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To: The Honorable Members of the Town of Smithfield Town Council
From: Smithfield Financial Review Commission
Subject: Review of Town of Smithfield Financial Results as of 12/31/15

Date: March 2, 2016

BACKGROUND

The Smithfield Financial Review Commission (FRC) is charged with the responsibility of
reviewing the Town of Smithfield financial results at six-month intervals and to report to the
Smithfield Town Council its findings. This report includes the six-month period ended December
31, 2015.

The Town of Smithfield Revenue and Expense Budget provides the guidance for the review, but
as the Budget is not broken down on a monthly basis, the review by the FRC is limited to
comparing actual financial results for the period under review to that of the previous fiscal years
actual results for the same period. Therefore, this review includes the periods ended as of
December 31, 2015 and December 31, 2014 (Exhibit A). Also, the formal Balance Sheet and Cash
Flow Statements for the Town are only available at year-end, however, a copy of the Balance Sheet
trial balance accounts was received and reviewed.

ACCOUNTING

The Town and School Department use a modified accrual basis of accounting. This means that
some accounts are recorded in the financial statements on an accrual basis and some on a cash
basis. An example of this is that School staff may elect to be paid their26 week bi-weekly pay
period salaries evenly over the school year (1/26th each pay period) and in June, before the fiscal
year is closed, a payment of the remaining 4 weeks due them is made. Thus, the June expenses
will be much higher than the previous 11 months. No accrual is made over the previous 11 months
to recognize the four-week cash payment due in June.

Capital Expenditure obligations also fall into this non-accrual category as approved projects may
have payments that go on for 3 years after the initial year. Therefore, capital obligations for fiscal
2015 that are not completed may be continued and increase future payments and expenditures for
fiscals 2016, 2017 and 2018. If capital projects are the same amount each year and payments made
are the same each year, then the impact to the Town’s expenditures will be the same. However,
any significantly higher capital authorizations in any one year will impact future years, and will
need to be reflected in the budgeting process.

REVENUE

General Fund Revenues for the 6 months ended December 31, 2015 were $37.2 million as
compared to the same prior year period ending December 31, 2014 of $37.7 million. The $500K
difference is primarily attributed by the Town's financial management to the timing of tax
collections, with collections for the current year ahead by $1.0 million, school state aid ahead by
$100K while collections on delinquent accounts were lower by $1.6 million.
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The Honorable Members of the Town of Smithfield Town Council
Review of Town of Smithfield Financial Results as of 12/31/15
March 2, 2016

EXPENDITURES

General Fund expenditures included in Exhibit A are broken down into two categories: (1) Town
directly controlled which includes the accounts that Town management has complete line by line
control of, and (2) Town Indirectly Controlled which includes the School Department, Libraries
and the East Smithfield Neighborhood Center with each managed by their own
Boards/Committees. Each of the three units operate independently from the Town and cannot
exceed their annual approved budgeted appropriations. Cash flow requirements for the three
entities are managed by a cash drawdown from the Town on an as requested basis.

Referring to Exhibit A, the Town direct control expenditures totaled $16.3 million as of
December 31, 2015 and $15.4 million as December 31, 2014, a $900K increase, or 5.8%. There
are many line items that are up and down, but the most significant are as follows:

Municipal obligations are up by $200K or 3.8% primarily for computer services, retirement
contributions and reserves for specific potential obligations.

The Fire Department is up $100K or 4.1% due to salary increases, overtime and sick leave
payments.

Public Works is up $600K or 43.9% as $500K was spent on resurfacing roads and $100K
for hydrant and street lighting maintenance.

Board of Canvassers saved $40K or 97.3% as there were no elections in the fall of 2015.
Capital spending between the current year and prior years was up $60K or 11.1%. The
Town does not accrue for capital projects authorized in prior years with cash outlays in
subsequent years. These prior year capital spending programs can be spread over the
following 3 years. Current year authorized projects may be reflected in future fiscal years
as well.

The School Department submits cash drawdowns to the Town to finance their operations
and through the six months ended December 31, 2015 were up by $900K, or 6%. This
increase is due to the timing of payments for their obligations and although higher than the
allowed 4%, the approved Budget is expected to be met by June 30, 2016.

BALANCE SHEET

Exhibit B is a summary copy of the General Fund Balance Sheet. Fiscal year-end audits include
the Balance Sheet activity of the School Department, Fire Rescue and several other
governmental funds. Future reviews will attempt to include these Funds as well. Comparing the
General Fund Balance Sheet accounts as of December 31, 2015 to that of December 31, 2014,
we note a decrease of $1.9 million in cash balances. This is primarily due to net increased
funding of operations for the six months ended December 31, 2015 over that of December 31,
2014 by $2.3 million. Combined increased tax receivables and inter-department funding
(primarily the School Department Improvement Bond) of $5.7 million is offset by increased
Deferred Revenues of $5.6 million.

It is noted that the sizable increased dollars of tax receivables and deferred revenues at December
31, 2015 are a function of timing of collections on taxes, and by year-end should net to much
smaller differences by fiscal year-end. Restricted and unrestricted fund balances totaling $15.7
million remain essentially unchanged from June 30, 2015.
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The Honorable Members of the Town of Smithfield Town Council
Review of Town of Smithfield Financial Results as of 12/31/15
March 2, 2016

CONCLUSION

The FRC has reviewed the financial results of the Town of Smithfield for the six month period
ended December 31, 2015 as compared to December 31, 2014. Town financial management is
responsible for the preparation and fair presentation of the financial statements included in Exhibit
A and B.

Our review was limited to variance analysis and discussions with the Town's financial management
team. We have not audited the results and make no representations as to internal control
deficiencies that might exist. We rely on the annual independent audit to point out any control
deficiencies, which as of the last audit, there were none.

The FRC concludes that the financial report as presented in Exhibits A and B present fairly the
financial results of the Town of Smithfield for the 6 months ended December 31, 2015. We point
out that the three indirectly controlled units, the School Department, Libraries and East Smithfield
Neighborhood Center may have line items that may have significant variances, however Town
financial management is not directly responsible for their variance analysis, instead relying on the
fact that they must operate within their annual approved budgeted appropriations. As of December
31, 2015, their cash draws do not appear unreasonable as compared to that of the same prior year
period.

This report is intended solely for the information and use of Smithfield Town Council and is not
intended to be and should not be used by anyone other than the Town Council Members.

Respectively,

Smithfield Financial Review Commission

Kenneth J. Sousa, PhD, Chairperson
Joseph Passaretti, CPA, Vice Chairperson
Mirek Kula, Secretary

Michael P. Iannotti

John Van Luling
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Smithfield Financial Review Commission
Review of Town of Smithfield Financial Results as of 12/31/15

March 2, 2016

EXHIBIT A — GENERAL FUND REVENUE AND EXPENDITURES

Summary by Department — Six Months ending December 31, 2015 and December 31, 2014

12/31/2015 12/31/2014 Six Months

Department Actual Actual Change % Change

001, 002 | Legislative and Policy 277,909 241,681 36,228 15.0%
004 Town Manager 154,092 159,972 (5,880) -3.7%
006 Town Clerk 113,461 110,660 2,801 2.5%
007 Planning and Economic Development 61,046 64,100 (3,053) -4.8%
008 Treasurer-Tax Collector 213,067 225,348 (12,281) -5.4%
009 Tax Assessor 88,413 92,989 (4,576) -4.9%
010 Building Official 120,764 125,224 (4,461) -3.6%
011 Town Engineer 95,670 108,204 (12,534) -11.6%
016 Welfare Dept./Gen. Public Assistance 3,981 1,739 2,242 129.0%
020 Town Hall 79,778 75,514 4,264 5.6%
021 Other Municipal Obligations 5,906,565 5,690,578 215,987 3.8%
031 Fire Department 2,665,779 2,559,829 105,949 4.1%
032 Police Department 2,419,964 2,458,919 (38,955) -1.6%
033 Animal Control 44,725 60,839 (16,115) -26.5%
034 Emergency Management Agency 6,216 3,694 2,522 68.3%
041-044 | Public Works 2,087,234 1,450,373 636,861 43.9%
048 Parks and Recreation 237,358 232,645 4,713 2.0%
049 Land Trust Commission 1,130 1,638 (508) -31.0%
051 Planning Board 1,200 1,229 (29) -2.4%
052 Zoning Board 3,220 4,867 (1,647) -33.8%
053 Board of Canvassers 1,118 40,688 (39,570) -97.3%
054 Conservation Commission 7,700 8,253 (554) -6.7%
055 Economic Development Commission 875 625 250 40.0%

Page i



Smithfield Financial Review Commission
Review of Town of Smithfield Financial Results as of 12/31/15
March 2, 2016

12/31/2015 12/31/2014 Six Months
Department Actual Actual Change % Change
057 Soil Erosion Committee - 125 (125) -100.0%
059 Board of Affordable Housing 500 - 500
060 Board of Assessment Review - - -
074 Senior Center Department 135,622 137,495 (1,873) -1.4%
081 Town-Aided Programs 32,577 39,006 (6,429) -16.5%
090 Municipal Debt Service 945,549 978,365 (32,816) -3.4%
091 RUBs 994 3,371 (2,378) -70.5%
092 Prior Years Capital 180,352 39,490 140,862 356.7%
Current Year Capital 449,271 527,442 (78,171) -14.8%
Town Direct Control 16,336,126 15,444,902 891,224 5.8%
070 School Department* 15,259,514 14,393,632 865,882 6.0%
071, 072 | Libraries* 641,540 627,132 14,407 2.3%
073 East Smithfield Neighborhood Center* 19,979 19,979 - 0.0%
Town Indirect Control * 15,921,032 15,040,744 880,289 5.9%
Total General Fund Expenditures 32,257,158 30,485,645 1,771,513 5.8%
Total General Fund Revenues 37,166,773 37,716,603 (549,830) -1.5%
Net Income 4,909,615 7,230,958 (2,321,343) -32.1%

Notes
*

School Department, Libraries and East Smithfield Neighborhood Center have own Boards/Committee and cannot exceed their
appropriations.
Data Prepared by Randy Rossi with reformatted report by FRC.
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Smithfield Financial Review Commission
Review of Town of Smithfield Financial Results as of 12/31/15

March 2, 2016

EXHIBIT B — GENERAL FUND BALANCE SHEET

12/31/2015 12/31/2014 Increase/
Account Description Balance Balance (Decrease)
Cash 17,364,588 19,310,432 (1,945,844)
Taxes Receivable 36,165,718 32,330,465 3,835,252
Inter-Department Funding 2,794,392 972,138 1,822,254
Other Assets 1,619 (5,510) 7,129
TOTAL — ASSETS 56,326,318 52,607,526 3,718,791
Accounts Payable 160,327 148,093 12,234
Accrued Liabilities/Inter-Department 437,275 71,203 366,072
Deferred Revenues/Cash Flow 35,082,731 29,493,304 5,589,427
TOTAL -- LIABILITIES 35,680,333 29,712,600 5,967,733
Non-spendable 1,237,689 1,231,692 5,998
Committed 7,942,884 8,012,129 (69,245)
Assigned 3,180,000 3,165,000 15,000
Unassigned 3,375,797 3,255,148 120,649
Net Income/Expense YTD 4,909,615 7,230,958 (2,321,343)
FUND BALANCES 20,645,985 22,894,926 (2,248,942)
TOTAL — LIABILITIES AND FUND 56,326,318 52,607,526 3,718,791

BALANCES

Data provided by Randy Rossi with Summary Accounts by FRC.

Page iii



To: The Honorable Members of the Town of Smithfield Town Council
From: Smithfield Financial Review Commission
Subject: Smithfield School Building Capital Reserve Revolving Fund

Date: February 3, 2016

BACKGROUND

The Town Council has requested that the Financial Review Commission (FRC) provide advice on
the feasibility and utility of the establishment of a school building capital reserve fund, as
recommended by the Rhode Island Department of Education (RIDE), to finance repairs, asset
protection, and improvements to school buildings in the Town of Smithfield.

ANALYSIS

Currently, Smithfield issues municipal bonds for major repairs and upgrades to its school buildings
as illustrated by the $5.9 million bond approved by voters in 2014 for roof replacements, HVAC
upgrades, and other repairs and improvements to several school buildings. The Town is currently
reimbursed for 35% of the expenditures by RIDE’s school housing assistance program.

RIDE recommends the establishment of a capital reserve fund to finance capital improvements
such as building repairs. (See RIDE’s Public Schoolhouse Assessment, Exhibit A). Such a fund
is created and maintained through an annual budget allocation (and a possible one-time startup
allocation) from the non-School Department portion of the budget and the reinvestment of the
aforementioned RIDE school housing assistance program funds. The reinvestment of the housing
assistance results in a revolving fund. The establishment of such a fund has the following
advantages over bonding:

1. Capital reserve-funded projects are approved by RIDE more quickly than bonds, which
require the passage of an enabling act by the Rhode Island General Assembly.

2. The time for RIDE reimbursement of capital reserve-funded projects depends upon the
cost but is never more than ten years. Capital reserve-funded projects that are less than
$200,000 receive RIDE reimbursement in one year. Bond-funded projects are
reimbursed over the life of the bond, which, in most cases, is a twenty-year period.

3. Bonds require the payment of interest and fees. With capital reserve-funded projects,
one hundred percent of the funds are used for actual repairs.

4.  According to the Smithfield School Department’s Capital Improvements Program for
Fiscal Years 2017-2022, capital expenditures will total $54,938,575 with $47,808,820
financed from general obligation bonds and the remaining $7,129,755 obtained from
the general fund. By reducing the need for bonding, the existence of a capital reserve
fund will have a positive impact on Smithfield’s bond rating.

Of course, the benefits of a capital reserve revolving fund increase with a higher reimbursement
rate. Providence and Bristol-Warren school districts have successfully implemented school
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The Honorable Members of the Town of Smithfield Town Council
Smithfield School Building Capital Reserve Revolving Fund
February 3, 2016

building capital reserve revolving funds. Even though these districts have substantially higher
reimbursement rates, Smithfield should also realize a substantial benefit as is illustrated by the
models below.

To insure the viability of a school capital reserve fund, the FRC recommends that funds be used
exclusively for capital improvements (i.e. building repairs) with a 10 to 20-year useful life and a
$25,000 minimum expenditure.

MODELS

To illustrate the benefits of the implementation of a school building capital reserve revolving
fund, the FRC did a comparison of the costs of financing the current $5.9 million school repair
project with a capital reserve fund verses bonding.

As is indicated in Exhibit B, the actual cost of the $5.9 million bond over a twenty-year period
with an interest rate of 3.22% plus fees is $8,456,856. This causes the annual debt service on the
bond to be between $312,000 and $514,000 per year. Subtracting the 35% annual school housing
reimbursement results in a net cost of between $203,000 and $334,000 per year.

Instead of bonding, for the Town to save the $5.9 million in a capital reserve fund, assuming a
1.5% interest rate, an annual $280,000 deposit from 1997 to 2016 would have been required (See
Exhibit C). Assuming that the $5.9 million was paid for school building improvements in the
twenty-first year, and RIDE reimbursement was received thereafter, a balance of $2,068,523
would remain in the account for use on future projects.

Exhibit D illustrates the net cost to the Town of obtaining the $5.9 million by saving the money
in a capital reserve fund as opposed to borrowing the money through bonding. By factoring in
the state aid payments and interest, the net cost of utilizing the capital reserve fund is $3,231,477
while the cost of bonding is $5,527,151. The present value of money is not included in this
model so an extended period of high inflation or interest rates could affect the results.

OPTIONS

A: Continue to borrow the money for school building repairs.

This option results in higher overall costs due to the fees and interest expenses inherent in
bonding. Also, this moves the Town closer to the amount of borrowing that will trigger a
reduction in its credit rating.

B: Establish and fund a school building capital reserve revolving fund.

This option results in the saving of bond interest and fees, the earning of interest on annual
deposits and state reimbursements, faster RIDE reimbursements, and faster RIDE approval of
building projects.

RECOMMENDATION

The Financial Review Commission recommends that Smithfield establish and fund a school
building capital reserve revolving fund to be used for capital improvements such as building

Page 2



The Honorable Members of the Town of Smithfield Town Council
Smithfield School Building Capital Reserve Revolving Fund
February 3, 2016

repairs and enhancements that have a 10 to 20-year useful life and a $25,000 minimum
expenditure. The fund should include an annual budgeted amount plus all RIDE
reimbursements. As illustrated above, this will result in substantial long-term savings to the
Town and have a positive effect on the Smithfield’s bond rating.

This analysis and recommendation is limited to the concept of the establishment of a school
building capital reserve revolving fund. No representations are being made regarding the amount
of money that will be required to be budgeted to fund either the projects described in the
Smithfield School Department’s Capital Improvements Program or any other proposals.

Respectively,

Smithfield Financial Review Commission

Kenneth J. Sousa, PhD, Chairperson
Joseph Passaretti, CPA, Vice Chairperson
Michael P. Iannotti

Mirek Kula

John Van Luling
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Smithfield Financial Review Commission
Smithfield School Building Capital Reserve Revolving Fund
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EXHIBIT A — EXCERPT FROM RIDE PUBLIC SCHOOLHOUSE ASSESSMENT
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Smithfield Financial Review Commission

Smithfield School Building Capital Reserve Fund

February 3, 2016

EXHIBIT B — BOND DEBT SERVICE MODEL

Fiscal Annual Debt State Aid
Year Service Principal Interest Payment
2016 86,273
2017 417,192 200,000 217,192
2018 514,492 300,000 214,492 146,017
2019 508,672 300,000 208,672 180,072
2020 501,575 300,000 201,575 178,035
2021 493,465 300,000 193,465 175,551
2022 484,560 300,000 184,560 172,713
2023 475,125 300,000 175,125 169,596
2024 460,125 300,000 160,125 166,294
2025 445,125 300,000 145,125 161,044
2026 430,125 300,000 130,125 155,794
2027 415,125 300,000 115,125 150,544
2028 400,125 300,000 100,125 145,294
2029 391,125 300,000 91,125 140,044
2030 381,750 300,000 81,750 136,894
2031 372,000 300,000 72,000 133,613
2032 360,000 300,000 60,000 130,200
2033 348,000 300,000 48,000 126,000
2034 336,000 300,000 36,000 121,800
2035 324,000 300,000 24,000 117,600
2036 312,000 300,000 12,000 113,400
2037 109,200
Totals: 8,456,854 5,900,000 2,470,581 2,929,703

Payment of State Housing Aid calculated on previous year P& I payment.
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Smithfield Financial Review Commission
Smithfield School Building Capital Reserve Revolving Fund
February 3, 2016

EXHIBIT D - SUMMARY OF TWO MODELS

Item Revolving Bonding
Fund Investments 5,600,000 8,456,854
State Aid Payments (2,065,000) (2,929,703)
Interest Income (303,523)

Net Cost 3,231,477 5,527,151
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