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CITY OF NEW BRITAIN, CONNECTICUT

December 13, 2005

To the Mayor, Members of the Common Council and Citizens of the City of New Britain:

State law requires that all general-purpose local governments publish within six months of the
close of each fiscal year a complete set of financial statements presented in conformity with
generally accepted accounting principles (GAAP) and audited in accordance with generally
accepted auditing standards by a firm of licensed certified public accountants. Pursuant to that
requirement, we hereby issue the comprehensive annual financial report of the City of New
Britain for the fiscal year ended June 30, 2005.

This report consists of management's representations concerning the finances of the City of New
Britain. Consequently, management assumes full responsibility for the completeness and
reliability of all of the information presented in this report. To provide a reasonable basis for
making these representations, management of the City of New Britain has established a
comprehensive internal control framework that is designed both to protect the government’s
assets from loss, theft, or misuse and to compile sufficient reliable information for the preparation
of the City of New Britain’s financial statements in conformity with GAAP. Because the cost of
internal controls should not outweigh their benefits, the City of New Britain’s comprehensive
framework of internal controls has been designed to provide reasonable rather than absolute
assurance that the financial statements will be free from material misstatement. As management,

we assert that, to the best of our knowledge and belief, this financial report is complete and
reliable in all material aspects.

The City of New Britain’s financial statements have been audited by Scully and Wolf, LLP, a firm
of licensed certified public accountants. The goal of the independent audit was to provide
reasonable assurance that the financial statements of the City of New Britain for the fiscal year
ended June 30, 2005 are free of material misstatement. The independent audit involved
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statement; assessing the accounting principles used and significant estimates made by
management; and evaluating the overall financial statement presentation. The independent audit
concluded, based upon the audit, that there was a reasonable basis for rendering an unqualified
opinion that the City of New Britain's financial statements for the fiscal year ended June 30, 2005,
are fairly presented in conformity with GAAP. The independent auditor’s report is presented as
the first component of the financial section of this report



The independent audit of the financial statements of the City of New Britain was part of a
broader, federally mandated “Single Audit” designed to meet the special needs of federal grantor
agencies. The standards governing Single Audit engagements require the independent auditor to
report not only on the fair presentation of the financial statements, but also on the audited
government’s internal controls and compliance with legal requirements, with special emphasis
on internal controls and legal requirements involving the administration of federal awards.

These reports are located within the City’s CAFR.

GAAP require that management provide a narrative introduction, overview, and analysis to
accompany the basic financial statements in the form of Management’s Discussion and Analysis
(MD&A). This letter of transmittal is designed to complement MD&A and should be read in

conjunction with it. The City of New Britain’s MD&A can be found immediately following the
report of the independent auditors. ‘ '

The Reporting Entity and Iis Services

The City of New Britain covers 13.3 square miles and was first settled as part of the Town of
Berlin in 1680. It was incorporated as a separate Town in 1850 and chartered as a City in 1871.
New Britain has access to Interstate 91, a major north-south highway, and Interstate 84, an east-
west route connecting New England and New York via Routes 9 and 72, a limited access
highway which runs through the City. Direct highway access to Hartford has been improved
with the completion of the northern leg of the Central Connecticut Expressway (Route 9).

A major private sector initiative, the creation of a special taxing district in the downtown core,
enables property owners to pool their money toward special downtown projects. The New
Britain Downtown District continues a multi-faceted program of streetscape improvements,
coordinated management (maintenance and security) and marketing.

New Britain offers a variety of housing and is committed to neighborhood preservation. Walnut
Hill, a National Historic District overlooking the heart of the City, features a ninety-eight acre
park, displaying some of America's rarest 19th century architecture. Over the past decade, older
homes in the community have been completely renovated by their owners using a variety of

specialty loan and grant programs. In addition, New Britain offers more than eight hundred
housing units to its senior citizens.

The Stanley Works, a Fortune 500 company, has located its world headquarters facility at a site
along Interstate 84. In addition, the City has benefited from the recent growth of many small
businesses representing a variety of sectors. TD Banknorth, a national leader in the financial
sector has recently located its corporate headquarters in downtown New Britain. Continued
growth of City-based corporations will increase both employment and tax revenue.

New Britain is also home to the Rock Cats (the Double A baseball affiliate of the Minnesota
Twins) playing in a sports facility built to the standards established by the professional major
leagues, the Museum of American Art (housing the oldest museum collection of American Art)

and Central Connecticut State University with its schools of Education, Technology, and Business
(which is the largest in the state).

The City’s offers nine major parks (A.W. Stanley, Stanley Quarter, Walnut Hill, Willow Brook,
Osgood, Martha Hart, Washington, Chesley and Hungerford). Stanley Quarter Park is New
England’s largest public skate park with multi levels, two quarter pipes, stairs, grinding rails and
pyramids. Some additional attractions offered in many of the City’s parks include: paddle boats,



aqua cycles, fun-yaks, a children’s fishing pond, soccer fields, playgrounds, jogging tracks and
outdoor ice skating.

Residents have a variety of medical facilities to call upon, including the four hundred thirty-six
bed New Britain General Hospital (the 7th largest in the state), the two hundred bed Hospital for
Special Care (formerly New Britain Memorial Hospital) for the chronically ill, and numerous
modern clinics providing out-patient services. The Hospital for Special Care has completed a $36
million expansion of its facility while New Britain General Hospital has completed a $55.8 million
expansion of its facility. The University of Connecticut Health Center and Hospital is within three
miles of the City line in the adjacent Town of Farmington.

Form of Government

New Britain became a consolidated City and Town in 1905 with a Mayor-Council-Commission
form of Government. The Mayor and Council serve concurrent two-year terms and operate
under a Charter adopted in 1961 with several subsequent revisions.

The Common Council, the legislative body elected biennially at large, consists of 15 Aldermen,
five elected at large and ten on a five district basis (2 each). The other elected officials are City and
Town Clerk, Collector of Taxes, Treasurer, and three members of the Board of Tax Review,

The Mayor presides at meetings of the Common Council and makes appointments to Boards and
Commissions as provided in the Charter or as created by ordinance. The Mayor is an ex-officio

member of all bipartisan Boards and Commissions. All department heads report directly to the
Mayor.

Major Initiatives

The City of New Britain is committed to the well-being and quality of life for its residents.
However, due to the demands of City residents, the current administration has continued to
make tax reduction and grand list growth a primary goal. One way to accomplish this goal is to
expand the City’s economic development efforts, while at the same time, monitoring, reviewing
and validating all City expenditures, both operating and capital.

In line with these objectives, nearly 30 City-owned properties have been sold bringing in over
$1.4 million and adding to our grand list. Two of the City’s oldest family-owned companies,
Guidas’s Dairy Company and Dattco Bus Company, have purchased vacant property within the
City and are in the process of expanding their operations. Papa’s Dodge has purchased vacant
property with plans to develop the largest Dodge/ Jeep dealership in New England. The long-
vacant Hatch Building, a testament to the City’s architectural history, has been sold to several
young entrepreneurs who intend to turn the building into their corporate headquarters after
completing a major rehabilitation of the building. A new Price Rite Supermarket has opened
close to the heart of downtown, becoming the center of shopping activity in our City. The
Holiday Inn Corporation is in the process of completing an extensive upgrade to an existing
hotel. The Central Connecticut Association for Retarded Citizens has opened a new state of the
art facility to provide services for their clients throughout the Greater New Britain area.
Additionally, there are many other economic development initiatives in the pipeline.

This past year saw the completion of many projects such as a new state of the art water filtration
plant that went on line in May of 2004, assuring the residents of New Britain the highest quality
drinking water in the nation. The spectacular new Willow Brook swimming facility opened on
Labor Day weekend (September 2004). This is an outstanding new water park that will bring
enjoyment to thousands of City residents including persons with disabilities who have been
denied access to this type of activity in the past. We have substantially completed renovations to



Vance and Lincoln Schools and begun work on the renovation of Northend School which is the
last school in the 20/20 renovations program. We have begun the process to expand New Britain
High School in order to relieve overcrowding and to improve the atmosphere in which our
children learn. We have also embarked on finding a new location to build a new police station.
The Corridor Study has been completed and a new, state-funded downtown economic
development study is about to begin. It is our hope that these two studies will provide us with a
roadmap for future economic growth and job development.

Some of the more subtle changes in administration that have been accomplished over the past
years have resulted in more efficiency in service delivery to the citizens of New Britain. Moving
the Water Department billing offices to City Hall now allows many of our residents who don’t
like to pay their bills through the mail, to pay their taxes and water/sewer bills at the same time.
Relocating the Health Department to a new facility, owned by New Britain General Hospital, has
not only saved the City significant dollars but allowed us to move the Environmental Health
Division into City Hall, something that has been long desired.

The past year has marked the retirements of several of the City’s top administrators and the
hiring of new individuals. We have a new Fire Chief, Public Works Director, Health Director and
a new Assessor. Recruitment of a new Personnel Director and a new Police Chief are underway.
These changes in leadership have provided us with a unique opportunity to review policies and
practices and to set a new management tone and direction for this City.

From a financial perspective, we have worked hard to reduce our bonding authorizations by $33
million in an effort to improve the City’s bond rating. This will lead to significant savings down
the road. Furthermore, as the amount of bond authorizations are reduced, and finally, future
debt payments are being reduced, the burden on future budgets is lessened as well.

Financial Information

The Finance Department includes Accounting, Tax Assessment, Tax Collection, City Treasurer,
Purchasing, Data Processing, and Risk Management. The Accounting Division of the Finance
Department is managed by the Finance Director, John Jedrzejczyk, who has served the City in
this capacity since 1987. The Accounting Division maintains, monitors and controls accounting
records for City funds and account groups and has responsibility for banking relations and all
bank accounts, as well as investment accounts for collecting or disbursing City funds. Bank and
investment accounts are evaluated daily through on-line communication software.

In developing and evaluating the City’s accounting system, consideration is given to the
adequacy of internal accounting controls. Internal controls are designed to provide reasonable,
but not absolute, assurance regarding: (1) the safeguarding of assets against loss from
unauthorized use or disposition; and (2) the reliability of financial records for preparing financial
statements and maintaining accountability for assets. The concept of reasonable assurance
recognizes that: (1) the cost of a control should not exceed the benefits to be derived; and (2) the
evaluation of costs and benefits requires estimates and judgements by management. All internal
control evaluations occur within the above framework. We believe that the City’s internal

accounting controls adequately safeguard assets and provide reasonable assurance of proper
recording of financial transactions.



Budgetary Controls

The accounts of the City are organized in funds and account groups. Each fund operates with a
separate set of self-balancing accounts that comprise its assets, liabilities, fund equity, revenues
and expenditures. Budgetary control of disbursements and encumbrances against appropriations
is maintained by department, division or major activity. The City also maintains an encumbrance
accounting system as one technique towards accomplishing budgetary control.

Pension Programs

All full-time City employees except for the certified employees of the Consolidated School
District and the regular members of the Police and Fire Departments are covered under a
contributory pension plan administered by the Municipal Employees’ Retirement Fund
(“MERF"), a State of Connecticut multiple employer Public Employee Retirement System.
Regular members of the Police and Fire Departments participate in contributory pension plans
known as the Police Benefit Fund and the Firemen'’s Pension Plan. The certified faculty and
administrative personnel of the Board of Education participate in the contributory defined benefit

plan established under Chapter 167a of the Connecticut General Statutes that is administered by
the Connecticut State Teacher’s Retirement Board.

MERF is the administrator of a cost sharing multiple employer public employee retirement
system (“PERS”) established by the State of Connecticut and administered by the State
Retirement Commission to provide pension benefits for the employees of participating
municipalities. MERF is considered to be a part of the State of Connecticut financial reporting
entity and is included in the State’s financial reports as a pension trust fund.

The City is the administrator of a single-employer public employee retirement system ("PERS")
established and administered by the City to provide pension benefits for its Police and Fire
Department employees. Benefits and contributions under this retirement system are established
by the City and may be amended only by the City Council. The PERS, is considered to be part of

the City's financial reporting entity and is included in the City's financial reports as pension trust
funds.

Cash Management

Eligible investments for Connecticut municipalities are governed by the Connecticut General
Statutes. All highly liquid investments with a maturity of three months or less when purchased
are considered to be cash equivalents. Investments are carried at fair value.

The City’s investments of operating funds include investments in the State of Connecticut Short-
Term Investment Fund (STIF). Investment in Citizens Bank represents a typical money market
account. Financial Investors Trust invest 100% of assets in money market mutual funds that are
guaranteed by the U.S. Government or an agency or instrumentality of the U.S. government, The
City’s investment with Fidelity Investments is in the Government Class I fund, which invests
only in U.S. Government securities and repurchase agreements for these securities.

Debt Administration

At year end, the City had a number of debt issues outstanding. These included $174,105 of
general obligation bonds, and $795 of Self liquidating debt with City commitment. Under current
state statutes, the City’s general obligation bonded debt issuances are subject to a legal limitation



based on 7 times total tax collections plus state reimbursement for revenue loss. As of June 30,

2005, the City’s net general obligation bonded debt of $174,900 was well below the legal limit of
$689,717, and debt per capita equaled $2.43.

Risk Management

The City has not experienced any significant changes in the number and cost of insurance claims.

The City is self-insured with regards to the following types of coverage:

Workers” Compensation (including Police and Firefighter Hypertension) - $1
million/occurrence. Excess coverage with statutory limits applies beyond the retainage.

General Liability - $500,000/ occurrence; excess coverage applies up to $4
million/ occurrence, $4,000,000 aggregate.

Employee Fiduciary Bonds (except for the Treasurer, Tax Collector, Finance Director,
Accounting Manager and Accounting Assistant).

Employee Medical Benefits for Board of Education and City employees with the
exception of Health Organization Coverage (HMO). Stop loss coverage applies after the
City has paid $100,000 individual claims, 125% aggregate stop loss.

First dollar Auto Liability coverage on all vehicles is placed with Metrogard/Royal;
excess Auto Liability coverage is placed with United National. All risk property
coverage is purchased from Allianz Global. Coverage provides replacement value for
buildings and contents. Coverage for vacant and unoccupied buildings for which
rehabilitation or sale is anticipated is provided by Lloyd’s on an actual cash basis.

The Corporation Counsel's Office is diligently defending the City's interest in all legal matters.
The City has appropriated in the fiscal year 2005 annual budget $550,819 to assist in current and
future claim defense and settlement. The City’s potential liability of active claims is reviewed and

updated annually by an independent actuary and such lability is made part of the City’s
financial statements.

Independent Audit

State Statute and the City Charter require an annual audit by an independent certified public
accountant. The Statute further prescribes that each municipality’s annual report shall be
prepared in accordance with Generally Accepted Accounting Principles (GAAP). This report has

been prepared in accordance with these standards. The auditors’ opinion has been included in
this report.

Acknowledgements
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only. We believe that our current CAFR continues to meet the Certificate of Achievement

Program’s requirements and we are submitting it to the GFOA to determine its eligibility for
another certificate.
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Scully & Wolf, LLP / Certified Public Accountants / Glastonbury, Connecticut 06033
INDEPENDENT AUDITORS' REPORT

To The Honorable Mayor and Members of the
Common Council of the City of New Britain
City of New Britain, Connecticut

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 New Britain, Connecticut, as of and for the year ended June 30, 2005, which collectively
comprise the City’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the City’s 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 the standards applicable to financial audits contained in Government
Auditing Standard, 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 the 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 New Britain, as of June
30, 2005, and the respective changes in financial position and cash flows, where applicable,
thereof for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
December 13, 2005 on our consideration of the City’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.
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Management’s discussion and analysis and budgetary comparison information on pages 13
through 21 and 66 through 69 are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United
States of America. 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City’s basic financial statements. The introductory section, combining
and individual nonmajor fund financial statements and schedules, and statistical tables are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. The combining and individual nonmajor fund financial statements and schedules
have been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, are fairly stated in all material respects in relation to the basic
financial statements taken as a whole. The introductory section and statistical tables have not
been subjected to the auditing procedures applied in the audit of the basic financial statements
and, accordingly, we express no opinion on them.

December 13, 2005
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ITY OF NEW BRITAIN NNECTICUT

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2005

This discussion and analysis of the City of New Britain, Connecticut’s (“City”) financial performance is
provided by management to provide an overview of the City’s financial activities for the fiscal year ended June
30, 2005. Please read this MD&A in conjunction with the transmittal letter beginning on page 3 and the City’s
financial statements, Exhibits | to 1X.

FINANCIAL HIGHLIGHTS

e The City’s net assets increased as a result of this year’s operations. While net assets of our
business-type activities increased by $2.4 million, or nearly 7%, net assets of our governmental
activities increased by $11.4 million, or 22.45%.

e Inits governmental activities, the City had revenues of $248 million and expenses of $236 million;
thus increasing the net assets of governmental activities by $11.4 million.

e Inthe City’s business-type activities, revenues were $11.4 million while expenses were $9 million;
thus increasing the net assets of the business-type funds by $2.4 million.

o  The General Fund reported a fund balance this year of $9 million.

e  The tax collection rate of the current levy was 96.8%.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of a series of financial statements. The statement of net assets and the statement of
activities (Exhibits I and 11, respectively) provide information about the activities of the City as a whole and
present a longer-term view of the City’s finances. Fund financial statements are presented in Exhibit 111 to IX.
For governmental activities, these statements tell how these services were financed in the short term as well as
what remains for future spending. Fund financial statements also report the City’s operations in more detail than
the government-wide statements by providing information about the City’s most significant funds. The
remaining statements provide financial information about activities for which the City acts solely as a trustee or
agent for the benefit of those outside of the government.

Government-Wide Financial Statements

The analysis of the City as a whole begins on Exhibit | and Il. The statement of net assets and the statement of
activities report information about the City as a whole and about its activities for the current period. These
statements include all assets and liabilities using the accrual basis of accounting, which is similar to the
accounting used by most private-sector companies. All of the current year’s revenues and expenses are taken
into account regardless of when cash is received or paid.

These two statements report the City’s net assets and changes in them. The City’s net assets, the difference
between assets and liabilities, is one way to measure the City’s financial health, or financial position. Over time,
increases or decreases in the City’s net assets are one indicator of whether its financial health is improving or
deteriorating. The reader needs to consider other non-financial factors, however, such as changes in the City’s
property tax base and the condition of the City’s capital assets, to assess the overall health of the City.

13



In the statement of net assets and the statement of activities, we divide the City into two types of activities:

Governmental activities — Most of the City’s basic services are reported here, including education,
public safety, public works, health and welfare, parks, recreation and libraries, and general
administration. Property taxes, charges for services, and state and federal grants finance most of these
activities.

Business - type activities — The City charges a fee to customers to help it cover all or most of the cost of
certain services it provides. The City’s Water Department is reported here.

Fund Financial Statements

The fund financial statements begin with Exhibit 111 and provide detailed information about the most significant
funds — not the City as a whole. Some funds are required to be established by Charter. However, the City
Council establishes many other funds to help control and manage financial activities for particular purposes (like
the Sewer Fund) or to show that it is meeting legal responsibilities for using grants, and other money (like grants
received from the State and Federal Governments for education). The City’s funds are divided into three
categories; governmental, proprietary and fiduciary.

Governmental funds (Exhibit 111 and 1V) — Most of the City’s basic services are reported in
governmental funds, which focus on how money flows into and out of those funds and the balances left
at year-end that are available for spending. These funds are reported using an accounting method called
modified accrual accounting, which measures cash and all other financial assets that can readily be
converted to cash. The governmental fund statements provide a detailed short-term view of the City’s
general government operations and the basic services it provides. Governmental fund information helps
you determine whether there are more or fewer financial resources that can be spent in the near future to
finance the City’s programs. The relationship (or differences) between governmental activities
(reported in the statement of net assets and the statement of activities) and governmental funds is
described in a reconciliation at the bottom of the fund financial statements.

Proprietary funds (Exhibit V, VI and VII) — When the City charges customers for the services it
provides, whether to outside customers or to other units of the City, these services are generally reported
in proprietary funds. Proprietary funds are reported in the same way that all activities are reported in the
statement of net assets and the statement of activities. In fact the City’s enterprise funds (a component
of proprietary funds) are the same as the business-type activities reported in the government-wide
statements, but provide more detail and additional information, such as cash flows, for proprietary
funds. Internal service funds (the other component of proprietary funds) are used to report activities that
provide supplies and services for the City’s other programs and activities — such as the City’s Self-
Insurance Internal Service Fund.

Fiduciary funds (Exhibit VIII and IX) — The City is the trustee, or fiduciary, for its employees’ pension
plans. It is also responsible for other assets that, because of a trust arrangement, can be used only for
the trust beneficiaries. All of the City’s fiduciary activities are reported in separate statements of
fiduciary net assets and changes in fiduciary net assets. These activities are excluded from the City’s
other financial statements because the City cannot use these assets to finance its operations. The City is
responsible for ensuring that the assets reported in these funds are used for their intended purposes.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS

The City’s combined net assets are higher than they were one year ago increasing from $84.8 million to $98.6
million. The analysis below focuses on the net assets (Table 1) and changes in net assets (Table 2) of the City’s
governmental and business-type activities.

Table 1
Net Assets
(in thousands)

Governmental Business-Type Total
Activities Activities Primary Government
2005 2004 2005 2004 2005 2004
Current and other assets....... $134,657 $131,930 $15,544  $16,694 $150,201 $148,624
Capital assets .........ccccveevenene 198,421 186,673 67,986 66,639 266,407 253,312
Total assets........coeveveene 333,078 318,603 83,530 83,333 416,608 401,936
Long-term debt outstanding. 208,488 218,645 46,411 35,255 254,899 253,900
Other liabilities ............c.o..... 62,345 49,123 723 14,062 63,068 63,185
Total liabilities .............. 270,833 267,768 47,134 49,317 317,967 317,085
Net assets:
Invested in capital assets,
net of debt.........coeeennes 87,181 103,464 21,575 17,857 108,756 121,321
Restricted.......ccccevvvereenne, 2,589 2,535 2,589 2,535
Unrestricted (deficit) ........ (27,525) (55,164) 14,821 16,159 (12,704) (39,005)
Total net assets.......cocvvevenene $ 62,245 $ 50,835 $36,396  $34,016 $ 98641 $ 84,851

Net assets of the City’s governmental activities increased by 22.4% ($62.2 million compared to $50.8 million).

Unrestricted net assets — the part of net assets that can be used to finance day-to-day operations without

constraints established by debt covenants, enabling legislation, or other legal requirements — totaled $(27.5)

million at June 30, 2005.

This increase in governmental net assets resulted primarily due to the following factors:

¢ In the General Fund, revenue receipts were greater than expenditures generated for the fiscal year. As a

result of State funding cutbacks in prior years, the budgeted expenditures for fiscal year 2005 were
conservative.

e Increases in the City’s capital assets which were funded through capital grants.

The net assets of business-type activities increased by nearly 7% ($36 million compared to $34 million) in 2005.
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This increase in business-type activities resulted primarily due to the following factors:

e A water consumption rate increase designed primarily to provide additional resources to meet debt
service requirements.

e Asaresult of the construction of the new water filtration plant, capital assets have also increased

significantly.
Table 2
Changes In Net Assets
(in thousands)
Governmental Business-Type Total
Activities Activities Primary Government
2005 2004 2005 2004 2005 2004
Revenues:
Program revenues:
Charges for services.................. $ 21,248 $ 19535 $10,999 $10,770 $ 32,247 $ 30,305
Operating grants and
contributions...........coeeevveenne. 106,747 93,361 106,747 93,361
Capital grants and
contributions..........cccccevveeunee. 1,099 17,844 2,184 1,099 20,028
General revenues:
Property taxes......c.ccoevvevrereeenne. 98,000 97,783 98,000 97,783
Grants and contributions not
restricted to specific
PUIPOSES...vveveveeeereeieeeneanens 14,776 20,496 14,776 20,496
Unrestricted investment
€ArNINGS ..vvevveveveeiecie e 2,900 2,252 412 131 3,312 2,383
Other general revenues.............. 2,774 966 2,774 966
Total revenues.......ccccevveeunnene 247,544 252,237 11,411 13,085 258,955 265,322
Program expenses:
General government.........c...coc....... 6,413 4,550 6,413 4,550
Public safety .......ccccoevevvvviicieine 35,492 34,625 35,492 34,625
Public WOrkS........cocevevciiiiiiciiee e 21,083 17,647 21,083 17,647
Health and welfare ...........ccoevvvveee. 9,153 10,107 9,153 10,107
Parks, recreation and libraries........ 12,334 12,637 12,334 12,637
Education........ccccoeeveeee i 139,567 136,004 139,567 136,004
Interest on long-term debt .............. 12,092 12,226 1,332 12,092 13,558
WaALET ...evviieeecee e 9,031 5,780 9,031 5,780
Total program expenses ......... 236,134 227,796 9,031 7,112 245,165 234,908
Increase in net assets ........coceveevvveennen. $ 11410 $ 24441 $2380 $5973 $ 13790 $ 30414

The City’s total revenues were $259 million. The total cost of all programs and services was $245 million. Our
analysis below separately considers the operations of governmental and business-type activities.
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Governmental Activities

Revenues for governmental activities totaled $248 million; property taxes (39%), operating grants (43.12%) and
charges for services (8.6%) are the major revenue sources contributing 91.22% of the City’s revenues.

Revenues by Source - Governmental Activities

Charges for
Other services
8% 9%

Operating Property taxes
grants 40%
43%

Expenses for governmental activities were $236 million of which 48% were supported by program revenues,
and 52% were supported from general revenues. Expenses for education (60%), public safety (15%), public
works (9%), and parks and recreation (5%) made up 88% of the total governmental expenses.

Expenditures by Source - Governmental

Activities
Parks and
Recgczzﬂon Other
12%
Public
Works
9%
Education
Public 60%
Safety

15%

Table 3 presents the cost of each of the City’s four largest programs — education, public safety, public works,
and parks and recreation — as well as each program’s net cost (total cost less revenues generated by the
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activities). The net cost shows the financial burden that was placed on the City’s taxpayers by each of these
functions.

Table 3
Governmental Activities
(in thousands)

Total Cost of Services Net Cost of Services
2005 2004 2005 2004

EdUuCation .....ocveeeeeeeee e $139,567 $136,004 $ 46,134  $39,689
Public safety .......ccoeveveiiieiccrccce 35,492 34,625 32,673 31,880
Public WOrkS ......coocveveiiiiieciie e 21,083 17,647 5,559 4,848
Parks and recreation..........ccocevvvveveeeinnenns 12,334 12,637 6,878 7,117
AlLOthers ..., 27,658 26,883 15,796 13,522
TotalS...ocveeeieiee e $236,134  $227,796 $107,040 $97,056

Net Program Costs - Governmental Activities

Parks and
Recreation Otr:)er
50 12%

Public Works
9%

Education
Public Safety 59%

15%

Business-type Activities

Revenues and expenses of the City’s business-type activities amounted to $11.4 million and $9 million,
respectively. Net assets increased by nearly 7% (from $34 million to $36 million). A major factor for this
increase was the water consumption rate increase designed primarily to provide additional resources to meet
debt service requirements. As a result of the construction of the new water filtration plant, capital assets have
also increased significantly.
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CITY FUNDS FINANCIAL ANALYSIS
Governmental Funds

As the City completed the year, its governmental funds (as presented in the balance sheet — Exhibit 111) reported
a combined fund balance of $3 million, which is a decrease from last year’s total of $16 million. Included in
this year’s total change in fund balance, is an increase of $1 million in the General Fund, an increase of nearly
$2 million in the City’s other governmental funds and a decrease of $15 million in the capital projects fund. The
decrease in the Capital Projects Fund can be largely attributed to the ongoing school building projects whereby
expenditures have far outweighed revenues. A bond issue is anticipated for FY 2006.

Proprietary Funds

The City’s proprietary fund provides the same type of information found in the government-wide financial
statements, but in more detail. Unrestricted net assets of the Water Enterprise Fund amounted to $14.8 million
and those for the internal service funds amounted to $5.3 million. The total growth in net assets for both funds
was $2.4 million and $2.9 million, respectively. Other factors concerning the finance of these two funds have
already been addressed in the discussion of the City of New Britain’s business-type activities.

General Fund Budgetary Highlights

e Variances between the original budget and the final amended budget occurred as a result of revised
revenue projections both on the part of the State as well as locally for items such as prior year tax levies,
licenses, services and other fees. Variances also occurred within the expenditure budget as a result of
transfers made to other funds for the purchase of items such as equipment and vehicles. The
expenditure budget was also amended to reflect transfers to other City programs such as the local
property tax relief fund and the centralized services fund.

e Due to the State revenue reductions in previous years, the budget for fiscal year 2005 was conservative.
Consequently, State funding was higher than originally anticipated by approximately $1.1 million.

The City’s General Fund balance of $9 million reported on Exhibit 111 differs from the General Fund’s
budgetary fund balance of nearly $8 million. This is principally because budgetary fund balance includes $1
million in outstanding encumbrances at year end which are reported as expenditures for budgetary purposes.
CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At June 30, 2005, the City had $266.4 million invested in a broad range of capital assets, including land,

buildings, park facilities, vehicles and equipment, roads, bridges, and water and sewer lines — Table 4. This
amount represents a net increase (including additions and deductions) of $13 million, or 5.2%, over last year.
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Table 4
Capital Assets at Year-end (Net of Depreciation)
(in thousands)

Governmental Business-Type Total
Activities Activities Primary Government
2005 2004 2005 2004 2005 2004
Land ....cocoveeeeeeeie e $ 23,628 $ 23,623 $ 2,167 $ 2,167 $ 25,795 $ 25,790
Construction in progress............ 41,975 25,065 5,239 2,645 47,214 27,710
Buildings and improvements...... 92,156 95,905 92,156 95,905
Equipment.........ccccovvvvviiienennnn, 3,133 3,728 3,133 3,728
VENICIES ....evvevee e 3,070 3,730 3,070 3,730
Infrastructure ...........ocevvevveinnene 34,459 34,622 34,459 34,622
Water filtration assets ................ 60,580 61,827 60,580 61,827
TotalS ....ooeveeeicie e, $198,421 $186,673 67,986 366,639  $266,407  $253,312

For governmental type funds this year’s major additions included various street projects which have commenced
throughout the year. For business type funds, this year’s major additions included construction in progress for
the filtration plant.

The City’s fiscal-year 2005-06 capital budget calls for it to spend another $6.1million for capital projects,
principally for building renovations including the re-roofing of two downtown-area garages, various
improvements to the City’s park system, an upgrade in the public safety telecommunication telephone and
dispatch system, as well as various street improvement projects. More detailed information about the City’s
capital assets is presented in Note 6 to the financial statements.

Long-term debt

At June 30, 2005 the City had $188.9 million in bonds and notes outstanding versus $188.1 million last year —
an increase of .90% — as shown in Table 5.

20




Table 5
Outstanding Debt, at Year-end

(in millions)
Governmental Business-Type
Activities Activities Totals
2005 2004 2005 2004 2005 2004

General obligation bond (backed by
the City) oo, $174,240 $187,030 $14,000 $188,240 $187,030
Less deferred amount:
For issuance discounts on
refunding.......cccoovevveiincnenenns (135) (161) (135) (161)

Total general obligation bonds............ 174,105 186,869 14,000 188,105 186,869
Self liquidating bonds and notes

(backed by specific tax and fee

FEVENUES) ...veeveeieeesieesteesieeseeesenesnneas 795 1,300 795 1,300

TOtalS ..o 174,900 188,169 $14,000 $-0- 188,900 $188,169

The City’s general obligation bond rating from both Standard and Poor’s and Fitch, both national rating
agencies, is A. The City’s other debt, principally self liquidating bonds and notes carries the highest rating. The
State limits the amount of general obligation debt that cities can issue based on formula determined under State
Statutes based on type of debt and tax base. The City’s outstanding general obligation debt is significantly
below this $690 million state-imposed limit.

Other obligations include accrued vacation pay and sick leave. More detailed information about the City’s
long-term liabilities is presented in Note 9 to the financial statements.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

The City’s elected and appointed officials considered many factors when setting the fiscal-year 2006 budget tax
rates, and fees that will be charged for the business-type activities. One of those factors is the economy.
Unemployment in the City now stands at 7.1% versus 7.9% a year ago. This compares with the State’s
unemployment rate of 4.5% and the national rate of 5%.

These indicators were taken into account when adopting the General Fund budget for 2005-06. Amounts
available for appropriation in the General Fund budget are $203 million, an increase of 2.5% over the final 2005
budget of $198 million. Budgeted expenditures are also expected to increase nearly 2.5% to $203 million from
the final appropriation of $198 million in 2005.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT
This financial report is designed to provide citizens, taxpayers, customers, investors, and creditors with a general
overview of the City’s finances and to show the City’s accountability for the money it receives. If you have

questions about this report or need additional financial information, contact the Finance Department, City of
New Britain, 27 West Main Street, New Britain, Connecticut, 06051.
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CITY OF NEW BRITAIN, CONNECTICUT

STATEMENT OF NET ASSETS
JUNE 30, 2005

EXHIBIT 1

(thousands)
_________________ PRIMARY GOVERNMENT. .. ... oo cooaooa.
GOVERNMENTAL BUSINESS-TYPE
ACTIVITIES ACTIVITIES TOTAL
ASSETS:
Cash and cash equivalents .. ... .. .. .. ... ... . ... $ 52,760 $13,794 $ 66,554
Investments _ . .. eaaaaa 23,902 23,902
Receivables, net ... . .. . i 54,988 3,490 58,478
Internal balances ... ... .. e e e e eeeeeaaaa 1,740 (1,740)
INVentory - . o e eeaaaa 52 52
Prepaid 1tems .. ... ... i i e ceaaaaaaaaan 1,345 1,345
Capital assets, net ... . .. i i aa e 198,421 67,986 266,407
Total assets .. ... .. i e aee e aaaaann 333,208 83,530 416,738
LIABILITIES:
Accounts and other payables ... ... . . ... ... ... ... 12,860 498 13,358
Payroll liabilities ... .. .. .. .. iian 11,196 11,196
Bond anticipation notes and other interim financing 34,060 34,060
Unearned revenue .. .. ... i e i e e e e e 4,156 4,156
Due to Fiduciary Fund . ... ... ... i aa s 130 130
Unamortized bond premium ... .. ... . . o .--..-- 74 74
Noncurrent liabilities:
Due within one year .. ... ... i e e aaaan- 19,537 1,923 21,460
Due in more than one year. ... ... ..o oaaaaaaans 188,950 44,713 233,663
Total liabilities .. ... .. .. . oiiiaaia.. 270,963 47,134 318,097
NET ASSETS:
Invested in capital assets, net of related debt.... 87,181 21,575 108,756
Restricted for:
Trust purposes:
Expendable . ... ... e 2,589 2,589
Unrestricted .. .. . i e e e (27,525) 14,821 (12,704)
Total net assets ... ... .. oo oooo.- $ 62,245 $36,396 $ 98,641

The accompanying notes are an integral part of these financial statements.




CITY OF NEW BRITAIN, CONNECTICUT

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2005

EXHIBIT 11

(thousands)

NET (EXPENS

E) REVENUE AND

............. PROGRAM REVENUES............. <e------CHANGES IN NET ASSETS..........
OPERATING CAPITAL
CHARGES FOR GRANTS AND GRANTS AND GOVERNMENTAL  BUSINESS-TYPE
FUNCT IONS/PROGRAMS EXPENSES SERVICES CONTRIBUTIONS  CONTRIBUTIONS ACTIVITIES ACTIVITIES TOTAL
Primary Government:
Governmental activities:
General government ... ... .. ... ._.__._._._...... $ 6,413 $3,015 $ 446 $ (2,952) $ (2,952)
Public safety ... ..o e e 35,492 2,258 561 (32,673) (32,673)
Public works .. ... ... oo 21,083 9,371 6,153 (5,559) (5,559)
Health and welfare ... ... .. ... _._._...... 9,153 714 6,467 (1,972) (1,972)
Parks, recreation and libraries ......._. 12,334 2,597 1,760 $ 1,099 (6,878) (6,878)
[=o [ToT= o o] o 139,567 3,293 90,140 (46,134) (46,134)
Interest on long-term debt .. ............ 12,092 1,220 (10,872) (10,872)
Total governmental activities ......... 236,134 21,248 106,747 1,099 (107,040) (107,040)
Business-type activities:
Water ..o eeeaaaaaaaaan 9,031 10,999 $ 1,968 1,968
23 Total .. iiiiiiaaan $245,165 $32,247 $106,747 $1,099 (107,040) 1,968 (105,072)
General revenues:
Property taxes ... ... e e 98,000 98,000
Grants and contributions not restricted to
specific programs . ... ... eeeoaaaaaaaaaaan 14,776 14,776
Unrestricted investment earnings ............... 2,900 412 3,312
Miscellaneous ... ... i 2,774 2,774
Total general revenues ......... . ... oaa... 118,455 412 118,862
Change in net assets .. ......._......... 11,410 2,380 13,790
Net assets, July 1, 2004, as restated ............ 50,835 34,016 84,851
Net assets, June 30, 2005 ... ... ... ... ... ....-. $ 62,245 $36,396 $ 98,641

The

accompanying notes are an integral part of these financial statements.
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CITY OF NEW BRITAIN, CONNECTICUT

GOVERNMENTAL FUNDS

BALANCE SHEET
JUNE 30, 2005

EXHIBIT 111

(thousands)
DEBT CAPITAL OTHER TOTAL
SERVICE PROJECTS GOVERNMENTAL GOVERNMENTAL
GENERAL FUND FUND FUNDS FUNDS
ASSETS
Cash and cash equivalents ... ... ... e a e e i i eiaaaa e $14,652 $18,637 $12,004 $ 45,293
INVEeSEMENtS .. ... i eaaaaaaaa 5,639 5,639
Accounts receivables, Net ... ... ... e 35,858 189 11,039 47,086
Due from other funds ... ... ..t e e 14,766 4,341 19,107
LY=o ]l =T 52 52
TOT AL - oo i e et e e e e e e e e e e e eeaaaaaaaaaaaa $65,276 $ -0 - $18,826 $33,075 $117,177
LIABILITIES
A ND
FUND BALANCES
Liabilities:
Accounts payable ... ... eaeaaaaan $16,481 $ 1,258 $ 1,982 $ 19,721
Due o other FUNAS .. ..ottt e e et e e e eecee e ceceeaaaaan 5,620 7,169 5,393 18,182
Deferred reVENUE . ... e e et e e e eececceaececceaeceaaeceaaaaaanan 34,151 8,011 42,162
Bond anticipation notes payable and other interim financing .......... 34,060 34,060
Total liabilities ... .. .. i eeeea e e e aeeeaaann 56,252 42,487 15,386 114,125
Fund balances (deficit):
Reserved ... eieaaaaan 1,035 10,560 3,223 14,818
Unreserved, reported in:
General FUNd .. ...t et e e e eececcecececcecec e e aaaaannn 7,989 7,989
Special Revenue FUNAS ... ... i it e e e e e aean 14,466 14,466
Capital Project FUNds . ... ... ... i i ciaaaaaan (34,221) (34,221)
Total fund balances (deficit) ... ... ... .. it iaaannn 9,024 (23,661) 17,689 3,052
TOT AL L o o ot e e e e e $65,276 $ -0 - $ 18,826 $33,075
Amounts reported for governmental activities in the statement of net assets are different
because:
Capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds ... . ... .. ittt e 198,421
Other long-term assets are not available to pay for current-period expenditures and,
therefore, are deferred In the funNds ... ... i i e e e e cececccceaaaaann 47,135
Internal service funds are used by management to charge the costs of risk management
to individual funds. The assets and liabilities of the internal service fund are
included in governmental activities in the statement of net assets .................... 5,325
Long-term liabilities, including bonds payable, are not due and payable in the current
period and therefore are not reported in the funds ..... ... . ... ... ... . . ............ (191,688)
Net assets of governmental actiVITIeS ... .. ... ittt e e e e e e $ 62,245

The accompanying notes are an integral part of these financial statements.
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CITY OF NEW BRITAIN, CONNECTICUT

GOVERNMENTAL FUNDS

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

FOR THE YEAR ENDED JUNE 30, 2005

EXHIBIT IV

(thousands)
DEBT CAPITAL OTHER TOTAL
SERVICE PROJECTS GOVERNMENTAL GOVERNMENTAL
GENERAL FUND FUND FUNDS FUNDS
Revenues:
Property taxes .. ... aaeiaaan $ 96,828 $ 96,828
Intergovernmental . ... .. ... 88,939 $ 5,877 $31,747 126,563
Licenses, fees and charges for goods and services ............ 8,687 602 7,832 17,121
Income Oon INVESEMENTS . ..o .ot i i s it i e ee e e ceccccecacamaeaaannn 752 396 437 1,585
MISCEIIANEOUS . . ..ot e e e e e e e e e e e e eeeaeaaaaan 1,624 127 1,181 2,932
Total reVENUES . ..o e e e e e e e e eec e ceaeeeaeanenn 196,830 7,002 41,197 245,029
Expenditures:
Current:
General government . . ... it e e 5,522 119 5,641
Public safety ..o e aaaaan 32,741 785 33,526
PUBIIC WOIKS . .. e 12,824 319 4,050 17,193
Health and welfare .. ... i i i e e aaaaann 2,204 6,900 9,104
=0 [UT o= ] 112,603 12,161 22,835 147,599
Parks and recreatiion ... .. ... oo e e e e eaemamaaaaaa 7,036 4,467 11,503
Capital outlay ... .. 9,521 9,521
Debt and sundry ... ... e $ 25,851 25,851
Total expenditures .. ... ... it iiiaaa e 172,930 25,851 22,001 39,156 259,938
Excess (deficiency) of revenues over expenditures .............. 23,900 (25,851) (14,999 2,041 (14,909)
Other financing sources (uses):
Transters N ... e 6,172 25,851 2,980 960 35,963
Transfers out ... .. ... (29,058) (6,090) (1,140) (36,288)
Proceeds from the issuance of notes ...... ... . .- 2,696 2,696
Total other financing sources (USES) - - -cciuwaaaaaaaann (22,886) 25,851 (414 (180) 2,371
Net change in fund balances ... .. ... ... i it 1,014 (15,413) 1,861 (12,538)
Fund balance (deficit), July 1, 2004 ... ... .. .. oo iiiaanan- 8,010 -0 - (8,248) 15,828
Fund balance (deficit), June 30, 2005 .. ..o iiimaaaaaaaann $ 9,024 $ -0 - $(23,661) $17,689
Amounts reported for governmental activities in the statement of activities (Exhibit 11) are different because:
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 as depreciation expense. This is the amount by which capital outlay exceeded
depreciation expense N the CUNrrent Period . ... i e e e e e e e e e e e e e e e e e e e e e e e e e e 12,064
In the statement of activities, only the gain or (loss) on the sale of capital assets is reported, whereas in the governmental
funds, the proceeds from the sale increases financial resources. Thus, the change in net assets differs from the change in
fund balance by the cost OF the asset SOl ... ... ..ttt ee o e e e eaeaa e e e e eaaaaa e (316)
Revenues in the statement of activities that do not provide current financial resources are not reported as revenues in the
0T (1,811)
Bond proceeds provide current financial resources to governmental funds, but issuing debt increases long-term liabilities in
the statement of net assets. Repayment of bond principal is an expenditure in the governmental funds, but the repayment
reduces long-term liabilities in the statement of net assets. This is the amount by which repayments exceeded proceeds ....... 10,883
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 governmental FUNAS . . ... ettt e e e eaaaaa e 249
Internal service funds are used by management to charge the costs of risk management to individual funds. The net revenue
(expense) of the internal service fund is reported with governmental activities (Exhibit VI) ... .. .. i i aaaanann 2,879
Change in net assets of governmental activities (EXhibit Bl .. aee e e e e e iiaaaaaaaa $ 11,410

The accompanying notes are an integral part of these financial statements.
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CITY OF NEW BRITAIN, CONNECTICUT

PROPRIETARY FUNDS

STATEMENT OF NET ASSETS
JUNE 30, 2005

EXHIBIT V

(thousands)

BUSINESS-TYPE
---ACTIVITIES..
WATER
ENTERPRISE FUND

GOVERNMENTAL
-ACTIVITIES.
INTERNAL
SERVICE FUND

ASSETS:
Current assets:
Cash and cash equival
Investments .........
Receivables:

enNtsS -

Due from other funds . ... ... e e
Other (net of allowance for uncollectible) ... .___._.___..._.

Total current assets ... . mioea e ae e e aaaaaaan

Noncurrent assets:
Capital assets, net .

Total assets ....

LIABILITIES:

Current liabilities:
Accounts and accrued
Compensated absences
Due to other funds ..

EXPENSES . ... i e e e e e e e aee e

Current portion of notes payable ... ... .. .. . o . i ...

Total current liabilities ... ... . ... i aaanns

Noncurrent liabilities:

Bonds and notes payable ... .. ...

Claim reserves ......
Total liabilities

NET ASSETS:

Invested in capital assets, net of related debt ...............

Unrestricted ..........

Total net assets

$13,794

3,490

17,284

67,986

85,270

498
225
1,740
1,834

4,297
44,577
48,874
21,575

14,821

$36,396

$ 7,467
18,263

1,613
118

27,461

27,461

629
928
1,557

20,579

22,136

5,325

$ 5,325
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The accompanying notes are an integral part of these financial statements.
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STATEMENT OF

CITY OF NEW BRITAIN, CONNECTICUT

PROPRIETARY FUNDS

REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2005

EXHIBIT VI

(thousands)

BUSINESS-TYPE
---ACTIVITIES..

WATER

ENTERPRISE FUND

GOVERNMENTAL
-ACTIVITIES.
INTERNAL
SERVICE FUND

Operating revenues:

Charges for services and goods
Charges to other funds
1 o T

Total operating revenues

Operating expenses:

Sources of supply expense
Water treatment expense
Pumping expense

Transmission and distribution expense

Administration and general expense
Customer accounts expense
Depreciation expense
Forestry expense
Claims incurred
Maintenance expense
Miscel laneous

Total operating expenses

Operating income

Nonoperating revenue and expenses:

Income on investments

Total nonoperating revenue and expenses

Change in net assets before transfers

Transfers:

Transfers in

Change in net assets
Total net assets, July 1, 2004

Total net assets, June 30, 2005

The accompanying notes are an integral part of these financial statements.

Increase in actuarial claims reserve ... ... e e e e ceacaaaann-
Interest expenses

$10,999

10,999

471
883
488
665
1,444
331
1,553
48

1,110
641

7,634
3,365

412
(1,397)

985

2,380

2,380
34,016

336,396

$22,298
5,408

27,706

1,620

24,302

25,922
1,784
1,235

(465)
770
2,554
325

2,879
2,446

$ 5,325
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CITY OF NEW BRITAIN, CONNECTICUT

PROPRIETARY FUNDS

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2005

EXHIBIT VI

(thousands)

-BUSINESS-TYPE ACTIVITIES.

WATER
ENTERPRISE FUND

-GOVERNMENTAL ACTIVITIES.
INTERNAL
SERVICE FUND

Cash flows from (to) operating activities:

Cash received from charges to other funds .. ... ... .. it i i e e e e e aaaann
Cash received From CUSTOMErS . . . . ..ottt a et oot eea e e e e e i iaeeaaa e e aaeeeann
Cash received from other operating activities ... ... ... . ... it a e aaaaann
Cash paid for premiums and other operating eXpenses . .. ... ... iicimmmaaaaaaaaaann
Cash payments For claims made . ... ...ttt e e e e c e e

Net cash provided by operating activities ... ... ... ... iiiaaaa i aaaaann

Cash flows from noncapital financing activities:

Transfers from other FuNds ... ... i it e et e e e e e

Cash flows from (to) capital financing activities:

Acquisition of capital assels ... ...t
Proceeds from loan obligation ... .. ...t e e e e
Payment of loan obligation . ...t
Interest paid on capital debt ... ... ... e

Net cash provided (used) by capital financing activities ......... ... .........

Cash flows from (to) investing activities:

INCOME ON INVESEMENTS ..ot ittt it it e i aeeaaasacaecaanaaanacaaaaanann-
Purchase of INVesStmMeNntS .. ... ittt e e e e eaem e e e e e

Net cash provided by investing activities .. .. ... ... ittt

Net increase in cash and cash equivalents ... ... ... ittt iieaa e e e e caaann
Cash and cash equivalents, July 1, 2004 .. .. ... e e e e e e e e i aaaaa e aaeeaan

Cash and cash equivalents, June 30, 2005 . ... ..ot e e e e e e e e e e

RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED
(USED) BY OPERATING ACTIVITIES

Operating BNCOME . . ... i e e e ettt e e e e e e e e e e e e e eeeaa e

Adjustments to reconcile operating income to net cash provided (used) by operating
activities:

(2= o1 =T o - X of o o

Change in assets and liabilities:

(Increase) decrease iIn accounts receivable .. ... ... ... il
(Increase) decrease in due from other funds ... ... ... ... . i
Increase (decrease) in accounts payable and accrued expenses ...........c.ceaao--
Increase (decrease) in due to other funds ... ... ... .. i iiiieaa i aaann

Total adJuSEmMENTS ...t eeeeeeeeeeeeee e eeaeaa——aaan

Net cash provided (used) by operating activities ... ... ... ... . i imiiaa e e aaaaann

Non-cash investment activities:

Net increase in fair value of Investments ... ... ... it e e e e aaaan

The accompanying notes are an integral part of

these financial

$ 11,416
(4,783)

6,633

(2,899)

412

377
13,417

$ 13,794

$3,365

1,553
417

188
1,110

3,268
$6,633

¥

—0-

statements.

$ 26,107
4,371

(1.651)
(24,022)

4,805

325

824

756

5,886
1,581

$ 7,467

$1,784

38
2,734
365

16)
3,021
$4,805

d
X
i
[
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CITY OF NEW BRITAIN, CONNECTICUT

FIDUCIARY FUNDS

STATEMENT OF FIDUCIARY NET ASSETS
JUNE 30, 2005

EXHIBIT VIII

(thousands)
PENSION
TRUST AGENCY
FUNDS FUNDS
ASSETS:
Cash and cash equivalents ... ... .. e a e $ 1,460 $251
Due from other funds ... ... i e e e e e e e eemceeceaeaaans 125 5
Investments, at fair value:
o U =T 15,484
FIXed INCOME . . o it i e e e e i e i e e e eeececceeceeeeeeaaann 73,911
Mutual FUNAS . ..o e e e e e e e e e e e e e ceeeeeaaaann 65,930 175
Certificates of deposit. ... ... i ia e aaaaans 336
Total Investments . ... .ot i i e i e e e ceeeeeeeaaanen 155,325 511
Total asSetsS ... e e e e e e m e 156,910 $767
LIABILITIES:
Accounts payable . .. e eeaaaaan 26
Due to benefiCIaries . ... e e e e e e e e e e meeeeeeeaaaann $767
Total I1abilities . e e e e e e e e e e 26 $767
NET ASSETS:
Held in trust for pension benefits ... ... ... ... .. ciioaoo. $156,884

The accompanying notes are an integral part of these financial statements.




EXHIBIT 1IX

CITY OF NEW BRITAIN, CONNECTICUT

FIDUCIARY FUNDS

STATEMENT OF CHANGES IN PLAN NET ASSETS
PENSION TRUST FUNDS
FOR THE YEAR ENDED JUNE 30, 2005

(thousands)
Additions:
Contributions:
EMPIOYer - oo e e e e e e e e e $ 934
1111 0] 0 )Y 825
K01 7= Y 1,759
Investment income:
Net appreciation in fair value of Investments..... $ 5,117
Interest and dividends . . . ... i e oot i e e e e e 4,966
MIscellaneous . . . ... e e e e e e e e emm e e eeeemaaan 5
Total ... e e e e e meaeaaaaa 10,088
Less investment eXpense - ..o v i e i c e e e e e e e e (538)
Net Investment INCOME . . .. i i oo e e e e e e e e e e e e e emmmen s 9,550
I ) o= Y [ 11,309
Deductions:
= TS T 5 9,236
ADMEINISEratioN - . o oo e e e e e e e e e e e e 88
K0 1 7= N 9,324
NS o o ST = 1= 1,985
Net assets held in trust for pension benefits, July 1, 2004 ...._. 154,899

Net assets held in trust for pension benefits, June 30, 2005 .... $156,884

The accompanying notes are an integral part
of these financial statements.
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CITY OF NEW BRITAIN, CONNECTICUT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

(amounts expressed in thousands)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The financial statements of the City of New Britain (the “City”) have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP) as applied to government
units. The Governmental Accounting Standards Board (GASB) is the accepted standard setting body for
establishing governmental accounting and financial reporting principles. The more significant policies of the
City are described below.
A. Reporting Entity

Primary Government

The City of New Britain, Connecticut (the “City”) became a consolidated City in 1905 with a Mayor-
Council-Commission form of government. The Mayor and Council serve concurrent two (2) year terms
and operate under a Charter adopted in 1961, with the latest revision in 2002. The Common Council, the
legislative body, consists of fifteen (15) Aldermen elected biennially at large. Other elected officials
include the City and Town Clerk, Collector of Taxes, Treasurer and three (3) members of the Board of
Tax Review.

The municipal budget is prepared by the Board of Finance and Taxation and the Mayor who submits his
recommendation to the Common Council for adoption.

All department heads report directly to the Mayor.

The City has the power to incur indebtedness by issuing bonds or notes as provided by Charter and
Connecticut General Statutes.

The City operates and maintains a public water supply system, known as the City of New Britain Water
Department.

The City has a Redevelopment Agency that operates as a function of the Commission on Community and
Neighborhood Development (the “Commission™). The Commission is also charged with the
responsibility of administering the City’s Small Cities Programs.

The City provides the following services as authorized by its Charter: Education, Water, Sewer, Refuse,
Public Works, Public Safety, Parks, Recreation, Libraries, and Health and Human Services.

Joint Ventures

The City is a participant in two joint ventures as described below.
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Tunxis Recycling Operating Committee

The City is a participant with twelve (12) other cities and towns in a joint venture, the Tunxis Recycling
Operating Committee (TROC). The TROC is responsible for the development, operations and
management of a solid waste recycling program for all participating communities. The governing board
consists of City officials appointed by each of the participating municipalities, and assumes all the
management decisions. The City of New Britain has an obligation to appropriate funds in amounts
necessary to fulfill its obligations created pursuant to the intercommunity agreement dated as of August
31, 1990. Expenditures of $123 were incurred in 2004-05 related to the City’s participation in TROC.

Unreserved, fund balance, of the General Fund, for fiscal year ended June 30, 2005 as reflected in the
Committee’s financial statements is $802. A complete set of financial statements for TROC can be
obtained from the TROC’s administrative office at 43 Enterprise Drive, Bristol, Connecticut.

Bristol Resource Recovery Facility Operating Committee

The City is a participant with thirteen (13) other cities and towns in a joint venture, the Bristol Resource
Recovery Facility (BRRFOC). The BRRFOC was created pursuant to an Inter-Community Agreement to
exercise certain rights on behalf of the contracting municipalities in dealing with the trash to energy plant
built by Ogden Martin Systems of Bristol, Inc. now known as Covanta Bristol, Inc. (“Covanta”). The
governing board consists of City officials appointed by each of the participating municipalities, and
assumes all the management decisions. The City of New Britain has an obligation to appropriate funds in
amounts necessary to fulfill its obligations created pursuant to the Intercommunity Agreement dated as of
August 15, 1985. These obligations deal with guarantees to meet certain tonnage requirements. The City
expenditures to the BRRFOC amounted to $2,927 this year.

Unreserved, fund balance for fiscal year ended June 30, 2005 as reflected in the BRRFOC’s financial
statements is $12.5 million. A complete set of financial statements for BRRFOC can be obtained from
the administrative office at 43 Enterprise Drive, Bristol, Connecticut.

On April 2005, the Committee issued $41,920 in Solid Waste Revenue Refunding Bonds (Covanta
Bristol, Inc. Project - 2005 series) with interest rates varying from 3.00% to 5.00%. The proceeds of the
bonds, in addition to other funds made available as part of the transaction and the allowed investment
earnings thereon, were used to current refund $46,670 of outstanding revenue bonds of the Committee.
The proceeds from the original bonds were loaned by the Authority to Ogden Martin Systems of Bristol,
Inc. now known as Covanta Bristol, Inc. Under the Service Agreement, the service fee is an obligation of
the Contracting Municipalities to which each has pledged its full faith and credit. Should any
Contracting Municipality default in its obligation to pay the service fee, the other Contracting
Municipalities shall have an obligation to continue to pay the aggregate service fee. If the Company does
not perform its obligations under the service agreement, and Covanta fails to perform such obligations
pursuant to its guarantee, the Contracting Municipalities have certain rights to terminate the service
agreement and, upon termination, would no longer be obligated to pay the service fee. The current
balance of the bonds outstanding is $41,920.

Jointly Governed Organizations

The Mattabassett District

The Mattabassett District is a quasi-municipal district established in accordance with State statutes to
provide sewer treatment services for the Towns of Berlin, Cromwell and the City of New Britain. A
twelve person Board of Directors is appointed by the member towns with New Britain appointing the

majority of members (7), Berlin appoints three members and Cromwell appoints two members. The
Board of Directors is responsible for hiring, firing, purchasing, administration, budget adoption and fiscal
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operations. The District may issue bonds in its own name. The Mattabassett District levies its annual
assessment, which the City is obligated to pay.

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of changes
in net assets) report information on all of the nonfiduciary activities of the City. For the most part, the
effect of interfund activity has been removed from these statements. Governmental activities, which
normally are supported by taxes and intergovernmental revenues, are reported separately from
business-type activities, which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given 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 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary
funds, even though the latter 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.

The various types included in the financial statements are described below:

Governmental Funds

Governmental Funds are those through which most governmental functions typically are financed.
General Fund - the primary operating fund of the City. This fund is used to account for all
financial transactions and resources except those required to be accounted for in another fund.
Revenues are derived primarily from property taxes, state and federal grants, licenses, permits,
charges for service, and interest income.
Special Revenue Funds - account for revenue derived from specific sources (other than major
capital projects) that are restricted by legal and regulatory provisions to finance specific

activities.

Capital Project Funds - account for all financial resources used for the acquisition or
construction of major capital facilities not being financed by proprietary funds.

Debt Service Funds - account for the payment of principal and interest on general long-term debt
of the City.

Proprietary Funds
Proprietary funds are used to account for activities that are similar to those often found in the private
sector. These funds are accounted for on the flow of economic resources measurement focus and use

the accrual basis of accounting. The following are the City’s proprietary funds:

Enterprise Funds - account for operations that are financed in a manner similar to private
business enterprises, where the intent is that costs of providing goods or services to the general
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public on a continuing basis be financed or recovered primarily through user charges. The Water
Enterprise Fund is the City’s only enterprise fund.

Internal Service Funds - account for the financing of goods or services provided by one
department to other departments or agencies of the City on a cost-reimbursement basis. The
City’s internal service funds are comprised of the Special Reserve Fund, the Health Insurance
Fund, the Workers’ Compensation Fund and the General Accident Casualty and Liability Fund.

Fiduciary Funds

Fiduciary Funds are used to account for assets held by the City in a trustee capacity or as an agent for
individuals, private organizations, and other governments. Fiduciary funds are not included in the
government-wide statements. The fiduciary funds are as follows:

Pension Trust Fund - accounts for the New Britain police and fire retirement system.

Agency Funds - are custodial in nature (assets equal liabilities) and do not involve measurement
of results of operation. The school system Student Activity Fund and the Contractor’s Bond
Fund are the City’s agency funds.

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

The government-wide financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial statements.
Revenues are recorded when earned and expenses are recorded when a liability is incurred, regardless of
the timing of related cash flows. Property taxes are recognized as revenues in the 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.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the City
considers revenues to be available if they are collected within 60 days of the end of the current fiscal
period. Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related to compensated absences and claims
and judgments, are recorded only when payment is due.

Property taxes, charges for services, licenses, and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal
period. Only the portion of special assessments receivable due within the current fiscal period is
considered to be susceptible to accrual as revenue of the current period. All other revenue items are
considered to be measurable and available only when cash is received.

The City reports the following major governmental funds:

The General Fund is the City’s primary operating fund. It accounts for all financial resources of the
City, except those required to be accounted for in another fund.

The Debt Service Fund accounts for the payment of principal and interest on long-term debt of the
City.

The Capital Projects Fund is used to account for the financial resources for the acquisition or
construction of major capital facilities, other than those financed by proprietary funds.
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The City reports the following major proprietary funds:

The Water Enterprise Fund accounts for all activities related to the transmission and distribution of
drinking water.

Additionally, the City reports the following fund types:
The Internal Service Funds account for the risk management activities for the City.

The Pension Trust Fund accounts for the activities of the New Britain police and fire retirement system,
which accumulates resources for pension benefit payments to qualified City employees.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with or contradict guidance of the Governmental Accounting
Standards Board. Governments also have the option of following subsequent private-sector guidance for
their business-type activities and enterprise funds, subject to this same limitation. The City has elected
not to follow subsequent private-sector guidance.

As a general rule the effect of interfund activity has been eliminated from the government-wide financial
statements. Exceptions to this general rule are payments-in-lieu of taxes and other charges between
certain City’s functions because the elimination of these charges would distort the direct costs and
program revenues reported for the various functions concerned.

Amounts reported as program revenues include 1) charges to customers or applicants for goods, services,
or privileges provided, 2) operating grants and contributions, and 3) capital grants and contributions,
including special assessments. Internally dedicated resources are reported as general revenues rather than
as program revenues. Likewise, general revenues include property taxes.

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 a proprietary fund’s principal ongoing operations. The principal operating revenues of
the Water Enterprise Fund, and of the City’s Internal Service Funds are charges to customers for sales
and services. Operating expenses for enterprise funds and internal service fund include the cost of sales
and services, administrative expenses, and depreciation on capital assets. All revenues and expenses not
meeting this definition are reported as nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use
restricted resources first, then unrestricted resources as they are needed.

. Deposits and Investments

The City’s cash and cash equivalents are considered to be cash on hand, demand deposits, and short-term
investments with original maturities of three months or less from the date of acquisition.

State statutes authorize the City to invest in obligations of the U.S. Treasury, commercial paper,
corporate bonds, repurchase agreements, and certain other investments as described in Note 4.

Investments for the City are reported at fair value.
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E. Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end
of the fiscal year are referred to as either “due to/from other funds” (i.e., the current portion of interfund
loans) or “advances to/from other funds” (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as “due to/from other funds”. Any residual balances
outstanding between the governmental activities and business-type activities are reported in the
government-wide financial statements as “internal balances”. All trade and property tax receivables are
shown net of an allowance for uncollectibles.

The City’s property taxes are levied each June on 70% of the assessed value listed on the prior October 1
Grand List for all taxable property located in the City. Although taxes are levied in June, the legal right to
attach property does not exist until July 1 and, as such, taxes are due and payable in two installments on
July 1 and January 1 following the date of the Grand List. Additional property taxes are assessed for
motor vehicles and are payable in one installment due July 1. Taxes are overdue on August 1, and interest
is levied at 1-1/2% per month. The City files liens against property if taxes, which are due July 1, remain
unpaid on the following June 30.

The City has established a reserve in the amount of $750 for property taxes receivable that are deemed to
be uncollectible.

F. Inventories and Prepaid Items

All inventories are valued at cost using the first-in/first-out (FIFO) method. Inventories of governmental
funds are recorded as expenditures when consumed rather than when purchased.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as
prepaid items in both government-wide and fund financial statements.

G. Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets, (e.g., roads, bridges,
sidewalks, and similar items), are reported in the applicable governmental or business-type activities
columns in the government-wide financial statements. Capital assets are defined by the government as
assets with an initial, individual cost of more than $5,000 (amount not rounded) and an estimated useful
life in excess of 5 years. Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair market value at the date
of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Interest

incurred during the construction phase of capital assets of business-type activities is included as part of
the capitalized value of the assets constructed.
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Property, plant, and equipment of the primary government, as well as the component units, is depreciated
using the straight line method over the following estimated useful lives:

Assets Years
Buildings.......cccooevveiiiiieececece, 25-50
Building improvements .................. 20
Machinery and equipment .............. 5-20
VehicleS ..., 5
Infrastructure ........ccccoeevvvveveiieenenn 10-65

. Compensated Absences

Under the terms of its various union contracts, City and Board of Education employees are permitted to
accumulate earned but unused sick pay benefits and, with approval, vacation benefits. The accumulated
liability for sick time and vacation, as reported in the governmental funds, at the end of fiscal year was
valued at $8,398. The City and Board of Education compensated absences is generally liquidated by the
General Fund.

Long-Term Obligations

In the government-wide financial statements, and proprietary fund types, long-term debt and other long-
term obligations are reported as liabilities in the applicable governmental activities, business-type
activities, or proprietary fund type statement of net assets. Bond premiums and discounts, as well as
issuance costs, are deferred and amortized over the life of the bonds using the effective interest method.
Bonds payable are reported net of any significant applicable bond premium or discount. Significant bond
issuance costs are reported as deferred charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as
well as bond issuance costs, during the current period. The face amount of debt issued is reported as
other financing sources. Premiums received on debt issuances are reported as other financing sources
while discounts on debt issuances are reported as other financing uses. Issuance costs, whether or not
withheld from the actual debt proceeds received, are reported as debt service expenditures.

Interest Rate Swap Agreements and Options

The City has entered into an interest rate swap agreement and an option to enter into an interest rate swap
agreement to modify interest rates on outstanding debt. Other than the net interest expenditures and
revenue resulting from these agreements, no amounts are recorded in the financial statements (see Note
10).

Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for amounts that
are not available for appropriation or are legally restricted by outside parties for use for a specific
purpose. Designations of fund balance represent tentative management plans that are subject to change.

Restatement

The City’s beginning net assets have been restated to properly reflect capital assets which were
previously not recorded in the amount of $509.
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2. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. Explanation of Certain Differences Between the Governmental Fund Balance Sheet and the
Government-Wide Statement of Net Assets

The governmental fund balance sheet includes a reconciliation between fund balance - total governmental
funds and net assets governmental activities as reported in the government-wide statement of net assets.
One element of that reconciliation explains that “long-term liabilities, including bonds payable, are not
due and payable in the current period and therefore are not reported in the funds”. The details of this
$(191,688) difference are as follows:

BONdS PAYADIE ......cvoviiicicec e $175,035
Less: Deferred charge on refunding (to be amortized as interest expense)................ (135)
NOES PAYADIE ... s 4,587
Accrued interesSt PAYADIE .........ooviieiiieee e s 3,706
Capital 16aSes PAYADIE..........cciiiciii it 23
CompPENSALEA ADSENCES ......veevveiieciieie sttt ettt e sre e nre s 8,398
Unamortized bond PremilM.........c.ooveiciiiecc et 74

Net adjustment to reduce fund balance - total governmental funds to arrive at
net assets - governmental aCtiVItieS .........c.cocvvvveiiiiiiic e $191,688

Another element of that reconciliation states that “certain long-term assets are not available to pay for
current-period expenditures and therefore, are deferred in the funds”. The details of this $47,135
difference are as follows:

Delinquent property taxes reCeivable ...........ocv e $ 7,761
Accrued interest on property taxes receivable..............ccooeieiiiiinni 7,924
INEE PENSTON BSSEL ... eeeeeeieeieie it ete ettt sttt e ste st eeseeereeseesneenee e 1,345
Housing 10aNnS reCeIVADIE. ..........cooeei e e 3,856
Housing loans allowance for doubtful aCCOUNTS...........cccoeviiiiiiiiiecccce (148)
Accrued interest on housing 10ANS...........coiiiiiiiicce e 8
School building grants receivable ... 26,389

Net adjustment to increase fund balance - total governmental funds to arrive at
net assets - governmental aCtiVILIES .........c.oovviiiiiiiiie e $47,135
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B. Explanation of Certain Differences Between the Governmental Fund Statement of Revenues,
Expenditures, and Changes in Fund Balances and the Government-Wide Statement of Activities

The governmental fund statement of revenues, expenditures, and changes in fund balances includes a
reconciliation between net changes in fund balances - total governmental funds and changes in net assets
of governmental activities as reported in the government-wide statement of activities. One element of
that reconciliation explains that “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”. The details of this $12,064 difference are as follows:

CAPIAL QULIAY ...t $20,065
DEPIECIAtION EXPENSE. .. .cuviuieieitietirteite sttt bbb (8,001)

Net adjustment to increase net changes in fund balances - total governmental
funds to arrive at changes in net assets of governmental activities .............c........... $12,064

Another element of that reconciliation states that “the net effect of various miscellaneous transactions
involving capital assets (i.e., sales, trade-ins, and donations) is to decrease net assets”. The details of this
$(316) difference are as follows:

In the statement of activities, only the gain or (loss) on the sale of capital assets is
reported. However, in the governmental funds, the proceeds from the sale
increase financial resources. Thus, the change in net assets differs from the
change in fund balance by the cost of the capital assets sold. ............c.ccccevvrrennenn. $(316)

Another element of that reconciliation states that “the issuance of long-term debt (e.g., bonds, leases)
provides current financial resources to governmental funds, while the repayment of the principal of long-
term debt consumes the current financial resources of governmental funds. Neither transaction, however,
has any effect on net assets. Also, governmental funds report the effect of issuance costs, premiums,
discounts, and similar items when debt is first issued, whereas these amounts are deferred and amortized
in the statement of activities”. The details of this $10,883 difference are as follows:

Proceeds from the iSSUANCe OF NOLES ......ccovveiieiic e $ (2,695)
Principal repayments:
General obligation debt............cccviieii i 13,295
(O 1o 1 =1 I 12T LSS 23
CleAN WALET NOTES. ....etiieieieeiie ettt sttt st et nee e 261
Amortization of bond PremiUum..........cooieiiiii e 25
Refunding deferral ............ooue e (26)

Net adjustment to increase net changes in fund balances - total governmental
funds to arrive at changes in net assets of governmental activities .............ccc......... $10,883

Another element of that reconciliation states that “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
governmental funds”. The details of this $249 difference are as follows:

CompPenSated ADSENCES..........ooeiiieeeeeee et $ 44
F oot 1= o ] =T ST 205

Net adjustment to increase net changes in fund balances - total governmental
funds to arrive at changes in net assets of governmental activities ......................... $249
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3. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY
A. Budgetary Information

The City uses the following procedures in establishing the budgetary data included in the financial
statements for the General Fund, the City’s only budgeted fund.

City department heads are required to submit to the Mayor estimates in detail of the amounts of money
required by their department for the ensuing fiscal year. For these submissions, the Mayor and the Board
of Finance and Taxation shall prepare an annual budget of the City. The proposed budget shall include
the rate of taxation, a statement of bonds to mature and interest payable as well as the capital budget. The
final vote of the Common Council to approve the Mayor’s proposed budget for the ensuing fiscal year
shall be by majority vote. If the Mayor shall disapprove, he shall issue a veto message and a two thirds
vote of the Common Council shall be required to override the veto.

Advisory budgets for Special Revenue Funds which are utilized to account for specific grant programs
are established in accordance with the requirements of the grantor agencies. In some instances such
budgets comprehend more than one fiscal year and are comprehending a fiscal period which does not
coincide with the City’s fiscal year. Such budgets are not legally adopted by the City.

Legal authorization for Capital Projects Fund spending is provided by the related bond ordinances and/or
intergovernmental grant agreements.

Special appropriations requiring an increase in estimated income and expenditures in any fund shall be
approved by two-thirds vote of the Common Council. A transfer of monies external to a departmental
budget shall be authorized by a majority vote of the Common Council. The Mayor shall be authorized to
transfer monies within a department budget upon written request. The limit for any individual line item
transfer shall depend on its classification, which is spelled out in the ordinance.

The City’s budgeting system requires accounting for certain transactions be on a basis other than
generally accepted accounting principles (GAAP basis). A major difference between the budget and
GAAP basis is that encumbrances are recognized as a charge against a budget appropriation in the year in
which the purchase order is issued and, accordingly, encumbrances outstanding at year-end are recorded
in budgetary reports as expenditures in the current year, whereas, on a GAAP basis, encumbrances are
recorded as reservations of fund balance.

Unencumbered appropriations lapse at year-end with the exception of the Capital Projects Fund.

Also, in accordance with the provision of Governmental Accounting Standards Board Statement No. 24,
the City has reported “on-behalf” payments made by the State of Connecticut into the teachers’
retirement system in the governmental funds.

Encumbrance accounting is employed in governmental funds. Encumbrances (e.g., purchase orders,
contracts) outstanding at year end are reported as reservations of fund balances and do not constitute
expenditures or liabilities because the commitments will be reappropriated and honored during the
subsequent year.
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B. Deficit Fund Equity

The following funds have a deficit fund balance/net assets at June 30, 2005:

Nonmajor:
Special Revenue Funds:
Local Capital Improvements..........c.ccccceevvvverrenenne. $46
SUMMET FOOU.........ceiiieieiise e $1
Highway Safety Grant ...........ccccceeevevieesiceienane, $29
Bullet Proof Vest Grant ...........ccooceevvvirieeienniienenns $4
Youth Build Program...........cccceeveevvieevceciceenenene $14
Emergency Shelter Grant...........cccoovvevvvieiieccnenee. $18
BUSINESS OULIEaCh..........ccocveveeiriceicieie e $120
Redevelopment Commission .........c.cccccvevvieivnnee. $6
Capital Projects FUN ..........ccccevevivieieecececece e, $23,661
Internal Service Funds:
Workers’ Compensation ..........ccceevveveeneesnesieeenieenenens $3,506

The Special Revenue Funds and Internal Service Funds deficit balances will be eliminated by program
income. In the Capital Projects Fund, bonding and State grants will be used to fund the deficit balance.

4. CASH, CASH EQUIVALENTS AND INVESTMENTS

The deposit of public funds is controlled by the Connecticut General Statutes (Section 7-402). Deposits may
be made in a “qualified public depository” as defined by Statute, or, in amounts not exceeding the Federal
Deposit Insurance Corporation insurance limit in an “out of state bank”, as defined by the Statutes, which is
not a “qualified public depository”.

The Connecticut General Statutes (Section 7-400) permit municipalities to invest in: (1) obligations of the
United States and its agencies; (2) highly rated obligations of any state of the United States or of any political
subdivision, authority or agency thereof; and (3) shares or other interests in custodial arrangements or pools
maintaining constant net asset values and in highly rated no-load open end money market and mutual funds
(with constant or fluctuating net asset values) whose portfolios are limited to obligations of the United States
and its agencies, and repurchase agreements fully collateralized by such obligations. Other provisions of the
Statutes cover specific municipal funds with particular investment authority. The provisions of the Statutes
regarding the investment of municipal pension funds does not specify permitted investments. Therefore,
investment of such funds is generally controlled by the laws applicable to fiduciaries and the provisions of
the applicable plan.

The Statutes (Sections 3-24f and 3-27f) also provide for investment in shares of the State Short-Term
Investment Fund (STIF) and the State Tax Exempt Proceeds Fund (TEPF). These investment pools are under
the control of the State Treasurer, with oversight provided by the Treasurer’s Cash Management Advisory
Board, and are regulated under the State Statutes and subject to annual audit by the Auditors of Public
Accounts. Investment yields are accounted for on an amortized-cost basis with an investment portfolio that
is designed to attain a market-average rate of return throughout budgetary and economic cycles. Investors
accrue interest daily based on actual earnings, less expenses and transfers to the designated surplus reserve,
and the fair value of the position in the pool is the same as the value of the pool shares.
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A. Cash and Cash Equivalents

B.

The following is a summary of cash and cash equivalents at June 30, 2005:

Deposits:
Demand aCCOUNTS.......ccovveeeeeeeeeeeeeeeeeeeeeeeeeeeeee e $37,816
Certificates of depoSit........cccccvveviveveerieeviec e, 336
Total DeposIts......ccccevviviieeieeiieiinens 38,152
Petty CaSh......ccceeiee e 4
Cash equivalents:
State Tax Exempt Proceeds Fund (TEPF).............. 65
State Short-Term Investment Fund (STIF)............. 17,688
Money Market Fund...........ccccoooveveivniiic v 51
Financial Investors Trust Portfolio Money Market
FUN .o 12,641
Less: Certificates of deposit classified as investments(336)
TOTAL CASH AND CASH EQUIVALENTS.... $68,265
Deposits

At June 30, 2005 the carrying amount of the City deposits was $38,152 and the bank balance was
$40,315.

Custodial Credit Risk — Custodial credit risk is the risk that in the event of a bank failure, the City’s
deposits may not be returned to it. The City does not have a deposit policy for custodial credit risk. Of
the June 30, 2005 bank balance, $958 was covered by Federal Depository Insurance. Connecticut
General Statutes require that each depository maintain segregated collateral (not required to be based on
a security agreement between the depository and the municipality and, therefore, not perfected in
accordance with Federal law) in an amount equal to a defined percentage of its public deposits based
upon the depository’s risk based capital ratio. A minimum of $3,936, based on June 30, 2005 deposits,
was collateralized (collateral held by the pledging bank’s trust department is not in the City’s name). The
balance of deposits of $35,421 was uninsured and uncollateralized.

Cash Equivalents

Cash equivalents are short-term, highly liquid investments that are both readily convertible to known
amounts of cash and purchased within 90 days of maturity. At June 30, 2005 the City’s cash equivalents
amounted to $30,445. The following table provides a summary of the City’s cash equivalents (excluding
U.S. government guaranteed obligations) as rated by nationally recognized statistical rating
organizations.

Standard
and Poor’s

State Short-Term Investment Fund (STIF) ................ AAAM
State Tax Exempt Proceeds Fund (TEPF)* ...............
Financial Investors Trust Portfolio Money Market

FUND ..o AAAM
Money Market Funds*

*Not rated
Investments
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Investments as of June 30, 2005 in all funds are as follows:

Fair Weighted Average
Investment Type Value Maturity (Years)
Interest Bearing Investments:
Certificates of depoSit™ ........ccccocevveieriiieriiiescee e $ 336 .83
Corporate BoNdS.........cocveeeieieeee e 21,244 13.53
U.S. government and agency obligations.............cc.cce...... 72,164 11.71
Other Investments:
Marketable Equity SECUrities.......c..ccovvvvereirieic e, 9,372
Pooled open-end mutual fund accounts:
MULUT FUNGS ...ttt e 76,622
TOTAL oot $179,738
Portfolio weighted average maturity for interest bearing
INVESTMENTS ..ottt ettt e 12.08

*Subject to coverage by Federal Depository Insurance and collateralization as described under
“Deposits” above.

Interest Rate Risk — The City does not have a formal investment policy that limits investment maturities
as a means of managing its exposure to fair value losses arising from increasing interest rates.

Credit Risk — Investments - As indicated above, State Statutes limit the investment options of cities and
towns. The City has no investment policy that would further limit its investment choices. The following
table provides a summary of the City’s investments (excluding U.S. government guaranteed obligations)
as rated by nationally recognized statistical rating organizations.

Standard Moody’s
and Poor’s Investor Service
Corporate bonds..........ccovvieeiieneeeie e AA- Aa3

Concentration of Credit Risk — The City does not have a policy which limits investments in any one
issuer that is in excess of five percent of the City’s total investments.

Custodial Credit Risk — Custodial credit risk for an investment is the risk that, in the event of the failure
of the counterparty (the institution that pledges collateral or repurchase agreement securities to the City
or that sells investments to or buys them for the City), the City will not be able to recover the value of its
investments or collateral securities that are in the possession of an outside party. At June 30, 2005, the
City did not have any uninsured and unregistered securities held by the counterparty, or by its trust
department or agent that were not in the City’s name.
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5. RECEIVABLES

Receivables as of year end for the City’s individual major funds and nonmajor, internal service, and fiduciary
funds in the aggregate, including the applicable allowances for uncollectible accounts, are as follows:

Nonmajor Business Activities
Capital and Other Water Enterprise
General Projects Funds Fund Total
Receivables:
Interest®......ccevvveveeerenne, $ 276 $ 276
TaXES cvvvvevereeieeee e $ 9,143 9,143
Water......ocovvevceiiiceeienn 2,333 2,333
SEWEN oo 866 866
ACCOUNTS.....ocvviiiiieeiee, 1,017 $189 $ 3,936 332 5,474
Housing loans..................... 3,856 3,856
Intergovernmental .............. 59 3,365 3,424
Intergovernmental —
School Building Grants. 26,389 26,389
Gross receivables.......... 36,608 189 11,157 3,807 51,761
Less: allowance for
uncollectibles.........c.c......... 750 148** 317 1,215
Net total receivables ................ $35,858 $189 $11,009 $3,490 $50,546

*  Accrued interest on property taxes and long-term housing loans in the amount of $7,932 are not
included in the fund financial statements.

**  Allowance for uncollectible amounts related to loan receivables is not included in the fund
financial statements.

Revenues are reported net of uncollectible amounts. Total uncollectible amounts related to revenues of the
current period are as follows:

Uncollectibles related to:

PrOPEITY TAXES ... c.viuierietieriete ettt ettt sttt e re bt re st nn e $ 750
WWALEE TECEIVADIES ...eeeiieveiee ettt ettt et e e et e e s st e e s st e e e s rereeeesaes 317
LOAN FECRIVADIES. .. .veeeeieereie ettt ettt st e st e e s s e e s st e s rnaeees 148
B O I RO $1,215

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. Governmental funds also defer
revenue recognition in connection with resources that have been received, but not yet earned. At the end of
the current fiscal year, the various components of deferred revenue and unearned revenue reported in the
governmental funds were as follows:
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Unavailable  Unearned

Delinquent property taxes receivable..........cccoovvvvviveveinieennee, $ 7,761
HOUSING 08NS ....c.viiiieiccie e 3,856
School building grants ... 26,389
Grant drawdowns prior to meeting all eligibility requirements.. $4,156
Total deferred/unearned revenue for governmental funds.......... $38,006 $4,156
CAPITAL ASSETS
Capital asset activity for the year ended June 30, 2005 was as follows:
Beginning Ending
Balance* Increases Decreases Balance
Governmental activities
Capital assets, not being depreciated:
Land....ccooeieieeeeceee e $ 23623 $ 145 $ (140) $ 23,628
Construction in progress........c.ccceevevene. 25,065 19,223 (2,313) 41,975
Total capital assets, not being depreciated . 48,688 19,368 (2,453) 65,603
Capital assets, being depreciated:
BUIldings ....ccoveeviieieceeeeee 182,331 306 (140) 182,497
Machinery and equipment..................... 16,118 259 (34) 16,343
VENICIES ..vvvveiieiie e, 13,903 132 (776) 13,259
INFrastruCture ........cocvevvveeve s 83,009 2,313 (22) 85,300
Total capital assets being depreciated ........ 295,361 3,010 (972) 297,399
Less accumulated depreciation for:
BUildings .....ccooevvireiiiiccee e 86,426 3,928 (15) 90,339
Machinery and equipment..................... 12,390 853 (31) 13,212
VENICIES ..vvvveiieiie e, 10,173 756 (740) 10,189
INFrastruCture ........ccocvevvveeve e 48,387 2,464 (10) 50,841
Total accumulated depreciation.................. 157,376 8,001 (796) 164,581
Total capital assets, being depreciated, net 137,985 (4,991) (176) 132,818
Governmental activities capital assets, net.  $186,673 14,377 (2,629) 198,421

*Restated by $509 for amounts previously not recorded (See Note 1).
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Beginning Ending
Balance Increases Decreases Balance
Business-type activities
Capital assets, not being depreciated:
Land....ooveieeieeeeee e $ 2,167 $ 2,167
Construction in progress.........cccoevevvenene. 2,645 $ 2,594 5,239
Total capital assets, not being depreciated . 4,812 2,594 7,406
Capital assets, being depreciated:
Source of SUPPIY ...covcveveeiciieice 5,391 42 $(7) 5,426
Pumping plant...........cccocevveiiviieieiee, 2,910 2,910
Water treatment plant ............ccccovveveennee. 2,520 52 2,572
Filter plant ........ccooovevviieieeee e, 53,146 53,146
Transmission and distribution ................ 10,853 79 10,932
General plant and administrative
EQUIPMENE ... 1,039 142 (1) 1,180
Total capital assets, being depreciated ........ 75,859 315 (8) 76,166
Less accumulated depreciation for:
Source of SUPPIY .oevvvvvieiecee e 2,131 53 2,184
Pumping plant..........ccccooviveviveiciecee, 1,388 56 1,444
Water treatment .........ccccoocvvviieiieneenen 1,604 58 1,662
Filter plant ........ccoooevviiiiieee e, 89 1,063 1,152
Transmission and distribution ................ 7,996 178 8,174
General plant and administrative
EQUIPMENE ... 824 146 970
Total accumulated depreciation................... 14,032 1,554 15,586
Total capital assets, being depreciated, net . 61,827 (1,239) (8) 60,580
Business-type activities capital assets, net..  $66,639 $ 1,355 $(8) $67,986
Depreciation expense was charged to functions/programs as follows:
Governmental activities
General QOVEINIMENT.........coiiiie e e e e e ae et e e e e eeeenree e $ 485
] o] F O T: Y =] SR 1,115
g U] o] FToRT Y 0] 4 R 3,064
Health and SOCIAl SEIVICES .......cceiieiiiee e s 41
Parks and FECIEALION .........ccuiiueeii ettt ettt 761
T [0Toz= 1 (o ) o [T 2,535
Total depreciation expense - governmental activities..........c.ccccevevevvevienvievieinens $8,001
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Business-type activities
Enterprise Fund - water depreciation expense - business-type activities............... $1,554
Construction Commitments

The City has active construction projects as of June 30, 200