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CIP Integrates Future Needs

The Capital Improvement Program (CIP) was instituted in 1999 as both a
managerial tool and a financial vehicle. The focus of the City of Saco’s active CIP is to
dampen the impact of large capital expenditure on the City budget. The CIP process
identifies and prioritizes all known capital needs for the next five years and proposes
funding for the coming year. Current year projects are segregated by department and
classified separately under the Capital Construction department. The goal of the CIP in
relation to the budget is to use priority planning to identify upcoming projects and prevent
having an unexpected critical need. The measure of goal attainment comes each year as
the budget is assembled and capital needs are known.

The CIP dampens the Financial Impact of Capital Needs on the Current Budget

Even in the short time the CIP has been in place, it has helped in budgeting by
providing better understanding of citywide needs and flexibility in accomplishing needed
capital projects. The CIP is much more than just a budgetary segment because it gives
management a better understanding of coming needs. Once the five year plan is adopted,
the CIP assists the City in reserving current funds to pay for future needs.

Operational Impact of the CIP

The fiscal year 2002 CIP will have a mixed impact on the operational budgets of
City departments. The department most strongly impacted by the CIP is the Public Works
Department, because the bulk of CIP implementation lies with that department. Other CIP
impacts improve operational efficiency through cost savings issues.

Project savings are considered on each CIP and made known, if available. The
nature of projects undertaken by the City, limit their potential savings because savings
typically do not occur for several years, so it is difficult to recommend reducing a line item
in Operations and Maintenance because of spending on capital.

The Public Works Department will be directly responsible for the majority of the
capital projects in this budget year. The department is prepared to meet the demands
placed on them by the various CIP projects and will rely on careful scheduling to
accomplish the varied assignments during 2002 in support of City operations and goals.
The actual dollar impact of the CIP on operational items is minimal because each project
contains resources for its implementation, and projects are scheduled to be completed
using staff time funded through departmental budgets.



CAPITAL IMPROVEMENT PROGRAM OVERVIEW

INTRODUCTION

The Capital Improvement Program (CIP) provides a basis for prioritizing and
implementing the short and long range plans for city acquisitions and projects. The CIP is
intended to be a planning document for the departments and a coordination and
scheduling document for the entire city organization. It further assists in coordinating the
schedule of large expenditures over a period of years both for better fund management
and for cash management purposes.

The effectiveness of the CIP relies on the professional assessments made by
practitioners employed by city departments. The completed city CIP schedule will be
assembled from the assessments and priorities defined by departments on a combined
priority matrix. Special consideration is given to projects, which should be combined for
maximum efficiency. The City Administration Department will assemble and coordinate
the final city CIP document that will be presented to the City Council.

The CIP is updated annually as a precursor to budget preparation, at which time
individual project timing can be adjusted, new projects added, and outdated projects
removed. Itis important to note that even though funds reserved for capital improvements
are dedicated and maintained separately from other City funds, the CIP forecasts are only
informational and are based on current expectations and priorities, which are not binding.
However, annual budget decisions are made as a result of the information assembled in
the CIP process. The goal of the CIP is to create the most accurate view of future city
needs so informed coordinated decisions can be made throughout the budget process.
The City is never obligated to proceed with a project simply because it was approved as
part of the CIP. If a project is no longer needed the City will realign reserved capital funds
to reflect the most urgent capital needs each year.

BENEFIT EXPECTED FROM A CIP

A carefully planned and prepared Capital Improvement Program enables the City to
realize a number of benefits.

1. Major expenditures can be anticipated in advance rather than
being overlooked until needs become critical.

2. Coordinating projects can reduce total costs through bulk
discounts, competitive pricing, and project coordination.

3. City projects can be evaluated based on relative need and
importance.

4. Projects can be timed to capitalize on sales in the marketplace.

5. Projects can be coordinated to capitalize on the best available

funding options including grants and bonds.

6. By identifying capital needs prior to budget preparation all
requests can be evaluated and prioritized, then adopted and
integrated into the budget as a whole.



SUMMARY

As a planning and scheduling document, the CIP does not represent authorization
to expend city resources. Rather, the CIP provides an index of proposed short and long
range acquisitions. Each CIP project must then be funded as part of a regular budget
process and authorized by a department head in the budget year the funds are allocated.
CIP development requires thoughtful planning and program development to construct.
Annual CIP development will become repetitive as each new year builds on the foundation
of past projections.

The following pages detail the City of Saco Capital Improvement Plan Policy.
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|.  Purpose

The City of Saco, Maine, capital improvement program serves as a link between the
following plans and their implementation: the Comprehensive Plan, School Facilities Plan,
Combined Sewer Overflow Plan, Downtown Plan and Storm Water Management Plan,
Beach Management Plan, Landfill Recreation and Reuse Plan as well as other plans as
may be developed. It is one of the methods used in building a disaster resistant
community. It helps to reconcile the timing of projects with the availability of financial,
manpower and equipment resources. The Capital Improvement program also serves to
enhance the City's credit ratings and helps reduce fluctuation in the tax rate and debt
service requirement.

[I. Introduction

A. The Charter for the City of Saco, Article VI. Financial Procedures Section 6.05
Capital Program requires the City Administrator to prepare and submit to the city
Council a five-year capital improvement program in March of each year. The
Charter further provides that the Council will after hearing adopt a capital program
on or before the first regular meeting in June. This policy furthers these charter
requirements.

B. The term “Capital Improvement” can be used to describe a project that is large in
size, expensive and relatively permanent. It's meaning varies from one community
to another as it may depend on the size of the community.

C. A Capital Improvement plan is a schedule of improvements, listed in priority order,
with cost estimates and a suggested method of financing them over a certain period
of time.

D. A Capital Outlay is one used to purchase or construct a new or expanded physical
facility, such as a building, equipment or road construction, which has a useful life
of 8 or more years and costs in excess of $8,000. This definition does not include
the repair and maintenance of building, equipment and roads.

E. This plan will provide proper planning and financial direction for major investments
that the community will have to make in the next few years. It will also distinguish
expenses that are annual and those that are not.

F. The Capital Improvement Program will determine the City’'s capital needs. The
program’s 5year plan will allow for acquisition, development and/or improvement of
the City’s facilities. Projects included in the Capital Improvement program will be
prioritized and the means for financing each shall be identified. The first year of the
Plan shall be the capital budget subject to revision by the Council at the time of
budget adoption. The Capital Improvement Program shall be revised and
supplemented each year.

lll.  Administrative Framework

A. Capital Improvement Plan Process and Calendar
The first step in the review process calls for the department heads or the first line
supervisors to review their plans for capital purchases and to prepare estimates for
the cost involved. The estimates that are submitted to the City Administrator shall
include:
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A clear general summary of contents;

A list of all capital improvements which are proposed to be undertaken during the five
fiscal years next ensuing, with appropriate supporting information as to the need br
such improvements;

Cost estimates, method of financing and recommended time schedules for each
improvement; and

The estimated annual cost of operating and maintaining the facilities to be constructed
or acquired.

B. The next step involves a review by the City Administrator of all department requests
to assess the projects, or proposed capital expenditure items both technically and
financially. At this time the project should be tentatively scheduled for funding. The
Administrator must then prepare a Capital Improvement Plan for presentation to the
City Councilors. The Administrator may want to recommend financing options at
this time also.

C. Next, the Councilors should hold a public hearing to obtain public input into their
plan. Once the public input is obtained the Councilors should review the document
and either send it back for additional work by the Administrator and department
heads or adopt it as presented. Once the Plan has been approved it will serve as a
guide for future budgets.

. Capital Improvement Projects and Priorities

Capital Outlay
The repair and maintenance of a building, equipment and roads will not be included as
capital outlays if the cost is less than $8,000 and has a useful life less than 8 years.

B. Project Reviews and Priorities

After completing the inventory, the most difficult task is to prioritize each project. Saco
has developed the following approach, as a guide in the prioritization for their capital
improvement needs.

Purpose:

Required item - ordered by higher authority.

Service Improvement Expenditure - to provide better service.

Cost reduction Project - decrease operating cost.

Expansion items - create facilities and operations expenses for new
services.

E. Strategic investment - acquisition or improvement of land.

F. Social Benefits

G. Investment - done as investment to get money back
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Priority:
1. Urgent - project cannot be reasonably postponed
2. Necessary - project which should be carried out within a few years.
3. Desirable - project needed for a proper expansion of a department
program



4. Deferrable - project which would be needed for ideal operation
V. Financial Analysis and Goals
A. Debt versus Pay-As-You-Go

1. Capital Improvements can be financed in a variety of ways. Borrowing
against future property taxes - through the issuance of general obligation
bonds - to finance long term public improvements is widely practiced by
municipalities. One reason for this is that future as well as today’s taxpayers
use Capital Improvements with long useful lives, and it therefore is
appropriate to pay for the improvements over its useful life. Bonding evens
out the tax impact over time and allows the municipality to obtain vital
improvements more quickly than would a reserve fund strategy. As a rule,
no Capital Improvement should be bonded beyond its useful life. The
disadvantage of borrowing of course is that it builds in a fixed annual line
item in the operating budget for payment of interest over the period of the
bond. Because municipal bonds are tax-exempt, interest rates are usually
favorable.

2. A more simple (although not always most appropriate) way to finance Capital
Improvement would be the Pay-As-You-Go basis. This method requires the
City to pay for improvements with current revenues primarily the local
property tax, in the year the improvement is needed. This method avoids
borrowing and does not burden the future taxpayers with interest. It does,
however, have some disadvantages, one being that large scale projects may
be so expensive that the tax rate may become excessively burdened during
the period of implementation. Faced with either paying out of the current
revenues or not doing a needed project, a City may sometimes choose not to
do the project.

3. A combination of borrowing and Pay-As-You-Go basis may in some
circumstances be the most appropriate way to finance an improvement.

B. Cost/Benefit Analysis

Upon prioritizing Capital Improvement projects, we analyze the specifications and cost
along with the desirable needs. This gives us the information we need to distinguish what
the benefits of the projects are, if in fact, there are any. If there are benefits, and they
exceed the cost of the new project, then replacement or performance of the project should
be considered at this time.

C. Capital Budget and Replacement Schedules
1. Fire Department: To replace equipment after 30 years of use;
2. Equipment replacement:
a. Small 6-wheel patrol truck after 7 - 10 years use, depending upon overall
condition and maintenance costs;
b. Large 10 wheel trucks after 7 - 10 years use, depending upon overall condition
and maintenance costs;
c. Heavy equipment loader, grader, excavator, etc., after 20 years use or when
maintenance costs get too extreme;



Dump bodies and plows are to be replaced after 20 years of use;
Pickups: to be replaced after 10 years of use;
Ambulances are replaced after 12 years of use.
Infrastructure: Preserve existing roads and sidewalks by continual
improvements to balance normal deterioration.
Garage: continue to decrease energy requirements. More energies efficient
overhead doors, more insulation and better use of hearing system.
i. Piers, wharfs and floats to be replaced as needed.
4. Buildings:
a. Decrease energy requirements of buildings, and
b. Minimize functional and economic obsolesces of facilities
5. Parks:

6. New buildings
7. Evaluate financing capital projects, estimated costs in excess of $50,000 and give

consideration to life of asset, its cost and its uniqueness.

. User fees: When a CIP benefits specific properties or users, these parties will be
considered for assessment of a user fee. Such user fees currently are used for
collection and treatment of wastewater. A facility that could generate user fees as a
sole source of funding is the Transfer Station.

. Grant Funds: It is the policy of the City Council to encourage the City Administrator and
Department Directors to seek grant funds for any and all capital needs. Acceptance of
such funds requires City Council approval.

. Reserve Funds: A reserve fund is a savings account where funds are accumulated in
advance over a period of years to finance a CIP. This method of funding has the
advantage of spreading the cost over several years and reduces the impact on the tax
rate.

. Impact Fees: New improvements or developments may be assessed impact fees for
the cost of public improvements.
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