BUDGET REVIEW COMMITTEE
July 21, 2009

A meeting of the Budget Review Committee was held Tuesday, July 21, 2009 at 7:05 p.m. in the
Board Room of Nashua High School North.

Alderman-at-Large Brian S. McCarthy, Chair presided.

Members of Committee present: Michael J. Tabacsko, Vice Chair
Alderman-at-Large David W. Deane
Alderman-at-Large Ben Clemons
Alderman Mark S. Cookson
Alderman Michael A. Tamposi

Members not in Attendance: Alderman-at-Large Lori Wilshire

Also in Attendance: Mayor Donnalee Lozeau

) Alderman-at-Large Steven A. Bolton
Alderman-at-Large Fred S. Teeboom
Alderman Richard P. Flynn
Michael Gilbar, Chief Financial Officer/Comptroller
Thomas Vaughan, President, Board of Education
Steven G. Haas, Board of Education
Robert G. Hallowell, Board of Education
Dennis Hogan, Board of Education
John Kelley, Board of Education
William E. Mosher, Board of Education
Mark Conrad, Incoming Superintendent, NSD
James Mealey, Former Chief Operating Officer, NSD
Dr. Ed Hendry, Interim Superintendent, NSD

DISCUSSION
School Budget Deficit

Thomas Vaughan

Good evening. | want to thank you for agreeing to meet with us on short notice, and | also want to
thank you for moving the meeting to here where we fit a little better in this room than I think we
would at the Aldermanic Chambers.

| was going to make a couple of brief remarks, and then we have Jim Mealey here who will walk us
through the substance of what the issue is. | would just give you a little timeline; on Thursday of
last week | found from Interim Superintendent Dr. Ed Hendry called to report that in the process of
closing the accounts for FY09 and setting up the FY10 accounts, a significant deficit emerged. At
that point, the FY09 deficit looked like $4 million with $2 million for FY10. After some additional
analysis, we have revised that downwards to now approximately $3.3 million for FY09. We are still
looking at a deficit in FY10 going forward of at least $2 million.

We reported what we knew to city officials and to Mayor Lozeau. Mayor Lozeau pulled together a
team of her staff and we reviewed the facts with her and that team over the weekend and we are
here tonight. We are here tonight to present what we know about the situation, to tell you the
steps that we have undertaken to deal with it so far, to answer your questions as best we can, and
to discuss the next steps for dealing with it.
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Let me say up front that we don’t have any indications of any illegality or any financial improprieties
with this. Rather what we have is a complicated series of interlocking missteps. Since we have
moved as quickly as we could to bring it to your attention, | am pretty certain there will be
questions that we will not be able to answer here tonight. In particular, there is additional work that
is going to need to be done to identify the underlying processes that failed and to revise them so it
doesn’t happen again.

None of that takes away from the fact that this is a serious situation, and has affects that go
beyond the district and could affect the city as a whole. This should never have happened. I
apologize to you, to Mayor Lozeau, and | apologize to the citizens of Nashua for this.

We are taking several steps to address FY09 and FY10. For FY09 Dr. Hendry has asked Mark
Conrad, incoming Superintendent to lead an administrative review of how the deficit occurred,
develop recommendations for changes. Key members of this team would be, in addition to Dr.
Hendry and Mark Conrad, would be interim Business Administrator Julie Simons, Special
Education Director Eric Schroeder, Human Resources Director Dana O’Gara, and if possible the
City of Nashua Chief Financial Officer/Comptroller Michael Gilbar.

For FY10, Dr. Hendry and Mark have frozen hiring and purchases that are not essential to the
opening of schools this fall. The district has continued to hire classroom teachers and make
purchases that are essential for a successful school opening. Mark is also initiating an
expenditure reduction working group. This group will identify the reductions for FY10 that will
eliminate the projected FY10 deficit.

| want to thank Christopher Hottel and Jim Mealey for actively and positively helping with these
issues. Now, Jim will lead us through the specifics.

Chairman McCarthy

Before we start that, Mayor Lozeau did you want to say anything to the committee?

Mavyor Lozeau

Thank you Mr. Chairman. Mr. Vaughan actually covered a lot of the ground that [ was going to
cover about when we knew, what we have done about that. As you know you received your hand
delivered letters. | think | will skip that intro a little bit, but | will move on to one other thing that |
think is important, and it is some of the discussion that we had on Saturday beyond the what do we
know, when did we know, how did it happen.

It is very difficult, and this | think outlines it, balancing the role between the City and the Board of
Education; where our oversight is without overstepping. You have the city CFO, you have the
school CFO, the school constructs its budget, it has its own financial process, and traditionally the
city has not played a strong role in the school's financial management, but we do have two H.R.
departments, and one payroll department. It is the city’s CFO that has to report a lot of this
information.

| think the real time costing discussions that we have had over the last year and a half or so | think
are going to be important here especially as it relates to salaries, special education, catastrophic
aid, and those sorts of things. | think the important thing that tonight allows is for an opportunity to
outline what the problem is so that we can then move towards solutions. | don't anticipate those
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solutions being determined tonight'. | appreciate that Mr. Vaughan and the School Board has
taken responsibility for this, and was willing to work with us to see where we can go from here. |
think we will hear a clearer picture of the problem as we move forward.

| also wanted to make sure that the board knows that | did veto the legislation today R-09-208 the
$2.2 million school security legislation in an effort to make sure that we did not take something off
the table that might need to be considered as we move toward finding a solution.

| also want to make sure that we understand that there are some thoughtful decisions that we have
made together both with the city and the school board as well as myself with the Board of
Aldermen with some long range planning that we have been trying to do, and | think it is important
that we not impact negatively the things that | think we need to do as a city at the same time as
addressing the problem here with the school. | am confident that we are going to close this year
with our books in the black as they belong, and | am hopeful that the damage done through the
process actually ends up being something that benefits the system going forward. | just wanted to
at least have the opportunity to point that out. Thank you.

Chairman McCarthy

Before | recognize Mr. Mealey | just want one distinction. When we talk about the deficit for FY09
and FY10; we have an actual deficit in 2009 as in we have spent more than was appropriated. In
FY10, we don’t have a deficit the school department has a spending problem that they have a
spending plan, which does not match their appropriations, and baring some other action, what is
needed there is for that spending plan to be curtailed. As far as FY09, we are going to have to
find a way to plug the difference between what we spent and what we budgeted.

James Mealey

First of all | apologize that everyone has to be here this evening. Itis certainly not what | would
have anticipated coming back to Nashua to be dealing with.

The first slide is an attempt to show where the estimated shortfall came from or to explain how we
arrived at that number. When we finished the year as of 7-17-09 there were two payroll
chargebacks that had already occurred. In a payroll chargeback, teachers can choose to get paid
22 pays during the year, 26 pays, and if they choose the 26 pays they can either get them over the
course of the whole year or they can get a lump sum at the end of the school year. The
chargebacks are those checks for teachers that chose to be paid throughout the year, but they get
charged back to the previous fiscal year. At that point on 7-17-09 there was a deficit of
$1,725,080. There are two chargebacks still to come, $886,000 and $876,000.

The portable classroom overage; for the past few years, we have had a line item for portables that
has been short by about $27,000, but we have removed two portables so moving forward that will
not be a problem. We still have the expenses. The revenue we receive for the rental of our
facilities to be transferred in, that is $137,500 so the projected shortfall at this date is $3,362,000.

This one actually doesn’t show up too well, but you do have a handout and | can speak through it
as well. What this does is it shows the different line items that are really in question and shows
where they were in 2007 at the end of the year, 2008, and FY09. As you can see from this,
severance is an item that has been under budgeted for a few years now. What happens with that
that actually isn’t even included in the school district budget? It is a line item outside of the budget
and then that amount is brought in at the end of the year and any severance money, and that is
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sick and vacation payout to retiring employees, any of that that is over what was budgeted has to
be picked up in the school district operating budget. As you can see in FYQ7 it was $450,000 over
budget, $631,000 in FY08, and $420,000 this year.

Overtime has traditionally been over, and this year in particular was well over. It was double what
it had been the previous year. Paras, there is a lot of pressure to have paras in our schools, and
that has been traditionally over as well by more than $600,000, and that continued again this year.
One item that was significantly different is the Special Education tuition for the students going out
of district. In FY07 we were under budget by $352,000, in FY08 we were over by $19,000, and
this year FY09 we were over by $714,000. This one in particular is very difficult to track because
as of May 31% and this | will show you in another slide, as of May 31, FY08, we were showing a
negative balance of $700,000 and we ended up at $19,000 when all of the encumbrances/P.O.s
were closed out. This year when all of the P.O.s were closed out, May 31* we were showing
$700,000 and the P.O.s were closed out, and there was nothing really returned so it stayed at
minus $700,000.

Education Assistance is for tuition reimbursement and was much higher this year than it had been.
Monitors; for FY08 we had a position from the State that unless you could show that food service
monitors were specifically for cafeteria duty and nothing else then they needed to be compensated
through the operating budget. That was something that had previously been moved into the food

services budget and then was moved back out. Full-time payroll as you can see had been the
main way to offset overages in other areas. In FY07 we had a surplus of $959,000, which made
up for the next number, the attrition number in that year was $650,000 and then some, and then
last year we had a surplus of $1.7 million that easily made up the $800,000 and offset our
overages in the other areas. This year we did not have any surplus in salaries so we did not even
get our attrition number.

Chairman McCarthy

Can you explain the attrition number again?

James Mealey

Basically when especially teachers retire and they are usually at the top step making the highest
amount and they are replaced by usually a younger teacher at a lower step making a lot less, but
we carry forward in the budget the original teacher so the difference between the outgoing salary
and the ingoing salary has been about $25,000 so if you add up all of the retiring teachers then
you are probably going to be about $800,000 less in salary that you have.

Chairman McCarthy

Why does that show up then as a negative?

James Mealey

Well what has happened, and this actually began before | came on board, was that instead of at
the end of the year where you knew you were going to have this difference you can budget that
amount in your, you can actually fill positions.

Chairman McCarthy

So we carry a presumptive credit against the budget?


































































































































































