Town of Concord

Finance Committee -
22 Monument Square
P.O. Box 535
Concord, Massachusetts 01742

Date: November 30, 2018

To: Concord Select Board
Concord Public School Committee
Concord-Carlisle Regional School Committee
Mr. Christopher Whelan, Town Manager
Dr. Laurie Hunter, Superintendent of Schools

From: Tom Tarpey, Chair, Concord Finance Committee
Dean Banfield, Vice-Chair, and Chair, Guidelines Subcommittee

Re: FY 2020 Final Budget Guideline

As required by Town bylaws, the Finance Committee has approved a Budget Guideline for the
fiscal year beginning July 1, 2019 (FY 2020). The Guideline was adopted with full consideration
of the operating budget needs identified by each of the three primary budgeting entities, funding
recommendations and requests for non-operating budgets, assumptions regarding non-property
tax-revenues, employment of unused property tax levy limit capacity, and ultimately the net
impact to taxpayers.

In establishing the Guidelines, the Finance Committee also aims to maintain operating cost
increases within a range chosen to meet the goal of financial sustainability over the long term.
These goals include: 1. keeping increases from depleting excess levy limit capacity to the extent
that general overrides are required: 2. Maintenance of Free Cash reserve; 3. Maintenance of the
highest attainable bond rating; 4. Avoidance of burdening taxpayers are burdened beyond what
typical expectations of income growth can accommodate.

The Finance Committee Guideline directs $2,921,000 of incremental funds to the operating
budgets, a 3.58% increase over FY 2019 General Fund operating budget levels (see FY 2020
Operating Budget Guidelines and Total Budget Plan, page 3). The Finance Committee is
proposing a total FY20 General Fund Budget spending plan of $110,451,861, which would be an
increase of 3.76% over the adopted FY'19 budget. To support this budget, the Finance Committee
will be recommending the allocation of funds from available reserves as follows:

e $1,000,000 from Free Cash, for Property Tax Relief; and
$36,000 from Emergency Services Stabilization Fund, for the School Resource Officer.

The overall increase in the tax bill to existing taxpayers for FY 2020 is projected to be 3.29%,
exclusive of Exempt Debt (a total of 3.79% inclusive of exempt debt). This guideline projects a
tax levy totaling $95,608,792, and an unused levy limit of $3,446,962 (which is 3.74% under the
projected levy limit). The Finance Committee believes that retaining a modest unused levy



capacity is important for the town’s ability to maintain flexibility to deal with future
infrastructure needs as well as unanticipated expenses.

Several overriding factors and concerns were considered by the Finance Committee at the outset
of the guidelines process:

. The Finance Committee is very aware of the cumulative impact of operating budget
increases and the related rise in property tax assessments on Concord taxpayers. Income levels
of individual taxpayers vary greatly. Continued property tax increases are particularly likely to
cause a hardship for taxpayers on fixed and/or low incomes. There remains an overall concern
that even moderate tax increases when sustained for a number of years could have an impact on
the makeup of Concord's population.

. The U. S. economic outlook has been healthy according to the key economic indicators,
but has recently showed signs of weakness. The most critical indicator is Gross Domestic
Product (GDP), which measures the nation’s productive output. The GDP growth rate is
expected to fall back to the ideal range of 2 to 3 percent. There are signs of uncertainty in the
Massachusetts economy, but Concord continues to see by increases in building permits and some
local excise taxes. However, there is potentially a large projected gap in the Massachusetts state
budget and, despite assurances to the contrary, there exists concern about the level at which local
aid to cities and towns will be funded by the State. Further, there is much uncertainty on the
national level especially regarding the recently enacted Tax Reform legislation and its impact on
the economy.

. Growth in Concord's assessed real estate valuations between FY 2018 and FY 2019 saw
an overall increase of 4.92% (based on the FY 2019 Tax Rate Analysis report of the Concord
Board of Assessors). Residential valuations, representing 91.88% of total valuation, increased
5.33%. Market valuation changes were not consistent across the housing stock; thus, some
taxpayers will experience larger increases while others will see reductions.

. New residential development in Concord impacts population growth as well as the mix
and demand for town government and school services. Historically, new development has
played an important role in providing additional income to the town. The exact timing and
impact of currently contemplated projects is not completely measurable at this time. New
Growth, which adds additional tax revenue to the Town, is conservatively projected to add
$1,100,000 to the tax rolls in FY 2020.

. Long-term employee costs due to contractual pay increases and obligations for pensions
and Other Post Employment Benefits (OPEB) will have an impact on budgets and will remain a
principal obligation requiring careful management of contractual negotiations and additions to
the roster of employees.

Based on information provided to date, the Finance Committee anticipates the Town
Government and the Concord Public Schools (CPS) will not be able to prepare FY 2020 budgets
that maintain core services and meet critical operating priorities within the recommended Budget
Guideline. However, the Concord-Carlisle Regional School District (CCRSD) will submit a




budget that does comply with the Guideline. The Finance Committee is hopeful that the Town
Government and the Concord Public Schools (CPS) will be able to review its requests, and make
budgetary adjustments or employ more creative service delivery methods in order to be able to
provide current service levels within the approved Guideline.

The Finance Committee will continue, as always, to monitor the economic climate as well as the
assumptions incorporated in its calculation of funds available for the FY 2020 Operating
Budgets. We will continue to work collaboratively with budget authorities to monitor these
factors and provide additional responses or recommendations that may be warranted as the FY
2020 budget finalization proceeds, leading up to Town Meeting in April 2019.

FY20 Operating Budget Guidelines & Total Budget Plan

Guideline Percent
Budget Year FY2017 FY2018 FY2019 Increase FY2020 Increase
Town $ 22,014,013 S 23,064,013 _$ 24,228,513 $ 1,071,000 $ 25,299,513 4.42%
CPS $ 35660111 $ 36,810,111 $ 38,246,895 S 1,000,000 $ 39,246,895 2.61%
CCRSD* $ 17,035005 $ 17,935005 $ 19,146,874 $ 850,000 $ 19,996,874 4.44%
sub-total: Guidelines § 74,709,129 $ 77,809,129 $ 81,622,282 $ 2,921,000 $ 84,543,282 3.58%
Other Accounts $ 14816197 $ 16,958,762 $ 16,865,734 $ 17,770,201
Non-Appropriated S 1,048,210 $ 1,272,676 $ 1,055,094 S 1,268,481
Excluded Debt Service $ 7,676,046 $ 7,168,991 $ 6,905,383 $ 6,869,897
sub-total: Non-Guidelines $ 23,540,453 $ 25,400,429 $ 24,826,211 $ 25,908,579 4.36%
Total: BudgetPlan $ 98,249,582 $ 103,209,558 $ 106,448,493 $ 110,451,861 3.76%

* Note that the CCRSD figure includes OPEB, health insurance and pension payments within the CCRSD
Operating Budget, which for the Town Government & CPS are included in "other accounts" and not within the
Guidelines Budget. This difference reflects the fact that the CCRSD is a separate governmental entity, and
therefore direct comparisons are not advisable.

Over the three most recent fiscal years (FY 2017, FY 2018 and FY 2019), the average annual
increase in the total operating budget has been 3.40%. During this period the most significant
factor driving the budget increases has been salaries. Other factors also driving increases include
contributions for unfunded liabilities for OPEB ("Other Post-Employment Benefits", the town's
share of retiree health insurance), and increases in debt expense driven primarily by construction
of the new high school. For both CPS and CCRSD, special education continues to be a major
cost factor that can be unpredictable, but both systems continue to build in-district capacity
which helps mitigate the most costly solution of out placement.

Key Assumptions of FY 2020 Operating Budget Guideline

. Town Government: Funding of Town salary adjustments remains a key priority as the
Town is increasingly faced with competition for many key employees from both other
municipalities and the private sector. The staffing of the second ambulance in West Concord
(8:00am-8:00pm) begins its sixth year as of July 1, 2019. As the mitigation fund created in




connection with the Concord Mews development to help defray the staffing cost of this service
has been drawn down, the Town Operating Budget has assumed this additional cost. The
Town's intention was to staff the second ambulance 24/7 by FY 2019, however, this did not
happen. This remains a high priority for inclusion in the FY20 budget, but is highly unlikely to
fit within the constraints of the FY20 Guideline. The Town’s budget, at a minimum, will need
to incorporate recent Town Meeting actions including funding Sustainability Initiatives, a new
School Resource Officer position approved under Article 9 of the 2018 Special Town Meeting,
as well as the operational costs associated with the purchase and acquisition of the Gerow
property and beach at White Pond. The Town Manager has proposed other funding priorities,
such as the ambulance mentioned above, additional park maintenance staff, additional IT support
for the Library and Public Safety, and various other spending in response to service requests.

. Concord Public Schools (CPS) and Concord-Carlisle High School (CCRSD): Budget
requests at both CPS and CCRSD represent smaller percentage increases than last year's
requested increases. Both districts benefitted during the budgeting process from a full review and
zero-based budget development. Once again, contractual salary obligations represent the largest
component of both budgets. At both CPS and CCRSD, contract terms with the Teacher's Union
in both districts have been negotiated previously. Increases are reflected in the FY 2019 Budget,
but a new contract is due to be negotiated with CPS teachers for FY 2020. Fully funding the
OPEB ARC at CCRSD remains a significant challenge for the FY 2020 budget. More
importantly, regular drawdowns from the Excess and Deficiency account (the District’s
equivalent of Free Cash) have drawn the attention of bond rating agencies and put the District at
risk of a bond rating drop.

. Minuteman Vocational High School: The budget plan for FY 2020 estimates Concord's
assessed share of the Minuteman High School budget at $772,162, plus an additional amount of
$300,603 in Exempt Debt Service for the new school facility. As Concord continues to send
more students, and some towns have withdrawn from the Minuteman District, this amount has
increased from $599,179 in FY 2018 and $595,792 in FY2019 to this year's estimate.

. The Group Insurance Account, covering employee and retiree health insurance costs
for Town government and CPS employees is projected to increase significantly this coming year
after remaining fairly constant since 2012. This large increase is due to a higher than expected
Loss-Claims Ratio, the rapidly increasing cost of prescription medication and lack of available
Fund Balance to mitigate the rate increase. As of June 1, 2018, the Town included in its health
insurance offerings, a High Deductible Plan with Health Savings Account. The premium on
these plans are 18 to 21% less than the current offerings, which results in savings to both the
Town and to employees, as well as a likely decrease in the overall OPEB Liability. (see FY
2020 Operating Budget Guidelines & Total Budget Plan, page 14, line 1)

. This year the increase in Concord's contribution to the QPEB is $80,850, based upon the
most recent Actuarial Valuation (6/30/17, as the current valuation was not available at the time
this memorandum was drafted). The Town’s funding level meets its Annual Required
Contribution (ARC) (see discussion under On-going Issues below). The CCRSD has an OPEB
Trust Fund separate from the Town and it is funding close to its ARC on an annual basis. This
year will be another challenging year for CCRSD and its OPEB commitment. The Finance




Committee is supportive of CCRSD’s commitments to fund the annual ARC and took this into
account when setting the Guideline this year.

. State Aid is anticipated to remain stable and reimbursement is generally expected to be
similar to what was received as a result of the FY 2019 budget (FY 2020 Operating Budget
Guidelines & Total Budget Plan, page 11, lines 10 - 19).

. Circuit Breaker Reimbursement from the State for high cost Special Education student
placement is subject to appropriation by the State legislature annually and the ability of the State
budget to continue to meet this funding goal is an important element in our long-term fiscal
forecasting. The Circuit Breaker reimbursement percent is 72% for FY19. There is no reason to
expect the State to increase the reimbursement rate in FY20, and based upon current enrollment,
that equates to an estimated 68% reimbursement rate. FY20 estimates based on a 68%
reimbursement rate are: CCRSD: $850,000; and CPS: $800,000.

. The Tax Levy in FY 2020 on new growth (new construction and renovations/additions
expected to be in place by June 30, 2019, as valued by the Board of Assessors and added to the
tax roll for FY 2020) is reasonably projected to be $1,100,000, which is below the record levels
of $1,412,859 for FY 2017 and $1,321,330 for FY18. While there is significant development
either under review or under consideration at this time, it is not likely that it will result in New
Growth in an amount higher than currently being projected.

. The FY 2020 guideline assumes $0 in funding from the High School Debt Stabilization
Fund created by the Town to help offset Concord's share of the levy for excluded debt of
CCRSD, as the balance in this fund was fully expended in FY19

. Current Unused Levy Capacity for FY 2020 is anticipated to decrease by $568,716 to
$3,446,962 (see Levy Limit Calculation, page 18) if the operating budget guidelines are adopted
by the Town. Any part, or all, of the Unused Levy Capacity may be levied in FY 2020 or future
years without a town-wide ballot.

Free Cash Requirements

Based on FY 2018 financial results compared to the budget, including Town revenues, State Aid
and unexpended appropriations, the Finance Committee estimates a Free Cash balance of
approximately $11.6M, representing, 11.25% of the prior year’s budget. Should this amount be
certified by the Department of Revenue, it will exceed policy guideline by approximately $1.3M;
however, the FY 2020 Budget does assume a $1M draw on Free Cash to reduce the Tax Rate.
This draw would reduce Free Cash to approximately $10.6M, or 10.27%, or approximately
$300,000 higher than the policy guidelines. The may recommend that this amount be set aside in
a Stabilization Fund to help offset a future middle school construction project. To ensure
ongoing financial flexibility and the importance of maintaining the Town's Aaa "Triple-A" Bond
Rating, the Finance Committee has in recent years recommended maintaining Free Cash reserves
at a 10% level. Amounts in excess of this target have been used for transfer to debt stabilization
funds and/ or for special appropriation, in the recent past.



Property Tax Impact

The impact of the FY 2020 Operating Budget Guideline on the Property Tax Levy is projected at
a 5.09 % increase, with an estimated 3.79% increase to Existing Taxpayers, and a 1.30% increase
coming from New Growth (see Property Tax Data, page 19). The components of the increase
are as follows:

FY2020 Preliminary Guideline

Percent Amount Description
Base 3.29% S 2,790,322 (FY20Base - FY20 New Growth) - FY19 Base
Debt Exclusion 0.50% S 426,883 FY20Debt Exclusion - FY19 Debt Exclusion

3.79% $ 3,217,205 Change in Tax Levy coming from Existing Taxpayer

New Growth 1.30% S 1,100,000 FY20New Growth
5.09% $ 4,317,205 Change in Total Tax Levy

Based on the current FY 2019 median single family residential home assessed value of $881,550
and the tax rate for FY 2019 of $14.19 per thousand, the FY 2019 median tax bill is projected to
increase by about $521, to $12,509. (859.07 per each $100,000 of assessed value).

The estimated tax bill impact will continue to evolve as more information is received about
projected revenues and New Growth, and as the final FY2020 budgets are developed. The
Finance Committee intends, over the next several months, to review all assumptions and
recommendations driving the estimated impact of the tax levy on taxpayers for FY2020, the
results of which will be included in the Report of the Finance Committee to be issued prior to the
first session of the Annual Town Meeting on April 8, 2019,

On-going Issues:

Need for Substantial Capital Expenditure

At the time of issuance of these Guidelines, two large projects are on the horizon: construction
of a Concord Middle School and Site Reconstruction of the Keyes Road Campus. In addition,
the need for additional and renovated municipal office space, and renovations at both the Walden
Street Public Safety Complex and the West Concord Fire Station will be detailed in the
upcoming Municipal Facilities Study. The timetable for commencement of any and all of these
projects is yet unclear; however, the Finance Committee would like residents to be cognizant of
these upcoming funding requests.

Controlling future tax increases:



The Finance Committee remains concerned with the annual rate at which taxes continue to
increase. Specifically, the Finance Committee believes that the current rate of increase is not.
likely sustainable and over time could cause significant dislocation and adversely affect the
current levels of economic diversity within the Town. Although future tax increases will also be
driven in part by increases in Town government and School expenses, evolving economic
conditions, population changes and increasing demand for services, the major concern of the
Finance Committee continues to be the rate at which salaries are contractually obligated to
increase over the next few years (see discussion of Contractually mandated salary increases
below).

The Finance Committee maintains a Five-Year Forecast Model and uses this model to simulate
the impact of various assumptions on both the current Guideline recommendations and future
Tax Levy increases. The Finance Committee has been increasingly concerned about whether the
continued increases in Real Estate Taxes, which exceed increases in personal income, property
values or the Consumer Price Index, are sustainable over the longer term for a diverse
population, especially for those on fixed incomes or who are less affluent. The Town works hard
to maintain a conservative approach to budgeting and has benefited in recent years from
revenues that have exceeded expectations. The increase on Existing Taxpayers has risen steadily
from 2.5% in FY2014, to 3.2% for FY2015, to 3.5% in FY2016. In FY2017, the increase
dropped to 1.62% and then back up to 2.78% in FY2018, and up again 2.56% in FY2019. The
Finance Committee projects the increase for FY2020 to Existing Taxpayers to be 3.79%,
including a 0.5% increase for Exempt Debt Service, should the approved Guideline be accepted,
which is unknown at the time of issuance of this memorandum.

Minuteman Vocational High School:

The FY2020 Budget for Minuteman Vocational High School is based upon the newly configured
membership and inclusion of the first part of the debt service associated with the new 628-
student school building, currently under construction with an anticipated opening of Fall 2019.
In FY2020, the highly successful Academy Model continues, whereby rigorous academic
courses will be paired with robust technical/ vocational courses organized around a career theme.

The annual cost to Concord, apart from a new facility, has increased significantly as our rolling
4-year average, on which our annual assessment is based, has increased from 15.75 in FY19 to
19 in FY20. Concord's Assessed Share of the FY2020 Minuteman Budget is estimated at
$772,162 for Operations plus an additional amount of $300,603 for Exempt Debt Service, for a
total Assessment of $1,072,765.

Pension and OPEB:

An ongoing challenge for the Town is the financing of unfunded future liabilities for the
employer share of pensions and retiree health insurance.

OPEB



Operating Budget allocations for funding of the Town’s OPEB obligations, covering Town and
CPS employees and Retirees, began in FY2012 with a budgeted allocation of $150,000 toward
an OPEB Trust Fund created by the 2009 Town Meeting and with planned annual incremental
funding increases of $250,000 in order to reach the Annual Required Contribution (ARC). The
base funding amount for FY2020 is $1,697,850, an increase of $80,850. This amount
approximately represents the required ARC, as measured by the most recent actuarial analysis of
the Town’s future liability. This budgeted amount will be contributed to the Town’s OPEB Trust
Fund, which also covers the future liability for Concord Public School retirees. Changes to
Actuarial Assumptions, including future increases in medical costs and decreases in the discount
rate at which this level can be expected to generate a Trust Fund that will grow at a rate needed
to support future liabilities, may require adjustments to future annual contribution.

CCRSD has more recently established an OPEB Trust Fund. The District did not fund its OPEB
liability at the ARC in FY 2019, and is not anticipated to do so again in FY 2020. Taking steps
to reach full annual funding at the ARC level is strongly encouraged by the Finance Committee.
Having both entities fully funding the required OPEB ARC would represent a significant
commitment and one that illustrates the strong and effective financial leadership of the Town and
the Regional School District.

Pensions

The Town's most recent Pension System Actuarial Valuation effective January 1, 2018 reports a
funded ratio of 87% with an approved funding schedule designed to reach 100% funding by
2029, one year earlier based upon a slight change in actuarial assumptions, while keeping the
annual budget impact at a manageable 3% annual rate of increase for the employer share
financed from the General Fund. The Committee notes that the Town's Pension Fund supports
Town employees, as well as the non-teaching staff of CPS and CCRSD. The Employer share of
teacher pensions is paid by the State government, as part of the annual state budget.

Debt Obligations and repayment:

The Town needs to remain aware of the ongoing burden its existing and planned debt issuances
will have on future tax levels and rates (see "Unfunded Long-term Liabilities and Outstanding
Bonded Debt", page 25). This includes the bonded debt associated with the new Concord-
Carlisle High School building, for which $32,500,000 of bonded debt was issued in the spring of
2014, $30,000,000 of bonded debt was issued in the spring of 2015 and a final $2.5 million of
long-term bonds were issued in the spring of 2016. The resulting property tax impact of this
$92.5 million project is consistent with the financing plan impact presented to the Town at the
November 2011 Special Town Meeting. Utilization of Concord's High School Debt Stabilization
Fund helped to offset the impact of this debt to Concord taxpayers through FY19; however, this
fund has been fully exhausted, and there will be no offset in FY20. The annual financing cost for
CCRSD debt repayment will represent approximately 3.7% of the Concord FY20 median tax
bill, with the debt fully repaid by 2038.

Contractually mandated salary increases:



Salaries represent well over half of the Town's and School's budgets, and contractually mandated
increases have had a negative impact on the ability of these entities to address many of the issues
and other needs they have identified. This is particularly acute at CPS, where salary costs alone
represent nearly 80% of operating expenses and where recent contracts have included salary and
benefit increases substantially above National and Regional cost of living increases. As a result
of the contract executed in 2016 at CPS, significant increases were seen in FY2019. Contract
talks are just getting underway for the next 3-year agreement, and therefore the impacts are
unknown.. Maintaining a reasonable level of escalation will be important in establishing long
term fiscal sustainability.

The Finance Committee appreciates the high level of cooperation and collaboration provided by
the Town Manager, the Superintendent of Schools and their respective staffs in the development
of the Guideline Recommendation. While the recommended Guideline does not fully fund the
requested budgets, the Finance Committee is hopeful that each entity will work diligently and
creatively toward compliance. Moving forward, the Finance Committee encourages the Town
Government, School Administration, Select Board and School Committees to continue to
demonstrate fiscal discipline and to work creatively in controlling costs and developing budgets
that are sustainable and continue to meet the needs of the town's citizens.

Attached Documents Include:

Page Number Document
10 FY20 Operating Budget Guidelines, Total Budget Plan
15 Tax Levy for Excluded Debt
16 FY20 Debt Service for CCRSD
17 Levy Limit Calculation
18 Property Tax Data: Fiscal Years 2009 — 2020
19 Tax Bill on Single Family Home
20 Percent Increase in Tax Levy to Existing Taxpayers
21 Single Family Residential Median Value and Tax Bill
22 Levy Limit History
23 Unused Levy Capacity, FY09 — 20
24 Unfunded Liabilities and Outstanding Bonded Debt at June 30, 2018
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LEVY LIMIT CALCULATIONS

Levy Limit Calculations

[ FY2018 Revised 11.30.17 |

$

$
$
$

82,116,773
2,052,919

84,169,692
1,321,330

85,491,022
6,383,991

91,875,013

FY2017 Projected Levy Limit
plus 2 1/2%

New Growth

FY2018 Projected Levy Limit
FY2018 debt exclusion
Maximum allowable levy

projected tax levy
Unused Levy Limit

[ FY2019 Final 11.30.18 |

$

$
$
$

85,491,022

2,137,276

87,628,298

1,235,953

88,864,251
6,443,014

95,307,265

FY2018 Projected Levy Limit
plus 2 1/2%

estimated New Growth
FY2019 Projected Levy Limit
FY2019 debt exclusion
Maximum allowable levy

projected tax levy
Unused Levy Limit

|  FY2020 Estimate 11.30.18 |

$

$
$
$

88,864,251

2,221,606

91,085,857

1,100,000

92,185,857
6,869,897

99,055,754

FY2019 Projected Levy Limit
plus 2 1/2%

estimated New Growth
FY2019 Projected Levy Limit
FY2019 debt exclusion
Maximum allowable levy

projected tax levy
Unused Levy Limit
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$87,807,057
4,067,956

$91,291,587
4,015,678

$95,608,792
3,446,962

4.76%

4.52%

3.74%

Concord Finance Department
November 30, 2018
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