To the residents of Concord

ThlS annual report of the Concord Finance Committee summarizes the operations of Town government, the
financial position of the Town, and the articles that appear in the Warrant for the 2009 Annual Town Meeting.

Overview

" In this most tumultuous year for the nation and for the cities and towns of the Commonwealth, the Finance Com-
mittee is pleased to report that Concord is in good fiscal condition and well-positioned to address the difficult
financial changes and decisions facing all local governments. Prudent budgeting and careful spending over the
past several years by all Town departments under the direction of ‘the Town Manager, Christopher Whelan, and
by the Concord Public Schools and the Concord-Carlisle Regional High School under the direction of former
Superintendent Brenda Finn and current Superintendent Diana Rigby has strengthened the Town’s already solid
financial position. Combined with conservative estimates of State assistance and of our own revenue sources,
which at least partially anticipated the current and prospective downturns, Concord is able to approach the com-
ing fiscal year 2010without the need for draconian budget cutting that is being observed in some communities.
Within the budgeting guidelines that were set by the Finance Committee last November and reviewed again just
prior to issuing this report, the Town Manager and Superintendent of Schools have been able to craft proposed
budgets that avoid staff reductions and that maintain the existing range, scope and quality of town and school

public services within the resources we can prudently forecast.

The picture is, however, not entirely rosy. Indeed, the steepness and expected lengthy duration of the nation-
wide economic downturn combined with an unprecedented State budget shortfall poses significant problems for
all local governments as we plan for the delivery of Town services in the coming year and beyond. Continued
vigilance, and careful monitoring of our fiscal facts, and prompt decisive management response to changes in

conditions will be required.

In November, the Finance Committee adopted FY 10 budget guidelines that provided for a General Fund budget
increase of 2.8%, the smallest year-to-year budget increase since the budget adopted at the 1991 Town Meeting,
which was the last time we faced a deep multi-year recession. While the current year and proposed FY10 cuts
in State aid to local government announced by the Governor at the end of January have garnered the headlines,

Operating Budgets - Finance Committee recommendations

FY09 FY10 Dollar Percent

Budget Proposed Change Change

Town Government departments $17,190,013 $17,352,013 ’ $162,000 0.94%
Concord Public Schools, grades K-8 $27,206,200 $27,699,200 $493,000 1.81%
CCRSD assessment for operations $12,803,885 $13,442,936 $639,051 4.99%

TOTAL OPERATING BUDGETS $57,200,098 $58,494,149 $1,294,051 2.26%




the economic retrenchment is being felt by Concord in myriad ways. Let’s look at the dramatic changes in
just a few of the Town’s revenue sources financing the General Fund budget:

Major General Fund revenues FYO08 FY09 FY10
(other than base property tax levy) Actual Budget Est. Budget Est.
State Aid $4,242,526 $ 4,477,986 $ 3,882,000
Motor vehicle excise tax 2,323,178 2,150,000 2,100,000
Interest earnings 1,241,697 750,000 300,000
Building permit fees 571,197 400,000 350,000
Property taxes from New Growth 1,368,514 947,751 600,000
Total, selected revenues $9,746,812 § 8,725,737 $ 7,232,000

These declining revenues can also be viewed in terms of their share of the total Budget plans:

FYO08 FY09 FY10

Budget ‘Budget Proposed
Total General Fund budget $69,437,829 $73,213,127 $75,241,186
State aid 6.1% 6.1% 5.1%
Motor vehicle excise 3.3 2.9 2.8
Interest earnings 1.8 1.0 0.4
Building permit fees 0.8 0.5 0.5
New Growth property taxes 2.0 1.3 0.8

State Aid

The FY09 estimate for State aid was the original State budget number. In January, the Governor announced
an unusual mid-year cut, only the second such mid-year cut in the past 25 years. Concord will receive
$140,000 less than the State’s original advice which was used—as legally required— in setting the Town’s
current year property tax levy. The Town Manager and Superintendent have taken steps to reduce current
spending by an equivalent amount below the budget appropriations voted by last year’s annual town meet-
ing. The FY10 State aid estimate shown above is based upon the Governor’s Jan. announcement but is
subject to further change by the State legislature. Additional cuts in State aid are possible before the FY10
State budget is enacted.

Motor Vehicle Excise Tax

The significant drop in new car sales through the second half of 2008 and into the first few months of 2009
will have a corresponding impact on this local revenue source. Bills are issued from the registry on a calen-
dar year basis. We won’t know the full impact until next February, but the budget forecast anticipates about
a 10% drop from the average of the past few years.

Interest earnings

Local income from short term investments is declining as the Federal Reserve Board has driven short-term
rates to nearly zero. The Town invests temporary cash in its treasury according to State law that prudently
restricts us to “money market” rates. As short-term rates have been cut, the impact on the Town’s budgeted
revenue forecast has been dramatic, a decline of almost $1 million from FY 2008 to the FY 2010 estimate.
Many households have experienced the same drop in earnings on cash investments.



Building Permit Fees and the tax levy from new construction

As the economy contracts, construction activity generally can be expected to slow down. We expect to see this
impact as a reduction in building permit fees and in the property tax that is generated by new construction,
referred to as New Growth. Concord has a number of large projects ready to proceed, but we don’t yet know
if they will be delayed.

Spending guidelines

The Finance Committee established General Fund budget guidelines for the schools’ and the Town’s budgets
initially last November at about $900,000 less than our first assumptions of FY10 revenues made last Sept.
In the intervening months, this cushion has disappeared. Fortunately, the Town Manager has been able to
propose a budget for Town departments and the Superintendent has been able to propose a Concord Public
Schools budget within their guidelines. The Concord-Carlisle Regional School District has proposed a budget
which exceeds their guideline by $120,000 and the Finance Committee has voted to support this request and
an additional Free Cash allocation to fund it. For the third consecutive year, no override request is anticipated
to meet the operating budget recommendations.

The budgets as presented will result in a tax levy increase of 4.1%, which will bring the levy to the projected
Levy Limit. This tax increase assumes a 2.80% budget increase in Town operations, a 1.81% budget increase
for the Concord Public Schools, and a 4.05% increase in the Concord- Carlisle High School operating assess-
ment. This will result in a $48 tax increase per each $100,000 of assessed (although some taxpayers may see
a higher or lower impact as property assessed value changes are not likely to be exactly proportional across
all 6,000 taxable parcels). ‘

Financing the Willard School project

At the 2008 Annual Town Meeting, we established an Elementary School Debt Stabilization Fund. This was
funded by a transfer of $2.5 million from Free Cash. This action was taken in anticipation of an expected
long-term bond issuance in the spring of 2010 to permanently finance the construction cost of the new Willard
elementary school. This $27 million project is about 60% complete and is on schedule for a September 2009
opening. It is also under budget, as the November Special Town Meeting had authorized $29.4 million for the
construction.

The intent of the Stabilization Fund creation was to begin drawing it down starting in FY11, the first year that
debt repayment would be due on the expected Willard bond. While it is the Town’s normal practice to issue
short-term notes during construction and to wait until project completion before selling a permanent long-term
bond, bond market conditions have led to a change in plans. Bonds for the first half of the Willard School con-
struction cost—expenses already incurred to date, $11.9 million—are being issued now, March 2009, a year
earlier than initially planned, due to favorable interest rates and market conditions that favor triple A credits
such as Concord. There is also concern that continued troubles in the national economy could lead to an upturn
in interest rates if we wait another year for full project completion. It is in the Town’s best long-term interest
to lock in part of the Willard long-term debt at current interest rates.

As a consequence of issuing a $12 million long-term bond now, debt repayment will be payable in FY10 that
was not initially included in the proposed budget. Accordingly, the Finance Committee will propose to add the
required amount to the FY 10 appropriation (Article 8, item 41) and to fund the added cost from an additional
allocation of Free Cash (Article 14). This will avoid a higher FY 10 property tax levy while using the same
Free Cash allocation that the Finance Committee had originally planned to recommend for Article 13. This
change in strategy means that no motion will be made under Article 13.

Continued



Concord-Carlisle High School debt

The only debt exclusion article (Article 12) is a request for $750,000 for improvements to the high school build-
ing. The Article includes $250,000 for planning capital projects at the high school while a plan is put in place for
the long-term rebuilding of the school or even its possible replacement. This Article is contingent on a positive
vote at the Town Election March 31.

In conclusion ....

The Finance Committee will review income figures right up until Town Meeting so as to be able to have the
most accurate figures on which to base its recommendations. In these financially volatile times situations can
change for the worse or the better. Flexibility is the key to good fiscal management.

The Finance Committee would like to thank the Town and school administrations, led by Christopher Whelan,
Town Manager, and Diana Rigby, Superintendent of Schools for the development and presentation of their bud-
gets and their assistance to the Finance Committee. We also express our thanks to the Town Finance Director,
Anthony Logalbo, and the Deputy Superintendent, John Flaherty, as well as to their staffs, for their dedicated
work throughout the year in maintaining the Town’s fiscal health and providing wise counsel to the Finance
Committee.

Notes.

The Concord Finance Committee was established by Town bylaw in 1921 and comprises 15 members appoint-
ed by the Moderator for staggered three-year terms. By tradition, members serve no more than two terms. By
this arrangement, there is always a mix of new and experienced members and a mix of new points of view and
institutional memory. The appointment process is designed so that the Finance Committee remains independent
of the Town’s administrative structure and elected boards.

The Finance Committee has the following responsibilities:

« Establish fiscal guidelines for the Town Manager, the Concord Public School Commitee, and the Concord-Carlisle
Regional School Committee in preparing their budgets. Under Town by-law, these guidelines must be published by the end
of November each year.

» Conduct public hearings on the budgets and other financial matters expected to come before annual and
special Town Meetings.

* Prepare this report for distribution to all residents, including recommendations on warrant articles before the Annual
Town Meeting and a summary of the Town’s financial status.

« Conduct special studies to gather and disseminate information about financial issues affecting the Town.

« Manage a Reserve Fund account to meet extraordinary and unforeseen expenditures (proposed at
$225,000 for FY'10).

Individual committee members are assigned as observers to attend public meetings of other Town boards and
committees. Reports from these observers are included in the Observer Reports section of this document.

It is important to emphasize that the role of the Finance Committee is limited to making recommendations. The
Finance Committee regularly makes recommendations to Town Meeting, the Town Manager, the Board of Se-
lectmen, the school committees, the Superintendent of Schools, other boards and committees, and the citizens
of the Town. Responsibility for making decisions is reserved to the citizens through Town Meeting and Town
elections and to staff members, boards, and committees to whom specific responsibilities have been delegated
by Town by-law and/or State law.

That being said, the Finance Committees recommendation for the allocation of the limited resources within the
Levy Limit has the de facto force of a formal decision. This is because the three major budgetary entities—the
Town Manager, Concord Public Schools, and the Concord-Carlisle Regional School District—have constituen-
cies of roughly equal weight. Therefore, as a practical matter, any one entity is rarely able to increase its share
at the expense of the others without the Finance Committee’s support.



Finance Committee Policies

For many years, the Finance Committee has had a set of long-range financial policies for prudent financial
management of the Town. Starting in FY06, the Town began to document its financial policies in the Town
Manager’s annual budget in a comprehensive way, following the recommended practices of the Government
Finance Officers Association of the United States and Canada. The following is a summary of some of these
policies, from the perspective of the Finance Committee:

Maintain a fixed percentage of the annual budget in Free Cash. This forms the core of the Town’s reserves
and its working capital. Since the mid-1990s, the percentage has been 5%, equivalent to about $3.75 mil-
lion as we enter FY 10. '

Spend about 7% to 8% of the annual budget on routine recurring capital maintenance and renewal of the
Town’s facilities and infrastructure (including schools). Included in this, up to 5% is reserved for debt
service for large items and projects funded by borrowing.

Avoid earmarking of revenues, except as established by statute or the Enterprise and Special Revenue
Funds. All other revenues go into the General Fund, where they form part of the current year resources and/
or contribute to Free Cash for future years.

Maximize the efficiency of capital with an aggressive program of repayment of debt principal, thereby
minimizing the proportion of debt service paid in interest and making tax dollars go farther.

Adjust these policies only gradually and deliberately, not in response to pressures of the moment.

In general, the Finance Committee’s position is that debt service within the Levy Limit should be focused on
routine things over which the Town has little discretion, e.g., roofs, roads, equipment, workspaces for employ-
ees. Debt exclusion financing should be reserved for community amenities that are direct additions or improve-
ment in basic services and that would otherwise push essential maintenance out of the capital budget.

Budget Process

The budget process begins each summer when the Finance Committee formulates a series of requests for infor-
mation from the Town Manager and School Superintendent regarding overall trends and issues. In September, a
joint coordination meeting is held, including the Finance Committee, the Board of Selectmen, the School Com-
mittees, the Carlisle Board of Selectmen, and the Carlisle Finance Committee. During this meeting, the general
parameters of revenue, state aid, and fixed costs are laid out, along with matters of coordination between the two
towns regarding the Regional School District.

During the fall, the Town Manager and the School Superintendent begin their annual budget process with their
own department managers. In October, the Guideline Subcommittee of the Finance Committee meets with each
of them to begin to frame the allocation of resources within the Levy Limit and any override for the coming
fiscal year. This is presented to the full Finance Committee, which publishes its Tentative Guideline by the end
of October

During November, the Guideline Subcommittee again meets with the Town Manager and School Superinten-
dent to finalize the recommended Guideline. This Guideline is published by the Finance Committee no later
than the end of November.

- School budgets are voted by the school committees in early January, in time for summarizing in the Town
Manager’s proposed budget. By Town Charter, the Town Manager’s budget proposal must be presented to the
Board of Selectmen 90 days before the start of Town Meeting. About two months before Town Meeting, the
Town and Education budgets are presented for public comment at the Finance Committee’s public hearings.
The period between these hearings and Town Meeting is for resolving issues, addressing comments and ques-
tions, and refining the budgets.
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PrOposed FY10 Budgets
Property Tax impact

incremental and total tax levy and budget changes

___FY10 Recommended budgets
FY09 - plus Proposed
budget A
Town Government operations $17,190,013 +$ 162,000 = $ 17,352,013 +0.9%
Concord Public Schools (K-8) $27,206,200 +$ 493,000 = $27,699,200 +1.8%
CCHS assessment:
without debt exciusion $ 12,803,885 +$ 639,051 = $ 13,442,936 +5.0%
debt exclusion 684,143 539,239
total assessment $ 13,488,028 $ 13,982,175
Concord's assessment share:
FY09: 71.82%
FY10: 71.91%
Sum for ail operating budgets: $ 1,294,051
Projected Tax rate Impact + 3.82%
Tax Bill at median $707,100 value $ 8,414 + 321 = $ 8,735
Tax Bill per $100,000 a.v. $ 1,190 + 45 = $ 1,235

About one-fourth (+0.98 % ) of the projected increase is due to debt service on excluded debt
approved by the voters, principally for Alcott, Thoreau and Willard schools.

% increase to existing taxpayers

10.0%
9.0% ----

i

8.0%
7.0% ~
6.0%

5.0% -
4.0%

!

3.0%

!

2.0% -

1.0% -
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