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INTRODUCTION

The adoption of and compliance with prudent fiscal policies should be a basic
undertaking for any government. Unfortunately, this does not happen in many
governments. Fortunately for the residents of Brookline, the Town takes a proactive
approach, with core policies regarding reserves, use of Free Cash, and capital financing
serving as the bedrock of the Town'’s financial planning. While not all of the credit for the
Town’s ability to withstand the Great Recession better than most municipalities in the
Commonwealth can be given to the Town’s fiscal policies, they have played a significant
role in stabilizing budgets over the past few years, each of which have been historically
challenging.

One of the recommendations of the 2003-2004 Fiscal Policy Review Committee (FPRC)
was to reconvene the Committee or convene a successor committee in three to five years
to revisit the policies at that time. That recommendation was made since it is clear that
for policies to maintain their viability over the long term, they must evolve with the
circumstances they are intended to address. While it took slightly longer than the
recommended three to five year time frame, the Board of Selectmen reconvened the FPRC
in 2011. The Committee wants to thank the Board of Selectmen for the opportunity to
again become so deeply involved in the fiscal policies of our Town. Each member of the
Committee emerged from this experience impressed with the Town’s commitment to
financial management and the professionalism with which it is carried out.

Committee members have backgrounds that range from management to accounting and
finance, with professional experience from the public, private, and non-profit sectors. We
volunteered our time because we are all committed to making Brookline an even better
place for our families, our local businesses, and all our fellow taxpayers. We believe that
our efforts will assist Town decision-makers, both elected and appointed, in meeting the
very difficult challenges that are ahead. The Town has had sound fiscal policies in place
for more than 15 years and we are hopeful that the recommendations contained within
this Report not only update and reinforce them, but also adapt them more specifically to
the conditions the Town has recently experienced.

Executive Summary

The Fiscal Policy Review Committee was re-convened on January 13, 2011 at the
recommendation of the Town Administrator. When preparing the Fiscal Year FY2012
Financial Plan, the Town Administrator determined that certain budget conditions
required actions that were inconsistent with the current fiscal policies of the Town. Most
notably, the Town’s certified Free Cash balance experienced a one-time increase as a
result of the conversion from private insurance premiums to the state’s Group Insurance
Commission (GIC). At the same time, the Town was experiencing a gradual erosion of its
year-end Unreserved Fund Balance (UFB)!, leading to formal concerns expressed by
Moody’s Investors Service, the independent rating agency that grades the Town’s credit

1 When calculating this metric, Moody’s includes the Town'’s Stabilization Fund.
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when issuing tax-free municipal bonds. The current policies of the Town dictate the
allocation of all Free Cash balances, regardless of the impact on the Town'’s year-end UFB.
As a result, the Town Administrator recommended that $1.7 million of Free Cash remain
unexpended in FY2012, thus ensuring that the Town'’s year-end UFB would remain above
the 10% of General Fund revenue benchmark identified by Moody’s as representative of
prudent financial management.

The Town should not take lightly the issue of declining fund balance levels and Moody’s
concerns about Brookline’s downward trend. Ratings agencies have recently used
declining fund balance levels as part of their justification in downgrading municipalities.
For example, Moody’s downgraded Andover. The credit report stated “[T]he downgrade
to Aal primarily reflects the town's diminished financial position to levels below
comparably rated credits and characterized by several years of reduced General Fund
balances and lack of excess levy capacity.” In other parts of the country, both New
Rochelle, NY and Stamford, CT were downgraded for reasons including declining fund
balance levels. Avoiding a downgrade is important because it reduces borrowing costs,
which is critical for a community like Brookline that has a large inventory of physical
assets to maintain and/or improve.

The Town Administrator sought the Committee’s approval of this proposal for FY2012
and requested that we perform a comprehensive review of all the Town’s fiscal policies
and practices. The Committee quickly concluded that all of the Town’s fiscal policies
were interrelated and that a review of one would necessitate review of all. In addition,
the Committee acknowledged that some issues had changed since its last review
including, but not limited to, the increasing importance of addressing unfunded liabilities
such as Other Post Employment Benefits, or OPEB’s (mostly health insurance costs for
retired employees). Finally, there were other issues raised during the Advisory
Committee’s review of the FY2012 budget that related to the Town’s fiscal policies,
including the formula for allocating Free Cash to support the Affordable Housing Trust
Fund.

After several meetings and much deliberation, the Committee has taken the following
actions, which result in formal recommendations for Board of Selectmen adoption:

1.) We support the Town Administrator’s budget recommendation for FY2012 to
withhold the allocation of $1.7 million from Free Cash in order to bolster the
Town'’s year-end fund balance.

2.) We recommend that UFB be formally considered a priority in the Town’s fiscal
policies. Specifically, we propose that the allocation of Free Cash be done in a
manner that ensures the Town’s year-end UFB not fall below an amount
equivalent to 10% of General Fund revenues.

3.) We recommend a simplification of the Capital Improvement Plan (CIP) financing
policy by consolidating separate revenue sources into an overall allocation of 6.0%
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of prior year net revenue. In addition, we recommend that the Free Cash policy
formally target total capital spending to represent 7.5% of prior year net revenue.

4.) We acknowledge the arbitrary nature of the current allocation formula of Free
Cash to the Affordable Housing Trust Fund and recommend that future allocations
be made on a need-based formula, with need defined as the fund balance being
less than $5 million. For FY2012, we support the Town Administrator’s allocation
of $355,264 to the Fund.

5.) We recommend that long-term funding of the Town’s unfunded financial
liabilities, including Employee Pensions and OPEB’s, be adopted as a formal fiscal
policy of the Town.

The Committee believes that the current fiscal policies have served the Town well and
have contributed substantially to its ability to avert large scale reduction in programs and
services during the recent economic recession. We feel that the above recommendations
provide modest, yet important changes to the policies to make them more responsive and
relevant to changing circumstances. Most importantly, the maintenance of adequate UFB
levels are critical to provide the Town with financial flexibility and to retain the premier
bond rating of Aaa.

Charge to the Committee

On January 13, 2011, the Board of Selectmen appointed members to the Committee and
provided them with the following charge:

“To review, affirm and revise as necessary the existing financial policies of the Town.
The Committee shall also review the need for a new policy regarding Unreserved
Fund Balance in order to preserve the Town's Aaa Bond rating.”

As was the case in 2003-2004, the Committee was not given a mandate to review the
general quality of Town services or to assess the nature of the Town’s tax burden or its
relative standing to other cities and towns for overall revenues and expenditures.
Previous committees such as the Override Study Committee (2007-2008) and the
Efficiency Initiative Committee (2008-2009) carried out these tasks.

In addition to the previously mentioned recommendation in 2004 to have the Town’s
fiscal policies reviewed in three - five years, the impetus for the reconvening of the FPRC
was the combination of Moody’s emphasis on the Town’s declining UFB level and the
impact a one-time accounting change resulting from the Town no longer pre-paying its
first month’s health insurance premiums had on Free Cash. The Town Administrator’s
Financial Plan recommended that $1.7 million of Free Cash be left unappropriated so that
UFB would not decline any further. That is why the charge to the Committee emphasized
UFB.
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Approach

The Committee met six times between February 9, 2011 and May 9, 2011, with meetings
posted and minutes kept and posted in accordance with the Open Meeting Law. Member
attendance was always excellent. At the outset of the Committee’s work, general
understanding of the Town’s financial condition was ascertained from several sources.
The Committee was provided with the Annual Financial Plan, the most recent bond
prospectus, a history of the development of fiscal policies since 1994, multi-year
spreadsheets for various funds showing revenue and expenditure experience, a history of
certifications and use of Free Cash, and historical data associated with the Capital
Improvement Program (CIP) and the Town’s debt characteristics. The Committee never
lacked accurate or comprehensive data, as both the charts and tables in the Report and
appendices attest. Members were continually impressed with the Administration’s
ability to generate the information needed to carry out our work.

The format of the Committee’s meetings included review of data, discussion, and debate.
On two occasions, the Committee invited guests to present information on relevant
topics. One such meeting centered on a discussion with external experts on municipal
finance. Peter Frazier, Senior VP of First Southwest Company, a top financial advisory
and underwriting firm; Richard Sullivan, a partner at Powers & Sullivan, the Town'’s
independent auditor; and Craig Peacock, also a partner at Powers & Sullivan, provided
the Committee with a perspective on best practices and trends in municipal finance. The
other occasion involved the Chairman of the Housing Advisory Board (HAB) detailing the
history of the Affordable Housing Trust Fund and explaining the critical role it plays in
both maintaining existing affordable units and creating new ones.

While Moody’s was not able to appear before the Committee, staff was able to have a
conference call with them. In addition, various Moody’s white papers were provided to
the Committee, including pieces on fund balances? and their rating methodology.? These
documents were very helpful to the Committee and provided some basic understanding
about how Moody’s views various characteristics of a community.

The Committee conducted a thorough examination of existing Town policies and
practices regarding reserve funds, use of Free Cash, and capital budgeting. Four reserve
funds and five various “special revenue funds” were examined:

Reserve Funds:
Operating Budget Reserve
Stabilization Fund
Liability/Catastrophe Fund
Overlay Reserve

Special Revenue Funds:
Other Post-Employment Benefits (OPEB’s) Trust Fund

2 “Your General Fund Balance - One Size Does Not Fit All”
3 “Rating Methodology - General Obligation Bonds Issued by U.S. Local Governments”
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Unemployment Trust Fund

Worker’s Compensation Trust Fund

Public Safety Injured on Duty (I0D) Medical Expenses Trust Fund
Affordable Housing Trust Fund

The history of establishing each of these funds and their current balances were analyzed.
Multi-year funding and expenditure histories were also reviewed. In addition, the linkage
of these funds to overall fund balance position was discussed in great detail.

A particular area of focus was the Free Cash policy and the impact it has on capital
planning, reserve funding, and, ultimately, on overall fund balance position. As you will
read later in this Report, the issue of prioritizing the use of Free Cash was a critical driver
of the recommendations of the Committee.

In terms of our examination of CIP Policies, we reviewed them individually. Brookline
was evaluated against other municipalities in terms of specific indicators such as debt
burden, use of Debt Exclusion Overrides, and levels of pay-as-you-go CIP funding.

The Committee also discussed the issue of unfunded liabilities. Since the 2004 FPRC
recommended a suspension in the funding of OPEB’s, the Committee thought it was
important to review this issue. The OPEB Task Force’s report was reviewed with the
Committee, as was the Town'’s current funding plan.

Because of the continuously evolving fiscal environment within which the Town must
function, we again recommend that the Board of Selectmen reconvene this Committee or
convene a successor committee in three to five years to revisit the policies at that time.
Meanwhile, based on past experience, the Committee has every confidence that the Board
of Selectmen, Advisory Committee, and Town Administration will continue to follow the
policies in their budgetary recommendations to Town Meeting. The principles underlying
the policies are critical to the fiscal well being of any large, complex enterprise.
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FINDINGS AND RECOMMENDATIONS

Over the past two decades, the Town has taken a proactive approach to financial
management. In 1993, the Financial Planning Advisory Committee’s (FPAC) was
established and tasked with determining how best to cope with the continuing fiscal
crisis the Town found itself in. In March of 1994, the Board of Selectmen adopted the
“Financial Improvement Program,” which was largely shaped by FPAC’s
recommendations. It was at this point that the foundations of the Town’s current fiscal
policy infrastructure were born. Formal policies regarding reserve funds and the use of
Free Cash were approved, followed by policies concerning the Capital Improvement
Program (CIP).

With these core policies serving as the bedrock of the Town’s financial planning, Moody’s
awarded the Town with a Aaa bond rating in 1995, a significant achievement for a town
that realized negative Free Cash just a couple years earlier. The Aaa rating is highly
coveted because it reduces borrowing costs, which is critical for a community like
Brookline that has a large inventory of physical assets including school buildings, streets,
recreational facilities, and parks/playgrounds. Maintaining and improving these assets is
of vital importance, and having lowered debt service payments because of the Aaa rating
means the Town can better afford the capital projects.

Over the past six years, Moody’s has referenced the decline in the Town’s Unreserved
Fund Balance (UFB) # as an area of concern. The most recent credit report (February,
2011) stated:

“At year-end, available reserve levels (Unreserved General Fund balance and
Stabilization Fund) declined by $3.1 million to $21.9 million or 10.5% of
revenues. While still healthy, this represents the town's lowest available reserve
balance as a percent of revenues since at least 2003.”

A unique situation presented itself during the formulation of the FY2012 Financial Plan:
as a result of the Town'’s conversion to the Group Insurance Commission (GIC) for health
insurance, the Town experienced a one-time accounting event® that resulted in a $2
million increase in Free Cash (for a total of $7.1 million). In addition to being a one-time
event, the pressure by Moody’s Rating Service to maintain sufficient “unrestricted”
reserves compelled the Town Administrator to recommend leaving a portion of Free Cash
unappropriated. He recommended against allocating this additional Free Cash to either
the CIP or to employee benefit-related trust funds, as current financial policies dictate.

This recommendation, along with the Fiscal Policy Review Committee (FPRC’s)
suggestion in 2004 to have the Town’s fiscal policies reviewed in three to five years,
prompted the Town Administrator to request that the Board of Selectmen reconvene the
Committee. The Selectmen wanted the impact of these two concurrent events analyzed.
Specifically, the charge given to the Committee was “to review, affirm and revise as

* When calculating this metric, Moody’s includes the Town’s Stabilization Fund.
5 The Town no longer had to pre-pay its first month’s health insurance premium, which resulted in an
increase in Free Cash.
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necessary the existing financial policies of the Town. The Committee shall also review the
need for a new policy regarding Unreserved Fund Balance in order to preserve the
Town's Aaa Bond rating.”

UFB is defined as that portion of a fund balance available for spending or appropriation in
the future. According to GFOA’s Best Practice, “it is essential that governments maintain
adequate levels of fund balance to mitigate current and future risks (e.g., revenue
shortfalls and unanticipated expenditures) and to ensure stable tax rates. Fund balance
levels are a crucial consideration, too, in long-term financial planning.” Credit rating
agencies (e.g., Moody’s, Standard and Poor’s, Fitch) monitor levels of fund balance in a
government’s General Fund to evaluate a government’s continued creditworthiness. In
terms of UFB, Moody’s looks for Aaa-rated communities in the Northeast to have levels
equivalent to at least 10% of revenue.

The Town should not take lightly the issue of declining fund balance levels and Moody’s
concerns about Brookline’s downward trend. Ratings agencies have recently used
declining fund balance levels as part of their justification in downgrading municipalities.
For example, Moody’s downgraded Andover. The credit report stated “[T]he downgrade
to Aal primarily reflects the town's diminished financial position to levels below
comparably rated credits and characterized by several years of reduced General Fund
balances and lack of excess levy capacity.” In other parts of the country, both New
Rochelle, NY and Stamford, CT were downgraded for reasons including declining fund
balance levels. Avoiding a downgrade is important because it reduces borrowing costs,
which is critical for a community like Brookline that has a large inventory of physical
assets to maintain and/or improve.

Between FY1992 and FY2000, the Town made great strides in improving its UFB level,
surpassing the 10% threshold in FY1998 after being at a dangerously low level of less
than 2%. After reaching a peak of 17% in FY2003, the level began to decline, hitting
10.5% in FY2010. This downward trend is depicted in the following graph:

GENERAL FUND UNRESERVED FUND BALANCE (INCL. STABILIZATION
FUND) AS % OF REVENUE
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14%-
12%-
10%-
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The primary cause of the decline has been the tighter budget environment, which
produces a smaller operating surplus which, in turn, results in lower levels of Free Cash,
all of which is then allocated under the current Free Cash policy.

[t is important to understand the relationship between Free Cash and the Town’s UFB
position. Free Cash is a Massachusetts-specific term used by the Department of Revenue
(DOR) that refers to the amount of funds in a community that are unrestricted and
available for appropriation. DOR calculates it according to the following formula:

Unreserved Fund Balance
- Property Tax Receivables
- Pre-paid Expenses
- Other Receivables / Overdrawn accounts
+ Deferred Revenue
= Free Cash

The closer the ratio is between UFB and Free Cash, the greater the amount of UFB there is
available to spend. With the move to the GIC, the amount of Pre-paid Expenses dropped
significantly, meaning an equivalent increase in Free Cash. As shown in the table below,
this resulted in more than 50% of UFB being certified as Free Cash, well above the eight-
year average of 37.6%:

FY02 FY03 FY04 FY05 FY06 FY07 FY08 FY09 FY10
Unreserved Fund Balance (UFB) 16,333,526 19,136,869 12,970,991 14788319 13,740,291 14583500 15,018,734 11,902,900 13,325,032
Certified Free Cash 6317276 6966241 4606533 5387436 3814792 5954963 7053293 4590080 7,105,288
Free Cashasa %
of UFB 38.7% 36.4% 35.5% 36.4% 27.8% 40.8% 47.0% 38.6% 53.3%
8-Yr Avg= 37.6%

Since, as previously stated, the current Free Cash policy calls for all Free Cash to be
allocated, it is quite evident that, with all things being equal, the Town’s UFB level could
very well decline at the end of FY2011, perhaps to a level below 10%. This is why the
Committee voted unanimously at our April 11t meeting to support the Town
Administrator’s recommendation to leave $1.7 million of Free Cash unallocated as part of
the FY2012 budget.

The Committee clearly recognized the need to address this issue on an on-going, more
permanent basis and investigated the options available to do so. One option the
Committee thoroughly vetted was a concept that arose from the meeting with the
representatives from First Southwest Company and Powers & Sullivan. During that
meeting, the Committee reviewed data supplied by First Southwest that compared
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Brookline to the 27 communities in Massachusetts rated Aaa by either Moody’s or S&P ©
in terms of debt, levels of Free Cash, fund balance levels, and “excess capacity”.”

The metric that caught the attention of the Committee was the level of outstanding debt
per capita: Brookline had the second lowest level of the 27 communities. This was
something the Committee delved into in great detail, as it seemed counterintuitive to the
observation that the Town has done a remarkable job of maintaining and improving its
capital assets. With the Town having been able to fund the construction of new facilities
(Senior Center and the Municipal Service Center), undertake major renovations of
schools, libraries, the Health Center, Town Hall, the Swimming Pool, and the Public Safety
Headquarters, and complete significant public works projects (landfill closure and
Beacon St. reconstruction), the question was “how could Brookline have such
comparatively low-levels of debt?”.

The analysis showed that the answer, in part, lies in the Town'’s policies regarding CIP
funding and Free Cash allocation. In summary, these policies result in an average of $6.8
million in cash being made available for pay-as-you-go CIP (i.e., cash instead of
borrowing). This is shown in the table below:

FY06 Y07 FY08 FY09 FY10 11 Y12
Tax Supported portion of 5.5% Policy 1712208 1809820 2017460  166489% 1005470 2,113,691 1,707,580

Free Cash Supported 3779809 4491704 2,891,385 5020852 3,121,351 3,670,340 4413752

2008 Override 0 0 0 750,000 768,750 787,969 807,668

Overlay Supported 0 950,000 850,000 0 255,000 0 0

Capital Project Surplus 0 623,039 169,155 590,000 830,000 0 0

FY11 One-Time Classroom Capacity $

from Schools Hea Ins Surplus 0 0 0 0 0 530,000

From Parking Meters 0 0 0 0 0 0 50,000
Total Pay-as-you-go CIP 5492,017 7,874,563 5928000 8025748 5980572 7,101,999 6,979,001

The three primary and on-going components of the pay-as-you-go funding stream (the
portion of the 5.5% policy, Free Cash, and funds from the 2008 Override) alone average
$6 million. Based on survey data collected during the Committee’s work, Brookline
dedicates more funding for pay-as-you-go CIP than its comparable communities. As
shown in the table on the following page, Brookline’s pay-as-you-go commitment to the
CIP is 3.3% of revenue, the highest in the dataset.

6 15 communities are rated Aaa by Moody's, the Town'’s rating agency.
7 Excess Capacity is the difference between the maximum allowable property tax levy and the actual
amount of property tax levied by the community.
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Community
Andover

Arlington
Belmont
Brookline
Cambridge
Hingham
Lexington
Needham
Wayland
Wellesley
Weston

General Fund

Revenue

$131,934,684
$113,954,730
$83,752,934
$208,587,542
$443,288,905
$81,794,382
$152,709,711
$114,561,620
$66,902,456
$124,394,832
$65,023,678

Pay-Go CIP
$1,246,000
$1,201,900
$2,190,185

$6,979,000
$2,625,000
$865,000
$3,570,174
$2,388,749
$1,325,000
$3,008,242
$1,030,940

Pay-Go CIP
% of Rev
0.9%
1.1%
2.6%
3.3%
0.6%
1.1%
2.3%
2.1%
2.0%
2.4%
1.6%

The second part of the answer is that many communities rely very heavily on Debt
Exclusion Overrides to fund major capital projects, an approach very different from
Brookline’s. The table below provides a history of the impact debt exclusions have had
on the tax levy for various communities. Looking at the FY2011 data, you see that
Brookline, at $1.26 million, has the third lowest amount of debt service supported by debt
exclusions.8 At the other end, communities such as Wellesley, Needham, and Weston
have between $7 million - $9 million in excluded debt. While Brookline employs a larger
pay-as-you-go component of CIP funding, thereby avoiding the need to borrow, the data
shows some communities relying more on debt -- a large percentage of which is funded
via debt exclusions.

DEBT EXCLUSION HISTORY - YEARLY IMPACT ONTAXLEVY

B | Mg | o] Brookine]  Coword| Fomnghon | Hoghom|  leitgon| Nedhon|  Wolnd]  Weleds] Westn| Wit
o L4481 1805553 113419 B44,685 LGS LUAORG| 1063ed8  AnSemdl  LOLASO D38

% LATT982 L4817 675,000 s DO LA0000 790t8] 207A9T  LOB3E] 243916

% B4 L2080 TMISM 1487500 172688 LIS 10RO U700 QUIBIS|  LI9%]  2I65I8

[l 930 L0073 LG06%  L14929 105749 1939283 0000) LOAE0]  1Lle6l  LMEMN 200637 135,00
0 LIO4ET Lgl6 TRI4 1867645 01370 1309475 060 S0l 2SS 11963 35N 631538
0l L9 2007505 3059 1830811 BTG 15058 B3 L7080 233793 DISORl6|  DA6TERS|  4elSed 1116481
(3 343906 205109 RT3 1744810 TSN 4| LTS LOTOR) DGR 00| e SSI6AM  LI6AR6S
0 BOLGR0 DOO0ISY 0GB UTOSIM LGRS dLSeT|  L3EN  AIOOM| DA% L86L%5L|  DIMR|  SINE L0984
05 DINADGTRY  IBAAOM 16T63G LRI eSSOH  DMSAL  S3SORS| DG4Sl LSTO6 D3I 5664059 %1714
06 SOLA LAY LTeOM|  1GABTSH Q46N LGS DIOASNT]  AS3| 43RS LOGTAM4]  D4I6RB| SO 119
7 U0 LTSSSBL L3 L6485 DSOS 0G| IOGLAY  SAVG| SO 1BLATEl  ITAADL edTeed|  LAUGETS
08 D008 L4604 SVBIG LGB S0ledS| LA L9WETS|  SIBMT) STOMG  LS60ee]  3MBM03 6611 LM%
09 US| LIS 3OS 16906%]  3%B1336 1606 LSM 425086 SR LASIBY  4EI6I]  TIM30 953968
0 TN LSS RO LecTOTH  ASUeSR 0B AIG3ESR ST GOVAA] DN 633N TSR 1333%
i D0G0362) YRR ABTETL) LB  ADISAD|  AITIRD) SR STESND) IO D93 BOMSH|  efI0g L7
TOTAL| 400707200 19051013  S4A3TS35  L6SETI9)  2BO00LZ0| 4648563 34904003 46266261 SLUT0836 30253158 45306301  TS%%09)  125056M

® The Town’s share (net of State assistance) of the High School and New Lincoln School projects were
funded via Debt Exclusions.
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The table below shows the extent to which these communities rely on debt exclusions, as
measured by excluded debt as a percent of total General Fund debt service. As it shows,
at 14% of debt service being funded by the additional taxes allowed only by the passage
of a debt exclusion, Brookline is at the low end. Conversely, eight of the communities
have excluded debt comprising 50% or more of total debt, with Weston at 96%.

FY10

FY10 Debt Excluded

FY10 Gen Exclusion Debt as

Community Fund Debt Svc Debt Service % of Total
Andover $13,107,947 $3,037,491 23.2%
Arlington $7,670,000 $1,025,542 13.4%
Belmont $4,707,866 $3,368,022 71.5%
Brookline $11,886,156 $1,667,074 14.0%
Cambridge $45,872,232 $0 0.0%
Concord $6,929,638 $4,512,636 65.1%
Framingham $8,723,176 $290,841 3.3%
Hingham $7,956,755 $4,163,858 52.3%
Lexington $10,002,472 $5,746,386 57.4%
Needham $9,943,937 $6,004,469 60.4%
Newton $14,372,208 $0 0.0%
Wayland $4,244,865 $2,215,392 52.2%
Wellesley $10,838,934 $6,504,370 60.0%
Weston $7,507,792 $7,205,908 96.0%
Winchester $9,646,007 $1,313,394 13.6%

By definition, debt exclusions are increases in taxes, so the impact they have on property
tax bills over time was reviewed. While the data could not isolate solely on the impact
debt exclusions have had on tax bills,? the overall growth in tax bills over a period of time
can be measured. Clearly, there is a correlation between a heavier reliance on debt
exclusions and larger increases in taxes. The table on the following page shows the
growth in the average single family (SF) tax bill and in the average residential (resi) tax
bill10 since FY2000.

During this period, Brookline’s SF tax bill increased 57% while the average residential tax
bill grew 48%. The average growth of the data set is 85% (SF) and 82% (residential),
meaning Brookline’s growth was about 2/3’s of the data set for SF and less than 60% of
the data set for residential. Some communities realized tax bill growth twice as large as
Brookline’s (e.g., Lexington and Wellesley). If you look at those communities that are
heavily dependent on debt exclusions to fund capital projects, you see larger tax bill
growth.

9 Other causes of growth in tax bills are (a) the general 2 %2% annual increase in the levy, (b) general
overrides for operating purposes, (c) adoption of the Community Preservation Act (CPA), and (d) shifts in
the allocation of taxation between commercial and residential properties.

10 The average residential tax bill is important to look at because there are communities where single
family homes are not the majority of the housing stock, Brookline being one of them. In Brookline, less than
30% of residential parcels are single family homes, while approximately 60% are condos.
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MUNICIPALITY |DATA 2000 2011 FY11 vs FY0O
ANDOVER AVG SF TAX BILL 4,598 7,480 62.7%
AVG RESI TAX BILL 4,501 7,135 58.5%
BELMONT AVG SF TAX BILL 5,356 9,676 80.7%
AVG RESI TAX BILL 4,795 8,182 70.6%
BROOKLINE AVG SF TAX BILL 7,921 12,439 57.0%
AVG RESI TAX BILL 5,116 7,573 48.0%
CAMBRIDGE AVG SF TAX BILL
AVG RESI TAX BILL 3,682 5,459 48.3%
CONCORD AVG SF TAX BILL 5655 11,074 95.8%
AVG RESI TAX BILL 5,534 10,916 97.2%
DOVER AVG SF TAX BILL 6,209 12,074 94.5%
AVG RESI TAX BILL 6,730 13,097 94.6%
HINGHAM AVG SF TAX BILL 4,447 7,224 62.4%
AVG RESI TAX BILL 4,341 7,536 73.6%
LEXINGTON AVG SF TAX BILL 4,689 10,032 113.9%
AVG RESI TAX BILL 4,671 9,933 112.7%
NEWTON AVG SF TAX BILL 5,318 8,592 61.6%
AVG RESI TAX BILL 4,988 7,920 58.8%
WAYLAND AVG SF TAX BILL 5917 11,471 93.9%
AVG RESI TAX BILL 6,094 11,448 87.9%
WELLESLEY AVG SF TAX BILL 5084 11,281 121.9%
AVG RESI TAX BILL 5125 11,192 118.4%
WESTON AVG SF TAX BILL 8,064 15,835 96.4%
AVG RESI TAX BILL 8,323 15,840 90.3%
WINCHESTER |AVG SF TAX BILL 5,175 9,167 77.1%
AVG RESI TAX BILL 4,928 8,427 71.0%
AVG GROWTH OF THE AVG SF TAX BILL 84.8%
AVG GROWTH OF THE AVG RESI TAX BILL 81.8%
BROOKLINE vs AVG GROWTH OF THE AVG SF TAX BILL 67.2%
BROOKLINE vs AVG GROWTH OF THE AVG RESI TAX BILL 58.7%

It is evident that some of these communities view debt exclusions as part of their CIP
financing strategy. By doing this, less on-going revenue is required for debt service,
thereby leaving more funding available for operating purposes. However, it makes
funding major capital projects more challenging, and perhaps less likely, since they must
be approved by the electorate via the debt exclusion vote. This is the opposite of how
Brookline approaches its capital financing: 5.5% of revenue + funding from the 2008
Override + more than 34’s of Free Cash (on average) provides significant resources for the
CIP, dramatically lessening the need for debt exclusions.

Another common measure of debt that was reviewed and compared against comparables
was General Fund debt service as a percent of revenue. The table on the following page
shows that Brookline, at 5%, has the lowest percentage. However, this debt measure can
be skewed because of simple math: for smaller communities, the debt service associated
with financing a major capital project ends up being a much higher percentage of
revenue. For example, a $25 million school project results in a debt service payment of
approximately $2.375 million in the first year, which is equal to approximately 3.7% for a
town like Weston or Wayland; for Brookline it would equal approximately 1%. Add to
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this the pay-as-you-go CIP / Debt Exclusion analysis from above and you can see why
Brookline tends to fall at the lower end of the scale in terms of debt measurements.

GF Debt Svc
Community GF Revenue GF Debt Svc % of Rev
Andover $131,934,684 $8,118,664 6.2%
Arlington $113,954,730 $8,019,440 7.0%
Belmont $83,752,934 $6,074,259 7.3%
Brookline | $208,587,542 | $10,344,421 5.0%
Cambridge $443,288,905 | $46,287,067 10.4%
Hingham $81,794,382 $7,387,904 9.0%
Lexington $152,709,711 | $10,668,333 7.0%
Needham $114,561,620 | $11,406,472 10.0%
Wayland $66,902,456 $7,776,459 11.6%
Wellesley $124,394,832 | $14,652,519 11.8%
Weston $65,023,678 $7,483,112 11.5%

This debt analysis was an important part of the Committee’s work, as it showed that
while other communities may be investing more of their budget in capital as measured by
outstanding debt and debt service ratios, it is (a) being accomplished by increased taxes
on the residents and (b) being skewed by the size of a community’s budget. Tax bills in
those communities that have relied on debt exclusions for capital in lieu of having a
sufficient on-going revenue stream dedicated for capital have grown at a far higher rate
than Brookline’s. Therefore, those facts should be considered when looking at both total
CIP funding and debt ratios. The Committee believes that Brookline’s ability to
comparatively limit the growth in tax bills while maintaining a robust CIP is a testament
to the financial management of the Town, which is guided by the fiscal policies that have
been in place.

Even with this Debt Exclusion analysis, the Committee was still interested in the
possibility of taking a slightly different approach to CIP funding, specifically looking at the
comparatively larger pay-as-you-go CIP component than its comparables. The
Committee was intrigued with the possibility of leveraging those funds further. In other
words, would it be practicable to borrow for some of the projects planned for as pay-as-
you-go and use that capacity as the more permanent solution to the declining fund
balance issue?

The FY2012 - FY2017 CIP was reviewed and the pay-as-you-go CIP projects shown on
the following page were identified as the projects that could be borrowed for instead of
being funded with cash, while at the same time maintaining a balanced CIP:
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FY12 FY13 FY14 FY15 FY16 FY17 TOTAL
Fire Sta Renov $625 $320 $195 $190 $1,330
Billy Ward Playground $660 $660
Clark Playground $510 $510
Larz Anderson Park $250 $250
Soule Playground $500 $500
Pierce School (Aud, Elec Distrib) $750 $350 $1,100
Swimming Pool $550  $550

[TOTAL $2,545 $320 $545  $440  $500 $550 $4,900 |
Estimated Debt Service (cumul.) $363 $397  $435  $484  $540 $2,219

[Net Change in Pay-Go CIP $2,545 ($43) $148 $5 $16  $10 $2,681 |

This model showed that a one-time sizeable appropriation ($2.545 million) could be
made to the Stabilization Fund by borrowing for the projects shown in FY2012 instead of
paying for them in cash. In order to maintain the schedule of projects included in the CIP
and to keep it in balance, the projects shown in FY2013 - FY2017 would also have to be
funded via borrowing instead of with cash. There was one significant issue with this
approach, however, and that is the impact the Devotion School project has on the CIP in
FY2018. As detailed in the Town’s FY2012 Financial Plan (pages I-21 and VII-5), at
current estimates, the sheer size of the project would push the Town over its 5.5% CIP
policy. By borrowing for the projects shown in the table above instead of paying for them
in cash, the amount above the 5.5% policy in FY2018 grows, as shown in the table below:

Based on Current Debt Management Plan

FY16 FY17 FY18
Prior Yr Net Rev $213.979 $221.299 $227.845
Existing Net Debt $5.459 $5.079 $4.503
New Debt from Prior FY's $2.270 $3.257 $5.689
New Debt in that FY $1.079 $2.589 $2.546
Total Net Debt $8.808  $10.925  $12.738
Net Debt as a % of Rev 4.1% 4.9% 5.6%
Pay-Go CIP 1.4% 0.6% -0.1%
Based on Additional Borrowing Model
FY16 FY17 FY18
Prior Yr Net Rev $213.979 $221.299 $227.845
Existing Net Debt $5.459 $5.079 $4.503
New Debt from Prior FY's $2.692 $3.726 $6.055
New Debt in that FY $1.141 $2.496 $2.460
Total Net Debt $9.292 $11.301 $13.018
Net Debt as a % of Rev 4.3% 5.1% 5.7%
Pay-Go CIP 1.2% 0.4% -0.2%

Because of the position the CIP is in for FY’s 17-18 resulting from the Devotion School
project, it did not make sense to follow the approach of borrowing more now and using
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that free-up capacity to help stabilize the fund balance issue. In addition, this would be a
one-time infusion as opposed to the more permanent solution that is required.

However, the Committee found the analyses very helpful in generating thoughts about
how to develop an alternate approach that helps the Town realize the goal of protecting
against further erosion of the Town'’s fund balance levels. The Committee then focused
its attention on Free Cash and the possibility of devising an approach to maintain /
improve fund balance position while at the same time not reducing the Town’s
commitment to the CIP and not hindering the ability to address fund balances in
employee-related funds (e.g., worker’s comp, unemployment).

The revised Free Cash Policy being proposed uses “Unreserved Fund Balance +
Stabilization Fund as a percent of revenue” as the “trigger” for Free Cash support of the
fund balance issue. We recommend that if the ratio is less than 10%, then Free Cash will
be used!! to get that variable to the 10% level, with a goal of 12.5%. It was evident that
the Town has many needs that Free Cash can go toward, and up until this time,
maintaining an UFB at a level deemed prudent by the ratings agencies has not been one of
them. In fact, the current Free Cash policy is in direct conflict with such a goal since all
certified Free Cash is “spent”, thereby almost assuring that the UFB level will decline in
the ensuing year.

The current Free Cash policy has worked very well and has allowed the Town to address
a number of critical needs (e.g., Landfill-related corrective action and related settlement
costs, bringing up fund balances of employee-related benefits funds, and funding capital
needs that arise during the CIP process). However, at this point in time the Town should
amend its Free Cash Policy so that the issue of declining UFB can be addressed, while at
the same time potentially steering additional funds to unfunded liabilities, all without
dramatically altering the level of funding available for the CIP. It simply comes down to
prioritizing the use of Free Cash, and the Committee believes the model being proposed
does this.

An important part of the Free Cash Policy being recommended by the Committee relates
to CIP funding. The proposal was born out of the analysis detailed above concerning pay-
as-you-go CIP -- further evidence of the complex inter-relationships between the Town'’s
policies for reserves, Free Cash, and CIP funding. The Committee is recommending that
Free Cash be used to bring “Total CIP Funding” up to 7.5% of the prior year’s net revenue,
which is the percentage equivalent of the dollar amount used to program the “out-years”
of the CIP. This is shown in the table on the following page:

11 In this instance, Free Cash can be “used” by either leaving it unallocated or appropriating it into the
Stabilization Fund.
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FY13 FY14 FY15 FY16 FY17
[Net Revenue $200.09 $206.36 $213.98 $221.30 $227.84 |
5.5% CIP
Tax Supported $1.89 $2.24 $2.98 $2.96 $1.25
Debt Financed $8.81 $8.76 $8.37 $8.81 $10.93
BAN's $0.10 $0.10 $0.10 $0.10 $0.10
Total 5.5% CIP $10.80 $11.10 $11.45 $11.87 $12.27
Other Revenue-Financed CIP
Free Cash Supported $3.06 $3.02 $2.99 $2.96 $2.94
2008 Override $0.83 $0.85 $0.87 $0.89 $0.91
From Parking Meters $0.05 $0.05 $0.05 $0.05 $0.05
Total Other Rev-Financed CIP $3.94 $3.92 $3.91 $3.90 $3.91
{GRAND TOTAL CIP $14.74 $15.02 $15.36 $15.77 $16.18 |
| [Grand Total CIP as % of Prior Yr Net Rev 7.6% 7.5% 7.4% 7.4% 7.3%| |

Historically, Total CIP Funding has ranged from 7.5% to 9% of revenue, as shown in the
table below. The difference between the 7.5% used to build the out-years of the CIP and
the historical range of 7.5% - 9% is a combination of (1) the use of infusions of one-time
monies to augment the CIP and (2) Free Cash available for the CIP exceeding the estimate
used for the out-years (which is approximately $3 million per year). Typically, a Free
Cash certification that is greater than the estimate allows the Town to move projects
forward, fund new projects, and/or fund increases in project cost estimates.

FY06 Y07 FY08 FY09 Y10 Y11 12
[Net Revenue §15938  $§16751 §17465  $18342 §18570  $187.72 §194.58 |
5.5% CIP
Tax Supported §1.71 §181 §2.02 §1.66 §1.01 211 171
Debt Financed $6.67 $6.91 $6.45 §7.57 §7.86 §7.64 §8.56
BAN's 0.20 0.11 0.10 0.12 0.29 (.09 0.10
Total 5.5% CIP $8.58 §8.83 $8.57 $9.35 $9.15 $9.84 §10.36
Other Revenue-Financed CIP
Free Cash Supported §378 §4.49 §2.89 §5.02 §3.12 §3.67 §441
2008 Override $0.00 $0.00 $0.00 $0.75 $0.77 §0.79 §0.81
Overlay Supported §0.00 §095 $0.85 $0.00 $0.26 $0.00 $0.00
Capital Project Surplus §0.00 §0.62 §047 §0.59 §083 $0.00 $0.00
FY11 One-Time Classroom Capacity §
from Schools Hea Ins Surplus §0.00 $0.00 $0.00 $0.00 $0.00 §0.53 $0.00
From Parking Meters 0.00 0.00 0.00 0.00 0.00 0.00 0.05
Total Other Rev-Financed CIP §3.78 $6.06 $391 $6.36 §4.98 §4.99 §5.27
|GRAND TOTAL CIP $12.36 $14.89 $12.48 $15.71 $14.13 $14.83 $15.64 |
Grand Total CIP as % of Prior Yr Net Rev 8.1% 9.3% 7.5% 9.0% 7.7% 8.0% 8.3%
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Since the core CIP Financing Policy is the dedication of 5.5% of the prior year’s net
revenue for capital purposes, the 7.5% - 9% in Total CIP Funding means that Free Cash,
the 2008 Override Funding, and any other one-time funds appropriated for CIP purposes
has added funding equivalent to 2% - 3.5% of revenue. For the out-years of the CIP, it
means that Free Cash, the 2008 Override Funding, and Parking Meter Receipts add 2% to
the core 5.5% Policy.

Therefore, the Committee recommends amending the Free Cash Policy to say that, after
funding the annual Operating Budget Reserve (priority one), using Free Cash to the
extent required to have the UFB at a level of at least 10% of revenue (priority two), and
funding the Liability/Catastrophe Fund to the extent necessary to maintain that fund at
an amount equivalent to 1% of prior year net revenue (priority three), remaining Free
Cash should be used to bring Total CIP Funding to a level equivalent to 7.5% of prior year
net revenue. This establishes a “floor” for CIP funding and does not diminish the overall
level of commitment; rather, it recognizes that this has been the historical level of funding
for the CIP.

Another issue related to Free Cash that the Committee studied was the current policy that
triggers an appropriation into the Affordable Housing Trust Fund (AHTF) once Free Cash
exceeds $6 million. The Town’s Advisory Committee questioned the appropriateness of
the current formula, appropriately described as having a “cliff effect.” The primary
concern voiced about the formula is that at $5,999,999, not one dollar is allocated to the
AHTF; however, at $6 million, $350,000 (5%) would go into the AHTF. A swing of
$350,000 because of an additional dollar of Free Cash does raise questions about the
construct of the current policy.

After meeting with the Chair of the Housing Advisory Board (HAB) and Town staff, the
Committee is recommending a “need based trigger” based on the fund balance of the
AHTF. This is the same approach taken to funding the Operating Budget Reserve (a
stated and proven need for a 1% fund), the UFB (a stated and proven need for a balance
of at least 10%), the Liability/Catastrophe Fund (a stated and proven need for a 1%
fund), and the CIP (a stated and proven need for funding equivalent to 7.5%). The
recommendation is to have 10% of remaining Free Cash go to the AHTF if the fund
balance in the fund falls below $5 million. The fund balance in the AHTF has been at least
$5 million figure since FY06, as shown in the table on the following page:
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AFFORDABLE HOUSING TRUST FUND

2004 2005 2006 2007 2008 2009 2010
Prior Year Fund Balance 3,742,815 3,697,754 4,535,020 5,258,404 5,460,803 5,511,692 6,402,773
Free Cash 316,455 348,312
Sale of 154 University Rd 676,846
Inclusionary Zoning (Developers) 410,133 1,077,623 349,203 554,254 187,275 550,372 0
Loan Repayments 358,339 135,014 221,000
Misc 5,000
Interest 43,425 102,676 249,165 299,894 257,114 119,709 49911
Total Revenue 770,013 2,563,797 738,383 854,149 444,389 891,081 49911
Housing Projects 815,073 1,726,530 651,750 393,500 1,000,000
Appraisal Svcs
Planning Consulting Svcs 14,999
Conferences
Total Expenditures 815,073 1,726,530 14,999 651,750 393,500 0 1,000,000
Trust Fund Balance 3,697,754 4,535,020 5,258,404 5,460,803 5,511,692 6,402,773 5,452,684

The $5 million level is also the dollar amount required to fund HAB’s goal of creating or
maintaining 25 affordable units annually. Having a fund balance of this size is important
if the fund is to continue to act as “bridge funding” for affordable housing projects.

The Committee discussed how any remaining Free Cash should be allocated. The current
“Special Use” category of the Free Cash Policy states that “Free Cash may be used to
augment the trust funds related to fringe benefits and unfunded liabilities related to
employee benefits.” The Committee recommends that greater emphasis be placed on
using remaining Free Cash, if any, for aiding in the funding of the Town’s unfunded
liabilities, such as OPEB’s and pensions. The language being recommended allows for
that to occur.

Under this proposal, if, after funding the Operating Budget reserve, addressing the UFB
issue, funding (if required) the Liability/Catastrophe reserve at the 1% level, bringing
Total CIP Funding up to 7.5%, and funding (if required) the AHTF, a Free Cash balance
remains, the Town would have flexibility in where to allocate it. It could go to augment
the CIP, or into the OPEB trust fund, or into one/some of the other employee-related trust
funds, or into the AHTF above the amount called for by the formula. This is where the
issue of prioritization of needs comes in again. We envision the Town Administrator,
through his Financial Plan, making the recommendation, which would then obviously be
vetted through the normal budget review process.

The following summarizes the Committee’s recommendation on how to allocate Free
Cash, which was approved unanimously at the meeting on April 11, 2011:

1. Appropriated Budget Reserve - an amount equivalent to 0.25% of the prior

year’s net revenue is appropriated as part of the Town’s 1% Appropriated
Budget Reserve Fund.
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2. Unreserved Fund Balance / Stabilization Fund - Free Cash is used to maintain

an Unreserved Fund Balance plus Stabilization Fund in an amount equivalent
to no less than 10% of revenue, with a goal of 12.5%.

3. Liability/Catastrophe Fund - Free Cash is used to reach the 1% funding target
of the Town’s Liability/Catastrophe Fund.

4. Capital Improvement Program (CIP) - remaining Free Cash is dedicated to the
CIP so that total CIP funding as a percent of the prior year’s net revenue is not
less than 7.5%.

5. Affordable Housing Trust Fund (AHTF) - 10% of remaining Free Cash is used
for the AHTF if the unreserved fund balance in the fund is less than $5 million.

6. Special Use - any remaining Free Cash is used to augment the trust funds
related to fringe benefits, unfunded liabilities related to employee benefits,
including pensions and Other Post-Employment Benefits (OPEB’s), and other
one-time uses, including additional funding for the CIP and AHTF.

In might be helpful to look at a couple of different scenarios, as doing so shows how the
Free Cash sequencing works and what the dollar amounts could be. Each scenario on the
following page shows three different levels of Free Cash ($5 million, $6 million, and $7
million) with the assumptions of (1) a need of $500,000 to fund 25% of the Operating
Budget Reserve, (2) a need of $150,000 to fully-fund the Liability/Catastrophe Fund, and
(3) aneed to make a deposit into the AHTF.

Scenario A assumes no need to address the UFB issue (meaning that ratio is above 10%).
Scenarios B through D show the need to address the UFB issue, each at different amounts.
Under Scenario A, all needs are met at any Free Cash certification and amounts remain for
the Special Use category. At the other end, Scenario D shows how, at a $5 million Free
Cash certification and the need to address the UFB issue, there would not be enough Free
Cash to fully-fund the CIP at 7.5% or to make a deposit into the AHTF.
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SCENARIO A - Unreserved Fund Balance/Stabilization Fund Above 10%
2. Unreserved
Free Cash 1.Reserve Fund Balance/ 3. Liability/
Certification Fund Stabilization Fund Catastrophe 4. CIP 5. AHTF 6. Spec Use

$5,000,000 $500,000 $0 $150,000  $3,000,000 $135,000 $1,215,000
$6,000,000 $500,000 $0 $150,000  $3,000,000 $235,000 $2,115,000
$7,000,000 $500,000 $0 $150,000  $3,000,000 $335,000 $3,015,000

SCENARIO B - Unreserved Fund Balance/Stabilization Fund Below 10% -- $1M required
2. Unreserved
Free Cash 1.Reserve Fund Balance/ 3. Liability/
Certification Fund Stabilization Fund Catastrophe 4.CIP 5. AHTEF 6. Spec Use
$5,000,000 $500,000 $1,000,000 $150,000  $3,000,000  $35,000 $315,000
$6,000,000 $500,000 $1,000,000 $150,000 $3,000,000 $135,000 $1,215,000
$7,000,000 $500,000 $1,000,000 $150,000  $3,000,000 $235,000 $2,115,000

SCENARIO C - Unreserved Fund Balance/Stabilization Fund Below 10% -- $1.5M required
2. Unreserved
Free Cash 1.Reserve Fund Balance/ 3. Liability/
Certification Fund Stabilization Fund Catastrophe 4. CIP 5. AHTF 6. Spec Use

$5,000,000 $500,000 $1,500,000 $150,000  $2,850,000 $0 $0
$6,000,000 $500,000 $1,500,000 $150,000  $3,000,000  $85,000 $765,000
$7,000,000 $500,000 $1,500,000 $150,000  $3,000,000 $185,000 $1,665,000

SCENARIO D - Unreserved Fund Balance/Stabilization Fund Below 10% -- $2M required
2. Unreserved
Free Cash 1.Reserve Fund Balance/ 3. Liability/
Certification Fund Stabilization Fund Catastrophe 4. CIP 5. AHTF 6. Spec Use

$5,000,000 $500,000 $2,000,000 $150,000  $2,350,000 $0 $0
$6,000,000 $500,000 $2,000,000 $150,000  $3,000,000  $35,000 $315,000
$7,000,000 $500,000 $2,000,000 $150,000  $3,000,000 $135,000 $1,215,000

The final recommendation of the Committee is related to the CIP Financing Policy. As
currently written, the amount provided to the CIP is stated as a percent of prior year net
revenue (5.5%) plus a dollar amount from the 2008 Override, adjusted for inflation. The
Committee recommends simplifying this so that it is all expressed in percentage terms.
When the 5.5% plus funding from the 2008 Override (inflated) plus the $50,000 from the
Parking Meter Fund is added, it is equal to 6% of the prior year’s net revenue. This is
shown in the table on the following page:
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FY13 FY14 FY15 FY16 FY17 FY18
5.5% CIP
Tax Supported $1.89  $224  $298  $296  §125  ($0.21)
Debt Financed $8.81 $8.76 $8.37 $8.81  $1093  $12.74
BAN's $0.10 $0.10 $0.10 $0.10 $0.10 $0.10
Total 5.5% CIP $10.80 $11.10 $11.45 $11.87 $12.27 $12.63
Other Revenue-Financed CIP
2008 Override $0.83 $0.85 $0.87 $0.89 $0.91 $0.94
From Parking Meters $0.05 $0.05 $0.05 $0.05 $0.05 $0.05
Total Other Rev-Financed CIP $0.88 $0.90 $0.92 $0.94 $0.96 $0.99
|TOTAL CIP W/O FREE CASH $11.68 $12.00 $12.37 $12.81 $13.24 $13.62 |
[Total CIP w/o Free Cash as % of Prior Yr Net Rev 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%|

In addition to simplifying the formula, it has the added benefit of ameliorating the issue of
the 5.5% policy being exceeded in FY2018. The Tax Supported portion goes from -$210K
in the table above to $930K as shown in the table below:

FY13 FY14 FY15 FY16 FY17 FY18
6% CIP
Tax Supported $286  $324  $4.02 $4.03 $2.35 $0.93
Debt Financed $8.81 $8.76 $8.37 $8.81  $1093  $12.74
BAN's $0.10 $0.10 $0.10 $0.10 $0.10 $0.10
Total 6% CIP $11.77 $12.11  $1248 $1294 $13.38  $13.77
Other Revenue-Financed CIP
2008 Qverride $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
From Parking Meters $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Total Other Rev-Financed CIP $0.00  $0.00  $0.00  $0.00  $0.00  $0.00
[TOTAL CIP W/0 FREE CASH $11.77  $12.11 $1248 $12.94 $1338  $13.77 |
[Total CIP w/o Free Cash as % of Prior Yr Net Rev 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%|

While the “Total CIP w/o Free Cash” increases, it does so only slightly.12 It should be clear
that is not the reason why the issue of exceeding the 5.5% policy in FY2018 goes away.
Rather, that is accomplished simply by staying within the “true” current CIP funding level
of 5.5% of prior year net revenue + the 2008 Override + $50K in Parking Meter receipts,

which is equivalent to 6%.

12 Total CIP funding increases in the first year because of rounding up to 6%. In the out-years, it increases
due to that same reason and because both the Override funding and the Meter receipts are tied to Net
Revenue, which grows approximately 3%/year, whereas the Override funding has been increased 2.5%/yr

and the Meter receipts were a flat amount.
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CONCLUSION

As stated at the beginning of this Report, the adoption of and compliance with prudent
fiscal policies should be a basic undertaking for any government. Fortunately for the
residents of Brookline, the Town takes a proactive approach, with core policies regarding
reserves, use of Free Cash, and capital financing serving as the bedrock of the Town'’s
financial planning. The Committee believes that the current fiscal policies have served
the Town well and have contributed substantially to its ability to avert large scale
reduction in programs and services during the recent economic recession.

We feel that the following recommendations provide modest, yet important changes to
the policies to make them more responsive and relevant to changing circumstances. Most
importantly, the maintenance of adequate Unreserved Fund Balance (UFB) levels is
critical to provide the Town with financial flexibility and to retain the premier bond
rating of Aaa.

e We recommend that UFB be formally considered a priority in the Town’s fiscal
policies. Specifically, we propose that the allocation of Free Cash be done in a
manner that ensures the Town’s year-end UFB13 not fall below an amount
equivalent to 10% of general fund revenues. This is accomplished by using the
following Free Cash sequencing:

1.) Appropriated Budget Reserve - an amount equivalent to 0.25% of the prior
year’s net revenue is appropriated as part of the Town’s 1% Appropriated
Budget Reserve Fund.

2.) Unreserved Fund Balance / Stabilization Fund - Free Cash is used to
maintain an Unreserved Fund Balance plus Stabilization Fund in an amount
equivalent to no less than 10% of revenue, with a goal of 12.5%.

3.) Liability/Catastrophe Fund - Free Cash is used to reach the 1% funding
target of the Town’s Liability /Catastrophe Fund.

4.) Capital Improvement Program (CIP) - remaining Free Cash is dedicated to

the CIP so that total CIP funding as a percent of the prior year’s net revenue
is not less than 7.5%.

5.) Affordable Housing Trust Fund (AHTF) - 10% of remaining Free Cash is
used for the AHTF if the unreserved fund balance in the fund is less than $5
million.

6.) Special Use - any remaining Free Cash is used to augment the trust funds
related to fringe benefits, unfunded liabilities related to employee benefits,
including pensions and Other Post-Employment Benefits (OPEB’s), and
other one-time uses, including additional funding for the CIP and AHTF.

13 Again, when calculating this metric, Moody’s includes the Town'’s Stabilization Fund.
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We recommend a simplification of the Capital Improvement Plan (CIP) financing
policy by consolidating separate revenue sources into an overall allocation of 6.0%
of prior year net revenue. In addition, we recommend that the Free Cash policy
formally target total capital spending to represent 7.5% of prior year net revenue.

We acknowledge the arbitrary nature of the current allocation formula of Free
Cash to the Affordable Housing Trust Fund and recommend that future allocations
be made on a need-based formula. Specifically, the Committee recommends a
“need based trigger” based on the fund balance of the AHTF. The recommendation
is to have 10% of remaining Free Cash go to the AHTF if the fund balance in the
fund falls below $5 million.

We recommend that long-term funding of the Town’s unfunded financial
liabilities, including Employee Pensions and OPEB's, be adopted as a formal fiscal
policy of the Town.

In addition, the Committee unanimously recommends two actions directly related to the
FY2012 budget:

to support the Town Administrator’s budget recommendation for FY2012 to
withhold the allocation of $1.7 million from Free Cash in order to bolster the
Town’s year-end fund balance.

to support the Town Administrator’s allocation of $355,264 to the Affordable
Housing Trust Fund.

Lastly, as a result of the continuously evolving fiscal environment within which the Town
must function, we again recommend that the Board of Selectmen reconvene this
Committee or convene a successor committee in three to five years to revisit the policies
at that time.

It is our belief that these recommendations result in the Town having a formal UFB
Policy, something the Town currently lacks, that does not reduce the level of commitment
to the CIP or to other important reserves. This is accomplished by creating a new Free
Cash Policy that better prioritizes the needs of the Town. In addition, the Town will have
a formal Unfunded Liability policy.

Each of these proposed policies are included in their entirety in the Appendix.
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APPENDIX A: RECOMMENDED POLICIES




RESERVE POLICIES

The establishment and maintenance of adequate financial reserves provide the Town of
Brookline with financial flexibility and security and is recognized as an important factor
considered by bond rating agencies, the underwriting community and other stakeholders.
The Town shall maintain the following general, special, and strategic reserve funds:

e Budget Reserve — to respond to extraordinary and unforeseen financial
obligations, an annual budget reserve shall be established under the provisions of
MGL Chapter 40, Section 6. The funding level shall be an amount equivalent to
1% of the prior year’s net revenue, maintained in the manner set out below. Any
unexpended balance at the end of the fiscal year must go toward the calculation of
free cash; no fund balance is maintained.

o0 Funding from Property Tax Levy — an amount equivalent to 0.75% of the
prior year’s net revenue shall be allocated from the Property Tax levy to
the Appropriated Budget Reserve.

0 Funding from Free Cash — an amount equivalent to 0.25% of the prior
year’s net revenue shall be allocated from Free Cash, per the Town’s Free
Cash Policies, to the Appropriated Budget Reserve.

e Unreserved Fund Balance / Stabilization Fund — the Town shall maintain an
Unreserved Fund Balance plus Stabilization Fund in an amount equivalent to no
less than 10% of revenue, as defined in the Town’s Audited Financial Statements,
with a goal of 12.5%. If the balance falls below 10% at the end of the fiscal year,
then Free Cash shall be used to bring the amount up to 10%, as described in the
Free Cash Policy, as part of the ensuing fiscal year’s budget. The Stabilization
Fund shall be established under the provisions of MGL Chapter 40, Section 5B.

1. The Stabilization Fund may only be used under the following circumstances:
a. to fund capital projects, on a pay-as-you-go basis, when available Free
Cash drops below $2 million in any year; and/or
b. to support the operating budget when Net Revenue, as defined in the
CIP policies, increases less than 3% from the prior fiscal year.

2. The level of use of the Stabilization Fund shall be limited to the following:
a. when funding capital projects, on a pay-as-you-go basis under #1la.
above, no more than $1 million may be drawn down from the fund in
any fiscal year. The maximum draw down over any three year period

shall not exceed $2.5 million.

b. when supporting the operating budget under #1b. above, the amount
drawn down from the fund shall be equal to the amount necessary to
bring the year-over-year increase in the Town’s prior year net revenue
to 3%, or $1 million, whichever is less. The maximum draw down
over any three year period shall not exceed $2.5 million.




3. In order to replenish the Stabilization Fund if used, in the year immediately
following any draw down, an amount at least equivalent to the draw down
shall be deposited into the fund. Said funding shall come from Free Cash.

Liability / Catastrophe Fund — established by Chapter 66 of the Acts of 1998,
and amended by Chapter 137 of the Acts of 2001, this fund shall be maintained in
order to protect the community against major facility disaster and/or a substantial
negative financial impact of litigation. The uses of and procedures for accessing
the fund are described in the above referenced special act. The target fund
balance is 1% of the prior year’s net revenue and funding shall come from
available Free Cash and other one-time revenues.

Overlay Reserve — established per the requirements of MGL Chapter 59, Section
25, the Overlay is used as a reserve, under the direction of the Board of Assessors,
to fund property tax exemptions and abatements resulting from adjustments in
valuation. The Board of Selectmen shall, at the conclusion of each fiscal year,
require the Board of Assessors to submit an update of the Overlay reserve for
each fiscal year, including, but not limited to, the current balances, amounts of
potential abatements, and any transfers between accounts. If the balance of any
fiscal year overlay exceeds the amount of potential abatements, the Board of
Selectmen may request the Board of Assessors to declare those balances surplus,
for use in the Town’s Capital Improvement Plan (CIP) or for any other one-time
expense.




FREE CASH POLICIES

Free Cash shall not be used for Operating Budget purposes. It shall be utilized in the
following manner and order:

1.

Appropriated Budget Reserve — an amount equivalent to 0.25% of the prior year’s
net revenue shall be appropriated as part of the Town’s 1% Appropriated Budget
Reserve Fund, as allowed for under MGL Chapter 40, Section 6 and as described
in the Town’s Reserve Policies.

Unreserved Fund Balance / Stabilization Fund — Free Cash shall be used to
maintain an Unreserved Fund Balance plus Stabilization Fund in an amount
equivalent to no less than 10% of revenue, as defined in the Town’s Audited
Financial Statements, with a goal of 12.5%, as described in the Town’s Reserve
Policies. If the Stabilization Fund were drawn down in the immediate prior fiscal
year, then an allocation shall be made to the Fund in an amount at least equivalent
to the draw down of the immediate prior fiscal year.

Liability / Catastrophe Fund — to the extent necessary, Free Cash shall be used to
reach the funding target of the Town’s Liability / Catastrophe Fund, as described
in the Town’s Reserve Policies.

Capital Improvement Program (CIP) — remaining Free Cash shall be dedicated to
the CIP so that total CIP funding as a percent of the prior year’s net revenue is not
less than 7.5%, to the extent made possible by available levels of Free Cash.

Affordable Housing Trust Fund (AHTF) — in order to support the Town’s efforts
toward creating and maintaining affordable housing, 10% of remaining Free Cash
shall be appropriated into the AHTF if the unreserved fund balance in the AHTF,
as calculated in the Town’s financial system, is less than $5 million.

Special Use — remaining Free Cash may be used to augment the trust funds related
to fringe benefits, unfunded liabilities related to employee benefits, including
pensions and Other Post-Employment Benefits (OPEB’s), and other one-time
uses, including additional funding for the CIP and AHTF.




CAPITAL IMPROVEMENT PROGRAM (CIP) POLICIES

Planning, budgeting and financing for the replacement, repair and acquisition of capital
assets is a critical component of the Town of Brookline’s financial system. Prudent
planning and funding of its capital infrastructure ensures that the Town can continue to
provide quality public services in a financially sound manner. The development of a
Capital Improvement Program (CIP) is the mechanism that the Town uses to identify
projects, prioritize funding and create a long-term financial plan that can be achieved
within the limitations of the Town’s budget.

Definition of a CIP Project

A capital improvement project is any project that improves or adds to the Town's
infrastructure, has a substantial useful life, and costs $25,000 or more, regardless of
funding source. Examples of capital projects include the following:

. Construction of new buildings

. Major renovation of or additions to existing buildings

. Land acquisition or major land improvements

. Street reconstruction and resurfacing

. Sanitary sewer and storm drain construction and rehabilitation

. Water system construction and rehabilitation

. Major equipment acquisition and refurbishment

. Planning, feasibility studies, and design for potential capital projects

Evaluation of CIP Projects

The capital improvement program shall include those projects that will preserve and
provide, in the most efficient manner, the infrastructure necessary to achieve the highest
level of public services and quality of life possible within the available financial
resources.

Only those projects that have gone through the CIP review process shall be included in
the CIP. The CIP shall be developed in concert with the operating budget and shall be in
conformance with the Board's CIP financing policy. No project, regardless of the
funding source, shall be included in the CIP unless it meets an identified capital need of
the Town and is in conformance with this policy.

Capital improvement projects shall be thoroughly evaluated and prioritized using the
criteria set forth below. Priority will be given to projects that preserve essential
infrastructure. Expansion of the capital plan (buildings, facilities, and equipment) must
be necessary to meet a critical service. Consideration shall be given to the distributional




effects of a project and the qualitative impact on services, as well as the level of
disruption and inconvenience.

The evaluation criteria shall include the following:

Eliminates a proven or obvious hazard to public health and safety

Required by legislation or action of other governmental jurisdictions

Supports adopted plans, goals, objectives, and policies

Reduces or stabilizes operating costs

Prolongs the functional life of a capital asset of the Town by five years or more
Replaces a clearly obsolete facility or maintains and makes better use of an
existing facility

Prevents a substantial reduction in an existing standard of service

Directly benefits the Town's economic base by increasing property values
Provides new programs having social, cultural, historic, environmental, economic,
or aesthetic value

Utilizes outside financing sources such as grants

CIP Financing Policies

An important commitment is to providing the funds necessary to fully address the Town's
capital improvement needs in a fiscally prudent manner. It is recognized that a balance
must be maintained between operating and capital budgets so as to meet the needs of both
to the maximum extent possible.

For the purposes of these policies, the following definitions apply:

Net Operating Revenue - Gross revenues, less net debt exclusion funds, enterprise
(self-supporting) operations funds, free cash, grants, transfers from other non-
recurring non-general funds, and non-appropriated costs.

Net Direct Debt (and Debt Service) - Gross costs from local debt, less Prop 2 1/2
debt exclusion amounts and amounts from enterprise operations.

Net Tax-Financed CIP - Gross amount of appropriations for capital improvements
from current revenues, less amounts for enterprise operations, grants, free cash,
transfers, and non-recurring special revenue funds.

The capital improvements program shall be prepared and financed in accordance with the
following policies:

OUTSIDE FUNDING
State and/or federal grant funding shall be pursued and used to finance the capital
budget wherever possible.

ENTERPRISE OPERATIONS - SELF SUPPORTING
Capital projects for enterprise operations shall be financed from enterprise
revenues solely.




CIP BUDGET ALLOCATIONS - 6% OF NET REVENUES

Total net direct debt service and net tax-financed CIP shall be maintained at a
level equivalent to 6% of prior year net operating revenues.

TAX FINANCED ALLOCATION - 1.5% OF NET REVENUES
Net tax-financed capital expenditures shall be maintained at a target
level equivalent to 1.5% of prior year net operating revenues.

DEBT-FINANCED ALLOCATION - 4.5% OF NET REVENUES
Net direct debt service shall be maintained at a target equivalent to
4.5% of prior year net operating revenues.

DEBT MANAGEMENT POLICIES

Debt financing of capital projects shall be utilized in accordance with the
following policies:

Debt financing for projects supported by General Fund revenue shall
be reserved for capital projects and expenditures which either cost in
excess of $250,000 or have an anticipated life span of five years or
more, or are expected to prolong the useful life of a capital asset by
five years or more. For projects supported by Enterprise Fund
revenue, debt financing shall be reserved for capital projects and
expenditures that cost in excess of $100,000.

Bond maturities shall not exceed the anticipated useful life of the
capital project being financed. Except for major buildings and water
and sewer projects, bond maturities shall be limited to no more than
ten years.

Bond maturities shall be maintained so that at least 60% of the
outstanding net direct debt (principal) shall mature within 10 years.

Total outstanding general obligation debt shall not exceed 2.5% of the
total assessed value of property.

Total outstanding general obligation debt per capita shall not exceed
$2,385, which reflects $2,000 inflated annually since July 1, 2004.
This amount shall continue to be adjusted annually by the consumer
price index (CPI) for all urban consumers (northeast region all items).

Total outstanding general obligation debt per capita shall not exceed
6% of per capita income, as defined by the Census Bureau of the U.S.
Department of Commerce.




FREE CASH

After using free cash in accordance with the Town's free cash policy, available
free cash shall be used to supplement the CIP so that total CIP funding as a
percent of the prior year’s net revenue is not less than 7.5%, to the extent made
possible by levels of available free cash.




UNFUNDED LIABILITIES POLICY

Defined as “the actuarial calculation of the value of future benefits payable less the net
assets of the fund at a given balance date”, unfunded liabilities represent a significant
financial obligation for all levels of government across the country. In Brookline and
other Massachusetts municipalities, the two primary unfunded liabilities are for Pensions
and Other Post-Employment Benefits (OPEB’s).

Pensions — the Contributory Retirement System is a defined benefit program that
is governed by Massachusetts General Laws, Ch. 32 and is regulated by the
Public Employee Retirement Administration Commission (PERAC), a State
entity responsible for the oversight, guidance, monitoring, and regulation of
Massachusetts' 105 public pension systems. Funding for this system covers the
costs of employees who are part of the Town's retirement system, which does not
include teachers, as their pensions are funded by the State.

In accordance with State law, PERAC regulations and government accounting
standards, the Town contracts for an actuarial valuation of the retirement system
to quantify the unfunded liability on a biennial basis. Under current State law, the
Town then establishes a funding schedule to fully-fund this liability by 2040. The
Town shall continue to fund this liability in the most fiscally prudent manner,
recognizing the fact that the adoption of a funding schedule is, by law, the
responsibility of the local retirement board.

OPEB’s — these consist primarily of the costs associated with providing health
insurance for retirees and their spouses. The Government Accounting Standards
Board (GASB) issued Statements No. 43 and No. 45 in 2004 to address the OPEB
issue. GASB 43 required the accrual of liabilities of OPEB generally over the
working career of plan members rather than the recognition of pay-as-you-go
contributions, while GASB 45 required the accrual of the OPEB expense over the
same period of time. The reporting requirements of GASB 43 and 45 include
disclosures and schedules providing actuarially determined values related to the
funded status of the OPEB. This requires that the accrued liabilities be
determined by a qualified actuary using acceptable actuarial methods.

While there is currently no legal requirement to fund OPEB’s, the Town shall
continue to follow its plan to move toward fully-funding the Annual Required
Contribution (ARC), ultimately developing a funding schedule that fully-funds
OPEB’s according to a schedule similar to the pension funding schedule. This
plan should continue to include annual increases in the portion of the
appropriation supported by General Fund revenues. It should also include using
the “run-off” from the pension system once that system is fully-funded. In order
to determine the funding schedule, the Town shall continue its current practice of
having an independent actuary prepare biennial valuations, which is in
compliance with GASB’s requirement.
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FUND BALANCE HISTORY

DESCRIPTION FY92 FY93 FY94 FY95 FY96 FY97 FY98 FY99 FY00 FYo01
Revenue 97,771,469 | 102,520,492 | 106,550,632 |113,548,343 |121,197,506 |124,801,670 | 132,858,076 | 139,855,227 | 150,247,660 | 163,587,289
Transfers In 1,604,690 1,667,651 1,708,406 2,978,381 2,336,511 2,307,098 1,520,198 1,402,798 1,481,884 3,333,409
Total Revenue 99,376,159 | 104,188,143 | 108,259,038 |116,526,724 |123,534,017 |127,108,768 | 134,378,274 | 141,258,025 | 151,729,544 | 166,920,698
General Fund Balance 3,351,704 4,927,250 5,153,145 7,638,501 | 13,247,823 | 17,165,097 | 20,705,814 23,815,689 33,079,566 32,731,903
$ Change 1,575,546 225,895 2,485,356 5,609,322 3,917,274 3,540,717 3,109,875 9,263,877 (347,663)
% Change 47.0% 4.6% 48.2% 73.4% 29.6% 20.6% 15.0% 38.9% -1.1%

As a % of Rev 3.4% 4.7% 4.8% 6.6% 10.7% 13.5% 15.4% 16.9% 21.8% 19.6%

Unreserved Gen.

Fund Balance 1,934,700 2,834,606 3,298,807 4,885,878 8,686,207 | 11,510,011 | 14,648,372 20,725,866 21,308,614 19,703,536
$ Change 899,906 464,201 1,587,071 3,800,329 2,823,804 3,138,361 6,077,494 582,748 (1,605,078)
% Change 46.5% 16.4% 48.1% 77.8% 32.5% 27.3% 41.5% 2.8% -7.5%

As a % of Rev 1.9% 2.7% 3.0% 4.2% 7.0% 9.1% 10.9% 14.7% 14.0% 11.8%

Stab. Fund Balance 740,798 1,621,642 3,401,765 3,726,109
$ Change 740,798 880,844 1,780,123 324,344
% Change 118.9% 109.8% 9.5%

As a % of Rev 0.6% 1.1% 2.2% 2.2%

Stab. Fund Balance

+ Unres. Gen Fund Bal. 1,934,700 2,834,606 3,298,807 4,885,878 8,686,207 | 11,510,011 | 15,389,170 22,347,508 24,710,379 23,429,645
$ Change 899,906 464,201 1,587,071 3,800,329 2,823,804 3,879,159 6,958,338 2,362,871 (1,280,734)
% Change 46.5% 16.4% 48.1% 77.8% 32.5% 33.7% 45.2% 10.6% -5.2%

As a % of Rev 1.9% 2.7% 3.0% 4.2% 7.0% 9.1% 11.5% 15.8% 16.3% 14.0%




FUND BALANCE HISTORY

DESCRIPTION FY02 FYO03 FY04 FYO05 FYO06 FYO07 FYO08 FYO09 FY10
Revenue 148,244,053 |153,109,486 | 156,623,842 | 164,625,253 | 172,364,174 | 181,192,264 | 188,500,703 | 200,490,973 | 202,996,104
Transfers In 3,782,550 4,744,404 4,906,892 4,988,571 5,196,804 4,561,647 5,404,928 5,582,788 4,827,659
Total Revenue 152,026,603 |157,853,890 | 161,530,734 | 169,613,824 | 177,560,978 | 185,753,911 | 193,905,631 | 206,073,761 | 207,823,763
General Fund Balance 35,017,417 | 37,886,690 36,300,722 34,134,572 33,979,770 | 31,315,811 32,246,625 34,393,035 17,922,815
$ Change 2,285,514 2,869,273 (1,585,968) (2,166,150) (154,802)| (2,663,959) 930,814 2,146,410 | (16,470,220)
% Change 7.0% 8.2% -4.2% -6.0% -0.5% -7.8% 3.0% 6.7% -47.9%

As a % of Rev | 23.0% 24.0% 22.5% 20.1% 19.1% 16.9% 16.6% 16.7% 8.6%

Unreserved Gen.

Fund Balance 20,981,758 | 22,939,370 19,303,725 16,207,860 17,481,220 17,637,857 20,304,781 19,657,428 16,473,508
$ Change 1,278,222 1,957,612 (3,635,645) (3,095,865) 1,273,360 156,637 2,666,924 (647,353) (3,183,920)
% Change 6.5% 9.3% -15.8% -16.0% 7.9% 0.9% 15.1% -3.2% -16.2%

As a % of Rev | 13.8% 14.5% 12.0% 9.6% 9.8% 9.5% 10.5% 9.5% 7.9%

Stab. Fund Balance 4,075,624 4,134,138 4,174,396 4,512,932 4,744,349 5,024,267 5,249,522 5,356,986 5,398,393
$ Change 349,515 58,514 40,258 338,536 231,417 279,918 225,255 107,464 41,407
% Change 9.4% 1.4% 1.0% 8.1% 5.1% 5.9% 4.5% 2.0% 0.8%

As a % of Rev | 2.7% 2.6% 2.6% 2.7% 2.7% 2.7% 2.7% 2.6% 2.6%

Stab. Fund Balance

+ Unres. Gen Fund Bal. 25,057,382 | 27,073,508 23,478,121 20,720,792 22,225,569 | 22,662,124 | 25,554,303 25,014,414 21,871,901
$ Change 1,627,737 2,016,126 (3,595,387) (2,757,329) 1,504,777 436,555 2,892,179 (539,889) (3,142,513)
% Change 6.9% 8.0% -13.3% -11.7% 7.3% 2.0% 12.8% -2.1% -12.6%

As a % of Rev | 16.5% 17.2% 14.5% 12.2% 12.5% 12.2% 13.2% 12.1% 10.5%
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RESERVE FUND TRANSFERS

TOTAL

ADDITIONAL RESERVE UNCOMMITTED % OF RES.

APPROP. APPROP. FUND EXPENDED BALANCE FUND EXP.

FY94 467,190 50,000 517,190 421,117 96,073 81.4%
FY95 769,573 0 769,573 483,105 286,468 62.8%
FY96 769,573 100,000 869,573 611,883 257,690 70.4%
FY97 789,573 0 789,573 325,696 463,877 41.2%
FY98 815,000 0 815,000 532,153 282,847 65.3%
FY99 820,500 0 820,500 717,287 103,213 87.4%
FY00 834,276 0 834,276 527,947 306,329 63.3%
FYO1 875,000 0 875,000 874,880 120 100.0%
FYO02 930,687 0 930,687 343,325 587,362 36.9%
FYO03 1,024,730 0 1,024,730 851,935 172,795 83.1%
FY04 1,070,000 0 1,070,000 1,070,000 0 100.0%
FY05 1,476,305 0 1,476,305 1,432,168 44,138 97.0%
FY06 1,524,420 0 1,524,420 843,474 680,946 55.3%
FY07 1,593,755 0 1,593,755 603,861 989,894 37.9%
FY08 1,675,113 0 1,675,113 774,834 900,279 46.3%
FY09 1,746,545 0 1,746,545 1,298,647 447,898 74.4%
FY10 1,834,186 0 1,834,186 1,392,000 442,186 75.9%
FY11 1,851,956 0 1,851,956 1,851,956 0.0%




CATASTROPHE & LIABILITY FUND

2005 2006 2007 2008 2009 2010 2011
Prior Year Balance 1,153,239 893,071 1,120,427 1,261,092 1,338,133 366,862 1,330,590
Interest Earned 24,622 41,240 65,626 62,556 28,618 7,042 7,830
Free Cash 172,896 406,616 225,039 254,629 297,476 1,443,397 437,000
Operating Budget 18,500
Recoveries 70,483
Additional Contributions
Sub-Total 1,421,241 1,340,927 1,411,093 1,578,277 1,664,227 1,817,301 1,793,920
Liability Expenditures 528,169 220,500 150,000 240,143 1,297,365 470,805
Catastrophe Expenditures 15,906 75,909
Other
Total Expenditures 528,169 220,500 150,000 240,143 1,297,365 486,711 75,909
Year End Balance 893,071 1,120,427 1,261,092 1,338,133 366,862 1,330,590 1,718,011
Net Revenue from Prior Yr 147,630,595 152,442,001 159,377,514 167,511,304 174,654,540 183,418,648 185,695,597
Funding Target 1% Prior Yr Net Revenuu 1,476,306 1,524,420 1,593,775 1,675,113 1,746,545 1,834,186 1,856,956
Over / Under Target (583,234) (403,993) (332,683) (336,980) (1,379,683) (503,596) (138,945)
% Funded 60.49% 73.50% 79.13% 79.88% 21.01% 72.54% 92.52%
Proposed Free Cash
Proposed Year-End Balance 893,071 1,120,427 1,261,092 1,338,133 366,862 1,330,590 1,718,011
Over / Under Target (583,234) (403,993) (332,683) (336,980) (1,379,683) (503,596) (138,945)
% Funded 60.49% 73.50% 79.13% 79.88% 21.01% 72.54% 92.52%




STABILIZATION FUND

2005 2006 2007 2008 2009 2010 2011
Net Revenue from Prior Yr 147,630,595 152,442,001 159,377,514 167,511,304 174,654,540 183,418,648 185,695,597
Fully Funded 3.00% 4,428,918 4,573,260 4,781,325 5,025,339 5,239,636 5,502,559 5,570,868
Current Funding 4,174,396 4,512,932 4,744,349 5,024,267 5,249,522 5,356,986 5,398,393
Over/( Under ) Funded (254,522) (60,328) (36,977) (1,072) 9,886 (145,574) (172,475)
Drawdown 0 0 0 0 0 0 0
Proposed Funding Plan:
Free Cash 246,892 39,004 22,248 - - -
Interest Earned 91,664 192,413 257,670 225,255 107,464 41,407 80,976
Other (Adjustments) (20) 71,868
Total Additional Funding 338,536 231,417 279,918 225,255 107,464 41,407 152,844
Final Balance 4,512,932 4,744,349 5,024,267 5,249,522 5,356,986 5,398,393 5,551,237
Current % Funded 94% 99% 99% 100% 100% 97% 97%
Proposed % Funded 102% 104% 105% 104% 102% 98% 100%

** Prior to FYO05, the Fund was a "Capital Stab. Fund" and the funding target was 1% of the replacement value of buildings.




RETIREE HEALTH TRUST FUND

2005 2006 2007 2008 2009 2010 2011
Beginning Balance 3,737,188 3,874,262 4,117,439 4,650,708 4,608,476 5,680,587 7,104,821
New Funding
Operating Budget - - (770,000)
Redirect Retirement Actuarial Funds
Annual Funding - Non-Contributory Ret -
Medicare Part D Reimbursement
Intergovernmental Funds Budgeted 277,531
Schools -
Transfer From Prior Heath Program 306,549
Year End Un Matched Health Ins Funds 693,451 400,000 870,000
Total New Funding - - - - 1,000,000 400,000 377,531
Interest Earned 137,219 243,177 567,510 (18,733) 128,237 1,076,627 392,823
Ending Balance Before Exp.'s 3,874,407 4,117,439 4,684,949 4,631,975 5,736,713 7,157,214 7,875,175
Expenditures
Fund Manager Fee/Bank Charges 145 21,741 23,499 56,126 52,393 56,126
Audit/Consulting 12,500
Total Expenditure 145 - 34,241 23,499 56,126 52,393 56,126
Year End Balance 3,874,262 4,117,439 4,650,708 4,608,476 5,680,587 7,104,821 7,819,049
Accuarial Accrued Liability 150,176,300 157,492,500 342,061,421 358,151,724 242,539,387 253,971,431 265,220,583
Assets At Year End 3,874,262 4,117,439 4,650,708 4,608,476 5,680,587 7,104,821 7,819,049
Un-Funded Accuarial Accrued Liabilit 146,302,038 153,375,061 337,410,713 353,543,248 236,858,800 246,866,610 257,401,534
Percentage Funded 2.58% 2.61% 1.36% 1.29% 2.34% 2.80% 2.95%




UNEMPLOYMENT TRUST FUND

2005 2006 2007 2008 2009 2010 2011
Prior Year Fund Balance 36,453 36,453 109,499 105,391 210,758 317,686 624,324
Current Year Appropriation 125,000 155,000 250,000 300,000 300,000 325,000
Reserve Fund Transfer 52,000 440,000
Surplus from Pers Bene Acct's 42,212 100,000
Interest Earned 5,638 9,114 6,084 2,971 828 9,493
Total Revenue 36,453 261,303 273,613 361,475 513,729 1,158,514 958,817
Unemployment Insurance 151,804 168,221 150,717 196,043 534,190 500,000
Adjustments
Trust Fund Balance 36,453 109,499 105,391 210,758 317,686 624,324 458,817
Change in Fund Balance 73,046 (4,108) 105,367 106,928 306,638 (165,507)
% Change in Fund Balance 200.4% -3.8% 100.0% 50.7% 96.5% -26.5%




PUBLIC SAFETY 10D MEDICAL EXPENSES TRUST FUND

2005 2006 2007 2008 2009 2010 2011
Prior Year Fund Balance 0 0 1,305,349 2,716,418 3,994,828 5,140,806
Current Year Appropriation 1,450,000 1,600,000 1,550,000 1,350,000 1,350,000
Reserve Fund Transfer 90,000
Reimbursements 70,000 20,629
Interest 5,989 1,013 64,908
Total Revenue 0 1,540,000 2,975,349 4,293,036 5,345,841 6,555,714
Medical / Hospital Expenses 234,651 258,931 298,208 205,035 140,973
Trust Fund Balance 0 1,305,349 2,716,418 3,994,828 5,140,806 6,414,741
Change in Fund Balance 0 1,305,349 1,411,069 1,278,410 1,145,978 1,273,935
% Change in Fund Balance 108.1% 47.1% 28.7% 24.8%




WORKERS COMPENSATION FUND

2005 2006 2007 2008 2009 2010 2011
Prior Year Fund Balance 510,570 449,074 (720,619) (1,605,216) (2,583,267) (3,587,461) (4,743,907)
Free Cash 153,704 250,000 250,000 200,000 0 0
Current Year Appropriation 895,000 0 0 0 0 0 0
Surplus from Pers Bene Acct's 200,000 50,000
Total Revenue 1,759,275 499,074 (470,619) (1,355,216) (2,383,267) (3,587,461) (4,743,907)
Administrative 1,758 283 833 689 1,359 933 980
Overhead Salaries 80,684 82,319 70,883 87,427 76,022 76,351 78,642
D.I.A Assessments 2,367 797 1,300 2,207 3,488 (368) (379)
Consultants 65,421 17,676
Stop Loss 100,751 109,310 109,332 96,808 78,650 93,587 76,973
N.E. Baptist (Occ Health Svcs) 94,975 77,100 112,275 93,190 90,750 97,800 97,800
Professional/Tech Svcs 55,957 49,010 53,319 22,898
Outside Legal Counsel 65,152 40,578 28,993 28,993
TPA 24,500 24,500 23,858 23,858
Settlements 33,190 93,810 133,270 41,274 22,500 45,000
Workers Comp Payroll 635,225 453,103 499,683 497,281 485,219 462,698 465,859
Workers Comp Medical 295,830 385,295 284,335 178,517 309,035 327,198 357,178
Total Expenditures 1,310,200 1,219,693 1,134,598 1,228,051 1,204,194 1,156,449 1,174,903
Trust Fund Balance 449,074 (720,619) (1,605,216) (2,583,267) (3,587,461) (4,743,907) (5,918,810)
Change in Fund Balance (61,496) (1,169,693) (884,598) (978,051) (1,004,194) (1,156,446) (1,174,903)
% Change in Fund Balance -12.0% -260.5% 122.8% 60.9% 38.9% 32.2% 24.8%




AFFORDABLE HOUSING TRUST FUND

2005 2006 2007 2008 2009 2010 2011
Prior Year Fund Balance 3,697,754 4,535,020 5,258,404 5,460,803 5,511,692 6,402,773 5,452,684
Free Cash 348,312
Sale of 154 University Rd 676,846
Inclusionary Zoning (Developers) 1,077,623 349,203 554,254 187,275 550,372 0
Loan Repayments 358,339 135,014 221,000
Misc 5,000
Interest 102,676 249,165 299,894 257,114 119,709 49,911 49,911
Total Revenue 2,563,797 738,383 854,149 444,389 891,081 49,911 49,911
Housing Projects 1,726,530 651,750 393,500 1,000,000
Appraisal Svcs
Planning Consulting Svcs 14,999
Conferences
Total Expenditures 1,726,530 14,999 651,750 393,500 0 1,000,000 0
Adjustments
Trust Fund Balance 4,535,020 5,258,404 5,460,803 5,511,692 6,402,773 5,452,684 5,502,596
Change in Fund Balance 837,267 723,384 202,399 50,889 891,081 (950,089) 49,911
% Change in Fund Balance 22.6% 16.0% 3.8% 0.9% 16.2% -14.8% 0.9%




APPENDIX D: FREE CASH HISTORY




FY88
1,508,815
FY94
1,500,333
FYO00
12,157,308
FY06
4,606,534
FY12
7,105,288

ANNUAL FREE CASH (FY spent in)

Certified by the State Department of Revenue

FY89 FY90 FY91 FY92
99,799 3,024,563  (2,571,495) (2,378,823)
FY95 FY96 FY97 FY98
3,078,581 3,896,988 4,412,943 7,506,461
FY01 FY02 FY03 FY04
6,225,673 6,317,277 6,966,241 5,602,961
FY07 FY08 FY09 FY10
5,387,435 3,814,792 5,954,963 7,053,295

FY93
(87,835)
FY99
5,783,683
FYO5
6,966,241
FY11
4,590,079




USE OF FREE CASH 2001 2002

Free Cash Certification 5,783,683 12,157,308
- Non-Appropriated Reserve 875,000 620,458

- Operating Budget Reserve - 0.25% of Prior Year Net Rev

- OPEB's 200,000
- Worker's Comp

- Stabilization Fund 95,400 235,000
- Liability / Catastrophe 310,229
- Affordable Housing 1,000,000

- Landfill Settlement
- Operating Budget (COA)
- CIP 4,715,508 9,791,621

NOTES:
(1) In FY01, in addition to the $875K Unappropriated Reserve, $97,775 was left unspent.
(2) In FY03, in addition to the $683K Unappropriated Reserve, $80,700 was left unspent.

2003

6,225,673
683,177

341,589
311,225

4,808,983

2004

6,317,277
718,017

357,158

316,455

4,925,647

(3) The Free Cash certification for use in FY12 was $5.784 million. The $5.38 million shown is what is recommended for use.
(4) Prior to FY02, an amount equivalent to 0.75% of prior year net rev was set aside as an Unapprop. Reserve. In FY02, that amount was reduced to 0.5%. Beginning in FY05, the amount was reduced to 0.25% of prior year net rev and became

part of the Town's 1% appropriated Operating Budget Reserve.

(5) The $18,500 used for the Operating Budget in FY11 was replenished at the Fall TM using additional State Aid.

6,966,241

369,076

153,704

246,892

172,896
348,312

5,675,360

4,606,534

381,105

39,004
406,616

3,779,809

5,387,435

398,444

250,000

22,248
225,039

4,491,704

3,814,792

418,778

250,000

254,629

2,891,385

5,954,963

436,636

200,000

297,475

5,020,852

7,053,295

458,547

1,443,397

2,030,000

3,121,351

4,590,079

464,239

437,000

18,500
3,688,840

5,380,264

469,288

141,959
355,264

4,413,752



APPENDIX E: MEASUREMENT OF DEBT
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MEASUREMENT OF DEBT VARIABLES

VARIABLE FY11 FY12 FY13 FY14 FY15 FY16 FY17
Legal Limit for Outstanding Debt = 5% of Equalized Valuation (EQV)
EQV for 1/1/10 = $15.985 billion. Assume 2.5% annual growth. (In millions) $15,985.3 | $16,384.9 | $16,794.6 | $17,214.4 | $17,644.8 | $18,085.9 | $18,538.0
Outstanding Debt as a % of EQV 0.5% 0.5% 0.5% 0.4% 0.4% 0.5%
General Fund Outstanding Debt as a % of EQV 0.4% 0.4% 0.4% 0.3% 0.3% 0.4%
Net General Fund Outstanding Debt as a % of EQV 0.4% 0.4% 0.4% 0.3% 0.3% 0.4%
Total Outstanding Debt (in millions) $76.0 $83.2 $78.8 $72.2 $73.8 $90.2
General Fund Outstanding Debt (in millions) $62.6 $69.3 $66.1 $60.5 $62.7 $80.8
Net General Fund Outstanding Debt (in millions) $58.2 $65.6 $63.2 $57.9 $60.5 $79.0
Total Debt Service (in millions) $12.2 $12.9 $13.2 $12.6 $12.0 $12.6
General Fund Debt Service (in millions) $9.5 $10.3 $10.5 $9.9 $9.5 $9.9
Net General Fund Debt Service (in millions) $8.4 $9.1 $9.9 $9.3 $8.9 $9.3
Total Debt Service Per Capita $221 $232 $239 $229 $217 $227
General Fund Debt Service Per Capita $172 $186 $189 $179 $171 $179
Net General Fund Debt Service Per Capita $152 $166 $181 $170 $163 $170
Total Debt Service as a % of Revenue 5.4% 5.5% 5.5% 5.1% 4.7% 4.7%
General Fund Debt Service as a % of General Fund Revenue 4.7% 5.0% 4.9% 4.5% 4.2% 4.2%
Net General Fund Debt Service as a % of General Fund Revenue 4.2% 4.4% 4.6% 4.2% 3.9% 4.0%
. | Total Outstanding Debt Per Capita as a % of Per Capita Income 2.1% 2.3% 2.1% 1.9% 1.9% 2.2%
General Fund Outstanding Debt Per Capita as a % of Per Capita Income 1.7% 1.9% 1.7% 1.6% 1.6% 2.0%
Net General Fund Outstanding Debt Per Capita as a % of Per Capita Income 1.6% 1.8% 1.7% 1.5% 1.5% 1.9%
. |Total Outstanding Debt Per Capita $1,386 $1,518 $1,437 $1,317 $1,346 $1,646
General Fund Outstanding Debt Per Capita $1,143 $1,264 $1,207 $1,104 $1,144 $1,475
Net General Fund Outstanding Debt Per Capita $1,062 $1,197 $1,152 $1,057 $1,104 $1,441
. |Total Outstanding Debt as a % of Assessed Value (AV) 0.5% 0.5% 0.5% 0.4% 0.4% 0.5%
General Fund Outstanding Debt as a % of Assessed Value (AV) 0.4% 0.4% 0.4% 0.4% 0.4% 0.5%
Net General Fund Outstanding Debt as a % of Assessed Value (AV) 0.4% 0.4% 0.4% 0.4% 0.4% 0.5%
. |Total Debt Maturing Within 10 Years 83% 80% 82% 83% 84% 79%
General Fund Debt Maturing Within 10 Years 80% 76% 78% 81% 82% 76%
. |CIP Financing as a % of Prior Year's Net Revenue 5.25% 5.50% 5.50% 5.50% 5.50% 5.50%
Debt-Financed CIP as a % of Prior Year's Net Revenue 4.11% 4.59% 4.53% 4.38% 4.05% 4.11%
Revenue-Financed CIP as a % of Prior Year's Net Revenue 1.14% 0.91% 0.97% 1.12% 1.45% 1.39%

Town Policies
. Total Outstanding Debt Per Capita = shall not exceed 6% of Per Capita Income.
. Total Outstanding Debt Per Capita = shall not exceed $2,385 (for FY11).
. Total Outstanding Debt = shall not exceed 2.5% of Assessed Value (AV).
. Bond Maturities = 60% of General Fund principal shall mature within 10 years.
. CIP Financing = 5.5% of Prior Year's Net Revenue, with a goal of 4.25% from Debt-Financed and 1.25% from Revenue-Financed.

NOTE: "Net General Fund Debt" is total General Fund Debt less the share paid for by the State for the Lincoln, Heath, and Baker projects.
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TOWN OF BROOKLINE, MASSACHUSETTS

Credit Comparison with Massachusetts Aaa/AAA Communities

Economics Debt Finances
2000 FY 11 6/30/10 General Cumulative % FY 09 Undesignated and Cumulative Excess
2000 Per Median December 2010 Residential AV Obligation of Principal 6/30/09 Undesignated Total Fund  Stabilization Fund FY 11 Excess Lower Levy Limit
2000 Capita Family Unemployment 2010 Equalized asa % of Total Bonded Debt Bonded Debt Retired in 10 7/1/10 Free Stabilization FY 09 Total General Fund FY 09 Total Balanceasa % Balanceasa % of  Lower Levy Capacity for the
Issuer Moody's/ S&P Population  Income Income Rate Valuation Per Capita EQV AV OL Per Capita Years Cash Fund Balance Fund Balance Balance Revenues of Revenue Revenue Limit Capacity past 10 years
Brookline Aaa/NR 57,107 44,327 92,993 4.3% 16,024,896,500 280,612 90.8% 74,382,500 1,303 86.9% 7,105,288 5,356,986 34,393,035 19,657,428 206,073,761 16.69% 12.14% 33,911 197,408
Acton AaalAAA 20,331 41,901 108,189 5.3% 3,988,811,200 196,194 87.2% 44,956,829 2,211 60.4% 4,650,574 - 9,868,681 5,347,611 75,773,096 13.02% 7.06% 293,210 1,022,245
Andover Aal/AAA 31,247 41,133 104,820 6.2% 7,405,664,700 237,004 79.5% 87,909,402 2,813 75.0% 1,609,894 4,279,569 3,506,549 3,015,527 129,356,207 2.71% 5.64% 70,925 2,153,110
Arlington Aal/AAA 42,389 34399 78,741 5.4% 7,388,658,200 174,306 94.0% 55,962,959 1,320 92.7% 770,498 2,598,024 5,268,282 170173 116,808,825 451% 2.37% 23,955 315,165
Barnstable NR/AAA 47,821 25,554 54,026 8.5% 14,945,861,000 312,538 88.4% 133,588,339 2,794 79.5% 10,746,572 13,530,478 16,421,306 13,249,667 126,169,231 13.02% 21.23% 97,966 797,910
Bedford AaalAAA 12,595 39,212 101,081 5.5% 3,009,721,800 238,962 77.9% 45,100,184 3,581 73.0% 2,394,874 3,048,328 9,066,164 3,838,204 67,364,032 13.46% 10.22% 630,829 10,144,025
Belmont Aaa/NR 24,194 42,485 95,057 5.1% 5,579,451,400 230,613 93.9% 58,810,504 2,431 56.6% 4,019,916 - 8,861,315 6,639,173 82,886,775 10.69% 8.01% 192,274 1,458,887
Canton Aal/AAA 20,775 33,510 82,904 6.6% 4,386,215,300 211,129 76.6% 60,313,869 2,903 77.0% 990,878 3,102,096 11,249,485 2,682,155 76,672,405 14.67% 7.54% 118,466 4,832,681
Chatham Aa2/AAA 6,625 28,594 56,750 7.6% 6,915,743,700 1,043,886 93.0% 37,195,180 5,614 85.3% 1,051,336 (1) 1,737,959 6,267,670 3,085,936 33,820,613 18.53% 14.26% 73,683 2,009,255
Concord Aaa/NR 16,993 51,477 115,839 5.3% 5,562,518,600 327,342 90.6% 79,599,887 4,684 68.4% 8,635,340 3,117,230 14,240,625 8,902,455 76,274,496 18.67% 15.76% 2,039,388 9,131,196
Dover AaalAAA 5,558 64,899 157,168 4.3% 2,482,558,300 446,664 97.4% 13,534,200 2,435 82.7% 4,433,983 739,793 7,508,216 3,767,405 30,085,966 24.96% 14.98% 206,504 2,350,702
Duxbury Aal/AAA 14,248 40242 106,245 6.7% 3,853,684,100 270,472 96.1% 22,304,617 1,565 82.9% 3,649,573 1,015,164 5,845,794 4,731,295 59,766,351 9.78% 9.61% 722,691 2,642,414
Hingham AaalAAA 19,882 41,703 98,598 5.6% 6,257,344,000 314,724 86.4% 71,544,570 3,598 71.4% 4,749,226 (1) - 7,099,935 5,546,260 78,226,398 9.08% 7.09% 553,725 3,068,739
Lexington Aaa/NR 30,355 46,119 111,899 5.2% 8,647,848,600 284,890 87.2% 80,118,076 2,639 81.2% 7,125,000 7,714,270 19,170,311 10,455,940 150,196,364 12.76% 12.10% 57,462 1,279,872
Lincoln NR/AAA 8,056 49,095 87,842 4.4% 2,014,226,600 250,028 96.2% 10,323,915 1,282 92.5% 3,340,722 - 6,599,038 3,728,659 28,876,264 22.85% 12.91% 12,974 514,235
Marblehead NR/AAA 20,377 46,738 99,892 5.5% 5,580,750,300 273,875 94.7% 28,080,000 1,378 68.8% 4,595,434 - 8,914,807 4,457,484 65,231,624 13.67% 6.83% 4,179 139,782
Natick Aal/AAA 32170 36,358 85,715 5.3% 7,121,910,600 221,384 76.5% 56,409,171 1,753 89.7% 5,899,906 2,874,075 10,198,558 6,156,031 105,680,082 9.65% 8.54% 38,982 351,163
Needham NR/AAA 28,911 44,549 107,570 5.0% 7,730,432,400 267,387 86.9% 85,433,027 2,955 73.3% 3,380,269 4,398,963 13,272,534 6,140,369 109,652,065 12.10% 9.61% 20,251 409,031
Newton Aaa/NR 83,829 45,708 105,289 5.4% 22,520,035,100 268,643 89.5% 216,847,049 2,587 50.0% 8,018,399 16,688,591 20,169,278 10,523,218 302,623,049 6.66% 8.99% 16,898 387,798
Norwell NR/AAA 9,765 37,222 96,771 5.8% 2,614,682,100 267,761 83.7% 22,357,940 2,290 75.9% 1,359,573 2,155,819 7,263,552 4,584,128 40,990,752 17.72% 16.44% 17,985 781,325
Sherborn Aal/AAA 4,200 58,055 136,211 5.6% 1,209,091,300 287,879 95.4% 11,085,000 2,639 85.5% 1,416,779 (1) 510,016 2,333,461 1,664,195 22,213,762 10.50% 9.79% 43373 804,066
Sudbury Aal/AAA 16,841 53,285 130,399 5.6% 4,256,033,800 252,719 92.9% 36,205,000 2,150 83.8% 249,418 1,857,558 9,202,147 1,038,246 79,203,460 11.62% 3.66% 20,789 1,123,990
Wayland Aaa/NR 13,100 52717 113671 5.4% 3,288,024,700 250,994 94.9% 40,662,612 3,104 70.1% 8,536,506 1,520,236 11,025,564 7,106,601 61,106,450 18.04% 14.12% 20,778 739,382
Wellesley AaalAAA 26,613 52,866 134,769 5.1% 10,032,866,400 376,991 88.5% 110,439,258 4,150 66.2% 9,471,751 2,786,551 16,645,253 12,443,909 116,734,052 14.26% 13.05% 30,988 131,573
Weston AaalAAA 11,469 79,640 181,041 4.3% 5,797,438,800 505,488 95.4% 65,984,457 5,753 85.9% 4,255,473 - 8,235,479 3,741,518 71,884,565 11.46% 5.20% 2,930,716 11,963,247
Westwood Aal/AAA 14,117 41,553 103,242 5.1% 3,845,002,400 272,367 86.6% 38,145,287 2,702 79.3% 985,616 1,210,708 4,390,757 2,069,926 68,429,130 6.42% 4.79% 221,756 891,775
Winchester AaalAAA 20,810 50,414 110,226 5.4% 5,775,099,500 277,516 94.5% 63,675,456 3,060 72.7% 5,761,181 9,672,142 11,479,581 8,429,836 82,351,003 13.94% 21.98% 42,921 349,679
Brookline's Rank out of 27 2 14 21 1 2 10 15 20 2 4 7 5 1 1 2 7 10 18 25

(1) Free cash is as of 7/1/09.
(2) Comparison excludes Cambridge and Boston.

FirstSouthwestm

A PlainsCapital Company



Brookline vs. MA Aaa Rated Communities
2000 Median Family Income
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Brookline vs. MA Aaa Rated Communities

Bonded Debt Per Capita
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2010 EQV (Billions)
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FY 2011 Excess Levy Capacity (Millions)

Brookline vs. MA Aaa Rated Communities
FY 2011 Excess Lower Levy Limit Capacity

$3.0
$2.7

$2.4

$2.1

$1.8

$1.5

$1.2

$0.9

$0.6

$0.3
$0.0

Cumulative Excess Levy Capacity
for the past 10 years (Millions)

Brookline vs. MA Aaa Rated Communities
Cumulative Excess Lower Levy Limit Capacity for the past 10 years

$12.0

$11.0

$10.0
$9.0

$8.0
$7.0

$6.0
$5.0

$4.0
$3.0

$2.0
$1.0

$0.0

FirstSouthwestm

A PlainsCapital Company.



Population

Brookline vs. MA Aaa Rated Communities
2000 Census Population

90,000

80,000

70,000

60,000

50,000 -

40,000 -

30,000 -

20,000 -

10,000 -

Communities

FirstSou

A PlainsCapital Company:.



APPENDIX G: MOODY'’S CREDIT RATING
REPORT FOR BROOKLINE (FEB, 2011)




MoobDy’s
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New Issue: MOODY'S ASSIGNS Aaa RATING TO BROOKLINE'S (MA) $11M G.O. BONDS

Global Credit Research - 01 Feb 2011
AFFIRMATION OF Aaa AFFECTS $84.7 MILLION IN OUTSTANDING RATED DEBT, INCLUDING CURRENT OFFERING

Municipality
MA

Moody's Rating
ISSUE RATING
General Obligation Municipal Purpose Loan of 2011 Bonds Aaa
Sale Amount $10,375,000
Expected Sale Date 02/11/11
Rating Description  General Obligation Limited Tax

Opinion

NEW YORK, Feb 1, 2011 -- Moody's Investors Service has assigned a Aaa rating to the Town of Brookline's $11 million General Obligation
Municipal Purpose Loan of 2011 Bonds. Concurrently, Moody's has affirmed the Aaa rating assigned to approximately $74.7 million in
outstanding long-term parity debt.

SUMMARY RATING RATIONALE

This issue is secured by the town's general obligation limited tax pledge as debt service has not been voted exempt from the provisions of
Proposition 2 %2. Proceeds from the sale will be used to fund capital projects related to a school renovation, wastewater system improvements,
and a small portion related to a golf course. The Aaa rating incorporates the town's currently sound financial position, sizable and affluent tax
base, and affordable debt position.

STRENGTHS

- Affluent and primarily residential tax base
- Proactive budgeting strategies
CHALLENGES

- Limited available reserves

- Limited revenue raising flexibility
DETAILED CREDIT DISCUSSION
FINANCIAL POSITION REMAINS SOUND

While Moody's expects near term fiscal operations will remain pressured by the potential for additional state aid reduction, weak local receipts
growth and ongoing expenditure demands, Moody's expects Brookline's well managed financial position to remain healthy given the town's
proactive budgeting strategies. The General Fund experienced the third consecutive operating surplus ($4.7 million), driven primarily by
expenditure savings in general government ($1.8 million), employee benefits ($1.7 million), and debt service interest ($1.2 million). Due to a
transfer of the town's encumbrances and continuing appropriations to the Capital Article Fund, the total General Fund declined by $16.4 million.
At year-end the Capital Article Fund maintained a balance of $9.8 million which is intended to help finance ongoing capital needs. The town
defeased $31.6 million of outstanding debt associated with a school project and was able to pay down $18.3 million due to a lump sum payment
from the Massachusetts School Building Authority reflecting their portion of related debt. Due to the one-time lump-sum payment, the town's
annual revenues are inflated. At year-end, available reserve levels (Unreserved General Fund balance and Stabilization Fund) declined by $3.1
million to $21.9 million or 10.5% of revenues. While still healthy, this represents the town's lowest available reserve balance as a percent of
revenues since at least 2003.

The town's fiscal 2011 budget represents a -0.6% ($1.2 million) reduction from the prior year. With the exception of property taxes (3.5%
growth), all revenue sources have been budgeted below fiscal 2010 levels. Growth of operating expenditures is driven largely by the school
department with a budgeted increase of 4.5% ($3.1 million). Further, as in prior years, the budget includes the town's entire certified free cash
balance ($4.5 million) and conservatively assumes a 5.4% ($892,000) reduction in state aid. The budget does not include any extraordinary
adjustments given that the town was able to reduce fiscal 2011 health insurance expenditures by approximately $4.5 million as the town joined
the Commonwealth's Group Insurance Commission on July 1, 2010. Management reports that, year to date, revenues are running close to
budget and municipal expenditures are generally favorable. Given the town's practice of appropriating its entire certified free cash balance,
typically for capital, as well as ongoing expenditure demands and slow revenue growth, the town's ability to maintain a stable reserve position
may be challenged at year-end. Looking ahead, the town's ability to maintain structurally balance operations and maintain reserves levels in
step with budget growth will be an important consideration in future rating reviews.

Indicative of the town's focus on long term financial planning and stability, management maintains additional resources outside of the general
fund, including a $1.7 million liability reserve to mitigate the effects of unanticipated legal claims. Additionally, the town maintains an Other Post-
Employment Benefits (OPEB) Trust Fund created to address the town's actuarial accrued OPEB liability of $323 million, all of which was



unfunded. The fund had a $6.1 million balance at the end of fiscal 2010 and the town's fiscal 2011 budget calls for a $1 million appropriation
towards the liability. This represents a $750,000 increase from the town's typical $250,000 annual OPEB funding increase. Further, the fiscal
2011 budget also increases the town's pension contribution by dedicating its new local option meals and rooms tax revenues to offset a
potentially sharp increase in pension funding in fiscal 2012. The town intends to partially offset the increase with additional $1 million
appropriations in fiscal 2010 and 2011 from the local options taxes, which were adopted during fiscal 2010.

SIZABLE AND AFFLUENT TAX BASE REMAINS STABLE

Moody's anticipates growth of Brookline's sizable $16 million tax base to remain modest over the near term given continued weakness in the
regional real estate market and recessionary economic conditions. Favorably located adjacent to the City of Boston, (G.O. rated Aaa/stable
outlook) and within easy access to the region's largest economic center via public transportation, equalized value has increased at an average
annual rate of 4.1% annually over the past five years. Following a slight (0.7%) assessed value reduction in fiscal 2008, the town experienced a
3.4% increase in 2009, following a town wide property revaluation, and a 0.9% and 0.6% increase in 2010 and 2011, respectively. The town has
experienced modest residential (90% of assessed value), commercial (8.3% of assessed value) and industrial value growth in each of the last
three fiscal years. Notably, the town's fiscal 2010 new growth levy of $1.7 million represented the town's lowest amount in at least eight years
and was below the $2.2 million average since 2004. The new growth levy increased slightly in $1.8 million in 2011. While the pace of large scale
development has slowed, the town expects future tax base growth to be supported by several development projects in planning or underway,
including an estimated $100 million commercial development at 2 Brookline Place. Wealth indices in Brookline well exceed commonwealth and
national medians, as reflected in the high equalized value per capita of $283,510 (322% of the nation, 198% of the state) and per capita income
of $44,327 or 170.8% of the state median.

FAVORABLE DEBT PROFILE WITH MANAGEABLE FUTURE BORROWING; ACTIVE PAY-AS-YOU-GO CAPITAL PROGRAM

Moody's expects Brookline's below average 0.4% (of equalized value) net direct debt burden to remain affordable due to the town's conservative
debt policies, above-average rate of amortization (86.5% within 10 years), anticipated state school construction assistance, ongoing pay-as-
you-go capital spending, and steady but manageable future borrowing plans. The town's direct debt burden increases to 1.9% when
incorporating Brookline's share of overlapping Norfolk County (rated Aa3/positive outlook), Massachusetts Water Resources Authority (senior
lien debt rated Aa2/stable outlook), and Massachusetts Bay Transportation Authority (assessment bonds Aa1/negative outlook) obligations. After
adjusting for commonwealth school construction assistance, the debt burden falls to an affordable 1.8% of equalized value. Further, debt
service claimed a manageable 4.8% of general fund expenditures in fiscal 2010 however approximately 60% of Brookline's bonded debt is
excluded from Proposition 2 %2 or supported by user fees, reducing pressure on the General Fund.

Brookline's borrowing practices are guided by an annually-updated capital improvement plan coupled with a debt management policy limiting
net capital budget allocations, typically 5.5% of the town's prior-year operating revenues. In an effort to provide fiscal 2010 budget relief, the town
reduced its net capital budget allocation to 5% with the goal of increasing its appropriation back to the 5.5% level by 2012. The updated six-year
capital improvement plan calls for $153 million in capital expenditures through fiscal 2017, with proposed general fund borrowing of $71.6 million
(45.8% of plan) and cash funding of $19.4 million (12.4% of plan). Given the town's comprehensive and prudent approach to capital financing
Moody's expects Brookline's debt profile to remain affordable.

WHAT COULD CHANGE THE RATING - DOWN

- Multi-year General Fund deficits, limiting the city's financial flexibility

- Significant further deterioration in taxable values or demographic profile

KEY STATISTICS:

2008 Population estimate: 54,896 (-3.9% since 2000)

2010 Equalized value: $16 Billion

2010 Equalized value per capita: $291,194

Average annual equalized value growth (2006-2011): 4.1%

2000 Per capita income: $44,327 (170.8% of commonwealth median, 205.3% of nation)

2000 Median family income: $92,993 (150.8% of commonwealth median, 185.8% of nation)

Overall debt burden: 1.9%

Adjusted overall debt burden: 1.8%

Amortization of principal (10 years): 86.5%

FY 2010 General fund balance: $17.9 million (7.5% of General Fund revenues)

FY 2010 Available reserves: $21.9 million (9.2% of General Fund revenues)

Post-sale long-term G.O. bonds outstanding: $84.7 million

The principal methodology used in this rating was General Obligation Bonds Issued by U.S. Local Governments published in October 2009.

REGULATORY DISCLOSURES

Information sources used to prepare the credit rating are the following: parties involved in the ratings, public information, and confidential and
proprietary Moody's Investors Service information.

Moody's Investors Service considers the quality of information available on the credit satisfactory for the purposes of assigning a credit rating.



Moody's adopts all necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
Moody's considers to be reliable including, when appropriate, independent third-party sources. However, Moody's is not an auditor and cannot in
every instance independently verify or validate information received in the rating process.

Please see ratings tab on the issuer/entity page on Moodys.com for the last rating action and the rating history.

The date on which some Credit Ratings were first released goes back to a time before Moody's Investors Service's Credit Ratings were fully
digitized and accurate data may not be available. Consequently, Moody's Investors Service provides a date that it believes is the most reliable
and accurate based on the information that is available to it. Please see the ratings disclosure page on our website www.moodys.com for
further information.

Please see the Credit Policy page on Moodys.com for the methodologies used in determining ratings, further information on the meaning of
each rating category and the definition of default and recovery.
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© 2011 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively, "MOODY'S"). All rights reserved.

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR
SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED,
REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD,
OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, INANY FORM OR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN
CONSENT. All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all information
contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that
the information it uses in assigning a credit rating is of sufficient quality and from sources Moody's considers to be
reliable, including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process. Under no



circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or damage in whole or in part
caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within
or outside the control of MOODY'S or any of its directors, officers, employees or agents in connection with the
procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever
(including without limitation, lost profits), even if MOODY'S is advised in advance of the possibility of such damages,
resulting from the use of or inability to use, any such information. The ratings, financial reporting analysis, projections,
and other observations, if any, constituting part of the information contained herein are, and must be construed solely
as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any securities.
Each user of the information contained herein must make its own study and evaluation of each security it may
consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY,
TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S INANY FORMOR
MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS
and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and Shareholder
Affiliation Policy."

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61
003 399 657, which holds Australian Financial Services License no. 336969. This document is intended to be provided
only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access
this document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a
representative of, a "wholesale client" and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations
Act 2001.

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's Japan K.K. (“MJKK”)
are MJKK's current opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like
securities. In such a case, “MIS” in the foregoing statements shall be deemed to be replaced with “MIKK”. MIKK is a
wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody’s
Overseas Holdings Inc., a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness or a debt obligation of the issuer, not on the equity securities
of the issuer or any form of security that is available to retail investors. It would be dangerous for retail investors to
make any investment decision based on this credit rating. If in doubt you should contact your financial or other
professional adviser.


http://www.moodys.com/

APPENDIX H: MOODY’S RESEARCH REPORTS




Moody’s Investors Service
Municipal Credit Research
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Contact Phone

New York

John Incorvaia 1.212.553.0501
Bill Leech 1.212.553.4132
Linda Hird Lipnick 1.212.553.1617
Renee Boicourt 1.212.553.7162
Douglas Benton 1.214.220.4381
Kenneth Kurtz 1.415.274.1737

Your General Fund Balance -
One Size Does Not Fit All !

Special Comment

This special comment provides a broad overview of Moody’s approach to General Fund balance
analysis.

Questions relating to fund balances are probably the most frequent of all questions asked to a
credit analyst. However, fund balance is only one part of the financial analysis, and finances only
one of many factors considered in the rating. Financial health is also not just focused on General
Fund balance, but the financial integrity of all funds. For the purpose of this comment, however,
we will focus solely on General Fund balance, or reserves. For a more encompassing overview of

Moody’s Financial analysis please refer to Moody’s Special Comment, "Moody’s Approach 1o Local Govern-
ment Financial Analysis” dated January 2002.

A municipality’s prudent fiscal policies should include some plan or policy related to reserves.
The accumulation of prudent reserves in more favorable economic times could be a resource to
sustain communities in the inevitable downturn. Moody’s believes that operating reserves (or fund

balance) is not only a prudent fiscal management tool, but also an important credit factor in the
analysis of financial flexibility.

continued on page 3
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Need for Reserves

Recessions have demonstrated how municipal budgets can be hurt by declines in economically sensitive rev-
enues (e.g., sales taxes, income taxes, interest income, and bed taxes), and unanticipated cuts in state revenue
sharing funds. Additional factors of an even more unpredictable nature can also drain budgets. These have
typically been associated with natural disasters such as hurricanes, earthquakes, and floods.

Factors Influencing Accumulation of Reserves

Pressures, which may impact the level of reserves that can be accumulated, include: statutory limitations,
political pressure (e.g. concern of re-election), resident sensitivity, unions, and operating or capital needs.
Reserves are not to be viewed as competing or contradictory to these limitations, but as a means of helping
municipalities achieve these as well as other ends.

Benefits of Maintaining Adequate Reserves

Maintaining adequate reserves has several internal and external benefits. Internally, reserves can provide for
cash flow needs until major revenues are received, reducing or eliminating the need for cash flow borrowing;
provide funds to leverage state or federal grants; and provide for the unexpected. Externally, reserves tend to
be viewed favorably by investors, rating agencies, and local banks with which a municipality does business,
thus benefiting ratings and the potental need for lines of credit.

How Much is Enough?

Administrators struggle to determine the reserve amount that would be universally accepted by investors,
residents, rating agencies, and governing officials. In truth, no figure can satisfy all these concerns given
their varied interests. The level of reserves should be predicated on items such as cyclical vulnerability of

revenue streams, likelihood of natural disasters, and volatility of expenditure items (e.g. Medicaid, Social
Services, Health Care).

Depending on which vulnerabilities are more significant in each situation, should dictate whether to uti-
lize a number of days of operating expenses, or a flat percentage in formulating reserve levels. In the former
case a minimum of one to two months of operating expenses is considered reasonable, while in the latter
instance a minimum level of between 5% to 10% should targeted. However, determining which end of the
spectrum is best suited to a municipality’s needs must be governed by the sensitivity of revenue streams and
the potential for natural disasters or other unforeseen budget fluctuations.

Other factors that should be included in the final determination of reserve balances are: the level of bud-
getary fixed costs, the amount of non-voted debt supported by traditional operating funds, historical delays
in adoption of state budgets, proximity to operating limits, other statutory limitations on revenues, and tim-
ing on reception of major revenue sources. In these situations, greater reserves should be considered.

Formal Policy or Targeted Goal?

Many municipalities have inquired whether reserves, or General Fund balance, should be governed by for-
mal policy (ordinance, inclusion in local charters), or could targeted levels suffice.

Moody’s analysis considers the formality of reserve policies, and the more formal policies are viewed
more favorably because they minimize political considerations of adequate reserve levels and keep the
municipalities more focused on providing structural balance in their operations, with less dependence on
one-time reserves. There have been instances where a municipality has demonstrated a long-term adher-
ence to more informal policies, or targets, which Moody’s has felt comfortable relying upon. But more often
than not, informal policies have been associated with uneven long-term financial performance. Formal poli-
cies, when part of a comprehensive financial management program, can be an effective operating tool.
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How "Real" is Your Fund Balance?

There are fund balances and there are fund balances. Sometimes targets or policies are predi-
cated on total balances that include questionable items such as reserves for encumbrances, inven-
tories, and subsequent years’ expenditures, while undesignated balances tend to be narrow and
fluctuate wildly. Sometimes operating reserves include receivables and accrued items which tend
to present a less than accurate representation of fund balance.

Moody’s considers the amount of available cash in the composition of fund balance, and how

much of that actually falls to the unreserved/undesignated portion of fund balance. The more
cash, the more liquid the balance and the more operating flexibility is maintained by the munici-

pality.
Conclusion

Moody’s views those credits which adhere to a fund balance strategy as being more pro-active
and reflecting positively on management. Sometimes an education process is required, either for
local officials or residents, on the value of maintaining reserves. Reserve levels should be deter-
mined locally, but based logically on factors considered in this comment. Whether reserves are
set-aside in the form of rainy day funds, stabilization funds, or just plain undesignated balances,
operating fund balances are an important part of credit assessment.

o order reprints of this report (100 copies minimumy), please call 1.212.553.1658.
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Summary

This methodology report provides a detailed explanation of how Moody’s evaluates
the credit quality of bonds issued by counties, cities, school districts and other
special districts in the United States that are backed by the entity’s ad valorem
taxing power. General Obligation (GO) ratings are forward-looking assessments
of relative creditworthiness, based on Moody’s analysis of four broad rating
factors:

= Economic Strength

Financial Strength

Management and Governance

Debt Profile

Moody’s employs a weighted average approach to analyzing these factors to
arrive at a rating range. The precise rating is based on a comparison with peers,
interactions of the individual factors, and additional considerations that may not
adequately be captured within the factors. While this framework is comprehensive,
it still may not adequately capture the complex web of economic, financial and
political issues that affect a local government’s relative creditworthiness.
Therefore, some of our general obligation ratings may lie outside the rating range
implied by the weighted average approach.
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OVERVIEW OF MOODY’S LOCAL GOVERNMENT GENERAL
OBLIGATION RATINGS

Moody’s maintains GO ratings (or Issuer Ratings, which describe what the GO rating would be for
governments that do not have outstanding GO debt) for approximately 8,200 local governments. These
include ratings for counties (approximately 1,000); cities, towns, villages (referred to as “cities” for purposes of
this report, approximately 3,300); special purpose districts (approximately 600); and school districts
(approximately 3,300). The U.S. local government sector is largely investment grade-rated, with only a handful
of incidents of default. The median public ratings for counties, cities and school districts are A1, Al, and A2
respectively, as shown below.
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GO Rating Distribution:
School Districts
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The G.O. rating generally conveys the highest and best security that a state or local government can offer,
typically based upon a pledge of its full faith and credit. While local government GO bonds are secured by a
pledge to levy property taxes sufficient to pay debt service, the analysis of GO credit quality is not limited to
the narrow coverage of debt service by dedicated property taxes. The unconditional nature of this pledge
ensures that in most cases all revenue producing powers of the municipality are legally committed to debt
repayment. Accordingly, the GO analysis assesses overall financial flexibility and distance to distress, based
on a broad evaluation of four rating factors.

METHODOLOGICAL APPROACH

Rating Factors

Moody'’s rating approach for local government GO bonds includes an analysis of four key rating factors and 16
sub-factors:

. ECONOMIC STRENGTH
a. Size and growth trend
b. Type of economy
c. Socioeconomic and demographic profile
d. Workforce profile

Il. FINANCIAL STRENGTH
a. Balance sheet/liquidity
b. Operating flexibility
c. Budgetary performance

Ill. MANAGEMENT AND GOVERNANCE

a. Financial planning and budgeting
Debt management and capital planning
Management of economy/tax base

Governing structure

® a oo

Disclosure
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IV. DEBT PROFILE

Debt burden

Debt structure and composition

Debt management and financial impact/flexibility
Other long-term commitments and liabilities

Moody’s U.S. Public Finance
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Analytic Approach

Moody’s general obligation bond ratings are forward-looking assessments of an entity’s relative credit strength,
and reflect our analysis of four rating factors — Economic Condition and Outlook, Financial Position and
Performance, Debt Profile, and Management — as measured against a combination of qualitative and
quantitative criteria. Each of the four factors is evaluated individually, incorporating unique state and sector
attributes; ultimately, the rating outcome reflects a weighting of these assessments according to the following

weighting system:

Economic Strength 40%
Financial Strength 30%
Management and Governance 20%
Debt Profile 10%

Economic Strength carries the greatest
weight in our assessment of credit quality,
as the property tax base is the source of
bondholder security and the economy
provides the source of leverage to support
municipal operations. Moody’s tax base
analysis incorporates absolute valuation
and historic growth rates, a qualitative
assessment of the stability of the local
economy and the relative socio-
demographic strength of the community.
Given the diversity and size of the local
government sector, we see great variation
among local economies with regard to
both size and qualitative characteristics.
As peer comparisons are an important
component of rating committee
discussions, economic factors weigh
heavily in our determination of the relative
credit quality of local governments.*

An entity’s Financial Strength carries the
next greatest weight, as a strong financial
position can mitigate economic
vulnerabilities or, conversely, a weak
financial position in an economically
vibrant community may signal an inability
to leverage a strong tax base. Analysis of
financial position and performance
includes both a retrospective financial
statement analysis, as well as a forecast
of future financial flexibility based on a
review of the current year’s budget
document and year to date performance.
A strong financial position is highly
correlated with the strength of
management.

1

Rating Implications of Limited Tax GO
Pledges are Considered on a Case By
Case Basis

Most often, the GO security offers the issuer’s full faith and
credit pledge to levy ad valorem taxes, without limit as to
rate or amount, for the timely payment of debt service (an
unlimited tax, or GOULT pledge). In some instances,
however, the property tax pledge is limited (GOLT). This
may occur if taxes levied for debt service are subject to an
overall cap on the property tax levy. Alternatively, an issuer
may be legally permitted to levy an additional property tax for
specific purposes, up to a specified rate or amount, and this
additional, limited taxing authority is pledged to secure debt.

A rating distinction of up to two notches below an issuer’s
general obligation unlimited tax rating (e.g. from Al to A3)
may be applied to reflect the narrower security offered by a
GOLT pledge. Moody’s assesses the relative strength of
unlimited vs. limited tax securities on a case by case basis,
considering among other things the legal provisions which
protect bondholders’ potential claims on tax revenue in the
event of a default. We also consider the degree to which a
currently levied, limited tax rate is below the legally allowed
maximum. Occasionally municipalities issue bonds
combining limited tax and unlimited tax debt authorizations;
here, the limited tax rating would generally apply.

Moody’s also considers additional factors which may
mitigate the relative credit weakness of the narrower limited
tax security, resulting in a rating assigned to a limited tax
issue equivalent to that of the local government’s unlimited
tax bonds. Mitigating factors often include:

= A strong financial position, including ample general
fund reserves and adherence to comprehensive
financial policies, which can cushion cyclical declines
in property tax revenue or expenditure spikes

= Steady tax base growth which provides property tax
revenue necessary to keep pace with expenditure
growth

Moody'’s utilizes a different weighting approach to evaluate state GO credit quality. Our state scorecard over-weights Finance and Management factors

(30% each) relative to Debt and Economy factors (20% each). Most striking in comparison to the local government weighting approach is the
underweighting of economic factors in the state scorecard. This reflects the lesser degree of variation among state economies as compared with the local
government sector, as state economies, by definition, are broad and generally diverse.
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Management and Governance carries a relatively lower weight of 20%, but is nevertheless important as
management also affects other key rating factors. To the degree that management is proactive and policies
and procedures are institutionalized, a stable credit profile is more likely to be maintained. Moody’s general
obligation bond ratings typically do not rise and fall with economic cycles; this stability is largely a reflection of
local governments’ ability to manage through difficult times. In combination, Financial Strength together with
Management and Governance account for 50% of our assessment, underlining our view that relative strength
in these two factors can mitigate economic challenges and drive rating outcomes.

Debt Profile rarely is the primary driver of a rating outcome, as reflected in its relatively low 10% weighting;
however, debt burden trends are an indicator of a population’s capacity to absorb additional obligations. In the
event that a local government’s capital needs are great, this may foretell future financial distress. Debt may
become a greater concern if a municipality’s variable rate debt exposure or swap portfolio presents significant
liquidity or budgetary risks.

The outcome of this weighted average approach provides one input into Moody’s credit analysis. Emphasis
given to each factor may vary depending on where the credit lies on the rating scale and the degree to which it
is an outlier on a given factor. These considerations, as well as the interaction between factors, may cause
rating committee decisions to deviate from the rating range implied by the weighted average of the factors.

FACTOR 1: ECONOMIC STRENGTH

The economic strength of a locality drives its ability to generate adequate financial resources — either through
property tax levy, sales tax revenue or other revenue streams -- to meet operational and debt service needs.
As such, this factor measures the intrinsic strength of the local revenue base.

Subfactor 1.a: Size and Growth Trend

Because GO bonds are secured by a property tax pledge, the size of the tax base is an important indicator of
a local government’s credit quality. Generally, a larger tax base offers the flexibility to generate substantial
property tax revenue with only a minor increase in tax rates. Moody’s analysis of economic growth
incorporates a review of historical trends, including average annual increases in assessed and full valuation
and building permit activity over time, to provide an indication of future economic performance. We review at
least five years of historical assessed and full valuations (primarily valuation of real estate and personal
property), paying close attention to growth patterns during periods of national or regional economic downturn.
We also consider the kind of growth that has occurred. For example, does growth reflect appreciation of
existing properties, which tends to be economically volatile, or new development? Further, if there is new
development, is there existing demand or is development speculative? Additionally, Moody's will review
historical building permit activity trends for residential and commercial construction to determine which sector
is driving growth.

We also assess prospects for continuing development, which are projected based upon availability of land for
future development, opportunities for annexation, and adequacy of infrastructure to support new development.
Other factors that may affect a locality's ability to attract or retain growth potential include local taxing structure
(compared with competing localities), labor costs, and availability of adequate labor supply to meet needs of
local business. Moody’s also considers the extent to which management is channeling assets and resources
to promote future growth and development, including investment in infrastructure, management of zoning
issues and other development factors. Additionally, the demand for new development is assessed, in part, by
evaluating current occupancy rates and trends for all sectors of the real estate market. In reviewing more
mature economies that are fully developed, Moody's will focus on efforts being undertaken to redevelop and
generate the potential for new growth.
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Subfactor 1.b: Type of Economy

Moody'’s analysis of a local economy considers its role in the larger regional economy and how this might
cushion or exacerbate vulnerability to economic shocks. On the most basic level, Moody's considers the type
of economy: is it an urban center, a suburb or a rural area? Is it a residential bedroom community or an
industrial, retail or services center? Based on the type of local economy, Moody's will focus its questions and
comparisons to include things like commuting patterns, office or retail vacancy rates, or residential building
permit activity.

Tax base diversity indicates a local economy's ability to weather fluctuations in a particular sector. With a
diverse mix of industries, the impact of downturns in any particular sector may be less pointed. Risk
associated with the presence of an industry vulnerable to downturn (i.e., tourism) may be partially mitigated by
diversity within the economy, enabling continued growth in the face of a downturn in any one sector. Moody's
will determine whether a diverse mix of industries is present to support job growth, tax base stability or growth,
and a range of primary revenue streams for a locality. Moody’s also considers the stability offered by
institutional presences within a local economy. Economies anchored by universities or government presences,
such as state capitols, often are better able to weather economic downturns as employment at these
institutions tends to benefit from a greater degree of stability than other sectors.

Loss of a major taxpayer or downturn in a particular industry can be especially harmful to a local economy if it
represents a major portion of the overall tax base. Apart from hurting ad valorem tax revenue, loss of a major
taxpayer may lead to a spike in unemployment and adversely affect the operations of ancillary industries, in
turn leading to indirect tax base declines. Moody's considers the assessed valuation of a locality's ten largest
taxpayers in order to gauge concentration levels. In addition, concentration within a specific industry,
especially vulnerable sectors like automotive manufacturing, will trigger a closer analysis of current operations
among the top ten taxpayers. When available, a listing of the total levy generated by each of the top ten
taxpayers will provide a clearer picture of the revenue impacts of any concentration. For example, a taxpayer
may represent a major concentration of a locality's assessed valuation; however, due to incentives or other
arrangements, a taxpayer may comprise a relatively small portion of revenues. Concentration among the top
taxpayers also introduces potential risk to sales tax and income tax revenues, as closure or downsizing may
affect local income levels, thereby reducing these revenues.

Subfactor 1.c: Wealth and Demographics

A variety of demographic measures offer an indication of the ability of a locality to generate revenue to meet
ongoing operational and debt service needs. We look at population trends using data provided by the US
Census Bureau as a reflection of overall economic health. Population declines often accompany job losses,
concentrating the burden for funding government expenditures within a smaller base of residents. Conversely,
we recognize that rapid population growth could tax the resources of a locality as it endeavors to meet the
demands for services created by a larger population.

Moody’s compares per capita and median family income trends of a community to those of the nation. A
community that has higher wealth levels may have relative flexibility to increase property tax rates in order to
meet financial needs. Likewise, a wealthier community has greater spending power to sustain sales tax
revenue and provide the demand necessary to support growth in the commercial and service sectors. Poverty
trends are also considered; these may indicate the degree to which a local government could be strained by
certain expenditures, such as those related to social service programs or public safety.

Moody’s also considers full value per capita as a rough proxy for wealth. Relatively high full value per capita
reflects the property wealth of the population; it may also reflect a concentrated tax base or a seasonal
tourism-based economy with a relatively small permanent population. Conversely, a lower full value per capita
could reflect the presence of significant tax-exempt property, such as a university, that nevertheless reflects a
stable source of local revenue generation.
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Subfactor 1.d: Workforce Profile

Moody's analysis of workforce issues is focused on determining whether there is an adequate match between
the needs of local businesses and the local labor supply, most typically based upon a review of employment
data provided by the Bureau of Labor Statistics. Unemployment rates, adjusted for any seasonal fluctuation,
are perhaps the most current measure of an area’s economic health. Equally important are the unemployment
trends over a period of time, which illustrate a municipality’s demonstrated ability to withstand changes in
national or regional economic fortunes and may provide an indication of future employment performance.
Moody’s compares local unemployment with statewide and national norms to assess an entity’s relative
economic vitality. Commuting patterns also enable Moody's to understand a locality's role in the regional
economy and the vibrancy of the local employment market, both indicators of economic performance and
influences on revenue raising potential.

FACTOR 2: FINANCIAL STRENGTH

Moody’s financial analysis includes a review of historical financial performance as an indication of an issuer’s
ability to weather budgetary pressures stemming from economic downturns or other factors. Our analysis
focuses on multiyear financial trends, rather than performance in any given year, to indicate financial health
over the medium term. Financial flexibility is a key area of analysis, as it provides insight into a local
government’s ability to maintain or augment its financial position going forward, ensuring a sufficient buffer to
address any unexpected contingencies.

Subfactor 2.a: Balance Sheet/Liquidity

One financial statistic that is key to evaluating financial strength is the General Fund balance as a percent of
revenues. This ratio provides a measure of the financial reserves potentially available to fund unforeseen
contingencies as well as likely future liabilities. It is important to emphasize that the strength of a given level of
fund balance varies depending on the particular issuer and its respective operating environment. Larger
balances may be warranted if budgeted revenues are economically sensitive and therefore not easily
forecasted, or to offset risk associated with tax base concentration, unsettled labor contracts and pending
litigation. Alternately, municipalities with substantial revenue raising flexibility may carry smaller balances; this
weakness is offset by their ability to generate additional resources when necessary. Accounting presentation
varies from state to state; functions that are typically funded through the General Fund may be divided among
several governmental funds, depending upon statewide norms. To provide meaningful comparisons across
states, Moody’s considers combined operating fund reserves as a percent of combined operating fund
revenues, in addition to our analysis of the General Fund.

Although we assess fund balance in relation to sector medians, we are cognizant of statewide restrictions that
may skew this comparison; for example, New York school districts are not permitted to maintain undesignated
reserves in excess of 4% of the subsequent year's budget. Our analysis factors an entity’s ability to maintain a
healthy financial position within these statutory constraints, such as through the creation and funding of
additional reserves. To the extent that significant reserves that are available to fund regular operating needs
are held outside of the General or operating funds, Moody’s analysts will add these funds to operating fund
reserves to determine total available reserves as a percent of operating revenues.

Moody’s balance sheet analysis also factors the composition of assets and liabilities; quality of receivables is
reviewed to determine the likeliness of their realization. For instance, interfund receivables are analyzed to
determine whether the assets to make payment are available or expected to become available in the near
term. If not, we may adjust the fund balance downward, to more accurately reflect available resources.
Moody’s also relies on trends of receivables and payables for an indication of the evolution of a municipality’s
financial position. For instance, payables that increase at a significant pace may indicate future financial stress
on a municipality’s resources, while increased receivables may indicate delays in revenue realization or
prompt questions about reliability of these receivables.
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In addition to evaluating financial reserves, Moody’s approach also considers the liquidity of the reserves.
Solvency refers to having the assets to cover liabilities; however, funds may be solvent but may lack liquidity if
non-cash assets do not convert to cash before liabilities are due. As the best defense against short term
liquidity risk is cash, Moody’s analyzes year-end cash (net of any proceeds of cash flow borrowing) as a
percent of operating revenues. A declining net cash position may raise a red flag regarding an entity’s
financial health, particularly at lower rating levels; or it may suggest use of a municipality’s cash for a capital
project which may ultimately be reimbursed by the state or from future bond proceeds. We recognize that a
mismatch between the timing of local government receipts and disbursements may necessitate issuance of
cash flow notes; however, an increasing reliance on cash flow borrowing relative to budget growth is similarly
an indicator of financial stress.

Moody’s also reviews the financial condition of major internal service funds. In some cases, these funds may
hold large reserves and represent another source of operating flexibility. On the other hand, budget pressures
in the General and operating funds may be masked by artificially low charges for services provided by the
internal service fund, essentially shifting an operating deficit from the General and operating funds to the
internal service funds.

Subfactor 2.b: Operating Flexibility

The extent to which government financial managers can exert local control over operating performance is a
significant determinant of an entity’s ability to maintain a satisfactory distance from fiscal distress. Local
governments face inevitable budgetary pressures which may be managed from either the revenue or
expenditure side. To the extent an issuer has flexibility to control both revenues and expenditures, financial
flexibility will be maximized. Importantly, in addition to considering an issuer’s flexibility to increase revenues
or reduce expenditures as necessary, Moody’s also considers its demonstrated willingness to do so. When an
issuer is unwilling to tap available flexibility, the value of that flexibility as a positive credit factor is diminished.

An entity’s revenue raising flexibility may be constrained by constitutional or statutory property tax limits, such
as property tax levy limits or caps on operating millage or millage increases. Moody’s also considers the ability
to raise various fees or tax rates without external approval as a factor in assessing revenue raising flexibility.
Requirements for voter approval of budgets also limit flexibility, given the potential political resistance to tax
increases. Additionally, local governments that rely on local source revenues for the majority of their operating
revenues generally have greater control over their financial condition than those entities that are heavily
dependent on outside sources such as state aid or other intergovernmental revenues which are prone to
reduction during times of state fiscal stress.

Local control over expenditures is also reviewed. A higher proportion of fixed costs, such as debt service or
mandated social service expenditures, as a percent of expenditures reduces flexibility to adjust expenditures if
revenues fall below expectations. Conversely, funding of non-operating needs from recurring sources, such
as financing of capital improvements on a pay-as-you-go basis, enhances flexibility; as these non-essential
expenditures may be eliminated in the event of unforeseen budgetary pressures. Flexibility is also impacted to
the extent an entity is bound by collective bargaining contracts, which limit control of expenditures; or to the
extent it is exposed to enterprise sectors that carries significant operating risk (e.g. county nursing homes,
which often require General Fund operating subsidies).
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Property Tax Limitations are Considered in Context of
Overall Financial Flexibility

Property tax is a primary revenue stream for many local governments and is generally
considered a relatively stable and predictable source. In response to increasing local
property tax burdens, compounded by periods of explosive market value growth in certain
regions since the 1970s, several states began imposing property tax limitations. Since the
1978 adoption of California’s constitutional amendment to limit property tax growth,
commonly known as Proposition 13, a range of state limits have been enacted, either
through constitutional amendment, legislation, or within a state’s budgetary process. In
other instances, limitations are specifically defined by local charter and are governed by a
charter process at the local level that is similar to enacting constitutional amendments at
the state level. These limitations can pose a range of fiscal constraints on a local
government’s ability to raise revenues and maintain structural balance. Statutory
limitations within a state are sometimes different, depending on the taxing jurisdiction. For
example, in Kansas, cities and counties have not had levy limits since 1999, whereas
school districts are limited to 20 mills. Moody’s assesses the impact of property tax
limitations on local governments’ financial flexibility and credit strength by evaluating the
following factors:

Mechanics and parameters of limitation

= Limitations can be defined as maximum caps on the total rates or limitations on the
annual rate of increase on property tax levies. Limitations can be some combination of
the two, as is the case with California’s Proposition 13, which caps property taxes at 1%
of assessed valuation and also limits annual growth to the lesser of 2% or CPI, with
exceptions for sales or improvements to existing property.

= The scope of the limitation is also critical; certain expenditures may be excluded from
the limit, reducing the impact of the limit and improving the issuer’s ability to maintain
financial flexibility.

= Limitations can also be more discretely defined, with specific rate limits for different
purposes. For example, lowa cities have limitations for certain levies, but no limits for
other purposes. The general operating levy is limited to $8.10 per $100 of taxable
valuation, a special capital projects levy is limited to $.675 while special revenue levies
for police and fire are unlimited.

= Limitations may be ongoing and continuing, as enacted by state constitution or
legislation. In some states, such as Wisconsin and Minnesota, the limits are imposed
during the state’s budget process and may or may not be imposed from one biennial
budget to the next. For municipalities in states that periodically impose levy limits, they
are sometimes able to stabilize finances in non-limited years, giving them the ability to
prepare financially for years where revenue growth will be more restricted.

Access to additional taxing or revenue capacity

= Some local governments are able to maintain their levies below state limitations, leaving
an unused margin that is fully accessible when needed. For example, a municipality
may levy only 5 mills under a 10 mill cap that they could utilize for excess capacity.
Similarly, municipalities operating under a growth limitation are sometimes allowed to
accumulate any unused portion of the property tax limit from one year to the next,
building a margin. Any voluntarily untapped margin that is accessible in future years
grants the local government additional revenue raising flexibility when needed.
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= Additionally, some limits allow for the local government to exceed or reduce the limitation,
often by referendum vote or vote by the governing body, such as the city council, school
board, or town meeting.

= Different local governments may have more or less control over raising additional
revenues, such as special taxes, fees, and surcharges that could provide alternate
revenue raising flexibility.

= Moody’s will also consider the political will to use this margin, acknowledging that a
significant available margin does not enhance flexibility if political pressures prevent its
use. For local governments that have the option to implement overrides or leverage
unused margins under existing limitations, a demonstrated willingness by management
and the governing body to approve these local actions is key. While there may be political
difficulties to enacting such property tax increases, Moody’s views the ability to raise
sufficient revenues to maintain structural balance in light of a demonstrated willingness.

State and local fiscal oversight

= Some states monitor and enforce local governments’ compliance with tax limitations and
overall maintenance of fiscal healthy. Generally, strong oversight at the state or local level
is viewed as a positive factor, limiting the likelihood of a local government developing
serious financial stress under a property tax limit. Municipalities without periodic oversight
or strong local policies could experience unmonitored financial decline that would be
further stressed by the inability to rapidly increase property tax revenues under existing
limitations.

Expenditure flexibility

= Alocal government'’s control over expenditures is also critical in light of the scope of the
revenue limitations we are considering.

= Anissuer with a higher proportion of fixed costs, such as debt service or mandated social
service expenditures, reduces flexibility to adjust expenditures if revenues fall below
expectations. Expenditure flexibility is also limited to the extent an entity is bound by
collective bargaining contracts.

= Conversely, a larger proportion of more discretionary items, such as the financing of pay-
go capital or the existence of enhanced services and other non-essential expenditures that
can be reduced or eliminated, provides a degree of flexibility in the event of unforeseen
budgetary pressures.

Subfactor 2.c: Budgetary Operations

Moody’s evaluates a local government’s operating trend to see that financial reserves increase in step with
budgetary growth. Additionally, we analyze operating performance to assess structural balance, i.e. the ability
to fund recurring expenditures from recurring revenues. Reliance on non-recurring, or “one-shot” revenues,
such as proceeds from the sale of assets, windfall delinquent tax collections, or the use of fund balance as a
revenue source, leaves the issuer vulnerable should these one-time revenues fail to materialize in the future.

Additionally, revenue structures dependent on economically sensitive revenue sources, such as sales tax or
real estate transfer taxes, are dependent on broader economic forces beyond the issuer’s control, and pose a
risk to budgetary operations. In contrast, property taxes tend to be less volatile, as lags built assessment
practices often delay the impact of economic fluctuation. When volatile revenues fund a significant portion of
operating costs, Moody’s analysts try to gauge how much of the risk is mitigated by management’s approach
to budgeting for such revenue, what revenue alternatives exist, and what reserve policy is in place to counter
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any fluctuations. Trends in revenues are also examined, specifically if major sources of revenues shift from
more predictable revenue sources to more vulnerable ones, thereby increasing risk.

FACTOR 3: MANAGEMENT AND GOVERNANCE

General obligation credit ratings do not generally move up in boom times and fall in recessions. One of the
main factors behind this stability is the proven ability of governmental managers to implement strategies that
maintain credit strength over the long-term. A strong governmental management team prepares well for
economic downturns, maintains strong controls during boom times, and manages well during all phases of an
economic cycle. Strong management can also mitigate challenges that are outside of the municipality’s
control, such as economic vulnerability or the existence of statutory revenue caps.

Subfactor 3.a: Financial Planning and Budgeting

Moody’'s assessment of management and governance includes a comparison of budget versus actual
performance trends, focusing on the accuracy of both revenue and expenditure forecasts. Revenue forecasting
is a key concern, as overly optimistic revenue budgeting can lead to shortfalls within a fiscal year. The strongest
financial managers work with information that is updated on a regular basis. For instance, property tax revenue
projections will be more reliable if they are based on historic trends and include reasonable assumptions about
the future of the local real estate market, the direction of national interest rates, and the local government’s likely
tax collection rate. Similarly, strong sales tax revenue projections incorporate recent actual trends and indicators
of likely future purchasing demand — such as population trend numbers, expected unemployment rates and the
impact of current and expected nearby retail competition. The strongest management teams have a solid track
record of meeting projections in most line items over several years.

Moody'’s analysts also assess the government’s track record of expenditure controls and conservative but
reasonable expenditure projections. In Moody’s view, the strongest management teams are able to discuss
the levels of flexibility within each expenditure line item as well as discuss the details about the assumptions
behind their budgeting. We bring to these expectations a sensitivity to political realities and to the sometimes
difficult balancing act that government officials must perform between providing services and controlling costs.
Strong expenditure controls lessen the likelihood of fiscal distress, within a fiscal year and beyond. Further, in
times of economic weakening, revenues such as sales tax and income tax are likely to stagnate or even
decline, and property tax collection rates may fall. The demonstrated ability and willingness to make mid-year
budget adjustments in the face of revenue weakness are often key to keeping a budget balanced and avoiding
reliance on non-recurring sources such as asset sales or draws from reserves. These “one-shot” approaches
weaken management’s options in the following fiscal year, when continued expenditure growth could cause
further fiscal distress.

Adoption of fund balance policies, and adherence to these policies, increases the likelihood that sufficient
levels of fund balance will be maintained, regardless of economic cycles or administrative turn-over. The fiscal
policies of a well-managed municipality typically incorporate a plan related to reserves that establishes target
and minimum fund balance levels, and specifies when they can be used. Policies that set fund balance levels
based on the degree of fiscal vulnerability faced by a particular municipality (including such things as the
cyclicality of its revenue streams, the volatility of expenditure items and the likelihood of natural disasters) are
generally more effective than those that do not. Moody's places relatively more reliance on investment and
fund balance policies when they are in writing and have been adopted by the government in some formalized
manner, such as through a resolution. A written policy, while not necessarily legally binding, indicates to
Moody's that government officials have discussed the policy in full and reached consensus, and that the policy
is likely to remain in place with a change in management.

Because the results of one fiscal year impact the next, Moody’s sees value in the development of multi-year
fiscal plans. Long-term fiscal plans generally encompass periods from three to five years, although some span
as long as 10 years. These plans can provide useful information about a municipality’s finances such as the
level of revenue growth necessary to fund particular spending levels, or the impact that a slowdown in
revenues or materially higher spending levels could have on fiscal stability. The best fiscal plans incorporate
long-term capital planning, including the identification of future debt service costs and additional operational
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costs associated with any new capital construction. Such integrated plans illustrate how a municipality intends
to pay for projected service level increases and inflationary budget growth.

By plugging in various economic assumptions, government officials can use these plans to envision their
budgetary needs over the near- to medium-term. Officials can “stress test” certain revenue streams — for
instance, possibly learning that level state aid funding could be offset by expected property tax revenue
growth, allowing for normal expenditure growth even during a state’s fiscal crisis. Well constructed plans also
identify areas of potential financial flexibility — for example, capital spending that could be reduced or fees that
could be increased. In short, multi-year fiscal plans perform two important functions: one, they compel the
issuer to develop quantitative contingency plans for various “what if” scenarios; and, two, they provide a road
map that shows where the government’s management team intends to go over the next several years.

Subfactor 3.b: Debt Management and Capital Planning

Formalized debt planning and debt policies provide bondholders with reassurances that debt burdens and
operational debt costs will be kept at manageable levels while ongoing capital needs continue to be met. Debt
policies typically specify both target debt burden levels and maximum allowable debt burden levels; the
community’s borrowing needs over the next five to ten years are then projected against these targets. Also, if
an entity plans to issue a portion of their debt as variable rate obligations, or enter into interest rate swaps, it is
important for the debt policy to incorporate management’s reasons for utilizing these structures, and strategies
for minimizing associated risks.

Regularly updated, multi-year capital improvement plans are useful tools in prioritizing and planning for future
capital needs, and identifying financing sources for each of the upcoming capital projects. The strongest
governmental management teams then incorporate their capital improvement plans into their debt projections
and multi-year operating projections — identifying how both debt levels and operating capital expenditures will
impact the balance sheet and financial operations. Some management teams adopt policies for their pay-as-
you-go financing of capital work, such as earmarking certain revenues (e.g. impact fees) to be diverted
annually into pay-go capital spending. Policies may also specify target levels for debt service as a percentage
of overall expenditures.

Moody’s also evaluates management’s ability to cushion against risk related to variable rate debt and
derivatives, particularly in light of recent and ongoing volatility in the variable rate debt markets. Here, we
consider the frequency of monitoring variable rate debt and swap portfolios, demonstrated response to market
changes, budgeting for interest rate volatility, and maintenance of sufficient liquidity in the event of bank bond
term-outs or swap terminations.

Subfactor 3.c: Management of Economy/Tax Base

We recognize that, generally, economic performance is the most difficult of the four rating factors for
management to control. Nevertheless, monitoring economic performance is an important practice, as
economic indicators can cue management to adjust financial or debt policies in order to offset the impacts of
an economic downturn or challenge. Strong managers also understand how historical economic trends can
be used as a predictor for future economic performance, and can incorporate this analysis into economic
forecasts and ultimately, into policy decisions. The successful pursuit by management of effective economic
development or redevelopment is generally seen as a positive rating factor, while incentives that lead to
uncertain revenues or services that are in excess of development benefits can negatively impact ratings.
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Subfactor 3.d: Governing Structure

The statutory and regulatory environments in which local governments operate can vary significantly by state
and by sector. Moody’s analysis includes a comparison of peers within a given state, to evaluate
management’s ability to maximize flexibility relative to others facing the same constraints. However, as
statutory limitations may materially impact relative credit quality on an absolute basis, we also conduct
nationwide comparisons to assess relative credit quality. For example, imposition of a statewide 4% property
tax cap in New Jersey has contributed to widespread utilization of fund balance to support operations across
the state. We recognize this trend, and consider management’s ability to operate within this new limitation. To
maintain the consistency of our ratings, however, we also compare these municipalities to credits in other
states that may not face similar caps. Absent other mitigating factors, we would expect local government
credit quality to be depressed somewhat in state’s that place disproportionate limitations on financial flexibility.

Additionally, we recognize that local governments, by definition, are influenced by political considerations.
Often, in allocating and managing limited resources to meet growing demands for services, financial managers

face political pressure to make
decisions that adversely impact credit
quality. For example, elected officials
may oppose revenue enhancements,
such as property tax levy increases,
or may promise services which the
municipality is not in a position to
fund. In the best case, government
financial managers have the
autonomy to make financial policy
decisions and are insulated from
political considerations. On the other
hand, elected officials can provide an
effective check on financial policy
decisions — ideally, the relationship
between management and elected
officials is a constructive one. In
extreme cases of local government
fiscal distress, an external oversight
board may be appointed. Moody’s
views this oversight to be a positive
step toward halting what may
otherwise be a credit in “free fall,” as
the oversight board is further
removed from local political concerns,
freeing it to make what may be
unpopular decisions to restore
financial stability.

Existence of Oversight Boards May
Enhance Credit Quality

Moody’s considers the existence of state oversight of local
government operations to be a positive rating factor. In some
instances, agencies such as the Local Government Commission
in North Carolina, or the Local Finance Board in New Jersey,
play a supervisory role, establishing accountability, controls and
consistency with regards to local government operations
statewide. While these agencies do not provide direct credit
enhancement, Moody'’s believes that they ensure consistent
standards of financial integrity. Thus, although this type of
oversight does not directly factor into our local government
ratings, it may indirectly support credit quality by encouraging
and/or requiring conservative fiscal management practices.

Alternately, in some states, mechanisms exist to impose state
oversight or control boards to oversee the operations of local
governments experiencing fiscal distress. Examples include the
Buffalo (NY) Fiscal Stability Authority (BFSA) and the Pennsylvania
Intergovernmental Cooperation Authority (PICA) which oversees
the City of Philadelphia. Once established, these boards may exert
varying degrees of control over a municipality’s financial operations,
including review and approval of budgets, contracts and debt
issuances, or requirements for the development of multi-year
financial recovery plans. Establishment of a control board may
bring immediate fiscal relief in the form of additional state aid to the
municipality or authorization for the issuance of deficit funding
bonds. Oversight boards may also issue debt ultimately repaid by
the local government’s revenues, but structured to insulate the
repayment stream from municipal financial distress; the enhanced
bond security may enable a local government that might otherwise
have fallen below investment grade to continue to access the
capital markets. Moody’s believes that the existence of such an
oversight board does not raise credit quality; but, assuming a
constructive relationship exists between the board and the
municipality, it, may create a rating floor (generally investment
grade) below which the local government’s rating is unlikely to fall.
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Subfactor 3.e: Disclosure

Full and timely disclosure of financial matters is a basic tenet of a well-functioning capital market system. The
strongest management teams have audited or reviewed financial reports prepared annually, generally within
six to nine months of the close of the fiscal year. Financial statements that are attested to by an outside firm
are viewed as being more reliable than preliminary documents prepared by members of the government’s
finance department. While Moody’s rates the debt of certain issuers that do not publish annual audits (usually,
small communities), we generally consider those issuers to have weaker financial reporting practices and,
therefore, weaker disclosure practices. The Governmental Accounting Standards Bureau (GASB) creates the
accounting principles by which governmental accountants prepare their audited financial statements, and
compliance with these standards increases transparency and comparability among issuers (assuming the use
of these accounting principles are the norm for the state, with New Jersey’s statutory accounting standard as
one of several notable exceptions).

Moody’s also considers the timeliness of annual budget adoption. Timely budget adoption allows for effective
allocation of resources and ensures that government commitments are funded. The budget process allows
stakeholders with competing demands on resources to prioritize needs. Management skills are tested when
these stakeholders must be brought together, sometimes in a politically charged environment. Inability to
adopt a budget in a timely manner may reflect management’s failure to achieve consensus concerning a
community’s goals and priorities. Besides allowing for the uninterrupted provision of government services, to
the extent the budget is adopted prior to the start of the fiscal year, the budget provides a basis for tracking
financial performance. (Again, New Jersey is a notable exception, where passage of budgets after the start of
the fiscal year is the norm and reflects local governments’ ability to adopt continuing budgets and mail
estimated tax bills, allowing for provision of services and finalization of prior year actual performance to inform
the budget process.)

Below Investment Grade Credits Face Range of Challenges

While local government credit quality is generally strong given the broad nature of the general
obligation pledge, a number of credits, typically those that are economically distressed or lacking in
sound fiscal management, fall below investment grade (i.e., rated below Baa3). This group
currently represents only about 0.1% of the 8,200 general obligation ratings maintained by Moody’s
in the local government sector.

Non-investment grade local government credits tend to display a unique array of credit risks,
including significant erosion in the economic base, an extremely weakened financial position, and a
limited willingness or ability to resolve these challenges. A trend of structurally imbalanced
operations can result in deficit fund balance positions and a growing reliance on cash flow
borrowing to provide operating liquidity. Certain of today’s stressed credits have failed to benefit
from the nation’s recent economic expansionary period, leaving them with minimal financial
flexibility to weather the current economic recession. Further, many of these credits remain
dependent on discretionary allotments of state aid that may decline given weakening state
economies.

Moody’s places significant emphasis on the adoption and implementation of a reasonable
plan to alleviate fiscal distress when evaluating below investment grade credits. These plans
often incorporate non-recurring sources to augment reserves, including infusions of
extraordinary state aid, deficit reduction bond proceeds or proceeds from the sale of
municipal assets. Reviews of below investment grade ratings generally focus on the
likelihood of a return to structural balance through recurring revenue enhancement and/or
expenditure reductions as well as an established track record of renewed stability, reflecting
willingness and ability to maintain any improvements.

‘ {l5)| October 2009 = Rating Methodology ® Moody’s U.S. Public Finance - General Obligation Bonds Issued by U.S. Local Governments



Rating Methodology Moody's U.S. Public Finance

General Obligation Bonds Issued by U.S. Local Governments

FACTOR 4: DEBT PROFILE

Moody's analyzes how much debt the economic base is supporting, the flexibility to absorb additional
borrowing needs, expected future borrowing needs and the resulting pro-forma impacts. Additionally, Moody's
examines the impact of debt on financial flexibility, and management's ability to conservatively structure debt
repayment.

Subfactor 4.a: Debt Burden

The debt burden measures the financial leverage of a community by calculating the amount of debt
outstanding (or the accreted value, in the case of Capital Appreciation Bonds) compared to the entity’s full
valuation. Ultimately, the more leveraged a tax base is, the more difficult it is to service existing debt and to
afford additional debt, and the greater the likelihood that tax base or financial deterioration will result in
pressures to fund fixed debt service expenditures. Moody's assesses both the direct debt burden, which is that
debt supported by a municipality’s own revenue stream; and indirect debt burden, which includes debt incurred
by overlapping or underlying entities, such as a school district and a city in the case of a county. The overall
debt burden represents the total debt shouldered by the property tax base. As the areas of responsibility of
different levels of government vary by state (e.g. in some states, counties issue debt on behalf of school
districts, whereas in other states school districts have borrowing authority), analysis of overall debt burdens
allows for more meaningful comparisons across states. There could be extreme instances when significant
borrowing by one entity could have adverse credit implications for an overlapping entity.

Frequently, in calculating an issuer’s debt burden, Moody’s definition of "debt" differs from states' definitions of
debt, with respect to statutory debt limitations. Specifically, state statute may exclude from its calculation
general obligation debt that has any source of supporting revenue, even a dedicated property tax. For
example, in certain states, bonds issued for open space preservation and supported by an open space
property tax will be excluded from the calculation of an entity's statutory debt limits. However, Moody's would
continue to carry this debt on the debt statement, as it is ultimately supported by the property tax base.
Further, Moody's analysts include capital leases, lease revenue debt and other fixed obligations in our debt
burden calculation. Bond Anticipation Notes are also included, as these will ultimately be converted to long
term debt. On the other hand, long term operational liabilities, such as accrued vacation days, are not
captured by Moody’s on the debt statement.

Analysts may deduct general obligation tax debt that is supported by enterprise revenues such as water and
sewer charges from our debt burden calculation. As a general guideline, if an essential enterprise system with
supporting revenue streams has been self-supporting for the three preceding years, we will exclude the debt.
For this reason, general obligation water and sewer supported debt is frequently deducted from our debt
burden analysis. However, recently enacted rate adjustments or reliance on one-time revenues (ie: connection
fees) may provide for analytical differences to this approach. Unlike certain enterprise revenues, with rare
exceptions, Moody's does not back-out tax increment or special assessment supported debt. While we
internally analyze the mitigating impact of these revenue streams on the general levy, we believe that these
concentrated revenue streams from benefited properties are more similar to property tax supported obligations
putting a burden on property values.

Generally, sales tax-secured debt is included in the debt burden if: (1) it is issued to fund capital needs related
to services typically provided by the government (e.g. park improvements), (2) sales tax revenues in excess of
debt service obligations revert to the general operating funds and are available to fund operating needs, or (3)
the debt is ultimately secured by a general obligation pledge, although it is expected to be serviced from sales
tax receipts. In these cases, Moody’s analyzes debt with and without the sales tax component to better
understand the debt burden’s source impact. Although included in the debt burden calculation, the availability
of sales tax revenues to offset debt service can mitigate the rating impact of an above-average debt burden.

Moody’s will exclude sales tax revenue bonds when (1) the bonds are issued to fund needs not related to
typical general government functions (e.g. stadium or mass transit capital improvements) and (2) the sales tax
revenues are segregated and available only to fund debt service or capital expenditures related to these
functions.
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Some states provide assistance to local governments, particularly school districts, for the payment of general
obligation debt service. Although, in many cases, these programs have a long track record, the state
payments are often subject to annual appropriation. Therefore, Moody’s does not generally deduct the portion
of general obligation debt expected to be paid with state aid. But, in these situations, analysts will calculate an
“adjusted” debt level reflecting expected statement payments and Moody’s will consider both the gross and the
adjusted debt levels in assigning the rating.

Sample Debt Statement ($000) by FY 2008

FY End Date 6/30/2008
Source of Debt Data Audited
General obligation, unlimited tax bonds 14,705
GOULT/Water & Sewer 8,694
General obligation, limited tax bonds

Unconditional general fund obligations

Sales tax and other special tax bonds 2,500
State loans 16,267
Lease rental bonds/COPs

Capital leases 1,182
Assessment debt with government commitment

Other guaranteed debt

BANs, capital notes, CP 6,700
Other direct tax supported debt

Gross direct debt 50,048
Less: Self-supporting GO debt -8,694
Less: Self-supporting GOLT debt

Less: Self-supporting lease debt

Less: Other self-supporting debt -16,267
Net direct debt 25,087
Overlapping debt 21,853
Overall net debt 46,939
Adjustments

Adjusted overall net debt

Net Direct Debt as % of Full Value 1.4
Debt Burden (Overall Net Debt as % of Full Value) 2.2
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Subfactor 4.b: Debt Structure and Composition

The structure of principal amortization is one indication of an entity's willingness and ability to repay debt.
Generally, a conservative principal amortization schedule matches the useful life of the financed project. For
example, structuring thirty year bonds for technology upgrades would be inconsistent with the expected useful
life of the project. In such a scenario, repaying a liability for an asset that no longer exists could challenge the
willingness of an entity to make debt payments; this is particularly relevant for appropriation-backed debt.
Further, back end-loaded debt structures make it more difficult for borrowers to layer additional debt in the
future. A level principal amortization schedule is common (e.g. 50% principal repayment within ten years for
twenty year bonds); however, the amortization rate is also driven by matching the useful life of the projects.
We also note that, while the structure of an individual series of debt may look irregular as a stand-alone
repayment, it may be fine when considered in conjunction with the total amortization schedule of all community
debt.

Moody’s will also analyze the composition of the debt profile to assess a municipality’s exposure to the interest
rate and liquidity risks inherent in variable rate debt. The amount of variable rate debt that can be assumed by
an issuer without jeopardizing its long-term rating will largely depend on its general credit strength and the
following liquidity characteristics:

= Tightness of budgeted revenues and expenses;

= Predictability and seasonality of operating cash reserves during the year;

= Availability of financial resources not budgeted for operating needs; and

= Matching of interest rate-sensitive assets with variable rate exposure.

Moody’s will test sufficiency of an issuer’s liquidity under various term-out, swap termination, and interest rate

scenarios.

Subfactor 4.c: Debt Management and Financial
Impact/Flexibility

The structure of debt, the level of debt and future borrowing needs can all impact the financial operations of a
community. Debt service payments represent a required expense. As such, there is limited line-item flexibility
available should financial operations become stressed. This is particularly true for limited tax general obligation
debt or appropriation leases, in which debt service expenditures effectively compete with operating
expenditures. Debt service as a percent of operating expenditures can vary, and frequently ranges from 5 -
15%. However, for communities experiencing rapid growth or pursuing aggressive principal amortization, this
range can increase significantly. Moody’s will consider the availability of dedicated revenue streams (e.g.
special sales tax dedicated for debt service) as a mitigating factor when assessing the impact of debt service
on a municipality’s financial operations.
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Subfactor 4.d: Other long term commitments and liabilities

Moody'’s analysis of a municipality’s
debt profile includes an assessment of
the degree to which other non-debt long
term commitments, such as pension
obligations and other post-employment
benefits (OPEB), primarily retiree health
benefits, impact the entity’s long term
flexibility. Moody's views both OPEB
and pension obligations as having debt-
like characteristics, however, they tend
to allow some flexibility to alter the
terms of the obligation, such as benefit
eligibility requirements. Moody's
therefore considers the impact of these
obligations in our overall credit
assessment of an issuer. Additionally,
should a municipality choose to provide
funding for these long term liabilities
through the issuance of pension
obligation bonds or OPEB bonds, those
bonds would be included in our debt
burden calculations.

Moody’s will analyze pension and
OPEB funding levels to assess the
future impact on an entity’s financial
operations. We recognize that funding
levels naturally will rise and fall as
actual experience diverges from
actuarial assumptions, as benefits
change, or as investment returns
fluctuate. In the case of an unfunded
pension liability, Moody’s will examine
the reason that it has arisen and the
entity’s ability and willingness to
address it over a reasonable period of
time. When assessing the credit impact
of an unfunded OPERB liability, Moody's
analysts will also consider assumptions
regarding medical costs, as well as
issuers’ flexibility under relevant
statutes or contracts to modify their
post-employment health benefit
offerings. In either case, a trend of
declining funding levels and/or failure to
make recommended annual payments
would be viewed as negative credit
factors.

Pension Obligations Expected to
Place Near Term Pressure on
Ratings

A broad deterioration in funding levels for public sector
pensions is adding to fiscal pressure on some state and local
governments and could contribute to negative rating actions for
select issuers in the next several years. This reduction in
funding levels is largely driven by significant investment losses
in pension plans in the range of 20-30% throughout 2008, and
early 2009-losses which for some issuers came on top of
longer- term demographic pressures. Lastly, the problem for
some issuers will be exacerbated by decisions by select
governments to defer pension contributions during periods of
budgetary stress.

Greater credit stress will be felt by both the government issuers
that entered this cycle with marginal funding levels as well as
those that face inflexible regulatory or legal pension funding
requirements. Despite the recent strong performance of the
equity markets since March 2009, asset losses from earlier
periods continue to weigh on plan asset valuations.
Historically, stock market volatility poses pro-cyclical economic
risks. Funding pressure could partially ease if there is
continued rapid rise in equity market values and rising rates
lead to actuarial reduction in accrued liabilities through
application of a higher discount rate.

In evaluating the strength or weakness of a rated issuer’s
retirement system we begin with a review of the funded ratio to
assess the extent to which a government has set aside
resources to meet its pension obligations. Our focus is on four
key factors: the level of benefits, investment results, reporting
assumptions, and the constitutional and legal requirements
such as those covering funding levels and funding mandates.

Additionally, we examine the impact of management decisions
on the viability of pension programs and the resulting credit
implications. These management decisions may include
reductions in plan contributions to meet a current budget,
whether to under-fund a pension plan, and making a
contribution that is less than a municipality’s annual pension
cost. Other “red flags” that may warn of potential fiscal distress
are the changing of actuarial firms or committing limited
municipal resources to new pension funding that is deferred
until some future date.
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WHAT CAN MAKE A RATING MOVE UP OR DOWN

Local government ratings generally
remain outstanding for the life of the
bonds. Moody’s regularly reviews
outstanding ratings through a ratings
surveillance process. This process
includes a review of annual financial
disclosure documents, and may also
include a phone call with
management to discuss relevant
trends, particularly if the credit profile
appears to have changed since the
last rating review.

Through regular monitoring, we
evaluate changes that are absolute in
nature (e.g. has the tax base size
increased or decreased substantially?
Are there material changes in
financial reserves or liquidity?) as well
as changes in relation to peers across
the state and nation (e.g. do changes
in unemployment rates mirror regional
trends, or is the credit an outlier with
regard to this economic indicator?)
Modest changes in an entity’s credit
profile over short periods of time are
not likely to result in rating movement;
our focus instead is on more
significant, multi-year trends. While
economic factors carry the greatest
weight in Moody’s rating
assignments, we have seen that over
time, financial changes are most likely

Outlooks and Watchlist Provide Information
Regarding Direction of Likely Rating
Movement

In order to provide information regarding the short term and medium
term direction of a particular rating, we employee outlooks and
watchlist designations— to inform investors, issuers, and
intermediaries of potential rating action.

A Moody'’s rating outlook is an opinion regarding the likely direction of
an issuer’s rating over the medium term. Where assigned, rating
outlooks fall into the following four categories: Positive (POS),
Negative (NEG), Stable (STA), and Developing (DEV — contingent
upon an event). In the few instances were an issuer has multiple
ratings with outlooks of differing directions, an “(m)” modifier
(indicating multiple, differing outlooks) will be displayed, and Moody's
written research will describe any differences and provide the
rationale for these differences. A RUR (Rating(s) Under Review)
designation indicates that the issuer has one or more ratings under
review for possible change, and thus overrides the outlook
designation. When an outlook has not been assigned to an eligible
entity, NOO (No Outlook) may be displayed. Outlooks are employed
for large or high profile issuers only; the vast majority of local
government credits have no outlook assigned

Moody’s uses the Watchlist to indicate that a rating is under review for
possible change in the short term. A rating can be placed on review
for possible upgrade (UPG), on review for possible downgrade (DNG)
or more rarely with direction uncertain (UNC). A credit is removed
from the Watchlist when the rating is upgraded, downgraded or
confirmed.

to drive rating movements. This reflects the fact that, generally speaking, economic changes tend to occur
gradually; and that even in times of economic stress, managers have historically been able to take action in an

effort to maintain stable credit quality.
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Appendix A: General Obligation Rating Factors

Moody’s U.S. Public Finance

Moody’s methodology for rating U.S. local government general obligation bonds incorporates analysis of the

following rating factors and subfactors:
1. Economic Strength (40%)
a. Size and Growth Trend
i. Tax base size
ii. Historic growth trend
iii. Future growth potential
b. Type of Economy
i. Industry concentration
ii. Stability
iii. Taxpayer concentration
¢. Socioeconomic and Demographic Profile
i. Population trend
ii. Poverty level
iii. Full value per capita
iv. Income
d. Workforce Profile
i. Unemployment rate
2. Financial Strength (30%)
a. Balance Sheet/Liquidity
i. General Fund balance as a % of General Fund revenues
ii. Liquidity trend
b. Operating Flexibility
i. Revenue raising flexibility
ii. Local control over expenditures
c. Budgetary operations
i. Trend of structurally balanced operations
ii. Exposure to volatile revenue streams
iii. Property tax collection rates

iv. Exposure to state aid reductions
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3. Management and Governance (20%)

a. Financial planning and budgeting
i. Trend of budget-to-actual performance
ii. Existence of and adherence to policies and procedures
iii. Multi-year budgeting practices

b. Debt Management and Capital Planning
i. Multi-year capital planning practices
ii. Management of risk related to variable rate debt and derivatives
iii. Existence of and adherence to debt policies

¢. Economic Forecasting and Monitoring
i. Monitoring of economic performance

d. Governance Structure
i. Constructive relationship with elected officials

e. Disclosure
i. Timely disclosure of key documents

4. Debt Profile (10%)

a. Debt Burden
i. Net direct debt as % of full value
ii. Overall net debt as % of full value

b. Debt Structure and Composition
i. Amortization rate (10 years)
ii. Liquidity and budgetary risk related to variable rate debt or derivatives

c. Debt Management and Impact on Financial Flexibility
i. Debt service as % of total operating expenditures

d. Other Long Term Commitments and Liabilities

i. Pension funding ratio
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Appendix B: Moody’s Rating Definitions
WHAT IS A MOODY’S CREDIT RATING?

Moody’s ratings are intended to provide capital market participants with a framework for comparing the credit
quality of debt securities. A credit rating compresses an enormous amount of diverse information into a single
symbol. Bonds with the same credit rating, therefore, may be comparable with respect to overall credit quality
but may differ with respect to specific credit quality characteristics.

Aaa
Issuers or issues rated Aaa demonstrate the strongest creditworthiness relative to other US municipal or tax-
exempt issuers or issues.

Aa
Issuers or issues rated Aa demonstrate very strong creditworthiness relative to other US municipal or tax-
exempt issuers or issues.

A
Issuers or issues rated A present above-average creditworthiness relative to other US municipal or tax-exempt
issuers or issues.

Baa
Issuers or issues rated Baa represent average creditworthiness relative to other US municipal or tax- exempt
issuers or issues.

Ba
Issuers or issues rated Ba demonstrate below-average creditworthiness relative to other US municipal or tax-
exempt issuers or issues.

B
Issuers or issues rated B demonstrate weak creditworthiness relative to other US municipal or tax- exempt
issuers or issues.

Caa
Issuers or issues rated Caa demonstrate very weak creditworthiness relative to other US municipal or tax-
exempt issuers or issues.

Ca
Issuers or issues rated Ca demonstrate extremely weak creditworthiness relative to other US municipal or tax-
exempt issuers or issues.

C
Issuers or issues rated C demonstrate the weakest creditworthiness relative to other US municipal or tax-
exempt issuers or issues.

Note: Moody's appends numerical modifiers 1, 2, and 3 to each generic rating category from Aa through Caa.
The modifier 1 indicates that the issuer or obligation ranks in the higher end of its generic rating category; the
modifier 2 indicates a mid-range ranking; and the modifier 3 indicates a ranking in the lower end of that generic
rating category.
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Appendix C: Moody's Local Government Financial Ratio
Definitions

This appendix provides definitions of terms and ratios used in local government credit analysis.

Actual/Estimated Population, Annual Value

For a census year, this is the population within the boundaries of the local government as reported by the US
Census. For other years, these are actual or estimated population figures reported by the local government
itself or other sources.

Average Annual Increase in Full Value (%26)

The compound average annual increase in Total Full Value over the preceding five-year period. Thus, the
Average Annual Increase in Full Value reported for 2002 is the average annual increase over the period 1997
to 2002. In cases where five years of data are not available, this statistic is calculated for the preceding four-
year period. In some states, where assessed values or equalization rates are reset on a two-year cycle,
average annual increase may be calculated for the preceding six-year period.

Debt Burden (Overall Net Debt as % Full Value)

Overall Net Debt Outstanding divided by the fiscal year or most recent Total Full Value for the local
government. Overall Net Debt Outstanding is equal to Direct Net Debt plus Overlapping Debt. Direct Net Debt
is the local government's gross debt less sinking fund accumulations, short-term operating debt, and bonds
and other debt deemed by Moody's analysts to be fully self-supporting from enterprise revenues. Direct Net
Debt typically includes the non-self supporting portion of the local government's general obligation bonds,
sales and special tax bonds, general fund lease obligations, bond anticipation notes, and capital leases.
Overlapping Debt is the net debt of all overlapping and underlying units of local government that share the
local government's property tax base, apportioned in accordance with property valuation.

Debt Service as % of Operating Expenditures

Debt service expenditures for all Operating Funds and debt service funds combined divided by Operating
Expenditures.

Direct Net Debt Outstanding ($000)

The local government’s gross debt less sinking fund accumulations, short-term operating debt, and bonds and
other debt deemed by Moody’s analysts to be fully self-supporting from enterprise revenues. Direct Net Debt
typically include the non-self supporting portion of the local governments general obligation bonds, sales and
special tax bonds, general fund lease obligations, bond anticipation notes, and capital leases.

Direct Net Debt as 20 of Full Value

Direct Net Debt Outstanding divided by the fiscal year or most recent Total Full Value for the local government.

Full Value per Capita ($)

Total Full Value divided by the fiscal year or most recent population for the local government.

General Fund Balance as 20 of Revenues

Total general fund balance as reported in the local governments financial statements divided by Total General
Fund Revenues.

October 2009 ® Rating Methodology ® Moody’s U.S. Public Finance - General Obligation Bonds Issued by U.S. Local Governments




Rating Methodology Moody’s U.S. Public Finance

General Obligation Bonds Issued by U.S. Local Governments

General Obligation / Issuer Rating

In most states, the rating assigned by Moody’s to the local governments General Obligation Unlimited Tax
Bonds or, in the absence of GOULT debt, the Issuer (Implied General Obligation) rating assigned by Moody'’s.
In some states, such as Texas and Nevada, where certain types of local government can only issue General
Obligation Limited Tax Bonds, the rating shown is for the issuers GOLT debt.

Median Family Income

Median family income for residents within the boundaries of the local government as reported by the US
Census.

Median Family Income as %o of State

Median Family Income for the local government divided by Median Family Income for the state in which the
local government is located.

Median Family Income as % of U.S.

Median Family Income for the local government divided by Median Family Income for the United States.

Operating Expenditures

Total expenditures for all Operating Funds and debt service funds combined including net transfers out and
other uses as reported in the local government’s financial statements. In some cases, Operating Expenditures
may exclude certain items such as deposits of bond proceeds to refunding escrows which have been included
in expenditures or other uses in the financial statements but which have been deemed by Moody’s analysts to
be non-recurring in nature. Note that when Operating Funds and debt service funds are combined to
determine Operating Expenditures, transfers in are netted against transfers out.

Operating Funds Balance as %o of Revenues

Total fund balance of all Operating Funds combined as reported in the local governments financial statements
divided by Total Operating Funds Revenues.

Operating Funds

Operating Funds consist of the general fund as well as certain Special Revenue Funds that Moody’s analysts
have determined account for core governmental operations or operations that, in the case of similar local
governments, would be accounted for in the general fund. Operating Funds include debt service funds for the
calculation of the ratio

Debt Service as a % of Operating Expenditures.

Operating Funds generally do not include debt service funds for calculation of Operating Funds Balance,
Operating Funds Balance as % of Revenues and similar ratios.

Overall Net Debt Outstanding ($000)

Direct Net Debt plus the net debt of all overlapping and underlying units of local government that share the
local government’s property tax base, apportioned in accordance with property valuation.

Payout, 10 Years

The percentage of current principal outstanding scheduled to be retired in the next 10 years.

Per Capita Income

Per capita family income for residents within the boundaries of the local government reported by the US
Census.
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Per Capita Income as % of State

Per Capita Income for the local government divided by Per Capita Income for the state in which the local
government is located.

Per Capita Income as % of U.S.

Per Capita Income for the local government divided by Per Capita Income for the Unites States.

Population Change 1990-2000 (%6)

The increase or decrease in population, expressed as a percent, within the boundaries of the local government
from the 1990 Census to the 2000 Census.

Poverty Rate (2%6) (2000 Census)

Percentage of persons within the boundaries of the local government with incomes below the poverty level, as
reported by the US Census.

Top Ten Tax Payers as % of Total, Most Recent Value

Total assessed value of the ten largest property taxpayers for the local government, divided by the total
assessed value of the local government, for the most recent year for which largest taxpayer data are available.
In some cases, largest taxpayer data are reported using levy figures rather than assessed value figures. In
those cases this statistic is the total levy for the ten largest taxpayers as a percent of the total levy for all
taxpayers of the local government.

Total Full Value ($000)

Estimated full market value of all taxable property within the boundaries of the local government as reported by
local or state sources. Users of these data should be aware of significant variation in the methods and quality
of property assessment from state to state and even among the municipal governments within a state.
Definitions of taxable property also vary across the country, as does the dependability of equalization ratios
used to convert assessed value to full value.

Total General Fund Revenues ($000)

Total revenues including transfers in and other sources for the general fund as reported in the local
government’s financial statements. In some cases, General Fund Revenues may exclude certain items such
as bond proceeds which have been included in revenues or other sources in the financial statements but
which have been deemed by Moody’s analysts to be non-recurring in nature.

Total Operating Funds Revenues ($000)

Total revenues for all Operating Funds combined including net transfers in and other sources as reported in
the local government’s financial statements. In some cases, Operating Fund Revenues may exclude certain
items such as bond proceeds which have been included in revenues or other sources in the financial
statements but which have been deemed by Moody’s analysts to be non-recurring in nature. Note that when
Operating Funds are combined to determine Operating Funds Revenues, transfers in are netted against
transfers out; as a result the value for Operating Funds Revenues may occasionally be less than the value
General Fund Revenues.

Unreserved General Fund Balance as 2o of Revenues

Unreserved general fund balance as reported in the local governments financial statements divided by Total
General Fund Revenues. In some cases, Unreserved General Fund Balance reported by Moody's may include
certain amounts shown as reserves in the financial statements that Moody’s analysts have deemed would be
available to meet operating contingencies.
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Unreserved Operating Funds Balance as % of Revenues

Unreserved fund balance of all Operating Funds combined as reported in the local governments financial
statements divided by Total Operating Funds Revenues. In some cases, Unreserved Operating Funds
Balance reported by Moody’s may include certain amounts shown as reserves in the financial statements that
Moody’s analysts have deemed would be available to meet operating contingencies.

Unreserved, Undesignated General Fund Balance as 2o of Revenues

Unreserved, undesignated general fund balance as reported in the local governments financial statements
divided by Total General Fund Revenues. In some cases, Unreserved, Undesignated General Fund Balance
reported by Moody’s may include certain amounts shown as reserves or designations in the financial
statements that Moody’s analysts have deemed would be available to meet operating contingencies.

Unreserved, Undesignated Operating Funds Balance as % of Revenues

Unreserved, undesignated fund balance of all Operating Funds combined as reported in the local governments
financial statements divided by Total Operating Funds Revenues. In some cases, Unreserved, Undesignated
Operating Funds Balance reported by Moody’s may include certain amounts shown as reserves or
designations in the financial statements that Moody’s analysts have deemed would be available to meet
operating contingencies.
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