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Town of Scarborough
Financial and Fiscal Policy
Adopted September 5, 2018

INTRODUCTION

The Town of Scarborough is committed to supporting, and being a significant stakeholder in, a
vibrant, engaged, dynamic and successful community. Central to this commitment is the consistent
ability to fund programs and provide services our residents rely on. Debt management, prudent
investment, regulation of fund balances, and capital planning all help determine the Town’s success
in meeting this commitment to the community. This policy describes procedures that will be followed
in borrowing money, making investments, maintaining fund balance, and planning for capital
investments. The policy also establishes fiscal and financial health indicators that will guide
budgeting and planning decisions for both staff and elected officials. By adopting these indicators
and committing to use them to guide decision making the Town of Scarborough furthers its promise
to our residents to use their tax monies in an efficient, prudent, and thoughtful manner that ensures
high quality services and predictable tax rates.

Staff will conduct an annual measurement of the established indicators (see Appendix 1) and will
report the findings to the Finance Committee within the first quarter of each calendar year. This
assessment will take place within one month of the publication of the Comprehensive Annual
Financial Report. None of the indicators found in this policy, alone or in combination, should be used
as the sole basis for making decisions on fiscal policy. Rather, they are intended to be early warnings
of areas that need further discussion. The policy statements included in this policy have been
developed to guide these discussions.

SECTION I. DEBT MANAGEMENT

PURPOSE

The Policy Statement sets forth comprehensive guidelines for the financing of capital expenditures.
It is the objective of this policy that (1) the Town obtains financing only when desirable, (2) the
process for identifying the timing and amount of debt financing be as efficient as possible (3) obtain
and then retain a high grade or above credit rating (See Definitions Section I1V.), (4) obtain the most
favorable interest rate and other related costs and (5) comply with full and complete financial
disclosure and reporting, as required.

Debt financing includes general obligation bonds, special assessment bonds, temporary notes,
lease/purchase agreements, debt guaranteed by the Town, and other Town obligations permitted to
be issued or incurred under Maine statute and should only be used to purchase capital assets that will
not be acquired from current resources. The useful life of the asset or project needs to equal or exceed
the payout schedule of any debt the Town assumes for that project. This allows for a closer match
between those who benefit from the asset or project and those that pay for it.

To enhance creditworthiness and prudent financial management, the Town is committed to systematic
capital planning, intergovernmental cooperation and coordination, and long-term financial planning.
Evidence of this commitment to capital planning will be demonstrated through adoption and periodic



adjustment of the Town’s Capital Improvement Plan (the CIP) and the annual adoption of a multi-
year Capital Improvement Budget.

DEFINITIONS

Credit Rating Scale. S&P Global uses an alphabetic rating scale to rate the creditworthiness of debt.
Their scale ranges from “AAA” (Prime) to “D” (Default) ! - A S&P rating equal to or above “BBB-”
us considered investment grade. Moody’s uses a similar alphabetic rating scale. Their scale ranges
from “Aaa” (Prime) to “C” (Default)2. A Moody’s rating equal to or above “Baa3” is considered
investment grade. Fitch uses an alphabetic rating scale to rate creditworthiness of debt. Their scale

ranges from “AAA” (Prime to “D” (Default)3. A Fitch rating equal to or above “BBB-* is considered
investment grade.

The table below provides a comparative illustration of the various ratings agencies and their credit
ratings scales:

Credit Rating Scales by Agency, Long-Term

Moody's E!!. Fitch

Aaa AARA AAA Prime
Aal AA+ AA+
Aal AA AA High grade
Aa3 AA- Ak~
Al A+ A+
A2 A A Upper medium grade
A3 A- A-
Baal BBE+
Baa2 BBB Lower medium grade
Baa3 BBE-
Bal BB+ MNon-investment grade "Junk"
Ba2 B8 speculative
Ba3 BBE-
Bl B+
B2 B Highly speculative
B3 B-
Caal cce Substantial risk
Caa2 Extremely speculative
Caa3 Default imminent with
Ca cC little prospect for
C recovery
C
/ D In default
/

@) https://www.spglobal.com/ratings/en/about/understanding-credit-ratings

@https://www.moodys.com/sites/products/productattachments/ap075378_1_1408_ki.pdf

BGhttps://www.fitchratings.com/products/rating-definitions


https://www.spglobal.com/ratings/en/about/understanding-credit-ratings
https://www.moodys.com/sites/products/productattachments/ap075378_1_1408_ki.pdf
https://www.fitchratings.com/products/rating-definitions

Arbitrage. Arbitrage refers to the rebate amount due the Internal Revenue Service (IRS) where funds
received from the issuance of tax-exempt debt have been invested and greater interest earnings have
occurred unless complying with certain exceptions.

EMMA. Electronic Municipal Market Access System of the Municipal Securities Rulemaking Board
(6{.MSR‘B77).

General Obligation Bonds. Bonds backed by the full faith and credit of the Town unless paid from
other sources, are payable as to both principal and interest from ad valorem taxes that are subject to
limitation unless certain procedural requirements per Title 30-A, Section 5721-A of the Maine
Revised Statutes, as amended, are met, in which case such ad valorem taxes may then be levied,
without limit as to rate or amount upon all the property within the territorial limits of the Town and
taxable by it. A special tax rate levied for the Bond & Interest Fund may be used annually to pay for
General Obligation debt service. Because it is secured by tax levies, this structure has strong
marketability and lower interest costs.

Moral Obligation Bonds. A bond that, in addition to its primary source of security, is also secured
by a non-binding covenant that any amount necessary to make up any deficiency in debt service will
be included in the budget recommendation made to the governing body, which may appropriate funds
to make up the shortfall. The governing body, however, is not legally obligated to make such an
appropriation.

Revenue Bonds. Bonds secured by specific revenues to be collected for the project and not by the full
faith and credit of the Town. Also known as Non-recourse loans whereby the revenues pledged to
pay for debt service are the only revenues available to pay the bonds.

Lease/Purchase Agreements. A financial arrangement under which tangible property, such as
equipment, property or vehicles, is leased in exchange for a periodic payment, with the option to
purchase the property at the end of the leasing period. Many times, these obligations are subject to
annual appropriations and are therefore, not statutory debt.

Special Assessment Bonds. Bonds Debt issued to develop capital facilities or basic infrastructure for
the benefit of properties within an assessment district. Assessments are levied on properties benefited
by the project. The Town’s recourse for non-payment is typically foreclosure on the property and the
remaining long-term obligation becomes the Town’s direct obligation.

Capital Appreciation Bonds (CABs). A municipal security on which the investment return on an
initial principal amount is reinvested at a stated compounded rate until maturity. At maturity the
investor receives a single payment (the “maturity value”) representing both the initial principal
amount and the total investment return. CABs typically are sold at a deeply discounted price with
maturity values in multiples of $5,000. CABs are distinct from traditional zero coupon bonds because
the investment return is considered to be in the form of compounded interest rather than accreted
original issue discount. For this reason only the initial principal amount of a CAB would be counted
against a municipal issuer’s statutory debt limit, rather than the total par value, as in the case of a
traditional zero coupon bond, similar to US Savings Bonds.

Bond Anticipation Notes (BANs). Notes issued to provide temporary financing, to be repaid by long-
term financing. This type of interim financing has a maximum maturity of three years under Maine
statute.


http://www.msrb.org/glossary/definition/bond.aspx
http://www.msrb.org/glossary/definition/covenant-or-bond-covenant.aspx
http://www.msrb.org/glossary/definition/debt-service.aspx
http://www.msrb.org/glossary/definition/municipal-securities.aspx
http://www.msrb.org/glossary/definition/principal.aspx
http://www.msrb.org/glossary/definition/maturity-or-maturity-date.aspx
http://www.msrb.org/glossary/definition/maturity-value.aspx
http://www.msrb.org/glossary/definition/discount.aspx
http://www.msrb.org/glossary/definition/interest.aspx
http://www.msrb.org/glossary/definition/original-issue-discount-_oid_.aspx
http://www.msrb.org/glossary/definition/original-issue-discount-_oid_.aspx
http://www.msrb.org/glossary/definition/issuer.aspx
http://www.msrb.org/glossary/definition/debt-limit.aspx

ENFORCEMENT

This policy will be enforced by the Town’s Finance Director. This Debt Management Policy shall
be reviewed by the Finance Director, Town Manager and the Finance Committee at least annually.

IMPLEMENTATION

The Town’s Debt Policy shall be implemented by the Finance Director when developing
comprehensive debt management guidelines that provides for the following:

Full and timely payment of principal and interest on all outstanding debt;

That debt be incurred only for those purposes as provided by State statute;

Capital improvements should be developed, approved and financed in accordance with the
Town Charter and Ordinances and the capital improvement budgeting process;

The payment of debt shall be secured by the faith and credit of the Town, in the case of General
Obligation and [1] by the pledge of only specific revenues in the case of Revenue Bonds. The
Town shall not pledge any Town revenues to its non-recourse conduit bond financings.
Furthermore, the Town has no moral obligation to repay bondholders of conduit financings
issued under its authority.

Principal and interest retirement schedules shall be structured to: (1) achieve a low borrowing
cost for the Town, (2) accommodate the debt service payments of existing debt and (3)
respond to perceptions of market demand. Shorter maturities shall always be encouraged to
demonstrate the taxpayer’s willingness to repay its obligations at an aggressive pace.

Debt incurred shall generally be limited to obligations with serial and term maturities
(pursuant to State Statute) but may be sold in the form of CABs or other structures if
circumstances warrant;

The average life of the debt incurred should be no greater than the projected average life of
the project or assets being financed;

The Town shall select a method of sale that will maximize the financial benefit to the Town.
Such sales can be competitive or negotiated, depending upon the project and market
conditions. All methods of sale shall first be subject to Town Council approval.
Underwriters for negotiated sales should be selected in accordance with the Town’s
Purchasing Ordinance and the Debt Management Policies and Guidelines developed by the
Town. The selection should maximize the quality of services received while minimizing the
cost to the Town. Any additions to the underwriting teams shall be subject to Town Council
approval. Selected underwriters shall adhere to the MSRB and the Securities and Exchange
Commission (“SEC”) rules and regulations;

The Town shall maintain good communications with bond rating agencies to ensure complete
and clear understanding of the credit worthiness of the Town; and

Every financial report, bond offering document (the “Official Statement”) and the Annual
Information and Operating Statement (“AlOS”) shall follow a policy of full, complete and
accurate disclosure of financial conditions and operating results. All reports shall conform to
guidelines issued by the Government Finance Officers Association (“GFOA”), SEC, and the
Internal Revenue Service Code (the “Code”) to meet the disclosure needs of rating agencies,
the MSRB, investors and taxpayers.

Primary responsibility for making debt-financing recommendations rests with the Finance Director
with assistance from finance staff. The responsibilities of Town staff shall be to:
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o Consider the need for debt financing and assess progress on the current Capital Improvement
Budget and any other program/improvement deemed necessary by the Town Manager;

e To review applicable debt ratios as listed in Appendix 1, to ensure that the Town is staying
within the guidelines set forth by this policy;

e Review changes in federal and State legislation, and tax or securities law that affect the
Town’s ability to issue debt and report such findings to the Town Manager as appropriate;

e Review the provisions of ordinances authorizing issuance of General Obligation bonds of the
Town, annually;

e Review the opportunities for refinancing existing debt; and,

e Recommend services by a municipal advisor, bond counsel, paying agents and other debt
financing service providers when appropriate.

In developing financing recommendations, the Town staff should consider:

e Options for interim financing including short-term and inter-fund borrowing, taking into
consideration federal and State reimbursements;

Effects of proposed actions on the tax rate changes and/or user charges;

Trends in bond market structures;

Trends in interest rates; and,

Other factors as deemed appropriate.

Debt is intended to be structured to match projected cash flows, moderate the impact on future
property tax levies, and maintain a relatively rapid repayment of principal. The Town will endeavor
to repay as much of the initial principal amount within ten years as practicable.

The Town shall use an objective analytical approach to determine whether it desires to issue new
General Obligation bonds. Generally, this process will compare ratios of key financial and economic
data. The goal will be for the Town to maintain or improve its existing credit rating.

These ratios should include, at a minimum:

Debt per capita,

Debt as a percent of Statutory debt limit,

Debt as a percent of State equalized valuation,

Annual tax-supported debt service payments as a percent of annual budgeted governmental
expenditures, and,;

e Debt service payments as a percentage of the level of overlapping net debt of all local taxing
jurisdictions. A set of ratios to be adopted are listed in Appendix 1, attached.

The decision on whether or not to issue new General Obligation bonds should be based, in part, on
(a) costs versus benefits, (b) the current conditions of the bond market, and (c) the Town's ability to
issue new General Obligation bonds as determined by the aforementioned benchmarks.

USE OF DEBT FINANCING

The Town shall assess all financial alternatives for funding capital improvements prior to issuing
debt. “Pay-as-you-go” financing should be considered before issuing any debt. Pay-as-you-go
financing may include: intergovernmental grants from federal, State, and other sources, current
revenues and fund balances; private sector contributions; public/private partnership or leases. Debt
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financing is generally not considered appropriate for any recurring purpose such as current operating
and maintenance expenditures. Once the Town determines that pay-as-you-go is not a feasible
financing option, the Town may use short-term or long-term debt to finance capital projects or acquire
assets.

A. Short-Term Debt and Interim Financing

Short-term obligations may be issued to finance projects or portions of projects for which the Town
may issue long-term debt (i.e., it could be used to provide interim financing that eventually would be
refunded with the proceeds of long-term obligations). Short-term obligations may be backed with a
tax or revenue pledge, or a pledge of other available resources. Lines of and Letters of Credit should
not exceed one (1) year and, pursuant to the SEC, Commercial Paper maturities may not exceed two
hundred and seventy days (270 days).

Line and Letter of Credit. Where their use is judged to be prudent and advantageous to the Town,
the Finance Director and Town Manager have the power to enter into agreements with commercial
banks or other financial entities for purposes of acquiring Lines of or Letters of Credit that shall
provide the Town with access to credit under terms and conditions as specified in such
agreements. Any agreements with financial institutions for the acquisition of Lines of or Letters
of Credit shall be approved by the Town Council. Lines of and Letters of Credit entered into by
the Town shall be in support of projects contained in the approved (CIP) budget.

Commercial Paper. The Town may choose to issue Commercial Paper as a source of interim
financing for projects contained in the Town’s approved CIP plan only after the Finance Director
determines that such a financing represents the least-cost interim financing option for the Town.
Furthermore, Commercial Paper shall not be issued for Town capital programs unless it is of
sufficient economic size as determined by the Town Manager and approved the Town Council.

Lease/Purchase Arrangement. The Town may choose to enter into a capital lease-purchase
arrangement as a source of financing for projects contained in the Town’s approved CIP plan after
the Finance Director determines that such a financing represents the least cost financing option
for the Town. All lease/purchase arrangements shall be obtained through a request for proposal
process in accordance with the Town’s Purchasing Ordinance, with the bid going to the vendor
whose proposal is most advantageous to the Town. Lease/purchase arrangements should not
exceed five (5) years unless approved, in advance, by the Town Manager but shall never exceed
ten (10) years or the life of the asset, whichever is less.

B. Long-Term Debt (Bonds) — Maturity over one (1) year

General Obligation Bonds. Long-term General Obligation or Revenue Bonds shall be issued to
finance significant capital improvements or assets for purposes set forth by voters in bond elections
and the CIP. Additionally, Revenue Bonds may be issued in response to public need without voter
authorization. Long-term debt will be incurred in keeping with MRSA Title 30-A, Section 5772 — A
municipality may issue general obligation securities for funding or refunding all or part of its debt
and for any purpose for which it may raise money.

The Town will use debt financing only when it is an appropriate means to achieve a fair allocation of
costs between current and future beneficiaries or users; in the case of a capital need emergency; for
one-time capital improvement projects; and for equipment purchases, under the following
circumstances:



e The project is included in the Town's capital improvement budget and is in conformance with
the Town's CIP;

e Disasters requiring emergency funding;

e The project is the result of growth-related activities within the community that require
unanticipated and unplanned infrastructure or capital improvements by the Town;

e The project's useful life or the projected service life of the equipment will be greater than or
equal to the term of the financing;

e There are revenues sufficient to service the debt, whether from future property taxes, user
fees, or other specified and reserved resources, debt supported by user fees, special
assessments or special charges are preferred and for the term thereon,

e The debt should be used primarily to finance only capital projects that have a relatively long
life (i.e., typically ten (10) years or longer).

e For long-term borrowing, the equipment or project is an item that is purchased and/or
constructed infrequently, has an expected useful life of at least five (5) years, and costs in
excess of $100,000; and

e For short-term borrowing or lease/purchases, the equipment is an item that is purchased
infrequently, has an expected useful life of at least five (5) years, and costs less than $100,000.

Special Assessment Bonds - Tax Increment Financing Districts. The Town shall maintain a watchful
attitude over the issuance of special assessment bonds for the benefit of district improvements. The
Town’s share of any benefit district project may not exceed more than 95% of any proposed costs
related to a benefit district. To the extent possible, the developer shall be required to deposit 25% of
the costs allocated to the benefit district prior to authorization. In most cases, the debt will have a
maximum term of ten (10) years, however, a longer term may be allowed provided it does not exceed
the life of the improvements included in the benefit district or State statute (i.e., currently twenty (20)
years). The benefit district will be assigned costs such as administration, engineering, financing and
legal associated with the formation of the district and issuance of any debt.

Overlapping Debt with Intergovernmental Agencies. The Town will typically not use its debt capacity
for projects by entities or other special purpose units of government that have the ability to issue tax-
exempt debt. The Town will, annually, determine its proportional share of its portion of outstanding
debt of the following agencies: Portland Water District, ecomaine, Portland Water District, Saco-
Biddeford Water District, Scarborough Sanitary District and Cumberland County.

The Town may also enter into arrangements with other governmental entities where a portion of the
project costs will be reimbursed by the other government. An agreement as to how the project costs
will be allocated and reimbursements made must be approved by the governing bodies.

STRUCTURE AND TERM OF DEBT FINANCING

Structure of Debt Obligations. The Town normally issues bonds pursuant to State Statue with a final
maturity of no greater than thirty (30) years for General Obligation and special assessment bonds.
Lease/purchase arrangements should typically be for a period of not more than five (5) years. The
typical structure of General Obligation bonds will result in even principal payments or even principal
and interest payments, per project, over the term of the debt. There shall always be at least interest
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paid in the first fiscal year after a bond closing. In cases where related revenues may not occur for
several years, it may be desirable to capitalize the interest by increasing the size of the issue and
deferring the principal payments so that only interest is paid on the debt for the first few years until
the project is “placed in service” but, pursuant to State statute, for a period of not greater than five (5)
years from the date of issue.

Call Provisions. Call provisions terms and penalties for bond issues if any, will be evaluated based
upon then current market conditions.

Competitive Sale. Town debt will typically be issued through a competitive bidding process. All rates
shall be computed based on True Interest Cost (“TIC”) providing other bidding requirements are
satisfied. TIC is defined as the rate necessary to discount the amounts payable on the respective
principal and interest payment dates to the purchase price received for the new issue of bonds.
Exceptions to this would be bonds issued in part through a grant that ties the remaining monies to a
loan (e.g., USDA Rural Development) due to the small size of the loan making a competitive bid
process less than cost effective or other special circumstance.

Negotiated Sale. When certain conditions favorable for a competitive sale do not exist or when a
negotiated sale will provide significant benefits to the Town that would not be achieved through a
competitive sale, the Town may elect to sell its debt obligations through a private or negotiated sale,
upon approval by the Town Council. Such determination may be made on an issue-by-issue basis;
for a series of issues; or for part or all of a specific financing program. The Town Council may
provide for the sale of Town debt by negotiating the terms and conditions of the sale, including prices,
interest rates, credit facilities, underwriter, underwriting or remarketing fee, and commissions.
Examples of such sales include, but are not limited to the following:

e Variable rate long-term obligations that the Town may choose to issue that pay a rate of
interest that varies according to a pre-determined formula or results from a periodic
remarketing of the securities consistent with securities and tax law, State law and covenants
of pre-existing bonds, each depending on market conditions;

e A debt issue so small or large that the number of potential bidders would be too limited to
provide the Town with truly competitive bids.

Voter Approved Bonds. Per section 907 of the Town Charter: “The Town Council shall submit orders
or resolves authorizing the issuance of General Obligation securities of the Town, or the appropriation
and expenditure of funds derived solely from municipal revenue sources, or a combination of both,
in a principal amount greater than $400,000 for a single capital improvement or item of capital
equipment to voter referendum subject to the section 907.1.1 of the Charter as follows: The
provisions of this section shall not be applicable to any order or resolve authorizing (i) the refunding
of any securities or other obligation of the Town; (ii) the issuance of General Obligation securities,
or other direct or indirect obligations, of the Town for streets, sidewalks, or storm or sanitary sewers
or other public utilities; or (iii) any construction or financing of improvements or equipment needed
as a result of fire, flood, disaster, or other declared emergency. For purposes of this section, the Town
Council may by vote of five (5) of its members adopt emergency orders or resolves authorizing
construction or financing of improvements or equipment needed as a result of fire, flood, disaster or
other emergency and such orders or resolves shall contain a section in which the emergency is set
forth and defined; provided, however, that the declaration of such emergency by the Town Council
shall be conclusive.” (Amended November 5, 2002; effective November 20, 2002).



DEBT ADMINISTRATION AND FINANCING

State Statutory Debt Limits and Exclusions. In accordance with Title 30-A, Section 5702 of the Maine
Revised Statutes, as amended, “No municipality shall incur debt which would cause its total debt
outstanding at any time, exclusive of debt incurred for school purposes, for storm or sanitary sewer
purposes, for energy facility purposes or for municipal airport purposes to exceed 7%2% of its last full
state valuation, or any lower percentage or amount that a municipality may set. A municipality may
incur debt for school purposes to an amount outstanding at any time not exceeding 10% of its last full
state valuation, or any lower percentage or amount that a municipality may set, for storm and sewer
purposes to an amount outstanding at any time not exceeding 7%2% of its last full state valuation, or
any lower percentage or amount that a municipality may set, and for municipal airport and special
district purposes to an amount outstanding at any time not exceeding 3% of its last full state valuation,
or any lower percentage or amount that a municipality may set; provided, however, that in no event
shall any municipality incur debt which would cause its total debt outstanding at any time to exceed
15% of its last full state valuation, or any lower percentage or amount that a municipality may set.”

Title 30-A, Section 5703 of the Maine Revised Statutes, as amended, provides that the limitations on
municipal debt contained in Section 5702 do not apply “...to any funds received in trust by any
municipality, any loan which has been funded or refunded, notes issued in anticipation of federal or
state aid or revenue sharing money, tax anticipation loans, notes maturing in the current municipal
year, indebtedness of entities other than municipalities, indebtedness of any municipality to the Maine
School Building Authority, debt issued under Chapter 235 and Title 10, Chapter 110, Subchapter 1V,
obligations payable from revenues of the current municipal year or from other revenues previously
appropriated by or committed to the municipality, and the state reimbursable portion of school debt.”
Please see the Bibliography for the State Statute relating to Municipal Borrowings (Title 30-A,
Chapter 223, Maine Revised Statutes, as amended, Municipal Finances, Subchapter 3, Municipal
Debt).

Town of Scarborough Local Debt Limits. In accordance with Town Council Order No. 12-37, dated
March 21, 2012, the Town of Scarborough shall not incur debt, which would cause its total debt
outstanding at any time, for the following to be exceeded for

e School purposes: 5%
Storm or Sanitary: 4%
Airport, water & special districts: 1.50%
Other purposes: 4%, of
In no event shall Scarborough incur debt which would cause its total debt outstanding at any
time to exceed 8.50% of its last equalized State valuation.

Capital Improvement Budget. A Multi-Year Capital Improvement Budget shall be prepared and
submitted to the Town Council annually. The budget shall provide a list of projects and the means of
financing. The budget should cover a five-year period of time. The projects included in the budget
should be part of the Town’s CIP. Projects must be in either the Capital Improvement Budget or CIP
to be authorized for bonding. Major construction projects, which are required to go to voter
referendum, shall also be included in the multi-year Capital Improvement Budget.

Bond Fund. Generally, payment of General Obligation bonds and special assessment bonds shall be
from the Town’s general operating budget. However, in situations where General Obligation bonds



are to be paid from user fees, then bond payments should be made from the fund that receives the
revenue and be deemed “self- supporting” debt.

Reserve Funds. Adequate operating reserves are important to insure the functions of the Town
especially during economic downturns. The Town desires to build a contingency reserve in the
General Fund of no less than $1,000,000. Over the next ten (10) years of the date of this policy
adoption, the Town will initiate a Committed Fund Balance for working capital sufficient to finance
90 days of operations (3 months) but not to exceed four (4) months of operations. These funds will
help to pay for capital and operating costs during revenue deficient months.

Equipment Reserve Fund. An Equipment Reserve Fund to be set up to fund future capital equipment
and will be financed sufficiently to ensure that adequate funds are available to purchase replacement
equipment on a timely basis without debt financing. Determination of the amount needed to
adequately fund this equipment reserve fund will prepared by the Finance Director and the Town
Manager and approved by the Finance Committee. Complete financing of the Capital Equipment
Reserve Fund will be by accomplished within six (6) years of the date of adoption of this policy.

Finance Department. The Finance Department is responsible for the Preliminary and final Official
Statements. The Town Clerk is responsible for collecting and maintaining all supporting
documentation such as minutes of the Town Council meetings and relevant resolutions and
ordinances. The Finance Department will also be responsible for following applicable
secondary-market disclosure requirements.

Investments. Bond proceeds will be invested in accordance with the Town’s Investment Policy and
applicable federal and State laws. Adherence to the guidelines on arbitrage, if any, shall be followed
which, at times, may require that the investment yield be restricted or monitored to adhere with the
Code. In most cases, the investment will be selected to maximize interest with the assumption that
the Town will meet the Code’s spend-down requirements that allows for various exemption from
arbitrage calculations.

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

Underwriter's Counsel. Town payments for Underwriters Counsel will be authorized for negotiated
sales by the Finance Director on a case-by-case basis depending on the nature and complexity of the
transaction and the needs expressed by the Underwriters. Underwriter Counsel will be selected
through a process consistent with such undertaking.

Municipal Advisor. The Town may utilize an external Municipal Advisor. The utilization of the
Municipal Advisor for debt issuance will be at the discretion of the Finance Director on a case-by-case
basis. For each Town bond sale, the Municipal Advisor will provide the Town with information on
structure, credit analysis, pricing and fees for comparable sales by other issuers. The Municipal
Advisor will be selected on a competitive basis for a period not to exceed five (5) years, renewable
following the competitive basis if selected.

Bond Anticipation or Revenue Anticipation Notes. Use of short-term borrowing, such as Bond
Anticipation or Revenue Anticipation (“Temporary Notes”) may be undertaken until the final cost of
the project is known or can be accurately projected. In some cases, projects might be funded with
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internal funds that will be reimbursed with bond proceeds at a future date should appropriate
Declaration(s) of Official Intent be enacted no longer than sixty (60) days after the first disbursement
of the temporary funds.

Credit Enhancements — Bond Insurance. Credit enhancement (letters of credit, bond insurance, etc.)
may be used if the costs of such enhancements will reduce the debt service payments, or marketability
of.

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

REFUNDING OF DEBT

Refunding involves the issuance of new debt whose proceeds are used to repay previously issued
(prior but still outstanding) debt. The new debt proceeds must be used to repay such debt within
ninety (90) days (a “Current Refunding.

Periodic reviews of all outstanding debt will be undertaken to determine refunding opportunities.
Refunding will be considered (within federal tax law constraints) if and when there is a net economic
benefit from the refunding; the refunding is needed in order to modernize covenants essential to
operations and management; to restructure the payment of existing debt. Town staff and the
Municipal Advisor shall monitor the markets for opportunities to obtain interest savings by refunding
outstanding debt. As a general rule, the Town will look for a present value (PV) savings of a
refunding, to provide, at least five percent (5%).

Refunding issues that produce a net PV savings of less than three percent (3%) percent will be
considered on a case-by-case basis and with negative savings may be considered if there is a
compelling public policy objective.

Current Refundings:

e Requires that the refunding escrow may not exceed 90 days;

e Unless otherwise justified, an current refunding transaction shall require a PV savings of at
least three percent (3%) of the principal amount of the refunding debt being issued and shall
incorporate all costs of issuance expenses;

e Refunded maturities shall not extend beyond the final refunded maturity; and,

e Surplus monies in debt service funds or debt service reserve funds associated with the
refunded bond issue may be used as a source of funds for the refunding issue.

CONDUIT FINANCINGS

A Conduit Financing is an arrangement involving a governmental or other qualified agency using its
name in an issuance of fixed-income securities for a non-profit organization’s capital project(s). The
Town may sponsor conduit financings or qualified Industrial Revenue Bonds for those activities (i.e.,
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economic development, housing, health facilities, etc.) that have a general public purpose and are
consistent with the Town's overall service and policy objectives as determined by the Town Council.

All conduit financings must be non-recourse and insulate the Town completely from any credit risk
or exposure. They must first be approved by the Town Manager before being submitted to the Town
Council for consideration and an Tax Equity and Fiscal Responsibility Act of 1982(TEFRA) Hearing
is held. The Town Manager should review the selection of the underwriter, bond counsel and
underwriter, require compliance with disclosure and arbitrage requirements, and establish minimum
credit ratings acceptable for the conduit debt. Credit enhancement, such as Bond or Direct-Pay Letters
of Credit may be required for certain issues.

ARBITRAGE LIABILITY MANAGEMENT

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

It is the Town’s policy to minimize the cost of arbitrage rebate and yield restrictions while strictly
complying with the law. To further this goal:

e The Town shall maintain investment allocations by source of funds and record pro-rata
interest income of any commingled bond funds monthly;

e Project cash flows shall be carefully planned to insure the applicability of rebate exceptions,
if feasible;

e Rebate computations, if applicable, must be performed every five (5) years;

e It is the Town’s policy to segregate current arbitrage earnings for future payment or credit,
and to enter the amount as a liability on its books;

e The Town shall report to the IRS, as required by the Code, and make rebate payments, if any,
as required by federal law; and

e The Town shall structure its financings in such a way as to reduce or eliminate arbitrage rebate
liability, wherever feasible.

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

LEGAL AND REGULATORY REQUIREMENTS

The Town Manager and Finance Director shall consult and jointly recommend appointment of the
Town’s Bond Counsel to the Town Council.

The Town’s Bond Counsel shall:

e Coordinate activities with the Finance Director to ensure that all securities are issued in the
most efficient and cost-effective manner possible;

e Coordinate activities with the Finance Director to ensure that in the opinion of the Town’s
Bond Counsel, all securities are issued in compliance with the applicable Town, State and
federal statutes, regulations, charter and ordinances; and,

e Prepare documents and opinions relating to the issuance of debt and have extensive experience
in public finance, securities regulation and tax issues.

12



CREDIT RATINGS

Rating Agency Relationships. It is the responsibility of the Finance Director to maintain relationships
with the rating agencies that assign ratings to the Town's debt. This effort includes providing periodic
updates on the Town’s financial condition along with coordinating meetings and presentations in
conjunction with a new debt issuance.

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

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

Financial Disclosure. The Town is committed to full and complete financial disclosure, and to
cooperating fully with rating agencies, institutional and individual investors, Town departments and
agencies, other levels of government, and the general public to share clear, comprehensible, and
accurate financial information and operating data. The Town is committed to meeting the SEC’s Rule
15c¢2-12, secondary disclosure requirements on a timely and comprehensive basis.

Official Statements accompanying debt issues, Comprehensive Annual Financial Reports, (CAFR)
and continuous disclosure statements will meet (at a minimum), the standards articulated by the
Government Accounting Standards Board (GASB), Government Finance Officers Association
(GFOA) and Generally Accepted Accounting Principles (GAAP). The Finance Director shall be
responsible for continuing disclosure to EMMA, MSRB or the SEC and for maintaining compliance
with disclosure standards promulgated by State and national regulatory bodies.

What is Continuing Disclosure?

Per the MSRB, “Continuing Disclosure consists of important information about a municipal bond
that arises after the initial issuance of the bond. This information generally would reflect the financial
or operating condition of the issuer as it changes over time, as well as specific events occurring after
issuance that can have an impact on the ability of issuer to pay amounts owing on the bond, the value
of the bond if it is bought or sold prior to its maturity, the timing of repayment of principal, and other
key features of the bond. Each bond will have its own unique set of continuing disclosures, and not
all types of continuing disclosures will apply to every bond.

EMMA website publicly displays continuing disclosures that are provided either as required
disclosures by municipal issuers and other parties known as “obligated persons” or “obligors”
under contractual agreements entered into under Rule 15c2-12 of the SEC or as voluntary disclosures
by issuers and obligated persons without a contractual obligation to do so. As noted above, these
disclosures generally are divided between submissions made to update financial or operating
information about the issuer and notices that disclose the occurrence of specific events that may have
an impact on the bonds. These disclosures are described below.” For more information, please refer
to the following website:
http://www.emma.msrb.org/EducationCenter/UnderstandingContinuingDisclosure.aspx.

POST ISSUANCE REPORTING AND COMPLIANCE
13




The Town issues tax-exempt obligations from time to time to finance acquisition of capital assets or
various capital improvements. As an issuer of tax-exempt bonds or capital leases, the Town is
required, by the Code, and various regulations promulgated under the Treasury Regulations to take
certain actions subsequent to the issuance of such bonds to ensure the continuing tax-exempt status
of bonds. The Town recognizes that compliance with applicable provisions of the Code and Treasury
Regulations is an on-going process, necessary during the entire term of the obligation(s), and is an
integral component of the Town’s overall debt management. Accordingly, the analysis of those facts
and implementation will require on-going monitoring and consultation with Bond Counsel.

Components. The Finance Director and Town Manager approve the terms and structure of
“Obligations” executed by the Town. Such Obligations are issued in accordance with State Statute,
the Town Charter and Ordinances. Specific post-issuance compliance procedures address the relevant
areas described below.

General Procedures. The following guidelines will be used to monitor post-issuance compliance
requirements:

1. The Finance Director, will be the person primarily responsible for ensuring that the Town
successfully carries out its post-issuance compliance requirements, as required. The Finance
Director shall also be assisted by the following entities:

a. Bond Counsel
b. Municipal Advisor
c. Paying Agent
d. Rebate Specialist

The Finance Director shall be responsible for assigning post-issuance compliance
responsibilities to other staff, Bond Counsel, Municipal Advisor, Paying Agent and Rebate
Specialist, if any, and utilize such other professional service organizations as are necessary to
ensure compliance with post-issuance compliance requirements.

2. The following responsibilities by the Finance Director shall verify that the following post-
issuance compliance actions have been taken on behalf of the Town with respect to each issue
of tax-exempt obligations:

a. Ensure that a full and complete record for the principal documents of each the issue
has been completed by the Bond Counsel and Municipal Advisor;

b. Ensure that the Internal Revenue Service (IRS), that all IRS forms 8038 are properly
and promptly filed with the IRS within the time limits imposed by Section 149(e) of
the Code by Bond Counsel;

c. Account for the allocation of the proceeds of the tax-exempt bonds to expenditures as
required by the Code;

d. Coordinate receipt and retention of relevant books and records with respect to the
investment and expenditures of the issue proceeds from Town and School Department
staff;

e. ldentify proceeds of tax-exempt obligations, in consultation with Bond Counsel and
Municipal Advisor, that are yield-restricted and monitor the investments of any
yield-restricted funds to ensure that the yield on such investments does not exceed the
bond yield to which such investments are restricted;
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f.

Determine, in consultation with Bond Counsel and Municipal Advisor, whether the
Town is subject to the rebate requirements of Section 148(f) of the Code and related
Treasury Regulations with respect to each issue of the Town. The Finance Director
shall contact a Rebate Specialist, if required, prior to the fifth anniversary of the date
of issuance of each issue and each fifth anniversary thereafter until the obligation has
matured to arrange for calculation of the rebate requirements, as needed, to be paid
by the Town. If any rebate is required to be paid to the IRS, the Finance Director will
file Form 8038-T, along with the required payment.

Shall monitor the use of all financed facilities in order to determine whether private
business uses of financed facilities have exceeded the de minimis limits set forth in
Section 141(b) of the Code (generally no greater than 10% of issue proceeds) that
provide special legal entitlements to non-governmental persons.

3. The Finance Director shall collect and retain the following records with respect to each issue
of tax-exempt obligations and with respect to the facilities of such obligations:

a.

o

D oo

Se

.
j.
K.
.

Audited financial statements of the Town;

Appraisals, surveys, feasibility studies, if any, with respect to the facilities to be
financed with issue proceeds;

Trustee and/or Paying Agent statements;

Records of all investments and the gains (or losses) from such investments;
Expenditures reimbursed with the issue proceeds;

Allocation of issue proceeds to expenditures (including cost of issuance) and the dates
and amounts of each expenditure (including requisitions, draw down schedules,
invoices, bills and cancelled checks as related to each expenditure);

Construction or renovation contracts for financed facilities or projects;

Maintain an asset list of all tax-exempt financed depreciable property and sales of
tax-exempt financed assets;

Arbitrage rebate reports and records of rebate and yield reduction payments, if any;
Resolutions or other actions, if any, taken by the Town Council subsequent to the date
of issue of the obligations;

Formal elections taken with respect to the bonds; and

Relevant correspondence relating to such bonds.

The records collected by the Town shall be stored in any format deemed appropriate by the
Town and shall be retained for a period equal to the life of the tax-exempt obligations,
including the life of any obligations issued to refund obligations, plus three (3) years.

4 In addition to its post-issuance compliance requirements under the Code and Treasury
Regulations, the Town has agreed to provide Continuing Disclosure, such as annual financial
information and material event notices. The continuing disclosure obligations are governed
by the Continuing Disclosure Documents and by the terms of the SEC’s Rule 15¢2-12, as
amended, and officially interpreted from time-to-time and incorporated as reference herein.

BIBLIOGRAPHY

Maine Revised Statutes Title 30-A Chapter 223, Subchapter 3 Municipal Debt
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SECTION II. INVESTMENT

PURPOSE

The purpose of the Investment section of the Financial and Fiscal Policy is to establish the investment
scope, objectives, delegation of authority, internal controls, standards of prudence, authorized
investments and transactions, diversification requirements risk tolerance, safekeeping and custodial
procedures, and reporting requirements for the invested funds. The Finance Director shall maintain
administrative procedures and internal controls, consistent with this Investment Policy, for the
operation of the Town’s investment program. Such procedures shall be designed to prevent losses of
public funds arising from fraud, employee error and misrepresentation by third parties, or
unauthorized actions by employees of the Town.

DEFINITIONS
Collateral. Securities or property pledged by a borrower to secure payment.

Delivery versus Payment. There are two methods of delivery of securities: Delivery vs. payment
(“DVP”) and delivery vs. receipt (or “Free Delivery”). DVP is delivery of securities with an exchange
of money for securities. Free Delivery is delivery of securities with an exchange of a signed receipt
for the securities.

Diversification. Investment funds divided among a variety of securities offering independent returns.

Federal Deposit Insurance Corporation (FDIC). An independent agency created by the Congress to
maintain stability and public confidence in the nation’s financial system by insuring deposits,
examining and supervising financial institutions for safety and soundness and consumer protections,
and managing receiverships.

Liquidity. Assets converted easily and rapidly into cash without a substantial loss of value.
Pooled Investments. Assets from different funds that are invested together.
Portfolio. A Portfolio is a collection of securities and investments held by investors.

Securities. Securities are financial contracts that grant the owner a stake in the asset. Such securities
account for most of what is traded in financial markets.

ENFORCEMENT

This policy will be enforced by the Finance Director. This Investment Policy shall be reviewed by
the Finance Director, the Town Manager and the Finance Committee at least every three years.

SCOPE
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This investment policy applies to all financial assets of the Town accounted for within the Town’s
Comprehensive Annual Financial Report. These funds include but are not limited to:

e General Fund Operating Funds

e Capital Project Funds

e Special Revenue Funds

e Proprietary Funds

e Permanent Funds (i.e., Cemetery Funds)
e Bond Proceeds

e Enterprise Funds including Tax Increment Financing (TIF) Accounts
Trust and Agency Funds

Endowments and Trust Funds

CDBG Funds

Escrow or Custodial Accounts

Since many of these funds are pooled for investment purposes, the investment income derived from
the pooled investment account will be allocated to the various funds based on their applicable balance.

PRUDENCE

The standard of prudence to be used, for managing the Town’s assets, shall be Title 30-A,
Section 5718 of the Maine Revised Statutes, as amended, which states:

“All investments made under this subchapter must be made with the judgment and care that persons
of prudence, discretion and intelligence, under circumstances then prevailing, exercise in the
management of their own affairs, not for speculation but for investment, considering:

e Safety: The safety of principal and preservation of capital in the overall portfolio;

e Maintenance of liquidity: Maintenance of sufficient liquidity to meet all operating and other
cash requirements with which a fund is charged that are reasonably anticipated; and

e Income: The income to be derived throughout budgetary and economic cycles, taking into
account prudent investment risk constraints and the cash-flow characteristics of the portfolio.

This standard must be applied to the overall investment portfolio of the municipality and not to
individual items within a diversified portfolio.”

These State standards shall be applied to the Town’s overall investment portfolio. Investment
Officials acting in accordance with written procedures and this Investment Policy and exercising due
diligence, shall be relieved of personal liability for an individual security’s credit risk or market price
changes, provided deviations from expectations are reported in a timely manner to the Town Manager.

INVESTMENT OBJECTIVES

The primary objectives, in order of priority, of the Town’s investment activities shall be:

e Prudence: All participants in the investment process shall seek to act responsibly as
custodians of the public trust. The overall program shall be designed and managed with a
degree of professionalism that is worthy of the public trust.
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e Safety: Investments shall be made by the Finance Director or designee in a manner that seeks
to ensure preservation of capital and investment principal in the overall portfolio. The idea of
safety is to mitigate credit risk and interest rate risk. To obtain this objective, the Finance
Director shall use basic techniques to diversify the investment portfolio. The Finance Director
shall utilize the Federal Deposit Insurance Corporation (FDIC) insured bank deposits and/or
obtain collateralized investments that guarantee the Town a perfected security interest in the
underlying security. Further, the Finance Director shall invest funds only in highly capitalized
and highly rated financial institutions.

e Liquidity: The Town’s investment portfolio will remain sufficiently liquid to enable the
Town to meet all operating requirements that might be reasonably anticipated through cash
flow analysis. The Finance Director will structure the portfolio so that securities mature
concurrent with cash needs to meet anticipated demands. Since all possible cash demands
cannot be anticipated, the portfolio shall maintain assets that can be liquidated without penalty
prior to their maturity.

e Return on Investment: The Town’s investment portfolio shall be designed with the
objective of attaining a market rate of return throughout any budgetary and economic cycles
and fluctuations, taking into account prudent investment risk constraints and the cash flow
characteristics of the Town’s portfolio. This objective shall take into account the constraints
of the aforementioned safety and liquidity objectives.

DELEGATION OF AUTHORITY

Authority to manage the Town’s investment program is derived from Maine Revised Statutes, as
amended, Title 30-A, Sections 5706 through 5719, and the Town’s Charter. The Town Council
delegates the investment of Town funds to the Finance Director. Upon approval of this document,
the Finance Director shall prepare written procedures for the operation of the investment program
consistent with this investment policy. Such internal procedures shall include delegation of authority
to persons responsible for investment transactions. No person may engage in an investment
transaction except as provided under the terms of this policy and the procedures established by the
Finance Director. The Finance Director will manage all investment or cash management transactions
undertaken.

From time to time, investments will be managed through external programs, facilities and
professionals. To constitute compliance, these must be managed in a manner consistent with this

policy.
ETHICS AND CONFLICTS OF INTEREST

The Finance Director and employees involved in the investment process shall refrain from personal
business activity that could conflict with the proper execution of the investment program, or could
impair their ability to make impartial investment decisions. Elected Officials, Department
Administrators, town and school employees and other municipal officials shall disclose to the Finance
Director any material financial interest in financial institutions that conduct business with the Town.
Further, they shall disclose any personal financial/investment position that could be related to the
performance of the Town’s investment portfolio.

PROHIBITED INTEREST

18



No Town employee shall invest Town funds in any instrument or institution in which he/she has a
direct or indirect financial interest, neither shall he/she accept any gift, free services or payment of
any kind for performing their duties under this policy.

AUTHORIZED FINANCIAL DEALERS AND INSTITUTIONS

The Finance Director shall maintain a list of financial institutions authorized to provide investment
services. No Public deposit shall be made except in a qualified public depository as established by
State law. An annual review of the financial condition and registrations of qualified bidders will be
conducted by the Finance Director.

SAFEKEEPING AND CUSTODY

All security transactions, including collateral for repurchase agreements, entered into by the Town
shall be conducted on a DVP basis. Securities will be held by a third party custodian or Trust
Department designated by the Finance Director and evidenced by safekeeping receipts and meets or
exceeds the minimum risk category classification GASB standards.

MAXIMUM MATURITIES

To the extent possible, the Town will endeavor to match investments with anticipated cash
requirements. Unless matched to a specific process/procedure, the Town will not directly invest in
securities maturing more than one year from date of purchase. The Town may, however, collateralize
its repurchase agreements using longer investments not to exceed five (5) years.

Special Revenue, Trust, Permanent and Endowments funds may be invested in securities exceeding
one year if the maturity of such investments are made to coincide as nearly as practicable with the
expected use of the funds.

AUTHORIZED INVESTMENTS

The Town of Scarborough is authorized to invest only in the following types of securities:

Obligations of the United States (U.S.) Government, its agencies and instrumentalities
Certificates of Deposits and other evidences of deposits at banks

Prime Commercial Paper

Repurchase Agreements whose underlying collateral by obligations of the Federal
government in amounts equal to the Town’s investment.

e Money Market Mutual Funds whose portfolios are secured by obligations of the Federal
Government.

DIVERSIFICATION

The Town will diversify its investments by security type and institution. No more than fifty percent
(50%) of the Town’s total investment portfolio will be invested in a single security type or with single
financial institution.

INTERNAL CONTROLS
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The Finance Director shall establish a system of internal controls. The internal controls shall be
reviewed periodically and completed within the time frame of the annual audit. This review will be
conducted by the external auditor during the annual Town Audit. The external auditing firm will be
selected by the Council. To provide reasonable assurance that these objectives are met, this review
will enhance internal control by assessing compliance with policies and procedures to ensure that the
assets of the Town are protected from loss, theft or misuse.

CHECKS AND BALANCES

These guidelines have been established to enhance the integrity and transparency of the Town’s
internal procedures for investing the Town’s funds and accounting for those investments.

The Finance Director and the Deputy Finance Director will be authorized to transact investment
business on behalf of the Town. All trade confirmations will be sent directly to the Accountant where
transaction details will be compared and verified against internal records.

ACCOUNTING METHOD

Investments will be carried on the Town books at cost. Interest on securities will be credited to
investment income at the time of sale. The values of investment securities will be accrued as of each
fiscal year end.

EXTERNAL MANAGEMENT

The Finance Director may contract with a qualified external money management company in order
to benefit from portfolio diversification, credit research, full-time portfolio management and
economies of scale that are unavailable from Town staff. Any such contract will define and control
the risks of the portfolio and establish performance criteria for monitoring and evaluating results.

STATUTORY COMPLIANCE

Nothing in the Town’s investment policy shall be read to contravene with State law, Title 30-A
Sections 5706 through 5719 of the Maine Revised Statues, as amended.

BIBLIOGRAPHY

Maine Revised Statutes Title 30-A Chapter 223, Subchapter 3-A Municipal Investments:
http://www.mainelegislature.org/legis/statutes/30-A/title30-Ach223sec0.htmi

SECTION I11. FUND BALANCE

The Fund Balance Policy is intended to provide guidelines during the preparation and execution of
the annual budget to ensure that sufficient reserves are maintained for unanticipated expenditures or
revenue shortfalls. It also is intended to preserve flexibility throughout the fiscal year to make
adjustments in funding for programs approved in connection with the annual budget.
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The Fund Balance Policy should be established based upon a long-term perspective recognizing that
stated thresholds are considered minimum balances. The main objective of establishing and
maintaining a Fund Balance Policy is for the Town to be in a strong fiscal position that will allow
for better position to weather negative economic trends.

The Fund Balance consists of five categories: Non-spendable, Restricted, Committed, Assigned, and
Unassigned.

Non-spendable Fund Balance consists of funds that cannot be spent due to their form (e.g.
inventories and pre-paids) or funds that legally or contractually must be maintained intact.

Restricted Fund Balance consists of funds that are mandated for a specific purpose by
external parties, constitutional provisions or enabling legislation.

Committed Fund Balance consists of funds that are set aside for a specific purpose by the
Council. Formal action must be taken prior to the end of the fiscal year. The same formal
action must be taken to remove or change the limitations placed on the funds.

Assigned Fund Balance consists of funds that are set aside with the intent to be used for a
specific purpose by the Council. Assigned funds cannot cause a deficit in unassigned fund
balance.

Unassigned Fund Balance consists of excess funds that have not be classified in the previous
four categories. All funds in this category are considered spendable resources. This category
also provides the resources necessary to meet unexpected expenditures and revenue shortfalls.

Unrestricted Fund Balance is the combination of the Committed, Assigned and Unassigned
fund balance.

OPERATING BUDGET

The total General Fund Budget, are all budgets, including amendments, as adopted by the Town
council. The General Fund Budget shall include all budgets included in funds 1100 and 7100:

Municipal Gross Budget

Education Gross Budget

Adult Learning

Community Services- All Divisions
Capital Equipment

Debt Service

County Assessment

Non-spendable and Restricted Funds. Non-spendable funds are those funds that cannot be spent
because they are either:

Not in spendable form (e.g. inventories and prepaids)
Legally or contractually required to be maintained intact

It is the responsibility of the Town Manager or their designee, to report all Non-spendable Funds
appropriately in the Town’s Financial Statements.

Restricted funds are those funds that have constraints placed on their use either:

Externally by creditors, grantors, contributors, or laws or regulations or other governments
By law through constitutional provisions or enabling legislation.
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It is the responsibility of the Town Manager, or their designee, to report all Restricted Funds
appropriately in the Town’s Financial Statements.

CLASSIFYING FUND BALANCE AMOUNTS

When both restricted and unrestricted funds are available for expenditure, restricted funds should be
spent first unless legal requirements disallow it. When committed, assigned and unassigned funds are
available for expenditure, committed funds should be spent first, assigned funds second, and
unassigned funds last; unless the Town Council has provided otherwise in its commitment or
assignment actions.

AUTHORITY TO COMMIT FUNDS

The Town Council has the authority to set aside funds for a specific purpose. Any funds set aside as
Committed Fund Balance requires the passage of a resolution by a simple majority vote. The passage
of such action must take place prior to June 30th of the applicable fiscal year. If the actual amount of
the commitment is not available by June 30th, the resolution must state the process or formula
necessary to calculate the actual amount as soon as information is available.

AUTHORITY TO ASSIGN FUNDS

Upon passage of the Fund Balance Policy, authority is given to the Town Manager to assign funds
for specific purposes. Any funds set aside as Assigned Fund Balance must be reported to the Town
Council. The Town Council as the authority to set aside funds for the intended use of a specific
purpose. Any funds set aside as Assigned Fund Balance requires a simple majority vote and must be
recorded in the minutes. The same action is required to change or remove the assignment.

UNASSIGNED FUND BALANCE

Unassigned Fund Balance is the residual amount of Fund Balance in the General Fund. It represents
the resources available for future spending. An appropriate level of Unassigned Fund Balance should
be maintained in the General Fund in order to cover unexpected expenditures and revenue shortfalls.

In the event of projected revenue shortfalls, it is the responsibility of the Town Manager to report the
projections to the Town Council’s Finance Committee on a quarterly basis and will include an outline
of recommended Management actions to address any shortfall.

The Town aspires to reach an Unassigned Fund Balance of 16.67% (two months or 1/6) of the prior
year’s Operating Budget. Until the Town reaches this goal, the minimum Fund Balance Policy
shall be set to maintain the level of Unassigned Fund Balance equal to 10.00% of its Unassigned
Fund Balance, consideration should be given to raise the minimum level of Unassigned Fund
Balance until the aspirational goal is met.

Once the Town achieves an unassigned fund balance greater than 12%, but less than 16.67%o0f
Scarborough’s Operating Budget, any excess above 12% may be assigned by any combination to one
of the following:

e Retained in non-spendable and restricted accounts that offset unfunded liabilities, and/or

e Retained in assigned accounts that may be used in future budget cycles as a property tax rate
stabilization; available for use during a catastrophic event, and/or

e Funding future capital expenditures and/or projects, and/or
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e Retirement of debt, and/or
e Taxpayer refund.

Once the Town achieves an Unassigned Fund Balance greater than 16.67% of the Town’s
Operating Budget, any excess above 16.67% must be assigned by any combination to one above.

In the event that the balance drops below the established minimum level, the Town Council will
develop a plan to replenish the fund balance to the established minimum level within two years.

REPORTING

Annually the Town Manager shall report to the Town Council’s Finance Committee the Statement of
Activity of all fund balances that will include the beginning year’s balances, gross adjustments in and
out of each account during the reporting period and final report period ending balances. Such report
shall occur following receipt of the audited financial statements.

REPEAL OF PRIOR TOWN COUNCIL FUND BALANCE POLICY.

This section repeals the Town Council Fund Balance Policy adopted by the Town Council on
September 17, 1997, as amended on January 20, 2010 and replaces it this document adopted by the
Town Council on November 2, 2016.

SECTION IV. CAPITAL PLANNING

PURPOSE

As a way of structuring the review and funding of capital improvement projects competing for
economic resources, the Town of Scarborough looks at long-term capital planning and budgeting.
This policy sets forth comprehensive guidelines for the determination and prioritization of capital
asset purchases and improvements. It is the objective of this policy to:

Determine the physical assets to be renovated or replaced;

Document the decision-making process;

Demonstrate a commitment to long-term financial planning objectives;

Annually prioritize those physical assets to be included in the Capital Improvement Plan;
Utilize debt financing only when desirable;

Identify capital planning objectives for staff to implement;

Understand how the operating budget will be impacted by the completion of the capital
project;

e Ensure that the useful life of the asset or project equals or exceeds the payout schedule of any
debt the Town assumes for the project. This allows for a closer match between those who
benefit from the asset and those who pay for it.

Capital projects may involve the following:
e Purchasing Land
e Constructing new public facilities
e Improving infrastructure (i.e., refurbishing a bridge, resurfacing a street)
e Purchasing major equipment
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DEFINITIONS

Public Infrastructure. Infrastructure of the Town of Scarborough to include, land, buildings, parks,
streets, bridges, vehicles and equipment, etc.

Capital Budget. The first year of the capital improvement program with a detailed source of financing
for each of the capital projects specified for implementation during the upcoming year with a listing
and description of the following four (4) years.

Capital Improvement Program. A listing of the planned capital improvement projects (coupled with
expected costs and financing plans of each) for the upcoming five (5) year period, and scheduled
according to priorities and timing the CIP. The CIP should be organized between capital projects and
capital equipment. In addition to estimated costs, a narrative description of each capital item should
be provided.

Capital Improvement Project. A major, nonrecurring expenditure used to expand or improve a
government’s physical asset, including facilities and infrastructure, that are not consumed within a
year but rather have a multi-year life.

Capital Equipment. A major expenditure used to expand or improve a government’s equipment,
including vehicles, technology, building equipment.

Multi-Year Capital Budget. A process designed to ensure that the longer range consequences of
capital budget decisions are identified and reflected in the budget totals and updated annually.

Equipment Replacement Schedule. A detailed systematic schedule of anticipated replacement of all
vehicles and major equipment that is customized to each department and is based on industry
standards of predicted life expectancy. The replacement schedule is based on the premise that
vehicles and equipment should be replaced before major maintenance expenses are incurred and while
residual (trade-in) value can be maximized. These schedules shall serve as the basis for the capital
equipment portion of the CIP.

IMPLEMENTATION/POLICY MANAGEMENT

The Town’s Capital Planning Policy shall be implemented by the Town Manager and the Finance
Director when developing comprehensive capital planning management guidelines that provides for
the following:

e Departments Administrators to review their physical assets annually;

e Capital improvements should be developed, approved and financed in accordance with the
Town Charter and Purchasing Policy and the capital improvement budgeting process;

e Determine which projects need voter authorization;

Assess financing alternatives for funding capital improvement prior to issuing debt (bonds);

e Determine the funding source for the project being improved (appropriation, bonds, property
taxes, grants, etc.).

o For long-term borrowing, the equipment or project is an item that is purchased and/or
constructed infrequently, has an expected useful life of at least five (5) years, and costs
in excess of $100,000; and

o For short-term borrowing or lease/purchases, the equipment is an item that is
purchased infrequently, has an expected useful life of at least five (5) years, and costs
less than $100,000.
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o Funding by Appropriation: Any capital item can be funded by appropriation,
regardless of value.

This policy will be enforced by the Town Manager and the Finance Director. This Capital Planning
Debt Management Policy shall be reviewed by the Finance Director and the Town Manager and the
Finance Committee at least annually.

CAPITAL IMPROVEMENT BUDGET

A capital budget forces a systematic identification and prioritization of capital projects. This helps to
avoid unexpected budget fluctuations and surprises in the operating budget. The goal is to anticipate
and plan for most projects involving public facility improvements and major equipment purchases.
Thus, a capital budget is the implementation vehicle for adopting a capital improvement project that
is part of a long-range capital improvement program.

A multi-year capital improvement budget shall be prepared and submitted to the Finance Committee,
separate from the operating budget, annually. The capital budget shall provide a list of projects and
the means of financing and cover a five year period of time. The projects included in the capital
budget should be part of the Town’s capital improvement program. To be considered for bonding,
projects must be included in the Capital Improvement Budget as part of the capital improvements or
capital equipment. All projects which are required to go to voter referendum, shall also be included
in the multi-year Capital Improvement Budget.

PRESERVATION OF EXISTING CAPITAL INFRASTRUCTURE

It shall be the policy of the Town that adequate resources are allocated to preserve existing
infrastructure before targeting resources to build new facilities that also have operating and
maintenance obligations. Emphasis shall be given to protect historical investments in capital facilities
and to avoid embarking on a facility enhancement program, which when couple with the existing
facility requirements, the Town cannot afford to maintain.

LONG-RANGE FACILITY PLAN

A long-range facilities plan should be prepared that considers the Town’s future needs based on a 20-
year outlook. This plan should consider estimated costs and list projects in order of priority. Before
new facilities are considered, efforts should be exhausted to modify existing facilities to meet future
needs as well exploration of “partnerships” to minimize capital investment required for construction
as well as operations and maintenance.

LIFE-CYCLE EXPENSES

New facilities should be of high quality, low maintenance and least cost. The CIP should emphasize
and consider life-cycle costs as a consideration in prioritization. Priority should be given to new
facilities that have minimal ongoing maintenance costs as to limit the impact upon both the CIP and
the operating budget.

FINANCING OPTIONS FOR CAPITAL BUDGETS

Funding for capital items may come from a number of sources, including, but not limited to: long-
term debt (general obligation bonds), leases, reserve funds, grants or direct appropriations.
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Voter Approved Bonds

Reserve Funds (From the Debt Management Policy). Adequate operating reserves are important to
insure the functions of the Town especially during economic downturns. The Town desires to build
a contingency reserve in the General Fund of no less than $1,000,000. Over the next ten (10) years
of the date of this policy adoption, the Town will initiate a Committed Fund Balance for working
capital sufficient to finance 90 days of operations (3 months) but not to exceed 4 months of operations.
These funds will help to pay for capital and operating costs during revenue-short months.

Equipment Reserve Fund (From the Debt Management Policy). An Equipment Reserve Fund to be
set up to fund future capital equipment and will be financed sufficiently to ensure that adequate funds
are available to purchase replacement equipment on a timely basis without debt financing.
Determination of the amount needed to adequately fund this equipment reserve fund will prepared by
the Finance Director and the Town Manager and approved by the Finance Committee. Complete
financing of the Capital Equipment Reserve Fund will be by accomplished within six (6) years of the
date of adoption of this policy.

REPEAL OF PRIOR TOWN COUNCIL POLICY ACTIONS, AS FOLLOWS:

This section repeals the Town Council Debt Management Policy adopted by the Town Council on
March 21, 2012; the Town Council Investment Policy adopted by the Town Council on March 21,
2012; the Town Council Fund Balance Policy adopted by the Town Council on September 17, 1997,
as amended on January 20, 2010 and replaced the document adopted by the Town Council on
November 2, 2016 and the Town Council Capital Planning Policy adopted by the Town Council on
September 9, 2016 and replaces all Policies with the afore mention Financial and Fiscal Policy
adopted by the Town Council on September 5, 2018.

APPENDIX 1. RATIOS
Ratios will be calculated and reported to the Finance Committee within the first quarter of each

calendar year. Ratios will also be reported annually as part of the Fiscal Health Metrics Dashboard
approved by the Finance Committee. [Amended 11/20/19]
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1. Annual Debt Service as a Percentage of Government Budgeted Operating Revenues.

Debt service includes principal and interest payments on tax-backed general municipal debt
obligations borrowed for capital project expenditures. Debt service payments are examined relative
to general operating revenues including special revenue funds and excluding truly “self-supporting”
debt or State Educational Subsidy.

As a fixed cost, debt service can reduce expenditure flexibility and can be a major part of a
government’s fixed costs.

Policy statement: Debt Service as a Percentage of Annual Revenues: Debt service will be managed
with an intent to not exceed 15% of annual revenues and with a goal of keeping this percentage
below 12%.

2. Debt as a Percentage of State Equalized Value. This ratio is calculated by dividing the amount of
direct net debt by the total equalized State Valuation of the municipality.

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

Policy statement: Total Debt as a Percentage of equalized State VValuation: Total debt will be managed
to prevent the total debt from exceeding 8.5% of the most recent calculation of state equalized
valuation with a commitment to keep total debt below 3% of the most recently calculated full state
valuation.

3. Debt Per Capita. Total bonded debt of a municipality, divided by its most recent U.S. Census
Bureau population data. A more refined version, called net per capita debt, divides the total bonded
debt less applicable sinking funds by the total population.

Policy statement: Debt per capita will be assessed every 5 years, changing to every 3 years after 2020,
using per capita debt as a percentage of per capita income with a goal of not having this ratio exceed
15%. On an annual basis, debt per capita will be reported as part of the annual review of fiscal health
indicators. New debt issuance may be discouraged if the new debt will result in debt per capita
exceeding 115%, adjusted for inflation, of base year FY18.

4. Per Capita Debt as a Percentage of Per Capita Income. Policy statement: Per Capita Debt as a
Percentage of per Capita Income: Per capita General Obligation debt may be managed with the intent
to not exceed 15% of the most recent computation by the US Census Bureau or the American
Community Survey of Scarborough’s per capita annual personal income. In 2015 this value was
$40,139 which would limit debt per capita to $6,021.

APPENDIX 2. INDUSTRY STANDARD DEFINITIONS OF NIC AND TIC

NET INTEREST COST (or NIC) is a common method of computing the interest expense to the
issuer of bonds, which usually serves as the basis of award in a competitive sale. NIC takes into
account any premium and discount paid on the issue. NIC represents the dollar amount of coupon
interest payable over the life of a serial issue, without taking into account the time value of money
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(as would be done in other calculation methods, such as the “true interest cost” method). While the
term “net interest cost” actually refers to the dollar amount of the issuer’s interest cost, it is also used
to refer to the overall rate of interest to be paid by the issuer over the life of the bonds. The formula
for calculating the NIC rate is:

Total Coupon Interest Payments + Discount (or — Premium)

Bond Years

TRUE INTEREST COST (or TIC) is also known as “Canadian Interest Cost”. Under this method
of computing the borrowing issuer’s cost, interest cost is defined as the rate, compounded semi-
annually, necessary to discount the amounts payable on the respective principal and interest payment
dates to the purchase price received for the new issue securities. TIC computations produce a figure
slightly different from the net interest cost (N1C) method since TIC considers the time value of money
while NIC does not.”

Source: Glossary of Municipal Securities Terms, Municipal Securities Rulemaking Board, 1985.
The TIC bid discourages early year’s high coupon or later year’s deep discount bidding, and is most
compatible with compliance with the issuer’s concern with present value. Furthermore, this is
currently the most commonly used method for bidding on bond issues.

The time value of money or “Present Value” undertakes computations that are used to determine
whether or not a particular investment with a specified future cash flow is a good investment. This is
based upon the premise that one dollar paid today is worth more than a dollar paid in future years.
Present Value includes evaluating any borrowing where money is paid today over the future stream
of such borrowing, to demonstrate the projected future expense. As such, an analysis assigns an
implicit time value on money by measuring the effect of foregoing the return from potential future
investment of money. In summary, the Absolute Savings are the actual numbers of dollars paid over
the life of the issue. Present Value is the actual value today of amounts paid over the life of the issue.

NOTE: ® A Bond Year is $1,000 of debt outstanding for one (1) year. The number of "bond years"
in an issue is equal to the product of the number of bonds (One bond equals $1,000 regardless of
actual certificate denomination) and the number of years from the dated date (or other stated date) to
the stated maturity. The total number of bond years is used in calculating the average life of an issue
and its net interest cost. Computations are often made of bond years for each maturity or for each
coupon rate, as well as total bond years for an entire issue. Source: Glossary of Municipal Securities
Terms, Municipal Securities Rulemaking Board, 1985.
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