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Introduction

The Fiscal Year 2011-2015 Capital Improvement Plan (CIP) includes $373.6 million
worth of projects and equipment for various departments in the City of Springfield. While
more than half of these projects relating to building improvement projects, the City is
committed to projects that impact safety and security as well as projects that offer
residents the chance for greater quality of life.

In order to understand specific projects within the plan it is important to understand the
context of the City’s capital plan. Prior to the Springfield Finance Control Board, the City
did not have a system in place to capture all capital project requests and needs from each
department or a process for evaluating requested projects for approval. There was also no
rating or prioritization system in place to evaluate all requests and decide based on a set
of criteria which projects should be included. As a result the City may not have been
aware of the true capital need or deferred maintenance of the City’s assets.

In Fiscal Year 2009 the City produced its first comprehensive Capital Improvement Plan.
This was done by receiving all capital projects needed by departments and using a panel
of City leadership in order to decide which projects should be completed immediately.
The major benefit of the capital process is being able to evaluate all department requests
and analyzing projects based on the benefit to the City rather than funding projects on an
ad-hoc basis. It also represented the first time the need could be shown by department.
This system, as discussed later in the plan, has paid enormous dividends for the City as a
whole. The projects funded included large equipment and vehicle purchases, park
projects, road and sidewalk projects, and ensured locations within the City are compliant
with the Americans with Disabilities Act.

Since the scope of the City’s capital plan is limited to fiscal affordability, the City
continues to have a significant capital need. Over the years many projects on buildings
and roads were deferred due to budgetary issues. While financial shortcomings will
always be an issue within City government, the CIP allows the City to better plan for
when projects need to be completed or when replacement equipment needs to be
purchased.

An important issue the City will face in the next five years is how to fund many of the
projects requested. Due to a continually poor economic climate, not only in the City of
Springfield, but across the United States, the City will be unable to fund these projects
out of the operating funds. However the following policy decisions may help the City

fund some of the CIP:

e Increased use of grants —There continues to be an interest in seeking grants for
projects such as park rehabilitation, fire engine replacements, repair of dams, the
rehabilitation of roads, and energy efficiency projects (such as the ESCO project).
Gaining access to grant funds will require the City to either develop grant writers
from within the organization or contracting with a grant writing firm. In Fiscal
Year 2010 the City hired a permanent Grants Director.



e Strategic use of pay-as-you-go capital funds — The pay-as-you-go capital account
was established in the financial ordinances in order to fund smaller capital
projects through the annual operating budget. The City must fund those projects
that move the City’s strategic goals forward (the strategic goals of the City can be
found in the Multi-Year Financial Plan).

e Review use of bond funds — While the City should seek to borrow funds for
projects annually, the City must develop a debt affordability analysis. This will be
important as the City will be close to hitting the debt limit in the next two to three
years. In Fiscal Year 2009 the debt limit for the City of Springfield was $423
million and the total outstanding debt as of Fiscal Year 2009 was $324 million.
An analysis will be completed in order to show debt affordability by the City.

e Complete more master plans for potential building projects — By funding property
condition assessments for school buildings, the City can be strategic in the way
which projects need to be funded. Because of this, funds would not be put toward
a school for a normal renovation or repair when the entire building should be
renovated or even replaced.

e Enterin to a lease program for vehicles and computer equipment — Develop a
program that cost effectively allows the City to update vehicle and computer
equipment on a scheduled basis.

e Use reserves for certain one-time capital projects.

e Increase the amount of pay-as-you-go capital — Determine how much can be
afforded through the operating budget for pay go projects in order to fund small
projects and routine maintenance on City assets

e Increase the frequency of asset inventory — By regularly taking inventory of City
assets, the need for certain pieces of small equipment for replacement can be
determined. It also ensures that departments are properly storing and maintaining
the important tools that are integral for their operations.

e Use of unexpended capital funds — Starting in Fiscal Year 2009, the Finance
Department began compiling a list of projects funded by bond proceeds since
1980 in an effort to find if there were proceeds that were unexpended. Due to this
exercise, the City was able to certify the existence of unexpended funds and the
Finance Control Board voted to use those funds for other projects while following
bond proceed laws. The City should not only continue to monitor bonded projects,
but should also be vigilant in capturing the funds from projects that used non-
borrowed funds. Currently there are a number of projects that have finished with a
remainder in the project budget. The Finance Department will officially move to
“close” those accounts and use the funds for other capital projects based on the
Capital Improvement Plan.

Projects that are included in the CIP are not guaranteed for funding as the Plan is a
reflection of the need within the City.



Capital Plan Overview

The City of Springfield’s $373.6 million five-year Capital Improvement Plan is an
investment program for the City’s future. This plan was created with the underlying
themes of upgrading and modernizing the City’s aging infrastructure and facilities,
expanding the City’s economic base, and helping improve the City’s diverse and
important neighborhoods. The Capital Plan is the City’s investment roadmap for the next
five years and should be strategically implemented to provide Springfield’s residents with
an improved quality of life along with a more efficient and effective government.

The CIP documents details major spending for equipment and construction projects over
the next five years, providing policymakers the opportunity to finance projects,
coordinate City needs, and plan for future risks and needs. A capital project, according to
the financial ordinances of the City of Springfield, is “...a fixed facility, object or asset
costing more than $25,000 with an estimated useful life of ten years or more. Projects and
assets that do not meet both of these requirements shall be considered operating expenses
and shall be included in the operating budget.”

Each year the City will develop and present a capital plan. Projects in the capital plan are
based on a quantitative analysis of project need and merit. The capital budget represents
the funding for the first year of that plan each year. Projects in the annual budget
represent the City’s most immediate investment priorities and are the projects with the
highest return on investment for the taxpayers of Springfield.

The Finance Department oversees the financial aspects of each capital project, maintains
a record of the expenses for each project and reports the information in periodic financial
reports. The City’s Capital Asset Construction Department is responsible for the
management oversight of most maintenance, construction, major renovation, and repair
projects. The City’s Facilities Management Department also plays an integral role in
capital projects by providing routine maintenance, repair and renovations to the City’s
facilities.

Capital Improvement Process

Departments submit capital requests to the Finance Department electronically along with
necessary supporting documentation (See Appendix A for a summary of requested
projects). Requests are captured in a database maintained by the Finance Department and
are reviewed by the Capital Improvement Committee. This process is required by City
ordinance and is consistent with best practices regarding capital investment.

All capital requests are submitted in electronic format and include the following
information:

. Project Category ®  Project Urgency
. Project Type ®  Project Benefits
o Priority placed by Requesting Department ®  Fiscal Impact



the total cost of trash would decrease and the revenue from recycling would increase.
With the purchase of 24,000 barrels the City can give all households the chance to
recycle by placing all qualifying items in one barrel. The City will also purchase four new
recycling trucks to handle the increase in single stream recycling.

In Fiscal Year 2011 the City will begin the second year of Statement of Interest projects
that are funded by the MSBA. As previously stated these projects will address the roofing
issues in some of the schools in Springfield. Currently, the Facilities department is
tracking the useful lives for each of the City’s buildings. These projects will help
eliminate a large capital liability for the City and Schools.

Another item that can be very important to the City’s future is the scanning of archival
documents. Not only would this allow the City to preserve documents but it would also
allow the City to address space issues within City Hall and other administrative offices.
By eliminating the need for large document storage areas, there can be many possibilities
for using the physical space. An additional benefit to this project is City officials would
be able to search for documents on their desktop computer as opposed to looking in a
storage area. This could be a great benefit to departments such as the Law Department,
City Clerks, Treasurer/Collector, and the City Council. The overall benefit to this project
would be increased productivity by City staff.

FY2011-2015 Capital Improvement Plan

The City currently has a $373.6 million capital liability from Fiscal Years 2011-2015.
This amount reflects 385 requested projects and equipment. This can be seen as a direct
result of years of deferred maintenance to facilities, infrastructure, and equipment. The
Facilities Management Department projects comprise 43% of the total $373.6 million
capital improvement plan as can be seen in Exhibit A. These projects consist mainly of
school Statement of Interest projects. Because of this, the property condition assessment
of each school would be invaluable for the City to move forward with construction,
renovations, and remodeling of schools.

Exhibit A

FY11-15 CIPkTotaI
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0.0% 42.9%
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Another department to take note of is the School Department. In Fiscal Year 2010, the
School Department initially placed projects in the City’s capital improvement plan. One
of the largest needs the School Department expressed, other than facilities, is technology
improvement. This includes smart boards, computers, projectors, and other various
hardware and software capital items. Before the City begins the process of upgrading the
technological abilities of the School Department there will have to be a complete study of
the school buildings and the electric and technological capabilities. The goal is to have
every classroom ready to support all technological needs of the classroom.

The Parks Department has the second largest funding need of capital projects and
equipment. These projects include the rehabilitation of parks, municipal golf course
improvements, dam studies and work, as well as other projects. One of the most
important projects within the Parks Department is the study of various dams throughout
the City. This would not only ensure the City is compliant with federal guidelines but
would also help with one of the Mayor’s goals of public safety. Another aspect of public
safety is to keep parks clean and safe for the residents of the City.

As mentioned previously, a large project for the Department of Public Works (DPW) is
the single stream recycling program. Another major aspect of the DPW is the
rehabilitation and repair of roads and sidewalks. One such project that was funded in
Fiscal Year 2010 is the Boston Road project. This is a rehabilitation of a major
thoroughfare in the City of Springfield. The second phase of this project is included in the
capital improvement plan. Another project in the plan is the replacement of the fuel

island physically located at the DPW. The fuel island is used for many of the City
vehicles, particularly the DPW trucks and cars. This would not only improve the safety
but also would replace the underground fuel tanks to be more compliant with EPA
standards.

In the Fiscal Years 2011-2015 Capital Improvement Plan approximately 55% of the total
$373.6 million is for building projects as can be seen in Exhibit B. The way to address
these capital issues is to not only fund studies for each building, but also to find
alternative ways to fund expensive renovations. This could mean seeking more grants
from the state and federal governments as well as possible use of bond funds.
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Exhibit B

FY11-15 CSIP Category

alaries
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Vehicular 2.6%

It is also interesting to note the information technology needs for the City and Schools.
While the School Department needs have previously been discussed, the City’s
Information Technology Department’s goal is to give City departments the tools to
continue to service the public at a high level. Included in the capital plan is a schedule to
replace computer hardware, specifically, the replacement of personal computers. While
this is certainly a need for the City, alternative ways of funding such as Tax Exempt
Lease Purchases should be investigated in order ensure the City is fully equipped.

Exhibit C shows the CIP broken out by type. Many of the “New” projects consist of
purchasing of new equipment, vehicles, and land as well as the building of new facilities.
The “Major Repair — Renovation” category contains many park projects and city building
renovations. These projects tend to have higher costs and have a wider scope than other
projects within the capital plan. It is this type of capital project that the City needs to have
a clear schedule of when to begin. As explained earlier in the Plan, the City will need to
decide on a series of policy decisions in order to address the current capital liability.

Exhibit C

FY11-15 CIP Type
Reconstruction Demolition
- Replacement / 0.4%

31.3% Major Repair -
=R Renovation

27.5%

Repair
8.4%

Debt Service as a Percentage of General Fund Expenditures
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This benchmark measures the City’s ability to finance debt within its current budget,
similar to the measurement of household income dedicated to mortgage payments. This is
the most immediate measure of ability to pay; however, it only examines the ability to
pay for debt within a community’s existing budget. Cities and towns that have excess
levy capacity — communities that do not tax to the maximum of their Proposition 2 %2
limitation — would have greater ability to pay for debt than this measure suggests because
they have additional taxing capacity which they have not accessed. This caveat does not
apply to the City of Springfield today, because it lacks a meaningful amount of excess
levy capacity.

Exhibit D

Debt Service as a Percentage of General Fund
Expenditures
(Fiscal Year 2009)

Springfield
Benchmark

|
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The City’s measure of debt service as a percentage of General Fund expenditures is
strong, with 7.1% of the Fiscal Year 2009 budget dedicated to debt service. Many cities
and towns with similar traits to Springfield have higher ratios of debt service to general
fund expenditures. Springfield should continue to keep this ratio at a similar level in the
future to ensure large debt service payments are not unfairly placed on the City’s budget
in the future. The City of Springfield financial policies state “General Fund debt service
as a percentage of general fund revenues, net of debt exclusions shall not exceed 8%”.
This means that the City is within its strict debt limit.

The City’s relatively low ratio of debt service to general fund expenditures provides more
budgetary flexibility to address financial problems that may arise. Debt payments are not
discretionary. Courts have ruled that these payments must be made even before salary
payments for employees. Communities with high levels of debt service relative to
operating expenditures have a larger portion of their budget dedicated to payments that
must be made regardless of the community’s financial situation. The City restructured its
debt service payments in order to have declining payments in future years. Having a
lower ratio means less money is dedicated to debt service, which means more flexibility
exists within the operating budget.

Debt Retirement: Percent Retired within Ten Years

The speed with which a community retires its debt indicates a number of important
things. Included in these are:
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e Willingness to repay debt: rapid repayment of principal indicates that a
community is committed to repaying its debt. This “willingness to pay” is
measured in a number of ways and is particularly important to those who lend
money to others, as it provides them some proof of the borrower’s intention to
repay the money if borrowed.

e Ability to repay debt: rapid repayment of principal indicates that a city or town
has the financial resources necessary to repay debt quickly. This demonstrates a
level of financial stability; communities that are experiencing financial difficulty
are unlikely to repay their debt in an accelerated manner.

e Prevention of future problems: rapid debt retirement ensures that a community is
not “back loading” its debt, locking itself into debt repayments that are affordable
now but that will grow as time passes. Back loading is a sign of poor financial
management — either overspending is intentional or managers are unable to make
the difficult immediate-term decisions to balance the budget using a more
appropriate debt financing structure.

The percentage of debt retired within ten years is particularly important in determining
the timing of debt repayment — the “back loading” issue described above. Back loading
occurs when the cost of debt is pushed off into the future, reducing current year payments
while increasing future ones. Back loading increases the cost of debt in the long term and
can be a destabilizing financial factor when debt service requirements increase in future
years.

Failure to invest in maintenance and capital investment can be considered a form of debt
back loading because capital needs must be addressed at some point; delay in
maintenance or investment only delays the financing of these improvements, increases
the likelihood that capital will fail en masse, forcing unaffordable costs onto future
taxpayers. Delaying capital investment also tends to make projects more expensive
because costs tend to increase over time.

Exhibit E

Percent of Principal Retired in Ten Years
(Debt Outstanding as of June 30, 2009)
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The City currently has an aggressive debt retirement schedule. On average, 59% of the
money borrowed by the City is repaid within ten years. This places the City well within
the “good” ranking established by the ranting agencies. Because of this schedule, the City
would be able to borrow more money to fix its current aging facilities and infrastructure
as well as other capital projects.

The City’s overall ranking indicates a strong willingness to repay debt. Examining this
ratio in conjunction with the City’s overall debt schedule below indicates that the City
has not back loaded debt; the City’s overall debt structure is prudent and well within the
industry benchmarks.

Exhibit F

Debt Service Schedule for the City of Springfield
June 2009
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Ratings History

In June of 2008, the City of Springfield received a bond upgrade to Baa2 from Baa3 from
Moody’s Investors Service. This rating was reaffirmed in 2009 with a stable outlook.
This is a significant achievement for the City as all municipalities in the nation were put
on negative look. Due to an increase in credit rating the City will be able to borrow funds
in the future at a smaller percentage of interest. The ratings increase also signals that the
City is turning the financial corner which is being recognized by the ratings agencies. In
Fiscal Year 2010 Moody’s Investor Service is utilizing a global rating system conversion.
This recalibration will enhance the comparability of ratings across the Moody's-rated
universe. This City of Springfield should realize an increase due to this conversion.

In April of 2009 Standard and Poor’s raised the City’s rating from BBB to BBB+. This is
a rather large accomplishment considering prior to 2006 the City was considered junk
bond status.

The stable outlook provided by Moody’s Investors Service and the upgrade from
Standard and Poor’s is a major accomplishment in such difficult economic times. The
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City will continue to strengthen its financial position and look to increase its bond rating
through future issuances.

Conclusion

The City of Springfield is in a stronger position to address the capital needs of the City.
The City has two funding sources, through traditional bonding and funding pay-as-you-
go capital in the annual operating budget. In addition, the City is retiring 60% of its debt
principal within the next ten years, creating a greater capacity to bond for projects.

The City has a structured process to identify, analyze and monitor capital projects that
address its Capital Improvement Plan. Departments annually identify capital needs,
which are analyzed by the Capital Unit within the Finance Department. The Department
of Capital Asset Construction manages capital projects to ensure these projects are
finished on time and under budget. These efforts have institutionalized a process that
ensures better capital planning and financing in the future.
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