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City of Everett, Massachusetts

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Everett, Massachusetts,
as of and for the fiscal year ended June 30, 2003 (except for the Everett Contributory Retirement System which is
as of and for the year ended December 31, 2002), which collectively comprise the City basic financial statements
as listed in the table of contents. These financial statements are the responsibility of the City of Everett,
Massachusetts' management. Our responsibility is to express opinions on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and Government Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.

We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the City of Everett, Massachusetts, as of June 30, 2003 (except for the Everett
Contributory Retirement System which is as of December 31, 2002), and the respective changes in financial
position and cash flows, where applicable, thereof for the fiscal year then ended in conformity with accounting
principles generally accepted in the United States of America.

As more fully described in Note 13, the City has implemented several Governmental Accounting Standards Board
Statements, which changed the beginning fund equity position of several funds and established net assets for
governmental activities and business-type activities.

In accordance with Government Auditing Standards, we have also issued our report dated December 22, 2003,
on our consideration of the City of Everett, Massachusetts’ internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the results of our audit.




Management's discussion and analysis, located on the following pages, and schedule of revenues, expenditures
and changes in fund balance — general fund — budgetary basis, located after the notes to the basic financial
statements, are not a required part of the basic financial statements but is supplementary information required by
accounting principles generally accepted in the United States. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no opinion on it.

i ib .

December 22, 2003
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Management’s Discussion and Analysis

As management of the City of Everett, we offer readers of these basic financial statements this narrative overview
and analysis of the financial activities for the fiscal year ended June 30, 2003. This is the first year our financial
statements have been prepared under the Governmental Accounting Standards Board Statement Number 34 —
Basic Financial Statements - and Management's Discussion and Analysis - for State and Local Governments.
This new reporting model represents a major change when compared to prior financial statements.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City of Everett’s basic financial
statements. These basic financial statements are comprised of three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the financial statements. This report also contains other
required supplementary information in addition to the basic financial statements themselves.

Government-wide financial statements. The government-wide financial statements are designed to provide
readers with a broad overview of finances, in a manner similar to private-sector business.

The statement of net assets presents information on all assets and liabilities, with the difference between the two
reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator of
whether the financial position is improving or deteriorating.

The statement of activities presents information showing how the government's net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the
change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes and
earned but unused vacation leave).

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. Fund accounting is used to ensure and
demonstrate compliance with finance-related legal requirements. All of the funds can be divided into three
categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the government-wide
financial statements, governmental fund statements focus on near-term inflows of spendable resources, as well
as on balances of spendable resources available at the end of the fiscal year. Such information may be useful in
evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is
useful to compare the information presented for governmental activities in the government-wide financial
statements. By doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund statement of
revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison
between governmental funds and governmental activities.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties outside the
government. Fiduciary funds are not reflected in the government-wide financial statement because the resources
of those funds are not available to support the Town’s own programs.

Notes to the basic financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.
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Financial Highlights

Assets:
Current assets..

Noncurrent assets (excludang capltal)
Capital assets
Total a5SetS....cccviveecriiiriniierenrienimaicnnen

Liabilities:

Current liabilities (excluding debt).....................
Noncurrent liabilities (excluding debt)................
Currentdebt... ... ..
Noncurrentdebt. .. .. ...

Total liabilitles . ceciumssvsssvivsvnsamvovmmpesanss

Net Assets:

Capital assets net of related debt.....................
ReEsHIGIE. ... cocmas s s
Unrestricted ... ..o

Total net assetS.....cccvvevimiiiimiererarennnnnes

Program revenues:
Charges for services..
Operating grants and contrlbutlons
Capital grants and contributions..
General Revenues:

Real estate and personal property taxes............

Tax liens..
Motor vehlcle and other excise taxes

Penalties and interest on taxes....._..A..........,....
Nonrestricted grants..................ooin
Unrestricted investment income.......................
Other FEeVENUES ... ...t

Total reVeNUES....cvvvviierenraneremrnninsannnennss

Expenses:

General Government............oiiiiii e
PUbIIC Safaty «ev s s sms s s v s osmsmis s
EdUCENGTN. ... oo summm g s o s s e
PUBIE YWOTKS.... ..o i S S R e
MWRA assessment...............oiiiiiiieieeans
HOM AN SerVICES v covs e o sma s,

Culture and recreation..
Pension benefits..

Property and Inabmty INSUranCe.........c....ocoennn.

Employee benefits..
Interest..
State and county charges

Total eXpPenses........cccveieivarenrarirneraceenses

Change in net assetS.........cooeeviiiiinniiiniinnnenns
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Governmental
Activities

64,687,477
34,464,347
113,178,329

212,330,153

7,879,655
440,955
47,572,526
52,896,062

108,789,198

84,829,741
4,162,507
14,548,707

103,540,955

19,455,941
27,762,832
312,570

48,470,855
45,422
2,784 171
816,405
7,836,425
842,325
1,922,821

110,249,767

5671,749
15,055,873
47,367,543

8,155,758

8,128,876

1,146,966

1,635,709
10,736,902

548,472

9,833,476

4,055,869

4,792,273

117,029,466

(6,779,699)

Basic Financial Statements



Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government's financial position. Assets
exceeded liabilities by $103,540,955 at the close of FY2003.

Net assets of $84,829,741 (82%) reflects its investment in capital assets (e.g., land, buildings, machinery, and
equipment), less any related debt used to acquire those assets that are still outstanding. The Town uses these
capital assets to provide services to citizens; consequently, these assets are not available for future spending.
Although the investment in its capital assets is reported net of its related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, since the capital assets themselves
cannot be used to liquidate these liabilities.

An additional portion of the net assets $4,162,507 (4%) represents resources that are subject to external
restrictions on how they may be used. The remaining balance of unrestricted net assets $14,548,707 (14%) may
be used to meet the government’s ongoing obligations to citizens and creditors. At the end of the current fiscal
year, the City is able to report positive balances in all categories of net assets.

The governmental activities net assets decreased by ($6,779,699) during the current fiscal year. The primary
reasons for this decrease was the use of approximately $4,000,000 in prior year net assets to balance the
FY2003 budget and the expense of approximately $4,800,000 in repairs and other costs to the New Lafayette
School to correct for construction problems. This expense has not been capitalized as an asset. In order to fund
the additional expenses incurred the Commonwealth enacted Chapter 309 of the Acts of 2002 in September 2002
that allows the City to borrow up to $9,500,000 of which $6,135,000 was issued and outstanding at year-end. The
ultimate repayment of this borrowing will be determined when the litigations between the City and Contractor is
settled. Since this is the first year of reporting under GASB #34 no meaningful historical trends have been
established to draw further conclusions.

Financial Analysis of the Government’s Funds

As noted earlier, the Town uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental funds. The focus of governmental funds is to provide information on near-term inflows, outflows,
and balances of spendable resources. Such information is useful in assessing financing requirements. In
particular, unreserved fund balance may serve as a useful measure of a government's net resources available for

spending at the end of the fiscal year.

Major Funds

The General Fund is the chief operating fund and a major fund. At the end of the current fiscal year, unreserved
fund balance of the General Fund was $1,755,340, while total fund balance was $2,481,183. As a measure of the
general fund’s liquidity, it may be useful to compare both unreserved fund balance and total fund balance to total
fund expenditures. Unreserved fund balance represents 1.8% of total general fund expenditures, while total fund
balance represents 2.5% of that same amount.

The fund balance of the general fund decreased by ($416,503) during the fiscal year. However, the general fund
includes a $4,000,000 transfer from the Stabilization Fund. The City's current level of revenues was not sufficient
to cover its actual level of expenditures. At the end of FY2003, there was $4,590,000 remaining in the
Stabilization Fund that the General Fund can draw on in the future,

City of Everett, Massachusetts 6 Basic Financial Statements



The Internal Service Fund accounts for the risk financing governmental activities related to providing health
insurance, workers compensation, and municipal insurance. This fund is reported as a proprietary fund and uses
the full accrual basis of accounting. The FY2003 results of operations show an increase in net assets of
$255.910 and a balance at year-end of $3,315,882. These risk financing activities are currently over funded and
represent a potential reserve the General Fund can draw on in the future.

The combined balances in the General, Stabilization and Internal Service funds are approximately $10,387,000.

The School Construction Fund is a major fund used to control the construction and major renovation of Everett
Schools. At June 30, 2003 there was approximately $30,550,000 in unexpended funds derived mainly from long
and short term bonds and notes. In addition, $41,135,000 in short-term notes was outstanding and has not been
permanently financed. GAAP requires that the temporary notes be reported as a fund liability which has created
a temporary deficit of ($10,608,000) in the fund. FY2003 expenditures of $8,753,000 are reported, of which
$4,746,000 related to the repairs to the Lafayette School.

General Fund Budgetary Highlights

The $585,000 increase between the original and the final amended expenditure budget was mainly due to
approximately $500,000 increase for workers compensation employee benefits. Operating transfers in were
increased by an additional $4,000,000 from the stabilization fund. The significant state and county charges
budget deficit of ($1,482,548) was primarily due to the unbudgeted assessments on the Cherry Sheet for Charter
Schools of $1,457,677 and School Choice of $27,950.

Capital Asset and Debt Administration

The City is currently in the process of completing a significant school building capital improvement program. At
June 30, 2003, the City has approximately $30,550,000 in unspent proceeds from debt issuances. Current school
related short-term bond anticipation notes include a 2.5% $35,000,000 note due in September 2003. Long-term
school related debt outstanding at June 30, 2003 amounts to $51,485,000 that is supported by a Commonwealth
of Massachusetts subsidy of approximately $51,369,000 that will be received in future fiscal years. Of this
amount, approximately $16,048,000 represents reimbursement of long-term interest costs, and approximately
$35,321,000 represents reimbursement of approved construction costs.

The City had completed the New Lafayette School at the end of FY2002 with a planned opening in September
2002. Before the school was opened it was determined that faulty construction caused the City to delay the
opening for a year. The City terminated its relationship with the original contractor and hired a new contractor to
repair the facility. The Commonwealth enacted Chapter 309 of the Acts of 2002 in September 2002 that allowed
the City to borrow up to $9,500,000 for the express purpose of funding all of the costs incurred by the City to
remedy the problem. During FY2003 the City borrowed $6,135,000 in short-term notes and incurred
approximately $4,800,000 in additional costs. The legislation allows the City to fund these unforeseen expenses
through borrowing until reaching a settlement with the original contractor.

The City also has a 1.03% $3,650,000 bond anticipation note outstanding, due in March 2004, for the construction
of a public works facility.

Other outstanding long-term debt, as of June 30, 2003, totaled $4,198,588 for various CIP related projects.
Pension Trust Fund

The ($7,285,368) decrease in net assets of the Pension Trust Fund represents $7,780,694 of contributions to the
trust, ($5,794,726) of net investment losses, $722,973 of other additions , ($9,687,050) of deductions for benefits,

and ($307,259) of other deductions. Additional information on the funding progress and plan requirements are in
the notes to the basic financial statements
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Requests for Information

This financial report is designed to provide a general overview of the City of Everett's finances for all those with an
interest in the government’s finances. Questions concerning any of the information provided in this report or
requests for additional financial information should be addressed to the City Auditor.
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STATEMENT OF NET ASSETS

JUNE 30, 2003

Primary Government

Governmental
Activities

ASSETS
CURRENT:
Cash and short-term investments... .8 51,733,142
e S T B TS o s s o e e S T T A e B e e e 905,068
Receivables, net of allowance for uncollectibles:
Real estate and personal property taxes..............ooooiiiiiiiiiiii 1,123,146
A T UOTNS v vt o T A s S T 0 S BB 1,952,200
Motor vehicle eXCise taxes. ... 784,823
BSET 008 v s s e e s i e e i e T 3,960,422
Bepanmentaliand ! other. .« s remrmrme s snss s 100,855
Intergovernmental........................ 2,232,866
LIS v s sttt i B M A B St 63,465
Working capital deposit..............oo 1,098,400
TaX foreCloBUNES cuu s T b s e o i S st 685,793
Other assets. ... ..ot R R R A AR 47,297
NONCURRENT:
Receivables, net of allowance for uncollectibles:
T OV CEMIEIIA oot o st e s R A TR R SO AR 33,932,808
DEEERIRYS vy 2 s P e S B S ot 531,539

Capital assets, net of accumulated depreciation..................ccooiiiiiiiiiiiiiiniin. 113,178,329

T T AL RS TETS: - 05 m ot e s e i A 3 S A s A AR 212,330,153

LIABILITIES

CURRENT:
Warcants payablg...ommusnaasnnes s aiings ; 2,458,216
ACCIUET PAYEON, s v rmsvonmenmsninrssionsousmnsionsmms s i w5 s st s o505 b aasy w3 639,597
Health claims payable............... e 1,395,000
Tax refunds pavable s o s i i v e hnnnrn 1,267,000
ACCTURHINIErES v svmpr s S R R R e R 985.662
Other Habillies .. c s ressiressrssosmss 57,135
Compensated abSeNCeS. .. ... 899,045
Workers' CoOmpensation... ..o e 178,000
Bonds and notes payable.............cooooiiiiii i e 47,572,526

NONCURRENT:
COmMPENSAtEd BDSEINCES. .. ..usm s o st pso ey s s S S5 B RS 440,955
Bonds and notes payable.............. — O S S S B R 52,896,062

O ABABITIES rwesemsnrsswinmssssmins v oo b e s o s s it 108,789,198

NET ASSETS
Invested in capital assets, netofrelated debt............................. 84,829,741

Restricted for:
LB TNt et S A G e SR Rt 595,004

Permanent funds:
EXpendable s o s s s s e s 257,848
NeneXeNOable . v s e S S T e e 1,296,910
CRNBE PUIDOSES eyt s wr s S S e a 2,012,745
L S N G O e e s ot oS P S A S S AT R 14,548,707

TOTAL NET ASSETS .uvvurriinn v sviminimi v v e sss v s s s o s s 3 103,540,955

See notes to basic financial statements.

City of Everetf, Massachusetts 10 Basic Financial Statements



STATEMENT OF ACTIVITIES

FISCAL YEAR ENDED JUNE 30, 2003

Functions/Programs
Primary Government:
Governmental Activities:

General government................
Publicsafel- e
275 [ o= 1 {70 o [HRR R
Public Works. . ..x oo cwssnmeinmin
MWRA assessment........... ...
Human services.....................
Culture and recreation..
Pension benefits.. .
Property and hablllty insurance..
Employee benefits..................
Interest... s
State and county charges

Total Governmental Activities..

Program Revenues

See notes to basic financial statements.

City of Everett, Massachusetts

| 00 Lo o 71 | RS ST
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Operating Capital
Charges for Grants and Grants and Net (Expense)
Expenses Services Contributions  Contributions Revenue
$ 5671749 § 747,345 $ 1,303,777 - % (3.620627)
15,055,873 1,390,175 1,254,991 - (12,410,707)
47,367,543 797,134 22,823,178 - (23,747,231)
8,155,758 261,033 417,754 312,570 (7,164,401)
8,128,876 10,959,824 - - 2,830,948
1,146,966 84,057 86,033 - (976,876)
1,535,709 13,373 179,381 - (1,342,955)
10,736,902 5,203,000 - - (5,533,902)
548 472 - - - (548,472)
9,833,476 - - - (9,833,476)
4,055,869 - 1,697,718 - (2,358,151)
4792273 - - - (4,792,273)
$ 117,029466 $ 19455941 § 27,762,832 312,570 $ (69,498,123)
General revenues:
Real estate and personal property taxes,
net of tax refunds payable...................o 48,470,855
Tax liens.. . . 45422
Motor veh:cle and other excise taxes 2,784,171
Penalties and interest on taxes.. — 816,405
Grants and contributions not restrlcted to
specific programs... 7,836,425
Unrestricted lnvestment income.. TS : 842 325
MISCRIIANEOUS. .. ... et e e e e e e e e 1,922,821
Total general revenues and transfers................................ 62,718,424
Change in net 8s8els. o usmnnrisi wunvay s (6,779,699)
Net Assets:
BegniNG Of YA s s o s s Vs S0 e s e 110,320,654

$_103,640,955_

Basic Financial Statements



GOVERNMENTAL FUNDS
BALANCE SHEET

JUNE 30, 2003

Nonmajor Total
School Governmental Governmental
ASSETS General Construction Funds Funds
Cash and short-term investments.......................... $ 6,244,248 % 30,549,607 10,528,801 47,322,656
VeSSBS o s - - 905,068 905,068
Receivables, net of uncollectibles:
Real estate and personal property taxes............... 1,123,146 - - 1,123,146
TAX HENE. oo v oo 1,952,200 - - 1,952,200
Motor vehicle excise taxes............................... 784,823 - 784,823
USerfEes .o v wvaia 3,960,422 - - 3,960,422
Departmentaland other:....cconsmmmmnmmmsis 100,855 = - 100,855
IntergovernMEMtal e e e 35,321,032 - 844,642 36,165,674
LOaNS. ..o - - 595,004 595,004
Tax foraclosSUres . o o o s 685,793 - . 685,793
Dué from other funds.....ooveanininnmnassene 28,440 254 857 283,297
OtherEasselS e nmmenemnnissnmenss e sssemnsm 47,297 - - 47 297
TOTALASSETS......................ooooiee .. $ 50,248,256 30,549,607 13,128,372 93,926,235
LIABILITIES AND FUND BALANCES
LIABILITIES:
Warmants payable. ......owmmnammmmssmamemensms 0B 1,407 646 - 421,650 1,829,296
Accrued payroll.............o 609,812 3,169 26,616 639,597
Tax refunds payable.............................. 1,267,000 - - 1,267,000
Accrued interest on short-termdebt.................... 771,772 - 771,772
Other iabilities. .« nmssersnss 57,014 - - 57,014
Deferred reventes ... it . 43,650,718 - 844 642 44,495 360
Duetootherfunds........................................... 3,111 19,643 269,580 292 334
Notespayable................................... - 41,135,000 3,650,000 44,785,000
TOTAL LIABILITIES .. convvsvmnammmamiiaminm. 47,767,073 41,157,812 5,212,488 94 137,373
FUND BALANCES:
Reserved for:
Encumbrances and continuing appropriations... 725,843 - - 725,843
BOBNS it - 595,004 595,004
Perpetual permanent funds......................... - - 1,311,246 1,311,246
Unreserved:
Undesignated, reported in:
Generalfund......................... 1,755,340 - - 1,755,340
Special revenue funds............................. - - 7,666,422 7,666,422
Capital projects funds.............................. - (10,608,205) (1,900,300) (12,508,505)
Permanent fands... e isnmassiss s - - 243 512 243 512
TOTAL EUNDIBALANCES oo ssssnmus s 2,481,183 (10,608,205) 7,915,884 (211,138)
TOTAL LIABILITIES AND FUND BALANCES........... $ 50,248,256 30,549,607 $ 13,128,372 93,926,235

See notes to basic financial statements.
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RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TOTAL FUND BALANCES TO THE STATEMENT OF NET ASSETS

FISCAL YEAR ENDED JUNE 30, 2003

Total governmental fund balances................. 3 (211,138)

Capital assets (net) used in governmental activities are not financial resources
and, therefore, are not reported inthe funds................ 113,178,329

Accounts receivable are not available to pay for current-pericd
expenditures and, therefore, are deferred in the funds.....................n 44,495,360

The assets and liabilities of the internal service funds are included in
the governmental activities in the statement ofnetassets.......................... 3,315,882

In the statement of activities, interest is accrued on outstanding long-term debt,
whereas in governmental funds interest is not reported untildue...................... (213,890)

Long-term liabilities are not due and payable in the current period and, therefore,
are not reported in the governmental funds

Bonds and notes payable. .. ... (55,683,588)
Compensated GDSENCES... ..o i oo i (1,340,000)

Net effect of reporting long-term liabilities. ... (57,023,588)

Net assets of governmental activities..................... $ 103,540,955

See notes to basic financial statements.
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GOVERNMENTAL FUNDS

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

FISCAL YEAR ENDED JUNE 30, 2003

Nonmajor Total
School Governmental Governmental
General Construction Funds Funds
REVENUES:
Real estate and personal property taxes,
net of tax refunds...... ... . U $ 49142479 % - 5 $ 49,142 479
B = bl L) L A T 607,852 - 607,852
Motor vehicle and other excise taxes ............................ 3,061,671 - - 3.061,671
Charges for services....... B A B G 8,793,924 - 8,793,924
Penalties and interestontaxes..... ............................. 816,405 - - 816,405
Intergovernmental.................... R e 34,595,185 - 7,383,055 41,978,240
Bapartmental and other. ..o s s s 3,035,660 - 1,915,587 4 951247
Contributions......................................... R - 318,748 179,969 498,717
Investment income...................... 537,884 - 257 944 795,828
TOTAL RENENUES: coavu v an 100,591,060 318,748 9,736,555 110,646,363
EXPENDITURES:
Current:
GeEneral GOVSTIIMIEN . v s s s isings 3,916,977 - 1,704,185 5,621,162
Public safety........ S— R N A 14,768,559 - 598,443 15,367,002
Education.......... TR 34,695,402 8,752,784 6,001,300 49,449 486
PUBlG WOMKS - srvm s v it s e S e 7,426,654 - 1,074,067 8,500,721
MWRA ASSESSMBNL.coun s v voiiit s st s by 8,128,876 - = 8,128,876
Human ServiCes. .. ... 1,075,017 - 89,689 1,164,706
Culture and recreation. ... ...............cococoiiiiii 953,168 - 363,986 1,317,154
Pension benefits, ... oiisn i 10,731,402 - - 10,731,402
Property and liability insurance................................. 548,472 - - 548472
Employee benefits.......................o 9,936,357 - - 9,936,357
Claims and judgments..... ... B TP 1,169,290 - 1,169,250
State and county charges..... .. R R 4,792,273 - 4,792,273
Debt service:
Principal...................... ST 2,627 845 - 2 2,627,845
Iferest e i s S —— 4,075,571 - 4,075,571
TEOEAL EXPENDITURES s mspemmmmmames 104,845,863 8,752,784 9,831,670 123,430,317
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES............... A (4,254,803) (8,434,036) (95,115) (12,783,954)
OTHER FINANCING SOURCES (USES):
Proceeds from bonds and notes........ ........................ - - 717,895 717,895
Operating transfersin.......................... T e 4,176,919 - 250,619 4,427 538
Operating fransfersionti....commmmmimsmenminsms (338,619) - (4,176,919) (4,515,538)
TOTAL OTHER FINANCING SOURCES (USES).... 3,838,300 - (3,208,405) 629,895
NET CHANGE IN FUND BALANCES................ N S (416,503) (8,434,036) (3,303,520) (12,154,059)
FUND BALANCES AT BEGINNING OF YEAR.................... 2,897,686 (2,174,169) 11,219,404 11,942,921
FUND BALANCESATENDOFYEAR. ...........ccoocvic . B 2,481,183 § (10,608,205) $ 7915884 § (211,138)
See notes to basic financial statements.
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RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES

FISCAL YEAR ENDED JUNE 30, 2003

Net change in fund balances - total governmental funds.. ... $ (12,154,059)

Governmental funds report capital outlays as expenditures. However, in the
Statement of Activities the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense.

© DA O B iuesnarmsscem e s s A SR AR SRR 6,746,750
[, ] ¢l =Tt fLLad g =3 00 - oL U PR ERUETREPE (3,850,148)
Net effect of reporting capital assets.................. ... 2,796,602

Governmental funds record certain long-term liabilities when paid while expenses are
recorded when incurred. This amount represents the timing difference.................... 841,821

Revenues in the Statement of Activities that do not provide current financial
resources are fully deferred in the Statement of Revenues, Expenditures and
Changes in Fund Balances. Therefore, the recognition of revenue for various
types of accounts receivable (i.e., real estate and personal property, motor
vehicle excise, etc.) differ between the two statements. This amount represents
the net change in deferred revenue..................... i (461,625)

The issuance of long-term debt (e.g., bonds and leases) provides current financial
resources to governmental funds, while the repayment of the principal of long-
term debt consumes the financial resources of governmental funds. Neither
transaction, however, has any effect on net assets. Also, governmental funds
report the effect of premiums, discounts, and similar items when debt is
first issued, whereas these amounts are deferred and amortized in the
Statement of Activities.

Proceeds frombonds and notes. ..o e (717,895)
Deabt $ervice principal Paymientsi . e s i mos s s 2,627,845
Net effect of reporting long-termdebt......................... 1,909,950

Some expenses reported in the Statement of Activities do not require the use of
current financial resources and, therefore, are not reported as expenditures
in the governmental funds.

Net change in compensated absences accrual....................o 12,000
Net change in accrued interest on long-termdebt...................................... 19,702
Net effect of recording long-term liabilities and amortizing deferred losses. ... 31,702

Internal service funds are used by management to account for health
insurance and workers' compensation activities.

The net activity of internal service funds is reported with Governmental Activities... 255,910
Change in net assets of governmental activities...................... . $ (6.779,699)

See notes to basic financial statements.
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PROPRIETARY FUNDS
STATEMENT OF NET ASSETS

JUNE 30, 2003

ASSETS
CURRENT:

Cash and short-term investments... ...
Working capital deposit...................
Due from other funds.........................

TOTAL ASSETS:....cvwivvas

LIABILITIES
CURRENT:
Warrants payable......................._..

Duetootherfunds.................. .
Health claims payable................. ... ... ..
Oher TabiES . cove somm s i en s oo sms e m s e

WOrkers! i COMPENS S O se e mr o o s S remmmssrr s s

Total current liabilities. ...

NET ASSETS
Unrestricted............................

See notes to basic financial statements.
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Governmental
Activities -
Internal Service
Funds

$ 4,410,486
1,098,400
10,183

5,619,069

628,920
1,146
1,395,000
121
178,000

2,203,187

$ 3,315,882
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PROPRIETARY FUNDS
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS

FISCAL YEAR ENDED JUNE 30, 2003

Governmental
Activities -
Internal Service
Funds

OPERATING REVENUES:
CONIBULONS e D 9,302,005

OPERATING EXPENSES:
Employee benefits ..o im i s sisminissivis s i 9,199,124

OPERATING INCOME (LOSS)... oo 102,881

NONOPERATING REVENUES (EXPENSES):
L ST ETIE T G O T s s e v v s o T Y SV 65,029

INCOME (LOSS) BEFORE
OPERATING TRANSFERS. .. ....oconenmmsis s vinim s s 167,910

OPERATING TRANSFERS:
L 1S =L L1 T T 88,000

CHANGE IN NET:ASSETS.. ..ot oo s i S s 255,910

NET ASSETSAT BEGINNING OF YEAR . ccvisumsvmmmmmmmsron s s 3,059,972

HET ASSETS AT ENDOF YEAR. ..ocovvvmnmmus s msesssss oo o 3,315,882

See notes to basic financial statements.
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PROPRIETARY FUNDS
STATEMENT OF CASH FLOWS

FISCAL YEAR ENDED JUNE 30, 2003

Governmental
Activities -
Internal Service

Funds
CASH FLOWS FROM OPERATING ACTIVITIES:

Receipts from interfund services provided............................................ § 9,292,968

Payments for interfund servicesused.......................................... (9,046,336)
NET CASH FROM OPERATING ACTIVITIES. ..., 246,632
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:

Transfers in................... R e R RS 88,000
CASH FLOWS FROM INVESTING ACTIVITIES:

INVESTMIENt TGOS i T e e e s e e s e 65,029
NET CHANGE IN CASH AND SHORT-TERM INVESTMENTS...................... 399,661
CASH AND SHORT-TERM INVESTMENTS AT BEGINNING OF YEAR 4,010,825
CASH AND SHORT-TERM INVESTMENTS AT END OF YEAR 3 4,410,486
RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH

FROM OPERATING ACTIVITIES:

Operating income: (0S8} xmmamwmeomspemmsr e e s g s 3 102,881

Adjustments to reconcile operating income (loss) to net

cash from operating activities:
Changes in assets and liabilities:
BDUe TomotherTUNAS: . ocump s e e (10,183)
Working capital deposit..................... (155,400)
Warrants payable............... 223,067
Healthclaims payable ... 139,000
Other liabilities.......... e e e Do e e U o 121
Bt other TS uimsre e e s s R s o eamscn 1,146
Workers' compensation..................ooooi (54,000)
Total adjustments. ... 143,751
NET €ASH FROM OPERATINGACTIMITIES . cvvsmssmmrammmnnssismemss 3 246,632

See notes to basic financial statements.
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FIDUCIARY FUNDS
STATEMENT OF FIDUCIARY NET ASSETS

JUNE 30, 2003

Pension
Trust Fund
(as of December Agency
31, 2001) Funds
ASSETS
CURRENT:
Cash and short-term investments................................ § 371,975 $ 197,366
a1 (= | = 39,614,852 -
Interestand dividends .. ccoovc v i vesesiissin sosss e 19,402 =
Receivables, net of allowance for uncollectibles:

Departmental andother...................o 53,959 332,481
TOTAL ASSETS ... oocessissriiass i s S L s s 0 40,060,189 529,847
LIABILITIES

Warrants payable... ... 35,069 20,528

Accriied PavIOl. .. ....c.csmrmrssssesneshiinis sisis iy mmgs st - 54,386

Liabilities due depositors.............ooocovviiii i - 122,439

Deforrad FBVEMUE: . v ve s it s s s s s i i - 332,494
TOTAL LIABILITIES. ..o e 35,069 529,847
NET ASSETS

Held in trust for pension benefits and other purposes...... $ 40,025,120 $ -

See notes to basic financial statements.
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FIDUCIARY FUNDS

STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS

FISCAL YEAR ENDED JUNE 30, 2003

ADDITIONS:
Contributions:

Employer.......
o e T

Total contribUtIONS. ..

Net investment income (loss):

Net change in fair value of investments..............ooo i
[ 1] £=Ti] S —

Total investment income (10SS)...... ...
liess: Invesiment eXPemSe . um e s e s ST B e o S gsern
Net investment inCome (10SS)... ...
IntergevemmIental s s s B i ST i bt s e e
Transfers from other systems.............

TOTAL ADDITIONS . oo cvvmommiiosin s o

DEDUCTIONS:
Administration.............

Transfers to other systems. ...
Retirement benefits and refunds. ...

TOTAL DEDUGTIONS. ... . oo ssmomssorssatssssssssinoness s s s s sy
CHANGE IN NET ASSETS. ... o
NET ASSETS AT BEGINNING OF YEAR s covvienivme sivmsnsssorsrsssstonis o siusse sz

NET ASSETS AT END OF ¥YEAR v s v simum s s e s 005 s 0 50 e s

See notes to basic financial statements.
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Pension
Trust Fund
(as of December
31, 2002)

% 5,726,854
2,053,840

7,780,694

(5,971,083)
407,213

(5,563,870)

(230,856)

(5,794,726)

656,290

66,683

2,708,941

159,251
148,008
9,687,060

9,994,309

(7,285,368)

47,310,488

$ 40,025,120
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Notes to Basic Financial Statements ) Fiscal Year Ended June 30, 2003

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying basic financial statements of the Everett, Massachusetts (the City) have been prepared in
accordance with accounting principles generally accepted in the United States of America (GAAP). The
Governmental Accounting Standards Board (GASB) is the recognized standard-setting body for establishing
governmental accounting and financial reporting principles. The significant accounting policies are described
herein.

A. Reporting Entity

The City is a municipal corporation that is governed by an elected Mayor and an elected City Council.

For financial reporting purposes, the City has included all funds, organizations, account groups, agencies, boards,
commissions and institutions. The City has also considered all potential component units for which it is financially
accountable as well as other organizations for which the nature and significance of their relationship with the City
are such that exclusion would cause the basic financial statements to be misleading or incomplete. As required
by GAAP, these basic financial statements present the City (the primary government) and its component units.
One entity has been included as a component unit in the reporting entity, because of the significance of its
operational and/or financial relationship.

Blended Component Units - Blended component units are entities that are legally separate from the City, but are
so related that they are, in substance, the same as the City or entities providing services entirely or almost entirely
for the benefit of the City. The following component unit is blended within the primary government:

In the Fiduciary Funds:

The Everett Contributory Retirement System (the System) was established to provide retirement benefits to City
employees, the City Housing Authority employees, and their beneficiaries. The System is governed by a five-
member board comprised of the City Auditor (ex-officio), two members elected by the System'’s participants, one
member appointed by the Mayor and one member appointed by the Board members. The System is a legally
separate entity and is presented using the accrual basis of accounting and is reported as a pension trust fund in
the fiduciary fund financial statements.

Availability of Financial Information for Component Unit

The System did not issue a separate audited financial statement. The System issues a publicly available
unaudited financial report in accordance with guidelines established by the Commonwealth of Massachusetts’
(Commonwealth) Public Employee Retirement Administration Commission (PERAC). That report may be
obtained by contacting the System located at 484 Broadway, Everett, Massachusetts 02149.

B. Government-Wide and Fund Financial Statements

Government-Wide Financial Statements

The government-wide financial statements (i.e., statement of net assets and the statement of changes in net
assets) report information on all of the non-fiduciary activities of the primary government and its component unit.
Governmental activities, which are primarily supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which are supported primarily by user fees and charges.
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Notes to Basic Financial Statements _ _ Fiscal Year Ended June 30, 2003

Fund Financial Statements

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds, even
though fiduciary funds are excluded from the government-wide financial statements. Major individual
governmental funds and major individual enterprise funds are reported as separate columns in the fund financial
statements. Nonmajor funds are aggregated and displayed in a single column.

Major Fund Criteria
Major funds must be reported if the following criteria are met:

e [f the total assets, liabilities, revenues, or expenditures/expenses of an individual governmental or
enterprise fund are at least 10 percent of the corresponding element (assets, liabilities, etc.) for all
funds of that category or type (total governmental or total enterprise funds), and

o If the total assets, liabilities, revenues, or expenditures/expenses of the individual governmental
fund or enterprise fund are at least 5 percent of the corresponding element for all governmental

and enterprise funds combined.

Additionally, any other governmental or enterprise fund that management believes is particularly
significant to the basic financial statements may be reported as a major fund.

Internal service funds and fiduciary funds are reported by fund type.

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation

Government-Wide Financial Statements

The government-wide financial statements are reported using the economic resources measurement focus and
the accrual basis of accounting. Under this method, revenues are recorded when earned and expenses are
recorded when the liabilities are incurred. Real estate and personal property taxes are recognized as revenues in
the fiscal year for which they are levied. Grants and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been met.

The statement of activities demonstrates the degree to which the direct expenses of a particular function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific
function or segment. Program revenues include the following:

e Charges to customers or applicants who purchase, use, or directly benefit from goods, services, or
privileges provided by a given function or segment.

» Grants and contributions that are restricted to meeting the operational requirements of a particular
function or segment.

e Grants and contributions that are restricted to meeting the capital requirements of a particular function or
segment.

Taxes and other items not identifiable as program revenues are reported as general revenues.
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Notes to Basic Financial Statements Fiscal Year Ended June 30, 2003

Fund Financial Statements

Governmental fund financial statements are reported using the flow of current financial resources measurement
focus and the modified accrual basis of accounting. Under the modified accrual basis of accounting, revenues
are recognized when susceptible to accrual (i.e., measurable and available). Measurable means the amount of
the transaction can be determined and available means collectible within the current period or soon enough
thereafter to pay liabilities of the current period. Expenditures are recorded when the related fund liability is
incurred, except for unmatured interest on general long-term debt which is recognized when due, and certain
compensated absences, claims and judgments which are recognized when the obligations are expected to be
liquidated with current expendable available resources.

Real estate and personal property tax revenues are considered available if they are collected within 60 days after
fiscal year-end. Investment income is susceptible to accrual. Other receipts and tax revenues become
measurable and available when the cash is received and are recognized as revenue at that time.

Entitlements and shared revenues are recorded at the time of receipt or earlier if the susceptible to accrual criteria
is met. Expenditure driven grants recognize revenue when the qualifying expenditures are incurred and all other
grant requirements are met.

The following major governmental funds are reported:

The general fund is the primary operating fund. It is used to account for all financial resources, except those that
are required to be accounted for in another fund.

The School Building capital projects fund is used to account for financial resources to complete the capital plan
related to all of the City's schools.

The nonmajor governmental funds consist of other special revenue, capital projects and permanent funds that are
aggregated and presented in the nonmajor governmental funds column on the governmental funds financial
statements. The following describes the general use of these fund types:

Proprietary fund financial statements are reported using the flow of economic resources measurement focus and
use the accrual basis of accounting. Under this method, revenues are recorded when earned and expenses are
recorded when the liabilities are incurred.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues
and expenses generally result from providing services and producing and delivering goods in connection with the
proprietary funds principal ongoing operations. All revenues and expenses not meeting this definition are
reported as nonoperating revenues and expenses.

The City currently does not have any significant enterprise activities that meet the GASB criteria that require the
use of enterprise funds.

The following proprietary fund is reported:
The internal service fund is used to account for the financing of services provided by one department to other

departments or governmental units. This fund is used to account for risk financing activities related to employee
health insurance, workers' compensation, municipal building insurance and other liability insurance.
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Notes to Basic Financial Statements . Fiscal Year Ended June 30, 2003

Fiduciary fund financial statements are reported using the flow of economic resources measurement focus and
use the accrual basis of accounting. Fiduciary funds are used to account for assets held in a trustee capacity for
others that cannot be used to support the governmental programs.

The following fiduciary fund types are reported:

The pension trust fund is used to account for the activities of the System, which accumulates resources to provide
pension benefits to eligible retirees and their beneficiaries.

The agency fund is used to account for assets held in a purely custodial capacity.

Government-Wide and Fund Financial Statements

For the government-wide financial statements, and proprietary and fiduciary fund accounting, all applicable
Financial Accounting Standards Board (FASB) pronouncements issued on or prior to November 30, 1989, are

applied, unless those pronouncements conflict with or contradict GASB pronouncements.

D. Cash and Investments

Government-Wide and Fund Financial Statements

Cash and cash equivalents are considered to be cash on hand, demand deposits and short-term investments with
an original maturity of three months or less from the date of acquisition. Investments are carried at fair value.

E. Accounts Receivable

Government-Wide and Fund Financial Statements

The recognition of revenue related to accounts receivable reported in the government-wide financial statements
and the proprietary funds and fiduciary funds financial statements are reported under the accrual basis of
accounting. The recognition of revenue related to accounts receivable reported in the governmental funds
financial statements are reported under the modified accrual basis of accounting.

Real Estate, Personal Property Taxes and Tax Liens

Real estate and personal property taxes are levied and based on values assessed on January 1% of every year.
Assessed values are established by the Board of Assessor’s for 100% of the estimated fair market value. Taxes
are due on December 29" and May 1* and are subject to penalties and interest if they are not paid by the
respective due date. Real estate and personal property taxes levied are recorded as receivables in the fiscal year

of the levy.

Real estate tax liens are processed by the fourth quarter of every fiscal year on delinquent properties and are
recorded as receivables in the fiscal year they are processed.

Real estate receivables are secured via the tax lien process and are considered 100% collectible. Accordingly,
an allowance for uncollectibles is not reported.

Personal property taxes cannot be secured through the lien process. The allowance of uncollectibles is estimated
based on historical trends and specific account analysis.
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Notes to Basic Financial Statements Fiscal Year Ended June 30, 2003

Motor Vehicle Excise

Motor vehicle excise taxes are assessed annually for each vehicle registered and are recorded as receivables in
the fiscal year of the levy. The Commonwealth is responsible for reporting the number of vehicles registered and
the fair values of those vehicles. The tax calculation is the fair value of the vehicle multiplied by $25 per $1,000 of
value.

The allowance for uncollectibles is estimated based on historical trends and specific account analysis.

Water and Sewer

User fees are levied quarterly based on individual meter readings and are subject to penalties and interest if they
are not paid by the respective due date. Unbilled user fees are estimated at year-end and are recorded as
revenue in the current period. Water and Sewer liens are processed in December of every year and included as
a lien on the property owner’s tax bill. Water and Sewer charges and liens are recorded as receivables in the
fiscal year of the levy.

Since the receivables are secured via the lien process, these accounts are considered 100% collectible and
therefore do not report an allowance for uncollectibles.

Departmental and Other

Departmental and other receivables consist primarily of police and fire details and are recorded as receivables in
the fiscal year accrued. The allowance of uncollectibles is estimated based on historical trends and specific
account analysis.

Intergovernmental

Various federal and state grants for operating and capital purposes are applied for and received annually. For
non-expenditure driven grants, receivables are recorded as soon as all eligibility requirements imposed by the
provider have been met. For expenditure driven grants, receivables are recorded when the qualifying
expenditures are incurred and all other grant requirements are met.

These receivables are considered 100% collectible and therefore do not report an allowance for uncollectibles.
Loans

The Department of Planning and Economic Development administers loan programs that provide housing
assistance to residents and capital needs assistance for small businesses. Upon issuance, a receivable is

recorded for the principal amount of the loan.

F. Inventories
Government-Wide and Fund Financial Statements

Inventories are recorded as expenditures at the time of purchase. Such inventories are not material in total to the
government-wide and fund financial statements, and therefore are not reported.
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Notes to Basic Financial Statements _ Fiscal Year Ended June 30, 2003

G. Capital Assets

Government-Wide Financial Statements

Capital assets, which include land, land improvements, buildings, machinery and equipment, and infrastructure
(e.g., roads, water mains, sewer mains, and similar items), are reported in the applicable governmental or
business-type activity column of the government-wide financial statements, and the proprietary fund financial
statements. Capital assets are recorded at historical cost, or at estimated historical cost, if actual historical cost is
not available. Donated capital assets are recorded at the estimated fair market value at the date of donation.
Except for the capital assets of the governmental activities column in the government-wide financial statements,
construction period interest is capitalized on constructed capital assets.

All purchases and construction costs in excess of $5,000 are capitalized at the date of acquisition or construction,
respectively, with expected useful lives of greater than cne year.

Capital assets (excluding land) are depreciated on a straight-line basis. The estimated useful lives of capital
assets are as follows:

Estimated
Useful
Life
Capital Asset Type (in years)
Land improvements.............ccooeco 5-50
Buildings................ooo 5-50
Machinery and equipment......................... 3-20
1171541 Ha) (1] (= SO S S, 10-50
Library BeoKS varssmmnmamsnmvsnie 10
School bookS...................... . 5
Vehicles. ... b

The cost of normal maintenance and repairs that do not add to the value of the assets or materially extend asset
lives are not capitalized and are treated as expenses when incurred. Improvements are capitalized.

Governmental Fund Financial Statements

Capital asset costs are recorded as expenditures in the acquiring fund in the fiscal year of the purchase.

|. Interfund Transfers

During the course of its operations, resources are permanently reallocated between and within funds. These
transactions are reported as operating transfers in and operating transfers out.

Government-Wide Financial Statements
Transfers between and within governmental funds and internal service funds are eliminated from the

governmental activities in the statement of net assets. Any residual balances outstanding between the
governmental activities and business-type activities are reported in the statement of activities as “Transfers, net”.
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Fund Financial Statements

Transfers between and within funds are not eliminated from the individual fund statements and are reported as
transfers in and transfers out.

J. Deferred Revenue

Deferred revenue at the governmental fund financial statement level represents billed receivables that do not
meet the available criterion in accordance with the current financial resources measurement focus and the
modified accrual basis of accounting. Deferred revenue is recognized as revenue in the conversion to the
government-wide (full accrual) financial statements.

K. Net Assets and Fund Equity

Government-Wide Financial Statements (Net Assels)

Net assets are reported as restricted when amounts that are not available for appropriation or are legally
restricted by outside parties for a specific future use.

Net assets have been “restricted for” the following:
“Loans” represents community development outstanding loans receivable balances.

“Permanent funds - expendable” represents amounts held in trust for which the expenditures are restricted by
various trust agreements.

“Permanent funds - nonexpendable” represents amounts held in trust for which only investment earnings may be
expended.

“Other specific purposes” represents restrictions placed on assets from outside parties.

Fund Financial Statements (Fund Balances)

Fund balances are reserved for amounts that are not available for appropriation or are legally restricted by outside
parties for a specific future use. Designations of fund balance represent tentative management plans that are
subject to change.

Fund balances have been “reserved for” the following:

"Encumbrances and continuing appropriations” represents amounts obligated under purchase orders, contracts
and other commitments for expenditures that are being carried over to the ensuing fiscal year.

“Loans” represents community development outstanding loans receivable balances.

“Perpetual permanent funds” represents amounts held in trust for which only investment earnings may be
expended.
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Notes to Basic Financial Statements . Fiscal Year Ended June 30, 2003

L. Long-term debt

Government-Wide and Proprietary Fund Financial Statements

Long-term debt is reported as liabilities in the government-wide and proprietary fund statement of net assets.
Material bond premiums and discounts are deferred and amortized over the life of the bonds using the effective
interest method. Bonds payable are reported net of the applicable bond premium or discount.

Governmental Fund Financial Statements

The face amount of governmental funds long-term debt is reported as other financing sources. Bond premiums
and discounts, as well as issuance costs, are recognized in the current period. Bond premiums are reported as
other financing sources and bond discounts are reported as other financing uses. Issuance costs, whether or not
withheld from the actual bond proceeds received, are reported as general government expenditures.

N. Investment Income

Excluding the permanent funds, investment income derived from major and nonmajor governmental funds is
legally assigned to the general fund unless otherwise directed by Massachusetts General Law (MGL).

O. Compensated Absences

Employees are granted vacation and sick leave in varying amounts based on collective bargaining agreements,
state laws and executive policies.

Government-Wide and Proprietary Fund Financial Statements
Vested or accumulated vacation and sick leave are reported as liabilities and expensed as incurred.
Governmental Fund Financial Statements

Vested or accumulated vacation and sick leave, which will be liquidated with expendable available financial
resources, are reported as expenditures and fund liabilities.

P. Post Retirement Benefits

Government-Wide and Fund Financial Statements

In addition to providing pension benefits, health insurance coverage is provided for retired employees and their
survivors in accordance with MGL, Chapter 32, on a pay-as-you-go basis. The City recognizes the cost of
providing health insurance by recording its share of insurance premiums in the General Fund in the fiscal year
paid. For the fiscal year ended June 30, 2003, this expense/expenditure totaled approximately $3,158,000.
There were approximately 145 participants eligible to receive benefits at June 30, 2003.

In addition, the Commonwealth charges the City its share of the costs related to Teachers who retired from the

City. For the fiscal year ended June 30, 2003, this expense/expenditure totaled $1,039,689 and is reported as a
state and county charge. The Commonwealth does not disclose the number of participants.
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Q. Use of Estimates

Government-Wide and Fund Financial Statements

The preparation of basic financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure for contingent assets
and liabilities at the date of the basic financial statements and the reported amounts of the revenues and
expenditures/expenses during the fiscal year. Actual results could vary from estimates that were used.

R. Total Column

Government-Wide Financial Statements

The total column presented on the government-wide financial statements represents consolidated financial
information.

Fund Financial Statements

The total column on the fund financial statements is presented only to facilitate financial analysis. Data in this
column is not the equivalent of consolidated financial information.

NOTE 2 - CASH AND INVESTMENTS

A cash and investment pool is maintained that is available for use by all funds. Each fund type's portion of this
pool is displayed on the combined balance sheet as "Cash and Short-term Investments”. The deposits and
investments of the trust funds are held separately from those of other funds.

Statutes authorize the investment in obligations of the U.S. Treasury, agencies, and instrumentalities, certificates
of deposit, repurchase agreements, money market accounts, bank deposits and the State Treasurer's Investment
Pool (the Pool). In addition, there are various restrictions limiting the amount and length of deposits and
investments.

The Pool meets the criteria of an external investment pool. The Pool is administered by the Massachusetts
Municipal Depository Trust (MMDT), which was established by the Treasurer of the Commonwealth who serves
as Trustee. The fair value of the position in the Pool is the same as the value of the Pool shares.

Short-term investments and investments are classified as to collateral risk into the following three categories:

Category 1: Insured or registered, or securities held by the City or its agent in the City's name.

Category 2: Uninsured and unregistered, with securities held by the counterparty's trust department or agent
in the City's name.

Category 3: Uninsured and unregistered, with securities held by the counterparty, or its trust department or
agent but not in the City's name.

At fiscal year-end, the carrying amount of deposits totaled $50,138,381 and the bank balance totaled

$51,379,878. Of the bank balance, $700,000 was covered by Federal Depository Insurance, $10,336,792 was
covered by the Depositors Insurance Fund, and $40,343,086 was uninsured and uncollateralized.
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Fiscal Year Ended June 30, 2003

At December 31, 2002, the carrying amount of deposits for the System totaled $54, 612 and the bank balance of

$414,123 was covered by Federal Depository Insurance.

The following details the carrying amount of cash and short-term investments and investments as reported in the

basic financial statements at June 30, 2003:

Cash balances (excluding the System)
at June 30, 2003

Checking, savings and NOW accounts.............................
Certificates of deposit.............oooiiiiiiiiii
Money market deposits.............cocoooi i

Total Barving amolntof EA5N e

Investments not subject to categorization:

LY | B 1 e —

Money markel mutual fungs. ..o sou s snmssmsmmses

Investments subject to categorization (Category 3):

U.S. government SECUNHES. ....uvw i s sossmvansicn st

Total investments. .. ...

Total cash and short-term investments and

investments of the Town at June 30, 2003.....................

System cash balances at December 31, 2002:

Checking, savings and NOW accounts.............................

Investments not subject to categorization:

Money market mutual funds...................oo

Investments subject to categorization (Category 3):

U.S. government SECUMIES... ....c..ovvererrcoiieeairiie i cvennn s,
Equity securities... ...
Fixed Ncome:SeCURNIES: oo s s i
International Secunities. .. oo s i s o in s

Total investments. .. ...

Total cash and short-term investments and investments

of the System at December 31,2002............................

Total cash and short-term investments and
investments as reported on the

financial StatemeEntS.......o.oeeeeeeevren et eeieeiiri i vianans

City of Everett, Massachusefts 30

Cash and
Short-term

Investments Investments Total
18,650,467 - % 18,650,467
4.190,191 = 4,190,191
27.297.723 - 27,297,723
50,138,381 - 50,138,381
1,613,259 - 1,613,259
178,868 - 178,868
- 905,068 905,068
1,792,127 905,068 2,697,195
51,930,508 905,068 52,835,576
54613 - 54613
317,363 - 317,363
- 121,676 121,676
- 37,089,164 37,089,164
- 332,144 332,144
- 2,071,868 2,071,868
317,363 39,614,852 39,932,215
371,976 39,614,852 39,986,828
52,302,484 40,519,920 $ 92,822,404
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NOTE 3 - RECEIVABLES

At June 30, 2003, receivables for the individual major, non-major governmental funds and internal service funds in
the aggregate, including the applicable allowances for uncollectible accounts, are as follows:

Allowance
Gross for Net
Amount Uncollectibles Amount
Receivables:

Real estate and personal property taxes............... $ 1,858,951 % (735,805) % 1,123,146
T TS e s e R S SR 1,952,200 - 1,952,200
Motor vehicle and other excise taxes................... 1,264,952 (480,129) 784,823
USEr fEBS . . oot e e e e 3,960,422 - 3,960,422
Departmental and other......................... 100,855 - 100,855
Intergovernmental.................o 36,165,674 2 36,165,674
roT | L e 595,004 - 595,004
Total.. oo i B 45,808,058 § (1,215,934) $ 44,682,124

Governmental funds report deferred revenue in connection with receivables for revenues that are not considered
to be available to liquidate liabilities of the current period. At the end of the current fiscal year, the various
components of deferred revenue reported in the governmental funds were as follows:

Other
General Governmental
Fund Funds Total
Receivable and other asset type:
Real estate and personal property taxes............... § 845593 $ - % 845,593
TARBES. ... o o e e T s T e 1,952,200 - 1,952,200
Motor vehicle and other excise taxes................... 784,823 - 784,823
Userfees. . .ooou i e e 3,960,422 - 3,960,422
Departmental and other...................o. 100,855 - 100,855
Intergovernmental.................. 35,321,032 844,642 36,165,674
Tax foreclosures. .. ... 685,793 - 685,793
5 (o] r- | LR ———————mee e . 11151510 5 844,642 $ 44,495 360
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NOTE 4 - CAPITAL ASSETS

Capital asset activity for the fiscal year ended June 30, 2003, was as follows:

Governmental Activities

Governmental Activities:
Capital assets not being depreciated:

Capital assets being depreciated:

Land improvements.........

Buildings.....ooo i
Machinery and equipment... ...
Vehitleswmnmnmnenraasr s s nrnsaicatm
TextboKS. ..o
LIBEATY: DOOKS: . commnmmmmmmmm s s s s e v s
£ T4 (0 L€ A o

Total capital assets being depreciated............ ...

Less accumulated depreciation for:

Land improvements..............o.iii

Machinery and equipment......................e

NahWlas o nvaes oo e - e
TextbOKS. .. ..o
Libieany BOOKS. copossmmmermemmmrsa e s s
Infrastraciing, v ummaassnn Do

Total accumulated depreciation........................

Total capital assets being depreciated, net....................

Total governmental activities capital assets, net..............

nded June 30, 2003

Beginning Ending

Balance Increases Decreases Balance
3,380,387 % 1,169290 § - 8 4,549 677
1,151,120 § -3 - % 1,151,120
80,106,552 4,015,446 - 84,121,998
5,435,695 217,160 - 5,652,855
3,447 970 646,509 - 4,094,479
1,278,840 31,764 - 1,310,604
1,506,000 106,567 1,612,567
49,053,242 1,729,304 - 50,782,546
141,979,419 6,746,750 - 148,726,169
(110,710) (38,372) - (149,082)
(12,565,494) (1,853,403) - (14,418,897)
(2,893,709) (622,387) - (3,516,096)
(1,666,343) (287,296) - (1,953,639)
(772,359) (138,178) - (910,537)
(858,921) (251,702) - (1,110,623)
(17,279,834) (758,810) - (18,038,644)
(36,147,370) (3,950,148) - (40,097,518)
105,832,049 2,796,602 - 108,628,652
109,212.436 3% 3965892 § - 3 113,178,329

Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental Activities:

General government...........oo
PUBIIC SATELY. o, womrvvsmmsmummnmvs s e s s e s S8y LRSI S S s s 5 e
EdUCatiON.
PUBIC WOTKS. .
H U A S B INICE S ks s e e e A T e S R e s
CUtuTe and TeCrBaliON e v i £ 5ms as aah bh e b oser s s Aom it e et e e

Total depreciation expense - governmental activities...................................

City of Everett, Massachusetts
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$ 92,977
331,077
2,021,622
1,056,472
1,560

446,440

$ 3,950,148
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NOTE 5 — INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS

Interfund transfers for the fiscal year ended June 30, 2003, are summarized as follows:

Operating Transfers In:

Nonmajor Internal
General Governmental Service
Operating Transfers Out: Fund Funds Funds Total
GeneralFund.................... $ - $ 250619 $ 88000 $ 338619
Nonmajor Governmental Fun 4,176,919 - - 4176,919
Total..........oeeeeeiiii... % 4176919 $ 250619 § 88,000 $ 4515538

NOTE 6 — SHORT-TERM FINANCING

Short-term debt may be authorized and issued to fund the following:

s Current operating costs prior to the collection of revenues through issuance of revenue or tax anticipation
notes (RANS or TANS).

e Capital project costs and other approved expenditures incurred prior to obtaining permanent financing through
issuance of bond anticipation notes (BANS) or grant anticipation notes (GANS).

Short-term loans are general obligations and carry maturity dates that are limited by statute. Interest
expenditures and expenses for short-term borrowings are accounted for in the general fund.

Details related to the short-term debt activity for the fiscal year ended June 30, 2003, is as follows:

Balance at Balance at
Rate June 30, Renewed/ Retired/ June 30,
Purpose (%) Due Date 2002 Issued Redeemed 2003
Public works facility................................ 103 3/12/2004 % 3,865,000 $ - % 215,000 $ 3,650,000
School building construction..................... 3.25 9/12/2002 30,000,000 = 30,000,000 -
School building construction..................... 313 9/12/2002 5,000,000 = 5,000,000 -
School building construction.....................  2.50 9/12/2003 - 35,000,000 - 35,000,000
Chapter 309 of the Acts of 2002 Note......... 1.48 10/1/2003 - 6,135,000 - 6,135,000
TORALL. oo e s RIS $ 38865000 $ 41135000 $ 35215000 $ 44,785,000
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NOTE 7 - LONG-TERM DEBT

Under the provisions of Chapter 44, Section 10, Municipal Law authorizes indebtedness up to a limit of 2 1/2% of
the equalized valuation. Debt issued in accordance with this section of the law is designated as being "inside the
debt limit". In addition, however, debt may be authorized in excess of that limit for specific purposes. Such debt,
when issued, is designated as being "outside the debt limit".

During fiscal year 1999, certain general obligation bonds were defeased by placing the proceeds of bonds in an
irrevocable trust to provide for all future debt service payments on the refunded bonds. Accordingly, the trust
account’'s assets and liabilities for the defeased bonds are not included in the basic financial statements. At June

30, 2003, approximately $950,000 of bonds outstanding from the advance refunding is considered defeased.

Details related to the outstanding indebtedness at June 30, 2003, and the debt service requirements are as

follows:

Bonds and Notes Payable Schedule - Governmental Funds

Interest Outstanding Qutstanding
Rate at June 30, at June 30,

Project (%) 2002 Issued Redeemed 2003
School Remodeling 1995....................... 564% $ 50,000 -3 50,000 -
Land acquisition 1995... ... ... 5.64% 61,550 - 11,050 50,500
Energy Conservation 1995...................... 5.64% 44 250 - 27250 17,000
HVAG 1995, 0men s s 5.64% 210,000 - 70,000 140,000
Fire Truck 1995, ... ... .. i, 5.64% 186,200 - 35,700 150,500
Roof Repairs 1995 ... ... .. ... ... 5.64% 48,000 - 16,000 32,000
911 Police and Fire Comm. System........ . 5.53% 175,000 - 35,000 140,000
Department of Public Works Equipment. .. .. 5.53% 820,000 - 90,000 730,000
MWRAWaterBond............................... 0.00% 30,312 - 30,312 -
MWRA WaterBond............................... 0.00% 75,900 - 37,950 37,950
MWRAWater Bond . comasmm s 0.00% 28,200 - 14,100 14,100
General Obligation Refunding Bonds... ... ... 4.35% 1,225,000 - 225,000 1,000,000
General Obligation School 2000............... 5.75% 37,680,000 - 1,260,000 36,420,000
General Obligation School 2001............... 6.00% 15,600,000 - 535,000 15,065,000
MWRA SewerBond............................... 0.00% 327,612 - 81,903 245,709
MWRA WaterBond............................... 0.00% 488,612 - 54,290 434,322
MWRA WaterBond......................o.... 0.00% 542,902 - 54 290 488,612
MWRA WaterBond.....c.ocomiiiimniis 0.00% - 382,030 - 382,030
MWRA WaterBond............................... 0.00% - 335,865 - 335,865
Total ... $ 57593538 $ 717895 $ 2627845 $ 55683588
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Debt service requirements for principal and interest for Governmental bonds payable in future fiscal years are as
follows:

Fiscal Year Principal Interest Total
2004............ $ 2787526 $ 2923968 $ 5711494
2005............ 2,835,476 2,779,782 5,615,258
52 0] 0] S —— 2,745 476 2,640,269 5,385,745
o 2,778,572 2,677,067 5,455,639
2008............ 2,798,573 2,489,731 5,288,303
2009..c.cnimasn 2,697,166 2,231,145 4,928,311
2010000 s 2,837,168 2,098,552 4,935,719
2011, 2,987,168 1,956,687 4,943,855
2012 3,077,878 1,798,252 4,876,130
740y [ TTR— 3,123,586 1,623,496 4747082
2004 ... 3,255,000 1,439,615 4,694,615
2015............ 3,445,000 1,245,424 4,690,424
2016............ 3,635,000 1,039,552 4,674,552
2017 s 3,835,000 826,759 4,661,759
2018............ 4,050,000 606,487 4,656,487
2019.......... 4,280,000 373,037 4,653,037
202020000000 4,515,000 126,544 4,641,544
Total ........... $ 55683588 $ 28,876,366 & 84,559,954

The Massachusetts Water Resource Authority (MWRA) operates an Infiltration/Inflow Financial Assistance
Program for community owned collection systems. For each community approved for the project, financial
assistance received from the MWRA consists of 25% as a grant and 75% as a non-interest bearing loan. At June
30, 2003, the outstanding principal amount of these loans totaled $1,938,588.

The Commonwealth has approved school construction assistance. The assistance program, which is
administered by the School Building Assistance Bureau, provides resources for future debt service of general
obligation school bonds outstanding. During fiscal year 2003, approximately $3,022,000 of such assistance was
received. Approximately $51,369,000 will be received in future fiscal years. Of this amount, approximately
$16,048,000 represents reimbursement of long-term interest costs, and approximately $35,321,000 represents
reimbursement of approved construction costs. Accordingly, a $35,321,000 intergovernmental receivable and
corresponding deferred revenue have been reported in governmental fund financial statements. The deferred
revenue has been recognized as revenue in the conversion to the government-wide financial statements.
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The City is subject to various debt limits by statute and may issue additional general obligation debt under the
normal debt limit. At June 30, 2003, the City had the following authorized and unissued debt:

Purpose Amount
Sehool bulding. ... cumive s cvmmmmiass § 27,119:000
Public works facilily.. ..o s s o 816
Water construction projects............................... 3.578.351
Chapter 309 of the Acts of 2002 Debt.................. 3,365,000
CW:02=31 1 EW - SREN1204 s oo 450,000
Total....coococii . % 34513147

Changes in Long-term Liabilities

During the fiscal year ended June 30, 2003, the following changes occurred in long-term liabilities:

Beginning Ending Current
Balance Additions Reductions Balance Portion

Long-Term Bonds and Notes... .. $ 67593538 $§ 717,895 $ (2,627,845) $ 55683588 $ 2,787,526

Compensated Absences........... 1,352,000 - (12,000) 1,340,000 899,045
Health claims.cooeevivies aon o 1,256,000 139,000 - 1,395,000 1,395,000
Workers' compensation............ 232,000 - (54,000) 178,000 178,000
Court Judgements................... 840,000 329,290 (1,169,290) - -

Total. oo 9 61,273,588 § 1,186,165 $ (3.863,135) % 58596588 § 5259571

Internal service funds predominantly serve the governmental funds. Accordingly, the internal service fund's long-
term liabilities are included as part of the governmental activities totals above. At fiscal year end, $178,000 of
internal service funds accrued liabilities for Worker's Compensation is included above. Except for the amounts
related to the internal service funds, the governmental activities long-term liabilities are generally liquidated by the

general fund.

NOTE 8 — RISK FINANCING

The City is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets; errors
and omissions; and natural disasters for which the City carries commercial insurance. The amount of claim
settlements has not exceeded insurance coverage in any of the previous three fiscal years.

City of Everett, Massachusetts 36 Basic Financial Statements



Notes to Basic Financial Statements ] ] Fiscal Year Ended June 30, 2003

The City is self-insured for its health insurance and workers’ compensation activities. These activities are
accounted for in the internal service fund where revenues are recorded when earned and expenses are recorded

when the liability is incurred.
(a) Health Insurance

The estimate of Incurred But Not Reported (IBNR) claims is based on a three month claims paid average.
At June 30, 2003, the amount of the liability for health insurance claims totaled $1,395,000. This liability
is the best estimate based on available information. Changes in the reported liability since July 1, 2001,
are as follows:

Current Year

Balance at Claims and Balance at
Beginning of Changes in Claims Fiscal
Fiscal Year Estimate Payments Year-End
Fiscal Year 2002........... $ 1,125,000 $ 8,653,557 $ (8,422,557) $ 1,256,000
Fiscal Year 2003........... 1,256,000 9,841,075 (9,702,075) 1,395,000

(b) Workers' Compensation

Workers’ compensation claims are administered by a third party administrator and are funded on a pay-
as-you-go basis from annual appropriations. The estimated future workers' compensation liability is

based on history and injury type.

At June 30, 2003, the amount of the liability for workers’ compensation claims totaled $178,000.
Changes in the reported liability since July 1, 2001, are as follows:

Current Year

Balance at Claims and Balance at
Beginning of Changes in Claims Fiscal
Fiscal Year Estimate Payments Year-End
Fiscal Year 2002........... $ 301,500 $ 77,500 $ (147,000) $ 232,000
Fiscal Year 2003........... 232,000 51,000 (105,000) 178,000

NOTE 9 - PENSION PLAN

Plan Description - The City contributes to the System, a cost-sharing multiple-employer defined benefit pension
plan administered by the Everett Retirement Board. Substantially all employees are members of the System,
except for public school teachers and certain administrators who are members of the Commonwealth of
Massachusetts’ Teachers Retirement System (MTCRS) to which the City does not contribute. Pension benefits
and administrative expenses paid by the Teachers Retirement Board are funded by the Commonwealth of
Massachusetts (the Commonwealth). The amount of these on-behalf payments totaled approximately $5,203,000
for the fiscal year ended June 30, 2003, and, accordingly, is reported in the City's General Fund as
Intergovernmental Revenues and Pension Expenditures.
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The System provides retirement, disability and death benefits to plan members and beneficiaries. Chapter 32 of
the MGL assigns authority to establish and amend benefit provisions of the plan. Cost of living increases granted
between 1981 and 1997 are funded by the Commonwealth. Cost of living increases granted after 1997 are the
responsibility of the System. The System issues a publicly available financial report in accordance with guidelines
established by the Commonwealth’s Public Employee Retirement Administration Commission. That report may
be obtained by contacting the System located at 484 Broadway, Everett, Massachusetts, 02149.

At December 31, 2002, the System’s membership consists of the following:

Active members... ... 605
I e S ]S 91
Disabled members. .. ... ... 69
Retirees and beneficiaries currently receiving benefits... ... ... 532

] £ T 1297

Funding Policy - Plan members are required to contribute to the System at rates ranging from 5% to 11% of
annual covered compensation. The City is required to pay into the System its share of the system-wide actuarial
determined contribution that are apportioned among the employers based on active current payroll. The current
apportionment required the City to contribute 95% of the annual pension cost of employers. The contributions of
plan members and the City are governed by Chapter 32 of the MGL.

Annual Pension Cost - The City’s contributions to the System for the fiscal years ended June 30, 2003, 2002, and
2001 were $5,238,750, $5,036,064, and $4,415,888, respectively, which equaled its required contribution for each
fiscal year. At June 30, 2003, the City did not have a net pension obligation. The required contribution was
determined as part of the January 1, 2001, actuarial valuation using the entry age normal actuarial cost method.
The actuarial assumptions included an 8.5 % investment rate of return and projected salary increases of 5.5% per
year. The actuarial value of the System's assets was determined using the fair value of the assets. The System's
unfunded actuarial accrued liability is being amortized as a level percentage of projected payroll. The remaining
amortization period at January 1, 2001, was 28 years.

Schedule of Funding Progress
(Dollar amounts in thousands)

Actuarial UAAL as a

Actuarial Accrued Unfunded Percentage

Actuarial Value of Liability (AAL) AAL Funded Covered of Covered
Valuation Assets Entry Age (UAAL) Ratio Payroll Payroll

Date (A) (B) (B-A) (A/B) (C) ((B-A)/C)

1/1/2001 § 51,660 $ 113,565 § 61,905 455% $ 21,179 292.3%

1/1/1999 55,875 108,557 52,682 51.5% 18,994 277.4%

1/1/1998 53,566 100,338 46,772 53.4% 16,895 276.8%

1/1/1997 45,601 86,143 40,542 52.9% 16,403 247 2%

1/1/1994 36,476 79,028 42,552 46.2% 13,262 320.9%

Noncontributory Retirement Allowance — The City pays the entire retirement allowance for certain retirees who
are eligible for noncontributory benefits and are not members of the System. The general fund expenditure for
fiscal year 2003 totaled approximately $290,000.
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NOTE 10 - COMMITMENTS

The City is in the process of constructing the new Lafayette Elementary School, the new English Elementary
School. the new Keverian Elementary School, the Parlin Junior High School and the new Everett High School and
water construction projects and as a result has authorized expenditures of approximately $104,800,000. The City
has expended approximately $62,757,000 on these contracts through June 30, 2003. The City is funding the
projects through the issuance of bonds.

NOTE 10 — PAYMENT IN LIEU OF TAXES AND TAX INCREMENT FINANCING AGREEMENT

The City entered into an agreement on December 10, 1999, with Sithe Mystic LLC (Sithe), a limited liability
company for annual payments in lieu of property taxes with respect to the Mystic Station Power Plant (the Existing
Plant), owned by Sithe. The agreement was made due to the desire and need of both parties to have an accurate
projection of their respective expenses and revenues with respect to the Existing Plant. A twenty-year agreement
for payments in lieu of taxes has been entered into commencing July 1, 2000, and ending June 30, 2020.

A second tax increment financing agreement was made on December 10, 1999, related to land on Dexter Street
owned by Sithe. The agreement calls for a tax increment exemption to Sithe where the City shall receive an
annual tax payment calculated in accordance with the agreement. Sithe proposes to construct and operate (or
one or more of its affiliates construct and/or operate) a 1600+ megawatt electric generating power facility (the
Project). The City and Sithe agree that construction and operation of the Project will benefit the City by locating a
state-of-the-art energy facility within the City that will provide an assured revenue stream. The exemption term is
from July 1, 2000, to June 30, 2020. Sithe will make combined payments for the tax increment financing
agreement and the agreement for payment in lieu of taxes as follows:

Total
Fiscal Year Payments
2004............. % 17,900,000
2005............. 17,900,000
2006............. 17,900,000
2007............. 17,900,000
2008............. 17,900,000
2009............. 17,900,000
2010............. 17,900,000
2.4 1 1 15,000,000
2012............. 15,000,000
2013............. 15,000,000
2014............. 15,000,000
2015............. 15,000,000
2016............. 15,000,000
2017............. 15,000,000
2018............. 15,000,000
2019............. 15,000,000
2020............. 15,000,000
Total............. $275,300,000

During fiscal year 2003, the City received $17,900,000 in property taxes from Sithe.
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NOTE 11 - CONTINGENCIES

Various legal actions and claims are pending against the City. Litigation is subject to many uncertainties and the
outcome of individual litigated matters is not always predictable. Although the amount of liability, if any, at June
30, 2003, cannot be ascertained, management believes any resulting liability should not materially affect the
financial position of the City at June 30, 2003.

The City participates in a number of federal financial assistance programs. Although the City grant programs
have been audited in accordance with the provisions of the Single Audit Act Amendments of 1996 through June
30, 2003, these programs are still subject to financial and compliance audits. The amount, if any, of expenditures
which may be disallowed by the granting agencies cannot be determined at this time, although the City expects
such amounts, if any, to be immaterial.

NOTE 12 - NEW LAFAYETTE SCHOOL

The Commonwealth enacted Chapter 309 of the Acts of 2002 that authorized the City to borrow $9,500,000 for
the cost of additional work required by construction problems relating to the City’s new Lafayette school. The
additional work includes transporting students to an alternative site due to the delay in opening the school, the
cost of the utilities required with respect to the school during the period that the additional work is carried out,
costs with respect to the retrofitting of school facilities to accommodate students displaced by the additional work
and other costs associated with the additional work and costs currently subject to litigation among the City and
certain other entities involved in the construction of the school.

During FY2003, the City issued $6,135,000 in short-term debt and expended approximately $4,800,000 in capital
repairs and additional cost associated with the delayed opening. The School opened in September 2003 after the
proper repairs were made. The City will vigorously pursue a settlement for all of the costs incurred however due
to the uncertainty of litigation has not recorded the expected reimbursement.

NOTE 13 — IMPLEMENTATION OF NEW GASB PRONOUNCEMENTS

During fiscal year 2003, the following GASB pronouncements were implemented:

» Statement #34, Basic Financial Statements — and Management's Discussion and Analysis — for State and
Local Governments

» Statement #37, Basic Financial Statements — and Management's Discussion and Analysis - for State and
Local Governments; Omnibus

» Statement #38, Certain Financial Statement Note Disclosures
The pronouncements identified above are all related to the new financial reporting requirements as defined in
Statement #34. Fiscal year 2003 is the required implementation date. The most significant changes required by
the new financial reporting standards are as follows:

» Management's discussion and analysis.

» Basic financial statements, which include:

o Government-wide financial statements, prepared using the economic resources measurement
focus and the accrual basis of accounting.
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o Fund financial statements, consisting of a series of statements that focus on major governmental

and enterprise funds.

o Schedules to reconcile the fund financial statements to the government-wide financial statements.

o Notes to the basic financial statements.

As a result of implementing these pronouncements, the following restatements have been made to beginning fund

balances and net assets:

Fund Financial Statements

The following beginning fund balances have been restated to reflect the change in focus of reporting from generic
fund types to major funds and to record an interest expense accrual:

6/30/2002

Previously Reclass to 6/30/2002

Reported Other Restated

Description Balances Funds Adjustments Balances
General Fund.........cc............... ' $ 6881413 $ (3,059,972) $ (923,755) $ 2,897,686
Special Revenue Fund.............. 3,683,799 (3,683,799) - -
Capital Projects Fund................ (4,552,691) 4,552,691 - -
Expendable Trust Fund............. 8,657,217 (8,657,217) - -
Nonexpendable Trust Fund........ 1,256,910 (1,256,910) - -
Internal Service Fund................ - 3,059,972 - 3,059,972
School Construction.................. - (2,174,169) - (2,174,169)
Nonmajor Governmental Funds.. - 11,219,404 - 11,219,404
TBEL.. ... anmassiisscenay: B 19926648 5§ = $ (923,755) $ 15,002,893

Future Implementation of GASB Pronouncements

The GASB issued Statement #39, Determining Whether Certain Organizations are Component Units, an

Al 1R AL R A

Amendment of GASB Statement #14, which is required to be implemented during fiscal year 2004. Management
has yet to determine if this pronouncement will significantly impact the basic financial statements.

The GASB issued Statement #40, Deposit and Investment Risk Disclosures, an Amendment of GASB Statement
#3. which is required to be implemented during fiscal year 2005. There will be no change in the financial
statements as this GASB will only require changes to the note disclosure.
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GENERAL FUND
SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE -
BUDGET AND ACTUAL

FISCAL YEAR ENDED JUNE 30, 2003

Budgeted Amounts

Actual
Original Final Budgetary Variance to
Budget Budget Amounts Final Budget
REVENUES:
Real estate and personal property taxes,
et Of tax FEFUNGS . - oo eoeeeeer e e i v e e eee. § 4B737,116 & 48,431,043 & 48,958,479 § 527,436
Tax liens.. - 607,852 607,852
Motor vehacle and other excise taxes ........................... e 2,916,080 2,916,080 3,061,671 145,591
Charges for services.. 8,269,305 8,269,305 8,793,924 524 619
Penalties and interest ontaxes.............oooooii i 313,705 313,705 816,405 502,700
Intergovernmental...............oooi i 30,800,147 30,800,147 29,392,185 (1,407,962)
Departmental and other. .. ... 2,146,695 2,146,695 3,035,660 888,965
INVestmenbinGommIE, . . .o o P R S A 888,751 888,751 537,884 (350,867)
TFOTAL BENMENIE S i summsmisssmssmaonimenitn s 94,071,799 93,765,726 95,204,060 1,438,334
EXPENDITURES:
Current:
General government........ A T A e R S R T Tt 4,781,177 4,391,987 3,916,977 475,010
PUDIE Safety conmsiosmmoi i s s s oo 14,661,057 15,364,165 14,768,559 595,606
T AT s mescasansonimirstsrss e s B e S S 34,521,885 34,539,165 34,695,402 (156,237)
PUBIC WOTKS . oo oo cee ettt e e e e e e 8,274,336 8,092,117 7,426,654 665,463
MWRA 2SSESSIMENE. .. .. ..ottt 8,271,866 8,128,834 8,128,876 (42)
Human Services.............oocoeeieinnns i R e R e 1,123,254 1,188,008 1,075,017 112,991
Culture-and recreation i m s s s oeaiyvessms v s svsss 963,629 977,130 953,168 23,962
Pension benefits.. 5,538,750 5,538,750 5,628,402 10,348
Property and luabllity insurance.. P 673,000 673,000 548,472 124,528
Employee beneflts 9,965,000 10,465,000 9,936,357 528,643
Claims and judgments. ..........o.o e 117,919 117,919 1,169,290 (1.051.371)
State and county charges........ R S AR R 3,309,725 3,309,725 4,792,273 (1,482,548)
T T+ - | P 2,704,254 2,704,254 2,627,845 76,409
IIIBTEEE s surrem oo e b SR S R S T S SR EA R 4,245,969 4,245 969 4,227 554 18,415
TOTALEXPENDITURES ... e 99,151,821 99,736,023 99,794,846 (58,823)
EXCESS (DEFICIENCY) OF REVENUES OVER EXPENDITURES.. (5,080,022) (5,970,297) (4,590,786) 1,379,511
OTHER FINANCING SOURCES (USES):
Operating transfers iN.............coooiii i 133,000 4,133,000 4,176,919 43,919
Operating transfers out........ ... (415,000) (415,000) (338,619) 76,381
TOTAL OTHER FINANCING SOURCES (USES)............ (282,000) 3,718,000 3,838,300 120,300
NET CHANGE IN FUND BALANCE ... ... (5,362,022) (2,252,297) (752,486) 1,499,811
BUDGETARY FUND BALANCE, Beginning of year....................... 5,005,441 5,005,441 5,005,441 -
BUDGETARY FUND BALANCE, End ofyear..........c..cocoooooee. § (356,581) $ 2,753,144 % 4,252,955 § 1,499,811

See notes to required supplementatry information.
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Notes to Required Supplementary Information ___Fiscal Year Ended June 30, 2003

NOTE A - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. Budgetary Information

Municipal Law reguires the City to adopt a balanced budget that is approved by the Mayor and the City Council
(the Council). The Mayor presents an annual budget to the Council, which includes estimates of revenues and
other financing sources and recommendations of expenditures and other financing uses. Expenditures are
budgeted by categories that are broken down by personal services, expenditures, debt service and capital outlay
and are mandated by Municipal Law. The Council, which has full authority to amend and/or reject the budget or
any line item, adopts the expenditure budget by majority vote.

Increases or transfers between departments subsequent to the approval of the annual budget requires majority
Council approval via a supplemental appropriation or Council order.

The majority of the City’s appropriations are non-continuing which lapse at the end of each fiscal year. Others are
continuing appropriations for which the governing body has authorized that an unspent balance from a prior fiscal
year be carried forward and made available for spending in the current fiscal year.

Generally, expenditures may not exceed the level of spending authorized for an appropriation account. However,
the City is statutorily required to pay debt service, regardless of whether such amounts are appropriated.
Additionally, expenditures for disasters, natural or otherwise, and final judgments may exceed the level of
spending authorized by two-thirds majority vote of the Council.

An annual budget is adopted for the general fund in conformity with the guidelines described above. The Office of
the City Auditor has the responsibility to ensure that budgetary control is maintained. Budgetary control is
exercised through the accounting system.

B. Budgetary - GAAP Reconciliation

For budgetary financial reporting purposes, the Uniform Municipal Accounting System basis of accounting
(established by the Commonwealth) is followed, which differs from the GAAP basis of accounting. A
reconciliation of budgetary-basis to GAAP-basis results for the general fund for the fiscal year ended June 30,
2003, is presented below:

Net change in fund balance - budgetary basis........................ $ (752,486)
Basis of accounting differences:
Net change in recording 60-day receipts............................. 146,000
Net change in recording tax refunds payable................. e 38,000
Net change in recording accrued liabilities. .. ........................ 151,983
Net change in fund balance - GAAP basis............................ $ (416,503)

C. Excess of Expenditures Over Appropriations

For the fiscal year ended June 30, 2003, expenditures for education, MWRA assessment, claims and judgments
and state and county charges exceeded budgeted appropriations. These amounts will be raised in the tax levy
for fiscal year 2004

D. Individual Fund Deficits

Several individual fund deficits exist at June 30, 2003, within the special revenue and capital projects funds.
These deficits will be funded through grants, available fund balance and bond proceeds during fiscal year 2004.
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