Town of Concord

Finance Department
22 Monument Square
P.O. Box 335
Concord, Massachusetts 01742

Date: November 30, 2011

To: Board of Selectmen
Concerd Public School Cammittee
Concord-Carlisle Regional School Committee
Mr. Christopher Whelan, Town Manager
Ms. Diana Rigby, Superintendent of Schools

From: Ms. Carof Wiison, Chalr, Concord Finance Committee
Ms. Lynn Salinger, Vice-Chair, and Chalr of Guidelines Subcommiittee
Subject: FY 2013 Final Budget Guidelines

As required by Town bylaw, the Finance Committee has approved a Budget Guideline for
the fiscal year beginning July 1, 2012 (FY2013). The Guideline was adopted with full
consideration of the budget requests provided to the Committee by the three budget authorities
in Concord, as well as an assessment of non-property tax revenues to be expected and the
Town's position with regard to unused capacity within the Proposition 2 ¥ Levy Limit for the
coming fiscal year.

The Guideline adopted by the Finance Committee directs $1,850,000 of incremental funds
to the operating budgets and assumes that $475,000 will be allocated from the Elementary
School Debt Stabilization Fund to partially offset the tax impact of FY13 debt service on long-
term serial bonds issued for the elementary school building projects. The result is an estimated
increase of 3.01% to support operating budgets with an overall estimated levy increase of
2.98% before counting estimated new growth. This guideline level is $1,627,685 below the
current estimate of Concord’s levy limit for FY13.

At the outset of the FY13 guidelines deliberation process in early October the Finance
Committee considered the following factors:

¢« A challenging economic situation predominates, with stagnant real estate values and
household incomes, in Concord as elsewhere in the Commonwealth.

» The federal government budget situation remains uncertain. The potential defense and
non-defense cuts to the Massachusetts economy as a result of the budget deficit crisis in
Washington may impact jobs and incomes in Concord. Foreseeing this, Moody's
Investors Service assigned a “negative outlook” to the credit rating of Concord and all
other “Triple-A” rated state and local governments nationwide last summer in connection
with the negative outlook it assigned on the existing Aaa rating of the United States of
America debt.




¢ The Finance Commitiee was concerned about the cumulative impact of town budge’s
increases on rising property tax obligations to taxpayers.

¢ Noting the town’s strengthening unreserved fund balance position (‘Free Cash"), the
Finance Committee recommended, and Concord Town Meeting approved on November
7, 2011, the creation of a Debt Stabilization Fund for the high school building project and
the appropriation of $2 million from Free Cash to this new fund for the future purpose of
mitigating the debt repayment burden during peak years to Concord's taxpayers. This
move was contingent on approval of the building project at ballot votes in both Concord
and Carlisle. Furthermore, the Finance Committee was mindful that possible approval of
the high school building project could result in an increased tax to households of
approximately 4% during the peak debt repayment years, FY16-22, independent of
operating budgets increases. Town meetings in Concord and Carlisle on November 7
and 8 and ballot votes in both towns conducted on November 15, 2011 formally
approved the proposed $92.5 million high school project.

e Impacts of the Longview Meadow apartment complex, to be completed in 2012, on
schools and public safety needs are unknown.

e In view of these uncertainties, the Guidelines Subcommittee affirmed a desire to
maintain flexibility as long as possible with regard to unused levy limit capacity by not
recommending guidelines that would fully utilize that capacity in one year.

Based on the information available to date, the Finance Committee anticipates that the
Town Government and the Concord-Carlisle Regional School District (CCRSD) wilt be able to
prepare FY13 budgets that maintain core programs within this Guideline. However, the Finance
Committee recognizes that the Guideline allocation does not fully meet the budget request of
the Concord Public Schools (CPS). In fact, the Guideline is $331,339 below the budget increase
identified in the CPS FY13 preliminary budget of October 13, 2011.

The Finance Committee will continue to monitor the economic climate as well as the
assumptions incorporated in its calculation of funds available for the FY13 operating budgets.
We will work carefully with the budget authorities throughout the FY 13 budget preparation and
finalization process, up to Town Meeting in April 2012, to monitor factors that may prompt
additional responses or modifications.

FY2013 Guideline

Operating budgets over the last few years are compared below with the guideline for FY13
adopted by the Finance Committee:




Operating Budgets B MR S DR
{in §} FY10 FY11 Fy4i2 Guideling FY13 % Increase
Town 17,362,013 17,352,013 18,124,013 800,000 18,724,013 3.31%
CPS ' 27,695,200 27,669,200 28474200 950,000 29,424 200 3.34%
CCRSD* 13,442,938 14,006,221 14,766,221 300,800 15,066,221 2.03%
Operating Budgets 58,494,149 59,057,434 61,364,434 1,850,006 63,214,434 3.01%
Other Accounts 17,033,798 18,503,360 18,782,777 19,026,234
Totat Budget Plan 76,527,945 77,560,794 80,117,211 82,240,668

* Note that the CCRSD figure includes OPEB and heaith insurance payments, which the town & CPS figures do not. This bioses the CCRSD budget
upwards sfightly, ond is another factor to bear in mind when compuaring increases. OPEB contributions S250K in FY12 and $275K in FY13, while
insurance has been running about 51 miflion in last few years, and increasing ropidly.

As noted in last year's budget guidelines memo, the budget increases implied by the
budgets approved for FY11 —~ with 0% increases for both town government and CPS — are not
sustainable. Factors driving budget increases for the three entities include salaries, health
insurance, and other post-employment benefits. For CPS and CCRSD, special education costs
remain volatile and unpredictable. In the face of such pressures, providing budget increases that
allow the town and schools to maintain the level and quality of public services expected by the
taxpayers, let alone identifying funds for any new initiatives, is exceedingly challenging.

Key Assumptions of the FY13 Operating Budget Guideline

The Finance Committee Operating Budget Guideline assumes that FY'13 state aid will
dectine by about 5% for the Town and the Regional High School. Unused Levy Capacity for the
current year (FY ’12) is $1,994,041, based upon the current year property tax rate set by the
Board of Selectmen on November 21st. In other words, the current year property tax levy is
below the Levy Limit. This amount may be levied in FY'13, and the Finance Commitiee has
incorporated a small part of this allowance ($366,356) into the FY'13 budget planning. The tax
levy from New Growth — essentially new construction and renovations/additions expected to be
completed by June 30, 2012 and added to the tax roll for FY'13 — is projected at a conservative
$600,000. Other revenue sources are estimated to decrease by $120,000. The Finance
Committee wili continue to carefully monitor FY'12 performance in this area for any variances
that could also affect FY'13 projections either favorably or unfavorably. Finally, the 2.5%
increment allowed for the Levy Limit for FY'13 equals an estimated $1,676,179.




FY’13 Estimated General Fund Revenue Changes
and net available for operating budget guidelines

¢ Aliowed increase in Levy Limit (+2.5%) $ 1,676,179

¢ Levy increase due to estimated New Growth 600,000

¢ Applied from Unused Levy Limit of FY"12 366,356

¢ [Estimated decrease in Local Receipts (120,000} down 2.4%

¢ Increase in CMLP transfer 5,000

« Estimated decrease in State Aid (180,402} down 5.0%
Subtotal, available for total Town Budget $ 2,347,133 up 3.1%
Less

¢ Increase in Cost for Joint Accounts (375,000} up 3.35%

s Increase in Cost for Miscellaneous ltems (122,133} up 7.5%
Net available for operating budgets $ 1,850,000 up 3.0%

The FY'13 Guideline leaves $1,627,685 as the projected unused levy limit unatlocated. This
unused capacity creates the ability to adjust allocations within the Levy Limit in the event that
estimates of other revenues or State Aid must be decreased prior to the adoption of FY '13
budgets at the 2012 Town Meeting.

Free Cash Requirements

Based on FY 11 financial results, including town revenues, state aid, and unexpended
appropriations, the Finance Committee estimates a Free Cash balance of approximately
$9,500,000 as of June 30, 20011. This amount is stili only an estimate; the Free Cash level has

not yet been certified by the state. The Finance Committee’s policy has been to reserve a
~ minimum of 5% of the total annual budget in Free Cash, as a floor.

In view of continued uncertainty at the federal and state levels, the review of the Town’s
credit rating noted above, and the importance of maintaining the Town’s Aaa credit rating in light
of the pending High School project long-term bond issues planned through FY 16, the Finance

Committee notes that the current Reserve position in the range of 10% is an important and
| potentially decisive factor in maintaining our credit rating through these tumuituous times. The
Committee notes also that the Special Town meeting of November 7, 2011 voted consistent
with the recommendation of the Finance Committee to allocate $2,000,000 from the June 30,




2011 Free Cash balance into a Debt Stabilization Fund specifically to mitigate the Town’s share
of the High School project debt service in future years.

The Finance Committee is recommending maintaining the amount of Free Cash allocated to
the FY 13 Operating Budget Guideline at $850,000 (the same amount as FY'12) representing
approximately 1% of the FY'13 proposed total budget of $82,240,668. The strong financial
performance of the Town over the last few years has allowed for Free Cash to be replenished at
a healthy rate. Allocation of Free Cash to support operating expenditures is based on what we
project with a high degree of confidence can be replenished from the operating results of each
year. Throughout the months leading up to the April 2012 Annual Town Meeting, the Finance
Committee will monitor new revenue data against projections and reconsider the recommended
aflocation of Free Cash as needed. :

Property Tax Impact

The impact of the FY "13 Levy Limit Guideline on the property tax levy is projected at
+2.98% to existing taxpayers (about $274 at the FY ‘12 current median single-family residential
assessed value of $677,900).

The components of the 2.98% increase projected for existing taxpayers are:

e 2.50% - the allowed 2.5% increase

e 0.45% - from partial use of the prior Unused Levy Limit

» 0.03% - increased debt service on Excluded Debt, net of $475,000 proposed to be
allocated from the Stabilization Fund and $409,878 as the scheduled required
amortization allocation from the $6.3 million Thoreau School grant received in June
2010 from the Massachusetts School Building Authority.,

Longer Term View

in view of the new excluded debt approved by the town and the economic risks that continue to
loom on the horizon, the Finance Committee believes it is prudent to remain fiscally
conservative. As long as Concord still has some levy limit flexibility, this will likely mean 2.5-3%
annual operating budget increases, barring unforeseen expenses. Over the last 4 years,
Concord’s budget increases have stayed within this 2.5-3% band. Once the levy limit capacity is
used, Concord's operating budgets will likely be able to increase at no more than this 2.5%
annual rate without override approval of the town. In fact, trends in annual operating budget
increases are downward, depicted here for Town and K-12 as 3-year moving averages (Chart 1)
to smooth out fluctuations. The history and FY'13 projection of the annual increase to taxpayers,
covering the total budget plan, is presented in Chart 2, and also has been trending downward.




CHART 1 CHART 2
3-year avr. increase in budgets - % tax increase to existing taxpayers
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The Finance Committee commends both the Town Manager and the Superintendent of
Schools and their finance directors for their careful shepherding of resources in these tough
times. The Committee also recognizes the challenges of retaining the quality personnel who
work for both the town and schools during difficult times. In particular, the Finance Commiittee
recognizes that employees whose contracts are not covered under collective bargaining
agreements have faced tougher salary conditions than those whose contracts were negotiated
during a more propitious economic environment. :

Looking Ahead

This year’s Guidelines process has been characterized by the following dimensions:

¢ The Finance Committee grappled with the long-term implications of current budget
guidelines decisions. We recognize that the cumulative impact of annual local tax
increases is difficult to absorb in the absence of real growth of incomes and property
values. - :

» The Finance Committee also incorporated the concept of benchmarking to review
educational outcomes as well as costs in our analysis. We recognize that while Concord
schools achieve superb outcomes for our students, this achievement comes at a higher
per pupil cost than in comparable, neighboring towns. The Finance Committee will
continue to dialogue with the schools about what can we learn from our neighboring
towns to make us even better at delivering value for our funds spent. In future years, we
may also wish to apply a similar benchmarking analysis to elements of the town budgets.

e The Finance Committee commends the town for undertaking a bi-annual survey of
citizens’ views on local services and finances, and awaits the results of the next survey
{fall 2012) with great interest. The Finance Committee also recommends the tracking of
a limited set of variables that reflect local trends in income and employment, real estate
market conditions, and indicators of economic hardship faced by Concord taxpayers,
such as requests for property tax exemptions and household assistance. While these




data points do not perfectly measure taxpayers’ ability or willingness to pay higher local
taxes, they will provide some proxy indicators of the economic conditions in town.

As we consider how to estimate future tax levy trends in response to Article 3 passed at the
Special Town Meeting on November 7, 2011, the Finance Committee notes the following real
pressures for additional operating budget and capital investments that loom on the horizon,
including:

e The need to fund OPEB liabilities (the Town’s 50% share of retiree health insurance
cosis) continues to press, although health care reforms have the potential fo reduce
those unfunded liabilities in the coming years,

» Significant population expansion in West Concord when occupancy begins in the
Longview Meadow complex and eventually as much as 5% of the town’s population may
reside in this corner of the Town at the Sudbury/Acton/Maynard border. This may lead to
additional public safety, emergency response, and education costs. Capital costs of
public safety investments that may be associated with such a population increase, such
as the possible need for a new ambulance and fire station in West Concord, will be
partly offset by the $1 million mitigation payment already negotiated with the developers
of the project when it was approved. However, the current costs of salaries and other
budget expenses are not anficipated in that payment, and may be significant.

» The Finance Committee continues to monitor the growth in demand for public utilities
{wastewater treatment, electricity) that will translate into public utility capacity expansion
needs for the Wastewater Treatment and Concord Municipal Light Plants at some future
point, fully or partially financed by utility ratepayers. The Finance Committee urges
careful consideration of the timing of such projects, in light of the newly approved
excluded debt for the high school project.

CONCLUSION

The Finance Committee appreciates the cooperative spirit with which the Town Manager
and the Superintendent of Schools, and their staffs, have approached this part of the budget
deveiopment process. As we move forward, the Finance Committee anticipates that Town and
school administrators will continue to demonstrate fiscal discipline, to work creatively to control
costs, and to develop budget proposals that are sustainable within resources that will continue
to be limited in the coming years.

Attachments:

« Page 8: Guideline worksheet

* Page 9 General Fund Budget — All Accounts, FY08-12 and FY13 Guideline
¢ Page 11: Resource Detall — General Fund

¢« Page 14: Levy Limit Calculations

e« Page 15, CCRSD Debt Service projection, FY13

e Page 16: Property Tax Data, FY03-12 and projected FY13

« Page 17: Chart of Single-Family median value and tax bill, FY03-12
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Levy Limit Calculations

FY2011 Actual

$ 62,197,127
1,554,928

$ 63,752,055
817,300

$ 64,569,355
4,015,430

$ 68,584,785

FY2012 Actuual

$ 64,569,355
1,614,234

$ 66,183,589
863,585

$ 67,047,174
4,069,863

$ 71,117,037

[FY2013 Projection

$
$

Debt exclusion levy is net of Debt Stabilization Fund and Thoreau MSBA grant aliocations

67,047,174
1,676,179

68,723,354
600,000

69,323,354
4,088,721

73,412,075

F2010 Levy Limit
plus 2 1/2%

New Growth

FY2011 Levy Limit

FY2011 debt exclusion levy (net)
Maximum allowable levy

$66,545,397
$2,039,388

tax levy
Unused Levy Limit

F2011 Levy Limit
plus 2 1/2%

New Growth

Projected FY2012 Levy Limit
FY2012 debt exclusion levy (net)
Maximum allowable levy

$69,122,996
$1,994,041

tax levy
Unused Levy Limit

projected F2012 Levy Limit
plus 2 1/2%

estimated New Growth
Projected FY2013 Levy Limit
FY2013 debt exclusion levy (net)
est. Maximum allowabie levy

$71,784,390

Projected tax levy

$1,627,685

Unused Levy Limit

Cencord Finance Department

mjii{w

Nov. 30, 2011




FY13 Debt Service - CCRSD

with new High School financing impact

Bond Issue Prin int Total

Existing issuances:
Art 45 (2006) and Art. 26 (2007) iDec. 15, 2007 ($2,445m) 245,000 47,786 a § 202,786
Art. 12 (2009) !$250 t-yrnote @ 1.5% 250,000 2,750 b 253,750
$ 546,536

et ST

Feasibility study BAN & $897.0C0 rénewal, 12-20-11 1o 1/30/12 at 1.2%“+ cosis 5 1,500
Art. 28 (2010) estimated interest rate for State House Note issuance
Design completion and e 55,000,060 Bond Anticipation Note, { yr at 1% 50,000

bid documents estimated interest rate for competitively bid note
$897,000 renawal + $4,103,000 new funds

Initial construction period o $8,000,000 Bond Anticipation Note, 45,000
financing 1/30/13 to 6/15/13 at 1.5%
SUBTOTAL $ 643,036
Less MSBA funding of prior projects {288,850} ¢
NET $ 354,085
Concord share @ 71.77% d $ 254,128
Carlisle share @ 28.23% 99,958

a) Net of amortized premium of $5,914

b) note maturity 2-17-13

¢)  from 1992-95 projects; final payment in FY15

d) FY13 assessment apportionment is based on October 1, 2011 enroliment

Concord Finance Depariment
November 16, 2011
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