1) define the choices facing Newton with respect to municipal and
educational service levels and their long-term funding requirements and identify, and,
within this context, (2) find innovative ways of increasing short- and long-term
operational efficiency and effectiveness, and (3) identify new or enhanced sources of
funding for City services.

The Municipal Cost Structure Committee met over the course of several months with the
leadership of every major city department and with the City’s key executive officers. We
met also with union leaders, individual aldermen and numerous citizens. We received
input from several open forums. The Citizen Advisory Group also analyzed numerous
reports and data, including using information from a Citizen Advisory Group
benchmarking report.






I1. Executive Summary

The Municipal Cost Structure Committee of the Citizen Advisory Group has found that
opportunities for major cost efficiencies in Newton’s municipal operations, over and
above those implemented in recent years, are limited. We have also identified a number
of areas that require increased funding, including health care liabilities, technology and a
budget analyst. When these findings are considered with the primary conclusion of our
previously released report on Municipal Revenues that Newton’s opportunities to
increase revenues are modest, it becomes increasingly clear that there is no painless way
to resolve the long-term imbalance between the costs of maintaining existing municipal
service levels and the revenues available to cover these costs.

A forthcoming Citizen Advisory Group report on School Cost Structure (January 20th),
which also identifies only limited possible operating efficiencies in the Newton public
schools, reinforces this sober conclusion. To complicate this economic picture even more,
another forthcoming report on Newton’s Capital Structure (January 22nd) will reveal
substantial underfunding of Newton’s physical capital assets and call for significant
additional investments in this area.

These findings lead the Citizen Advisory Group to conclude that fiscal responsibility
requires the community to face up to difficult choices about which municipal services
and programs should be cut back or even mothballed. In the face of the serious mismatch
between projected revenues and historical levels of expenditures and little apparent
appetite for a property tax override, we can no longer sidestep the task of setting explicit
spending and investment priorities as part of the budgeting and resource allocation
process.

Newton’s fiscal health naturally requires moving forward relentlessly in implementing
whatever operating efficiencies exist. The Municipal Cost Structure Report identifies a
variety of such opportunities. However, since much cost cutting has taken place in recent
years, some of the remaining opportunities are, by themselves, quite modest, and many
require further analysis of both financial and community effects.

In recent years, municipal cost cutting has been significant. In fiscal year 2001 (FYO1),
expenditures by municipal departments — public safety, public works, culture and
recreation, etc. — (exclusive of education) represented 33% of the City of Newton’s total
operating budget. In each succeeding year, these municipal expenditures have slowly
decreased as a share of the total operating budget, declining to a 29.5% in FY09. At the
same time the annual growth rate of municipal, non-education departmental budgets has
been 2.9%, noticeably below the annual growth in Newton’s revenues.

Not surprisingly, most of the cost reductions came from staff reductions (78% of the
municipal budget consists of salaries and benefits). Full-time equivalent staffing in FYO1
was 911 positions. In the FY09 operating budget, this has dropped to 8§21 — a staffing
reduction of 90 people or almost 10%. Staff reductions have occurred in almost every
-department and division of the city government, large and small departments alike. While
in the 1980s and 1990s, the reduction in staffing reflected outsourcing of services, no
large number of employees have been let go since 2001 as a result of outsourcing.
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It is difficult for us to conclude that these staff reductions have been the consequence of
improved efficiencies; rather, what we have observed is that the remaining administrative
staff is significantly burdened with handling the day-to-day tasks with little remaining
time to devote to innovative, forward planning.

It is also clear to us that these staff reductions have led to service reductions,
curtailments, and modifications in a gradual but inexorable way that has not necessarily
been immediately evident to Newton residents. While the City has maintained a balanced
budget by law, the level and quality of services over a decade has not remained constant.
Indeed, the combined effect of constrained revenues, the Mayor’s desire to support the
Newton Public Schools, the rapid growth of health care benefit costs, and the necessity of
compensating remaining staff in an environment that is competitive for talent and skills
has led to a continuous and cumulatively significant down-sizing of the city’s staff.

Within this context, the Citizen Advisory Group’s recommendations on Municipal Costs
fall into six clusters:

1. Control Employee Compensation Costs: The greatest potential savings in
municipal operating costs lie in improving the management of employee
compensation and benefits, which comprises nearly 80% of all municipal costs. The
Citizen Advisory Group recommends that the City undertake a comprehensive
evaluation of possible changes in salary, health care benefits, sick time, vacation,
holidays, life insurance, dental and vision benefits, short and long term disability,
workers compensation, and retirement benefits. The purpose of such a review is to
specify changes that address both employee needs and Newton’s fiscal situation. The
benefits portion of this review will be especially important, because Newton may not
be able to bear the same level of benefits in the future that it has committed to in the
past.

2. Decide Whether Joining the Group Insurance Commission (GIC) will
Decrease Health Insurance Costs: The City and the employee unions need to
actively consider joining the state’s health insurance program, the Group Insurance
Commission (GIC). An in-depth analysis should be done immediately. Certainly the
decision to join the GIC will be easier if legislation is passed that would allow
municipalities to join without union approval. But, the analysis should be done
regardless of whether such legislation is passed. Savings of $1 to $4 million are
conceivable.

3. Begin Funding Health Care Obligations: Newton needs to immediately convene
a task force including Aldermen and staff members, and perhaps citizens, to analyze
and make recommendations on how to start funding immediately the currently
unfunded liability of $433 million for retiree health care and other non-pension
benefits. Newton is passing to future citizens costs that should be paid currently.
Furthermore, these costs are considerably less if paid for now. Such a task force needs
to address the investment vehicle for holding contributed funds, the management
structure for overseeing the investment vehicle, the amount of the annual required
contribution, and the sources of funding for the annual required contribution. The
additional cost may be as much as $22 million annually.
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4. Implement Operating Efficiencies. The Citizen Advisory Group identified a
variety of opportunities for further cost savings in municipal operations, including:

e Consolidating the Parks functions of the current Parks and Recreation
Department within the Department of Public Works (DPW). Potential savings
of at least $100,000 - $250,000;

e Improving payroll management efficiency by converting the City payroll from a
weekly to a biweekly cycle and the school payroll from bimonthly to biweekly.
Potential savings of over $140,000, primarily in equivalent administrative time;

e Analyzing regularly all capital investments on a life-cycle cost basis;
e Pursuing outsourcing opportunities;

¢ Reducing procurement costs;

e Resolving long-term issues regarding:

* Reducing minimum staffing requirements on fire engines to one
officer and two firefighters year-round, instead of for nine months of
the year. Potential savings of $700,000;

* Eliminating the fire call box system. Potential savings of $200,000;

* Decreasing snow plowing standards. Potential savings of $125,000 to
$250,000;

e Investing now to achieve future savings:

* Increasing funding for communication and information technologies to
facilitate a more efficient marshalling of resources on a daily basis;

= Hiring a budget analyst to facilitate continuous search for operational
efficiencies and efficiency planning, oversight of budget
appropriations, and long-term planning;

e Allocating greater decision authority to Department managers by removing
restrictions on municipal department managers on their ability to move funds
between “personnel” and “operating” portions of their budgets so that all least-
cost options can be more easily pursued.

S. Invest in Energy Efficiencies. These energy cost saving opportunities may seem
small on an individual basis but collectively the combined effect can be significant.
They include banning incandescent bulbs in public buildings, replacing gas burning
streetlights with high efficiency bulbs, requiring the Energy Star rating on all
applicable purchases, providing an energy-saving training program for appropriate
City employees, and implementing a comprehensive recycling program for all
municipal operations. In addition, Newton should investigate the opportunity of
becoming a customer for peak demand management companies, thereby reducing
demand and potentially providing energy on-site through cogeneration.



6. Shift Appropriate Costs from the Tax Base to User Fees. The most obvious
candidates for cost-shifting involve a Pay as You Throw (PAYT) Trash Program and
increased user fees for selected recreation, community education, and cultural
programs.

Some of these recommendations may require changes in future collective bargaining
agreements and even legislative action at the State House and/or home rule petitions from
the City.

No stone should be left unturned in our efforts to narrow the growing, long-term
imbalance between City revenues and expenditures. Ultimately, though, Newton must
prioritize as it faces reductions in the scope and scale of some of our municipal and
school services.



III. Current Status
Structural Deficit

In February 2007, the Report of the Blue Ribbon Commission on the Municipal Budget
determined that Newton faced a significant structural deficit. In the spring of 2008, the
Mayor’s office updated the Commission’s budget forecast. That revised forecast shows
revenues in the operating budget increasing at a rate of 2.9 percent per year from 2009
through 2014, with expenditures — a combination of both the school and municipal
departments — growing at a significantly higher 5.9 percent annual rate in order to fund
the current range and level of public service. This 3 percent mismatch in growth rates
means that Newton will be short an estimated $7.3 million in 2010, $25 million the next
year and, by 2013, $45 million.

The Citizen Advisory Group draft report on Municipal Revenue in November 2008
determined that Newton’s opportunities to increase revenues are modest. Exploiting these
opportunities by themselves will not close the widening gap between the City’s
expenditures and revenues.

This gap can be further forestalled, to some extent, by efforts devoted to achieving
incremental operating efficiencies. But, the Municipal Cost Structure Committee of the
Citizen Advisory Group has found that opportunities for major cost efficiencies in
Newton’s municipal operations, over and above those implemented in recent years, are
limited. A forthcoming Citizen Advisory Group report on School Cost Structure which
also identifies only limited possible operating efficiencies in the Newton public schools,
reinforces this sober conclusion.

Since, by law, cities in Massachusetts must have a balanced budget, the “big choices”
currently facing Newton’s residents and their elected leaders relate to which reductions in
the scope and scale of municipal and school services should be made until new sources of
funding can be generated or found. Newton voters’ recent rejection of the property tax
override ballot question, the recession, employment uncertainty, reduced access to credit,
and slightly decreasing median home prices and substantially decreasing home sales
suggests that there may be limited support for increasing revenues through tax increases,
at least in the near term.

Resource Allocation

In FYO1, expenditures by the municipal departments (all departments exclusive of
education, e.g., public safety, public works, culture and recreation, etc.) represented 33%
of the City of Newton’s total General Fund expenditures. In each year since, the
municipal government functions have represented a slowly decreasing share of the total,
declining to a 29.5% share with the FY09 budget (refer to Table 1 and Exhibit 1: page
10). The budget for the Newton Public Schools comprises 55.4% of the total budget.



Table 1

FY09 - Municipal departments as share of
total city General Fund budget

%

of total

Municipal departments $84,440,253 29.5%
Public Schools $158,484,693 55.4%
Retirement pensions and benefits  $20,961,920 7.3%
Debt and Interest $10,011,346 3.5%
State assessments $5,603,855 2.0%
All other $6,498,791 2.3%

TOTAL $286,000,858

Exhibit 1
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An analysis of compound annual growth rates in revenues and expenditures also confirms
the decreasing allocation of resources to municipal functions. In the last five years since
FY03, the compound annual rate of increase of the municipal non-education departmental
budgets has been 2.1%. Looking at the last ten years, municipal department expenditures
have increased at a 3.3% compound annual growth rate and, for the last fifteen years, at a
3.2% compound annual growth rate. (See Table 2, below)

But, during the same time periods, Newton’s revenues have increased at a greater rate
than these expenditures on the municipal departments. Simultaneously, expenditures on
public education have grown more than both revenues and municipal department
expenditures.

Table 2
15 Year Trend Analysis
Compound Annual Growth Rates in Revenues and Expenditures

Compound Annual Growth Rates
Fiscal Year S years 10 years 15 years
2008 Actual 2003-2008 1998-2008 1993-2008

REVENUES:
Property Taxes $215,239,592 3.7% 4.6% 4.3%
Intergovernmental Revenue 29,633,992 6.6% 8.0% 9.5%
Other 27,306,861 3.3% 2.4% 4.3%
Total Revenue $272,180,445 3.9% 4.6% 4.7%
EXPENDITURES:
Public Education $152,728,991 4.7% 6.5% 5.9%
General Government $ 12,869,213 2.7% 3.7% 4.0%
Public Safety 31,150,150 1.3% 3.1% 3.2%
Public Works 19,871,674 1.8% 2.4% 1.9%
Health & Human Services 3,486,798 4.4% 5.8% 6.0%
Culture & Recreation 10,430,886 3.5% 4.5% 4.1%
Total Municipal Departments  $ 77,808,721 2.1% 3.3% 3.2%
Debt & Interest $ 7,426,543 2.5% 3.0% 4.9%
Pensions & Retiree Benefits 19,666,614 6.9% 7.9% 4.2%
Other (2) 7,299,588 -0.1% -2.1% 0.8%
Total Expenditures $ 264,930,457 3.8% 5.1% 4.7%

Three critical questions arise from this data:

e What impact has the declining share of City expenditures devoted to municipal
operations had on the range and quality of municipal services?
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e Since the underlying costs of municipal operations have risen more than the level
of funding of departmental budgets, what tradeoffs or compromises have City
officials made in service priorities and standards of performance?

e What actions can be taken to mitigate the adverse effects of reduced budgets and
services through increased efficiencies in municipal management, including
efficiency-seeking investments?

Our observations on the historical data can be summarized as follows:

e The number of municipal department employees has been cut;

e Managers’ workloads have increased;

e Salary and benefit growth has not been constrained to the same level as revenue
growth

Staffing Trends

Full-time equivalent staffing supported by the General Fund in FY01 was 910.7
positions. Eight years later in the FY09 budget, the number has dropped to 820.8, a
staffing reduction of 90 people or almost 10%. Staff reductions have occurred in almost
every department and division of the city government, large and small departments alike
(refer to Table 3, page 14). While in earlier years, the reduction in staffing reflected
outsourcing of services to others, no large number of employees has been let go since
2001 as a result of outsourcing.

Looking at longer time periods, staffing has decreased considerably — over 20% — in the
last twenty-four years. But, an indeterminate amount of these reductions in municipal
employees are related to outsourcing (e.g., trash collection and forestry services). (Refer
to Table 3.)

Changes in managers’ workload

It would be exhilarating if the Citizen Advisory Group could conclude that these staff
reductions since 2001 have been the consequence of improved efficiencies; rather, what
we have observed is a remaining administrative staff that is significantly burdened with
handling the day-to-day tasks and that has little remaining time to devote to forward
planning. It is clear to us that the substantial portion of the staff reductions have been a
response to fiscal constraints and that service reductions, curtailments, and modifications
have occurred in a gradual but inexorable way that has not necessarily been immediately
evident to the citizenry. Each year Newton has a balanced budget, but what has occurred
to the level and quality of services over a decade is dramatic.

This is not an observation about more or less taxation; rather it is an explanation of how

Newton has dealt with its structural deficit over the course of this decade. The combined
effect of constrained revenues, the objective of supporting the Newton Public Schools as
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much as possible, the rapid growth of certain non-payroll costs (especially health care
benefits), and the necessity of compensating remaining staff in an environment that is
competitive for talent and skills has led to the continuous and cumulatively significant
down-sizing of the city’s staff.

The Citizen Advisory Group thinks this gradual erosion in staffing across all departments
cannot continue in the same pattern as before without noticeable effects in the quality of
services.

Salaries and Benefits

The Citizen Advisory Group Municipal Cost Structure Committee was charged with the
task of identifying opportunities to improve the efficiency and effectiveness of Newton’s
municipal government operations; this is simple enough to state but far from simple to
accomplish. If there were easy and obvious ways to spend less while accomplishing the
desired outcomes, or even to spend less to accomplish the existing level of performance,
in most cases it would have been done already.

The central fact of Newton’s municipal budget is that it consists of a broad array of
necessary public services that are accomplished primarily through the employment of
staff. More than 77% of the FY09 General Fund budget for city departments consists of
employee salary and benefits. (See Table 4 and Exhibit 2: page 15)

e Salaries are a function of the competitive marketplace and union negotiations
(approximately 95% of Newton’s employees are represented by a union). Salaries
are forecasted to grow at approximately 4% to 4.5% annually. While this is in line
with other cities and towns, nonetheless it is a higher rate than expected revenue
growth.

Benefits are a function of state law (as to requirements), employer contribution rates (a
collective bargaining matter, subject to minimums set by state law), plan designs (also
subject to collective bargaining requirements and not able to be altered unilaterally by the
municipal employer), and health care cost escalation over the past decade that is a
national, not a local, problem. Benefits (including health care and pensions) are projected
to grow at 7%, also exceeding revenue growth.
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Table 3: City of Newton: Municipal Personnel (Full Time Equivalents (FTEs) Trends

Change in FTEs

1 Year: 8 Years: 19 Years: | 24 Years:
FTEsin | FY2008 - | FY2001- FY1990- | FY2009 -
FY09 FY2009 FY2009 FY2009 FY 1985
General Fund FTEs 820.8 -36.6 -89.9 n.a. n.a.
Department
Clerk to the Board 6 0 0 0 1
City Clerk 4.0 -0.3 -0.8 -0.5 0.0
Executive 6.0 0.0 -0.4 -1.0 0.0
Accounting 7.9 -0.1 0.5 -3.1 -2.1
Purchasing 6.0 0.0 -3.0 -2.0 -3.0
Assessing 13.6 -1.3 -3.4 -3.4 -1.4
Treasurer 8.4 -1.6 -2.6 4.6 -6.6
Law 9.8 0.0 -1.2 -1.2 -1.2
Human Resources 8.0 0.2 2.0 -1.2 0.0
City Physician 0.0 0.0 -0.2 -1.2 -1.0
IT 8.4 -0.6 -3.6 -2.6 -3.6
Elections 7.4 -1.0 -1.2 -2.3 0.4
Planning 12.5 -0.6 -0.3 1.5 35
Building 24.0 -3.0 -7.0 -11.0 -25.0
Police 196.5 -12.4 -18.7 -62.4 -57.7
Fire 186.9 2.0 -9.1 -59.1 -59.1
Inspectional Services 13.0 0.0 -2.7 -5.1 13.0
Weights & Measures 1.0 0.0 0.0 -0.4 0.0
Civil Defense 0.3 0.0 0.0 0.0 0.3
Public Works 141.7 -7.4 -18.3 -59.3 -78.3
Engineering 0.0 0.0 0.0 -20.6 -18.0
Water/Sewer 67.4 3.0 7.0 -1.6 2.4
Storm Water 6.0 0.0 6.0 6.0 6.0
Health 384 -2.7 24 9.7 15.4
Human Services 5.0 -0.4 -7.8 -4.6 1.0
Veterans/Licensing 2.0 0.0 0.0 0.0 0.0
Library 76.4 2.5 -0.2 17.6 20.2
Parks and Recreation 349 -0.7 -10.1 -49.1 -51.1
Jackson Homestead 2.7 -0.3 -0.3 -0.5 -0.4
Community Schools 0.0 0.0 0.0 -2.0 -2.0
Total 894.2 -33.6 -76.9 -263.9 -247.2
General Areas
Public Works 209.1 -4.4 -11.3 -81.5 -93.9
Police 196.8 -12.4 -18.7 -62.4 -57.4
Fire 186.9 -2.0 -9.1 -59.1 -59.1
Human Services, Health, Parks & : v
Recreation, Library 173.4 -6.5 -18.6 -34.3 -3.8
General Government 122.0 -8.3 =252 -32.6 -39.0
888.2 -33.6 -82.9 -269.9 -253.2
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