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Agenda

FINANCE COMMITTEE

Wednesday - October 19, 2011
Council Chambers A
6:00 - 7:00 P.M.

Call to Order.

Those Present.

Approval of Minutes

Consider Acceptance of COPS Grant
Consider Debt Management Policy

Future Agenda Items

Adjourn.



MINUTES
COUNCIL FINANCE COMMITTEE MEETING
WEDNESDAY, JULY 11, 2011
Town Hall — Chamber A
8:00 AM

Item 1 and 2. Call to Order. Ronald Ahlquist, Finance Chair, called the meeting to order at 8:00 am.
Finance Committee Members present — Ronald Ahlquist, Richard Sullivan and Michael Wood; Others
present were Thomas Hall, Town Manager, Ruth Porter, Finance Director and Joe Cuetara, Financial
Advisor from Moors & Cabot Investments.

Item 3. Approval of Minutes. Motion by M. Wood, seconded by R. Ahlquist to move approval to
accept the minutes of June 7, 2011 Finance Committee meeting. The motion passed unanimously.
Vote — 3 Yeas

Item 4. Discussion of Debt Management Policy. The Town’s Financial Advisor, Joseph Cuetara,

presented a comprehensive overview of debt and proper management thereof to the Committee. Mr.
Cuetara advised that debt is not bad and in fact, when properly managed, is viewed positively by the
rating agencies and bond investors. Discussion ensued on the various debt ratio statistics that could
serve as the basis for a debt management policy, including: as a percentage of the Town’s equalized
assessed value, as a percentage of annual operating expenses and/or calculated on a per capita basis.

The Committee thanked Mr. Cuetara for his insight and advice relating to debt management and directed
staff to work prepare a draft policy for their review at the next meeting.

Item 5. Discussion of Police Union Contract Negotiations. Upon motion by M. Wood, seconded by R.
Ahlquist, the Finance Committee entered into Executive Session at 9:25 am to review the status of
collective bargaining negotiations with the Police Union. Staff members present for the Executive
Session were: Thomas Hall, Town Manager and Ellen Blair, Human Resources Director.

The Finance Committee adjourned the Executive Session at 10:00 am and returned to open session.
Item 6. Future Agenda Items. It was agreed to focus attention on the Debt Management Policy. Town
staff was directed to prepare a draft policy for review and consideration by the Finance Committee at

their next meeting.

Item 7. Adjourn. Motion by R. Sullivan, seconded by M. Wood, to adjourn at 10:02 am.
Vote — 3 Yeas.

Thomas J. Hall,
Town Manager/Recording Secretary





















































































































The Town will utilize external bond counsel for all debt issues. All debt issued by the Town will include a
written opinion by Bond Counsel affirming that the Town is authorized to issue the debt, stating that the
Town has met all Federal and State constitutional and statutory requirements necessary for issuance, and
determining the debt’s federal income tax status. The Town’s Bond Counsel will be selected on a

competitive basis.

Underwriter's Counsel

Town payments for Underwriters Counsel will be authorized for negotiated sales by the Department of
Finance on a case-by-case basis depending on the nature and complexity of the transaction and the needs

expressed by the underwriters.

Financial Advisor

The Town may utilize an external financial advisor. The utilization of the financial advisor for debt
issuance will be at the discretion of the Director of Finance on a case-by-case basis. For each Town bond
sale, the financial advisor will provide the Town with information on structure, pricing and underwriting
fees for comparable sales by other issuers. The Financial Advisor will be selected on a competitive basis

for a period not to exceed five years.

Temporary Notes

Use of short-term borrowing, such as temporary notes, will be undertaken until the final cost of the
project is known or can be accurately projected. In some cases. projects might be funded with internal
funds that will be reimbursed with bond funds at a future date.

Credit Enhancements

Credit enhancement (letters of credit, bond insurance, etc.) may be used if the costs of such enhancements
will reduce the debt service payments on the bonds or if such an enhancement is necessary to market the

bonds.
Competitive Sale of Debt

The Town, as a matter of policy, should seek to issue its temporary notes and general bond obligations
through a competitive sale. In such instances where the Town, through a competitive bidding for its
bonds, deems the bids received as unsatisfactory or does not receive bids, it may, at the election of the
Town Manager, enter into negotiation for sale of the bonds. In cases where the circumstances of the bond
issuance are complex or out of the ordinary, a negotiated sale may be recommended if allowed by State

statute.

REFUNDING OF DEBT

Periodic reviews of all outstanding debt will be undertaken to determine refunding opportunities.
Refunding will be considered (within federal tax law constraints) if and when there is a net economic
benefit from the refunding or the refunding is needed in order to modernize covenants essential to
operations and management or to restructure the payment of existing debt.
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Town staff and the financial advisor shall monitor the municipal bond market for opportunities to obtain
interest savings by refunding outstanding debt. As a general rule, the present value savings of a particular

refunding will exceed 5%.

Refunding issues that produce a net present value savings of less than 3% percent will be considered on a
case-by-case basis. Refunding issues with negative savings will not be considered unless there is a

compelling public policy objective.
CONDUIT FINANCINGS

The Town may sponsor conduit financings in the form of Industrial Revenue Bonds for those activities
(i.e., economic development, housing, health facilities, etc.) that have a general public purpose and are
consistent with the Town's overall service and policy objectives as determined by the Town Council.

All conduit financings must insulate the Town completely from any credit risk or exposure and must first
be approved by the Town Manager before being submitted to the Town Council for consideration. The
Town should review the selection of the underwriter and bond counsel, require compliance with
disclosure and arbitrage requirements, and establish minimum credit ratings acceptable for the conduit
debt. Credit enhancement, such as insurance, may be required for certain issues.

ARBITRAGE LIABILITY MANAGEMENT

Federal arbitrage legislation is intended to discourage entities from issuing tax-exempt obligations
unnecessarily. In compliance with the spirit of this legislation, the Town will not issue obligations except
for identifiable projects with good prospects of timely initiation. Temporary notes and subsequent
general obligation bonds will be issued timely so that debt proceeds will be spent quickly.

Because of the complexity of arbitrage rebate regulations and the severity of non-compliance penalties,
the Town will engage outside consultants to calculate potential arbitrage liability.

CREDIT RATINGS

Rating Agency Relationships

It is the responsibility of the Finance Director for maintaining relationships with the rating agencies that
assign ratings to the Town's debt. This effort to include providing periodic updates on the Town's general
financial condition along with coordinating meetings and presentations in conjunction with a new debt

issuance.
Use of Rating Agencies

The Town will obtain a rating from Moody’s Investors Service and Standard & Poor’s Rating Agency.
The Finance Director will recommend whether or not any additional ratings should be requested on a
particular financing and which of the major rating agencies should be asked to provide such a rating,

Rating Agency Presentations

Full disclosure of operations and open lines of communication shall be made to rating agencies used by
the Town. The Town Manager, together with the Finance Director, shall prepare the necessary materials
for presentation to the rating agencies.
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Financial Disclosure

The Town is committed to full and complete financial disclosure, and to cooperating fully with rating
agencies, institutional and individual investors, Town departments and agencies, other levels of
government, and the general public to share clear, comprehensible, and accurate financial information.
The Town is committed to meeting secondary disclosure requirements on a timely and comprehensive

basis.

Official statements accompanying debt issues, Comprehensive Annual Financial Reports, and continuous
disclosure statements will meet (at a minimum), the standards articulated by the Government Accounting
Standards Board (GASB), the Government Finance Officers Association and Generally Accepted
Accounting Principles (GAAP). The Finance Director shall be responsible for ongoing disclosure to
established national information repositories and for maintaining compliance with disclosure standards
promulgated by state and national regulatory bodies.
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Appendix 1

Town of Scarborough
Debt Management Policy

TERMINOLOGY

Arbitrage. Arbitrage refers to the rebate amount due to the Internal Revenue Service where funds
received from the issuance of tax-exempt debt have been invested and excess interest earnings have

occurred.

General Obligation Bonds. Bonds backed by the full faith and credit of the Town. The taxing power
may be an unlimited ad valorem tax or a limited tax, usually on real estate and personal property. A
special tax rate levied for the Bond & Interest Fund annually to pay for general obligation LTO service.
Because it is secured by an unlimited tax levy, this structure has strong marketability and lower interest

costs.

Special Assessment Bonds. Bonds issued to develop facilities and basic infrastructure for the benefit of
properties within the assessment district. Assessments are levied on properties benefited by the project.
The issuer's recourse for nonpayment is foreclosure and the remaining LTO becomes the Town’s direct

obligation.

Temporary Notes. Notes are issued to provide temporary financing, to be repaid by long-term financing.
This type of bridge financing has a maximum maturity of four years under Maine law.

Lease/Purchase Agreements. A legal document under which tangible property, such as equipment or

small vehicles, is leased in exchange for a monthly or yearly payment, with the option to purchase the
property at the end of the leasing period.
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Appendix 2

Town of Scarborough
Debt Management Policy

RATIOS

Debt Per Capita:

Total bonded debt of a municipality, divided by its population. A more refined version,
called net per capita debt, divides the total bonded debt less applicable sinking funds by
the total population.

The result of either ratio, compared with ratios of prior periods. reveals trends in a municipality’s debt burden,
which bond analysts evaluate, bearing in mind that, historically, defaults in times of recession have generally
followed overexpansion of debts in prior booms.

Debt as a Percentage of Government Operating Expenditures:

Debt service includes principal and interest payments on general municipal debt
obligations borrowed for capital project expenditures. Debt service payments
are examined relative to general operating expenditures including special
revenue funds.

As a fixed cost, debt service can reduce expenditure flexibility. According to the International City
Management Association (ICMA), if debt service, as a percent of operating expenditure, is below 10
percent, the credit industry views this situation favorably. If it exceeds 20 percent, potential risk exists.

The debt service as a percentage of operating expenditures indicator is a measure of financial flexibility. There are
several different definitions of operating expenditures, but GFOA recommends that governments limit it to
expenditures of the general and debt service funds. Some analysts include special revenue funds, given that they are
"tax supported and provide some of that unit's traditional service expenditures.” The data necessary to calculate
operating expenditures is presented on the combined statement of revenues, expenditures and changes in fund
balance.

Debt as a Percentage of Statutory Debt Limit:

This is the maximum amount that a government can borrow. The term especially
applies to municipalities; rising above the statutory debt limit may trigger a reduction
in a municipality's credit rating.

Debt as a Percentage of State Equalized Value:

This ratio is calculated by dividing the amount of outstanding debt (either direct net debt or
overall net debt) by the total state equalized valuation of the municipality.

Comparing debt to the appraised value provides an indication of the burden that debt places on all property tax
owners with our jurisdiction.

Printed on 10/14/2011 10



Statutory Debt Limit

In Accordance with Maine law. no municipality shall incur debt for specified purposes in cxcess of certain

percentages of State valuation of such municipality. A summary of the Town's legal debt margin is as follows:

June 30, 2011 Percent of 2011

outstanding  State assessed value Actual
bonds of $3.564.150.000 Amount Percentage Margin
For school purposes $32,037,157 10.00% 356,415,000 0.90% 324,377,843
For storm or
sanitary sewer 8,871,000 7.50% 267,311,250 0.25% 258,440,250
For municipal airport,
water and special
district purposes
0 3.00% 106,924,500 0.00% 106,924,500
For all other purposes ~ 25,858.843.00 7.50% 267,311,250 0.73% 241,452,407
Total 66.767.,000.00 1.87% 467,855,500
Not To Exceed: o 15.00% 534,622.500 187%

State assessed value 3.564,150,000
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In Accordance with Maine law, no municipafity shall incur debt for specified purposes in excess of certain
percentages of State valuation of such municipality. A summary of the Town's legal debt margin i+ as follows:

PROPOSED
June 30, 2011 Percent of 2011
outstanding  State assessed value

bonds of $3.564.150.000
For school purposes $32,037,157 5.00%
For storm or
sanitary sewer 8.871,000 4.00%
For municipal airport,
water and special
district purposes
0 1.50%
For all other purpose ~25,858.843.00 4.00%
Total 66,767.000.00
Not To Exceed: o  850%
State assessed value 3,564,150,000

Actual

Amount Percentape
178,207,500 0.90%
142,566,000 0.25%
53,462,250 0.00%
142,566,000 0.73%
1.87%
302,952,750  1.87%

Margin

146,170,343

133,695,000

53,462,250

116,707,157
236,185,750




