3 [ CONNECTIGUT
: CONFERENCE OF
: R 1 MUNIGIPALVTIES

Bl THE VOICE OF LOCAL GOVERNMENT .
. "

850 CHAPEL STREET, 91h FLOOR, NEW HAVEN, CT 06510.2807 PHONE {203] 498-3000 FAX (203} 562-6314

PLANNIN G & DEVELOPMENT COMMI T T EE
March 2, 2012 :

The Connecticut Conference of Municipalities (CCM) is Connecticut’s statewide association of towns and cities

and the voice of local government - your partners in governing Connecticut, Qur members represent over 90% -

of Connecticut’s population. We appreciate the opportunjty to testify.on bills of interest to towns and cities.

H.B. 5316', " “An Act Requiring A Two-Thirds Vote of the General Assembly to Enlarge Munlupal
Mandates and Authorlzmg A Review of Certain Municipal Budgets”

Section 1

Section 1 would enact a statutory prolubmon o agalnst the passage of new unfunded state mandates w1thout a
2/3 vote of both chambers of the General Assembly. This proposal is a priority of CCM.

A statutory prohibition would (a) place the burden of proof on the State to demonstrate. why a mandate is
needed, and (b) present the General Assembly with the issue of municipal reimbursement up-front, as the issue
of enactment is debated. The legislature, through use of a "notwithstanding clause", may avoid full or even
- partial reimbursement for a new or expanded mandate if there are compelling public policy reasons to do so.
Still, this needed reform would require the General Assembly to inject cost-benefit analyses into debates on
state mandates yet provide the State with the needed flexibility to enact truly necessary mandates.

There are over 1,200 state mandates imposed on Hometown Connecticut and their residential and business
property taxpayers. Relief from current mandates is important to the recovely of municipalities during this
unprecedented fiscal crisis. o _

Local government supports the objective of many mandates -- but opposes the State's failure to pay for them.

In truth, comprehensive mandates relief has not occurred,

In fact, modest proposals to update prevailing wage thresholds, which have not been raised in 20 years, and to
improve the efficiency and effectiveness of the municipal binding arbitration mandate continue to be blocked
due to special interest pressure.
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“ Municipal mandatesrefonnls aif often studied, put seldon acte"di;lgppr_i?i_s'sgiig.: Among the r‘egpnt;s’h?idiés__ are:

e of sy o s co Mt Conle! o

- Advisory Commission on Intergovernmental Relations (ACIR) (2011) 7~ - .
Municipal Opportunities and Regional Efficiencies (M.O.R.E.) Commission (2010)
“How to Spell Relief,” CCM (2010) _ _ S
«Governor’s Commission on Un-Funded Mandates” (December 20006) i :
“Binding Arbitration for Municipal and “§chool  Employees,” Legislative Program Review and
_ Investigations Committee (2005) = - R o ‘
o “Prevailing Wage Law in Connecticut,” Legislative Program Review and Investigations Committee

(1996) - _ - _
State ‘mandates, boih new and old, are major cost drivers of local. budgets, In. the present economic
environment, municipalities are being forced to grudgingly raise property taxes and reduce services, including
employee layoffs. ; S : : T EN '

At a time when towns and cities. are struggling mightily to_continue to provide needed services to
residents and businesses, jmmediate - not only future - mandatgs_rel_ief should be a priority. '

In 2012, state lawmakers have a unique opportunity to make positive structural changes on the operation of
government that bring significant cost savings. Towns and cities have long asked for serious reform of state
mandates. But in these tough economic times, it is imperative that state leaders finally carry reforms across the
finish-line. Proposals like FIB 5035, the Governor’s mandates relief package, provide property tax relief
NOW. T e AR .

Connecticut's local property taxpayets - residential and business — can no longer afford to have state officials on
the sidelines and ignore the need for comprehensive reform of state mandates. Our local property taxpayets
deserve no less. : o L [T o |

Sections 2&3

B e

CCM has concerns with these sections.

These sections would require the state auditors to audit the books and accounts of any municipality that receives

more than 35% of its revenue from the state, and has a population over 30,000. . :
4

Local officials are willing to work with legistators to find appropriate ways 1o increase the efficiency and -
accountability of municipalities — when there is a significant reconfiguration of the property tax system. Absent
that, this bill scems duplicative of present municipal audit requirements— audits that ave filed with the State.-

Attached is a list of accountability measures endorsed by the Blue Ribbon Commission -on Property Tax
Burdens and Smart Growth Initiatives — these measures are to be coupled with structural reform of the property
tax system. ' o g
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If you have any questions, please contact Ron Thomas at rthomas(@ccm-¢ct.otg or (203) 498-3000.



From “Report of the State of Connecticut Blue Ribbon Commission on Property
Tax Burdens and Smart Growth Incentives”

Municipal Repoﬂing and Accountability

A pr10r1ty for changes to the state and Iocal tax system should be an increase in budget
“transparency” and accountability on the state and local level.

Therefore, the commission recommends estabhshmg measures through state legislative
action that promote a grealer degree of municipal accountability and ensure that the
property tax burden on residents and businesses be reduced if significant state revenues
are used to supplant property tax reventies. The followmg are some examples of ways to
increase municipal accountablllty

i

1. Encourage more rigorous requirements for uniform financial reporting, financial policy
making, and disclosure by municipal government.

(a) Formal adoption by local government legislative bodies of a fund balance reserve
policy, which describes the minimum fund balance reserve to be maintained in. the -
general operating fund (e.g. 5 percent), the types of revenue-enhancement and cost-
containment actions that will be undertaken to meet minimum reserve levels, exceptional
circumstances that would be legitimate causes of fund balance reserve to drop -
temporarily, until corrective action led to recovery over time — below the minimum

threshold (&.g., natural disaster, steep cuts in state revenue transfers), and the amount of .
time allowed before fund balance reserves are to return to the minimum level set forth i in

the policy.

(b) In consultation, with the Connecticut Office of Policy & Management, CT
Government Finance Officers Association, Government Accounting Standards Board or -
other body of the accounting profession, Connecticut Conference of Municipalities,
Connecticut Council of Small Towns, and local government representatives, development
of standards for form and content of operating and capital budgets (pre-fiscal year
accountability), quarterly financial reports (accountability and opportunity for corrective
action during a fiscal year), and financial reporting (end of the fiscal year). Among
content and mdlcatm requirements would be the following:

¢ Fund balance reserves;

e Pension fund liability and contributions for the current fiscal year, and at least three
prior fiscal years, as a percent of that required to meet adequate, actuarially-
determined funding requirements;

» Outstandmg debt as a share of operating revenues and expenditures, assessed taxable
property, and per capita debt burden;

‘o Separation, heart-and-hypertension and other health care, and other non-debtrelated
long-term liabilities;




e For operating budgets, presentation — by major revenue source,  éxpenditure object - -
class, and fund balance — of actual results versus those budgeted for at- Ieast three
prior ﬁscal years;

. Presentatton of key assumptions for pr1n01pal revenue sources and expenditure Ob_]GCt
classes for the upcoming fiscal year’s budget, dlstmgulshmg material one-tn:ne_
révenue sources and expenditures from those that are recurrmg, o

o Include in the presentation of the operating budget a multi-year financial plan
(recommended by the credit rating agency Fitch as an important indicator of sound
fiscal management), presentinig — by major reverue source, expenditure object class,
and 1esult1ng fund balance — the local govérnment’s fiscal position for at least the
next three years, including a clear presentation of principal assumptions that drive the

- projections, If projected recurring expenditures exceed projected recurring revenue in
any of the three future years, the budget/multi-year plan would dwcrlbe the actions to
be taken to restore balance

. Presentation of off-balance sheet accounts; and

* Plan for implementing conclusions and recommendations in independent auditors’
management letters,

(c)‘The State Office of Policy and Management, or an cntity selected by that office, shall
examine the resulting financial reports from each mumc1pahty and present an annual
report. grading each municipalities’ financial -management. These. reports shall be
uniform, and summarize each category of financial management on which OPM deems
appropriate to comment with a grade. A principal goal of the reports will be to give
members of the public without wide knowledge of municipal finance a means to assess
- the financial management of their municipality. The reports will be publicly available and
dlstrlbuted to the local press.

2. Create a more aggressive mechanism for state. financial over31ght if one, or a number
of, ‘triggers’ or warnmgs are exceeded.

(a) The State, with appropriate input from CCM, COST, local government representatives
and others, would establish two classifications for local governments facing financial
strain, with varying degrees of state oversight associated with each classification:

o Watch List, The state government would send written notice to a local government -
that, through triggering certain criteria of fiscal strain, it has been placed on a watch
list. Such criteria may include some combination of (1) a number of consecutive years
of operating budget deficits, (2) excessive use of one-time revenue sources to balance
the budget, (3) excessive debt burden, (4) a number of consecutive years of tax
collection rate falling by at least a petcentage point, (5) multlple or a substantial
downgrade by credit rating .agencies within a certain amount of time, (6) repeated
failure to comply with financial reporting requirements, and/or (7) pattern of
insufficient funding of pension obligations. The notice would describe the criteria that
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caused the government to be placed on the watch list, as well conditions that would
need to be met for a local government to remove itself from the watch list,

During the first year on the watch list, the local government would be encouraged by
the State to use technical assistance (locally selected, or that recommended by the
state) to put in place a multi-year financial recovery plan, which would define the
amount of deficit reduction to take place in each of the following three years
necessary for a structurally balanced budget, as well as management initiatives
necessary to increase revenues and reduce spending such that the deficit-reduction
targets are achieved. If the local government does not develop a recovery plan during
its first year on the watch list, and remains on the watch list for a second year, the
State may require that the local government put in place a recovery plan, meeting the
State’s content requirements for said plan.

o Financial Oversight. The state government could declare a local government to be in
a state of financial distress if a number of criteria are triggered beyond those of the
watch list, such as (1) negative fund balance or multiple years of negligible fund
balance, (2) propetty tax collection rate falling below 85 percent, (3) a material
default on outstanding debt, (4) findings of large-scale fiscal malfeasance, and (5)
consistent failure to comply with conditions associated with the watch list. The State
would appoint a financial oversight board, leaving authority of elected officials and
department heads in place, while the oversight board exercises its authority to
monitor operating and capital budgets and multi-year financial recovery plans, labor
contracts, service contracts over a certain dollar amount, and debt issuance
promulgated by local officials. The State would, together with the local government,
develop a multi-year financial recovery plan through the State’s staff or its agents,
through, some combination of local and state funding, Local officials would be
1esp0nsxble for carrying out the recovery plan.

State statute would define the conditions for establishment, appointment process,
funding sources, authority, conditions for dissolution, and other aspects of a financial
oversight board, either on a case-by-case basis, or providing discretion to the
governor, with advice of the legislature.

3. Provide increased technical assistance from the State to local governments.

(a) Identification of state employees and/or consultants to serve as technical assistance
providers to local governments. These state employees and/or consultants would
demonstrate to the State’s satisfaction qualifications in key areas of local government
operations (e.g., personnel management, operational improvements, tax assessments and
collection, accounting, budgeting, management information systems, investment
management, debt management, engineering). Funding for this expettise could stem from
a combination of state appropriations and state withholding of a portion of revenue
transfers to local governments in need or such services.

Support and coordination for the implementation of recommendations provided by such
consultants would come from the State.
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