CITY OF NORTHAMPTON
SUSAN WRIGHT
FINANCE DIRECTOR

Office of the Mayor
210 Main Street Room 12
Northampton, MA 01060-3199
(413) 587-1255 Fax: (413) 587-1275
swright@northamptonma.gov

MEMORANDUM

TO: City Council

FROM: Susan Wright, Finance Director

DATE: August 29, 2011
"RE: Update to City Council for September 1, 2011

Free Cash and Stabilization Reserves: As part of my effort to become acquainted with the
city’s finances, | have prepared and updated historical data relating to Free Cash and
Stabilization. Free cash is the term used for a community’s unrestricted funds available for
appropriation after certification by the Director of Accounts. Free cash is certified for the

general fund and enterprise funds based on the balance sheet for the fiscal year that ended on.

June 30. Free cash is usually certified in the late fall in Northampton. It is generated when
actual revenue collections exceed the estimates used for budgeting and when actual
expenditures are less than what was appropriated. Other factors that affect free cash are:
uncollected property tax receivables, illegal deficits, overdrawn grant accounts and deficits in
other funds such as special revenue funds and agency funds.

Free cash can be used for any lawful municipal purpose and provides the community with the
flexibility to fund additional appropriations after the tax rate has been set. A community can
increase free cash by conservatively estimating local receipts and aggressively pursuing the
collection of receivables. A community’s free cash can affect its bond rating and provides a
financial cushion to guard against economic downturn or to meet unforeseen expenses.
Decreasing Northampton’s reliance on free cash for use in the operating budget is a difficult
task in the current economic climate. However, if and when the fiscal situation improves,
building back up our free cash and other reserves, to the extent possible, would be prudent.

I have included three charts for your information:

‘1. Free Cash History FY1982 to FY2011: This 30 year history of Northampton’s free cash
‘shows that the city experienced its highest balance of free cash in FY2006 and its lowest




'balance of free cash in FY2010 — a span of five years. This |IIustrates the limitations and

pressure on the city’s finances during the past several years. [t is also significant to note
that the free cash in FY2011, while a substantial improvement from the negative free
cash in FY2010, was still the second lowest amount the city has had in 30 years, second
only to the low of FY1985 when it was $527,546.

Free Cash Summary FY1997 to FY2011: This shows what free cash has been used for
over the past 15 years by category: capital expenditures; to balance the operating
budget; transfers to stabilization; transfers to capital stabilization; transfers to revolving
funds and operating budget transfers. Ideally free cash would not be used to fund mid-
year transfers for the operating budget, and would instead be reserved for capital
projects and reserves. However, increasingly, free cash has been used to fund mid-year
transfers to the operating budget. Many of those transfers involve the four accounts
recently reviewed for historic underfunding — snow and ice, veterans, legal and fire
department overtime. In FY2011, 99% of the free cash was used to fund mid-year
transfers to operating budget. In FY2010 there was no free cash and in FY2009 and
FY2008, the city used 94.2% and 69.2% respectively, to fund mid-year transfers for
operating expenses.

Free Cash and Fund Balances FY2001 to FY2011 : This shows the free cash balances for
the General Fund, Water Fund, Sewer Fund, and Landfill Fund for the past eleven years.
It also shows the balances in the General Fund Stabilization Account and the Capital
Stabilization. Collectively, the FY11 balances in the Stablllzatlon and Capital Stablllzatlon
are at the lowest levels since FY2003.
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