TOWN & COUNTY OF NANTUCKET
BOARD OF SELECTMEN

BUDGET POLICY & PROCESS
Effective date: 09/15/2011
Adopted: 09/14/2011

Applicability: Town, School, and Enterprise Departments

l. Purpose

The overall goal implementing financial policies is to improve fiscal planning and maintain
effective management of the Town’s financial resources. One of the key deliverables in obtaining
the goal is to provide a balanced budget without the assistance of one time revenue streams.

The purpose of this process is to:

1. Ensure annual budgets for all Town, School, and Enterprise Funds are structurally
balanced throughout the budget process;

2. Ensure recurring revenues will equal or exceed recurring expenditures in both the
projected and adopted budget;

3. Ensure that if a structural imbalance occurs, a plan will be developed and
implemented to provide for a balanced budget.

Il. Budgetary Policy — Operating Budget

All funds are required to balance. As such, total projected revenues and other resources must
equal of sum of budgetary expenditures for each fund. Revenues and other resources are
derived from the following: current revenue charges; increases in existing revenue charges;
new revenue sources; and unallocated reserves carried forward from prior years to the extent
allowed by law.

Beginning in FY2014, all requests for appropriations are considered only in conjunction with
measurable performance criteria. Expenditures are approved or rejected on the basis of planned
levels of performance. Therefore, it is necessary for each activity within a fund to prepare a
performance plan consisting of workload measures, efficiency measures, and effectiveness
measures.

Expenditure budgets for enterprise operations (i.e., Water, Sewer, Airport, Solid Waste, and Our
Island Home) must be funded either exclusively or primarily by user fee revenues; unless the
Town decides to use the general tax revenue when a greater public benefit is demonstrated (i.e.
Solid Waste and Our Island Home). In addition, expenditure budgets for enterprise operations
that require the use of general tax revenue as a funding source to balance the operating budget
require Board of Selectmen approval prior to forwarding to the Finance Committee.

Allocations from the General Fund are based on a long-range financial plan which includes an

unallocated fund reserve. This reserve protects the Town against catastrophic revenue losses
and major emergency expenditures as well as contributes to the Town’s favorable bond rating.
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Ongoing expenses are never funded by a non-recurring or one-time revenue source. Future and
current funding sources are identified for all new programs and services.

. Budgetary Policy — Capital Expenditures

A five year program for infrastructure capital improvements is updated annually through the
budget process. The plan identifies not only anticipated capital expenditures in excess of
$50,000 but also related operating expenses and anticipated funding sources. Capital
improvements less than $50,000 are funded within the operating budget.

Capital projects in excess of $50,000 financed through the issuance of bonds will be financed for
a period not to exceed the useful “life” of the project as defined by Massachusetts General Law
(M.G.L.)

The Town will coordinate the development of the capital budget with the development of the
operating budget. Future operating costs associated with new capital projects will be identified
and included in operating budget forecasts.

In accordance with the Town By-law, the Town will contribute up to 1% of prior year local receipts
towards capital improvements.

The Town will preserve its assets at a level adequate to protect the capital investment and
minimize future maintenance and replacement costs.

The Town will establish an appropriate distribution of bonded debt and cash financing in the
funding of capital projects.

\VA Budgetary Policy — Revenue

The Town will establish and maintain a broad revenue base. This is achieved through
establishing and maintaining diversified revenue sources in order to distribute the revenue
responsibly and equitably and protect the Town from short-term fluctuations in any one revenue
source.

In order to fulfill funding requirements without an over dependence upon property taxes, the Town
will attempt to enlarge the revenue base by seeking new revenue sources.

The Town will implement user fees in all areas where feasible and productive as well as set fees
at levels related to the costs of providing the services, within the constraints of the General Laws
of Massachusetts. User fees will be reviewed annually as part of the budget process and if
applicable, be adjusted to maintain current levels of service.

In accordance with MGL Chapter 44 Section 53 F 1/2, the Town will establish self-supporting
enterprise funds where the relationship between operating costs and revenues is clearly identified
or for the purpose to clearly identify the total service costs which may include a subsidy from the
General Fund or other funds.

The Town will limit the designation of General Fund revenues for specified purposes in order to
maximize flexibility in budgeting and utilize revenues more efficiently.

The Town will maintain effective collection systems and implement aggressive enforcement
strategies in order to maximize revenues from available sources.

Revenues will be projected conservatively with the goal of avoiding revenue deficits that impact

future budgets and of realizing actual revenues at the fund level that equal or exceed budgeted
revenues.

V. Budget Process — Preparation
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The Town & County of Nantucket's fiscal year begins July 1st and concludes on June 30™. Major
steps in the budgeting process include but are not limited to the following:

a. The Finance Department prepares the five year forecast and assumptions which
identify positive and negative financial trends impacting the Town and County. The
information is presented to Town Administration as well as the Board of Selectmen.
Once adopted by the Board of Selectmen, the forecast and assumptions are then
used as the financial framework for budget preparation.

b. A Five Year Capital Plan is prepared by the Chief Procurement Officer and presented
to Town Administration and the Board of Selectmen. Any additional operating costs
associated with the first year of the plan are incorporated into the budget forecast.

c. The Ad Hoc Budget workgroup will begin meeting in the fall to facilitate
communications among the Board of Selectmen, School Committee, and Finance
Committee concerning budget issues. The workgroup is comprised of the Chairs and
Vice-chairs of the Board of Selectmen, School Committee, and Finance Committee.
The Town Manager, Superintendent of Schools, and Finance Director also serve as
ex officio members of the workgroup.

d. The Finance Department and School Business Office, with directions and guidelines
from Town Administration and the Superintendent develop base budget expenditure
levels for all departments and town-wide revenue projections for the upcoming fiscal
year. Departments prepare data on performance measures and service levels for
inclusion in the budget document. Additionally, departments submit service change
request to enhance a current activity, establish and activity and/or obtain equipment
associated with an activity. These detailed requests are reviewed and changes
made to present a balance budget to Town Administration and the Superintendent.

e. Town Administration and the Superintendent conduct budget workshops with their
respective Department Heads to review expenditures for the upcoming year and
announce any significant changes which directly impact new / existing programs or
service levels. The changes are then used to prepare the Town Manager's budget
recommendations to the Board of Selectmen and Superintendent’s budget
recommendations to the School Committee.

f.  The Board of Selectmen, School Committee, and Finance Committee conduct a
series of workshops and public hearings before making changes to the Town
Manager’s and Superintendents budget recommendations. After careful and
thorough consideration, the Board of Selectmen; School Committee; and Finance
Committee present the budget recommendations to Town Meeting.

g. V\s{then the budget is adopted at Town Meeting, the budget becomes effective on July
1>

VI. Budget Process — Execution

On July 1% of each year, the adopted budget is implemented. Concurrently, an analysis of the
previous year’s actual expenditures will begin. During this analysis, problem areas are identified
and reconciled. Problem areas that have an impact on the current year are closely monitored.
Moreover, throughout the year, expenditures, revenues, and performance data are monitored in
order to ensure the successful implementation of the Town & County’s service plan. Status
reports are provided to Town Administration and the Board of Selectmen on a monthly basis.

VIL. Budget Process — Amendments

As conditions change or circumstances are altered, Department Heads are required to notify the
Finance Department of anticipated requests for budget amendments. Budget amendments are
subject to positive approval at the Annual Town Meeting and/or if applicable, a Special Town
Meeting. Once approved, the Finance Department will post the budget amendments within a
timely manner.

VIIl.  Budgetary Process — Year End Transfers

In accordance with MGL Chapter 44 Section 33B, the Finance Department prepares and
presents a request to the Board of Selectmen and Finance Committee for budgetary transfers
during the time period or May 1% to July 15™. Transfer requests are limited to 3% of the original
budget amount of $5,000 whichever is greater. Year end transfers are only used to offset
projected deficits in departmental or enterprise fund budgets.
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IX. Timeline

The effectiveness of the process will be reviewed at the end of each budget cycle and refined
accordingly.
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