Budget and Finance Committee
Meeting Minutes
July 16, 2010

The Bethany Beach Budget and Finance Committee held a meeting on Friday, July 16,
2010 at 2:00 p.m. in the Bethany Beach Town Hall meeting room, 214 Garfield Parkway,
Bethany Beach, DE 19930.

Members Present: Jack Gordon, Chairman, who presided; Chuck Peterson; Joseph
Healy; Don Doyle; Philip Rossi; Stanley Berkman; and Denise Boswell.

Also Present: Janet Connery, Finance Director; Cliff Graviet, Town Manager,; Mayor
Tony McClenny; Council members, Lew Killmer, Jerry Dorfman, and Margaret Young;
Lindsey Shallcross, Administrative Secretary; and other interested members of the public.

Call to Order
Mr. Gordon called the meeting to order at 2:00 p.m.

Approval of Agenda
Mr. Doyle made a motion to approve the agenda. Ms. Boswell seconded the motion and
it was unanimously approved.

Approval of Minutes From February 19, 2010 Meeting
After some revisions, Ms. Boswell made a motion to approve the minutes dated February
19, 2010. Seconded by Mr. Doyle, the motion was unanimously approved.

Old Business

Final Review of FY 2010
Ms. Connery gave the following report:

The Town is in overall great financial shape. The review is mainly in comparison of the
FY 2010 Budget to the actual results.

The General Fund was over budget in revenue by $411,000 (8%). Transfer taxes ended
over budget by $205,000 (45%), which is a good outcome with the current circumstances
of the economy. Parking fees and fines were over budget by $87,000 (8%) due to an
increase in parking fines. Building permits were also over budget by $73,000 (37%)
since there was more construction taking place than expected. Rental taxes were over
budget by $33,000 (4%).

The Total General Fund Revenue was slightly higher in FY 2010 than it was in FY 2009
due to the following:
1.) Property taxes increased as a result of new construction, compared to the prior
Fiscal Year. They increased by $70,000.
2.) Licenses, permits and fees decreased $169,000 because the prior year contained



the building permit on the Blue Surf project.
3.) Total parking revenue increased $186,000 (16%). Parking meter revenue
increased $109,000 (15%) from the prior year.

The Sanitation Fund is $8,000 (1%) under budget in revenue because interest rates
decreased. The Town reduced the trash fee, resulting in the Sanitation revenue
decreasing by $94,000 when compared to the prior year.

The Water Fund revenue is over budget by $100,000. This is a decrease of $88,000 from
the prior year mainly from a decline in water use.

Ms. Boswell asked why water usage has decreased with the recent high temperatures.
Ms. Connery explained that there has been less water irrigation and yard sprinkler use.

Mr. Graviet added that the water use probably did not increase because of the current
financial conditions of the economy.

Mr. Healy addressed two concerns:
®  When are the Franchise Fees (Mediacom) obtainable?
¢ [s there more income to be gained from parking permits for the 2011 revenue?

Ms. Connery acknowledged that the Franchise Fees will be received in late February or
early March of 2011. There will be some additional income from the parking permits.

Ms. Connery continued her report by reviewing FY 2010 Operations in comparison to
budget. The Town ended the year $270,000 (5%) under budget. This is because
managers effectively control spending. Further reasons for such savings are as follows:
e Seasonal staffing was $33,000 under budget due to staff reductions. The Town
staffed less seasonal maintenance employees but there haven’t been any
complaints about the Town being not being maintained.
e  Worker’s Compensation costs were $40,000 under budget from adjustments in the
insurance system and increased competitive bidding.
e Fuel costs were $35,000 under budget.
e The Water Department did not use $26,000 of its budget for chemicals since there
was a decrease in water use.

In reviewing Operations in comparison to the prior year, the General Fund Operating
costs increased $74,000 (2%) from FY 2009. Most of the increase was related to the
lifeguards and the Police Department. On the other hand, Public Works decreased by
$75,000. Since the Town reduced trash pick-ups, the Sanitation Fund Operating costs
decreased $34,000. The Water Fund Operational costs increased $96,000 from contract
costs, engineering costs, and increased repair and maintenance expenses and the
replacement of the aerator.

Mr. Doyle commented that the Town did a remarkable job in maintaining the revenue
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and reducing operation costs, especially considering the current financial conditions of
the economy.

While reviewing the Capital and Debt General Fund, Ms. Connery commented that much
of the budgeted funds were allocated over into the new FY, instead of being expended.
$325,000 was carried over in the General Fund of the FY 2011, $50,000 of this is for the
boardwalk project. $200,000 has been moved forward to FY 2011 for the Well Project.

Ms. Connery presented the report titled Summary Analysis of FY 2010, which reports
results for each fund in the following two ways:
1.) The amount generated for reserves or new capital projects was calculated by
subtracting operating costs and depreciation costs from revenues.
2.) The total difference from the budgeted revenue and operating costs.

The Summary Analysis page shows that the Town’s revenues are adequate to cover the
full annual costs and provide funding for capital projects.

Ms. Connery stated that the Audit Committee met with the auditing firm yesterday, and
they expressed that the Town is doing a great job. She added that the Draft Financial
Statements for FY 2010 will be finalized next week, so the Town has a few more days to
make any revisions.

New Business

Review 1°" Quarter of FY 2011
Ms. Connery reported the following:

All revenues show a very good start to the year.

In comparison to the first quarter of FY 2010, the General Fund Revenue increased by

$160,000.

e Transfer taxes are doing extremely well. The Town has collected over $246,000 for
the past three (3) months. They are up $136,000 from last year, and the Town
received an additional $45,000 in the first half of July. Only one of these properties is
from the Blue Surf.

e Property tax increased $27,000 from recent construction.

e Parking Annual permits decreased $31,000 from eliminating the third parking permit.

e Parking daily and weekly permits slightly decreased, most likely because Memorial
Day was a week later and more people may be using the new pay stations with a
credit card.

e Parking meters increased $22,000 (13%).

o The increase was $25,000 (8%) as of yesterday.

o The increase is due to the parking pay stations, since people can pay with
credit cards and there is no left over time on the meter when they leave.
$31,000 was paid on credit cards in June. 36% of total revenue is supplied
by pay stations. 60% of the pay stations pay by credit cards.



Sanitation Fund Revenues are up by $34,000 from the recycling program that the Town
took over. The Town is reporting the revenue and expense as part of the Sanitation Fund
since the Town began providing the service this year.

Water Fund Revenues have not changed, other than Impact Fees. These show a $125,000
decline from the prior year since the Blue Surf project paid their fee in FY 2010.

Ms. Connery explained that the increase of percentages will even out with the prior year,
and they show a very good start to the year.

Mr. Healy noted that the Sanitation Fund should be looked at throughout the year.

Ms. Connery mentioned that when the Town begins budgeting next year for the cost to
recover recycling for the entire Town, the Committee will discuss whether the trash fee
should be changed now or wait until later.

General Fund operating costs increased $50,000 (5%) since last year, but much of this is
a result of single-time items or bills paid sooner this year than the prior year.

Sanitation Fund operating costs increased $22,000 from the Town’s recycling program.
$9,000 was expended to upgrade two trash trucks to pick up the recycling carts.
Personnel expensed have increased from the recycling service and the Town purchased
decals to cover the Delaware Solid Waste Authority (DSWA) labels on the carts.

Due to vital repairs, the Water Fund costs increased by $7,000 in the 1*' Quarter.

Ms. Connery stated that the Town Council has made two (2) amendments to the Capital
and Debt Budget:
1.) Additional $9,000 for the two (2) speed tracker signs, which have made a
difference in lowering car speed.
2.) $90,000 for the Mobi Mats on the beach access.

$200,000 was budgeted for street repairs and we will be receiving an additional $88,000
from the Municipal Street Aid grant.

Reserve Policy Review and Update
Mr. Gordon asked Mr. Doyle to discuss the next two agenda items (Reserve Policy
Review and Update, Initial Discussion of FY 2012 Budget) since he requested them.

Mr. Doyle explained that it is too soon to discuss the two topics that he was going to
bring forth to the members.

Ms. Connery explained that she updated preliminary projection spreadsheets and if this
current FY goes exactly as budgeted, then the Town will have sufficient funds to cover
the minimum capital and operational reserves recommended by the Fund Balance Policy
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in each of the three funds. The minimum reserve level is $4 million and the maximum
reserve level is $8 million.

Initial Discussion of FY 2012 Budget

Ms. Connery reported that one issue that they will be discussing for the FY 2012 budget
is Sanitation recycling, if the State requires the Town to provide recycling services to all
homes in the Town by next September. Approximately 25% of homes in the Town are

currently provided with the recycling service and it will cost approximately $50,000 per
year to service the full town. The Town currently has $26,000 budgeted for this purpose.

Ms. Connery noted that the Town could combine trash and recycling service costs.

Mr. Gordon expressed that he thinks enough money needs budgeted to cover all aspects
of trash and recycling pick-up.

Mr. Doyle agreed that it needs to be made sure that nothing is under-funded.

Mr. Peterson pointed out that there may be an additional expense from the recycling
center, and it is important that the Town budget in the chance of this occurring.

Ms. Connery expects that the cost will roughly double if the town needs to supply the
service to all homes, but the cost will depend on how many residents participate. The
Committee will discuss the expenses and fees when they begin budgeting for next year.

Mr. Gordon advised Mr. Graviet to consider the current economy situation when
increasing employee salaries in the next year’s budget.

Any Other Matters

Delaware Local Government Investment Pool (OPEB) Concern

Mr. Doyle explained that DELGIP is a government investment fund. Forty-five (45)
states including Delaware have local investment pools, where towns can send their funds
to the State. The Town has its own investment policy, which lists DELGIP as a suitable
and authorized investment. In the audit report, we note that DELGIP authorized
investments include corporate debt, securities, and repurchase agreements.

Mr. Doyle stated that he will be making a recommendation to the Town Council to
remove DELGIP as an allowed type of investment in the Town’s Fund Balance Policy
since DELGIP allows investments in corporate debt and reverse repurchase agreements.
He feels that these kinds of investments are not secure enough for the Town’s funds. He
added that the Audit Committee also recommended removing DELGIP.

Ms. Connery added that all funds were removed from DELGIP last year and that the
account was closed. The Committee had discussed this issue last year and decided not to
recommend a change to the policy at that time.

The Committee discussed whether or not the policy should be changed, and when it
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should be changed if it is.

Mayor McClenny suggested that Mr. Doyle make a proposal to remove DELGIP and
bring it to Council next April when the investment policy is scheduled to be reviewed.

Mr. Berkman made a motion to recommend removing DELGIP from the list of
authorized investments in April, since the Town currently has no funds invested in
DELGIP. Mr. Peterson seconded the motion and it was unanimously approved.

The Committee requested that Ms. Connery remove mentioning of this pool from the
current financial statements as much as it is acceptable to the auditors.

Placing Other Post Employment Benefit (OPEB) Funds in a Trust

Mr. Healy strongly advised placing the Town’s retiree benefit funds in a “rabbi-trust”, so
that future Council members cannot redirect the funds. Mr. Healy noted that the funds set
aside for health benefits will add up to $35,000 per year for the next ten (10) years. He
stated that he wants to be specifically funded to a trust fund since the funds can grow to
up to $400,000.

The Committee members had concerns about the administrative cost of such a trust fund.

Mr. Peterson suggested titling the account and state that the account can only be utilized
for that purpose.

The Committee advised Ms. Connery to determine what is required to set up a separate
trust. She is going to see what type of accounts the bank offers, but it already is in a
separate account.

Ms. Connery explained that this was brought up at the Audit Committee meeting
yesterday, July 15™. During the meeting, the auditors assured the Committee that the
Town is handling the issue while staying within the guidelines. The auditors informed
the Committee that the Town is actually progressing further than most towns its size by
funding the liability and not just disclosing it. Larger governments who have million
dollar liabilities do use trust funds, but it is not required.

Concern About Employee Pensions as Managed by the State of Delaware

Mr. Healy questioned if the State of Delaware Pension Office is sufficiently funding the
pension plans. He noted that the Town will need to pay what is not funded by the State
of Delaware Pension Office. He explained that other states do not have ample funds set
aside to pay pension benefits.

Mr. Gordon emphasized that the Delaware Pension’s Office Report is available online
and it demonstrates a very high level of funding, with a rate 97.7% for the police plan and
88.8% for the general employee plan.

Mr. Graviet acknowledged that Delaware was ranked 3™ highest in a recent study of state
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pension funds.

Mr. Gordon advised that the Budget Committee has no reason to question the State’s
handling of pension funds or the accuracy of their audited financial statements.

Motion to Adjourn
Mr. Doyle made a motion to adjourn. Mr. Berkman seconded the motion and it was
unanimously approved.

The meeting was adjourned at 3:01 p.m.



