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Five Year Financial Forecast - Narrative 
FY2011 through FY2015 

 
 
Executive Summary 
 
The five year financial forecast for the City of Salem is used as a budget tool that enables municipal officials to review operating needs, 
identify fiscal challenges and opportunities, and help develop long term budgeting policies as part of an overall strategic plan.  The five 
year financial forecast is invaluable in identifying key areas that the City needs to focus on such as rising health insurance costs, 
retirement assessments, and collective bargaining agreements.  It also helps the City plan for its capital budget, debt service management, 
and long term sustainability. 
 
Financial forecasting is the process of projecting revenues and expenditures over a five to ten year period.  Factors that affect forecasting 
are current and future economic conditions, collective bargaining agreements, future operating and capital scenarios, and other factors that 
affect future revenues and expenditures.   
 
The five year financial forecast is also used as a communication tool for both the City Council and the public.  A separate power point 
document helps the administration communicate the long term strategies, fiscal challenges, and overall financial health of the City of 
Salem. 
 
The forecast is always evolving and is constantly updated as information becomes available.  The recent news of Dominion closing the 
Power Plant in 2014 has been the most significant item to be addressed in term of long term planning.  Additionally, the Salem Public 
Schools will be opening a new Charter School that will need to be funded and accounted for beginning in FY2012.  This new Charter 
School was established to help curb the dropout rate in the City while keeping the Chapter 70 funds in tact.  
 
 The City of Salem will also see the effect of a full year’s worth of local options meals tax (.75%) and local options hotel/motel tax (1.0%) 
in FY2012.  It is expected that the City will realize $825,000 from the two local options in FY2012.  Due to the nature of these revenues, 
we will expect to see this revenue remain steady for FY2012 and beyond. 
 
Furthermore, the rising costs in providing health insurance for our employees and retirees have created a great challenge not only in 
balancing the FY2012 budget, but also keeping the costs of health care affordable and manageable beyond FY2012.  Currently there are 
bills being debated to help municipalities control costs of health insurance, providing some of the same options that the Commonwealth 
has when it comes to modifying copayments to health insurance providers without collective bargaining, so long as the benefits are 
comparable with the State’s Group Insurance Commission’s most popular plan (Tufts Navigator).  The percentage contributions will still 
have to be bargained with the unions. 
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The five year forecast is assumed to be realistic in its assumptions, both for revenue and expenditures.  Revenue forecasting is based upon 
historical trends as well as current economic conditions. Expenditure forecasting is based upon the same factors, as well as known facts 
that pertain to specific sectors (i.e. collective bargaining agreements, long term contracts, debt service, etc.).   Further detail as to the 
forecasted revenues and expenses are as follows: 
 
Revenues 
 
Tax Levy: $75,417,957 
 
The tax levy is the City’s primary revenue source, comprising approximately 65% of the City’s total general fund revenues.  Residential 
property values pay 69.8% of the total property taxes, while commercial, industrial, and personal property values pay 30.2%.  The City 
has a split tax rate of 1.65, which translates to a residential rate of $15.01/m. and commercial rate of $29.08/m. for FY2011. 
 
The City realizes an automatic 2.5% increase to the tax levy under Proposition 2 ½, plus any increase due to “new growth” in the City.  
New growth includes new development, condominium conversions, and renovations/expansions to existing properties, to name a few.  
The City’s Assessor has seen a dramatic drop in all of the above listed growth categories due to the poor economic climate.  The City has 
typically averaged approximately $900,000 per year in new growth; however, it is recommended by the City’s Assessor that the growth 
estimate to be used for FY2012 should be $600,000. 
 
Local Receipts: $12,198,000 
 
Local receipts are locally generated revenues other than real and personal property taxes. Examples include motor vehicle excise, 
investment income, hotel/motel tax, fees, rentals, and charges. The City has decreased its estimate for local receipts by 5.3% for FY2012 
due primarily to expiration of the Dominion tax agreement.  Estimated non-recurring revenues have been decreased by $875,000 (50%) 
due to the hold harmless language that expires on December 31, 2011.  It is expected that the hold harmless agreement will reimburse us 
for at least half of the “host fee” of $1.75 million that we’ve received in FY2011. 
 
Most other local receipts are level funded, except for motor vehicle excise, which has been increased by $190,000, which is $100,000 less 
than the three year average of receipts.  Also, miscellaneous recurring receipts have been decreased by $200,000 due to anticipated 
decreases in Medicaid reimbursements from school related expenses. For purposes of forecasting, it is estimated that local recurring 
receipts will increase by 2.5% for FY2013-FY2015.   
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Cherry Sheet Revenue (State Aid):  $25,008,703 
 
Named for the cherry colored paper on which it was originally printed, the Cherry Sheet is the official notification by the Commissioner 
of Revenue to municipalities and regional school districts of estimated state aid to be paid and charges to be assessed over the next fiscal 
year. Cherry Sheets are usually issued each spring, following enactment by the Legislature of the state budget for the following year.  
 
This year, the Legislature has increased the estimated state aid to the City of Salem by approximately $1 million from the FY2011 
amount.  However, this is a misleading because most of the increase is attributable to increases to the Chapter 70 account ($18.5 million in 
FY12 vs. $17 million in FY2011) which will replace the expiring dollars the schools received from the State Fiscal Stabilization Fund 
(SFSF) which was funded through the American Recovery and Reinvestment Act of 2009 (ARRA).   
 
Unrestricted General Government Aid has been reduced by $422,000 (from $5.83 million to $5.41 million).  The two accounts (Chapter 
70 and UGGA) account for the lion’s share of the cherry sheet dollars; as such, the total increase to State Aid for FY2012 will go up 
4.4%. 
 
It is difficult to gauge the amount that the Commonwealth will allocate to the 351 municipalities due to the volatile economy.  
Nevertheless, we need to assume a figure for purposes of completing the five-year financial forecast.  Therefore, it is predicted that the 
State will increase the FY2012 appropriation by 1% each year through FY2015.  We hope that this is a conservative estimate; however, it 
could be quite the opposite. 
 
School Building Assistance:  $3,521,535 
 
The Massachusetts School Building Authority (MSBA) administers the school building assistance program that reimburses cities, towns, 
and regional school districts varying percentages of their school construction costs depending on the wealth of the community or district 
and the category of reimbursement.  The City of Salem was lucky enough to receive 90% reimbursement for all its building projects.  The 
amounts listed in the five year forecast reflect the funding schedule of the MSBA for FY2012 through FY2015. 
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Enterprise Fund Revenue: $13,766,502 
 
An enterprise fund, authorized by MGL Chapter 44, Section 53F ½ is a separate accounting and financial reporting mechanism for 
municipal services for which a fee is charged in exchange for goods or services. It allows a community to demonstrate to the public the 
portion of total costs of a service that is recovered through user charges and the portion that is subsidized by the tax levy, if any.  
 
The City of Salem has three Enterprise Funds; water, sewer, and solid waste.  The water and sewer enterprise funds, with estimated 
revenues of $5,231,992 and $7,884,510 respectively, provide for full cost recovery, including indirect costs that are appropriated in the 
general fund.  Water and sewer enterprise fund revenues are estimated to have various increases over the next four fiscal years depending 
on the costs of assessments from the Salem Beverly Water Supply Board and the South Essex Sewer District, as well as the debt service 
from some of the major projects underway in the City, including the installation of new water meters throughout the City, the 
reconstruction of several water mains, the Highland Ave. Water tank construction, the rehabilitation of the Gallows and Folly Hill storage 
tanks,  South River Basin upgrades, and the Forrester St. relief drain. 
 
The Solid Waste Enterprise fund, established in FY08, does not recoup all operating costs.  However, the $650,000 estimated revenues 
will cover approximately 24% of the total cost of $2,739,981 in FY2012.  The revenues from the Solid Waste Enterprise fund are 
projected to be flat through FY2015, as the fee is not expected to change in the near future.   
 
Other Financial Resources – Recurring: $1,037,042 
 
The City has three “receipts reserve” accounts; Harbormaster, Witch House, and Golf Course. Receipts reserve accounts are accounts in 
which proceeds are earmarked by law and placed in separate accounts for appropriation for particular purposes.  The City treats these 
accounts similar to Enterprise Funds, by which the fees charged cover the expenses of the particular program.  It is estimated that the 
revenues generated will increase each year by 2.5% to keep up with rising costs of running each of the three departments.  
 
The City also has one “offset receipt” account for the Electrical department, used to pay the City Electricians for their work on fire 
systems of commercial properties.  This account is expected to be level funded for the foreseeable future. 
 
The City has not budgeted any non-recurring “other financial resources” for FY2011 through FY2014. 
. 
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Expenses 
 
General Government: $4,329,537 
 
Departments under General Government include all of the financial offices and overhead support functions, including Mayor, City 
Council, accounting, assessing, legal, treasury, collector, purchasing, city clerk, etc.  The estimated expense increase for general 
government services for the City will be 3% for FY2013 through FY2015. 
 
Public Safety:  $16,728,235  
 
Departments under Public Safety include police, fire, inspectional services, electrical, and harbormaster.  The estimated expense increase 
for public safety for the City will be 5% for police and fire and 3% for inspectional services, electrical and harbormaster for FY2013 
through FY2015.  These increased are expected due to the historical costs of collective bargaining agreements for police and fire, as well 
as the rising costs of utilities for both electrical and harbormaster departments. 
 
 
Public Works and Facilities: $3,220,679 
 
Departments under Public Works and Facilities include public services, engineering, snow and ice removal, and parking department. 
Estimated expense increase for public services is expected to increase at 5% per year through FY2015.  Engineering and parking expense 
increase are expected to increase by 3% per year through FY2015, and the snow and ice budget will be level funded through FY2015. 
 
Human Services:  $920,210 
 
Departments under Human Services include the health department, council on aging, and veterans’ services.  Expenses in human services 
are projected to increase by 3% per year due to normal increases in salaries and expenses, although the increase of veterans returning from 
war may put additional pressures on the veterans’ budget which is primarily driven by costs of veterans’ benefits. 
 
Cultural and Recreation: $2,318,374 
 
Departments under Cultural and Recreation include library, park & recreation, golf course, witch house, Winter Island, and historical 
commission.  Expenses in Culture and Recreation are projected to increase by 3% per year due to normal increases in salaries and 
expenses. 
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Fixed Costs:  $23,262,179 
 
Fixed costs are costs that are legally or contractually mandated such as health insurance, retirement assessment, Medicare, workers 
compensation, unemployment, and several other items.  Fixed costs continue to be the biggest challenge in municipal budgets.  They 
account for approximately 18% of the total budget in FY2011.  Each fixed cost has its own projected increase over the five year forecast 
that reflects the average costs municipalities are seeing in each category.  The projected increases for FY2013 through FY2015 for each 
fixed cost are as follows: 
 

 Health Insurance:  10% 
o Average increase statewide over the last several years. 

 Retirement Assessment:  4.5% 
o Per actuarial report of 1/1/10.   

 Retirement Anticipation Stabilization Fund:  5% 
o This fund is for those employees who retire and are due sick/vacation buyback.  

 Capital Improvement Fund:  various 
o This fund is typically used for unexpected capital purchases/repairs, however, the FY2012 Capital Improvement 

Program has proposed to fund $254,217 into this account to pay for many capital needs throughout the City.  By using 
this approach, the City will not look to issue long term bonds for these projects/equipment purchases.  The City plans to 
fund the CIP with $200,000 per year through FY2015 and beyond. 

 Medicare: 3% 
o Average increase in wages for City workers over the past several years. 

 Municipal Insurance:  3% 
o Historical average of our increases since 2006. 

 Worker’s Compensation: 3% 
o We are fully insured and expect rates to increase at this level.  

 Unemployment: 3% 
o Reasonable estimate (we do not expect a large layoff in FY12). 

 Non – Contributory Pension: -3%  
o Negative number due to the shrinking number of those retirees who are part of this group. 

 
Fixed Costs – Debt Service:  $6,676,058 
 
Debt service is the repayment cost, usually stated in annual terms and based on an amortization schedule, of the principal and interest on 
any particular bond issue.  The overall debt service for the City is scheduled to decrease for existing debt; however, as part of our capital 
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planning, we try to maintain a 2% increase in the total cost of debt service so that we can actively manage the replacement of vehicles and 
machinery, maintenance on existing buildings and infrastructure, and construction of new facilities. 
 
Assessment – North Shore Regional Vocational School District:  $1,601,211 
 
The assessment to the City of Salem from NSRVSD reflects the number of students attending the school and the associated costs.  It is 
estimated that these assessments will increase 5% through FY2015. 
 
Education: $48,886,000 plus $764,000 for new Charter School 
 
The School Committee oversees the budget process for the schools, and it has approved a budget of $48,886,000 for FY2012 regular 
school, an increase of $1,353,369 that was approved in fiscal year 2011 ($47,532,631).  Additional funds have been budgeted ($764,000) 
to fund the new Charter School that will begin operation in September of 2011.   
 
For financial forecasting purposes, we expect that the cost of education will increase the general fund budget by 3% per year in both 
personnel and non-personnel expenses.  The City’s finance director and the School’s business administrator continue to work on cost 
saving measures and shared services to ensure that the level of staff at the SPS will be adequate to provide quality education to its 
students. 
 
Enterprise Fund Expenses: $14,379,409 
 
Expenses in the enterprise fund represent personnel, expenses, contracted services, assessments, and debt service costs for the three 
enterprise funds of the City: water, sewer, and solid waste.  Expenses in the funds are projected to rise from FY2013 to FY2015 as 
follows: 
 

 Water Enterprise 
o Personnel:  3% 
o Expenses:  3% 
o Assessments:  3% 
o Debt Service: per debt schedule (actual and projected) 

 
 Sewer Enterprise  

o Personnel:  3% 
o Expenses:  3% 
o Assessments:  3% 
o Debt Service: per debt schedule (actual and projected) 
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 Solid Waste Enterprise 

o Personnel:  3% 
o Expenses:  3% 
o Contracted Services: 3% 

 
 
Cherry Sheet Assessment: $6,761,693 
 
Named for the cherry colored paper on which it was originally printed, the Cherry Sheet is the official notification by the Commissioner 
of Revenue to municipalities and regional school districts of estimated state aid to be paid and charges to be assessed over the next fiscal 
year. Cherry Sheets are usually issued each spring, following enactment by the Legislature of the state budget for the following year.  
 
The categories of charges include retired teachers’ health insurance costs ($1,931,725), mosquito control projects, RMV non-renewal 
surcharge, MBTA, and tuition assessment. This year’s overall assessments have decreased by 3.3% (decrease of $230,885) from last 
year’s assessment of $6,992,578.   
 
It is projected that the Cherry Sheet assessment from the Commonwealth will increase 4% from FY2012 to FY2014. 
 
Other Expenditures:  $1,866,154 
 

 Overlay:  $975,349 
o Overlay is an account established annually to fund anticipated property tax abatements exemptions and uncollected taxes in 

that year.  It is anticipated that overlay will vary in its increases due to the triennial certifications of values per the DOR 
and the increased values of properties throughout the City.  Typically, a municipality will increase its overlay on 
certification years (our next triennial will occur in FY2013) due to the adjustments typically made to conform to all 
Massachusetts General Laws for assessing property taxes. 

 
 Snow and Ice Deficit $775,000 

o The winter season of FY2011 was severe and left us with a deficit of over $900,000 to raise as part of the FY2012 tax rate 
certification process  Some of these expenses have been offset by school funds, leaving the City with a balance of $775,000 
to raise on the FY2012 recap. It is anticipated that future deficits will decrease in future fiscal years.  The amount has been 
increased to $500,000 for FY2013 and level funded for FY2014 and FY2015. 
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 Cherry Sheet Offset:  $75,805 

o Offset receipts are receipts from the Cherry Sheet that are to be used for a specific purpose (school lunch and public 
library).  These obligations are expected to increase 3% for FY2013 to FY2015. 

 
 
Conclusion 
 
The City of Salem, like all municipalities throughout the Commonwealth, continue to struggle with rising fixed costs, a sluggish 
economy, and contractual obligations that make balancing budgets very challenging.  In most cases, Proposition 2 ½, the law that 
regulates the increases a municipality can increase its property taxes, does not allow for property tax revenue to keep up with the costs of 
doing business.   
 
The five year financial forecast is a tool that helps us best manage the challenges.  It is a tool that uses reasonable estimates in both 
revenue and expenditure trends while considering the overall economic picture of the current times.  The goal is to project revenues and 
expenditures up to five years into the future which will help the administration analyze where current trends are leading and estimate if 
money will be available for discretionary spending such as capital purchases, collective bargaining settlements, and new municipal 
program.  It also will help identify those “budget buster” items that need reform from the local or state government.   
 
The five year forecast, combined with the capital improvement program and FY2012 budget will continue to be the basis for all future 
financial planning for the City of Salem. 
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