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In our first two articles, we examined Truro's capital spending patterns. In Article 1, we saw
annual capital fluctuate from 2.37% of the budget in 2018 to 9.44% in 2027, with an average of
6.48%. In Article 2, we showed how certified Free Cash was increasingly used to cover baseline
capital, rising from 0.46% of the budget in 2018 to 7.82% in 2027. Over the last five years, Free
Cash funded an average of 4.4% of our capital needs, while operating budget capital averaged
just 2.0%.

Truro requires a baseline capital allocation of 4% to 7% annually to keep the government and
current infrastructure operational. Yet our main operating budget funds only 2%. The rest is
routinely covered by transferring Free Cash at Town Meeting. Why did financial leadership
adopt this model, and why is it time to adjust course?

Understanding Leadership's Rationale

Relying on Free Cash rests on four traditional municipal finance arguments:

1. "One-time revenue for one-time assets." State guidance recommends pairing non-
recurring revenue like Free Cash with periodic purchases—trucks, roofs, and the like.
The reality: individual purchases are periodic, but total ongoing capital demand is an
annual certainty. Funding a recurring need with a source designed for one-time
expenditure is a mismatch, not a best practice.

2. Protecting the operating footprint. Funding capital out of year-end balances keeps the
official operating budget lower on paper under Proposition 2% limits. The reality: this
masks the true cost of municipal operations and leaves capital exposed whenever
surpluses shrink.

3. Mitigating political risk. Using Free Cash avoids asking for a larger operating budget at
Town Meeting. The reality: it also avoids the open debate voters deserve over the
ongoing cost of maintaining public assets.

4. Managing reserves per Policy 42. Truro's Policy 42, adopted by the Select Board in
2009 and last updated on September 13, 2022, targets certified Free Cash reserves at
10%—15% of the budget, above the state's own recommended range, in order to protect
the town's credit rating. The reality: hitting that higher target requires continuous
conservative budgeting which substitutes an informal reserve cushion for a predictable
capital roadmap.

Should We Change Course?

To see why change is necessary, we need to separate two types of capital needs:

o Long-term megaprojects. Major facilities and large infrastructure are funded through
voter-approved debt exclusions or overrides, which trigger explicit public debate and
dedicated financing.



e Short- to medium-term capital (under 10 years). Routine, predictable assets—
vehicles, roof repairs, IT, road maintenance—need to be funded from annual revenue, not
one-off votes.

This is where the structural danger lies. Truro needs 4% to 7% annually for routine operational
capital. Our operating budget funds only 2%, leaving up to 5 points of that dependent on a year-
end number the town doesn't control. Relying on variable budget turn-backs for the majority of
routine upkeep means that if a single year's surplus dips, asset maintenance is starved
immediately—with no fallback.

Addressing the Proposition 22 Constraint

Town financial leadership may point out that Proposition 2% prevents embedding routine short-
term capital directly into the operating budget because the town is already close to its annual tax
levy limit. If that's true, using unpredictable year-end Free Cash isn't a long-term solution—it's
an informal workaround that leaves basic municipal upkeep on fragile ground.

Massachusetts law gives towns two distinct tools for raising revenue above the levy limit, and it
matters which one we use:

e A General Override permanently raises the levy limit and becomes part of the tax base
for every future year's calculation. It's the tool the state’s Division of Local Services
(DLS) associates with funding recurring operating costs.

e A Capital Expenditure Exclusion, under the same statute, is the tool DLS designed
specifically for capital costs. It raises the levy only for a single fiscal year and does not
become a permanent part of the base.

A capital exclusion looks, on its face, like the more targeted fit—it's literally the mechanism the
law built for capital spending. The problem is procedural: routine capital is an annual need, and a
capital exclusion has to go back to the ballot every single year to cover it. That's not a
hypothetical objection; it's the reason most towns reserve capital exclusions for one-off projects
and don't use them to fund a rolling equipment and maintenance schedule.

That tradeoff is exactly why a General Override, not a capital exclusion, is the better fit for
routine, recurring short-term capital: it gives Truro one predictable, permanent funding base
instead of an annual re-vote, and it's the DLS-recognized route for costs that recur every year
rather than costs tied to a single project. If Truro's current levy can't absorb the 4%—7% our
routine capital needs require, the Select Board should bring a General Override to the voters—
not to fund a single purchase, but to establish a permanent, transparent base for the capital
program as a whole.

The Path Forward: A 4-Step Blueprint

1. Re-align Policy 42 targets. DLS guidance calls for communities to build Free Cash
equal to roughly 5%—7% of the annual budget. Truro's current 10%—15% target sits well
above that. We should bring Policy 42 down toward that range, freeing Free Cash to do
what it's meant to do—cover true one-time costs—rather than functioning as a shadow
second capital budget.



2. Adopt an objective priority matrix. Rank projects through a 5-tier scoring system so
essential upkeep is prioritized on need, not on however much Free Cash happens to be
left over in a given year.

3. Repurpose Free Cash. Policy 42 already permits this: it explicitly allows unspent
certified Free Cash to be appropriated to the OPEB Trust Fund, the Stabilization Fund, or
the Capital Expenditures Stabilization Fund, on the Select Board's recommendation to
Town Meeting. Our ask isn't a new mechanism—it's for the town to actually route year-
end Free Cash through the stabilization fund it already has the authority to use—rather
than defaulting to a direct capital transfer every year. Worth noting: Policy 42 also caps
annual Free Cash usage at 85% of the certified figure, which already builds in some
conservatism—our reform works with that guardrail, not against it.

4. Extend the horizon to 10 years. Longer-range planning lets us align short-term
equipment schedules with retiring long-term debt, so new obligations come online as old
ones roll off.

Addressing Administrative Concerns & Coastal Risk

Coastal emergency reserves. Coastal weather justifies strong reserves, but Free Cash is the
wrong tool for it. It isn't available until the state certifies it, typically months after fiscal year-
end. Policy 42 already gives the Select Board authority to route unspent Free Cash into the
Capital Expenditures Stabilization Fund or the general Stabilization Fund; a portion of that
authority could be earmarked specifically for storm and coastal risk, or the town could establish a
distinct Storm & Coastal Emergency Stabilization Fund alongside it. Either way, a dedicated
stabilization vehicle provides immediate access and earns interest year-round, unlike Free Cash.
Because rating agencies look at fotal reserves (Free Cash plus stabilization funds), shifting
money into stabilization preserves our credit position while allowing the Free Cash target itself
to come down toward the 5%—7% range.

A 3-year phased transition:

o Shift, don't drain. Move excess Free Cash directly into Capital Stabilization so total
reserves stay intact even as the Free Cash line item shrinks.

o Step down targets. Phase Policy 42 down gradually (for example, 15% — 12% — 9% —
7%) rather than all at once.

e Budget receipts conservatively. Continue estimating local revenues conservatively
against recent actuals to preserve a cushion during the transition.

e Adopt a joint MOU. Formalize the transition in a shared agreement between the Select
Board, Finance Committee, and Town Manager, so the plan survives turnover in any one
office.

Conclusion

Current reserve policies protected the town after the 2008 recession, but equipment and facilities
age on a fixed schedule regardless of how large our surplus is in any given year. Relying on
year-end Free Cash to fund the majority of our routine capital requirement isn't just a budget
risk—it obscures the true, ongoing cost of running the town. If our operational and capital needs
genuinely exceed what the Proposition 2% levy limit allows, the law gives us a direct path: bring
that choice to the voters through a General Override. Using accounting surpluses to sidestep that



vote substitutes administrative management for the open, democratic decision-making Town
Meeting exists to provide.

To my fellow voters: Town Meeting is our legislative body. Democracy depends on checks and
balances between it and the Select Board. Policy 42 was voted in by the Select Board in 2009
and updated on September 13, 2022—setting it is squarely within their authority. The question is
whether we, the legislative body, continue to ratify the workaround it creates by approving Free
Cash transfers for capital year after year. We don't have to. The next time a Free Cash transfer
for routine capital comes before us at Town Meeting, we can vote no—and send the real
question, a General Override, back to the ballot where it belongs. That's how we restore the
voters' role in this decision.

- Michael Forgione

Notes

1. Figures as reported in Articles 1 and 2 of this series. Cite the source budget documents directly
here—e.g., Truro's Annual Town Meeting warrant/budget books and the DLS Municipal
Databank—so readers and Finance Committee members can verify the underlying percentages
themselves.

2. Massachusetts DLS, The Importance of Free Cash (2025): free cash is a non-recurring revenue
source and "should be restricted to paying one-time expenditures, funding capital projects, or
replenishing other reserves."

3. Massachusetts DLS recommends communities aim to generate Free Cash equal to roughly 5%—
7% of the annual budget. Policy 42: Free Cash: “Free Cash is defined as the Town’s remaining
unrestricted funds available from operations in previous fiscal years, as certified by the
Massachusetts Department of Revenue. The Town endeavors to maintain an ample Free Cash
balance to provide sufficient financial flexibility and stability on an ongoing basis. Consequently,
the Town is committed to utilizing a conservative approach in building its annual operating
budget. The desirable available balance for free cash is no less than ten (10%) and not more than

fifteen (15%) of the General Fund operating budget in any given year. Funds certified as Free
Cash may be used within the operating budget to offset a given year’s increased expenditures, to
fund Capital projects or purchases and/or may be appropriated explicitly to reduce or stabilize
the tax rate, at the recommendation of the Annual Town Meeting. Those funds not so expended
may be appropriated to either the OPEB Trust Fund, Stabilization Fund or the Capital
Expenditures Stabilization Fund as recommended by the Select Board to Town Meeting. The town
shall endeavor to use no more than eighty-five percent (85%) of the Free Cash figure certified by
the Massachusetts Department of Revenue in any year.” https://www.truro-
ma.gov/DocumentCenter/View/1142/Policy-42-Policies-Regarding-Free-Cash-Stabilization-and-
Capital-Imp-Funds-PDF)

4. Massachusetts DLS, Proposition 2% Ballot Questions: Requirements and Procedures—a General
Override permanently increases the levy limit and is used for recurring costs; a Capital
Expenditure Exclusion temporarily raises the levy for capital costs within a single fiscal year and
does not add to the levy base.
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