Capital Improvement Program Mayor’s Message

Goals of the Capital Improvement Program (CIP)

The City of Salem relies on a capital improvement program and capital budget to ensure that
capital needs are being addressed in a responsible manner based on priority and thoughtful
planning. A capital improvement program and budget is a critical component of the overall
budget strategy, especially given the City’s long history of severely neglecting capital needs in
the past. Formalizing a capital plan and budget has allowed the City of Salem to address issues
that have been postponed and ignored in prior years.

These tools allow the City to not only make sound capital investments and improvements but
also positively impact the City’s operating budget. Addressing capital needs when appropriate
will assist the City in reaching many of its longer-term goals such as reducing fuel consumption;
decreasing costs associated with deferred maintenance, heating and electricity in municipal
buildings; and over time may allow the reduction in workforce and salary costs. As important,
capital improvements have ensured and will continue to ensure that our facilities, equipment and
vehicles are safe, in an improved condition, energy efficient and able to deliver top-notch
services to the City’s residents.

The City’s main goals when initially implementing the Capital Improvement Program was to
professionalize how capital projects were identified, improve the overall planning and budget
process for addressing capital needs, and ensure accountability as it relates to implementation of
capital work projects. Our early efforts focused on overhauling and renovating neglected parks,
playgrounds and recreational spaces which comprise nearly 30% of Salem’s overall acreage, as
well as a full assessment of roadway, sidewalk and utility infrastructure conditions which
enabled us to begin implementation of a comprehensive strategy to address long overdue
maintenance needs in these areas.

To meet these goals, City officials have created a capital plan that is fiscally responsible and
transparent. The plan includes a particular focus to improvements in the City’s parks and
playgrounds as well as city infrastructure above and below the ground. Recreational
opportunities will vastly increase and improve as a result of our capital plan. Five playgrounds
are planned for complete renovation in the City along with the creation of a new park which will
connect to a new harborwalk along the South River. Another field at Witchcraft Heights
elementary School is being improved. In addition, the City’s public pool will be improved and at
the Salem Willows Park a seawall, pier and public restrooms have been improved. Lastly, a
new, state-of-the-art Senior Center/Community Life Center is planned for construction to offer
improved programming, services and recreational opportunities to seniors and the community at-
large.

Improvements to City streets and sidewalks, along with other infrastructure improvements are a
large focus of the capital plan. Last year, the City funded a $1.5 million citywide street repaving
program and plans to initiate a project similar in scope this year. In addition, extensive sidewalk

Sec7-1



repairs were funded as part of the capital plan. Other infrastructure related improvements
include the reconstruction of a seawall on Hubon Street; improvements to flooding issues in the
South River Basin, and along Forrester Street and Moffat Road; sewer line replacement and
investigations; water main replacement; and the implementation of a water meter replacement
program, to name a few.

To fund these improvements the City strategically pursues available options from grants at the
state and federal levels, and also utilizes monies available from water and sewer retained
earnings and bonding. From a financing perspective, priority is given to projects with grant
revenues to offset costs.

As we head into a lean budget cycle brought on by the global economic downturn, our CIP for
FY2010 is aimed at more aggressively using grant dollars and maximizing federal funding
opportunities for capital needs; working on capital projects that will reduce our short and long
term operational costs, such as enhanced parking technology systems that will enable us to
reduce on-going personnel costs and investments in energy efficiency projects such as
installation of LED lighting that will lower our energy costs both short and long term; and lastly
providing enhanced resources to roadway maintenance as a way to save the city from higher
repair/repaving costs in future years tied to anticipated construction escalation.
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Capital Improvement Program Overview

A capital improvement program (CIP) is a blueprint for planning a community’s capital
expenditures. A CIP is typically a multi-year plan identifying capital projects and equipment to
be funded during the planning period. A CIP is composed of two parts, a capital program and a
capital budget. The capital program is a plan for capital expenditures that extends out past the
capital budget. The capital budget is the upcoming year’s spending plan for capital items.

Developing a CIP that will ensure sound financial and capital planning requires effective
leadership and the involvement and cooperation of all municipal departments. A properly
developed CIP will help the City in many ways such as enhancing a community’s credit rating,
stabilizing debt service payments, and identifying the most economical means of financing
capital projects. It will also help increase opportunities to obtain federal and state aid and help
avoid duplication by overlapping governmental units.

The City has several ways to finance its CIP, including state and federal grants, appropriations
from the City’s CIP account, capital leases, and long-term borrowing to name a few. Depending
on the cost and the useful life, the Finance Director will make recommendations to the Mayor for
funding. Capital leases are often three years or less and are built into the operating budget.
Capital items under $25,000 are often funded by an appropriation from the CIP fund by the City
Council upon recommendation of the Mayor. Most other capital items over $25,000 would
require long-term borrowing as authorized by a 2/3" vote of the City Council upon
recommendation of the Mayor.

The CIP dovetails into the City’s five-year financial forecast for planning purposes. The CIP has
to be worked into the operational part of the budget so that both the operational and capital needs
of the municipal departments are met on a year-to-year basis. Oftentimes the CIP suffers as
fixed costs such as health insurance and retirement assessments continue to rise. However, it is
incumbent upon the Mayor and finance director to ensure that both the operating budget and the
CIP are reasonable and attainable to ensure fiscal stability as well as within the limitations of
Proposition 2 Y.

What is a Capital Asset?

e Capital items are tangible assets or projects with a value of $25,000 or more.
e Must have a depreciable life of five (5) or more years.

Examples of Capital Assets are Fire Truck, DPW equipment, Buildings (purchase or major

renovations), water and sewer infrastructure. Items that are NOT capital assets include services,
painting rooms or buildings, books, field maintenance, routine building maintenance.

FY 2010 CIP Overview

In FY2009, the City of Salem initiated a capital improvement program with a five-year forecast
and voted a CIP loan order for 12,685,000 to fund CIP projects. Some of those projects continue
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through FY 2010 and beyond. Those programs may be permanently bonded in FY 2010, or the
City may choose to renew the Bond Anticipation Notes (BAN) issued in October of 2008. The
market for issuing bonds is still very volatile due to the economic climate and the lack of
municipal bond insurance companies, since most went out of business due to insuring risky
subprime-related debt during the real estate boom.

During the FY2010 budget process, the City’s Finance Director met with department heads to
review the requests for FY2010. The FY2010 Capital Plan and five-year forecast for both
General Fund and Water/Sewer Enterprise Fund are included in this section. Due to poor fiscal
environment, the list of capital needed to be pared down from the original requests of the
department.

The capital in the attached budgets is funded from many sources, including water/sewer rates,
grants, retained earnings, and long term borrowing (debt). The capital items that required
bonding are separated below in two categories, routine debt and non-routine debt. The total
amount of the proposed loan order for the FY2010 CIP is $2,594,000.

FY 2010 Routine Debt

Routine debt is debt that is issued for items used during normal operations by City departments.
Vehicle replacement, departmental equipment, general repairs, and maintenance are all
considered routine. The debt service proposed for FY10 that is routine in nature would be as

follows:

Parking Department: $100,000

o Departmental equipment
o Purchase, installation, and retrofitting of multi-space parking meters.

Police Department: $140,000
e Departmental vehicle
o Four police patrol vehicles.
o One prisoner transport vehicle.

Fire Department: $50,000
e Departmental equipment
o Qenerator for self-contained breathing apparatus.

Department of Public Services: $325,000
o Department vehicles
o One international Model 7300 (6 wheeler with 5 ton box)
o One F-550 1-ton dump truck
o One F-350 pickup truck

e Departmental equipment
o Sign making machine
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e Repairs/renovations
o Replace six garage doors at DPS garage

Engineering: $1,500,000
e Repairs/renovations
o Repairs and renovations to City infrastructure (roads, sidewalks, crosswalks)

Recreation: $75,000
e Repairs/renovations
o Repairs to Salem Willows Gazebo roofs
o Installation of new playground equipment

Schools: $115,000
e Repairs/renovations
o Repairs to Bertram Field house
o Renovations to fields at Witchcraft Heights

FY 2010 Non-Routine Debt

Non-routine debt is debt that is issued for purchasing items for new initiatives and projects of the
City. New buildings, additions, and infrastructure are all considered non-routine. The debt
service proposed for FY10 that is non-routine in nature would be as follows:

Planning: $289,000
e Infrastructure ~ Furlong Park
o Substantial renovation of Furlong Park including erosion control and construction
of a new boat ramp. The total project cost is estimated to be $789,000, of which
$500,000 will be reimbursed through a grant from the Mass PARC program
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FY09 CIP — Executive Summary

The City Council has approved loan orders for the following amounts:

o $9,500,000 Refunding Bonds, authorized under Council Loan Order #281 duly
adopted by the City Council May 22, 2008 and approved by the Mayor on May
28, 2008, pursuant to Chapter 44, Section 21 A and Chapter 44A,;

o $1,000,000 Deficit Funding Bonds, authorized under Council Loan Order #282
duly adopted by the City Council on May 22, 2008, pursuant to Chapter 15 of the
Massachusetts Acts of 2008, Chapter 44 and Chapter 44A; maximum term: seven
(7) years; and

o $12,985,000 Various Purpose Bonds, authorized under Council Loan Order
#280 duly adopted by the City Council on May 22, 2008 and approved by the
Mayor on May 28™ 2008, up to $12,685,000 pursuant to Chapter 44A of the
General Laws, as amended and supplemented, or up to $12,985,000 pursuant to
Chapter 44, of the General Laws, as amended and supplemented as follows:

Of the $12,685,000 above, the City will be issuing Bond Anticipation Notes of
$4,900,000. We intend to go out for permanent bonding in FY10 so long as the projects
in the water and sewer department have progressed as planned.

Of the $12,685,000 of debt listed above, the only non routine debt would be the water
transmission main and the South River Basin upgrade. The water transmission main is
one of the three main water supplies to the City. It runs through the City of Beverly and
since Beverly is reconstructing Rantoul St next year, we want to replace the transmission
main at that time to take advantage of the cost savings of not having to open up the street.
The South River Basin upgrade is a storm water conveyance improvement project, which
includes the planning, permitting, design and construction of moving water that is
currently flooding neighborhoods and causing property damage to the water sheds so that
it properly drains into the harbor. These two projects are intended to last 40+ years and
are non routine in nature. The projects do not require any additional labor or resources
once finalized, as they will just become part of the City’s infrastructure. We hope that
the projects will actually save the City manpower hours on flooding issues and water
main breaks, but how much manpower it would save is difficult to quantify.

The remaining projects are routine in nature. Replacing equipment, upgrading existing
capital assets, and building improvements are considered part of preserving and/or
replacing the capital assets needed to run City government.
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Dates of Total
Authorization Purpose Authorization
5/28/2008 Water Meters 3,000,000
5/28/2008 Water Transmission Main 2,500,000
Sewer Pump Station
5/28/2008 Upgrade 400,000
5/28/2008 South River Basin Upgrade 4,350,000
5/28/2008 Sewer Drain Improvements 300,000
Elec. Dept. Fire Alarm
5/28/2008 Receiver 30,000
5/28/2008 Traffic Signal 100,000
5/28/2008 Fire Pumper Truck 375,000
5/28/2008 Fire Equipment 35,000
5/28/2008 Golf Course Equipment 100,000
5/28/2008 Witch House Roof 50,000
5/28/2008 Rec. Dept. Equipment 50,000
5/28/2008 Forrest River Park Pool 165,000
5/28/2008 Forrest River Park 50,000
5/28/2008 Willows Bathroom 100,000
5/28/2008 Parking Meters 50,000
5/28/2008 Police Vehicle 70,000
5/28/2008 Police Equipment 50,000
5/28/2008 Police Equipment - Radar 25,000
5/28/2008 Police - Range Repair 40,000
5/28/2008 Dump Truck 65,000
5/28/2008 Utility Truck 65,000
5/28/2008 DPW Equipment 65,000
5/28/2008 Engineering - Infrastructure 150,000
5/28/2008 Engineering - Seawalls 50,000
5/28/2008 School - Fire Alarm Sys. 130,000
5/28/2008 School Buses 135,000
5/28/2008 School - Infrastructure 75,000
5/28/2008 School - Infrastructure 75,000
5/28/2008 School - Equipment 35,000
12,685,000
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Water and Sewer Enterprise Fund
Capital Projects Update — Approved Projects
June 11, 2009

Water Enterprise Fund

Highland Avenue Water Tank & Main System Upgrades (2003)

e Authorized: $6,328,208
¢ BAN: $1,000,000 payable October 2009
Status:

The 2003 $12 million loan authorization included the recently completed Lafayette and Loring
Ave. water main improvement project, the Highland Ave water tank, system-wide upgrades to
ensure proper long term operation of the city’s water distribution system.

The Highland Ave water tank project is on hold pending the advancement of the
Walmart/Lowe’s development. The development should have its permits by the end of 2009,
and complete site work (considerable blasting of ledge) by the end of 2010. The water tank
construction can start in 2011. The estimated cost of the water tank, piping and scada is $4.5
million.

The main system upgrades, in the form of looping many dead-end water mains and
replacement of aging pipes and valves is underway. Estimated cost for these improvements is
$1.8 million.

The existing $1 million BAN should be sufficient to fund these projects in FY2010.

Transmission Main — Rantoul St. (2007)

e Authorized: $2,500,000
e BAN: $ 900,000 payable October 2009
Status:

The 2007 $2.5 million loan authorization is for the upgrade of the City’s 20-inch
transmission main in Rantoul Street, from Gloucester crossing to the Salem Beverly bridge.
The main upgrade is needed in anticipation of the city of Beverly’s Rantoul street roadway
construction project.

Test pits and structural pipe and soil corrosivity analyses were recently completed and the
design of the improvements should begin in July, 2009. Construction is planned for the end
of 2009.

The existing $900,000 ban should be increased to the full 32.5 million authorization level to
fund this project in FY2010.
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Upgrade of Water Meters (2007)

e Authorized: $3,000,000
e BAN: $ 925,000 payable October 2009
Status:

The 2007 $3.0 million loan authorization is for the replacement of aging and inaccurate
water meters and replacement of the meter reading capability in the city. A 100%
replacement program is expected.

A Request for proposals from meter and meter reading manufacturers will be advertised in
July or August and once a meter and reading system is selected, an installation contract will

be advertised by the winter of 2010.

The existing $925,000 BAN should be sufficient to fund these projects in F'Y2010.

Sewer Enterprise Fund

South River Basin Upgrade

e Authorized: $4,350,000
¢ BAN: $ 450,000 payable October 2009
Status:

The 2007 $4.35 million loan authorization included investigations and exhaustive elevation
surveys, conduit cleanings, modeling and analysis to identify specific mitigation measures
that should be implemented to achieve the projects objectives. Immediately following, the
implementation of the selected measures, including permitting, design and construction
would be conducted.

Completed to date is the 1’ and 2° contour survey of the project area, manhole and catch
basin survey and inspection, installation of flow depth and volume metering, and the

cleaning and inspection of key conduits and inlets and outlets of the piping system.

The existing $450,000 ban should be increased by $1 million to provide sufficient funds to
advance this project in FY2010.

Sewer Pump Station Upgrade/Replacement

e Authorized $400,000
e BAN $400,000 payable October 2009
Status:

The 2007 8400,000 loan authorization included capital improvements to the City’s water and
sewerage pumps stations. Improvements include, but are not limited to new scada
equipment, new pumps and motors, new stand by generators, etc at each station.

Work is underway and should be completed by the end of the calendar year 2009. The
existing $400,000 BAN should be rolled to permanent debt as planned.
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Forrester St and Station/Moffat upgrades

Authorized $300,000 ($150,000 per project)
BAN $300,000 payable October 2009
Status:

The 2007 $300,000 loan authorization included the study, design, permitting and

construction of storm water improvements to mitigate flooding events in the city. Two major
flood locations ave on Station/Moffat road’s drainage terminus at Monroe Road and the
Forrester Ave. drainage systems’ terminus at Derby and Webb Street.

Work is underway and should be completed by the end of the calendar year 2009. The
existing $300,000 BAN should be rolled to permanent debt as planned.
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FY10 CIP — Executive Summary

e The total proposed Capital Plan for the City of Salem for FY10 is $12,684,922. However,
the total amount proposed for borrowing is only $2,594,000. This is substantially lower
than the $12,985,000 approved as part of the FY09 CIP.

e This Capital Plan has multiple funding sources, including grant funds, Section 108 loans,
CIP fund appropriations, and bonding.

e The list proposed is a scaled down list from departmental requests, with priority given to
those projects that are supplemented by grant dollars or any other revenue sources that

will keep net general fund expenditures to a minimum.

e Proposed are $440,000 worth of rescinded bonds that will reverse and eliminate the need
to bond for these projects in FY10.

FY10 CIP — Funding Sources

FY10 CIP — funded from one time revenue sources — CIP Fund

e Parking Dept: Sewall St. Lot Updates $25,000
e Electrical Dept: LED Light Replacement Program $25,000
e Council on Aging: Van Replacement $30,000
o $70,000 grant plus $30,000 CIP appropriation covers the entire costs of two new
COA4 Vans.
e Recreation: Repair Mack Park Stairs $30,000
e Schools: Collins and Saltonstall Schools $50,000

o Estimated costs of $25,000 each for professional assessment of masonry and
waterproofing needs of each school.

TOTAL ~ CIP FUND: $160,000

FY10 CIP — funded from Water/Sewer Enterprise Funds

e Dept of Public Services: F-550 Diesel Truck w/plow $70,000

TOTAL ~ WATER/SEWER RETAINED EARNINGS: $70,000

FY10 CIP — funded from Grants

e Public Property: City Hall Elevator $ 650,000
e Recreation: Community Life Center $4,224,136
e Recreation: Blaney St. Pier acquision/engineering $3,000,000
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e Engineering: Streets, Sidewalks, Crosswalks (CH90) $ 646,786

e Council on Aging: Van Replacement $ 70,000
o $30,000 will come from CIP appropriation to fund two new COA Vans for FYI10.
e Recreation: Furlong St. Park $ 500,000

o 8289,000 will come from bonding in order to complete the $789,000 project.
TOTAL ~ GRANTS: $9,090,922

FY 10 CIP — Funded from Sale of City Owned Property

e Recreation: Community Life Center $750,000

TOTAL ~ SALE OF CITY OWNED LAND: $ 750,000

FY10 CIP — Funded from anticipated Bond Authorization

e See attached Loan Order

TOTAL ~BOND AUTHORIZATION: $ 2,594,000

FY10 CIP — Projects to be rescinded

The following bond authorizations are to be rescinded (see Loan Order)

e Sewer Drain Cleaning $300,000
o The sewer drain cleaning was deemed to be an operation item by the Department
of Revenue. Therefore, we will use FY10 retained earnings to supplement this
effort in FY10.
e Public Service — Rubbish Packer $65,000
o Due to a new contract with Northside Carting, some of the work that was
anticipated to be done “in house” is now part of the contract that extends through
FYI3.
e School Infrastructure (Parking Access Improvements) $75,000
o This project is going to be deferred to have further study done on a more
comprehensive improvement plan with the help of the City Engineer and the
School Facilities Manager.

TOTAL ~ RESCINDED BOND AUTHORIZATION: $ 440,000
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Ordered:

CITY OF SALEM

In City Council, June 25, 2009

ORDERED, that the sum of $2,594,000 be and hereby is appropriated to pay costs

of various capital improvements set forth below, and for the payment of all other costs
incidental and related thereto, and that to meet this appropriation, the Treasurer, with the
approval of the Mayor, is authorized to borrow said amount under and pursuant to
Chapter 44, Sections 7 and 8 of the General Laws, or pursuant to any other enabling
authority, and to issue and sell bonds or notes of the City therefor.

$50,000
50,000

140,000

50,000

250,000
45,000
30,000

1,500,000

50,000
289,000
25,000

75,000
40,000

Parking
Equipment - Multi Space Meters

Equipment - Posts, signage, installation of above

Police
Equipment - Vehicles

Fire
Equipment - Compressor for SCBA

Public Services
Equipment - Vehicles
Equipment - Sign Making Machine
Renovations - Garage Doors

Engineering

Renovations - Roads, Sidewalks, and Xwalks

Parks, Recreation, Comm. Services
Equipment - Playground Equipment
Renovations - Furlong Park
Repairs - Gazebo Roofs @ Willows

Schools
Renovations - Witchcraft Heights - ballfield

Renovations - Bertram Field House

FURTHER ORDERED, that the Mayor and the Treasurer are each authorized to
file an application to qualify under Chapter 44A of the Massachusetts General Laws any
and all bonds of the City issued under and pursuant hereto, and to provide such
information and execute such documents as may be required in connection therewith.

BOSI1112392530.1
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Ordered:

CITY OF SALEM

In City Council, June 25, 2009

ORDERED, that the following amounts of authorized but unissued debt
authorized under Council Loan Order #280 duly adopted by the City Council on
May 22, 2008 and approved by the Mayor on May 28, 2008 for the following

projects are hereby rescinded:

Sewer Drain cleaning $300,000
Public Service — Rubbish Packer 65,000
School - Infrastructure (Parking Access Improvements) 75,000

BOS11112392530.1
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Capital Improvement Policies

Budget Policies

e The city will make all capital purchases and improvements in accordance with the
adopted capital improvement program.

e The city will develop a multi-year plan for capital improvements and update it annually.

e The city will enact an annual capital budget based on the multi-year capital improvement
plan. Future capital expenditures necessitated by changes in population, changes in real
estate development or changes in economic base will be calculated and included in
capital budget projections.

e The city will coordinate development of the capital improvement budget with the
development of the operating budget. Future operating costs associated with new capital
improvement will be projected and included in operating budget forecasts.

e The city will use intergovernmental assistance to finance only those capital
improvements that are consistent with the capital improvement plan and priorities, and

who’s operating and maintenance costs have been included in operating budget forecasts.

o The city will maintain all its assets at a level adequate to protect the city’s capital
investment and to minimize future maintenance and replacement costs.

e The city, as part of its capital planning process, will project its equipment replacement
and maintenance needs for the next several years and will update this projection each
year. From this projection, a maintenance and replacement schedule will be developed
and followed.

e The city will identify the estimated costs and potential funding sources for each capital
project proposal before it is submitted to the City Council for approval.

e The city will determine the least costly financing method for all new projects.

Debt Policies

e The city will confine long-term borrowing to capital improvements or projects/equipment
that cannot be finance from current revenues.

e When the city finances capital projects by issuing bonds, it will pay back the bonds
within a period not to exceed the expected useful life of the project.
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e Total net debt service from general obligation debt will not exceed five (5) percent of
total annual operating budget as listed on part 1a of the annual tax rate recapitulation as
submitted to the Department of Revenue.

e Debt will only be issued for capital that is valued greater than $25,000, and has a
depreciable life of five (5) or more years.

e Total general obligation debt will not exceed that provided in the state statues.

e Whenever possible, the city will use special revenue funds, special assessments, or other
self-supporting bonds, instead of general obligation bonds.

e The city will not use long-term debt for current operations unless otherwise allowed via
special legislation.

e The city will retire bond anticipation debt within six months after completion of the
project.

e The city will maintain good communications with bond rating agencies about its financial
condition.

e The city will follow a policy of full disclosure on every financial report and bond
prospectus.

Source: “Handbook 4, Financial Performance Goals”, Evaluating Local Government
Financial Condition, International City Management Association
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