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SCRIPTS 

FOR CONSENSUS MEETING ON MUNICIPAL FINANCE

To assist Leagues in running the consensus meetings on municipal finance, scripts have been prepared for League leaders, discussion leaders and resource people (those presenting the information on each question to the group) as a guide to include all necessary information. The Fiscal Policy Update Committee has actually used these scripts in the pilot consensus meeting test run held in October 2007 with good results.

· Text in this font is information to present to meeting participants.

· Text in this font gives instructions and suggestions to help the resource people or discussion leader present the meeting material effectively
[image: image1.emf]The Consensus Meeting Script

Script for League Leader (Time: 5 minutes)

Welcome to our League’s consensus meeting on Municipal Finance, part of the Massachusetts League’s Fiscal Policy Update’s Study. 

Before we begin, I want to go over a few housekeeping items regarding the procedure for a consensus meeting.

· Thank you to attending guests but only members may participate in discussion.

· The Discussion Leader will lead the discussion.

· The Recorder will not speak or participate in the discussion except when she needs a clarification of items or conversation during the meeting.

· The report of the meeting completed by the Recorder will be given to the League Board (local) and the Board will approve the report and consensus meeting results before forwarding on the results to the State League.

· No voting will take place, only a discussion of the individual topics.  The results of the deliberation and discussion and the sense by those in attendance as to how the discussion went helps to determine if there is consensus or not on a given subject.

· If you have any questions throughout the meeting, please don’t hesitate to ask.

· Have fun!

The Fiscal Policy Update Study that resulted in this consensus meeting on municipal finance was approved at the League convention in May of 2005. The impetus for the study was concern about the sporadic reports of laid off teachers and firefighters, closed schools and fire stations, reduced library hours, increased fees for athletics and trash, etc. across the Commonwealth—to find out what was behind these difficulties. 

       The FPU committee met for 2 ½ years studying municipal finances and then honed in on the fiscal relation between the state and local governments. Two forums were held in January of 2007 on municipal finances—entitled “where does the money come from and where does it go?”. The group also designed a local study on Municipal Finance for Leagues to evaluate their own community. (If your League participated, note this and who was involved and perhaps have a copy of your summary reporting sheet available for the group).

       There are three questions for us to come to consensus upon. (Have the questions written on the flip chart). The first asks us to think about what principles should guide the fiscal relationship between the state and local governments. For many years, there were unwritten agreements between the state and localities, such as when Prop 2 ½ went into effect restricting local revenues and the state stepped up its local aid to communities in response. However, more recently, the state has ignored some of its agreements, such as freezing Lottery Aid to communities and keeping the revenue for the state government.  We ask you to choose principles to guide this relationship.

        Question 2 concerns local revenue. It asks us to revisit the League position opposing local option non-property taxes, to see if we might change our minds, in light of the current fiscal reality. 

        Question 3 asks if state laws should be changed to help localities deal with two growing expenditures—health insurance and pensions for municipal employees.


Our discussion leader (you may introduce her) will facilitate comments and inquiries during the presentation of question 1 by the resource person after each principle is introduced.  Discussion regarding questions 2 should occur immediately after the material is presented. Question 3 has two parts—health insurance and pensions, and each will be discussed separately.


We’ll begin with a very short background on municipal finance in preparation for the questions. 
 “Background to Municipal Finance” SCRIPT

(Time allowed for Background: 5-10 minutes)
Note to Resource person: The Handout should be distributed so attendees can follow along when you refer to figures;, you might want to use an enlargement of Figure #1 while discussing it.)

#1
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I want to begin this introduction to the fiscal relationship between our state and its cities and towns by asking you to take a look at the diagram at the beginning of the handout (figure 1).  We think it is the best graphic portrayal of the ins and outs of local funding that we have ever seen.  The data is from 2004, but the relationship has not really changed.


First – in the center is the local spending authority – city council or town meeting


Then – look at the income (by percentage) coming from the community and state 


Note the state subtracts assessments directly from aid and also provides services


Finally – look at the local expenditures (and percentages)

As we consider both the sources of funds and the locally budgeted expenditures, we must bear in mind that on both the revenue and expense side, state laws determine the range of options that are available to municipalities.

And here’s why…

 In Massachusetts, the relationship between state and local government is established by the state constitution and its Home Rule Amendment, enacted in 1966 with support from the Massachusetts League of Women Voters.

Before 1966 – cities and towns were completely controlled by the state – allowed to do only those things specifically enabled (allowed) by state law.


Since then – cities and towns have had more local autonomy and may do anything that is not specifically limited by state law.

While this was a significant change increasing the ability of municipalities to determine their own forms of government and removing some issues from state legislative control, local powers remain limited.  

In particular, the state retained the power of the purse.  Cities and towns local cannot levy, assess or collect taxes except as specifically allowed by state statute.  For example, in Massachusetts, a municipality cannot impose a local sales tax or a local income tax.  The state also has established maximums for many local fines and fees and sets limits on the amount a city or town may borrow.

First let’s look at this state/local fiscal relationship with respect to …

LOCAL GOVERNMENT REVENUE


According to the Massachusetts state constitution, all taxing authority is held by the state. However, the Legislature has granted to municipalities the right to collect (within specific limits) and use the following taxes:  property tax, automobile excise tax and airplane fuel tax.  The Legislature also has allowed itself to pass Local Option Taxes which give cities and towns the right to levy specific taxes in just their own communities with the approval of their own local voters. 


The Massachusetts LWV supports increasing local aid from state-collected taxes to reduce the burden on the property tax.  The League also supports the use of fees to fund local services, but does not support allowing cities and towns to levy additional taxes at the local level.  (See the most recent LWV of Mass Fiscal Policy Study – 1993)
To look at the revenue going FROM THE STATE TO MUNICIPALITIES (Figures 2,  3)
The state distributes funds from the taxes it collects to the cities and towns through a number of statutory programs.  The largest dollar amounts come through Chapter 70 Education Aid, the Lottery Fund distribution and Additional Assistance.

Chapter 70 Education Aid – The largest source of state aid for municipalities, Chapter 70 is distributed by a formula intended to be equalizing and must be used for education.


The Massachusetts LWV supports the reforms embodied in Chapter 70 but does not support the current formula used to distribute Chapter 70 aid. 

Lottery Funds – A state lottery was approved by Massachusetts voters in 1971 with its revenue specifically intended for local aid.  However, its distribution is still subject to annual state appropriation.  And, when the state economy faced hardship, the legislature has diverted some of the lottery funds away from municipalities and into the state budget.  Lottery funds are unrestricted funds (i.e. the state does not mandate how they are spent).


The Massachusetts LWV, while opposed to lotteries as a source of governmental funding, does support the current formula used to distribute lottery aid.

Additional Assistance – This state aid program now provides unrestricted revenue to only 159 of the 351 cities and towns.  A holdover from the resolution aid formula of the 1980’s, Additional Assistance was cut in the 1990’s (reducing some communities to zero) and continues to be reduced proportionally so that it no longer has a formulaic basis.

Other Programs – A number of reimbursement programs have been established by state statute, but they all require up-front municipal expenditures.  Some provide only partial reimbursements and all are funded subject to legislative appropriation.

But what about the state’s role in LOCALLY GENERATED FUNDS (Figure 2)

PROPERTY TAXES are the major source of revenue for municipalities and now provide over half of municipal income (53% in 2004).  Although, the percentage of the local budget funded by property tax has been increasing in recent years, cities and towns are limited in the total amount that they can raise through each year’s property tax by Proposition 2 ½ (a referendum-initiated state statute approved by the voters in 1980).


The Massachusetts LWV has a position opposing Proposition 2 ½.

The remaining sources of municipal revenue make up about 18% of the total and are grouped together as LOCAL RECEIPTS.  However, even these locally-generated funds are limited.   

Automobile Excise Tax – This tax is charged annually on the value of every registered vehicle in Massachusetts.  However, the table of automobile values is established by the state and the rate itself was rolled back in 1980 by Proposition 2 ½ and has not been changed since then.


The Massachusetts LWV has a position supporting an increase in the revenue generated by this source of taxation.

Airplane Fuel Tax – This tax only benefits municipalities with airports and is only levied on jet fuel (applying now to 18 airports).  If it were levied on all types of airplane fuel, it would benefit 45 communities.

Payments In Lieu of Taxes or PILOTs – Land that is owned by the government or by non-profit organizations is exempt from property taxes and, in some municipalities, this can amount to a large percentage of their total land.  To partially compensate for the lost tax revenue from state-owned property, Massachusetts has instituted a state PILOT program.  However, the state calculates these payments, which are subject to legislative funding, on basis only of the non-improved value of state-owned property (i.e. not including buildings, etc).  PILOT payments from non-profits are entirely voluntary and are based on successful municipal negotiation with each individual non-profit institution.
Local Option Hotel Tax – As mentioned earlier, the state legislature can pass statutes allowing municipalities to levy specific taxes with the approval of their voters.  The hotel tax, enacted in 1985, allows a municipality to levy an additional tax of up to 4% on short-term (less than 90 days) local room occupancy.
Community Preservation Act – Enacted in 2001, this statute allows municipalities, by local option, to add a surcharge of up to 3% onto their own property taxes, but the revenue (and matching state funds from registry fees) is totally restricted and can only be used for passive-use land acquisition, affordable housing and historic renovation.

Fees – the Home Rule Amendment allows cities and towns to assess fees for locally provided services and many municipalities have been establishing and raising fees to cover expenses that were previously in the budget.  However, “fees” are carefully defined in statute as costs that can be quantified and specifically tied to a service, and the Supreme Judicial Court has been very restrictive when considering whether a charge is a tax (which is not allowed) rather than a fee (which is permitted).  

The Massachusetts LWV supports the use of fees to fund local services.

Now to look at how the state affects LOCAL GOVERNMENT EXPENDITURES (Figure 4)

The state legislature can – and has – enacted statutes that mandate specific spending (primarily in the area of education) as well as statutes that control the options available to municipalities as they consider other types of spending.  Even programs that were intended to provide specific reimbursements (like the Quinn bill which is supposed to provide half of police educational incentive increases) are subject to legislative appropriation and are often less than fully funded.

Broadly divided into categories, local governments spend 50% of their total revenue on education, 9% on public safety, 9% on public works, 8% on debt service, 11% on fixed costs, and 13% on everything else.  

According to recent studies, significant and often uncontrollable increases in three areas have had a major effect on local budgets often necessitating reductions in the level of other local services.  These areas are education (especially special education), health care and municipal pensions.  State statutes and legislative mandates have had noticeable impact on these budgets.

By far the largest local budget item is, of course, Education – Chapter 70 as established by education reform in 1993, in addition to determining aid for education, requires the state to establish a minimum amount that each municipality must spend on education from its local fund sources.  An unintended impact of this mandated “net school spending” has been to shift municipal dollars away from other local needs to provide the budget necessary for education.


Categorized as Fixed Costs, two other burgeoning budget items, established and controlled by legislative statutes, are Health Care and Pensions.

Health Care – State law requires municipalities to offer the same choices of health care benefits to all full-time employees.  In addition, collective bargaining statutes mandate that any change in a municipal health plan be approved by all local unions, which makes changes difficult to accomplish. 

Pensions – The state requires municipalities to have a public employee retirement system and a 1987 law requires each public pension system to eliminate its unfunded liability by 2028.  At that time, local pension systems were not fully funded, so municipalities were forced to increase annual payments into pension funds to cover projected as well as current costs.  Since local pension systems are set up by state law to be autonomous units making major changes at the local level difficult.

So, as you can see, legislative actions impact local spending decisions as well as revenue raising options.  Local budget struggles make our review of the state/local fiscal relationship both important and timely.   

Consensus Question 1 Script

What principles should govern the fiscal relationship
between the state and local governments?

(Total time for resource person presentation and discussion of Question 1 is 45 minutes.)
This consensus question will propose a set of principles that could be used to evaluate possible changes in the state/local fiscal relationship. For each proposed principle, I will include background information on how that principle could be applied and relevant League positions. The Municipal Finance Study Guide includes more information on each proposed principle.

For some principles, I’ll provide a concrete example.
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               First I will present the information on each principle. After each principle, the Discussion Leader will ask the group’s opinion on the principle. (Note: clarifying questions may be asked of the Resource Person during the discussion).  As you finish discussion of each principle, support or opposition to that principle.  will be recorded on the flip chart and by the recorder. When you have finished discussing all of the principles, you will have the opportunity to rate the relative importance of each principle.

Transparency

Transparency applies both to the budget and the budget process.  The current budget and budget process at the State House are difficult to understand and monitor.  

A transparent state budget should be clearly written and understandable for the general public. It should include sufficient information about spending, revenues and program in a clear and consistent format. Budget documents should be open and accessible to the public.

Steps have been taken over the past year to implement portions of a proposal to make the budget document more transparent. (See Municipal Finance Study Guide for details).  

The budget is one of the most complicated pieces of legislation that is passed each year. (The study guide shows the process that the budget follows each year).  Discussions about the budget in Massachusetts are largely conducted in closed sessions. In contrast, municipalities must develop their budgets under the control of Open Meeting Law.

A transparent budget process would allow the general public to see how the budget is created.  

The League does not have a position currently that requires budget or budget process transparency at the state level or national level.  The League, however, has historically supported Opening Meeting Law. (For details on the League's relevant positions, see Municipal Finance Study Guide.)
Pro Argument: 

A more transparent budget and budget process allows 

· better public input

· facilitates better understanding of budgetary tradeoffs.  This can result in better use of state funds and more support for difficult budgetary decisions. 

· helps citizens to more easily assess who is working toward specific goals and who is in opposition. 

Con Argument:

The current budget mechanism has evolved over a long time and reflects legislative efficiency.  It invests a lot of power in the legislative leadership. This process allows legislators to provide benefits to their home districts by trading off support for each others projects. 

In addition, if budget negotiations are done behind closed doors, it is possible for the parties to explore compromises that would be difficult to discuss in public.

At this point I would like to open up the meeting to discuss the following statements:

	The Massachusetts LWV believes that the state budget should incorporate the principle of transparency.
	Yes
	No

	The Massachusetts LWV believes that the state budget process should incorporate the principle of transparency.
	Yes
	No


[Discussion led by discussion leader; Resource person can answer any informational questions]

Timeliness

A timely fiscal relationship between the state and municipalities would encourage the state to provide firm information on state aid earlier in the budget cycle.

The State Aid portion of the State Budget is the money that is sent to municipalities (this is also called local aid).  This information is known as the 'cherry sheet'. Cherry Sheet information frequently is finalized long after municipalities need to finish their own budgets.  This creates a difficult situation where local spending decisions need to be finalized before revenue figures are known.  


Local Aid numbers are supposed to go to municipalities in March.  However, this deadline is rarely met (in recent memory, once in the Dukakis administration).  

There are no current League positions that relate to the timeliness of the state budget.

Pro Argument
A large portion of each municipal budget is determined by state aid as documented in the annual Cherry Sheets. It is extremely difficult for municipalities to finalize their budgets without firm numbers for state aid.

Con Argument
Requiring a firm commitment for local aid in March reduces flexibility for the rest of the budget and might result in less money being allocated to state aid as legislators are still negotiating other parts of the budget.

At this point I would like to open up the meeting to discussion of the following statement:

	The Massachusetts LWV believes that the Fiscal Relationship between the state and local government should incorporate the principle of timeliness.
	Yes
	No


[Discussion led by discussion leader; Resource person can answer any informational questions]

Equitability

Equitability can be defined in many different ways.  The LWV has long standing positions in support of collecting money statewide on a progressive basis and distributing it in a way that helps equalize the resources of different municipalities.  This suggests that the LWV supports giving poorer communities larger amount of state aid and giving similar communities similar amounts of state aid. 

Unfortunately, the 'hold harmless' principle', which means that, in general, state aid for a given municipality will not be less than the aid received in the previous year, tends to lock in funding inequities.  The 'hold harmless' principle causes the legislature to focus primarily on the distribution of new aid each year and to avoid examining changing circumstances that may affect existing aid programs.  This is a particular problem in the distribution of Additional Assistance aid and in portions of the Chapter 70 Education Aid formula.

· Additional Assistance aid was created in the 1980s as a way to ease the transition to a new funding model for aid to Education. However, since that time it has not been re-examined to determine what communities should receive Additional Assistance and what the levels should be.  As a result, similar communities are treated very differently when it comes to Additional Assistance.

· Several problems in the administration of Chapter 70 Education aid have resulted in similar communities receiving substantially different amounts of aid. The original program treated similar communities differently and these inequities have been protected by the 'hold harmless' provision.  In addition, the Chapter 70 Aid program has not adjusted well to changing municipal circumstances resulting in various forms of inequitable treatment.

Sample Proposals 

There are a number of possible ways to increate equitability. The League might support the elimination of Additional Assistance in favor of distributing those funds in a more equitable way; the League already supports changing the Chapter 70 Education Aid distribution algorithm to make it more equitable; or the League could support eliminating the 'hold harmless' principle.

The current LWV position supports distributing aid on an equalizing basis. (See the Municipal Finance Study Guide for more details). 

Pro Argument
The LWV's current positions advocate a more equitable distribution algorithm than is currently being used. Adopting this principle would re-iterate our current support for using state aid as an equalizing tool for poorer municipalities and would allow the League to take action on a range of potential proposals that could improve the distribution of state funds. 

Con Argument
The primary argument against equitability is that the government should not take money from some people to give it to other people. 

In addition, there are arguments against these specific proposals:

· The communities who receive Additional Assistance are, generally, the communities with the greatest need. Eliminating this source of funds may cause significant hardship in those communities.  Additional Assistance is one of the few sources of aid that is not tied to specific mandated expenditures (i.e. earmarked).

· The League already has a position on changing the distribution algorithm for Chapter 70 Education Aid based on the 'equalizing' principle and doesn't need another position to support this.

· The 'hold harmless' principle as currently adopted is one way that the legislature attempts to implement the principle of dependability. Eliminating it would make local budgeting even more difficult. 

At this point I would like to open up the meeting to discussion of the following statement:

	The Massachusetts LWV believes that the Fiscal Relationship between the state and local government should incorporate the principle of equitability.
	Yes
	No


[Discussion led by discussion leader; Resource person can answer any informational questions]

Dependability

A dependable relationship between the state and municipalities would ensure that year to year state aid is consistent and generally predictable. 

On a statewide basis, state aid constitutes approximately one-quarter of the total local revenue (property tax is the largest source of local revenue). State aid to municipalities is not set in statute. It is subject to appropriation by the legislature each year.  

The state attempts to increase the dependability of this aid by following a practice that is known as 'hold harmless', which means that, in general, state aid for a given municipality will not be less than the aid received in the previous year. 

"Hold harmless" does not mean that a municipality will never receive less money than it did the year before.  Starting in 2000, the legislature cut Chapter 70 aid for all municipalities.  For some municipalities, the cuts put them below their foundation budget.  These municipalities had funding restored to bring them back to foundation level. The net effect was to concentrate the budget cuts on the communities who were spending above foundation level on their schools.

It is important to recognize that 'hold harmless' is a mechanism used by the legislature to increase the dependability of state aid. It is, however, a mechanism that tends to reduce equitability.

Even with the 'hold harmless' policy, when the state faces a fiscal crisis, all state aid to municipalities is subject to cuts.  Examples are listed in your Municipal Finance Study Guide. 

Sample Proposal

The Massachusetts Taxpayers Foundation recommends that municipalities share a fixed percentage of major state tax revenue by statute.  
Relevant League Positions

There are no current League positions on the dependability of state aid in general. There are League positions that relate to the adequacy of aid for state mandated programs.

Pro Argument
Making state aid more dependable would reduce the pressure on local property taxes and allow municipalities to continue to provide adequate local services within their budgets. 

Con Argument
· The current system of setting state aid 'subject to appropriation by the legislature' embeds the assumption that state funding programs are more important than local funding programs.  Setting an amount of local aid by statute reduces budget flexibility for the state legislature. This could force the state to curb spending on state spending programs in times of fiscal difficulty.

· Even if state aid is set by statute, the legislature is legally free to change state aid unless the state constitution is changed.

At this point I would like to open up the meeting to discussion of the following statement:

	The Massachusetts LWV believes that the Fiscal Relationship between the state and local government should incorporate the principle of dependability.
	Yes
	No


[Discussion led by discussion leader; Resource person can answer any informational questions]

Flexibility in Local Spending Decisions

Flexibility in local spending would allow municipalities to increase their control of spending decisions.  Currently many municipal spending decisions are controlled by the state either through mandates, earmarked state funds that must be spent on certain programs or through other laws that restrict municipal spending choices.

The state government requires municipalities to provide certain services.  Some of these mandates include funding for a portion of the associated costs but the funding is generally insufficient and unreliable.  In an effort to provide funding for mandates, State Aid is frequently earmarked for specific programs which reduces the flexibility of municipalities to fund local priorities. 

For example, one of the impacts of Ed Reform was to shift money away from other municipal needs to mandated Education spending, i.e. the increase in state money for Education has been accompanied by a decrease in state aid for other municipal purposes.

Current state law restricts the ability of municipal officials to manage their health insurance costs. State law prevents municipalities from changing the health benefits they offer municipal employees without agreement from all of the effected unions. This requirement makes it difficult if not impossible to modernize the plan design structure for health benefits. The state has exempted itself from these collective bargaining requirements.

 Sample Proposals

· The Massachusetts Taxpayer Foundation has a proposal that increases the amount of state aid that is distributed to the general fund (i.e. not earmarked for specific spending programs) to provide flexibility for municipalities in funding local services.

· Another proposal focuses specifically on the cost of health care and would allow municipalities to establish employee health care benefits under the same rules that are used by the state.   

League Positions

· The League has positions that support the right of federal, state and regional governments to set standards of performance in broad areas of public concern.

·  The League also supports “adequate levels of state funding for state-mandated programs…” 

 Pro Argument

· Local Government is closest to the community and best able to judge the efficient allocation of funds.  

· Voters are more easily able to hold local officials accountable for the spending decisions they make.

· Local Governments should not be held to a significantly more stringent set of rules than the State Government uses.

Con Argument

· Local communities may be unwilling to fund their portion of efforts that have a statewide benefit (such as creating more Affordable Housing and Environmental Protection). Increasing local control may end up undermining state efforts in these areas.  

· The League already has positions encouraging the federal, state and regional governments to provide adequate funding for their mandated programs.  

At this point I would like to open up the meeting to discussion of the following statement:

	The Massachusetts LWV believes that the Fiscal Relationship between the state and local government should incorporate the principle of granting flexibility in local spending decisions.
	Yes
	No


[Discussion led by discussion leader; Resource person can answer any informational questions]

Flexibility in Local Revenue Raising Options

Under the Massachusetts constitution, local governments may not levy, assess or collect taxes except as specifically granted by the state legislature. For example, municipalities may not impose a local sales tax or a local income tax. Municipalities are also limited in the borrowing that they can do. Flexibility in local revenue raising would allow municipalities to increase their sources of revenue through local option taxes or fees.

Municipalities are allowed to collect Property Tax, auto excise tax, airplane fuel tax and hotel tax. All of these taxes are governed by state statutes.  In addition, cities and towns are allowed to assess fees.  However, the state is quite strict about what charges can be levied as fees and what charges are considered taxes. Most cities and towns cannot assess developer impact fees, for example, because the state considers this a tax and not a fee.

Possible Proposals

Governor Patrick's proposal to allow more local option taxes did not move forward in the legislature this year. 

Another possible proposal would be to allow municipalities to charge impact fees on new developments as is done in many other states.

Question 2 will deal with some specific proposals on local option taxes in more detail. The discussion here should be on the principle - not the specific proposals.

League Positions

· The LWV currently opposes adoption of new, local non-property taxes by state-wide mandate or local option. This position was adopted in 1993. 

· The LWV supports the use of commonly accepted criteria in judging taxes, particularly equitability, economic effect, flexibility, ease and cost of collections, and adequacy of yield

· The LWV supports user fees

· The League did support the CPA program which is a local option property tax. 

Pro Argument

Since 1993, pressure on property taxes in Massachusetts has been inexorable.  The State has repeatedly shown that it will cut local aid in times of fiscal difficulty. Municipalities need to have additional sources of local revenue that are not dependent on the good will of the state government.

· Inequitability issue. Preventing municipalities from tapping their local financial options is similar to preventing a community from using a local lake for water because not all communities have lakes.  
· Border issues. Local communities are best able to determine if border issues make a local tax desirable.  The state should not prevent local taxes for all communities because it does not make sense for some.
· The current law discourages municipalities from being innovative in the search for local revenue.


Con Argument

· Unfair if all communities will not benefit (inequitability).

· Border issues between communities with and communities without tax could arise.

· This principle, to be effective, would require a constitutional change. The effect of 351 different local tax structures could lead to fiscal chaos.

· The League studied this issue in 1993.  Has the situation changed sufficiently to justify changing this position?  
At this point I would like to open up the meeting to discussion of the following statement:

	The Massachusetts LWV believes that the Fiscal Relationship between the state and local government should incorporate the principle of flexibility in local revenue raising options.
	Yes
	No


[Discussion leader takes over; resource person can answer any informational questions]

[When consensus reached on the final principle, Discussion leader should ask if 

 there are any other principles that the group believes should be added to the list.]

(When the group has finished discussing all of the principles, please have them rate the importance of the principles that your group supports as low- medium or high , Led by Discussion Leader).

	
	Principle
	Importance

	I
	Transparency

Transparency applies both to the budget and the budget process.  A transparent state budget would be clearly written, unambiguous and understandable for the general public. In addition, a transparent budget process would allow the general public to see how the budget is created.


	Low Medium High

	II
	Timeliness

A timely fiscal relationship between the state and municipalities would encourage the state to provide firm information on state aid to municipalities earlier in the budget cycle.


	Low Medium High

	III
	Equitability

The Massachusetts LWV currently has positions that support the distribution of state funds in a manner that helps to equalize the resources of different municipalities. The equitability principle reinforces this position.  


	Low Medium High

	IV
	Dependability

A dependable budget relationship between the state and municipalities would ensure that state aid to municipalities is consistent and predictable year to year.


	Low Medium High

	V
	Flexibility in Local Spending

Currently many municipal spending decisions are controlled either by state mandates or through laws that restrict municipal spending choices.  This principle would support allowing municipalities to have more control over local spending decisions.


	Low Medium High

	VI
	Flexibility in Local Revenue Raising

Currently Massachusetts municipalities have very few options for raising revenue locally. This principle would support allowing municipalities more flexibility in raising revenue.


	Low Medium High


Consensus Question 2 Script

(10 min for Resource person to present)
Consensus Question 2: The League of Women Voters of Massachusetts currently has a position opposing the adoption of new, local non-property taxes by statewide mandate or local option. 

        
Should we ELIMINATE this position?
 ______YES                      _______NO

    
If yes, should we SUPPORT local non-property taxes by statewide                                                          
mandate or local option 

                    ______YES  
                 _______NO 
This question is really about which League positions which conflict are the most important.  The long-standing League position on fairness was one of the principal reasons we reached consensus opposing local option, non-property taxes in 1993.  But we also have a long-standing position calling for less reliance on the property tax, a position which might be construed to mean any non-property local tax should be supported.  

The property tax has long been the principal source of revenue for local government because it is broad, stable, predictable, easily collected and understood by the taxpayers.   It is closely tied to local control over how the money is spent.  Real property cannot move out of the jurisdiction, and its value in great part depends on the value and services of the community in which it is located.   However, over-reliance on the property tax has made local government less flexible in weathering economic downturns and has resulted in great disparities in the quality of schools and other services across the Commonwealth, especially in years when state equalizing aid cannot make up the difference.  Finally, the constraints of Massachusetts’ Proposition 2 ½ have made it difficult for municipalities to raise more revenue through the property tax. 

The issue of fairness arises from the fact that local option taxes will not be passed by every municipality, leading to greater disparities in the tax levy between communities; for example, taxes on tourism are attractive to Cape Cod, but not to Worcester County.   But is it fair to deny one town a source of revenue just because it is not accessible to every town in the Commonwealth?

Other concerns are border issues, which arise when adjoining towns have different tax structures, and yield; for example, a town with a meals tax may lose restaurant business to a neighboring town with no meals tax.   Local sales or commercial taxes may result in dysfunctional land use such as over-building malls.

In evaluating the effectiveness of new local option taxes, it is important not to lose sight of the issue of adequacy.   The major forms of taxation are already being used by the federal (income tax) and state (income tax, sales tax) which are politically unwilling to dilute their own revenues.   The only non-property tax currently under serious discussion is a local add-on to the meals tax, a relatively low yield tax.

Our choices are to maintain the current position opposing local-option, non-property taxes, to drop the position, thereby agreeing to take no position on the issue, or to reverse position and support new local-option taxes.  Adopting the option of supporting local non-property taxes does not mean that the LWV will be automatically in favor of every local option tax proposed.   We would still review proposed taxes according to all our policies on taxation before deciding to support or oppose a specific tax.  

Pro Argument

Municipalities are struggling to raise revenue and the property tax is limited by Proposition 2 ½.

Local-option taxes maintain local control of revenue.   Each municipality may decide for itself to adopt or ignore any particular tax.

A diversified tax structure would give municipalities more flexibility to deal with economic change.

A diverse array of local option taxes would recognize the inherent differences between communities while providing some tax options accessible to every community.

Con Argument 

If new local option taxes follow the pattern of the Community Preservation Act, they will tend to be adopted disproportionately by wealthier towns in which the voters perceive a substantial benefit from the tax, and thereby provide no relief to larger cities which have traditionally passed fewer overrides.

Many proposed local option taxes involve schemes to tax “outsiders” which may backfire by raising costs for the local residents. 

Some local option taxes produce dysfunctional land use as communities strive to build new taxable entities such as malls.

(Note the following table  should be on the flip chart in front of the room during the resource presentation and discussion, to ensure all understand what each choice means)

	Summary of  Question 2 Choices and Results
	
	

	Consensus Question 2
	If Yes
	If No

	Should the League of Voters of Massachusetts ELIMINATE this position opposing the adoption of new, local non-property taxes by statewide mandate or local option? 

   ___Yes           ___No


	Position Eliminated

No position on local non-property taxes
	Position Retained

Opposing local non-property taxes

	If YES, 

should the League of Women Voters of Massachusetts SUPPORT the adoption of new, local non-property taxes by statewide mandate or local option? 

___Yes              ___No


	If YES

New position  supporting the adoption of local non-property taxes
	If No

No position on local non-property taxes
	NA


(Discussion leader takes over;10 minutes allowed to reach consensus)

	The LWV of Massachusetts should ELIMINATE its position opposing the adoption of new local non-property taxes by state mandate or local option.
	Yes
	No

	The LWV of Massachusetts should SUPPORT the adoption of new local non-property taxes. 
	Yes
	No


Script for Question 3 

(Note: Time for 3a script presentation: 10 minutes;  consensus discussion 5 minutes; 

3b script presentation 5 min, consensus discussion 5 minutes; our experience is that it is a challenge to fit the information in the time allowed; material could be trimmed from script if necessary).

Question 3 asks:     

Should the League of Women Voters of Massachusetts support changes in state laws to ease the financial burden on municipalities in the following areas?

a. Municipal Employee Health Insurance 

b. Municipal Employee Pensions

Unlike question 1 and 2, consideration of question 3 requires looking at data about these expenditures. 

First, what part do these expenditures  play in local budgets:

Look at figure 5 f your hand out—both municipal employee health insurance and pensions are part of the “fixed costs” of municipal budgets. Fixed costs are defined as “Costs that are legally or contractually mandated”. So that right away puts them in a different category from almost all other expenditures—such as, for example, the fire department or teachers which can be cut if the budget is not sufficient. Keep this in mind. In a minute I’ll go over the laws that relate to these costs.

          Figure 5

 Let’s first concentrate on municipal employee health insurance-

1. How has the cost of Municipal Employee Health Insurance changed?

· Table I, Columns A and B show that the costs of municipal employee health insurance totaled for all communities in the state has dramatically increased from 2001 to 2006: 84%   (Insert value for your own community here).
Table 1: MASSACHUSETTS MUNICIPAL HEALTH INSURANCE  FY 2001- 2006 Expenditures (A), % Annual Change in all 351 communities (B); and. State Health Insurance Expenditures  (C) and % Annual Change (D)

                                                                                 A                            B                            C                     D
	Fiscal Year
	Massachusetts Municipal Employee Health Insurance Expenditures
	Annual % Change
	 
	State Health Insurance Expenditures 
	Annual % Change

	2001
	$886,462,351
	 
	 
	$605,596,955
	 

	2002
	$1,028,585,452
	+16.0
	 
	$676,102,421
	+11.6

	2003
	$1,185,928,190
	+15.3
	 
	$694,982,613
	+2.8

	2004
	$1,313,050,960
	+10.7
	 
	$737,289,523
	+6.1

	2005
	$1,439,142,951
	+9.6
	 
	$785,103,811
	+6.5

	2006
	$1,634,274,679
	+13.6
	 
	$890,484,724
	+13.4

	 Change 

FY01 - FY06
	$747,812,328
	
	 
	$284,887,769
	

	
	                          +84.4%
	
	
	               +47.0%
	

	Average Annual Increase
	
	+13.0%
	
	
	8.1%

	
	
	
	
	
	


Source for Table 1: Massachusetts Municipal Health Insurance “Municipal Health Reform: Seizing the Moment”, joint report by Boston Municipal Research Bureau and Mass Taxpayers Foundation, August 2007

 Figure 6 shows the actual amount spent by Massachusetts communities over this period—an inexorable increase since 2001. 

Figure 6  Total Municipal Employee Health Insurance Expenditures FY2001-2006
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2. Municipal Employee Health Insurance AS % of Budget

It’s important to think about the cost of health insurance as it relates to the rest of the budget. For example, if paper clips went up 300% in 5 years, it wouldn’t be huge problem because paper clips are a tiny part of the budget.

However, for municipal employee health insurance, we find that:

· in 2001 it was 7.4% of municipal budgets 

· in 2005 and it has increased  to 10.6% 

· Projection at current rate of increase will be 23% by 2018- almost a quarter of the budget!

Figure 7 Municipal Employee Health Insurance as a % of Massachusetts Municipal Budgets percents rounded)
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 3. How do Municipal Employee Health Insurance (MEHI) Costs compare to local revenues?

Figure 8 (below) illustrates why the increase in municipal health insurance cost is such a problem for communities.
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        Between 2001 and 05, expenditures for health insurance went up 63%- the first bar, while budgets increased 14.8% .  One of the sources of funds for municipalities—local aid from the state, Cherry Sheet aid actually decreased 1% over this period. With a picture like this, you can imagine the pressure put on local budgets—cutting other departments and perhaps services, or seeking overrides i.e. increase to property taxes, in order to keep the budget in balance.

4. What are the state laws regarding employee health insurance.

When revenues for cities and towns don’t keep up with expenses, teachers, libraries can be cut; equipment purchases can be put off. However, Municipal Employee Health Insurance is not an expense town’s can cut when revenues go down, and here is why:

     State Laws related to MEHI:

·  Massachusetts General Laws (MGL Chapter 32) require that municipalities pay at least 50% of the cost of health insurance for full time employees. It also states that municipalities may not pay more than 90% of the share of the costs of HMOs for employees.

  That is, towns must provide health insurance to full time employees

· Massachusetts’s public employee collective bargaining law gives most public employees the right to bargain collectively over terms and conditions of employment.  
Collective bargaining rules over MRHI—meaning that all unions must agree before any change can be made and the agreements are legally binding; So, municipalities are required by law to provide insurance and any change in the plans requires total union agreement. Most towns have a number of unions, so this is not easy to accomplish--this is a stumbling block for communities to make changes in their health plans

· A new law (Chapter 67 of the Acts of 2007) gives towns the option of joining the health insurance system of the Commonwealth using coalition bargaining. 

A new law allows municipalities to join the State insurance program, passed this August, and get approval to join from unions using coalition bargaining method (Easier than getting 100% union approval to change MEHI plan), but still need 70%.

 5. GIC

Table 1, columns C and D show municipalities could lower the rate of increase to 47% or 8% per year on average, if they joined the GIC This is still not sustainable for local governments. Figure 9 shows why.
Figure 9. Comparison of Rate of Annual Increase in Health Insurance Costs
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If we compare the rate of annual increase in health insurance costs for municipalities (at 13%), with the GIC at 8%, and then at projections for budget increases of 4% we see that although the GIC plan would reduce the rate of increase, it still is twice the projected rate of budget increases so does not solve the problem.


6. A number of changes have been proposed to State Laws

	 Proposals to control Municipal Health Insurance Costs
	

	Topic
	PROPOSALS

	 Increase local control over insurance costs
	1. “ Increase local management authority…need authority to manage health insurance costs” (Barry Bluestone et al)

	Retiree Health Insurance
	1. Require all retirees to enroll in Medicare (Mass Taxpayers Foundation)
2. Require municipalities to enroll employees in Medicare within 3 years (Municipal Finance Taskforce

	Union negotiations
	1. Remove requirement to negotiate all health insurance with all unions (Mass Taxpayers Foundation)

2. Additional flexibility to bargain with unions (Municipal Finance Taskforce)
3. Give cities and towns some authority in setting rates; remove from collective bargaining (Mass Taxpayers Foundation)

	Create or join GIC
	1. Give communities authority to establish the equivalent to the Group Insurance Commission (Mass Taxpayers Foundation)

2. Create individual GICs to govern local health plans (Municipal Finance Taskforce)
3. Monitor the participation rate in GIC to see if coalition bargaining requirement needs to be relaxed (if low participation(Mass Taxpayers Foundation and Boston Municipal Research Bureau).

	Municipal Insurance Options
	1. Make it easier to purchase joint insurance plans (Municipal Finance Taskforce)


7. League Positions 

League positions on heath insurance relate to municipal health insurance costs via a goal of healthcare as a right, affordability to consumers and through favoring a national health insurance plan, i.e. single payer approach, which would affect costs. 

League of Women Voters positions 

· The National League position states that the LWVUS believes 

“ that a basic level of quality health care at an affordable cost should be available to all U.S. residents.” The LWVUS also “favors a national health insurance plan financed through general taxes in place of individual insurance premiums” commonly known as the ‘single payer’ approach.

· The Massachusetts League goal is “an affordable health care system that provides equal access to quality health care for all”. 

·  The LWVUS supports “administration of the U.S. healthcare system whether by a combination of the private and public sectors or by a combination of federal, state an/or regional governmental agencies.”
· Under LWVM positions on Fiscal Policy, State Mandates: “The League supports adequate levels of state finding for state-mandated programs”
· Under Home Rule, the LWVM supports “Constitutional home rule for Massachusetts cities and towns; Sharing of functions among all levels of government; Cost –sharing by all levels of government to implement standards.”

8. Summary: Currently Massachusetts cities and towns are constrained in dealing with employee health insurance costs. 

· They are required by state law to provide it 

· State law makes it difficult to make changes due to collective bargaining requirements. 

· Even if municipalities joined the state’s plan, the Group Insurance Commission, rates of increase would still be above the annual increases in local budgets, on average

[DISCUSSION OF QUESTION ( 5 minutes ); discussion leader takes over; resource person may answer  informational questions]
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Consensus Question 3 B. Pensions:
1.  Pensions are the other state mandated expenditure that we are considering. 

Our State Pension system pre-dates Social Security. State law requires municipalities to have an employee retirement system for full time employees, and those employees are part of Massachusetts retirement system. 

2. The way the pension system is set up, under Massachusetts law:
       Municipal Retirement Boards (104 in Massachusetts) rule on pension eligibility and supervise investments for their local districts. Boards have the option of investing their assets through the Pension Reserve Investment Trust (PRIT), which is managed by a state board called the Pension Reserves Investment Management (PRIM) board, or managing their own investments. In 2004, out of 104 local pension systems, 55 invested on their own, 20 invested with PRIT and 29 used a combination of the two. 

3.  A state law requires that by 2028, any unfunded liability be eliminated, meaning communities must set aside additional money to cover the projected difference between the value of the invested funds plus interest and the projected costs.

· It is estimated that the unfunded liability for all cities and towns in the state is $9 billion. This will have to be made up by cities and towns, and the amount varies widely among municipalities. (see table 1, funded ratio)

Table 2. Massachusetts Contributory Retirement Board Profiles 

(Source: Public Employee Retirement Administration Commission (PERAC) 

  2006 annual report).

	Retirement Board
	Funded Ratio

(Percent fully funded)
	Year Fully Funded
	2007 Total Pension Appropriation (Millions)

	Andover
	78.1%
	2024
	$4.1 

	Amesbury
	56.3%
	2026
	$2.1 

	Boston
	64.4%
	2023
	$221.9 

	Braintree
	62.4%
	2023
	$5.9 

	Berkshire Regional
	76.8%
	2018
	$5.6 

	Concord
	90.5%
	2012
	$3.0

	Everett
	33.6%
	2028
	$6.9 

	Dukes County
	63.8%
	2023
	$3.6 

	Falmouth
	66.4%
	2028
	$3.8 

	Hampshire County
	58.8%
	2028
	$11.4 

	Hingham
	68.0%
	2028
	$3.0 

	Lawrence
	43.7%
	2028
	$12.8 

	Lexington
	88.4%
	2015
	$3.3 

	Lynn
	46.7%
	2028
	$18.3 

	MWRA
	100.0%
	NA
	$4.1 

	Marblehead
	83.3%
	2023
	$2.3

	Natick
	66.6%
	2026
	$5.1 

	Needham
	75.0%
	2022
	$3.8 

	Newton
	66.2%
	2028
	$10.7 

	Norwood
	87.9%
	2028
	$2.0 

	Plymouth
	61.0%
	2028
	$5.8 

	Shrewsbury
	71.3%
	2022
	$2.3 

	Springfield
	42.6%
	2028
	$26.4 

	State
	81.5%
	2023
	$438.0

	State Teachers
	67.2%
	2023
	$767.0

	Swampscott
	52.5%
	2028
	$2.7 

	Waltham
	51.1%
	2026
	$11.4 

	Wellesley
	103.2%
	NA
	0

	Winchester
	75.6%
	2028
	$2.8 

	Woburn
	72.6%
	2026
	$4.2 

	Worcester
	79.8%
	2023
	$23.3 


  4. Problems with pension system:

· Widely varying performance, administration and efficiency in the 104 different pension systems

· Under-performing pension funds—if perform below the state’s program (PRIT), means taxpayers will have to pay more, Currently, taxpayers making up $1.6 billion from poor investments in the last ten years. 

· New law passed in 2007 requires underperforming pension funds to join PRIT (if more than 2% lower returns than state’s average over last 10 yrs and less than 65% funded)

· Lack of oversight and weak legal restrictions on retirement system boards (including an exemption from competitive bidding and no restrictions on travel expenses or business relationships with related parties) create the opportunity for corruption There is lack of oversight of local boards, some corruption. Law is not restrictive enough.

· These “defined benefit” pensions use complex calculation of benefits, as defined by state law, that can be manipulated for the benefit of some recipients

5. Examples of the amount of money paid yearly into the local pension fund: 

        (Boston: $229.1 million in 2007—add your own town; see  table 1))

 6. What changes have been proposed? (Presenter may mention a couple)

	
	Proposed Changes

	    Benefits
	· End early retirement and health insurance coverage for early retirees (Salem News) 

· Cap individual annual pension benefits at $100,000 (Boston Globe)

· Tie benefits more closely to lifetime contributions(Pioneer Institute, Ken Ardon, “Public Pensions: Unfair to state employees, unfair to taxpayers”)

	Basis for Pensions
	· Pensions should be based on average career earnings (Salem News)
· Pensions should be based on salaries alone (Salem News)     

	 Type of Pensions
	·  Move from defined benefit to defined contribution plan (Pioneer Institute, Ken Ardon, “Public Pensions: Unfair to state employees, unfair to taxpayers”)

	Funding Pensions
	· Require any change in benefits to be fully funded within 3 years(Pioneer Institute, Ken Ardon, “Public Pensions: Unfair to state employees, unfair to taxpayers”)
· Reform Chapter 32 to make cost of changes transparent to taxpayers (Pioneer Institute, Ken Ardon, “Public Pensions: Unfair to state employees, unfair to taxpayers”)

	Administration
	· The pension system should be centralized, putting all assets in one fund, e.g. PRIT(Pioneer Institute Ken Ardon, “Leaving money on the table)
· Enhance oversight of  PERAC, extend Uniform Procurement Act to local boards, set standards for travel expenses, conflict of interest; additional audits (Pioneer Institute Ken Ardon, “Leaving money on the table”)
· Bill requiring pension boards to utilize an open competitive process for vendors (PERAC)
· Restrictions on conflicts of interest for boards, financial disclosure for Board members, mandatory education for board members (PERAC)



7. League Positions related to pensions- none 
8. Summary: Currently Massachusetts cities and towns follow state law when providing pensions. 

· State law sets the date for full funding.—state could change date 

· State law defines the way benefits are calculated

· State law sets the rules for local pension board operation. 

· New state law requires long term underperforming pension plans to join the state investment system 

[DISCUSSION OF QUESTION ( 5 minutes ); discussion leader takes over; resource person may answer informational questions]

Consensus Question 3b:  “Should the League of Women Voters of Massachusetts support changes in state laws to ease the financial burden on municipalities in the following areas?

                                              B. Municipal Employee Pensions

Yes_____                                     NO__________

Insert your community’s annual increase-


Boston has been 11% per year





NOTE: We are not asking the LWV to come to consensus on any of these concrete proposals at this time. They are provided as example of proposals that the League could consider supporting or opposing based on these principles. 








At the start of the meeting, copies of Consensus Meeting handouts should be ready for distribution. (Handouts can be obtained from the LWVM website.


For Question 1, you will want to write the list of principles on the board or flip chart ahead of time. Leave space to the right of each principle so that you may record Yes or No, followed by “Low”, “Medium”, “High” next to each according to your meeting’s wishes.





FT is > 20 hrs per wk





Effect- increase fees, cut services, override attempts





Insert % for your own town, if you know it; Boston 7% 01 and 11% 05
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								(Insert data for your community: e.g. as percent of budget Boston 2001 -7%

								(07) now 11%; While municipalities 84% increase over 5 years, Boston increased 72%
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2001: Municipal Health Insurance as % of Municipal Budgets



Sheet2

		0

		0



2005: Municipal Helath Insurance as % of Massachusetts Municipal Budgets
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2018 (Projected): Municipal Health Insurance as % of Massachusetts Municipal Budgets
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		Municipal Revenue 2004                                                  Expenditures 2004
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