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Summary of Warrant Article Recommendations

Abbreviations
EF | Enterprise Fund CPA | Community Preservation Act
GF | General Fund DSSF | Debt Service Stabilization Fund
RE | Retained Earnings 1P A motion to Indefinitely Postpone is expected
RF | Revolving Fund TDM | Traffic Demand Management
Art Title Funds Funding Committee
icle Requested Source Recommendation
4 Appropriate FY2021 Operating Budget See below See below Approve (8-0)
$10,745,775 Water EF

il

Appropriate FY2021 Enterprise Funds
Budgets

$10,846,234 Wastewater EF

Approve (8-0)

$3,015,408 Recreation EF
6 Establish Qualifications for Tax Deferrals None N/A Approve (8-0)
Petition General Court to Amend
7 Legislation Regarding Tax Deferrals None N/A Approve (8-0)
8 Short Term Rental Impact Fee None N/A Approve (7-0-1)
Establish and Continue Departmental
9 Revolving Funds See below RF Approve (8-0)
Appropriate the FY2021 Community e )
10 Preservation Committee Operating $5,400,225 CPA 10(a-c.e ;’())éll)’ll)ll;we (8-0)
Budget and CPA Projects
Appropriate for Recreation Capital Recreation EF
11 Projects $180,000 Retained Earnings Approve (8-0)
Appropriate for Municipal Capital )
12 Projects and Equipment $6,842,022 See below Approve (8-0)
. $2,000,000 EF Debt
13 ﬁpjgféit;nfgr Water System $200000  EF Rates Approve (8-0)
P $2,200,000
A iate for Wastewater Svst $1,301,200 EF Debt
14 Appropriate for Wastewater System $100.000 EF Rates Approve (8-0)
Improvements —
$1,401,200
15 Appropriate for School Capital Projects $1,299,246 Free Cash Approve (8-0)

and Equipment
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Art Title Funds Funding Committee
icle Requested Source Recommendation

$1,736,285 Free Cash
Appropriate for Public Facilities Capital $5,300,152 GF Debt
16 Projects _ $208.962 Tax Levy Approve (8-0)
$7,245,399
Appropriate to Post-Employment
17 Insurance Liability Fund $750,000 Tax Levy Approve (8-0)
18 Rescind Prior Borrowing Authorizations None N/A IP
Establish, Dissolve and Appropriate To 19(a,b) Approve (8-0)
19 and From Specified Stabilization Funds See below See below 19(c) Approve (6-2)
Appropriate From Debt Service
20 Stabilization Fund $124,057 DSSF Approve (8-0)
21 Appropriate for Prior Years’ Unpaid Bills None N/A IP
Amend FY2020 Operating, Enterprise, State CPA
22 1nd CPA Budgets 3658950 atching funds  APPTOvE (3-0)
23 Appropriate for Authorized Capital None N/A P
Improvements
24 Reduce Legal Expenses (Citizen Petition)  See below See below Disapprove (2-6)
25 Purchase of Land/Eminent Domain $177,000 GF Approve (8-0)
Authorize Special Legislation—
34 Development Surcharge for Community None N/A Pending

Housing (Citizen Petition)

il
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Preface

This preface describes the structure and stylistic conventions used in this report. It is followed by an intro-
duction discussing changes in the Town’s financial status since the previous Annual Town Meeting, along
with issues pertinent to the Town’s general financial situation. The main body of this report contains article-
by-article discussions and recommendations on those articles that, in our opinion, have substantial financial
relevance. The report references several appendices at the end of this document that provide a deeper ex-
planation of particular financial issues.

The discussion for each article presents the prevailing view of the Committee, as well as any other consid-
erations or cautions that we feel Town Meeting should be informed of. If one or more Committee members
are strongly opposed to the majority position, we summarize the opposing perspective. Each article discus-
sion concludes with the most recent vote of the Committee prior to publication. The vote is summarized by
the number of members in favor, followed by the number of members opposed, and lastly (when applicable)
the number of members abstaining, e.g. “(6-2-1)” indicates six members in favor, two opposed, and one
abstaining. It is not always possible to collect a complete vote for every article from nine voting members.
In such instances, the total number of votes and abstentions published will be less than nine. For conven-
ience, Committee votes are also summarized on the preceding pages.

This report does not replicate information readily available to Town Meeting members elsewhere. Key
documents that inform our analysis and provide a more thorough picture of the Town finances are:

o The Town Manager’s Fiscal Year 2021 Recommended Budget & Financing Plan (the “Brown
Book™), dated February 21, 2020, fully describes the annual budget of the Town. The Brown Book
also summarizes budget laws and bylaws (Appendix B) and includes a glossary of financial terms
(Appendix D).

o The Level Service and Recommended Budget of the Superintendent and School Committee as voted
February 4, 2020 (hereafter the “LPS Budget Book”, which details the budget plan for the Lexing-
ton Public Schools.

e Capital Expenditures Committee (CEC) Report to the 2020 Annual Town Meeting, which provides
recommendations on appropriation requests for capital projects.

e Community Preservation Committee (CPC) Report to the 2020 Annual Town Meeting, which de-
tails requests approved by the CPC and funded using revenue from the CPA surcharge.

The LPS Budget Book is available online at:
https://sites.google.com/lexingtonma.org/lps-finance-and-operations/fy-21-budget

All other reports for this Town Meeting will be available online at:
https://www.Texingtonma.gov/town-meeting/pages/2020-annual-town-meeting

Acknowledgements
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members who volunteer their time and expertise, and with the support of Town staff. We have the pleasure
and the privilege of working with Town Manager James Malloy; Assistant Town Manager for Finance
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Building Committee; the Planning Board; Superintendent of Schools Dr. Julie Hackett; Assistant Superin-
tendent for Finance and Operations David Coelho; and the Lexington Select Board. We thank the municipal
and school staff, Town officials, boards and volunteers who have contributed time and expertise to help us
prepare this report. Last but not least, we thank Sara Arnold, who records and prepares the minutes for our
meetings.
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Introduction

The Appropriation Committee is required to create a report with a review of the budget as adopted by the
Board of Selectmen, including an assessment of the budget plan and a projection for future years' revenues
and expenses. This report includes the Committee's analysis and recommendations regarding all appropri-
ations of Town funds that are anticipated in the Town Warrant, and other municipal matters that may come
before Town Meeting. This report is normally published and distributed to the members of Town Meeting
as a printed document and as an electronic document via the Town website. This year, printed copies will
be limited due to the public health emergency. The Committee also makes presentations during Town Meet-
ing, including recommendations on appropriations and other matters for which the Committee’s formal
position was pending at the time of publication.

Committee Membership

There have been no changes to the Committee’s membership since the 2019 Special Town Meeting #1. The
Committee still has one vacant seat, for a total of 8 voting members.

Schedule of Budget and Report Publication

In prior years, the timing of the official budget approval process required Town Meeting to defer consider-
ing financial articles until the second week of meetings. Town staff have now accelerated the process, and
this would have allowed financial articles to be considered as soon as the first night of meetings. The Com-
mittee’s goal was to publish its report a week before the planned start of the 2020 Annual Town Meeting,
but we did not meet this target date.

The initial release of this report was on March 25, 2020. This update was released on May 11, 2020, three
weeks in advance of the first night of the 2020 Annual Town Meeting, which is now set for June 1, 2020.

Reserve Fund

As of publication, the Committee has not been asked to approve any Reserve Fund transfers during FY2020,
and the balance in the Fund remains at $900,000. The appropriation to the Reserve Fund for FY2021 will
be reduced to $750,000.

The Town Manager notified the Committee that a transfer from the Reserve Fund may be requested in
FY2020 to cover unanticipated expenses for the Town’s response to the COVID-19 outbreak.

Developments Since Adoption of the FY2020 Budget

A Special Town Meeting was held in November 2019. Under Article 3 of that meeting, appropriations were
made into the Capital Stabilization Fund, the Traffic Mitigation Stabilization Fund, and the Transportation
Demand Management Stabilization Fund. Under Article 4, minor adjustments were made to the FY2020
operating budget to accommodate half a year’s salary and benefits for a Sustainability Director, and to the
Water and Wastewater Enterprise Fund budgets due to changes in the MWRA assessments. Under Article 8,
$1,500,000 was appropriated for a study of traffic in the Hartwell Ave. area to be funded by $1,250,000 in
borrowing and $250,000 from the Traffic Mitigation Stabilization Fund. Under Article 9, funds were ap-
propriated for the conversion of most streetlights to LED fixtures.

FY2021 Revenue and Budget

The main body of this report contains the Committee’s analysis of all the appropriation requests that make
up the next fiscal year’s budget. Here we discuss some of the overarching trends in Town finance.
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The Town Manager’s report at the start of the Brown Book provides a comprehensive overview of the
FY2021 estimated revenue and proposed budget, which are summarized in the following two tables.

Revenue Source FY2020 Tax FY2021 $ % % of Total
Recap Projected Change Change | Revenue

Property Tax $184,821,513| $192,311,761| $7,490,249 4.1% 80.9%
State Aid $16,283,199| $16,517,703 $234,504 1.4% 7.0%
Total Local Receipts $14,082,119| $14,280,713 $198,594 1.4% 6.0%
Available Funds $14,314,142| $14,942,168 $628,026 4.4% 6.3%
Oth§r Availqb}e Fpnds: Use of 3 3 3 0.0% 3
Capital Stabilization Fund '
Revenue Offsets ($1,860,652)| ($2,181,086)| ($320,434) 17.2% (0.9%)
Enterprise Receipts $1,696,348 $1,749,435 $53,087 3.1% 0.7%
Gross General Fund Revenues | $229,336,668| $237,620,694| $8,284,025 3.6% 100.0%
Beesssig_nizzegigesnfef“de for $12,495310| $11,641,422| ($853,888)| (6.8)% 4.9%
Net General Fund Revenues $216,841,358 | $225,979,271| $9,137,913 4.2% 95.1%

Gross revenue was initially projected to increase 3.6% in FY2021, which would be similar to last year, and
suggested a declining trend away from the average of 5% growth we have seen in the recent past. State Aid
was estimated to grow by only 1.4% this year, but that number is now uncertain.

When the Town’s “new growth” tax revenue is certified in the fall, the revenue from property tax may be

increased, resulting in higher gross revenue.

Budget Program FY202,0 FY2021 3 o
Appropriated Recommended Change Change
Education 1000 $116,023,888 $121,220,803 $5,196,915 4.5%
Shared Expenses 2000 $60,541,457 $62,727,317 $2,185,860 3.6%
Municipal Departments 3000-8000 $40,276,016 $41,582,360 $1,306,344 3.2%
Subtotal-Operating Budget $216,841,361 $225,530,480 58,689,119 4.0%
Cash Capital $8,137,274 $7,743,515 ($393,759)|  (4.8%)
Other (Approp. to reserves, misc.) $4,358,036 $1,388,151| ($2,969,885)| (68.0%)
Total General Fund $229,336,671 $234,662,146 $5,325,475 2.3%

It is far too soon to offer any detailed projections for the impact of COVID-19 on Town revenue for FY2021,
but it is assumed that state and local revenues will fall below initial projections. Lower state revenue could
lead to reduced state aid for all municipalities across the Commonwealth. Local revenue from sources such
as hotel and restaurant excise tax, automobile excise tax, and building permits are expected to underper-
form, reducing the recurring revenues that sustains the Town’s operating budget. At the same time, a subset
of operating expenses will be reduced while some Town services are suspended, such as the Community
Center and the Town pool. This will help offset some of the lost revenue.

The proposed budget has a significant surplus. It will provide the consistent and reliable level of service
that is expected by residents during the coming fiscal year. The surplus results from recent changes that
reduced appropriations to the PEIL Fund (OPEB) and the Capital Stabilization Fund (CSF). These changes
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could have a noticeable impact on future costs to the Town. We anticipate that Town Meeting will consider
how to deploy these funds at a special town meeting later in the year, giving the Town some flexibility as
we navigate through a period of uncertainty. These surplus funds could be used to cover revenue shortfalls
or new expenses, or they could eventually be appropriated following the original budget intent.

Fiscal Policy Guidelines

The following description is taken from the Brown Book Overview, p. iii:

In May and October of 2019, the Select Board, School Committee, Appropriation Committee and Cap-
ital Expenditures Committee reviewed and reaffirmed the Town'’s fiscal guidelines. The FY2021 annual
operating budget adheres to the following principles in order to preserve the Town’s long-term finan-
cial condition:

1. Continue to set aside funds to transfer into the Capital Stabilization Fund as part of the com-
prehensive long-term strategy for funding future school and municipal projects.

2. Core services currently provided through the operating and capital budgets should be main-

tained, recognizing that changes in service demands may require that additional resources be

provided in certain areas.

Recurring revenues, not reserves or one-time revenues, should support operating expenses.

Debt will not be used to fund current operating expenditures.

5. Adequate reserves and contingency funds will be budgeted, as appropriate, consistent with the
original recommendations of the Ad Hoc Financial Policy Committee (2006) and reaffirmed
in 2019.

6. Sufficient funds for building maintenance will be budgeted to properly maintain facilities and
equipment as well as foster energy conservation.

7. Use of one-time revenues should be limited to funding one-time expenses (e.g., capital projects)
or used to fund reserve accounts.

8. Continue to provide funding for the Other Post-Employment Benefits (OPEB) liability.

9. New targeted revenue sources should be considered to fund specific projects.

Nw

These renewed and updated policies influenced the development of the FY2021 budget in several specific
ways listed below:

e Continue the five-year program to phase out the use of Free Cash for the operating budget,

e Continue the recently doubled budget for ongoing annual water system improvements (based on a
100-year replacement cycle),

e Commence a multi-year program to phase out the use of debt for ongoing annual improvements in
both the Water and Wastewater Enterprise budgets,

e Prioritize and narrow the list of capital projects in the master plan within a five-year window,

e Favor the use of cash capital rather than debt when feasible.

As the Town transitions away from using Free Cash in the operating budget, there will be a period of
adjustment. In addition, water and wastewater rates will reflect the cost of additional maintenance work and
the shift away from debt funding.

5-Year Forecast

This year the report brings a new approach to the 5-year budget projection in Appendix A. For the past
several years, the Town Finance Department has prepared a detailed 5-year forecast, and the Committee no
longer sees a need to develop a forecast independently. This year Appendix A summarizes the Finance
Department’s projections and discusses the implications for future Town budgets. We appreciate the chal-
lenge of producing a projection that provides useful insights five years in the future, and we look forward
to working with the Finance Department on refinements to these projections.
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Short-Term Outlook

We note that growth of the Education budget (a combination of Lexington Public Schools and Minuteman
Regional High School) has outpaced growth in gross revenue. This is cause for concern given the relative
size of Education in the operating budget. This created pressure on the FY2021 budget, resulting in a more
limited set of program improvements for LPS, and a reduction to reserves and revenue set-asides in order
to balance the budget. These decisions will reduce the Town’s free cash balance in the subsequent year and
increase pressure on future budgets.

The overwhelming concern for the Town, and the nation, at this time is the COVID-19 pandemic, and we
stand at a point of great uncertainty. We could be facing a prolonged recession, which would reduce reve-
nues from several sources. Although it seems less likely, the impact could be short-lived with more modest
reductions in revenue, but the outlook in the short term is generally poor.

Property tax revenue from commercial and industrial owners is far more volatile than residential property
tax revenue. A global economic recession would hurt local businesses, impacting global, regional, and local
revenue. Lower employment at the local level would lead to lower retail activity and fewer new business
opportunities. In recent years, a steady 20% of the Town’s property tax revenue has come from commercial,
industrial and personal (CIP) property taxes. A drop in CIP tax revenue would put pressure on residential
tax rates, but this would likely come with a lower rate of inflation that would dampen the need for operating
overrides.

A significant decline in state income tax revenue would lead to cuts in almost every form of state aid, with
few alternatives to make up the loss other than our stabilization fund.

We note that in past economic downturns, the direct impact on Town finances has been delayed by a year.
Despite the immediate impact to our residents and businesses, much of the current year’s revenue is “baked
in”, and the impact of recent economic trends will take another year to show up in the Town’s balance
sheet. Now is the time to prepare for challenging conditions.

Updates

Update 1: This report was updated on May 11, 2020 in response to changes in the proposed FY2021 budget
reflected in revised motions for Article 17 and Article 19, and a significant change in the MWRA assess-
ments (see Article 5). Change bars in the margins indicate areas of this report that have been revised since
the first version.

This report presents the official positions of the Committee as of the date of publication. The Committee
will continue to meet as necessary prior to and during Town Meeting and it may revise its official positions
based on new or updated information. In a typical year, the Committee also reports orally to Town Meeting
on each article. The oral report summarizes the Committee’s current position, which may have been updated
following publication of this report.

This year may require changes in our usual practice, but we will endeavor to satisfy our responsibility to
provide financial advice to Town Meeting.
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Warrant Article Analysis and Recommendations

Article 4
Appropriate FY2021 Operating Budget

Funds Requested Funding Source Committee Recommendation

Approve (8-0)

See below See below

The discussion of the operating budget is divided into three sections for the major components of the budget:
Education, Shared Expenses, and Municipal.

Education (1000)

. FY2020 FY2021 % of $ %
Program 1000 Education Budget Recommended | Education| Change |Change
1100 Lexington Public Schools $113,553,757| $118,357,656 97.64%$4,803,899| 4.2%
1200 Regional High School $2,470,131 $2,863,147 2.36%| $393,016| 15.9%
1000 Total Education $116,023,888| $121,220,803 100% | $5,196,915| 4.5%

Lexington Public Schools (1100)

The School Committee has voted to recommend an appropriation of $118,357,656 for the Lexington Public
Schools (LPS) operating budget for FY2021. This amount does not include:

e The school portion of Shared Expenses (2000), see below, including public facilities, employee &
retiree benefits, pension, debt service, liability insurance, and reserve funds.

e Revenue from federal, state, local, and private grants, or revolving and donation fund activity,
none of which are subject to appropriation by Town Meeting.

The request represents an increase of 4.2% over the FY2020 appropriation.

The new Lexington Children’s Place (LCP; preschool) building opened in September 2019, and the new
Maria Hastings Elementary School was occupied in February 2020. These moves had minor effects on the
FY2020 operating budget, i.e., the addition of two custodial positions, that carry forward into this budget.

Further information about the budget request may be found in the “Education” section of the Brown Book

and in the LPS Budget Book.

A breakdown of this operating budget into salaries and wages, and expenses is shown below.

Appropriation FY202.0 Budget FY2021 Dollar Percent
(adjusted) Recommended Increase Increase
Salary and Wages $95,442,183 $98,932,332|  $3,490,149 3.7%
Expenses $18,111,574 $19,425,324| $1,313,750 7.3%
1100 Lexington Public Schools $113,553,757 $118,357,656| $4,803,899 4.2%

Source: Lexington Public Schools FY2021 Recommended Budget, January 7, 2020
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Salaries and Wages

Salary and wage changes result from changes in the number of employees, step increases, cost of living
adjustments (COLA), and position reclassifications. The budget takes both anticipated bargaining unit set-
tlements and increases for non-union positions into account. The effective dates of the most recent collec-
tive bargaining agreements may be found in the LPS Budget Book on page “Budget Overview — 10”.

Salaries and wages make up 84% of the FY2021 request. The increase over FY2020 comprises both salary
increases for existing staff and the net addition to the staff of 3.2 full-time equivalent (FTE) employees
(including unallocated positions). This net increase is the sum of a decrease of 9.32 FTEs from currently
authorized positions (“base changes”) mostly resulting from an analysis of how special education services
are delivered, and increases of 5.70 FTEs to satisfy legal mandates, 3.57 FTEs driven by enrollment in-
creases, and 3.25 FTEs to effect program improvements.

See the Brown Book or the LPS Budget Book for a detailed list of the positions that will be consolidated,
eliminated, or created. The cost of the benefits associated with the new positions, $49,739, is included under
Shared Expenses.

Expenses

Expenses make up 16% of the FY2021 request. The increase in out-of-district tuition of $909,522 is the
largest for any single line in the detailed expense budget (see the “Expenses” section of the LPS Budget
Book). There are also sizable increases for transportation costs for regular education students ($271,210)
and special education students ($230,262). The budget for LPS legal expenses has been reduced by about
$84,000 based on lower utilization during the two most recent school years. There are also modest reduc-
tions because one-time expenditures from the FY2020 budget for the move into the new Hastings School
and the strategic planning initiative are not part of the FY2021 budget.

School Enrollments

The student population that the district serves includes the following categories:

e PreK in-district including special education and tuition-paying general education students;
o K-12 in-district general education and special education (including METCO);
e  PreK-22 out-of-district placement.

This table shows student enrollments for the past three years and the enrollment projected for the fall of
2020. Decreases in enrollment at the elementary level from October 1, 2017, to October 1, 2018, and further
to October 1, 2019, are the first declines in over ten years. Our experience has been that enrollment figures
are somewhat volatile, and trends are difficult to spot, so a generous level of flexibility is warranted. The
budget includes 7.5 unallocated FTEs to cover potential increases in regular education or special education
staff in case the enrollment increases go beyond the projections listed in the table below (but not beyond
estimated 90% confidence upper limits on the enrollment increases). If the increases do not materialize, the
positions will not be filled and the corresponding amounts will not be spent, unless other unexpected critical
needs for the funds arise within the school system.

Oct. 1,2017 | Oct. 1,2018 | Oct. 1, 2019 | Projected FY2021

Enrollment | Enrollment | Enrollment Enrollment
Early Childhood 73 69 68 74
Elementary 3,150 3,094 3,019 3,011
Middle School 1,813 1,833 1,828 1,874
High School 2,212 2,263 2,275 2,295
Total 7,248 7,259 7,190 7,254
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The FY2020 LPS METCO program includes a total of 223 students. The METCO enrollment has been as
high as 240 students. The target FY2021 enrollment is approximately 230 students.

In the current school year (FY2020), a total of 1,072 students are on IEPs. Of these, 950 are in-district and
122 students are out-of-district placements. The overall proportion of K-12 students on IEPs is roughly
15%, which is similar to the ratio in comparable communities.

Special Education Costs Including Out-of-District Tuitions

For at least the past five years, special education costs have tended to rise at a higher rate than other parts
of the LPS operating budget. SPED expenses amounted to 32.67% of the actual expenditures in FY2019,
are 33.77% of the budget for FY2020, and represent 33.37% of the request for FY2021.

The FY2021 request for out-of-district tuition, $8,229,139 represents a 12.4% increase over the correspond-
ing FY2020 amount. The requested amount will be supplemented by three non-appropriated sources of
funds (pre-paid tuitions/LABBB credit, IDEA grant, and state Circuit Breaker reimbursements).

Funding Sources Not Subject to Appropriation

The annual appropriation from the Town supports the majority of the school budget. However, the complete
school budget includes additional funds from state, federal and other sources that are not subject to appro-
priation by Town Meeting and are therefore not included in this request. The amounts of these funds vary
year to year. Brief discussions of some of these funds follow:

e Federal Grants — For FY2021, the School Department projects that it will receive $2,188,702 in
federal grants, unchanged from the FY2020 budget projection.

e State Grants — As noted above, the School Department projects that it will receive $1,609,326 in
FY2021 from the state METCO program. Based on an enrollment of 230 students, the projected
state aid averages to $6,997 per METCO student. Cherry-sheet local aid for education is treated as
General Fund revenue and is not included in state grants.

e “Circuit Breaker” Reimbursements — Reimbursements are received from the state when the costs
of special education services for an individual student, whether in-district or out-of-district, exceed
a multiple of four times the statewide foundation budget. In the past, reimbursement rates have
varied between 35% and 75% of the tuition cost. Circuit breaker reimbursement funds are paid to
the district quarterly based on the prior year’s approved claims. Funds received go into the Circuit
Breaker Revolving Account, do not require further appropriation, and must be expended by June
30 of the following fiscal year. The Lexington Public Schools current practice is to apply the funds
received in a given fiscal year (based on SPED expenses in the prior fiscal year) as a revenue offset
in the following fiscal year. For example, LPS will receive (or has received) a reimbursement in
FY2020 based on FY2019 SPED expenses and will use that reimbursement to offset SPED costs
in FY2021.

The District projects that $4,070,391 received in FY2020 will be available for expenditure in
FY2021. With a projected reimbursement rate of 70%, the Circuit Breaker reimbursement in
FY2021 is projected to be $3,991,255.

Fee Programs

Fees for participants in certain programs, such as preschool, athletics, and transportation, support those
programs in whole or in part. Detailed information about the fees and proposed fee changes may be found
in the “Revenue Offsets” section of the LPS Budget Book.

Regional High School (1200)

Lexington’s FY2021 projected assessment for the Minuteman Regional High School (MRHS) of
$2,863,147 represents an increase of $393,016, or 15.9%, over FY2020. It follows on the prior year’s in-
crease of 16.2% and an increase of 27.3% from FY2018 to FY2019. The current increase primarily reflects
three factors: (1) Lexington’s enrollment growing from 52 to 62 students, (2) Belmont withdrawing from
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the district causing an increase in Lexington’s assessment of $251,653 (64% of the total increase) and (3)
sharply increased debt service costs for the recent completed new school building, of which Lexington’s
share is $645,643.

The District’s Budget

The Minuteman Regional High School (MRHS) Committee has approved a FY2021 budget of $25,502,946,
a $2,734,117 increase (+12%) over FY2020. The increase is the net effect of a 6.56% increase in the cost
of operations and a $1,477,552 increase in debt costs attributable to construction of the new MRHS build-
ing.

This budget funds the second year of operations in the new school building, designed for an enrollment of
up to 628 students. Current high school enrollment is 602 students, of which 395 students come from the
10 member towns of the school district, and 207 students from out-of-district communities.

District Developments

The new school building was opened on schedule in September 2019 and was completed within budget.
The cost of this project was offset by almost $44 million from the Massachusetts School Building Authority
(MSBA). The remaining balance was financed with bonded debt. The debt service is funded via the assess-
ments to district members, and by a new state-authorized facilities fee for capital costs charged to non-
member towns that enroll students at the school. This fee is set by the Department of Elementary and Sec-
ondary Education (DESE) and towns are classified by whether they offer at least 5 Chapter 74 (vocational-
technical) programs. In FY2020 $904,023 was collected and will be applied to the FY2021 budget. The
per-student charge in FY2021 for towns lacking access to vocational-technical education will be $7,775
and $5,831 for towns that have programs.

The district currently has ten member towns. Following a negative vote by the residents of the Town of
Belmont in a special district-wide referendum election held in 2016 to approve the construction of the new
MRHS facility, and with the consent of the remaining member towns, Belmont is scheduled to withdraw
from the district effective July 1, 2020. The net result of Belmont’s withdrawal is the loss of $1,508,256 of
assessment revenue from the FY2021 budget, and this increases Lexington’s FY2021 assessment by over
$250,000.

While it was anticipated that the new school building would drive increased applications, the success has
exceeded expectations. Applications for FY2021 from in-district towns are up 33%, with 230 applications
received by January 30, 2020. In-district students are given priority, and for the first time in decades it is
likely that the incoming freshman class will be 100% in-district. If this enrollment trend continues, by
FY2024 the school enrollment could consist primarily of in-district students.

Enrollment | FY11 | FY12 | FY13 | FY14 | FY15 | FY16 | FY17 | FY18 | FY19 |FY20" | FY21'

In-district 445 430, 409 437 410 391 347 337 354| 395 482
Out-of-district 309| 255 3401 356 332 277| 271 231 162 207 156
Total 754 685 749 793 742 668 618 568 516 602 638

* New school occupied. T Based on applications received.

MRHS continues to have by far the highest average per-pupil costs of any regional vocational district.
According to FY2018 state data, while still in the old building and with an enrollment of only 564 students,
the per-student average cost was $35,111, compared to a statewide median of $21,996. The second-highest
district, South Middlesex Regional Vocational Technical, had a per-pupil average cost of $26,846. MRHS
has a significantly lower student-teacher ratio when compared to similar districts, due in part to its 46.5%
enrollment in special education. This is the highest level of any public school in the state (the average is
18%). This level is similar for students coming from both in-district and out-of-district communities.

Towns sending out-of-district students are responsible for providing transportation to their students and are
subject to additional fees beyond the base tuition. These towns are assessed a “capital fee” which represents
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a share of the debt service for new building. This capital fee revenue is applied to the following year’s debt
service, reducing assessments for member towns. For out-of-district students that receive SPED services,
their sending towns are assessed for supplemental SPED tuition. The district will be recommending an
increase in the out-of-district per-student SPED tuition from $6,200 to $7,400, in order to cover actual costs.

Despite these fees, out-of-district students are effectively subsidized by member towns. DESE set the base
out-of-district tuition rate at $17,965 per student in FY2019 (expected to increase 2.5% to $18,414 for
FY2020). This does not cover the full cost of district education, nor is the state Chapter 70 aid for out-of-
district students sent to MRHS. If the school was fully enrolled with only in-district students, our calcula-
tions suggest that per-student assessment costs would fall by up to 30%, bringing them in line with the state
average.

District Budget Overview

This is the first budget built since occupying the new school and is a transitional step towards an accurate
base budget. It addresses the needs of increased enrollment and maintenance of the new building, grounds,
and equipment.

With the anticipated enrollment for the FY2021 freshman class the school will be above its 628-student
capacity. This follows an even larger enrollment increase from FY2019 to FY2020. As of October 1, 2019,
602 full-time students (high school and post-graduate) were enrolled. Roughly 66% of high school students
were from the ten in-district towns. Total full-time enrollment increased from October 2018, by 86 students,
with in-district enrollment increasing 41 students and out-of-district enrollment increasing 45 students.

Staffing changes include a net increase in academic, vocational, administrative, and support staff of 2.5
FTEs. This enrollment-driven increase follows a cumulative reduction in staff of 19.5 FTE since FY2015,
after enrollment peaked in FY2014. Salaries for FY2021, which make up 60% of the operating budget, will
increase by a total of $583,000 after factoring in contractual obligations. Funding for technology, allowing
each student to have a computer, will increase by $108,583.

The total health insurance budget is increasing by $317,548 (8%) based on insurance experience and in-
creased staffing. Debt service payments for FY2021 rise to $5,092,385 (+41%) as debt service for the new
building ramps up. A $60,000 (+20%) payment will be made toward the funding of the District’s
$22,945,000 Other Post-Employment Benefits (OPEB) unfunded liability. The OPEB liability will be re-
calculated in June 2020.

Roughly 32% of the revenue in the MRHS FY2021 budget comes from a combination of state aid, reserves,
and fees shown in the table below. In total, this non-assessment revenue increased by $1,253,604 in
FY2021, due in large part to the new out-of-district capital fee. Chapter 70 funds and transportation aid are
estimates based on the Governor’s H-2 budget, which proposes modest increases in Chapter 70 aid and
transportation aid statewide compared with FY2020. MRHS’s share of Chapter 70 aid increases slightly
and Transportation Aid increases 17.39%. Both are based on October 2019 enrollments.

Non-Assessment Revenue Sources FY2020 FY2021 Change $
Chapter 70 $2,092,403 | $2,095,633 $3,230
Transportation Aid $832,392 $977,179 $144,787
Prior Year Tuition $3,047,131| $3,048,695 $1,564
Current Year Tuition $400,000 $600,000 $200,000
Excess and Deficiency (E&D) Funds|  $540,000 $540,000 -
Out-of-district Capital Fee $904,023 $904,023
Total $6,911,926| $8,165,530| $1,253,604
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Lexington’s Assessment

The remainder of the revenue is raised through assessments on member towns and tuition for out-of-district
students. Member towns are assessed a share of the District’s total costs for the upcoming year, net of the
District’s non-assessment revenue, based on four factors:

1. The State-Required Minimum (SRM) per-student tuition cost set annually by the DESE,

2. An additional charge for operating costs in excess of the SRM that is allocated based on the four-
year average student enrollment,

3. Transportation costs,

4. Debt service costs from capital projects.

One percent of the debt service cost is assessed equally to all member towns and the remainder is appor-
tioned based on the most recent four-year rolling average of student enrollment and a “combined effort”
factor as determined by the Chapter 70 formula.

A breakdown of the Town’s FY2020 and FY2021 MRHS assessments is shown below. The projected as-
sessment for FY2021 is $2,863,147, an increase of $393,016 (15.9%) over the final FY2020 assessment.

Projected Lexington Assessment — Based on Unapproved House-2 Budget Bill

Enrollment Basis Assessment Components Per-Student
FY2020 | FY2021 FY2020 FY2021 FY2021
State-Required Minimum 53 65 $799,005 $1,057,954 $16,276
Regular Day Students* 52.25 55.13 $962,102 $1,011,769 $18,352
Transportation 53 65 $86,714 $83,516 $1,285
Total Operating Costs* 831,847,821 32,153,239
Capital* 49.63 55.13 $618, 510 $709, 908 $12,877
Post-Graduate Programs 1 0 $3,800 - -
TOTAL ASSESSMENT $2,470,131 $2,863,147
Annual % increase (decrease) 16.2% 15.9%

* Starred rows in this table use average enrollment over the prior 4 years, while non-starred rows use current
enrollment. The respective per-student amounts cannot be combined arithmetically.

The FY2021 operating cost per student works out to $33,126 (assuming 65 regular day students). Due to
the assessment formula, the per-student amount lags behind short-term enrollment trends. A rising enroll-
ment (as we expect this year) will tend to lower per-student costs (and vice versa) until the 4-year average
stabilizes. Enrollment in other member towns can also affect this figure, particularly if it leads to higher
out-of-district enrollment.

We anticipate further changes to the projected revenues and budgeted expenses in the MRHS budget fol-
lowing publication of this report. It is likely that the assessment will be adjusted prior to being presented to
Town Meeting.

Shared Expenses (2000)

The Shared Expenses section of the budget covers appropriations for various activities that are managed
centrally rather than by the Lexington Public Schools (LPS) or individual municipal departments. Although
these expenditures do not appear in the budgets of LPS or individual departments, they are driven primarily
by decisions by LPS and those departments.

As shown in the table below, over 60% of shared expenses fund employee benefits, which are administered
by municipal staff, but which are driven by current and past staffing decisions made by LPS and the mu-
nicipal departments. The second largest line item (19.0%) is to support facilities used by LPS and municipal
activities that are managed by the Public Facilities Department. The third largest line item (16.8%) is for
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debt service, which is administered by the Finance Department. Debt service is driven by current and past
capital expenditures and financing decisions.

Program 2000 FY2020 FY2021 % of Shared | Change | Change
Shared Expenses Restated Budget Expenses $ %

2100 i?g;gf: Benefits & $36,512,823 | $37.964,483 60.5%| $1.451,660| 4.0%
2200 frf;’frzr;ze& Liability $1,132,304|  $1,095,000 17%|  ($37,304)| (3.3%)
2310 Solar Producer $410,000 $410,000 0.7% $0|  0.0%

Payments

2400 g;tvhilcne'LeVy Debt $9,853,984 | $10,517,445 16.8%| $663.461| 6.7%
2510 Reserve Fund $900,000 $750,000 12%] ($150,000)] (16.7%)
2600 Facilities $11,732,346| $11,990,390 19.0%|  $258,044| 2.2%
TOTAL $60,541,457| $62,727,317 100.0% | $2,185.860|  3.6%

The recommended total Shared Expenses budget for FY2020 is $62,727,317, which represents an increase
of $2,185,860 or 3.6% over the restated amount for FY2020.

Employee Benefits & Insurance (2100)

As shown in the table below, Line 2100 includes costs for retirement; health, dental, and life insurance;
workers’ compensation, unemployment insurance, and the Medicare tax. The total request for Employee
Benefits and Insurance is $37,964,483, which represents a $1,451,660 or a 4.0% increase over the FY2020

appropriation.

The table below provides a breakdown of the benefits budget by category. Retirement accounts for almost
18% of the total, with virtually all of it going into the contributory retirement (pension) fund. The Town is
following a schedule of payments based on the 2018 actuarial study projected to eliminate unfunded pen-
sion liabilities by 2024. Once that goal is reached, and assuming the Town can maintain its fully funded
pension status, the annual cost for contributory retirement will be significantly lowered by reducing or
eliminating payments toward any unfunded pension liability (but see also the Post-Employment Insurance
Liability Fund in Article 17).

Benefits Category Amount Percentage
Health Insurance $27,026,973 71.4%
Dental insurance $1,139,837 3.0%
Life insurance $25,000 0.1%
Retirement $6,701,444 17.7%
Medicare $1,996,229 5.3%
Unemployment $200,000 0.5%
Workers’ Compensation $875,000 2.3%
TOTAL $37,964,483 100.0%

Health insurance cost is by far the single largest item in the Employee Benefits budget, accounting for 71%
of the total. The FY2021 request for health insurance is $27,026,973, which represents a 4.1% increase over
the estimate for FY2020. The Town remains a member of the State’s Group Insurance Commission (GIC)
health insurance program, which has helped hold down the rate of increase, but health care costs (nationally
as well as for the Town) continue to outpace general inflation. As it has been since FY2016, the FY2021
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split of healthcare premiums between employer and subscribers is 82/18 or 75/25 depending on the health
plan chosen by the employee (the town pays a larger share for employees who choose a lower cost plan).
The Brown Book, p. IV-6, contains a discussion of health-benefit costs, including changes in the numbers
of subscribers since FY2016. The projected number of subscribers used for the FY 2021 budget represents
an increase by 0.5% compared to FY2020 and 10.4% compared to FY2016.

Solar Producer Payments (2300)

This line item reflects payments for the installation and operating costs of the solar array at the Hartwell
Ave compost facility. Against the annual cost of $410,000, which covers both the initial capital cost and
maintenance costs, staff estimates that the array will generate $600,000 in payments from Eversource (the
electric utility serving the Town), so the array is projected to generate a net contribution to the General
Fund of $190,000. The recommended FY2021 budget is the same as the FY2020 budget. For FY2022, staff
will review three full years of results to reassess funding levels.

Note this budget item does not include the Town’s rooftop solar arrays and payments in lieu of taxes for
the solar operations, which are recorded under personal property taxes per the Massachusetts Department
of Revenue. The Brown Book includes a table on p. IV-13 showing more complete estimates for the Town’s
solar installations, with projected net revenues of over $400,000 in FY2021.

Debt Service (2400)

The Debt Service amount covers annual payments for within-levy debt service. Gross within-levy debt
service is projected to rise 6.7% as indicated in the above table. When the set aside for land purchases and
certain cemetery revenues are removed from the gross debt service totals, the net amount is projected to
rise by 4.4%, which is below the Town’s target ceiling of 5.0%, so there is no recommendation to use the
Capital Stabilization Fund as a funding source here.

The Town also makes annual payments for exempt debt service, but the funds for these payments do not
need to be appropriated by Town Meeting. Every project funded with exempt debt must be approved by a
majority of voters in a town-wide referendum, after which the Select Board sets the tax levy to provide
sufficient funding. The portion of the tax levy raised for exempt debt service is exempt from the limits
imposed by Proposition 2. See p. IV-11 in the Brown Book for a detailed schedule of exempt debt.

Staff estimates that the combined debt service for exempt and non-exempt debt will rise only 1.7% in
FY2021. For more details on debt service, see the Debt Service section in the Brown Book.

Reserve Fund (2500)

The Reserve Fund provides a critical source of funding for extraordinary and unforeseen expenses during
the fiscal year that can be tapped without the need for appropriation by Town Meeting. Requests for trans-
fers from this fund are generally initiated by the Select Board and/or Town staff and require formal approval
by the Appropriation Committee. The FY2021 requested appropriation for the Reserve Fund is $750,000,
a reduction from the $900,000 that was appropriated from FY2014 to FY2020. During those years the fund
has seen limited use. In FY2018, $106,000 was transferred from the fund, and in FY2019 the fund remained
unused. At the end of the fiscal year any unused amount flows to Free Cash.

Facilities (2600)

The Department of Public Facilities manages the operation, maintenance, and custodial service of Lexing-
ton’s municipal and school buildings. This Department also supports the School Master Planning process;
manages recurring maintenance of roofs, building envelopes, and HVAC systems; and implements other
priority projects. The FY2021 projected total Public Facilities operating budget is $11,900,390 which rep-
resents a 1.4% increase over FY2020.
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Municipal (3000-8000)

The municipal operating budget comprises all line items from 3000 to 8999. As shown in the table below,
the FY2021 Recommended Budget of $41.6 million represents a $1.3 million or 3.24% increase. The largest
components of the municipal budget are those for Public Safety, the DPW, and General Government.

Municipal Budgets appropriated | Budget | S+ | ok
3000 Public Works $10,482,790 $10,805,637 $322,847 3.08%
4000 Public Safety $14,623,802 $15,536,792 $912,990 6.24%
5000 Culture & Recreation $2,848,949 $2,959,426 $110,477 3.88%
6000 Human Services $1,458,936 $1,486,822 $27,886 1.91%
7000 Land Use, Health & Development $2,579,144 $2,624,761 $45,617 1.77%
8000 General Government $8,282,395| §$8,168,922 8| ($113,473)| (1.37%)
TOTAL $40,276,016 $41,582,360 | $1,306,344| 3.24%

Public Works (3000)

The recommended appropriation for Public Works of $10,805,637 represents a 3.08% increase over
FY2020. Of the total, 91.3% is covered by the tax levy, 5.8% is covered by payments from the enterprise
funds for services rendered, and 2.9% comes from other sources, primarily fees and the Cemetery Trust
Fund. About 40% of the recommended budget is for compensation, i.e., salaries and wages, while the re-
maining 60% is for Expenses.

The net increase in compensation of $91,765 (2.16%) from FY2020, includes the conversion of a Staff
Engineer to a Senior Engineer (annual cost of $9,426 plus an additional $137 in Shared Expenses). An
additional point to note is that the contract for AFSCME Local 1703 Public Works is currently being nego-
tiated and the estimated cost of the additional compensation under a new contract is budgeted in the Salary
Adjustment account.

The net increase in expenses of $231,082 (3.70%) from FY2020 is largely for contractual services and
supplies. Two Program Improvement Requests totaling $22,000 are recommended. The first is a real time
monitoring system contract for $12,000 that will monitor pavement conditions during a snowstorm and
enable better utilization of resources. The second is an appropriation of $10,000 towards regular mainte-
nance of the Town’s playgrounds.

Some noteworthy points in the budget are:

e The initial savings from conversion of the Town’s streetlights to LEDs that was funded at the fall
2019 STM is rather conservatively estimated at $28,550. If no serious maintenance problems de-
velop and projected reductions in electricity use are realized, further savings are likely. Future
budgets will reflect the experience of the first year after the conversion project has been completed.

e There is a net increase of $98,123 for refuse collection, disposal, and recycling which is due to the
unsettled recycling market.

Public Safety (4000)

Public Safety covers Law Enforcement (4100) and Fire and Rescue (4200). Of the total recommended
appropriation of $15,536,792, about 52% is for Law Enforcement and 48% for Fire and Rescue.

The recommended FY2021 appropriation for Law Enforcement is $8,038,558 which is a 6.23% increase
over the FY2020 budget. About 88% of the budget is for compensation and approximately 12% is for
expenses. The net increase in compensation of $421,087 (6.32%) is driven by contractual cost of living
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adjustments and absorbing a seventeenth crossing guard into the operating budget. A Lead Dispatcher po-
sition has been created without impact to the compensation budget by using a State 911 grant. However,
the additional benefit costs of $15,836 for this position are reflected in Shared Expenses. An increase in the
regional gasoline contract, the replacement of portable radios, and professional development of the dispatch
staff are included in the budget for expenses which has increased by $50,441 (5.55%).

The recommended FY2021 appropriation for Fire and Rescue is $7,498,234, which is a 6.26% increase
over the FY2020 budget. About 91% of the budget is for compensation while approximately 9% is for
expenses. The net increase in compensation of $399,137 (6.24%) is driven by contractual cost of living
adjustments. The budget for expenses has increased by $42,325 (6.46%) primarily due to the addition of a
command vehicle and the projected increase in diesel costs.

Culture and Recreation (5000)

Culture and Recreation covers Cary Memorial Library and Recreation and Community Programs. The rec-
ommended appropriation of $2,959,426 represents a 3.88% increase over the FY2020 budget. Note that the
budget to be appropriated under this article is only for the Cary Memorial Library. The Recreation and
Community Programs budget is funded under Article 5 by the Recreation Enterprise Fund and, to a lesser
extent, by the tax levy. About 80% of the recommended budget is for compensation while the remaining
20% is for expenses.

The net increase in compensation of $34,865 (1.49%) is driven by contractual cost of living adjustments
and by increasing working hours for one library technician in Adult Services from 25 hours/week to 37
hours/week. Note that the contract with the Cary Memorial Library Staff Association expires in June 2020
and prospective increases are budgeted in the Salary Adjustment account.

The net increase in expenses of $75,612 (14.79%) is primarily driven by increases for supplies and materials
and contractual services. This includes a $46,000 Program Improvement Request to fully fund a gap in the
materials budget which is required to retain certification by the Massachusetts Board of Library Commis-
sioners.

Human Services (6000)

The recommended appropriation for Human Services of $1,486,822 represents a 1.91% increase over the
FY2020 budget. About 44% of the recommended budget is for compensation while the remaining 56% is
for Expenses.

The net decrease in compensation of $20,579 (-3.02%) is driven by contractual cost of living adjustments,
a Program Improvement Request to increase the Transportation Manager position from 0.8 to 1.0 FTE,
which are more than offset by Bedford and Carlisle absorbing a higher percentage of the Veterans District
Director salary.

The net increase in expenses of $48,465 (6.23%) includes a $50,000 Program Improvement Request for a
number of transportation pilot programs partly offset by reductions due to declining veterans’ services
caseload. Funding for the William James Interface Mental Health Referral Service for FY2021 will be
shared between the municipal and school budgets.

In addition to the General Fund appropriation requested here, Human Services will also be funded by
$197,498 from revolving funds (Article 9) and grants.

Land Use, Health, & Development (7000)

Land Use, Health, & Development covers six different budgeting units. The recommended appropriation
0f$2,624,761 represents a 1.77% increase over the FY2020 budget. About 80% of the recommended budget
is for compensation while the remaining 20% is for expenses.
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The net increase in compensation of $103,077 (5.13%) is driven by contractual cost of living adjustments,
staff turnover, reduction in consultant usage, and the addition of a second Health Agent to conduct inspec-
tions.

The net decrease in expenses of $57,460 (-10.11%) reflects the termination of the Bike Share program and
temporary Visitor Center operations.

In addition to the General Fund appropriation requested here, Land Use, Health, & Development will also
be funded by $490,899 of revolving funds (Article 9).

General Government (8000)

General Government covers six different budgeting units. The recommended appropriation of $8,168,922
represents a 1.37% decrease from the FY2020 restated budget.

Program 8000 General Government ﬁfsztgfg d g?ﬁgez:tl ghange OCA)hange

8100 Select Board $1,274,896 $1,294,876 $19,980 1.57%
8200 Town Manager $1,934,800 $1,524,432| ($410,368)| (21.21%)
8300 Town Committees $62.411 $64.100 $1,689 2.7%
8400 Finance $1,844,028 $1,902,345 $58,317 3.16%
8500 Town Clerk $514,620 $590,452 $75,832 14.74%
8600 Information Technology $2,651,640 $2,792,717 $141,077 5.32%
TOTAL $8,282,395 $8,168,922 ($113,473)| (1.37%)

Of the total net decrease of $ 113,473, the primary driver is a substantial reduction in the Salary Adjustment
account under the Town Manager’s budget (8200) which reflects the finalization of several collective bar-
gaining agreements in the past year. A part-time Municipal Assistant to support the Human Resources
department as well as a full year of salary for the Sustainability Director are included here. The Town Clerk
budget (8500) has been increased due to the upcoming elections. Two thirds of the total increase in the IT
budget (8600) of $141,077, is driven by increases in support contracts and the professional develop-
ment/training budget. The remaining one-third is driven by contractual cost of living adjustments.

The Committee recommends approval by a vote of (8-0).

Article 5
Appropriate FY2021 Enterprise Funds Budgets

Funds Requested Funding Source Committee Recommendation
$10,616,030 Water EF
$10,447,390 Wastewater EF Approve (8-0)
$3,015,408 Recreation EF

This article addresses the appropriation of funds for the operation of the Town’s three enterprise funds: the
Water Enterprise Fund, the Wastewater Enterprise Fund, and the Recreation and Community Programs
Enterprise Fund. For an overview of the legal framework and accounting concepts that apply to the opera-
tion of an enterprise fund, please refer to Appendix B.

The appropriations addressed in this article cover the complete operating costs of the respective enterprises
with two exceptions. Indirect costs paid over to the general fund are appropriated under Article 4.
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Contributions to the Post-Employment Insurance Liability (PEIL) Fund by the water and sewer funds (but
not by the recreation fund) for retirement health benefits are appropriated under Article 17. All appropria-
tions under this article are funded by enterprise rates or fees with one exception: In the case of the recreation
fund, $218,916 of the enterprise’s total appropriation is made from the tax levy, in accordance with a policy
established when the Community Center was completed in 2015, to support Community Center operations
that are generally available to all residents and are not fee-supported.

The following discussion focuses on the anticipated operating expenses and revenues of the enterprise funds
for FY2021 and issues they raise. Capital appropriations are addressed in Articles 11 (Recreation Capital),
12 (Municipal Capital), 13 (Water System Improvements) and 14 (Wastewater System Improvements).

Water and Wastewater Enterprise Funds

A breakdown of the funding request for the Water and Wastewater Enterprise Funds, and the percentage
changes from the prior fiscal year, are shown in the following tables. See Brown Book, pp. V-27, V-31.

Water Enterprise Fund FYZOZ.O FY2021 3 o
Appropriated | Requested Change Change
Compensation $785,010 $804,234 $19,224 2.45%
Expenses $508,875 $502,925 ($5,950),  (1.17%)
Debt Service $1,277,412|  $1,278,770 $1,358 0.11%
MWRA Assessment $7,413,364|  $8,030,101 $616,737 8.32%
Total Requested in Article 5 $9,984,661 $10,616,030 $831,369 8.33%
Indirect Expenses (Article 4) $894,573 $930,001 $35,428 3.96%
Cash Capital (Article 13) - $200,000 $200,000 -
OPEB Contribution (Article 17) $2,761 $2,761 - -
Total Water Enterprise $10,881,995 $11,748,792 $866,797 7.97%
Wastewater Enterprise Fund Apiz)zporzigted Rl;?:jgsztld Ch:nge Ch:f;nge

Compensation $355,614 $366,568 $10,954 3.08%
Expenses $432,950 $444,150 $11,200 2.59%
Debt Service $1,278,322 $1,388,579| $110,257 8.63%
MWRA Assessment $7,851,947 $8,248,093 | $396,146 5.05%
Total Requested in Article 5 $9,918,284| $10,447,390| $628,557 6.34%
Indirect Expenses (Article 4) $532,094 $541,663 $9,569 1.80%
Cash Capital (Article 14) - $100,000|  $100,000 -
OPEB Contribution (Article 17) $3,004 $3,004 - -
Total Wastewater Enterprise $10,453,931 $11,092,057| $638,126 6.10%

Note that these tables differ from those contained in the warrant in three respects: (1) the MWRA assess-
ments for water and wastewater reflect the MWRA’s preliminary assessments, which are lower than the
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10% increase “placeholders” assumed in the Warrant'; (2) indirect expenses to be charged to the enterprise
funds, although appropriated separately under Article 4, have been included for completeness as they must
be taken into account when water and wastewater rates are set in the fall; and (3) the charges to the Water
and Wastewater Enterprise Funds to help fund liabilities for Other Post-retirement Employment Benefits
(“OPEB?”), although appropriated separately under Article 17, have also been added for completeness. The
principal operating costs of the water and wastewater enterprise funds and issues pertinent to this year’s
budget are addressed briefly below.

Operating Costs

MWRA Assessments. The largest components of both the water and wastewater fund budgets are the assess-
ments charged by the Massachusetts Water Resources Authority (MWRA), which now represent approxi-
mately 70% of the total budget for each fund. The Town will be assessed a share of the MWRA’s total
FY2021 water and sewer budgets based on the Town’s proportionate usage in the most recent full calendar
year, CY2019, relative to other towns in the MWRA community. Based on the MWRA’s preliminary as-
sessments, Lexington’s water assessment for FY2021 will increase by 8.32% and its wastewater assessment
by 5.05%, for a combined increase of 6.64%. This percentage increase, higher than it has been in recent
years, is the main driver of this year’s significant water and wastewater fund budget increases.

Update 1: On May 20, 2020 the MWRA issued final assessments which were (on a combined basis) mate-
rially lower than their preliminary assessments, “...to provide financial relief and flexibility to MWRA’s
member communities”. Lexington’s combined assessment increase was reduced from 6.6% to 4.4%. The
related appropriations in the FY2021 budget will not be adjusted for this Annual Town Meeting, but the
new lower assessments will be used when setting water and wastewater rates in the fall.

Direct Town Costs. In addition to the MWRA assessments, the expenses of the water and wastewater fund
budgets include direct costs incurred by the Town, primarily for: (1) the wages and salaries of the employees
in the DPW’s Water and Sewer Divisions, (2) the expenses of water and sewer maintenance activities and
equipment, and (3) debt service on prior borrowings for water and sewer capital improvements. These costs
are increasing more modestly, consistent with prior years.

Indirect Town Costs. The Water and Sewer Enterprise Fund budgets also include indirect costs for services
provided by other Town departments to support water and sewer operations, such as insurance costs (health
and liability), retirement funding, engineering costs, and the cost of services provided by the Comptroller,
the Management Information Systems (MIS) Department, and the Revenue Department. The Town reviews
the appropriate level of indirect costs each year and adjusts the charges to the enterprise funds accordingly.

Debt Service. Debt service costs represent the payoff of principal and interest on debt incurred for water
and sewer fund capital projects in prior years, typically funded by 10-year bonds. Debt service costs are
increasing minimally this year for the water fund (.11%) but more substantially for the wastewater fund
(8.63%). It should be noted that debt service costs for both funds are projected to increase substantially in
FY2022. See Brown Book, pp. XI-8-9 and discussion of Articles 13 and 14 below.

Cash Capital. In a break from past practice, it is proposed this year to begin transitioning the funding of
recurring, regular capital investments made for the maintenance and upgrade of the Town’s water and
wastewater systems ($2,200,000 annually for the water system and $1,000,000 annually for the wastewater
system) from borrowing to cash capital. To minimize the impact of this changeover on rates, the transition
would be phased in gradually: in the case of the water fund, at the rate of $200,000 per year for eleven
years; and in the case of the wastewater fund, $100,000 per year for ten years. See Brown Book, pp. V-26-
27 and V-30-31.

! The preliminary assessments are issued in February. Final MWRA assessments issued in June, typically a bit smaller
than the preliminary assessments, are used to set water and sewer rates during the Town’s annual rate-setting process
in the fall. If a special town meeting is held in the fall, appropriations for MWRA expenses are normally adjusted to
reflect the final assessments.
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As this Committee has advocated in past reports, the use of cash capital instead of borrowing makes sense
in the case of regular, recurring capital investments as it will improve transparency during rate-setting and
avoid interest costs. Because debt service for debt incurred in prior years will wind down only gradually,
this changeover will result in somewhat higher water and sewer rate increases than would otherwise be
required during the early years of the transition. However, as the old debt is retired, debt service costs will
moderate and eventually the overall costs of the annual capital investment program will be lower as interest
costs are eliminated. For a more detailed treatment of the impact of the changeover, see discussion of Arti-
cles 13 (Water System Improvements) and 14 (Wastewater System Improvements) below.

Rate-Setting Issues

Because changes in the operating budgets of the water and wastewater enterprises approved at the annual
town meeting ultimately translate into changes in the water and wastewater rates when set later in the year,
a brief comment on those rates and the impact of this year’s budget is in order.

By and large, rate increases have been relatively modest for more than a decade. From FY2006 through
FY2020, they fluctuated between -1.9% and 6.6% for an average annual rate increase of 2.7%. However,
with a combined water and wastewater increase in the FY2021 budget of 7.05% (compared with a combined
increase last year of just 2.93%) and the introduction of cash capital and other looming pressures on the
rates, rate increases are likely to be higher for FY2021 and years beyond, at least for some period of time.

One of those other factors is an apparent new trend of declining usage as plumbing fixtures are modernized
to waste less water and residents pay more attention to water conservation. Since most of the water and
wastewater funds’ costs are fixed, not variable, the “sale” of fewer units of water necessarily results in a
higher per-unit cost. Largely for this reason, at the rate-setting for FY2020 last fall, water and wastewater
rates had to be increased on a combined basis of 7.3% even though the combined water and sewer budgets
increased by only 2.93%. If the trend of decreasing usage continues, this year’s combined budget increase
of 7.05% could translate into an FY2021 water and wastewater increase next fall that is even higher. The
“silver lining” in this cloud, of course, is that residents whose usage reflects the town-wide decline will see
their bills increase less than the rates.

Another factor putting pressure on the rates going forward, as discussed under Articles 13 and 14 below, is
a projected increase in debt service over the next few years resulting, in the case of the water fund, from an
increase last year in the annual capital maintenance program investment from $1,000,000 to $2,200,000;
and in the case of both the water and wastewater funds, the extraordinary appropriation last year of nearly
$5 million in debt (split equally between the two funds) for the automated meter reading project.

An unknown is whether and how much MWRA assessments will increase in future years. If Lexington’s
share of the overall MWRA usage continues to increase in future years, as it did this year relative to other
communities (Lexington had a combined assessment increase of 6.6% compared with a 3.6% increase sys-
tem-wide), this could be yet another factor imposing upward pressure on rates. On the other hand, an ex-
tended period of drought, by increasing irrigation usage and water fund revenue, could help to offset a
required water rate increase (at least for those Lexington residents who do not use extensive irrigation).

Retained Earnings

As discussed in Appendix B, the State statute governing enterprise funds, G.L. c. 44, § 53F'%, requires that
accumulated surpluses resulting from the operations of an enterprise fund, referred to as retained earnings,
remain with the fund as a reserve, and that they be used only for capital expenditures of the enterprise,
subject to appropriation, or to reduce user charges. Deficits must be funded with existing reserves or, in the
absence of such reserves, made up in the following year’s rates. The Town’s policy is to maintain a balance
of approximately $1 million of retained earnings in each fund as a buffer against revenue shortfalls resulting
from unexpected reductions in usage or an unanticipated need for extraordinary expenditures. The table
below shows how the balance of retained earnings has been deployed over the past several years and their
proposed appropriation at this ATM for FY2021.
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Retained Earnings: Appropriations and Year-End Balances

Fiscal Year FY2016 FY2017 FY2018 FY2019 FY2020 FY2021
Water
Starting Balance ' $2,119,458| $1,786,659| $1,800,533| $531,683| $1,612,998| $1,346,448
Approp. for Rate Relief 2 — - - — - -
Bedford, Burlington Mitig *| $275,000]  $131,000{  $190,900 - - -
Approp. for Capital * $1,015,500]  $620,500{ $1,095,000| $105,000] $775,000, $130,000
Projected End Balance ° $903,958| $1,035,159| $514,633| $426,863| $837,998| $1,216,448
Wastewater
Starting Balance ' $2,027,941] $1,032,942| $2,270,848| $576,523| $1,521,373| $998,736
Approp. for Rate Relief 2 — - - — - -
Approp. for Capital * $1,390,500|  $177,500{ $1,290,000 - $700,000 -
Projected End Balance ° $637,441| $855,422| $980,848| $576,523| $821,373| $998,736

! Certified retained earnings as of the end of the prior fiscal year (as of 6/30/2019 for this year’s ATM). The anomalous figures for
2018 resulted from an under-certification of retained earnings at the end of FY2017 that was made up the following year.

2 Appropriations from retained earnings to subsidize the next fiscal year’s operating budget.

3 Several years ago, Lexington supplied unusually large quantities of water to Bedford as Bedford worked to correct issues with its
alternative supplies. The retained earnings resulting from these extraordinary sales were “earmarked” and applied to mitigate the
rate impact in subsequent years.

4 Proposed appropriations for capital projects for the next fiscal year (FY2021 at this ATM).

> Note that appropriations from retained earnings at the annual town meeting must be deducted as a liability from the projected
retained earnings to be certified as of the end of the current fiscal year, even though the funds will not be applied until the following
fiscal year. The projection of anticipated retained earnings assumes break-even operational results during the current fiscal year.
A higher (lower) starting balance available for appropriation the following year indicates that the current year’s operating results
were higher (lower) than were projected at rate-setting, resulting in an operating surplus (deficit).

From roughly 2009 to 2014, accumulated retained earnings in excess of the desired buffer (“excess retained
earnings”) were appropriated on a regular basis to mitigate water and sewer rate increases. This practice
was discontinued, however, as it simply pushed required rate increases down the road a year. Since that
time, as shown in the table above and consistent with recommendations made by this Committee, excess
retained earnings have been used primarily to offset the need for borrowing for capital investments of the
enterprises, thereby lowering debt service costs and required future rate increases over a more extended
period of time, as well as saving interest cost.

Particularly where applied to regular, recurring capital investments, this use of retained earnings is similar
to the now-proposed use of cash capital; however, being deployed a year in arrears, it leaves a substantial
amount of funds idle for a year; and not being part of the annual operating budget, its use to fund regular
capital investment needs is less transparent during the rate-setting process. Ideally, rates would be set such
that the water and sewer funds are on a break-even basis and do not generate substantial retained earnings
in excess of the targeted reserves; however, given the difficulty of predicting usage and the need for con-
servatism in setting the rates, surpluses can be expected to continue. The best use of the extra funds is for
non-recurring expenses or capital projects, such as the $500,000 in retained earnings appropriated last year
from each of the water and sewer funds toward the automated meter reading project.

Consistent with this observation, a limited amount of retained earnings is proposed for appropriation from
the water fund at this annual town meeting to fund, or help fund, two smaller capital projects: $55,000 to
replace a 6” trash pump, see Brown Book, p. XI-6; and a contribution of $75,000 to the hydrant replacement
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program, see Brown Book, p. XI-18, both to be appropriated under Article 12 (Municipal Capital Projects
and Equipment). No retained earnings are requested for appropriation from the wastewater fund.

Recreation Enterprise Fund

In 2015, following the inauguration of the Lexington Community Center (LCC), the Recreation Department
was reorganized to include LCC operations and renamed the Department of Recreation and Community
Programs (DRCP). This change resulted in increased costs for the Recreation Enterprise Fund as the
FY2016 LCC budget included $383,073 to fund 5.5 full time and seasonal staff to plan, manage and deliver
community programs along with the supplies needed. That level of staffing has continued through the pre-
sent. See the Brown Book, p. VII-9. The proposed appropriations for FY2021, and changes from the prior
fiscal year, are shown in the table below.

Recreation Enterprise Fund FYZOZ.O Fy2021 Dollar %

Appropriated | Requested | Increase | Change

Compensation $1,471,683 | $1,535,363 $63,680 | 4.33%

Expenses $1,481,895 | $1,480,045 ($1,850) | (0.12%)

Debt Service

Total Requested in Article 5 $2,953,578 |  $3,015,408 $61,830 | 2.09%

%ﬁiﬁ:ﬁ;jﬁ%ﬁgim Fund) $269,681 |  $277,771|  $8,090 | 3.00%

Total $3,223,259 | $3,293,179 $69,920 | 2.17%

The operational costs of programs offered by the DRCP are generally designed to be revenue neutral, with
charges to users matching the program’s operating costs. However, to support LCC operations that are
generally available to all residents and are not fee-supported, a portion of LCC costs are now supported by
the tax levy. Accordingly, the motion includes a transfer of $218,916 in tax levy funds into the Recreation
Enterprise Fund, to be appropriated under this article.

In addition to the subsidy from the tax levy, sources of revenue include $375,000 from the Recreation
Enterprise Fund retained earnings, $1,448,963 from user fees for recreation, $465,300 from registration
fees for Community Center programs, and $775,000 from greens fees at Pine Meadows Golf Course. The
budgeted revenue from fees is based on projections. The Director of Recreation and Community Programs,
through the Recreation Committee, sets fees for use of the Town’s playing fields, gyms, and other recrea-
tional facilities with the approval of the Select Board.

The Recreation Enterprise Fund has in the past contributed to the debt service on some recreation capital
projects, in particular the renovation of Lincoln Field some years ago. However, all recreation capital costs
are now covered using the General Fund through a combination of free cash, within-levy debt, excluded
debt (though not recently), and Community Preservation Act (CPA) funding.

The balance of retained earnings in the Recreation Enterprise Fund at the close of FY2019 was $669,744,
of which $555,000 is proposed to be appropriated at this annual town meeting. An appropriation from
retained earnings of $375,000 is requested under this article for application to the operating budget. An
additional $180,000 of retained earnings is requested for appropriation under Article 15, of which $100,000
would fund a design for the renovation of the clubhouse at the Pine Meadows Golf Course and $80,000
would be used to purchase equipment at the Pine Meadows Golf Course.

The Committee recommends approval by a vote of (8-0).
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Article 6
Establish Qualifications for Tax Deferrals
Funds Requested Funding Source Committee Recommendation
None N/A Approve (8-0)

This article proposes to raise the income limit for participation in the Town’s tax deferral program under
G.L.c.59,§ 5, ClL 41A from $75,000 to $90,000. Under the deferral program, qualifying residents age 65
or older can postpone payment of some or all of their property taxes, in an amount up to half the value of
their home, until the property is sold or otherwise disposed of. For general background on Clause 41A and
other programs offering property tax relief to seniors, please see Appendix D to this report.”

The 41A Program and the Home Rule Petition

Under generally applicable state law, the highest income limit a Town may adopt for participation in the
Clause 41A program is that established by the Department of Revenue each year under the state’s “Circuit
Breaker” income tax relief program for a single person who is not a head of household, currently $60,000.
In 2008, in response to a home rule petition, the state legislature enacted a special law (Chapter 190 of the
Acts of 2008) allowing Lexington to expand eligibility beyond that permitted under the general laws.
Among other things, Chapter 190 permits the Town, by vote of Town Meeting and with the approval of the
Select Board, to set a higher income limit for deferrals.’ Town Meeting most recently raised that limit from
$70,000 to $75,000 in 2019.

The Proposed Increase

This year, the Tax Deferral and Exemption Study Committee (TDESC) has recommended that the Town
increase the deferral income limit by an additional $15,000 to $90,000, and the Select Board has voted to
approve such an increase. The change is intended to help ensure that all persons who have been participating
in the program can continue to do so, and to allow more residents to participate.

The proposed new limit is based on the state Circuit Breaker’s current limit for married couples filing
jointly, which is considerably more generous than the single-filer maximum limit referenced in Clause 41A.
While a $90,000 limit is higher than that in most other communities, it is not unique. Last year, the Town
of Arlington established a limit of $88,000, the then-applicable Circuit Breaker limit for married couples.
The TDESC considered proposing that Lexington’s limit be pegged automatically to the higher Circuit
Breaker limit, effectively indexing it for inflation, but elected to defer such a proposal until the impact of
this year’s substantial increase on the number and magnitude of deferrals can be evaluated.

Committee Recommendation

With a history of low utilization, and a participation rate that has not materially changed after the most
recent increases in the income limit (see chart below), it is unlikely that this year’s proposed change will
significantly increase the number of deferrals or produce a material impact on the Town’s finances. The
cumulative balance of all deferrals outstanding increased from about $1 million in FY2015 to about $1.8
million in FY2019, but it has been relatively stable for the past three years as the dollar amount of old
deferrals paid off roughly offsets the dollar amount of new deferrals taken out.

2 A brochure prepared by the Tax Deferral and Exemption Study Committee entitled Property Tax Relief Programs
is available on the Town web site http://www.lexingtonma.gov/taxrelief. The site also has detailed information
about who qualifies for Clause 41 A deferrals and the application process.

® The special law also permits the Town to adopt a lower age of eligibility than 65, or to condition eligibility on
objective criteria of disability or other hardship for persons who would not otherwise qualify based on their age, but
the Town has never done so.
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Lexington Property Tax Deferral History

Fiscal Year Intere4st Number of Income Average Total
Rate Deferrals | Threshold Deferral Deferred
2005 8.00% 16 $40,000 $4,688 $75,000
2006 8.00% 16 $40,000 $4,625 $74,000
2007 4.77% 15 $40,000 $4,905 $73,578
2008 4.92% 20 $40,000 $5,092 $101,832
2009 1.66% 26 $40,000 $5,938 $154,380
2010 0.68% 28 $50,000 $6,287 $176,034
2011 0.34% 28 $51,000 $6,335 $177,391
2012 0.26% 29 $60,000 $6,601 $191,457
2013 0.18% 29 $60,000 $6,898 $200,051
2014 0.15% 29 $65,000 $7,637 $221,479
2015 0.12% 28 $65.000 $8,089 $226,501
2016 0.25% 43 $65,000 $8,524 $366,553
2017 0.66% 41 $70,000 $9,094 $372,859
2018 0.82% 42 $70,000 $9,569 $401,897
2019 1.96% 40 $70,000 $10,046 $401,850
2020 2.55% TBD $75,000 TBD TBD

The Committee believes that an increase of the tax deferral income limit to $90,000 will offer needed prop-
erty tax relief to some moderate-income senior homeowners who cannot currently take advantage of the
deferral program. The Committee also believes that the state Circuit Breaker limit for married couples is a
reasonable measure of financial need, particularly in view of Lexington’s relative high property tax. Given
the nature of the program, which essentially involves well-secured temporary loans by the Town, the burden
on and financial risk to the Town are minimal.

The Committee recommends approval by a vote of (8-0).

Article 7
Petition General Court to Amend Legislation Regarding Tax Deferrals
Funds Requested Funding Source Committee Recommendation
None N/A Approve (8-0)

This article requests that the Select Board be authorized to seek special legislation which would allow
Lexington to delay, for one year, the requirement of Chapter 59, §5, Clause 41A of the General Laws that
the interest rate for deferred property taxes increase to 16% upon the death of a person whose taxes have

4 The general law originally provided for an interest rate of 8% but was subsequently amended to allow a town, by
vote of its legislative body, to establish a lesser rate. Effective in 2007, Town Meeting adopted a variable rate intended
to match what the Town would otherwise earn on these funds for the year in question. See Appendix D. Historical
interest rates are set forth in the table below. See also Brown Book p. xii. The interest rate for FY2021 will be 1.41%.
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been deferred. The Clause 41 A deferral program, as noted in the discussion of Article 6 above, allows
qualified residents age 65 or older to postpone the payment of some or all of their property taxes, in an
amount (including interest) up to half the value of their home, until the property is sold or otherwise dis-
posed of.

Deferral Interest Rate

Clause 41A originally provided for a deferral interest rate of 8% but now permits a town, by vote of its
town meeting, to establish its own deferral interest rate anywhere from 0% to 8%. That rate continues in
effect for each year’s deferral until the property is sold or conveyed or the person whose taxes have been
deferred dies. The deferred taxes, plus accrued interest, are due and payable when the property is sold or
conveyed, whether that occurs before or after death.

At the 2006 Annual Town Meeting, Lexington adopted a variable interest rate for deferrals intended to
match the return the Town would otherwise earn on the funds deferred: the monthly one-year Constant
Maturity Treasury (CMT) rate as published by the Federal Reserve for the first week in March before each
applicable fiscal year, not to exceed 8%. That rate, which tends to be roughly 3 percentage points less than
the prime rate, was 1.96% for deferrals granted in FY2019; 2.55% for deferrals granted in FY2020; and
will be 1.41% for deferrals granted in FY2021.

Escalated Rate

While Clause 41A gives towns the flexibility to establish a reasonable interest rate for deferrals during the
life of the person whose taxes are deferred, but it does not allow the same flexibility once that person (or a
surviving spouse who has assumed the deferral obligations) dies. Rather, it mandates an immediate escala-
tion of the deferral interest rate, upon “the conveyance of the property or the death of the person whose
taxes have been deferred,” to the rate of 16%.°

This high interest rate may be justified in the case of deferrals that are not promptly repaid, as required,
when the property is sold or conveyed. However, in a case where a person whose taxes have been deferred
has died, but the property has not yet been sold or conveyed, its immediate imposition upon death has
proved, in many cases, to result in hardship.

Although the Town certainly has an interest in having low-interest tax deferrals paid back promptly, it
generally takes some time for an estate to arrange for the sale or conveyance of a decedent’s property
necessary to enable the deferrals to be repaid, particularly if the home has to be put on the market for sale
to a third party. If the estate must be probated, even the most agile executor may need months to complete
the judicial process required to convey the property, especially if the homeowner died intestate. Under these
circumstances, a high interest rate is hard to justify as an incentive to assure prompt payment.

Given that such delays are common, and often unavoidable, the imposition of a 16% interest rate immedi-
ately upon the death of a low or moderate-income homeowner can result in a significant financial hardship
for that person’s heirs. If substantial taxes have been deferred, the higher interest rate, applied over the first
twelve months, can easily add up to the equivalent of an additional year of property tax (e.g., $80,000 in
deferred taxes at a 16% rate would generate an interest charge of $12,800). If the property is sold to a third
party, that higher interest must be deducted from the proceeds of sale. If the property is conveyed directly
to an heir, the estate (or the recipient of the property) must generate sufficient cash not only to repay the
deferred taxes but also to pay a higher interest bill.

5 Specifically, Clause 41A provides that interest shall accrue at the rate provided in Chapter 60, § 62 of the General
Laws. Section 62 allows a homeowner whose property has been taken or sold for nonpayment of taxes to redeem the
property upon payment of all taxes in arrears, plus interest at the rate of 16%.
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Proposed Legislation

The special legislation proposed in the motion under this article® would not eliminate the 16% interest rate
but would mitigate its impact by delaying its imposition for one year after the death of a person whose taxes
have been deferred if the property has not yet been sold or conveyed. During that one-year delay, interest
would not be waived altogether but would continue to accrue for each year’s deferral at the original CMT
rate applied to that deferral.

If the property is sold or conveyed, either before or after the death of the person whose taxes have been
deferred, but the full amount of the deferrals plus accrued interest is not immediately paid, then the 16%
interest rate would take effect.

Committee Recommendation

The goal of the 41 A deferral program is to alleviate the property tax burden on low- to moderate-income
homeowners, and the low interest rate system adopted by the Town in 2006 is an integral component of
that program. This Committee believes it is sensible and appropriate to delay any increase in interest rates
on deferred taxes for up to a year after death if the property has not yet been sold or conveyed. This delay
would allow a reasonable time for the estate to arrange a sale or conveyance. The income that would oth-
erwise be generated with a higher interest rate is not a significant revenue source for the Town, and its delay
for one year would have no material impact on the Town’s finances.

The Committee recommends approval by a vote of (8-0).

Article 8
Short Term Rental Impact Fee
Funds Requested Funding Source Committee Recommendation
None N/A Approve (7-0-1)

This article proposes that the Town accept the entirety of Massachusetts General Laws Chapter 64G, Sec-
tions 3A & 3D. In combination with new zoning legislation proposed under Article 36, this would regulate
the types of units that can be used for short term rentals in Lexington and impose a 3% community impact
fee for such rentals. Our report focuses on the financial implications of these proposed legislative changes.

Town Meeting voted to accept M.G.L. c. 64G, §3A at a special town meeting in November 2009. If Town
Meeting accepts both M.G.L. c. 64G, § 3D(a) and § 3D(b), which requires a separate vote for each sub-
section, then a 3% community impact fee will be imposed on short term rentals of any unit in a two-family
or three-family dwelling in Lexington. The zoning bylaw change proposed under Article 36 would further
limit short term rentals to units in owner-occupied dwellings only.

The state-wide room occupancy excise tax rate is 5.7%. Beginning July 1, 2010, per the local adoption of
c. 64G, §3A, Lexington imposed a 6% local option room occupancy tax, which is paid in addition to the
state tax, for a total room occupancy tax of 11.7%. This tax applies to room rentals of 90 days or less in

® The proposed legislation would amend the special act previously obtained by Lexington, Chapter 190 of the Acts of
2008, which allowed Lexington to vary the eligibility provisions of Clause 41A. For a description of the 2008 Act,
see the discussion of Article 6 above. The language in the motion differs somewhat from the language contained in
the Warrant but has the same objective. A similar amendment of Clause 41A that would apply generally to all munic-
ipalities was proposed last year by our State Representative but did not advance out of committee, hence the need for
special legislation.
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hotels, motels, bed and breakfast establishments, and lodging houses. Beginning July 1, 2019, the room
occupancy tax also applies to short term rentals of property for 31 days or less.

The room occupancy tax is collected by the Department of Revenue and the portion attributable to local
option taxes and community impact fees is distributed quarterly to municipalities.

The table below shows the history of the Town’s excise tax revenue since FY2015 along with 3- and 5-year
averages. Revenue in the current fiscal year is estimated at $970,000, an increase of 2.4% from FY2019.

Excise Tax Category Other Room Occupancy] Jet Fuel Meals
FY2015 Actual $1,698,096 $880,026 $346,731| $471,339
FY2016 Actual $1,727,554 $951,942 $278,337| $497,276
FY2017 Actual $1,616,713 $1,056,493 $78,074| $482,146
FY2018 Actual $1,562,971 $902,617 $203,854| $456,499
FY2019 Actual $1,659,673 $947,681 $240,085| $471,907
Average 2017-2019 31,613,119 $968,930 8174,004| $470,184
Average 2015-2019 81,653,001 83947,752 $229,416| 3475,833
FY2020 Estimated $1,648,000 $970,000 $200,000, $478,000

Revenue Impact

The community impact fee of 3% on short term rentals would be in addition to the current local option 6%
tax and the state 5.7% tax, resulting in a 14.7% tax on short term rental units in Lexington. Hotels, motels,
bed and breakfast establishments and lodging houses would not be subject to the community impact fee.

At least 35% of the community impact fees must be dedicated to affordable housing or local infrastructure
projects. By a vote of the Select Board, this 35% portion could be deposited directly into the Affordable
Housing Stabilization Fund, bypassing appropriation by Town Meeting. The remaining 65% would flow to
the General Fund.

The Committee does not have sufficient information to provide a detailed analysis of the revenue impact
that would follow approval of this article. An estimate of revenue from the community impact fee would
be based on the number of short term rental units and on the average annual revenue from such units. At
the moment, we have neither figure.

All operators are legally required to register their properties with the Department of Local Services. Lex-
ington currently has 42 properties registered, of which 36 are for short term rentals. If Article 36 is ap-
proved, some of these units may no longer be allowed to be used for short term rentals. It is also likely that
a significant number of unregistered properties are being used for short term rentals in Lexington. This
makes it difficult to estimate in advance the number of units that will be subject to the community impact
fee.

Since short term rentals have been subject to the room occupancy tax for less than a full year, we have
insufficient data with which to calculate an average annual revenue.

Based on regional estimates of short term rental activity, the Committee assumes that community impact
fee revenue will be under 5% of the current 5-year historical average for room occupancy tax (which is
currently derived mostly from large commercial hotels), and possibly much lower. If that assumption is
correct, the revenue would be under $50,000. New regulations on short term rentals may also generate new
expenses for enforcement, which will offset this new revenue. The net revenue impact may be quite limited,
but we will need to re-evaluate the impact once we have more data.

The Committee recommends approval by a vote of (7-0-1).
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Article 9
Establish and Continue Departmental Revolving Funds

Committee Recommendation

Approve (8-0)

Funding Source
RF

Funds Requested

See below

This article seeks reauthorization of all existing revolving funds, plus the creation of a new revolving fund
for Lab Animal Permits in FY2021, as shown in the table below. Information regarding the nature and
purpose of revolving funds can be found in Appendix C of this report.

The spending limit proposed for each of the funds is based on a reasonable estimate of the fees and charges
likely to be received, as well as of the expenditures likely to be required. A summary of the historical
receipts, expenditures, and balances for each fund during FY2019 and the first half of FY2020 can be found
in Appendix C of the Brown Book.

Authorized Departmental FY2020 | FY2021
Program or Purpose Representative or .
Receipts Request Request
Board

School Bus Transportation School Committee | School Bus Fees $1,150,000| $1,150,000
Building Rental Revolving Fund |Public Facilities Dir. | Building Rental Fees $544,916| $560,000
DPW Burial Containers Sales $50,000 $50,000
Lexington Trees Fund Gifts and Fees $45,000 $45,000
DPW Compost Operations Sales and Permits §773,710| $790,000
Minuteman Household Public Works Dir. Fees from $220.000  $250.000
Hazardous Waste Program Consortium Towns ’ ’
Regional Cache—Hartwell Partlfnpatlpg $20,000 $20,000
Avenue Municipality Fees
Senior Services Programs Human Services Dir. I(’}ri(;{gsram Fees and $75,000 $75,000
Health Programs Health Director Mgdlcare $45,000 $45,000

Reimbursements
Tourism/Liberty Ride Liberty Ride $210,000| $200,000

Economic Receipts
Development Dir.

Visitors Center P Sales, Program Fees | ¢11 5531 5205,000

and Donations

. . . . . . . . Fees Paid by

Residential Engineering Review | Engineering Dir. $57,600 $57,600

Developers
Lab Animal Permits Public Health Dir. I%::SAmmal Permit - $40,000

The change in the Visitors Center budget reflects the expected return to a more typical revenue pattern
following the transition from the Temporary Visitors Center into the newly completed building. Note that
the Visitors Center FY2020 budget included an appropriation from the General Fund that will not be in the
FY2021 budget.
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For FY2021 a new Lab Animal Permits Revolving Fund is proposed with an initial appropriation of $40,000
to fund inspections for a growing number of lab animals in commercial and industrial properties.

The Committee recommends approval by a vote of (8-0).

Article 10

Appropriate the FY2021 Community Preservation Committee
Operating Budget and CPA Projects

Funds Requested Funding Source Committee Recommendation
10(a-c,e-0) Approve (8-0
$5,400,225 CPA ( 1()) ( d‘)"I’P -0)
Funds Requested:
Project Appropriation

a | Archives & Records Management / Records Conservation & Preservation $20,000
b |Restoration of Margaret, Lady Lexington, Painting $9,000
¢ | Battle Green Master Plan—Phase 3 $317,044
d | Conservation Land Acquisition -

¢ | Daisy Wilson Meadow Preservation $22,425
f | Wright Farm Site Access Planning and Design $69,000
g | Athletic Facility Lighting $450,000
h | Park Improvements—Hard Court Resurfacing—Valley Tennis Courts $100,000
i | Park and Playground Improvements—Sutherland Park $95,000
j |Park Improvements—Athletic Fields—Harrington, Bowman, and Franklin Field $370,000
k |Parker Meadow Accessible Trail Construction $551,026
1 | Lexington Housing Authority—Greeley Village Community Center Preservation $130,000
m | LexHAB—116 Vine Street Design Funds $100,000
n | CPA Debt Service $3,016,730
o | Administrative Budget $150,000

TOTAL $5,400,225

10(a) Archives & Records Management/Records Conservation & Preservation

This $20,000 request is for the conservation and preservation of historic municipal documents and records.
The ongoing project will fund the conservation and preservation of older documents and make them avail-
able in the Town’s digital archives. Documents to be conserved under this funding request include Colonial
Tax Warrants, an 1873 Tax Book, Police Department Journals from 1874-1909, and Valuation Books from
1916-1918.

10(b) Restoration of Margaret, Lady Lexington, Painting

This $9,000 request is to hire a conservator to restore the historic painting, Margaret, Lady Lexington,
which is owned by the Town and displayed in the lobby of the Cary Memorial Building. The painting’s
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aesthetic and structural condition is fair to poor, with paint loss, tears, and a weakening canvas and frame.
Restoration would include being transported in a climate-controlled vehicle to the conservator studio, where
appropriate work would be completed. Work would begin in January 2021 and take 4-6 months to complete.

10(c) Battle Green Master Plan - Phase 3

Implementation of the 2010 Battle Green Master Plan was divided into three phases. Phases 1 and 2 were
fully funded in FY2012 and FY2013 and have been completed. Due to CPA funding constraints in FY2020,
the requested appropriation of $570,438 for Phase 3 was reduced to $253,394 (leaving $317,044 unfunded).
Work on Phase 3 using the partial funding approved in FY2020 will begin this spring.

This year’s request for $317,044 will fund the remaining items in Phase 3, which include wear-tolerant
surfaces around the monuments, pathway lighting, and landscaping. Once the Phase 3 work is completed
during the 2021 construction season, the Battle Green Master Plan will be almost fully implemented. The
exceptions are parking and traffic related work, which are anticipated to be funded at the 2023 Annual
Town Meeting.

10(d): Conservation Land Acquisition

This item will be indefinitely postponed.

10(e): Daisy Wilson Meadow Preservation

This request for $22,425 will bring Lexington’s ongoing multiyear Conservation Meadow Preservation
Program to the 5-acre Daisy Wilson Meadow. Hennessey Field and Joyce Miller's Meadow were restored
under this program in 2015-16: Meadows at the Wright Farm were restored in 2018—19. The goals of the
project are to remove trees, shrubs, and vines which have grown over meadow land, restore views of historic
stone walls, remove invasive plants, and provide an annual mowing and maintenance regime to preserve
meadow habitat.

10(f): Wright Farm Site Access Planning and Design

This request for $69,000 is to engage a consultant to create a site access and design plan with cost estimates
for conservation land access, parking, and trail access, taking into account proposed uses for the barn and
property. A second phase of the project will request funds for permitting, bid documents, and construction;
there is no date set for this second phase.

Article 10(g) Athletic Facility Lighting

This request is to complete the Athletic Facility Lighting project at the Gallagher Tennis Courts, Center
basketball courts, and Town Pool Complex. Funding for this project of $975,000 was approved at the 2018
Annual Town Meeting and the scope called for the upgrades to be completed at these locations, as well as
the Center #1 baseball field and Center #2 softball field. Repairs and improvements were completed at
Center #1 and Center #2 in May 2019. However, the upgrades were not completed at other facilities as the
bid for these components came in over-budget.

The total cost for this project is now $1,425,000, almost 46% over the original budget. This committee
would have preferred that the proponents returned to Town Meeting to gain approval for the additional
funding prior to commencement of the project. We strongly recommend that a more robust approval process
be adopted by the Town in order to avoid similar overruns on other current and future projects and reluc-
tantly recommends approval of this article.

Article 10(h) Park Improvements - Hard Court Resurfacing

This ongoing program provides funding for resurfacing, painting and striping the hard court surfaces (bas-
ketball and tennis courts) at Recreation facilities. The FY2021 funding request will resurface, paint and re-
stripe the Valley tennis courts, install a new bike rack and pave the parking area and stone dust path. The
tennis courts were last resurfaced in 2008. These repairs of hard court surfaces will increase their quality
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and safety. Note that the budget appropriation has increased from a similar prior year project due to an
increased estimate from the architect as well as the current construction climate.

Article 10(i) Park and Playground Improvements

This request will update and replace playground equipment and install a bike rack at Sutherland Park. The
proposed improvements will renovate and rehabilitate existing safety surfacing and equipment so that the
site will be in compliance with the standards of the Consumer Product Safety Commission (CPSC), the
American Society for Testing and Materials (ASTM) and the American with Disabilities Act (ADA). Ad-
ditionally, at the recommendation of the ADA Compliance Study that was completed in 2017, the surfacing
tiles at the entrance of the playground will be reset, an accessible route to the dugouts at the baseball field
will be created, and an accessible path will be extended from the existing asphalt path to the water fountain
near the entrance of the park. The equipment at Sutherland Park was last replaced in 2000.

Article 10(j) Park Improvements - Athletic Fields

This ongoing multi-year capital program is to address safety and playability concerns as well as provide
adequate and safe field conditions. This program funds improvements to athletic fields, including renova-
tions to natural turf, drainage, new irrigation systems, and site amenities including benches and backstops.
The FY2021 funds will be used for such improvements to the Harrington Elementary School Field. Based
on recommendations from a 2017 ADA Compliance Study, the gravel driveway from Lowell Street will be
paved to provide more accessible parking and a formal entrance, an accessible route will be created from
the school drive to the team areas, and the team areas will be renovated to provide more appropriate wheel-
chair space. In addition, new in-ground irrigation systems will be installed at the Bowman and Franklin
School fields. If approved, renovations will begin in the Fall of 2020.

Article 10(k) Parker Meadow Accessible Trail Construction

This request will fund construction of a universal accessible passive recreation trail system at Parker
Meadow Conservation Area, a 17-acre parcel located near Lexington Center with access off the Minuteman
Bikeway. This is a collaborative project involving private citizens, land stewards, Conservation Commis-
sion, Recreation Committee, and the Commission on Disability. Design funds were approved at the 2014
Annual Town Meeting and bid ready construction documents are expected in February 2020. If approved,
the project would be ready for construction at the beginning of FY2021.

10(1): LHA Greeley Village Community Center Preservation

This article requests $130,000 to repair and thereby preserve the Community Center building at Greeley
Village, a 100-unit affordable housing development managed by the Lexington Housing Authority. The
project will replace rotting wood on a second floor balcony, rotting wood and rusting metal supports for the
ground floor ramp deck, and deteriorating windows and exterior doors. The total cost for this project is
$205,000; $75,000 of the project will be funded by the Commonwealth of Massachusetts Department of
Housing and Community Development.

10(m): LexHAB- 116 Vine Street Design Funds

This article requests $75,000 for the first phase of a three-phase project to develop six affordable housing
units on a 30,000 square foot lot on Vine Street that was reserved for affordable housing when the 14.2 acre
Leary Farm site was purchased by the Town with CPA funds in 2009. These funds will support selecting a
design team, holding meetings with neighbors and stakeholders, and developing the design scope, budget,
and schedule. The full project cost, including this initial funding, is estimated to be $3.5 million, with $3.425
million to be requested in FY2022 or FY2023.

10(n): CPA Debt Service

Projected debt service on the CPA projects is outlined in the following table. Two different types of debt
instruments are used: bond anticipation notes (BANs), and multi-year municipal bonds. BANs provide
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interest-only borrowing for a term of up to one year. They are issued for individual projects prior to bundling
the debt from several projects to create a single multi-year bond.

Project Total Total FY2021
TM Approval Final Payment | Appropriation | Debt Financing | Debt Service
Wright Farm Purchase

ATM 2012 FY2024 $3,072,000 $2,950,000 $351,050
Community Center Acquisition

STM 3/2013 FY2024 $10,950,000 $7,390,000 $880,100
Cary Memorial Building Upgrades

STM 3/2014 FY2025 $8,677,400 $8,241,350 $786,000
Center Track and Field Renovation

ATM 2018 FY2022 $3,340,000 $2,829,000 $1,951,444
TOTAL $26,039,400 $20,550,350 $3,968,594

The debt service for the Wright Farm purchase will be paid from the Open Space Reserve, $560,000 of the
Community Center Acquisition debt service will be paid from the Historic Resource Reserve, and the re-
maining debt service payments will be paid from the Unallocated Reserve.

The practice of the Town, based on recommendations from the Appropriation Committee and Capital Ex-
penditures Committee, is to limit the size and duration of debt funded by the CPA to the practical minimum,
usually below the maximum that would be allowed by statute. This reduces the potential for long-term
financial commitments that would linger should the residents vote to rescind the CPA surcharge in the
future. That said, this practice should not be allowed to consign too much of the CPA annual revenue for
debt service, which would stifle the ability of the CPC to fund new projects directly with cash.

10(0): Administrative Budget

The Community Preservation Act permits up to 5% of annual CPA funds to be spent on the operating and
administrative costs of the CPC. The CPC may pay for staff salaries, mailings, public notices, overhead,
legal fees, membership dues, and other miscellaneous expenses related to CPA projects. As in past years,
the CPC is requesting an appropriation of $150,000, which is well below the 5% cap. This money will be
used to fund the Committee’s part-time administrative assistant, membership dues to the non-profit Com-
munity Preservation Coalition, administrative expenses, legal and miscellaneous expenses, and land plan-
ning, appraisals, and legal fees for open space proposed to be acquired using CPA funds. Funds appropriated
for administrative expenses but not spent in a given fiscal year revert to the CPA Undesignated Fund Bal-
ance at year’s end.

The Committee recommends approval of 10(a-c,e-0) by a vote of (8-0).
The Committee supports indefinite postponement of 10(d).
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Article 11
Appropriate for Recreation Capital Projects
Funds Requested Funding Source Committee Recommendation
$180,000 Recreation EF Approve (8-0)

Retained Earnings

Recreation Capital Projects

Description Funding Funding Source Brown Book
Request reference
11(a) Pine Meadows Clubhouse $100,000 | Recreation EF RE p. XI-15
11(b) Pine Meadows Equipment $80,000 | Recreation EF RE p. XI-16

This article requests $180,000 from the Recreation Enterprise Fund retained earnings to be used for design
and engineering costs required for renovating the clubhouse at the Pine Meadows Golf Course and the
purchase of new equipment to maintain the course. These capital investments are described in Section XI
of the Brown book, items 17 and 22, respectively. The Recreation Enterprise Fund is funded by user fees.
Information on the available balance for this and other enterprise funds may be found in the discussion of
Article 5.

The design and engineering costs associated with renovation of the clubhouse at Pine Meadows Golf Club
are estimated to be $100,000. The clubhouse was constructed prior to the Town's acquisition of the course
in 1988 and needs a complete renovation. Work is anticipated to include renovating the main concourse
area and the bathrooms, including plumbing and fixtures, replacing the roof, and making the building ADA-
compliant. An additional $80,000 is requested to purchase a new fairway mower and a top dresser machine
to replace existing equipment acquired in 2001 and 2012. Life expectancies are 10 years for a fairway
mower and 15 years for a top dresser. The new equipment will ensure proper maintenance of the turf,
improved pace of play, and superior playing conditions.

The Committee recommends approval by a vote of (8-0).

Article 12
Appropriate for Municipal Capital Projects and Equipment
Funds Requested Funding Source Committee Recommendation
$6,758,526 See below Approve (8-0)

The aggregate amounts for each funding source are summarized in the following table.

Request Funding Source Section

$2,634,022 | Tax Levy (h)

$1,963,000 | GF debt (e), (9, (g)

$1,740,000 | Free Cash (a), (b), (c), (d), (1), (), (k), (1), (m)
$275,000 | Compost Revolving Fund debt )
$130,000 | Water EF Retained Earnings (c), ()
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Request Funding Source Section
$16,504 | Trans. Network Co. Special Revolving Fund )]

The requested appropriations are listed below together with funding breakdown and the Committee’s rec-
ommendations. For a discussion of the items in this request, please see the Brown Book (relevant pages are
listed). The Capital Expenditures Committee Report to the 2020 Annual Town Meeting contains further

discussion of these capital requests.

Communications

_ . Brown Committee
Description Amount Funding Source Book p. | Recommendation

12(a) Ambulance Replacement $325,000 Free Cash XI-15 Approve (8-0)
12(b) Athletic Fields Feasibility $100,000 Free Cash X116 Approve (8-0)

Study

$75,000 Free Cash
12(c) Hydrant Replacement Program $75.000| Water EF RE XI-18 Approve (8-0)
$150,000

12(d) Storm Drainage Improvements

and NPDES compliance $385,000 Free Cash XI-18 Approve (8-0)
12(e) Sidewalk Improvements $800,000 GF debt XI-6 Approve (8-0)

$1,038,000 GF debt
: $55,000| Water EF RE XI-6
12(f) Equipment Replacement §275.000| Compost RF debt Approve (8-0)
$1,368,000

12(g) Townwide Signalization $125,000 GF debt XI-18 | Approve (8-0)

Improvements
12(h) Street Improvements $2,634,022 Tax Levy XI-17 Approve (8-0)
12(i) New Sidewalk Installations $280,000 Free Cash XI-17 Approve (8-0)

. . Trans. Network

12(j) Transportation Safety Group $16,504 Co. Special RF XI-15 Approve (8-0)
12(k) Municipal Technology $100,000|  Free Cash XI-18 | Approve (8-0)

Improvement Program
12(1) Application Implementation $325,000 Free Cash XI-19 Approve (8-0)
12(m) Phone Systems & Unified $150,000|  Free Cash XI-19 | Approve (8-0)

Street Improvements in item 12(h) will also use $1,072,681 from Chapter 90 state aid which is not subject

to appropriation by Town Meeting.

The Committee recommends approval by a vote of (8-0).
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Article 13
Appropriate for Water System Improvements
Funds Requested Funding Source Committee Recommendation
$2,000,000 Water EF Debt Approve (8-0)
$200.,000 Water EF Rates pprov

$2,200,000

This article addresses proposed capital expenditures to be made during FY2021 as part of a continuing
program to upgrade and maintain the assets of the Water Enterprise Fund. For general background on the
enterprise funds and the relationship between the budget process and the water rate setting process, please
see Appendix B and the discussion under Article 5.

Work to Be Done and Funding

A total of $2,200,000 is requested this year to replace unlined or inadequate water mains and deteriorated
service connections and to eliminate dead ends in water mains. The details of the projects can be found in
the Brown Book, p. XI-8. Capital appropriations for similar purposes have been made in most years over
the last decade (except for FY2006 and FY2012, when engineering studies were not ready). The goal is to
assure dependable service with high water quality, pressure, and volume for domestic needs, commercial
needs, and fire protection, as well as to minimize water main breaks.

Traditionally, the amount requested under this article each year was $1,000,000. Beginning last year, that
amount was increased to $2,200,000, and this higher level of capital investment is expected to continue
indefinitely. The justification for the substantial increase is an asset management study recently completed
by a consultant, the Wright-Pierce environmental engineering firm, which recommended an ongoing annual
expenditure of this magnitude to keep Lexington’s water system safe and reliable. The asset management
plan identifies areas of vulnerability, aging pipe, and areas with low volumes and pressures; and it recom-
mends the replacement of 1% of the Town’s water mains on an annual basis (based on an estimated system
useful life of 100 years).

In a break from recent practice, it is proposed that this year’s maintenance and upgrade work be funded not
exclusively with debt, but with a combination of debt ($2,000,000) and cash capital raised in the rates
($200,000). The goal is gradually to completely transition funding of the maintenance program to a cash
capital basis. To mitigate pressure on water rates in the short term, the changeover would be phased in over
eleven years. See discussion of Article 5 above and Brown Book, p. XI-8.

Rate Implications

This Committee supports the principle of routine capital investment to assure the continued safety, sound-
ness and longevity of the Town’s water and wastewater infrastructure. It has also advocated for funding the
cost of these long-term maintenance operations—essentially the annual operating expense of the enterprise
funds—with cash capital raised directly in the rates charged to users. The current practice of revolving debt
financing incurs significant interest expense, which is ultimately passed on to ratepayers. See, e.g., AC
Report to 2019 Annual Town Meeting, p. 37: “A sustainable funding strategy would rely on cash capital,
funded directly by rate revenue, for the most predictable components of the program.”

However, Town Meeting should be aware that the combination of the recent substantial increase in the
planned annual expenditure and the changeover in funding to cash capital will have a noticeable impact on
water and wastewater rates, both this year and for a number of years going forward. Going forward, the
impact on rates should be offset increasingly by lower debt costs and a reduced risk of unscheduled repairs
of aging pipes.
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Before FY2006, as this Committee has noted in previous reports, capital expenditures for water distribution
and related improvements were funded by a combination of enterprise fund cash capital, which was raised
in the rates, and borrowing. Subsequently, there was a transition to funding these ongoing improvements
exclusively with debt. While that change mitigated rate increases early on, it effectively pushed much of
the burden of the program off to future ratepayers, steadily increasing the annual debt service costs of the
Water Enterprise Fund, both in dollar and percentage terms.

The proposal now to transition from exclusive debt funding back to cash capital will, conversely, increase
the burden on current ratepayers, at least in the short run. This is because, until that transition has been
completed, the rates will have to support not only continuing and increasing debt service for past expendi-
tures, but also the cash capital portion of current expenditures. Because the level of annual expenditures for
the capital maintenance program recently doubled, the debt service component of the rates will continue to
grow, gradually tapering off over the next eleven years as borrowing for that program is reduced. See Brown
Book, p. XI-8 (table of projected debt service for the water enterprise fund).

The table in the Brown Book on p. V-27 projects an 8.17% increase in rates for FY2021. We estimate that
approximately 2% of this increase is attributable to the new $200,000 in FY2021 cash capital financing.

For the next fiscal year, FY2022, water enterprise debt service is projected to increase by approximately
$600,000 (some of which is attributable to other projects).” See Brown Book, p. XI-8. This debt service
increase, if all authorized debt is issued, would add about 5% to any FY2022 budget increase. The appro-
priation of an additional $200,000 in cash capital in FY2022, as planned, would add another 1.5% or so for
a total increment to the rate increase otherwise required of approximately 6.5%.

Thereafter, the impact on the rates of the increased annual maintenance expenditures and the transition to
cash capital should diminish. Since the portion of the maintenance program funded by borrowing will stead-
ily be reduced over the next eleven years, debt service increases for that program should begin to level off
and eventually drop. The transition to cash capital, until it is completed, would continue to add each year
an increment of $200,000 to the budget, but the percentage impact of that increase on the rates would
gradually decline as the total budget grows (unless the annual expenditure level and cash capital component
is increased, see Brown Book, p. XI-21). Once the transition has been completed, the continuous funding
requirements of the water system maintenance program should be stable, with no impact on rate increases.

Committee Recommendation

Cognizant of these rate pressures, the Committee recommends approval of both the appropriation amount
and the funding method requested in this article. Although the recent doubling of the level of annual mainte-
nance and upgrade expenditures was unanticipated, the need for it is well-documented. The changeover to
cash capital funding is desirable as it will more transparently and directly reflect the true current cost of
system upgrades and maintenance when rates are set, as well as saving interest costs. Finally, the plan to
phase the changeover in over an eleven-year period is a reasonable way to avoid the “sticker shock™ of the
changeover which, if done all at once, would add a one-time increment to the rates of about 20%.

The Committee recommends approval by a vote of (8-0).

7 In particular, a significant part of the FY2022 projected debt service increase presumably results from the appropri-
ation at last year’s annual town meeting of $2,740,000 in debt for the water enterprise fund’s share of the $5,940,000
automated meter reading project. See FY2020 Brown Book, p. XI-13.
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Article 14
Appropriate for Wastewater System Improvements
Funds Requested Funding Source Committee Recommendation
$1,301,200 Wastewater EF Debt
$100,000 Wastewater EF Rates Approve (8-0)

$1,401,200

This article addresses proposed capital expenditures to be made during FY2021 as part of a continuing
program to upgrade and keep current the assets of the Wastewater Enterprise Fund, including both sewer
mains and pumping stations. For general background on the enterprise funds, and the relationship between
the budget process and the water rate-setting process, please see Appendix B and the discussion under
Article 5.

Work to Be Done and Funding

A total of $1,401,420 is requested this year. $1,000,000 is requested as part of an ongoing, multi-year plan,
to investigate the condition of and rehabilitate sanitary sewer infrastructure in order to improve the system’s
operation, reduce backups and potential overflows, prevent malfunctions, and reduce infiltration, thereby
lowering measured flows through the MWRA meter. Another $401,420 is requested as part of an ongoing
program to upgrade Lexington’s ten sewer pumping stations. The details of both programs, including the
expected work sites can be found in the Brown Book, p. XI-9. Capital appropriations for similar purposes
have been made in most years (except for FY2006, when engineering studies were not ready, and FY2011,
when only pump station upgrades were performed).

In a break from recent practice, as in the case of the Water Enterprise Fund, it is proposed that this year’s
maintenance and upgrade work be funded not exclusively with debt, but with a combination of debt
($900,000) and cash capital raised in the rates ($100,000). Given that this work is expected to continue at
essentially the same level indefinitely, the goal is gradually to transition the funding of this program to a
cash capital basis, thereby avoiding interest costs. To mitigate pressure on wastewater rates in the short
term, the changeover would be phased in over ten years. See Brown Book, p. XI-9. The pump station up-
grade program, whose projects occur more sporadically (see 5-year capital plan, Brown Book, p. XI-21),
would continue to be funded with debt.

Rate implications

The history of funding practices for the wastewater fund is similar to that for the water fund. See discussion
of Article 13 above. Prior to FY2006, capital expenditures for wastewater distribution system improvements
were funded primarily by enterprise fund cash capital, which was raised in the rates. Subsequently, there
was a transition to funding these ongoing improvements primarily with debt. While that change mitigated
the need for rate increases early on, it effectively pushed much of the burden of the program off to future
ratepayers, steadily increasing the annual debt-service costs of the wastewater fund, both in dollar and per-
centage terms.

The proposal now to transition from exclusive debt funding back to cash capital will, conversely, increase
the burden on current ratepayers somewhat, at least in the short run. This is because, until that transition
has been completed, the rates will have to support not only continuing debt service for past expenditures,
but also the cash capital portion of current expenditures. However, because the level of annual expenditures
for wastewater system maintenance is relatively small — less than half that for water system maintenance —
and has been level-funded over many years, there should be little or no rate impact from growing debt
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service for this program, and the phase-in of cash capital at only $100,000 per year would have a less
dramatic impact on rates.®

Committee Recommendation

The Committee recommends approval of both the appropriation amount and funding method requested in
this article. It supports the principle of making, on a regular basis, the capital investment necessary to assure
the continued safety, soundness and longevity of the Town’s water and wastewater distribution infrastruc-
ture. The changeover to cash capital funding is desirable as it will more transparently and directly reflect
the true current cost of system maintenance and preservation when rates are set, as well as saving interest
costs. Finally, the plan to phase the changeover in over a ten-year period is a reasonable way to avoid the
“sticker shock” of the changeover which, if done all at once would add a one-time increment to the rates of
about 10%.

The Committee recommends approval by a vote of (8-0).

Article 15
Appropriate for School Capital Projects and Equipment
Funds Requested Funding Source Committee Recommendation
$1,299,246 Free Cash Approve (8-0)

The requested funds will be used to purchase equipment to aid Lexington Public Schools staff in teaching
and administration, to provide devices to be assigned to students to allow for innovative learning methods
that integrate supportive technologies, problem-based approaches and higher order thinking skills, and to
maintain and upgrade LPS information technology infrastructure.

We note that the funding strategy for annual school technology requests is transitioning from debt to cash
capital, which is reasonable given the relatively limited lifetimes of the hardware. For a more detailed list
and description of the items in this request, please see the Capital Expenditures Committee Report to the
2020 Annual Town Meeting and the Brown Book page XI-13.

The Committee recommends approval by a vote of (8-0).

Article 16
Appropriate for Public Facilities Capital Projects
Funds Requested Funding Source Committee Recommendation
$1,736,285 Free Cash
$5,300,152 GF Debt Approve (8-0)
$208.962 Tax Levy
$7,245,399

This article requests the appropriation of funds for the facilities projects summarized below. For further
discussion of items, please see the report of the Capital Expenditures Committee and the Brown Book (page

8 However, increasing debt service from other previously approved capital projects — in particular that resulting from
the appropriation at least year’s annual town meeting of $2,470,000 in debt for the wastewater fund’s share of the
$5,940,000 automatic meter reading project — could have a material impact on this and future years’ wastewater rates.
See Brown Book, p. XI-9, Table III.
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numbers provided for reference). This Committee concurs with the rationale advanced by the Capital Ex-
penditures Committee in its report for approving the appropriations listed below.

Funds Funding Brown Committee

Project Description Requested | Source Book Recommendation

16(a) Police Outdoor/Indoor Firing Range — $125.000 | Free Cash | XI-13 Approve (8-0)

Hartwell Avenue
16(b) Center Recreation Complex
Bathrooms & Maintenance Building $100,000 | Free Cash | XI-14 Approve (8-0)
Renovation
16(c) Public Facilities Master Plan $100,000 | Free Cash | XI-13 Approve (8-0)
16(d) LHS Science Classroom Space Mining | $150,000 | Free Cash | XI-14 Approve (8-0)
16(e) Townwide Roofing Program $2,010,152 | GF Debt XI-5 Approve (8-0)
16(f) School Building Envelopes and

Systems $239,285 | Free Cash | XI-14 Approve (8-0)

16(g) Municipal Building Envelopes and $208,962 | Tax Levy XI-14 Approve (8-0)

Systems

16(h) Facility and Site Improvements
Building Floor Program $125,000 | Free Cash | XI-14 Approve (8-0)
School Paving & Sidewalks Program $125,000 | Free Cash | XI-14

16(i) Public Facilities Bid Documents $100,000 | Free Cash | XI-14 Approve (8-0)

16(j) Public Facilities Mechanical/Electrical $672.000 | Free Cash | XI-11 Approve (8-0)
System Replacement

16(k) WestV1eW.Cemetery Building $3.200,000| GF Debt X17 Approve (8-0)
Construction

Article 16(k)

The funding source for this article is General Fund Debt, however the Town intends to fund the debt service
primarily with fees from the sale of cemetery lots. Staff projections indicate that some additional funding
beyond the fee revenue will be necessary, which will be appropriated from the General Fund.

One member of this committee has expressed concern that the nationally declining trend of traditional bur-
ials in favor of cremation could lead to decreased fee revenues before the debt is fully paid off. This would
require General Fund appropriations larger than the original projections to cover the debt service in later
years.

The Committee recommends approval by a vote of (8-0).

Article 17
Appropriate to Post-Employment Insurance Liability Fund
Funds Requested Funding Source Committee Recommendation
$750,000 Tax Levy Approve (8-0)

Update 1: The size of the appropriation was reduced from $1,935,486 to $750,000. The funding from Free
Cash and the enterprise funds was removed from this request and will remain unallocated to provide addi-
tional budget flexibility at a later special town meeting. The Committee agrees with the Town Manager that
this is a prudent change to the original budget. The Committee’s recommendation has not changed.
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The PEIL Fund holds funds that will be used in the future to pay for health care benefits for retirees. These
benefits make up most of the “other post-employment benefits” (OPEB) that the Town provides as part of
the total compensation for its employees. For a detailed discussion of OPEB, the present status of the PEIL
Fund, and related issues, please see Appendix F.

The Town of Lexington’s future OPEB liabilities are not fully funded. The unfunded liability is the sum of
the actuarially determined obligations incurred during current and prior fiscal years that have not been
funded (via contributions to the PEIL Fund). Every year, the unfunded liability grows by the present value
of future benefits earned during the current year’, less the value of benefits provided to retirees during the
current year through the operating budget, and less any contribution to the PEIL Fund for future liabilities.

If a discount rate of 7.5% is assumed, the requested amount is consistent with the policy previously articu-
lated by the Selectmen for the annual appropriation into the PEIL Fund of 35—-100% of the normal cost (see
Appendix F), which for FY2021 is projected at $4.8 million.

If approved, this appropriation would increase the balance in the PEIL Fund from the current balance of
$19,115,349 as of December 31, 2019, to approximately $19,865,349.

The funding for the request is based on the use of $750,000 from the remaining balance of the Health
Insurance Claims Trust Fund'® to help cover the Town’s annual health insurance costs''. This use frees up
a matching amount in the General Fund for this request or other potential uses.

The original proposed budget requested an additional $1,129,721 from Free Cash, $186,232 of which re-
flected the amount the Town received in Medicare Part D reimbursements in FY2019 from the federal
government. The Town does not anticipate receiving any further Medicare Part D reimbursements since all
of the Town’s retirees are now on Medicare plans through the Group Insurance Commission (GIC). In
addition, the original request included contributions from the Water Enterprise Fund and Wastewater En-
terprise Fund to fund the liabilities for benefits of the employees of the respective departments.

The Committee recommends approval by a vote of (8-0).

Article 18
Rescind Prior Borrowing Authorizations
Funds Requested Funding Source Committee Recommendation
None N/A 1P

State law requires that Town Meeting vote to rescind the unissued portions of borrowing authorizations
(appropriations funded by debt) that are no longer required for the purpose stated in the authorization. Re-
scinding these authorizations is the final bookkeeping task for all debt-based appropriations.

As of press time, staff has presented no prior borrowing authorizations requiring rescission to the Commit-
tee. If rescissions are requested at Town Meeting, the Committee will revise its recommendation.

The Committee supports indefinite postponement of this article.

° The present value of the expected post-retirement benefit obligations attributable to employee service during the
fiscal year is referred to as the “normal cost” or “service cost”.

10 The Health Insurance Claims Trust Fund is a reserve fund the Town was required to maintain when it self-insured
for health benefits. When the Town joined the fully insured Group Insurance Commission (GIC), it was agreed that
the fund would gradually be spent down for employee health benefit costs.

! The Health Insurance Claims Trust Fund had a remaining balance of $3,147,322 on December 31, 2018.
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Article 19
Establish, Dissolve and Appropriate To and From Specified
Stabilization Funds

Funds Requested Funding Source Committee Recommendation

19(a,b) Approve (8-0)

See below See below 19(c) Approve (6-2)

Update 1: Article 19(a) to appropriate $1,773,062 into the Capital Stabilization Fund ($164,987 from the
Tax Levy and $1,608,075 from the General Fund) was deleted, and subsequent items were renumbered.
These funds will remain unallocated to provide additional budget flexibility at a later special town meeting.
The Committee agrees with the Town Manager that this is a prudent change to the original budget. The
Committee’s recommendation on the remaining items has not changed.

State law authorizes towns to create and maintain stabilization funds for both general (the Stabilization
Fund) and specified purposes (e.g., the Capital Stabilization Fund). Funds created for specified purposes
may only be used to fund those purposes. The Town currently has eight such funds. Appendix E summarizes
the laws governing specified stabilization funds and provides a brief history and description of each of the
Town’s funds, along with the most recent fund balances available.

Town Meeting may create a specified stabilization fund, alter a fund’s specified purpose, approve appro-
priations into a fund, or appropriate money from a fund. Appropriations into specified stabilization funds
do not authorize expenditures, but rather are transfers of funds into accounts for specified future uses. Ad-
ditions or withdrawals not addressed by other specific warrant articles are appropriated in this general arti-
cle.

As of this update to the report, the motion contains three items:

(a) That $3,500,000 be withdrawn from the Capital Stabilization Fund to mitigate debt service for
projects exempt from Proposition 2%.

(b) That $111,922, the first payment received from Brookhaven under an MOU, be appropriated into
the Affordable Housing Capital Stabilization Fund. Note that the Fund currently has a zero balance.

(c) That $111,000 be appropriated from the Affordable Housing Capital Stabilization Fund for reno-
vations and capital improvements at properties managed by the Lexington Housing Assistance
Board, Inc. (LexHAB).

The proposed $3.5 million withdrawal is to address higher exempt debt service cost associated with the
New Hastings Elementary School, construction of the Lexington Children’s Place School, and the new Fire
Headquarters.

Item 19(b) will appropriate funds received under an MOU from Brookhaven at Lexington into the Afford-
able Housing Capital Stabilization Fund, which has a zero balance. When Brookhaven at Lexington secured
approval in 2017 for an addition to its facility, it signed an agreement with the Town under which it would
make payments over 15 years to the Town to be used by LexHAB for “affordable housing purposes,” with
the payments to start when a unit in the new addition first received a Certificate of Occupancy.

In the future, we expect these payments from Brookhaven at Lexington will be transferred into the Afford-
able Housing Capital Stabilization Fund without appropriation.

The Committee unanimously supports items 19(a) and 19(b).

Item 19(c) would appropriate $111,000 of the money deposited under item 19(b) to fund renovations and
capital improvements in affordable units managed by LexHAB. This request is supported by a majority of
the Committee, who believe that renovation of existing units is a legitimate use of the funds. Town Counsel
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has also opined that the proposed uses are permissible under both the MOU and the specified stabilization
fund’s statement of purpose. The Select Board originally suggested, and unanimously supports, this use of
funds.

Members in opposition believe that the spirit of the agreement with Brookhaven, under which payments
were determined using the estimated cost of creating 5.5 affordable units, requires that these funds be de-
voted to constructing new units, rather than renovations or improvements on existing units.

The table below summarizes the requested appropriations along with recent fund balances. The third col-
umn shows requested additions or withdrawals (parenthesized). The last three rows of the table list, for
information purposes, withdrawals from three other stabilization funds requested under Article 4 and Arti-
cle 20.

e . Fund . .
Stal;lllzl?ltlon Balance (ng(ig:;lvtval) Source/Destination Rec((j)?nnrlnnel:lt(tliliion
" 3/12/2020
Capital $25,158,929| ($3,500,000) | Exempt debt payments (Article 4) | Approve (8-0)
Affordable $0 $111,922 | Payment from Brookhaven MOU | Approve (8-0)
Housing Capital ($111,000) | LexHAB affordable housing Approve (6-2)
Debt Service $437,058|  ($124,057) Offset debt payments for 2003 See Article 20
school projects
Visitors .Center $215,549 ($200,000) Debt service for new Visitors See Article 4
Capital Center
Transportation Lexpress and contribution to REV
Demand /Public $376,127 ($141,000) shuttle See Article 4
Transportation

Any additional payments received prior to the vote on this article will be deposited into special revenue
accounts. If necessary, the motion will be updated to include additional transfers into the specified stabili-
zation funds.

The Committee recommends approval of 19 (a) and (b) by a vote of (8-0).
The Committee recommends approval of 19 (c¢) by a vote of (6-2).

Article 20
Appropriate From Debt Service Stabilization Fund
Funds Requested Funding Source Committee Recommendation
$124,057 DSSF Approve (8-0)

In August 2006, the Town received a lump-sum reimbursement of approximately $14 million from the
Massachusetts School Building Authority (MSBA) to cover its remaining obligation for construction pro-
jects previously completed at Clarke and Diamond Middle Schools and Lexington High School. The Mas-
sachusetts Department of Revenue (DOR) required the Town to set aside the excess funds from this up-
front reimbursement for these school construction projects, and to apportion those funds over the life of the
bonds related to the projects to help fund the debt service.

The 2009 Annual Town Meeting voted to establish a specified stabilization fund under G.L. c. 40 Section
5B called the Debt Service Stabilization Fund (DSSF). The $1,739,894 remaining from the FY2007 set-
aside was then appropriated into the DSSF. This fund allows the Town to invest the set-aside funds beyond
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the one-year arbitrage limit that would otherwise apply. The current balance in the DSSF is $548,390. The
bonds for the subject school construction projects mature in 2023, which will also be the final year for the
required annual appropriations from the DSSF.

The Committee recommends approval by a vote of (8-0).

Article 21
Appropriate for Prior Years’ Unpaid Bills
Funds Requested Funding Source Committee Recommendation
None N/A 1P

As of publication, no action is anticipated under this article.

The Committee supports indefinite postponement for this article.

Article 22
Amend FY2020 Operating, Enterprise, and CPA Budgets
Funds Requested Funding Source Committee Recommendation
$658,950 State CPA matching funds Approve (8-0)

As of press time there is one change proposed for the FY2020 CPA budget. It is possible that additional
changes will be requested in the motion presented to Town Meeting, at which time the Committee will
update its recommendation if needed.

When the 2019 Annual Town meeting passed CPA Article 14, the state match was estimated at $561,000.
A year-end surplus in the state budget allowed for legislation to increase the amount of money distributed
to municipalities under the CPA. As a result, Lexington’s state match increased by $658,950, more than
doubling the original estimate. Typically, the state would have disbursed our CPA matching funds in Oc-
tober of last year and the Town would have revised the FY2020 CPA budget during the fall Special Town
Meeting, but delays in settling the state budget pushed off distribution of this money until January 2020.

The original FY2020 budget projected $5,686,000 in annual revenue from the CPA surcharge and state
matching funds. The additional state matching funds raised the FY2020 CPA revenue to $6,344,950. Fol-
lowing CPA requirements, the Town appropriates 10% of the annual CPA revenue into each of the funds
designated for Open Space Reserve, Historic Resources, and Community Housing, with the remaining 70%
appropriated into the Unbudgeted Reserve.

To reflect the updated revenue, the appropriations into each of the reserves will be amended such that 10%
of the final total revenue ($634,495) is appropriated into each of the three dedicated funds, and the remain-
ing 70% ($4,441,465) is appropriated into the Unbudgeted Reserve.

The Committee recommends approval by a vote of (8-0).
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Article 23
Appropriate for Authorized Capital Improvements
Funds Requested Funding Source Committee Recommendation
None N/A 1P

As of publication, no action is anticipated under this article.

The Committee supports indefinite postponement for this article.

Article 24
Reduce Legal Expenses (Citizen Petition)
Funds Requested Funding Source Committee Recommendation
See below See below Disapprove (2-6)

This citizen’s petition is premised on the proposition that the Town could achieve cost savings by hiring
in-house counsel to perform much of the Town’s legal work in lieu of relying exclusively on outside coun-
sel. It seeks to achieve this result by making certain adjustments to the operating budget that is the subject
of Article 4.

Specifically, the article asks Town Meeting to reduce the expense line item in the municipal budget for
legal services (which funds outside counsel) by $300,000, and to increase the line item which supports the
Town Manager’s staff (which could be used to hire in-house counsel) by $100,000, for a net budget reduc-
tion of $200,000. The underlying assumptions are that $100,000 would be sufficient to hire an in-house
lawyer and that outside legal costs would thereby be reduced by 73%, from the budgeted $410,000 to
$110,000. The article does not specify what should be done with the resulting surplus from these proposed
budget adjustments.'? It also does not seek any adjustments to the budget of the school department.

Some other municipalities, primarily larger cities and towns such as Boston, Cambridge, Brookline and
Newton, employ one or more in-house counsel, and there are some advantages to this arrangement. Given
the current economics of the legal profession, in particular the large number of unemployed or under-em-
ployed lawyers, it is fair to say that the hourly cost of an in-house lawyer, after accounting for wages and
benefits, is substantially less than the hourly cost of outside counsel.' It is also likely that a dedicated in-
house lawyer would have greater familiarity with Town personnel and practices and be more accessible to
Town staff on a day-to-day basis.

There are also some disadvantages. Because in-house counsel deal with the affairs of only a single munic-
ipality, rather than a variety of municipalities, they are not likely to have the same breadth of experience as
outside counsel. Law firms concentrating in municipal law, having specialists with particular skills and
experience in certain areas such as real estate transactions, environmental concerns, or courtroom litigation,
can add substantial value to the services provided. It is not clear whether a community the size of Lexington

12 Among other things, the net $200,000 reduction in the “legal” budget could be used: to increase other line items in
the operating budget; to increase the appropriation to the Capital Stabilization Fund currently proposed under Article
19; or to lower the tax rate. Alternatively, it could simply remain unallocated and, if not appropriated at a special town
meeting in the fall, flow to Free Cash at the end of the fiscal year.

13 The proponent has brought to this Committee’s attention on numerous occasions classified advertisements placed
in the Massachusetts Lawyers Weekly by municipalities seeking to hire in-house counsel at a very modest salary level,
and these positions presumably do not go unfilled.
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would have enough “routine” legal work to occupy an in-house lawyer full-time. And if the work of a
particular outside law firm, or a lawyer within a firm, should be found wanting, it would be far easier and
less disruptive to replace that firm or lawyer than it would be to discharge a Town employee and find a
suitable replacement. The choice between the two approaches is, at best, a judgment call.

The Town’s governing statute, the Selectmen-Town Manager Act, confers the responsibility for engaging
counsel not on Town Meeting but on the Select Board and the Town Manager. Section 2(b) of that Act
provides that “[the Select Board] shall appoint... a town counsel.” Section 9(h) provides that “[t]he town
manager shall... have the authority... to employ special counsel with the approval of the [Select Board] to
assist the town counsel whenever in his judgment it may be necessary.”

Given this statutory mandate, a majority of this Committee believes it is the prerogative of the Select Board
and the Town Manager, acting as the “executive branch” responsible for managing the day-to-day affairs
of the Town, to determine how best to meet the Town’s needs for legal representation.'* While it might be
reasonable for Town Meeting to adopt a non-binding a resolution urging a different approach, the majority
believes it is neither appropriate, nor in the best interests of the Town, as long as the Select Board’s judg-
ment is reasonable, for Town Meeting to try to force a change in this hiring policy through changes in the
budget.

A minority supports this request on the grounds that (1) a substantial portion of the town’s legal services
are of a routine nature (i.e. not specialized as in bond or labor counsel), (2) the amount spent on routine
legal services is substantial enough that use of in-house counsel would yield a savings, (3) a significant
pool of qualified candidates exists from which to hire in-house counsel, (4) free external resources exist to
support in-house counsel in their dealings with routine legal services, and (5) outside counsel could still be
maintained for litigation or complex legal problems.

The Committee recommends disapproval by a vote of (2-6).

Article 25
Purchase of Land/Eminent Domain
Funds Requested Funding Source Committee Recommendation
$177,000 Parking Meter Fund Approve (8-0)

This article seeks $177,000 to purchase from the Lexington Historical Society (LHS) a portion of land
adjacent to their headquarters and in the Center Business District. The town has had 16 2-hour parking
meters on this land for decades, and now as part of the Grain Mill Alley improvement project wants to
install an alternative transportation node on a small portion of the property.

This small triangular parcel is 3,791 sq. ft., and is bounded by the Minuteman Commuter Bikeway, Edison
Way, the entrance to the Depot Square Attended Parking Lot, and the Grain Mill Alley path across the
Bikeway.

4 In fulfillment of that responsibility, the Select Board has periodically convened special committees to examine the
issue and make recommendations. Those committees, while recognizing that there may be reasonable alternatives,
have consistently recommended continuation of the current arrangements.
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Source: https://lexingtonma.mapgeo.io/

In 1959 the B&M Railroad discontinued use of the Lexington Depot building and sold it and its land, along
with this parcel to Depositors Trust Company. In 1999 Depositors closed this branch and sold their holdings
to the LHS.

The Town enjoyed public use and access of this property while the Trust Co. occupied the building. With
permission of the landowner, the Town installed parking meters during Central Business District Improve-
ments in the mid 1960’s. The town has maintained the parking spaces and adjacent landscaping, cleared the
snow, and collected meter revenue. The LHS continued to allow public access and for this use to continue.

At the 2015 Annual Town Meeting, Article 8(o) appropriated CPA funds to design improvements to either
end of Grain Mill Alley. At the 2016 Annual Town Meeting, Article 8(o) appropriated CPA funds to im-
plement the design, including building an alternative transportation node adjacent to the Bikeway, on both
town land and also a small portion of this land owned by the LHS. This node would include bike racks, a
bike repair station, and seating. The Town’s efforts to gain permission from the LHS to build the node on
their property culminated in negotiations for sale of the entire parcel to the Town. The selling price was
reached by averaging two independent appraisals done by LHS and the Town.

The Committee recommends approval by a vote of (8-0).

Article 34
Authorize Special Legislation—Development Surcharge for
Community Housing (Citizen Petition)

Funds Requested Funding Source Committee Recommendation

None N/A Pending

This article proposes special legislation that attempts to mitigate the loss of moderate-income housing in
Lexington by establishing a targeted and measured surcharge on specific residential development activities.
This surcharge would fund the creation of community housing to address identified housing gaps, such as
the need for housing attainable by Lexington municipal and school employees.
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The residential housing market in Lexington has been strong for the past ten years due to the abundance of
high-paying jobs in greater Boston area, proximity to cultural and historical attractions, high-performing
Lexington public schools, and a high level of municipal services. With a declining number of buildable lots
and an increasing rate of teardowns for existing old homes, residential houses for sale have tended to be-
come bigger and more expensive, putting them out of reach for most low- and moderate-income buyers in
the area.

To mitigate the loss of moderate-incoming housing resulting from the high demand for buildable parcels of
land, this article would establish a residential linkage fee, “the community housing surcharge,” to be added
to building permit fees for all new single- and two-family residential construction where an existing single-
or two-family dwelling had been demolished.

The Select Board would determine the amount of the community housing surcharge. That charge would
vary depending on the certified total gross floor area of the structure or structure permitted by a building
permit, and/or the specific type of real estate transaction. The Select Board would evaluate and adjust the
rate of the community housing surcharge for inflation annually. The Select Board would be authorized to
adopt additional requirements, exemptions, and regulations to implement or enforce the community housing
surcharge.

The Committee notes that the article does not specify a limit on the magnitude of the surcharge, but this
could be amended by the Select Board.

The building commissioner of the Town of Lexington would not issue a certificate of occupancy for a
building until the applicable community housing surcharge required was paid in full. Alternatively, an ap-
plicant intending to reside in the home could opt to have the amount of the surcharge added to the real estate
taxes on the property, in which case it would not be due and payable until a sale of the home to a third party.
If such an election were made, 20% of the surcharge would be abated each year for five years until fully
abated. The goal would be to limit the application of the charge to those building on spec.

The article contemplates that all received surcharges would be deposited into the Affordable Housing Cap-
ital Stabilization Fund (AHCS) for future use. A two-thirds vote of Town Meeting would be required to
dedicate such a revenue stream, once established, to the ACHS on an ongoing basis; and a two-thirds vote
would be required to remove funds from the ACHS for a particular use or otherwise change the fund.

This article requests authorization for the Select Board to petition the Massachusetts General Court to enact
special legislation enabling the surcharge described above. The Select Board would be authorized to ap-
prove amendments to the requested legislation, before its enactment by the General Court, as long as such
amendments were within the scope of the general objectives of the motion.

The Committee has not taken a position on this article as of press time.
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Appendix A: 5-Year Budget Projections

For the past two decades, the Appropriation Committee has prepared budget projections that were presented
in appendices to the Committee’s annual ATM reports. At the time those projections started, Town staff
did not publish any comparable projections. More recently, however, the Town’s Finance Department has
begun to prepare its own forecasts for use in the Budget Summit process in preparation for the next fiscal
year’s proposed budget. Projections for FY2021were presented at the first budget summit held on October
30, 2019. Subsequently, the department made modest revisions to reflect the proposed budget for FY2021
presented in the Brown Book.

Rather than prepare separate projections for Town Meeting, this year we summarize the Finance Depart-
ment’s projections and discuss their implications in planning for future Town budgets.

Budget figures in the tables in this appendix are given in thousands of dollars.

Summary of Projections

Table A-1 summarizes total revenues and expenses, showing actual results for FY2018-19, revised budg-
eted figures for FY2020 (still underway), the proposed budget for FY2021 presented in the Brown Book,
and projected figures for FY2022-FY2025. The bottom line shows the net surplus(deficit). For FY2018 and
FY2019, the Town ran substantial overall surpluses, about 4% of expenses in FY2018 and almost 5% in
FY2019. These surpluses were then available for the Town in the next year in the form of free cash. For
FY2020, currently underway, the revised budget shows income and expenses in balance, as required under
state law. However, it is likely that the fiscal year will end with a surplus because Town budgets are gener-
ally conservative in the sense that they strive not to overestimate revenues or underestimate expenses to
ensure that the Town does not run a deficit (which is forbidden under state law). Similarly, the recom-
mended budget for FY2021 is balanced, and it seems likely that the final actual figures will result in a
surplus as a result of the Town’s conservative approach to budgeting.

Table A-1. Actual and Projected Revenues and Expenses

FY2018 FY2019 FY2020 FY2021 FY2022 FY2023 FY2024 FY2025

Actual Actual Revised Proposed  Projection Projection Projection Projection
Total Revenues $ 216,614 $ 224456 § 229,337 $ 237,621 § 243,178 $ 249,870 § 258298 $ 266,032
Total Expenses $ 208347 $ 214,002 § 229,337 $ 237,621 § 249,716 $ 258980 $§ 269,554 $ 276,650
Revenue-Expenses $ 8,267 $ 10,454 $ 0)$ 0) $ (6,538) $ 9,110) $  (11,257) $  (10,618)
As percent of expenses 4.0% 4.9% 0.0% 0.0% -2.6% -3.5% -4.2% -3.8%

The projections beyond the FY2021 budget under consideration show projected expenses exceeding pro-
jected revenues, yielding deficits ranging from 2.9% of expenses in FY2022 to 4.4% in FY2024. However,
any projection of revenues or expenses is subject to considerable uncertainty, as we discuss in greater detail
below. When the time comes to prepare a budget for one of those years, if the projection still indicates a
deficit, changes will have to be made to bring budgeted expenses and revenues into line with one another.
We note that the projections originally presented at the first budget summit in October 2019 for FY2021
showed a deficit of just under $2 million, but a combination of adjustments, including limited program
improvements and reduced contributions to some reserve accounts, brought that budget into balance.

Projections, particularly those several years out, are subject to substantial uncertainties, however the pro-
jected deficits suggest a modest revenue increase and the need to control costs. We present the projections
in more detail below.

Projected Revenues

Table A-2a shows projections of various revenue categories and provides notes on the assumptions behind
those projections. Property taxes dominate revenues, accounting for 78% of total revenues in FY2018 (ac-
tuals) rising to 84% in the projection for FY2025. As a result, the assumptions concerning property tax
revenues are critical to the projections.
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Table A-2a. Projected Revenues by Category

FY2018 FY2019 FY2020 FY2021 FY2022 FY2023 FY2024 FY2025

Revenue Category Actual Actual Revised Proposed Projection  Projection Projection Projection
1 Property Tax Levy $ 169332 § 176841 § 184,822 § 192312 § 199,870 § 207,616 $§ 215557 $ 223,696
2 State Aid $ 15,737 $ 16,013 $ 16,283 $ 16,518 $ 16,733 $ 16952 $ 17,171 $ 17,392
3 Local Receipts $ 16,739 $ 16,969 $ 14,082 $ 14,281 $ 14,498 $ 14,694 $ 14,930 $ 15,174
4 Available Funds $ 15,159 $ 15,059 $ 14314 $ 14,942 $ 12,493 §$ 11,007 $ 11,021 $ 10,285
5 Revenue Offsets $ (2,027) $ (2,074) $ (1,861) $ 2,181) $ 2,217) $ (2,255) $ (2,293) $ (2,483)
6 Other Revenues $ 1,674 $ 1,647 $ 1,696 $ 1,749 $ 1,802 $ 1,856 $ 1912 $ 1,969
7 Total Revenues $ 216,614 $§ 224,456 $§ 229,337 $§ 237,621 $§ 243,178 $§ 249,870 $§ 258,298 $§ 266,032

Notes on assumptions

1 Property Tax Levy Reflects statutory allowable growth of 2.5% and assumed new growth of $2.75 million annually.

2 State Aid Assumes FY2020 Chapter 70 aid increasing at $25 per pupil Minimum Aid in FY2022-25.

3 Local Receipts Assumes modest growth in local receipts based on evaluation of historical averages.

4 Available Funds Free Cash estimate of $10,500,000 available for FY2022 and $9,000,000 for FY2023-2025. Annual contributions of

$141,000 from TDM Stabilization Fund to support Lexpress and the Alewife Shuttle, $385,000 from Parking Fund to
support Traffic Bureau and snow removal; and $50,000 from Cemetery Fund to support Cemetery Division. In FY2021-
2023, $750,000 annually from balance of Health Claims Trust Fund to be used to fund health insurance, resulting in an
equal amount in the tax levy becoming available to fund contributions to OPEB Trust per BOS policy. Includes in
FY2021-FY2025 use of Capital Projects Stabilization Fund to offset within-levy debt service, as detailed in Line 14.

5 Revenue Offsets $750K for overlay (property tax abatement and exemptions) in FY2021-25. $400K set-aside for snow & ice deficit

6 Other Revenues Assumes FY2021 Water, Sewer and Recreation Indirects increasing by 3% annually.

Source: Lexington Finance Department

Table A-2b shows the projected year-to-year percentage increases in the various revenue categories. Note
that Property Tax Levy and State Aid grow more slowly from FY2022-FY2025 than in the earlier years.
In both cases, the differences appear to reflect conservative assumptions, which we discuss in more detail
below for property tax revenues. The other notable change is in Available Funds, which shrink in several
of the projected years due to lower levels of free cash. This is due to some of the more aggressive changes
noted above to close the shortfall in the FY2021 proposed budget, which will lower free cash for the next
fiscal year.

Table A-2b. Annual Rates of Increase in Revenues

FY2019 FY2020 FY2021 FY2022 FY2023 FY2024 FY2025
Revenue Category Actual Revised Proposed Projection Projection Projection Projection

1 Property Tax Levy 4.4% 4.5% 4.1% 3.9% 3.9% 3.8% 3.8%
2 State Aid 1.8% 1.7% 1.4% 1.3% 1.3% 1.3% 1.3%
3 Local Receipts 1.4% -17.0% 1.4% 1.5% 1.4% 1.6% 1.6%
4 Available Funds -0.7% -4.9% 4.4% -16.4% -11.9% 0.1% -6.7%
5 Revenue Offsets 2.3% -10.3% 17.2% 1.7% 1.7% 1.7% 8.3%
6 Other Revenues -1.6% 3.0% 3.1% 3.0% 3.0% 3.0% 3.0%
7 Total Revenues 3.6% 22% 3.6% 23% 2.8% 3.4% 3.0%
Note: Each entry shows the percentage change from the previous year, calculated from Table A-2a.

Proposition 2% limits growth in the property tax levy to 2.5% each year plus an allowance for growth in
the tax base resulting from capital investment, e.g., construction and renovation, commonly called “New
Growth.” The limit on the tax levy may be temporarily exceeded to cover debt service on projects that are
deemed exempt from Proposition 2/ as the result of a town-wide referendum. In addition, a successful
operating override referendum can permanently increase the tax levy limit.

Leaving aside exempt debt service and operating overrides, New Growth is the key determinant of increases
in property tax revenues. The Finance Department’s projections assume that New Growth will be $2.75
million per year, up slightly from the $2.5 million assumed in recent prior years. As shown in the figure
below, this assumption is conservative in the sense that it is lower than the actual new growth in nine of the
last ten fiscal years.
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New Growth Levy: Assumed for Projection vs.
Actual
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The average for New Growth over the last ten years was $3.24 million. If we use this average rather than
the assumed $2.75 million, this results in an additional $490,000 per year in projected revenue, which is
further compounded by the 2.5% annual increase in the tax levy.

The Finance Department’s projection assumes that the conservative figure assigned for New Growth in the
budget can be used as a valid projection, but in the long run this will underestimate future tax revenue. The
budget for New Growth is intentionally set well below the expected value as a safeguard against a budget
shortfall, which could result if actual New Growth fell below the budgeted amount. The projection should
instead be based on measurable trends, including, but not limited to, the long-term average for New
Growth">. Table A-3 shows the cumulative increase in projected revenues over five years, which grows to
$2,576,000 by FY2025. This represents roughly 25% of the projected revenue gap shown in Table A-1.

Table A-3. Impact of Using Historical Average of New Growth Levy
Rather than Assuming $2.75 million per Year.

2021 2022 2023 2024 2025
Annual increment $490 $490 $490 $490 $490
Cumulative impact $490 $992 $1,507 $2,035 $2,576

Notes:
Amounts shown in thousands of dollars.
Annual increment = difference between historical average and value assumed in
projection

Cumulative impact = prior balance x 1.025 + annual increment

It is more difficult to evaluate the assumptions regarding the projections of other revenue categories, but
we note that past forecasts for those other categories have not been consistently low or high.

However, for total revenues, in the last three completed fiscal years (FY2017-FY2019), actual revenues
have been higher than projected, especially for projections made several years in advance. For example,
projections for FY2019 made in 2015 were 11% below actuals and those for FY2018 made in 2014 were
4.2% lower than the actual.

15 Sadly, the COVID-19 outbreak may herald a sharp and prolonged divergence from recent trends in commercial
activity, new growth, and state aid. We have not attempted to incorporate such changes into this year’s projections.
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Projected Expenses
Table A-4a shows the Finance Department’s expense projections by category.
Table A-4a. Projections of Expenses
FY2018 FY2019 FY2020 FY2021 FY2022 FY2023 FY2024 FY2025
Expense Category Actual Actual Revised Proposed Projection  Projection  Projection  Projection
Education $103,922 $108,677 3116,024 $121,221 $128,812 3133,965 $139,297 $145,570
8  LPS Wages $85,176 $90,272 $95,442 $98,932  $104,135  $107421  $109,762  $113.808
9  LPS Expenses $17,076 $16,280 $18,112 $19,425 $21,528 $23,080 $25,724 $27,570
10 Minuteman $1,670 $2,126 $2,470 $2,863 $3,149 $3,464 $3,811 $4,192
Municipal 346,452 348,216 852,217 353,792 855,732 357,484 359,293 361,071
11 Municipal Wages $30,493 $30,964 $32,511 $33,520 $34,776 $35,785 $36,782 $37,669
12 Municipal Expenses $15,959 $17,252 $19,706 $20,271 $20,956 $21,700 $22,512 $23,402
Shared Expenses 357,973 $57,109 361,096 362,608 365,172 $67,531 370,964 370,010
13 Debt Service $6,712 $7,228 $7,619 $8,114 $8,261 $8,674 $9,107 $9,563
14  Mitigated Within Levy $325 $574 $0 $0 $0 $0 $0 $0
15 Land Purchase Note $2,351 $3,050 $2,235 $2,403 $2,320 $0 $0 $0
16 OPEB $1,830 $1,830 $1,880 $1,930 $1,980 $2,030 $2,080 $2,130
17 Retirement $5,713 $5,955 $6,421 $6,701 $7,122 $7,472 $6,473 $1,680
18 Benefits 324,651 $25,404 329,005 330,188 331,685 333,256 334,905 336,636
182 Medicare $1,677 $1,759 $1,911 $1,996 $2,096 $2,201 $2,311 $2,426
18b  Health Insurance $21,950 $22,586 $25,952 $27,027 $28,378 $29,797 $31,287 $32,851
18c  Dental $1,003 $1,038 $1,117 $1,140 $1,185 $1,233 $1,282 $1,333
18d Life $21 $20 $25 $25 $25 $25 $25 $25
19 Reserve Fund $0 $0 $900 $750 $750 $750 $750 $750
20 Workers' Comp. $613 $554 $887 $875 $901 $928 $956 $985
21 Unemployment $182 $138 $200 $200 $200 $200 $200 $200
22 Property & Lib. Ins. $713 $733 $882 $845 $887 $932 $978 $1,027
23 Uninsured Losses $107 $112 $250 $250 $250 $250 $250 $250
24 Solar Production $355 $352 $410 $410 $410 $410 $410 $410
25 Capital $6,422 $7,549 $8,137 $7,744 $8,466 $9,190 $9,914 $9,939
26 Other $311 $70 $0 $200 $215 $215 $215 $215
27  Approp. to Capital Stab. $7,690 $3,560 $2,269 $1,773 $1,500 $3,000 $4,500 $6,000
28 Unallocated Revenue $0 $0 $0 $225 $225 $225 $225 $225
29 Total Expenditures $208,347 $214,002 $229,337 $237,621 $249,716 $258,980 $269,554 $276,650
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Table A-4b provides the department’s notes on the assumptions underpinning the projections.

Table A-4b. Notes on Projected Expenses

Expense Category

Notes on Assumptions

Education
8 LPS Wages

9 LPS Expenses

10 Minuteman

Municipal
11 Municipal Wages

12 Municipal Expenses

Shared Expenses
13 Debt Service

14 Mitigated Within Levy
Debt Service

15 Land Purchase Note
Retirement

16 OPEB

17 Retirement

18 Benefits

18a  Medicare

18b  Health Insurance
18c  Dental

18d Life

19 Reserve Fund

20 Workers' Comp.

21 Unemployment
22 Property & Lib. Ins.
23 Uninsured Losses

24 Solar Production
25 Capital
26 Other

27 Approp. to Capital Stab.

Fund
28 Unallocated Revenue

Illustrates a level-services budget and does not include program improvements. Includes a 2.5% increase on base budget
for step increases and ($750,000) for annual staff turnover savings. Assumes anticipated funding for unsettled contracts
in FY2021-25. Includes additional staffing due to projected enrollment increases in FY2021-25 based on preliminary
FY2020 Enrollment projections from Oct. 1 data. Recurring additional staff-related costs are inclusive of benefits,
workers comp., and Medicare.

Program budget per pupil rates are adjusted by 2.2% Consumer Price Index (CPI) in FY2021 and 2.40% in FY2022-25;
applied against preliminary projected enrollment levels. All other lines adjusted by 2.2% in FY2021 and 2.4% in
FY2022-25. Special Education Out-of-District Tuition and Transportation lines are projected based on program trends.
Approximately 81-85% of total expense line increases are driven by these budget lines (FY2021-25).

FY2022-25 projections increase by 10%.

Projections based on step increases for current staff, settled collective bargaining contracts, and anticipated contract
settlements for out-years.

Level-service budget using CPI of 7% for electricity, 5.5% for natural gas, 20% for IT software expenses as the Town
transitions to the Cloud, and 1.8% for all other expenses.

Within levy debt service is projected to grow by 5% annually. Amounts above that will be mitigated by use of the Capital
Stabilization Fund.

Within levy debt service mitigated by use of the Capital Stabilization Fund. FY22-25 left as $0 to not dilute the rest of
the projections.

Use of Free Cash to pay down short-term notes issued to pay for the land purchases at 173 Bedford St. and Pelham Rd.
Continued funding of OPEB - increasing by $50,000 per year

Contributory Retirement assessment (based on 2024 amortization of unfunded liability and 7.50% interest rate
assumption) plus Non-Contributory payments

5% increase in Medicare, reflecting an increase in the number of eligible employees and increases in wages.

FY2021, growing at 5% annually.

FY2021, growing at 4% annually.

Level Funding

Level Funding

FY2021 base growing at 3% annually. As a continuing balance account, full appropriation is effectively spent each year;
"actual" values reflect current year spending. Balance as of 6/30/19 = $1.5M.

Level Funding

Reflects additional expenses for new buildings (LCP, Fire Station, Hastings), with 5% growth in out-years

Level Funding. As a continuing balance account, full appropriation is effectively spent each year; "actual" values reflect
current year spending. Balance as of 6/30/19 = $1.06M.

Payments to Syncarpha for construction costs of Hartwell Ave. solar arrays.

Includes $4.9M for cash capital in FY2021; $5.6M in FY2022, $6.3M in FY2023 and $7.0M in FY2024-25 from
Reflects various warrant articles such as Senior Tax Work-Off and $200K in unanticipated needs in FY2021-25.

Reflects past and projected transfers to continue funding the Capital Stabilization Fund to cover the high school project.
Proposed allocation set-aside for yet to be determined priorities.

Source: Lexington Department of Finance

To simplify the discussion of the expense projections, Table A-5a aggregates the expense categories from
Table A-4a. The three major groupings are Education, Municipal, and Shared Expenses. For Education, we
show LPS and Minuteman separately. We provide a further breakdown for shared expenses, breaking out
appropriations for capital projects and to the Capital Stabilization Fund and OPEB, all three of which are
determined by explicit policy decisions, some of which are made after the Town knows actual new growth
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and the amount by which actual expenses are less than budgeted. The “other” shared expenses are domi-
nated by employee benefits, the largest component of which is Health Insurance costs.

Table A-5a. Expense Projections Aggregated

FY2018 FY2019 FY2020 FY2021 FY2022 FY2023 FY2024 FY2025
Expense Category Actual Actual Revised Proposed Projection Projection Projection Projection
Education $103,922 3108,677 3116,024 8121,221 $128,812 $133,965 $139,297 $145,570
LPS $102,252 $106,551 $113,554 $118,358 $125,662 $130,500 $135,486 $141,378
Minuteman $1,670 $2,126 $2,470 $2,863 $3,149 $3,464 $3,811 $4,192
Municipal $46,452 $48,216 $52,217 $53,792 $55,732 $57,484 $59,293 $61,071
Shared Expenses 857,973 857,109 361,096 362,608 865,172 367,531 870,964 870,010
OPEB $1,830 $1,830 $1,880 $1,930 $1,980 $2,030 $2,080 $2,130
Capital $6,422 $7,549 $8,137 $7,744 $8,466 $9,190 $9,914 $9,939
Capital Stabilization Fund $7,690 $3,560 $2,269 $1,773 $1,500 $3,000 $4,500 $6,000
Other " 3420327 $44,1697  $488097  $51,1627  $53226°  $533127  $54470°  $51,941
Grand total $208,347 $214,002 $229,337 $237,621 $249,716 $258,980 $269,554 $276,650
Amounts in ifalics are subtotals and are not included in total
Source: Aggregation of values in Table 4a.

Table A-5b shows the year-to-year percentage increases in the various aggregated categories. Education
expenses are projected to grow more rapidly than municipal expenses. Within education, the Town’s con-
tribution to Minuteman is projected to rise substantially more rapidly than the budgets for LPS. The Town
plans to increase OPEB contributions at $50,000 per year, a modest annual rate of about 2.5%.

Table A-5b. Annual Rates of Increase in Expenses

FY2019 FY2020 FY2021 FY2022 FY2023 FY2024 FY2025
Expense Category Actual Revised Budget Projection  Projection  Projection  Projection
Education 4.6% 6.8% 4.5% 6.3% 4.0% 4.0% 4.5%
LPS 42% 6.6% 42% 6.2% 3.9% 3.8% 43%
Minuteman 27.3% 16.2% 15.9% 10.0% 10.0% 10.0% 10.0%
Municipal 3.8% 8.3% 3.0% 3.6% 3.1% 3.1% 3.0%
Shared Expenses " 3.8%" 8.3%" 3.0%" 3.6%" 3.1%" 3.1%" 3.0%
OPEB 0.0% 2.7% 2.7% 2.6% 2.5% 2.5% 2.4%
Capital 17.6% 7.8% -4.8% 9.3% 8.5% 7.9% 0.2%
Capital Stabilization Fund -53.7% -36.3% -21.9% -15.4% 100.0% 50.0% 33.3%
Other 51% 10.5% 4.8% 4.0% 0.2% 2.2% -4.6%
Grand total 2.7% 7.2% 3.6% 5.1% 3.7% 41% 2.6%
Note: Each entry shows the percentage change from the previous year, calculated from Table A-5.

Planned contributions to the Capital Stabilization Fund to reduce the future impacts on taxes of the High
School project show the greatest volatility, continuing to fall through FY2022 and then rising for the re-
maining three years. Even in FY2025, however, the planned contribution is lower than the actual in FY2018
(and the actuals in FY2016-18, not shown in the tables). Other shared expenses are projected to rise at
relatively low rates and to actually decline in FY2025, reflecting primarily two factors: (1) the land-pur-
chase notes are expected to be fully retired in FY2022, dropping projected payments to zero in FY2023—
FY2025, and (2) the Town expects to complete the retirement of its unfunded liability for pension funds in
FY2024, allowing contributions to fall to the level needed to cover liabilities incurred from each additional
year of employment starting in FY2025.

Concluding Remarks

The Finance Department’s projections appear to suggest that over the next half-decade, the Town will have
to find ways to reduce expenses or increase revenues to maintain a balanced budget as required by state
law. However, our review suggests that the problems may be less severe than they appear because the Town
follows a fairly conservative approach in forecasting revenues.

To address the financial strains suggested by the projections, some combination of actions may be needed
to meet balanced budget requirements, such as:

1. Improving efficiency so that the same services can be provided with fewer resources. Such
opportunities may well prove elusive.
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2. Creating additional sources of revenue. There may be opportunities to increase some fees or

add new ones, but it is not clear that there are opportunities for significant increases.

Reducing service levels.

4. Relaxing of some of the goals embodied in the Town’s fiscal policies, e.g., curtailing contribu-
tions to the Capital Stabilization Fund or other reserves.

5. Passing Proposition 2 operating override(s) to permanently boost annual property tax reve-
nue.

(98]

Each of these alternatives involves important tradeoffs that we will not discuss here.

It is also important to note that actions to reduce operating expenses or increase recurring annual revenues
in one year will generally carry forward to reduce future deficits. For example, reductions in service levels,
if not restored, will reduce future deficits without additional action in later years.

However, actions to eliminate a projected deficit in one year that affect only budgeted revenues or expenses
and not actuals generally will not carry forward because they will reduce the end-of-year budgetary surplus
and thereby lower the carryover of funds that would then be available for expenditure the next year.
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Appendix B: Enterprise Funds

The Town of Lexington has maintained Water, Wastewater (Sewer), and Recreation Enterprise Funds since
the state legislature enacted legislation authorizing such funds, G.L. c. 44, § 53F '%, in the late 1980’s. An
enterprise fund “establishes a separate accounting and financial reporting mechanism for municipal services
for which a fee is charged in exchange for goods or services. Revenues and expenses of the service are
segregated into a fund with financial statements separate from all other governmental activities” and are
accounted for on an accrual basis. DOR Enterprise Funds Manual (April 2008). An enterprise fund provides
management and taxpayers with information to measure performance, analyze the impact of financial de-
cisions, and determine the cost of providing a service. Enterprise funds may be operated on a stand-alone
basis, i.e., supported by fees, or subsidized by the General Fund.

The Water and Wastewater Enterprise Funds operate on a completely stand-alone basis. These funds do not
rely on any tax-levy revenues but cover their complete operating and capital needs with user charges and
fees. The Recreation Enterprise Fund is only partially stand-alone. It covers its operating costs with user
charges and fees and contributes to the debt service on certain recreation capital projects (most recently,
the Lincoln Field restoration project for which the debt has now been fully repaid). Most recreation capital
costs are subsidized by the General Fund through a combination of within-levy borrowing, Community
Preservation Act (CPA) funding, and debt exclusion funding.

Establishing the Enterprise Fund Budgets

At the Annual Town Meeting each year, Town Meeting appropriates an operating budget and authorizes
capital expenditures for each of the three enterprise funds for the upcoming fiscal year. Later in the year (in
the early fall in the case of the Water and Wastewater Enterprise Funds), user charges are set that are de-
signed, based on projections of usage for the fiscal year, to be sufficient to cover the appropriations made
by Town Meeting to run the enterprises.

Depending on the accuracy of the usage projections, the actual revenue realized by the enterprise during
the year may exceed or fall short of the appropriated amount. Any operating surplus must be retained in
reserve in the enterprise fund. The funds accumulated in that reserve (referred to as “retained earnings”)
may be applied only to meet the capital needs of the enterprise or to reduce user charges. Any operating
loss (after applying any accumulated reserves in the fund), must be made up in the succeeding fiscal year’s
appropriation.

Since FY2007, the Annual Town Meeting Warrant has contained a separate Article for the appropriation
of the enterprise fund operating budgets (previously, appropriations for the enterprise funds were commin-
gled with those for the General Fund). This presentation makes it easier to understand the operating budgets
of the enterprise funds. However, it should be noted that certain indirect costs that are charged by the Gen-
eral Fund to the enterprise funds are still appropriated as part of the municipal operating budget, this year
in Article 4. For the complete operating costs of the enterprise funds, including indirect costs, see the Brown
Book sections on Water, Wastewater, Recreation.

To present a more meaningful picture of the complete enterprise fund operating budgets, the tables included
in the write-up of this article have been expanded from those presented in the Warrant to show the indirect
as well as the direct costs of the funds. Debt service costs for previously approved capital expenditures are
shown in the enterprise fund operating budgets. However, it should be noted that appropriations for capital
needs of the enterprises, whether funded by cash or borrowing, are addressed in separate capital Warrant
articles.
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Appendix C: Revolving Funds

Ordinarily, revenue received by any municipal department must be deposited in the General Fund and can-
not be expended for any purpose without further appropriation by Town Meeting. A revolving fund allows
Town Meeting to dedicate in advance a specific source of anticipated revenue from fees and charges, on an
ongoing basis and without the need for further appropriation, to pay expenses for rendering the services for
which those fees and charges are collected.

Revolving funds managed by municipal departments are generally governed by G.L. c. 44, § 53E1/2. (There
are also a number of revolving funds managed by the School Department, such as the School Lunch Fund,
which are governed by other statutes and are not within the control of Town Meeting.) Under Section
53E1/2, a municipal revolving fund can be established only by vote of Town Meeting.

That authorization must be renewed prior to each succeeding fiscal year. The authorization must specify:

the purpose(s) for which monies deposited in the fund may be used

the source(s) of funds to be deposited

the board, department or officer authorized to expend monies from the fund

a limit on the total amount that may be expended from the fund in the ensuing fiscal year

Expenditures may not be made, nor liabilities incurred, in excess of the balance of the fund. If a revolving
fund is reauthorized, any balance in the fund may be carried over to the next fiscal year. If a revolving fund
is not reauthorized, or if the purposes for which the money in the fund may be spent are changed, the balance
in the fund reverts to the General Fund at the end of the fiscal year unless Town Meeting votes to transfer
the funds to another duly established revolving fund.
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Appendix D: Tax Relief Programs

In early 2004, the Board of Selectmen created an ad hoc Tax Deferral and Exemption Study Committee to
explore ways in which the property tax relief available to low and moderate-income senior citizens and
other needy residents could be enhanced and made more accessible. Since then, with the guidance of this
committee, Town Meeting has taken a succession of steps to expand such relief, for the most part maxim-
izing the options that the Town is allowed to adopt under existing state law and, in some cases, using home
rule petitions to further increase opportunities for tax relief.

The principal programs for tax relief now available to Lexington homeowners are:

e A state income tax “Circuit Breaker” program providing a state tax credit for low and moderate-
income homeowners and renters age 65 and over (at no cost to the Town).

o A ftax deferral program under which low-to-moderate-income homeowners age 65 or over may
defer any or all of their property tax, after applying any available exemptions, up to half the value
of their house. The deferral need not be repaid until the house is sold or transferred. The interest
rate applied to each year’s deferral is a variable rate designed to match the Town’s earnings on its
funds. See generally G.L. c. 59, §5, clause 41A.

o A tax exemption program under which homeowners age 65 or over with limited income and limited
assets other than the value of their home may deduct $2,000 from their annual property tax. See
generally G.L. c. 59, § 5, clause 41C.

o A locally-controlled Senior Service program adopted by Town Meeting in 2006.

e A Community Preservation Act surcharge exemption program.

State Income Tax “Circuit Breaker”

Low- and moderate-income homeowners age 65 and over whose homes have an assessed valuation not
greater than an annually adjusted ceiling may obtain a tax credit on their state tax returns (see table below).
Low and moderate-income renters are also eligible for a tax credit. Qualified owners or renters are entitled
to a refundable dollar-for-dollar credit on their state income tax, up to an annually established limit, to the
extent that real estate taxes and one half of water and sewer bills (in the case of homeowners) or rent (in
the case of renters) exceeds 10% of the applicant’s income. This program is administered by the Massachu-
setts Department of Revenue and has no direct impact on Town finances.

The “41A” Deferral Program

This program is authorized by G.L. ¢. 59, § 5, Clause 41A. Although not widely used, it is an important
tool because it offers immediate and substantial property tax relief to seniors with significant equity tied up
in a residence. Those who qualify may defer any part or all of their property tax for a given year, up to a
cumulative total of half the assessed valuation of the property. All deferred taxes are eventually paid when
the property is sold or transferred, whether before or after the resident’s death. Towns are permitted to set
their own interest rates for this program at any rate up to 8%. Lexington’s rate is based on a floating Treas-
ury rate equivalent to the Town’s return on its funds in the year of deferral (recently less than 1%). The rate
set for each year remains in effect for the life of deferrals granted in that year.

In 2008, in response to a home rule petition, the state legislature enacted a special law (Chapter 190 of the
Acts of 2008) allowing Lexington to establish a more generous income eligibility limit than that permitted
under state law generally.'® Town Meeting most recently raised the income limit from $70,000 to $75,000
in 2019.

16 The special law also permits the Town to adopt a lower age of eligibility than 65, or to condition eligibility on
objective criteria of disability or other hardship for persons who would not otherwise qualify based on their age, but
the Town has never done so.
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The 41A deferral program is an attractive form of tax relief from the Town’s point of view because it is
essentially revenue-neutral. While a significant increase in the number of participants could potentially
affect the Town’s cash flow, there is little risk of loss since the Town is in effect making well-secured loans.
The Town anticipates repayment of all deferred taxes with interest, and over time an equilibrium should be
reached under which as many deferral agreements are repaid as are entered into.

The total amount of deferred taxes now carried by the Town as accounts receivable is shown below.

The “41C” Exemption Program

For many years, the Town has made available to qualifying seniors a property tax exemption under Clause
41 of G.L. c. 59, §5, and its successor, Clause 41C. Under the “41C” Program, the Town receives partial
reimbursement from the State for exemptions defined under the program, subject to appropriation. The
portions of the exemptions that are not reimbursed are funded from the Town’s overlay account.

Prior to 2004, the amount of the credit was limited to $500 per year and eligibility criteria were quite
restrictive. Since then, the Town has taken a number of steps to expand both eligibility and the credit
amount. Taking advantage of new local options made available by the legislature in 2002, Town Meeting
voted in 2004 to:

e Increase the amount of the exemption to $750.

e Lower the age of eligibility from 70 to the minimum allowed age of 65.

e Increase the income threshold from $13,000 (single) / $15,000 (married) to the maximum allowed
amount of $20,000 (single) / $30,000 (married).

o Increase the threshold for personal assets, not including the home, from $28,000 (single) /
$30,000 (married) to the maximum allowed amount of $40,000 (single) / $55,000 (married).

In 2005, Town Meeting voted to adopt the provisions of G.L. c. 59, § 5, Clause 41D, which automatically
adjusts the income and asset limits for Clause 41C (but not the exemption amount) by a COLA established
annually by the state Department of Revenue. The current income and asset limits are detailed in the table
below.

In 2006, Town Meeting voted to increase the exemption to the maximum allowable amount of $1,000, and
in 2018 voted to double it to $2,000 under the provisions of G.L. c. 59, §5, Clause C'.

The Senior Service Program

Low-income seniors may perform volunteer work for the Town in exchange for a reduction in their property
tax, currently up to a maximum credit of $1,540 (see table below). The Senior Service program, formerly
funded from the overlay account, is now funded as part of the Town’s annual budget and is subject to
appropriation.

In 2006, Town Meeting voted to rescind its acceptance of the statewide senior property tax work-off pro-
gram under G.L. c. 59, § 5K, and to establish a locally controlled program instead'’. This gave the Town
the flexibility, through its Board of Selectmen, to:

e Allow participation by persons under age 60, such as the disabled and handicapped, who might be
able to benefit from the program.

17 In 1999, the state legislature authorized cities and towns, by accepting G.L. c. 59, § 5K, to offer seniors the oppor-
tunity to reduce their property-tax obligation by up to $500 in exchange for community service. Lexington, which had
earlier maintained its own program, accepted this statute shortly after it was enacted. The statute allows towns to set
their own rules and procedures for implementation, but limits participation to persons age 60 or over and also limits
the hourly credit to the state’s minimum wage. In 2002, the maximum amount of the Section 5K credit was increased
to $750. In 2009 it was increased to $1,000, and in 2016 it was increased to $1,500. The 2010 Municipal Relief Act
added a provision allowing towns to adopt a local option to set the maximum instead at 125 hours of service at the
prevailing minimum wage (with a minimum wage of $12 per hour, the maximum credit is now $1,500, but that max-
imum would automatically increase if the minimum wage increases).
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e Pay a wage in excess of the minimum wage.
e Allow a higher amount to be credited against a participant’s property tax bill than permitted under
state law.

Although the Board of Selectmen has the authority to expand eligibility to persons under age 60 who are
disabled or handicapped, it has not yet done so, nor has it adopted a wage in excess of the state’s minimum
wage. The current eligibility qualifications and benefit limits are detailed in the table below.

CPA Surcharge Exemption

Low-to-moderate income homeowners age 60 or over, and low-income homeowners under age 60, may
obtain a 100% exemption from the CPA surcharge on their property tax. These exemptions directly reduce
the amount of CPA revenue that the Town receives.

Tax Relief Programs — Limits and Qualifications as of December 2019

State Income Tax Circuit Breaker

Maximum assessed valuation $808,000
Income limits
e Single individual $60,000
e Head of household $75,000
e Married, filing jointly $90,000
Maximum tax credit $1,130

41A Property Tax Deferral

Income limit (single or married) $75,000
Interest rate for FY2020 2.55%
Total amount deferred in FY2019 $401,850
Cumulative deferred as of 6/30/2019 $1,797,948
41C Property Tax Exemption Single Married
Income limit $27,830 $41,747
Assets limit $55,665 $76,537

Senior Service Program

Income eligibility $70,000
Maximum benefit per household (140 hours) $1,540
Hourly Rate $11.00

Complete details on all of the tax and utility relief programs available to Lexington residents are set forth
in a brochure entitled Property Tax Relief Programs, Fiscal Year 2020, available on the Town web site at
http://www.lexingtonma.gov/taxrelief.
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Appendix E: Specified Stabilization Funds

The state statute authorizing towns to create and maintain a stabilization fund, G.L. c. 40, section 5B, was
amended in 2003 to permit the creation of multiple, separate stabilization funds for specified purposes. It
was further amended by the Municipal Modernization Act in 2016. The creation of such funds, the specifi-
cation of their purpose, any alteration of their purpose, and any appropriation out of the funds, must be
approved by a two-thirds vote of Town Meeting. Appropriations into a fund may be approved by a majority
vote of Town Meeting; and the dedication of a recurring revenue stream to a fund, which continues for a
minimum of three years until revoked, may be made by a two-thirds vote of Town Meeting. To supplement
its general Stabilization Fund, Lexington has created a number of specified stabilization funds, which are
described below.

At the 2007 Annual Town Meeting, four specified stabilization funds were established to replace certain
pre-existing special revenue accounts. Monies in the special revenue accounts, funded by negotiated pay-
ments from developers, had previously been spent without specific appropriation. In order to comply with
Massachusetts Department of Revenue guidelines, and to make the existence and use of the funds more
transparent, monies accumulated during the year in the special revenue accounts are now transferred peri-
odically by vote at an annual or special town meeting to the following specified stabilization funds, where
their appropriation is now subject to review by Town Meeting:

Transportation Demand Management/Public Transportation (TDM/PT) S.F.: Contains payments negoti-
ated with developers to support the operations of transportation services. It was initially created to support
the Lexpress bus service and the 2016 Annual Town Meeting extended the purpose of this fund to “sup-
porting the planning and operations of transportation services to serve the needs of town residents and
businesses.”

Traffic Mitigation (TM) S.F.: Contains payments negotiated with developers to support traffic mitigation
projects, such as improvements to signals and pedestrian access at intersections, including funds previously
contained in the Avalon Bay TDM special revenue account.

School Bus Transportation S.F.: Supports daily school bus operations and was originally funded with
$200,000 contained in the Avalon Bay School Bus Transportation special revenue account. This fund was
dissolved at the 2018 ATM.

Section 135 Zoning Bylaw S.F.: Created to finance public improvements using monies contributed by de-
velopers pursuant to Section 135 of the Code of Lexington.

At the 2008 Annual Town Meeting, the Special Education Stabilization Fund was created to set aside re-
serves to help cover unexpected out-of-district special education expenses that exceed budget. A related
goal was to enhance transparency around the out-of-district special education budget component by segre-
gating this expense item and bringing budget overruns to Town Meeting for its approval. This fund was
created in FY2009 with an initial appropriation of $350,000 and another $350,000 was appropriated to the
fund at the spring 2009 Annual Town meeting. The current target level for this fund is $1,000,000.

At the 2009 Annual Town Meeting the Center Improvement District Stabilization Fund was created and
was funded by a $100,000 payment received from the developer of Lexington Place in FY2010. The funds
may be used for projects such as tree planting, sidewalk improvements to the abutting connector between
the parking lot and the sidewalk. In each year from FY2018-2020, $27,000 was appropriated for the bike
share program in Lexington Center.

At the 2011 Annual Town Meeting two more funds were created:

Avalon Bay School Enrollment Mitigation Fund: funded with a $418,900 payment received from Avalon
Bay pursuant to an Education and Trust Fund Escrow Agreement dated May 31, 2006. The terms of that
agreement called for the establishment of an escrow fund in the amount of $750,000 with disbursements
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made to the Town annually if the number of students residing at the development (Avalon at Lexington
Hills) exceeded 111. The amount payable per student in excess of 111 was $7,100. The fund was dissolved
at the 2018 ATM.

Transportation Management Overlay District Fund (TMOD): funded by payments from those developers
who choose to pay a transportation mitigation fee rather than taking responsibility for improving all the
intersections in the area to a certain level as provided in Section 135-43.C of the Zoning Bylaw. Per Section
135-43.C(5)(c) “any transportation mitigation fees paid to the Town are intended to be used to fund infra-
structure improvements that are necessitated by the proposed development of the applicant.”

At the 2012 Special Town Meeting, the Capital Stabilization Fund was created to set aside funds for future
capital projects, including but not limited to building renewal projects, and/or to mitigate the impact on
taxpayers of debt service, both excluded and non-excluded, related to capital projects.

Current Town policy has a goal of keeping debt service at approximately 5% of total revenue. When the
Town must issue a particularly large bond, such as was needed for the new Estabrook School construction
combined with the Bridge and Bowman school renovations, the Town’s debt service rises sharply. This rise
is typically followed by a period of lower growth in debt service while the Town pays down its existing
debt, and limits additional borrowing, until debt service converges back on the goal of 5% of total revenue.

Rather than adding the higher debt service directly into the tax levy, this fund allows the Town to smooth
the impact of sudden increases in debt service on property tax bills. Town Meeting can set aside funds in
periods when the Town has a surplus, and in later years these funds can be appropriated to directly reduce
annual debt service, which in turn reduces the amount that must be raised in the tax levy.

At the 2018 Annual Town Meeting, three new funds were created with dedicated revenue streams. The
Visitor’s Center Capital Stabilization Fund was established to serve as a repository for grants, gifts, or
special fees related to the Visitor’s Center building capital project. The Water System Capital Stabilization
Fund was established for the specific purpose of reserving monthly payments received from the Town of
Bedford per an agreement for the sale of water (water from the MWRA goes to Bedford through Lexing-
ton’s system). The agreement with Bedford has two components, 1) the cost of water used, and 2) a flat
annual fee or "demand charge" that is split into monthly payments. The annual fee is set so as to cover costs
of future infrastructure improvements related to the Lexington-to-Bedford water connection. It is envi-
sioned that the monthly payments would be put into this stabilization fund for future capital projects instead
of being applied annually for rate reductions. The annual fee for FY2018 was $62,175 and it will increase
each year by a CPI factor. The Affordable Housing Capital Stabilization Fund was established to reserve
payments from Brookhaven for affordable housing, commencing in FY2020 per an agreement in regard to
the rezoning article for Brookhaven’s expansion at the 2017 Annual Town Meeting.

The table below shows the balances in stabilization funds as of March 12, 2020.

Stabilization Fund Balance
Transportation Demand Management $376,127
Traffic Mitigation $643,443
Special Education $1,148,715
Capital $25,158,929
Center Improvement $10,328
TMOD $98,143
Debt Service $437,058
Visitors Center $215,549
Affordable Housing Capital $0
Water System Capital $71,702
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Appendix F: Other Post Employment Benefits

The OPEB Liability

The Town of Lexington is required by State law to provide health benefits to retired employees that are
comparable to those provided for active employees. These and other retirement benefits that are distinct
from pension benefits are known as “other post-employment benefits” or OPEB for short. Health care ben-
efits are by far the largest component of OPEB. Currently, all of the Town’s retirees are eligible for Medi-
care and receive Medicare supplement coverage from the Town.

Because the Town is obligated to provide these benefits in the future, the anticipated costs extending over
the lifetimes of current vested employees and retirees represent a financial liability. The size of the liability
depends on the number of employees, each employee’s number of years of service, the time intervals over
which the retirees are expected to receive retirement benefits, the expected cost of providing those benefits
in those future years, and the present value of those future benefits.

In a hypothetical world where the number of retirees remains constant and annual per-capita medical costs
inflate at a rate close to a general inflation index, the size of the OPEB liability in terms of inflation-adjusted
dollars would be relatively stable, because the increases and decreases would tend to balance out. In prac-
tice, however, the inflation-adjusted value of the OPEB liability most often increases each year, because of
increases in the inflation-adjusted per-capita costs of health care, growth in the number of retirees receiving
benefits, and an upward trend in longevity.

The Post Employment Insurance Liability (PEIL) Fund

The Post-Employment Insurance Liability Fund or PEIL Fund was created pursuant to authority granted to
the Town through a special act of the Massachusetts legislature in 2002 (MGL Chapter 317). The Fund was
created to allow the Town, at the discretion of Town Meeting, to set aside funds to pay for future retiree
health benefits. Once money has been appropriated into the PEIL Fund, Town Meeting may only appropri-
ate money out of it to pay for health care costs of retirees.

The Retirement Board is responsible for the management of the PEIL Fund as well as the Retirement Fund,
which supports the Town pension system. The rules governing the management of these two funds are
similar and, unlike most other Town monies, the balance in each of these funds can be invested in equities
to yield a risk/return ratio suitable for long-term growth.

GASB standards and the choice of a discount rate

Government Accounting Standards Board statement 45 (GASB 45) requires the determination of the actu-
arial value of the Town’s OPEB liability every two years and the inclusion of a summary of the results in
the Town’s financial statements. Bond rating agencies consistently ask about the actuarial report, suggest-
ing that the size of the OPEB liability, and its current funding level, factor into the Town’s bond rating.

Estimating the present value of a complicated long-term liability like OPEB involves many actuarial as-
sumptions, and the final results are very sensitive to some of these factors, especially the discount rate (the
investment rate of return assumed for the actuarial evaluation), the predicted rate of inflation of per-capita
medical costs, and the number of active and retired employees, An understanding of the actuarial results in
a proper context requires consideration of the underlying assumptions, and judgment of how well they
mirror real-world expectations.

The Town engages an actuarial consultant who must follow procedures and reporting templates established
by GASB standards to produce the actuarial report. The primary purpose of this report is to inform potential
investors about one specific aspect of the financial health of the Town, and to enable uniform financial
comparisons across multiple municipalities. However, the required report only provides guidance to a mu-
nicipality, and the municipality may use its own modeling if seeking to control or reduce its OPEB liability.
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Based on the requirements of GASB 45, for the most recent report received in January 2018, the actuary
determined that a “blended” discount rate of 5.0% is appropriate for financial reporting purposes. The
“blended rate” is well below the discount rate typically used for long-term investments, and this magnifies
the estimate of the OPEB liability. The future liability is closely tied to the discount rate, in the sense that
a lower discount rate, i.e., lower expected investment returns, results in a higher estimate of the present
value of the liability. At the request of the Town, the actuary also analyzed the OPEB unfunded liability
using a 7.5% discount rate.

While it is undoubtedly true that certain future annual appropriations for OPEB expenses will need to be
higher if the normal cost (see below) is not annually appropriated to the PEIL Fund in the year of accrual
or if the Town does not appropriate funds to cover previously incurred liabilities, the relevance to policy
makers as opposed to potential bond purchasers of using a blended discount rate to gauge the liability is
questionable. The reason is that a statement of a liability is a statement of value at the present time. Un-
funded liabilities will not be paid using funds available at the present time, but with funds that will be raised
in the future. Therefore, the most relevant information would be obtained by comparing projected annual
expense schedules for the different funding policies under consideration. In short, OPEB liabilities com-
puted on the basis of low discount rates do not necessarily serve as useful guides to target levels of appro-
priations into the PEIL Fund.

In 2011, the Town’s OPEB report used a blended discount rate of 2.5% yielding a liability of $302 million.
In 2013, with the consent of the Town’s actuarial consultant, a higher blended discount rate of 4.5% was
used, yielding a liability of $130 million. This large drop in the official estimate of the liability is mostly
due to the use of a higher discount rate. At the Town’s request, the FY2013 actuarial analysis was revised
to include an auxiliary schedule using a discount rate of 7.75%. This yielded a liability of approximately
$90 million as of June 30, 2013. The actuarial analysis done as of the end of FY2015 estimated the liability
at $129 million assuming a discount rate of 8%. The latest actuarial report was received in January 2018. It
reported the then-current unfunded liability at approximately $200 million using 5% for the discount rate
and at about $138 million using 7.5% as a discount rate.

GASB 74 and 75

Two GASB statements, nos. 74 and 75, have recently superseded GASB 45. The impact will mainly be
noticeable for financial reporting purposes, and in the reporting of the results of the actuarial analyses done
for the Town every two years in two separate documents.

Pre-Funding OPEB

There are two approaches to handling the OPEB liability. The first is a pay-as-you-go model where annual
OPEB expenses are paid entirely through appropriation from the tax levy. This model uses current dollars
to pay for current expenses related to benefits earned in previous years. The Town’s pay-as-you-go OPEB
cost for FY2018 was approximately $6.8 million and the projected cost for FY2020 is approximately $7.5
million not including small amounts for the Town’s shares of retiree dental and life insurance.

The other approach is a pre-funded model in which, after full funding is achieved, an amount equal to the
present value of future benefits earned during the current year is appropriated into the PEIL Fund, and that
appropriated amount plus the investment returns from the Fund on that amount are used to pay for benefits
that come due. This model, that uses current dollars to pay for future expenses, is also the way the Retire-
ment Fund (pensions) will operate when it is fully funded.

Under the pre-funded model, after previously incurred liabilities are fully funded, the amount that needs to
be appropriated into the trust fund each year is referred to in the actuarial analysis as the “normal cost” or
“service cost”. The normal cost is an actuarially determined annual contribution that would fund the Town’s
share of future retiree benefits earned by active employees in the current fiscal year.

The most recent report done as of the end of FY2017 projects the normal cost for FY2021 will be about
$4.8 million assuming a 7.5% discount rate.
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Currently, the intention is to transition to the pre-funded approach; hence, there have been appropriations
into the PEIL Fund at each annual town meeting since 2008. Until the Town fully funds its OPEB liability,
moving toward the pre-funded model will require the Town to continue paying for a number of years for
annual pay-as-you-go OPEB expenses, while also appropriating funds into the PEIL Fund. Both types of
payments reduce the unfunded OPEB liability, and the fund’s ongoing investment earnings further decrease
the unfunded liability. This combination of appropriations could be continued until the PEIL Fund is fully
funded.

The PEIL Fund will be fully funded when the cost of all benefits earned in previous years may be reasonably
expected to be fully covered by the Fund balance and investment returns. At that point the Town’s annual
OPEB appropriation would be limited to covering the normal cost for the given year and would therefore
be lower than the pay-as-you-go cost.

The pay-as-you-go and pre-funded model each have advantages and disadvantages. The pay-as-you-go
model is simpler to administer, but there is no benefit from long-term investment earnings, and no hedge
against the higher inflation of health care costs. In the pre-funding model, once a sufficient trust fund bal-
ance is achieved, the investment earnings pay for a substantial portion of the costs. Building up the trust
fund results in higher expenses during the decades-long transition period, but eventually results in lower
annual appropriations from the tax levy.

Under pay-as-you-go, there is a large gap between the time when services are rendered and the time when
funds must be raised to pay the benefits associated with those services. This gap can complicate long-term
financial planning. With pre-funding, the projected fully-loaded cost of services is accounted and paid for
in the current year.

Even partial pre-funding has some benefits. Any monies in the PEIL Fund provide assurance that the Town
will be able to satisfy at least some portion of its future liability, and the Fund could also be used as a
reserve, e.g., to fund a portion of retiree health costs in particularly challenging fiscal years.

On the other hand, appropriating money into the PEIL Fund reduces the funds available to spend on other
items or to be put aside for other purposes. One should consider whether funding the PEIL Fund takes
priority over other liabilities, such as the costs of maintaining or replacing roads and buildings in a timely
manner. In some circumstances, choosing the latter might generate significant future savings.

On March 10, 2014, based on a recommendation from the OPEB Working Group, the Board of Selectmen
endorsed a formal policy for making annual appropriations to the Post Employment Insurance Liability
(PEIL) Fund:

It is the policy of the Board of Selectmen to recommend to Town Meeting each year a budget
contribution to the OPEB Trust Fund in an amount that ranges from 35 to 100 percent of the full
Normal Cost, with the General and Enterprise Funds bearing their respective shares of those con-
tributions. This approach will mitigate growth in the Unfunded Actuarial Accrued Liability, reduc-
ing the amount the Town will need to budget for health insurance by approximately one-third, as
the assets of the OPEB Trust Fund will be used to underwrite the annual cost of retiree benefits.

Further, it is recognized that there are competing claims for limited Town funds, which are consid-
ered as part of the annual budget process. Consequently, the annual recommendation for OPEB
funding shall be made in the context of other capital and operating budget needs, such that recom-
mended OPEB funding shall not have a material, detrimental impact on service delivery or the
maintenance of Town capital assets and infrastructure.

The Committee supports this policy.
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The history of appropriations into the PEIL Fund is given in the following table. Since the monies in the
Fund are invested, the Fund balance does not precisely track the sum of past appropriations into, and in the

future, out of the Fund.

The balance in the PEIL Fund was $19,115,349 as of December 31, 2019.

Venue of Appropriation Amount

2008 Annual Town Meeting $400,000
2009 Annual Town Meeting $440,690
2010 Annual Town Meeting $479,399
2011 Annual Town Meeting $500,000
2012 Annual Town Meeting $500,000
2013 Annual Town Meeting $775,000
2014 Annual Town Meeting $1,119,000
2015 Annual Town Meeting $1,200,000
2016 Annual Town Meeting $1,512,318
2017 Annual Town Meeting $1,842,895
2018 Annual Town Meeting $1,842,895
2019 Annual Town Meeting $1,885,486
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