BOARD OF

ESTIMATE AND TAXATION
TOWN OF GREENWICH
CONNECTICUT
October 3, 2008
TO: Thomas J. Byrne, Moderator

Joan E. Caldwell, Moderator Pro Tempore

Mary S. Ferry, Member of RTM, Chairman District 5
Frederick L. Baker, III, Member of RTM, District 5
Members of the Representative Town Meeting

FROM: Stephen G. Walko, Chairman, Board of Estimate and Taxation

RE:

PROPOSED RTM SENSE OF MEETING RESOLUTION REGARDING
FUND BORROWING (“SOMR”)

On behalf of the members of the Board of Estimate and Taxation (“BET™), I

would like to address the RTM recommendations to the BET detailed in the SOMR. On
September 16, 2008, the BET met and discussed this matter, addressing the three (3)
recommendations contained in the SOMR separately. The BET’s response is as follows:

I.

Maintain the annual mill rate increases in the 3-4% range over the next
several years: Following the FY 1999-2000 budget which resulted in a mill rate
increase of 3.87%, the BET has maintained nine (9) consecutive budget increases
of 3.5% or less. On October 20, 2008, the BET will meet to ratify the FY 2009-
2010 (“FY10”) budget guidelines. I anticipate that included in the FY10 budget
guidelines will be the following statement, “The BET’s guideline for the mill rate
increase for the FY 10 budget remains at 3.50% for the tenth consecutive year.” In
as much as the SOMR is consistent with the existing guidelines, the BET concurs
with this recommendation.

Limit borrowing for capital expenditures payable from taxes (excluding
revenue bonds) to maturities not greater than 5 years in total, including bond
anticipation notes issued to fund the project during construction: At the
September 16, 2008 BET meeting, the Finance Department provided four (4)
different Capital and Non-Recurring Fund financing scenarios based upon the
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recommendations contained within the SOMR. A copy of each scenario is
attached hereto. Each scenario is separately explained as follows:

A) Scenario A (Base Model): The BET considers Scenario A as its base

B)

model, or the current financing model. Scenario A assumes annual
borrowings will be composed of two years of BANs followed by five year
Bonds, which is consistent with prior budgets. This model has been
effectively used for the past several years and has a proven, quantifiable
track record.  After years of neglecting our Town’s infrastructure,
Scenario A strikes a balance between (i) bringing the Town’s
infrastructure up to an acceptable level and thereafter properly maintaining
that infrastructure; and (ii) maintaining modest and predictable mill rate
increases. Scenario A calls for all debt to be repaid within the original 15
year capital plan or FY23. The BET believes this model is achievable,
provided that prudent decisions are made along to way to account for
changes within the financial environment. The BET has consistently
maintained that if pressure is exerted on this model due to such factors as
decreased revenue or higher capital project costs, factors we are currently
witnessing, new capital projects would either be deferred or removed.
This model provides for the Town’s capital needs which previously had
been neglected, and which neglect is the reason for such current large
capital expenditures. Scenario A is financially prudent and fits within the
overall goal of the BET of modest tax increases.

Scenario B (no BANs): Scenario B assumes that no BANs would be
issued and the Town would issue five year Bonds after money for a
particular project is appropriated. The result of this model forces the
Town to pay for projects over five years instead of seven years. This
model eliminates the flexibility to borrow only the amount of money that
is needed in the fiscal year(s) in which construction occurs. This
elimination of flexibility would result in borrowing money that is not
needed and incurring interest costs for up to two years for borrowing the
money before it is needed. If a project were cancelled, the Town would be
in the awkward position of having borrowed for a project it no longer
plans to do. If adopted, this model would require the deferral of $31
million of capital projects over the next two years. In F Y10, the budget
which is anticipated to allow $28.4 million for capital projects would be
reduced to approximately $16 million, just enough to cover BOE
maintenance and the Highway Division, which includes paving and
bridges. Under Scenario B, major infrastructure improvements would be
delayed for years and would likely result in higher maintenance costs to
existing infrastructure, which is the situation we are attempting to avoid
and address with the Scenario A. Scenario B is at odds with the BET’s
goal of bringing the Town’s infrastructure to an acceptable level which
has been the cornerstone of the CIP process.



C) Scenario C (2 year BANs, 3 year Bonds): Scenario C was presented to
show the impact of borrowing BANs for two years followed by three year
Bonds. This case would require even more capital projects to be deferred
than Scenario B, and is viewed as unacceptable to the BET for the same
reasons noted above in subsection B. Specifically, in FY13 through FY18,
assuming no major projects are deferred, there would be bonding
requirements which would be greater than the amount we could legally
borrow due to the fact that we would be appropriating money for projects
in amounts less than what is needed to be bonded. To solve this problem,
the Town would either have to defer major capital projects or raise the
mill rate, which option is discussed in greater detail below in Scenario D.

D) Scenario D (2 year BANs, 3 year Bonds & increased taxes): Scenario
D again assumes two year BANs and three year Bonds as found in
Scenario C, but also assumes that projects will not be deferred to
“balance” the plan. Instead the “short falls”, particularly in FY13, FY14,
FY15, FY17 and FY18, will be made up in the form of higher taxes that
would raise the annual mill rate increase from 3.5% to 7% and 8%. Mill
rate increases of this magnitude would be diametrically in opposition to
the BET’s long-standing policy of limiting mill rate increases to amounts
that are modest and predictable.

At the September 16, 2008 BET meeting, the comments by members of the BET
clearly support the continuance of the present financing philosophy that has been adopted
by the BET and RTM for the last three (3) years. The BET believes that the adoption of
any of the other scenarios would be detrimental to the carefully planned and wholly
vetted fifteen-year (formerly ten-year) CIP financing plan. The result of the adoption of
any of the other scenarios would be the deferral of certain major capital projects with
corresponding increases in costs of construction due to their delay.

3. Not capitalize BAN interest for general obligation bonds — After consultation
with the Finance Department, who contacted the auditing firm of Blum and
Shapiro, the BET concurs with this recommendation. A review of the fifteen-year
financing schedule indicates that this recommendation would have no, or an
immaterial, impact on the overall financing plan. It is anticipated that this
recommendation would be included in the FY10 budget guidelines.

While the comments above address the specific recommendations contained in the
SOMR, the BET is concerned that the spirit of this SOMR contradicts the Charter.
Article 1, Section 1 of the Charter states, in part, “The Board of Estimate and Taxation
shall be responsible for the financial affairs of the Town...” While the RTM plays a vital
role in the passage of the Town’s annual budget, such financial policies as addressed by
the SOMR are properly within the purview of the BET. For the past ten plus (10+) years,
the BET has worked on, and discussed, financial modeling and/or the CIP financing plan.
Annually through the budget guideline and budget process, the BET revisits the financing
model and the assumptions that are made. The hard work of past and present members of



the BET has served the Town well, resulting in a sound financial model and increases in
the mill rate of 3.5%. Accordingly, while it is important that budget discussions occur
and that all members of the RTM understand the Town’s annual budget, the BET
respectfully contends that the financial policies contained in the SOMR are policies
properly before the BET.

Lastly, I would like to thank Fred Baker and Mary Ferry for their efforts and
willingness to listen and participate in the discussion. Please accept the aforementioned
statements as a step towards the continuance of open communication. The spirit of

transparency and a healthy environment of public discussions in which to fully deliberate
these issues are essential to providing the taxpayers with the best possible government.

Respectfully submitted,

e el

Stephen G. Walko, Chairman

Encls.

cc: Members of the BET
Peter J. Tesei, First Selectman
Carmella C. Budkins, Town Clerk
Peter Mynarski, Town Comptroller
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