Y

/
(
AN

City of Cambridge, Massachusetts
Comprehensive Annual Financial Report

July 1, 1997 — June 30, 1998




CITY OF CAMBRIDGE, MASSACHUSETTS

COMPREHENSIVE
ANNUAL FINANCIAL REPORT

For the Fiscal Year
July 1, 1997 through June 30, 1998

Robert W. Healy
City Manager

James P. Maloney, Jr.
Assistant City Manager for Fiscal Affairs
and
Treasurer/Collector

Prepared by:
Finance Department
City of Cambridge, Massachusetts



On the cover: Hashi (Footbridge) is a wall quilt by Cantabridgian Carol Anne Grotrian who uses American quilting
traditions and ancient Japanese shibori dyeing to create fabric landscapes. Hashi, which is in a private collection in New
York City, depicts the Weeks Footbridge, part of an ongoing Charles River series. Aware of ecological issues,
American landscape painting and Asian traditions of landscape as a meditation tool, Ms. Grotrian’s art quilts preserve
memories of the artist’s or a client’s favorite breathing spaces. A Gallery 57 exhibitor in 1998, Ms. Grotrian has
exhibited extensively and has work in public and private collections.



City of Cambridge, Massachusetts

Comprehensive
Annual Financial Report

For the Year Ended June 30, 1998

Table of Contents
Page
INTRODUCTORY SECTION
Letters of Transmittal...........cccecvieirieinesininintnininentrisssesee e es s sseseseses s e s sese e sessssesessasasasassenes i
A Few Words About Cambridge..........cccoeuevrereeurucrrininieeiieestssee e ese s eeses s s ss s sesssssnes Xili
Directory of OffiCIalS ......cccoceureiiriirrietririeeceetee et sae et sss st sstas s asa s s asnanns XV
Organization CRATT..........c.cceceurireurireneeenteesisscstssess s ses s s s s sssses s ssssssssas s s st sassssssssssssosassseas Xvi
Certificate Of ACRIEVEIMENL ........c.covceiirireetreeeieecte ettt s s s s s s s s st senses Xvii
FINANCIAL SECTION
Independent AUdItors' REPOTT .........cocueueiurereurcricirentesenetsssees et sse s s s st s s sesassssssssssnas 2
General Purpose Financial Statements:
Combined Balance Sheet - All Fund Types, Account Groups and Discretely
Presented CompPOnent UNILS..........ceueeeerururerineeenescceeeeie s tesesesesssesesse s sesssssasssssssssssssssncans 6
Combined Statement of Revenues, Expenditures, and Changes in Fund
Equity (Deficit) - All Governmental Fund Types and Expendable Trust Funds........................ 8
Statement of Revenues and Expenditures - Budgetary Basis -
General Fund - Budget and ACtUal .........c.ceuveueeerererereeeenseernseses ettt es s s sessessaseans 9
Combined Statement of Revenues, Expenses, and Changes in Retained
Earnings/Fund Equity - All Proprietary Fund Types, Nonexpendable
Trust Funds and Discretely Presented Component Unit.................eeueeueevrrureesuessesesesessessessenes 10
Statement of Changes in Plan Net Assets - Pension Trust Fund.............coceouveeeceeiemrecueneneenenennen. 11
Combined Statement of Cash Flows - All Proprietary Fund Types,
Nonexpendable Trust Funds and Discretely Presented Component Unit..............cccevurvrunneee. 12
Notes to General Purpose Financial Statements.............c.ccceveuerrrerrnuennnes heeeseeeeeet e etetneranes 13
Required Supplementary INfOrmation..............c.cueeueeeeeureceeeerceeece e esss e sens 35

Supplementary Statements and Schedules:
Schedule of Expenditures - Budgetary Basis - General Fund .............ccooeeevuecmiueeeveeeeeneneneeennnens 38
Combining Financial Statements:
Special Revenue Funds:
Combining Balance SHEet...........ococuvirurieeereineieieeeeeeteeseeesseseee e s s s s sasssssssssees 48
Combining Statement of Revenues, Expenditures, and Changes in Fund Equity (Deficit)..... 49



TABLE OF CONTENTS (continued)

Page
Fiduciary Funds:
Combining Balance SHEEL...........c..cc.erurrveenrrureeeeeeeeeeeeeceeeeeeeeeeeeeeee s 51
Combining Statement of Revenues, Expenses, and Changes in
Fund Equity - Nonexpendable Trust FUnds................coeveeeeeeeeeeoemeeneesseeeeoeooooooooooo 52
Combining Statement of Cash Flows - Nonexpendable Trust Funds...............ooooovoovvoovoon, 53
Combining Statement of Revenues, Expenditures, and Changes in
Fund Equity - Expendable Trust FUNS ................oovuivcemimeeeeeeeeseeeeeeeeeeee e 54
Combining Statement of Changes in Assets and Liabilities - Agency Funds....................... 55
Description Of TIUSt FUNAS ..........ocuienreerictceeceeeceeeee e eeoe e 57
Schedule of Real Estate, Personal Property, and Motor Vehicle EXcise TaXes...........ooooovooorooooonns 87
Schedule 0f BOnds Payable ............ccoruueruneureenceeneieeeeeceeeeseeeeeeeseesseseee e 88
Schedule of General Fixed Assets - By Function and ACHVItY ..........ece.eeeeeevsvoeeereeooooooooooooo 90
Schedule of Changes in General Fixed Assets - By Function and ACHVItY ............oocorveovrvvvesenrnnnn... 91
STATISTICAL SECTION
General Governmental Expenditures by Function -Budget Basis ............oooveovuovveeoooooeoooooooooo 94
General Governmental Expenditures by Function - General and Selected Special
Revenue FUnds - GAAP BASis ........coocuviuuriuureunieeceeceeeeeeseeseeeeeeesssesses e s e eseseee e e 95
General Governmental Revenues by Source — Budget Basis «.........everveeermeooooooooooooooooo 96
Property Tax Levies and COIIECHONS ............vuuevvueeeeeeesceeeeseseeeesseeesssessses e e 97
Assessed Value and Equalized Valuation of Taxable PrOPErty ...........oceeveeevmmemsvosmsessooooosooosoooo 98
Property and Motor Vehicle Tax RaAtes........o.uvvueiverueceecenceeceeeeeeeeeeeeeeeeeses oo 99
Ratio of Net General Bonded Debt to Assessed Valuation and :
Net Bonded Debt PEr Capita..........c.ucuereerurreueriuesineeeies e eseeeseessessessessessee s 100
Ratio of Annual Debt Service for General Bonded Debt to Total
General EXPENQitUres...............ccuuevucumeereereeinssiessees s seecssees s esesessssesssessesssees e eses e 101
Computation of Legal Debt Margin............cueeueeueeeieneeneeeeeeeeeseeeeeesee e oo 102
Computation of Direct and Overlapping Debt...............c.ewueemeeeeeemreeeseeeeeeeeeeoeooeooeooooooooo 103
Property Value, Construction and Bank Deposits.................ceeeeeeeeeeeeereesresesoeseoeoeoooooooooooos 104
PrinCipal TAXPAYETS...........ccuuiuimmiueemeenseinsinsses st ses s eeseesessessses s s s e 105
Salaries of Principal OffiCIals ..........c..oecueeereumriureeeceeece e eeeeeese s ssssees e 106
MiSCEIIANEOUS STALISTICS ........ccveeerecremeerreerreeniiessee st eeseeeeeeeeeese e ees e 107



Introductory Section

PN

o U

o~

RURORORE



CITY OF CAMBRIDGE

Finance Department
City Hall, Cambridge Massachusetts 02139

Administration 349-4212

Tax/Utility Coll  349-4220 December 15, 1998
Treasury 349-4212
Payroll 349-4290

Mr. Robert W. Healy

City Manager

City of Cambridge

Cambridge, Massachusetts 02139

Dear Mr. Healy:

The Comprehensive Annual Financial Report of the City of Cambridge, Massachusetts, for the Fiscal
Year ended June 30, 1998 is presented for your review. The report was prepared by the City's Finance
Department. The responsibility for the accuracy, completeness, and fairness of the data presented,
including all disclosures, rests with the City. We believe that the data presented is accurate in all
material respects; that it is presented in a manner designed to show fairly the financial position and
results of operations of the City as measured by the financial activities of its various funds; and that all
disclosures deemed necessary to enable the reader to gain the maximum understanding of the City's
financial activity have been included.

The financial information in this report is presented in conformance with Generally Accepted
Accounting Principles (GAAP). '

Accounting System and Budgetary Control

Basis of Accounting

The accounting reccrds of the City's general government operations, as reported in the General Fund,
Special Revenue Funds, and Capital Projects Fund, are maintained on a modified accrual basis.
Accordingly, revenues are recorded when measurable and available and expenditures are recorded when
the services or goods are received and the liabilities are incurred. Expendable trust funds are accounted
for similar to governmental funds. The accrual basis of accounting is followed by the proprietary fund
types, nonexpendable trust funds and pension trust funds. Agency funds are custodial in nature and do
not involve measurement of results of operations.

In developing and maintaining the City's accounting system, consideration is given to the adequacy of
internal accounting control. Internal accounting 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 likely to be derived; and (2) the evaluation of costs and benefits requires
estimates and judgments by management.



All internal control evaluations occur within the above framework. It is our belief that the City's internal
accounting controls adequately safeguard assets and provide reasonable assurance of proper recording of
financial transactions.

Budgetary Control

The City uses encumbrance accounting in its governmental funds as a method of recording commitments
under purchase orders and contracts. Encumbrance accounting, under which purchase orders, contracts,
and other commitments for expenditure of funds are recorded to reserve that portion of the applicable
appropriation, is employed in the Governmental Fund Types as a significant aspect of budgetary control.

Uncollateralized Deposits

The City of Cambridge does not require collateral for its certificates of deposit, money market accounts,
checking or savings accounts when dealing with major banking institutions in the Boston area. However,
City officials reserve the right to require collateral when it is in the best interest of the City.

The Reporting Entity and its Service

The general purpose financial statements present information on the City of Cambridge, Massachusetts
(the "primary government") and its component units as required by generally accepted accounting
principles. Component units are included in the City's reporting entity because of the significance of
their operational or financial relationships with the City. The inclusion of component units in the City's
general purpose financial statements does not affect their legal standing.

The City has two component units which are the Cambridge Retirement System and the Cambridge
Public Health Commission. ‘

The financial statements of the Cambridge Retirement System are presented for the year ended
December 31, 1997, which is its fiscal period for reporting to the Public Employee Retirement
Administration Commission of the Commonwealth of Massachusetts.

Acknowledgments

The City continues to show strong financial gains through responsible management of financial
operations and through improved accounting and financial reporting practices. The financial decisions
made during the past fiscal year will continue to pay dividends in the years to come.

In closing, we would like to thank all employees of the City's Finance Department for their dedicated
work and support during the past fiscal year.

Respectfully submitted, ,

A "W/\ LA / %%

James P. Maloney}\Jr. James A. Lindstrom
Assistant City Manager City Auditor
for Fiscal Affairs
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CITY OF CAMBRIDGE

CAMBRIDGE. MASSACHUSETTS 02139

TeL. 349-4300
Fax. 349-4307

EXECUTIVE DEPARTMENT
ROBERT W. HEALY
City Manager

RICHARD C. ROSSI

Deputy City Manager December 15, 1998

The Honorable Members of the City Council:

I am pleased to submit the Comprehensive Annual Financial Report of the City of Cambridge,
Massachusetts, for the fiscal year ended June 30, 1998. Each year the City's Finance Department
prepares this report, which presents comprehensive financial and operating information about the City's
activities during the preceding fiscal year. The Comprehensive Annual Financial Report is a detailed
report that goes beyond the requirements of applicable statutes, regulations and generally accepted
accounting principles in order to present all of the information necessary to meet the needs of many
persons and groups with an interest in the financial affairs of the City of Cambridge.

The report is divided into three major sections:
1. The Introductory Section, including this letier, which provides an overview of the City's

organizational structure, a summary of the financial condition of the City and an analysis of the
City's general government operations.

to

The Financial Sectien, which contains the General Purpose Financial Statements and
Combining Statements and Schedules. These statements and schedules provide both an
overview of the City's entire financial operations and details for the significant individual funds.

3. The Statistical Section, which presents historical financial data, debt statistics and
miscellaneous social and economic data about the City.

Fiscal Year 1998 in Review: Major Initiatives

Several important advances were made during fiscal vear 1998 which enhanced Cambridge's strong
financial position and its role as an innovative and efficient provider of municipal services. The most
significant of these are as follows:

* On February 1, 1998, the City issued $42,000,000 in General Obligation Bonds to finance the
construction of a new ambulatory care center at The Cambridge Hospital ($30,000,000) and
renovations to the Morse Elementary School ($12,000,000). This was the largest single issue in
the City’s history and, for the first time since the construction of the high school in the late
1970°s, the bonds were issued over a 20-year period rather than the 10-year maturity schedule
which had been in place since then. The sale occurred at a time when market conditions were
very favorable which, when combined with the City’s high credit ratings, produced a True
Interest Cost of 4.42%. Although the City’s outstanding debt rose considerably as a result of this
issue, a large portion of the debt service will be covered through reimbursements from the
Cambridge Public Health Commission and the State School Building Assistance Bureau. Both
rating agencies continue to view the City’s financial condition in a very favorable light.
Moody’s Investors Service noted “the City’s substantial and growing economic base, strong
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financial management, conservative debt structure, and prudent long-term capital planning” as
the primary reasons for assigning its highly-coveted Aaa rating to the City’s bonds. In a similar
manner, Standard & Poor’s Corporation cited both the City’s “historically strong financial
performance with healthy fund balances and reserves” and its “future expectations of fiscal
stability and economic growth and prudent debt management” as the principal reasons for the
assignment of a AA+, one level below its highest rating.

¢ The fund equity in the General Fund on a GAAP basis increased from its previous year’s level of
$45,842,963 to $48,309,529, an increase of $2,466,566 or 5.4%. As in the past several fiscal
years, the City anticipated using a significant amount of its previous year's unreserved fund
balance to cover certain expenditures. However, this was unnecessary as a result of actual
revenues and other financing sources exceeding expenditures.

* For the second consecutive year, the collection rate for current year real and personal property
taxes exceeded 100%. The 100.56% rate is the result of current year collections of $150,900,173
being greater than the net tax levy (total levy of $154,303,550 minus the reserve set aside for
abatements of $4,250,000) of $150,053,550. This extremely high collection rate reflects both the
strong local economy and on-going efforts made by the City in recent years to maximize
collections on real and personal property.

» As it has for the past decade, the City received both the Certificate of Achievement for
Excellence in Financial Reporting and the Distinguished Budget Presentation Award from the
Government Finance Officers Association.

Financial Summary

The City continues to be in sound financial condition as demonstrated by the financial statements and
schedules included :in this report. Throughout the year, the City maintained a strong cash and investment
position and once again did not issue any tax anticipation notes. The following information pertains to
the revenues and expenditures of the General Fund. This data is included in the Statement of Revenues

and Expenditures-Budgetary Basis-Budget and Actual, which presents financial information on the
budget basis of accounting.

Revenues

Fiscal year 1998 revenues totaled $236.4 million. This represents an increase of $7.1 million or 3.1%
from fiscal year 1997. Property taxes are the single largest revenue source, representing approximately
63.5% of General Fund revenues. Real and personal property tax revenues, net of abatements, increased
by $6.2 million, or 4.3%. Intergovernmental receipts comprise the City's next largest revenue source,
representing 15.7% of General Fund revenues. These revenues increased 2.1% to $37.2 million.

Sewer receipts increased approximately 3.5% to $19.2 million during fiscal year 1998 because of higher
rates.

The 9.7% increase in the Hotel/Motel & Motor Vehicle Excise Tax category directly reflects the strong
local economy. Both of these taxes are sensitive to changes in the local economy.



The 17.6% decrease in investment income from $2.34 million to $1.93 million was due to lower interest
rates earned on its cash and investment balances.

The following table and graph display the dollar amounts in thousands received from various sources of
revenue for fiscal year 1998 and compares these amounts to those received in fiscal year 1997.

Fiscal Year 1998 General Fund Revenues

Budgetary Basis
(Dollars In Thousands)
Increase/(Decrease)
From Fiscal Year 1997

Revenue Source Amount Percent Amount Percent
Taxes-Net of Abatements $ 150,054 63.5% $ 6,234 43%
Intergovernmental 37,207 15.7 786 2.1
Sewer Use 19,206 8.1 653 3.5
Hotel/Motel & Motor Vehicle Excise 9,166 39 807 9.6
Investment Income 1,927 0.8 (413) (17.6)
Other 18.879 8.0 939) (4.7

Total 236,439  100.0%. 7,128  __3.1%
Net Transfers In (Out) (5.118) (6,054)

Grand Total $ _231.321 $ 1.074




Expenditures
During fiscal year 1998, total expenditures increased 4.2% from $224.4 million to $234.0 million.

General Government expenditures increased 6.8% to $17.4 million due primarily to higher health
insurance costs while the significant increase in Public Safety costs reflects the retroactive salary
payments made in the Police Department. During fiscal year 1997, $1,500,000 of Section 108 housing
bonds were retired and recorded as an expenditure in Community Maintenance and Development. This
resulted in fiscal year 1998 expenditures decreasing by 7.5% from $21.5 to $19.9 million. The large
increase in the Human Resource Development function reflects additional funding for a wide range of
programs in the Human Services Department including child care, youth programs, and elderly services.
Increases in Education and Intergovernmental were relatively low while the slight rise in Debt Service
costs reflects the initial payments on the June 1997 issue.

As part of the agreement between the City and the Cambridge Public Health Commission (CPHC), the
City will continue to subsidize the operations of the CPHC. The transfer from the City to the CPHC,
$8,597,000, is at the same level as in the previous fiscal year and is shown as a transfer to a component
unit in the Other Financing Sources (Uses) section of the Budgetary Basis statement. The in-lieu-of-tax
payment from the CPHC to the City was reduced from its previous level of $2,000,000 to $1,000,000 in
fiscal year 1998. Since the actual payment was made after June 30, 1998, the Budgetary Basis statement
does not reflect the $1,000,000 payment.

Fiscal Year 1998 General Fund Expenditures

Budgetary Basis
(Dollars In Thousands)
Increase (Decrease)
From Fiscal Year 1997
Expenditure Function Amount Percent Amount Percent
General Government $ 17,390 74% $ 1,110 6.8%
Public Safety 61,550 26.3 5,299 9.4
Community Maintenance and Development 19,925 85 (1,620) (7.5)
Human Resource Development 12,984 5.5 1,072 8.9
Education 89,886 38.5 2,953 33
Judgments and Claims 618 0.3 (285) (31.5)
Intergovernmental 21,308 9.1 646 3.0
Debt Service 10,297 44 389 3.9

Grand Total $ _233.958 100.0% $ 9.564 4.2%
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General Fund Balances and Cash Position

The City ended fiscal year 1998 with a total General Fund fund balance of $48,309,529, which represents
20.1% of General Fund revenues, up slightly from 20.0% in fiscal year 1997. Each year, a portion of
fund balance is allocated to reserve accounts. A total of $13,351,073 was transferred to reserve accounts
in fiscal year 1998, leaving an unreserved fund balance of $34,958,456. General Fund cash and short-
term investments totaled $60,512,140, while the balance of cash and short-term investments for all funds
totaled $114,159,051 which is a $5,560,069, or 5.1% increase from fiscal year 1997 with the largest
portion of this increase occurring in the Water Fund. Because of aggressive cash management and
timely issuance of tax bills, the City did not issue tax anticipation notes to assist with cash flow
management during the fiscal year.

The following table presents the balance in the City's unreserved General Fund fund balance for fiscal
years 1992 through 1998.

Unreserved General

Fiscal Year Fund Balance
1992 $ 10,943,916
1993 7,595,682
1994 15,634,070
1995 26,362,257
1996 26,079,677
1997 30,979,095

1998 34,958,456
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Cash Position

The table and charts displayed below present the changes in year-end General Fund cash and total cash
for all funds for the past six fiscal years. The table and charts do not include cash for the Cambridge
Public Health Commission component unit.

Year-End Year-End
Cash Balance Cash Balance

Fiscal Year General Fund All Funds
1993 $ 25,180,624 $ 73,584,280
1994 33,567,749 82,918,319
1995 44,855,049 114,915,503
1996 40,436,647 84,569,214
1997 60,358,932 108,598,982
1998 60,512,140 114,159,051

Year-End Cash Balance - General Fund
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$60,000,000
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Year-End Cash Balance - All Funds
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Capital Financing and Debt Management

In conjunction with the operating budget, the City annually prepares both a capital budget for the
upcoming fiscal year and a five-year improvement plan that is used as a guide for capital expenditures in
future years. The Capital Improvement Program for the five year-period from fiscal year 1999 through
fiscal year 2003, which was approved by the City Council in May 1998, has an estimated cost of
$242,601,400. Financing for the fiscal year 1999 portion of the capital plan was appropriated with the
adoption of the fiscal year 1999 operating budget in May 1998. Implementation of the program in the
following four years, however, is contingent upon the City's continued strong financial position.

The City issues a majority of its debt with a ten-year or shorter retirement schedule, which requires
higher debt service payments in the short-term, but results in sizable interest savings. In addition, since
fiscal year 1985, the City has funded a portion of its Capital Improvement Program on a "pay-as-you-go"
basis out of current revenues. Outstanding bonded debt as of June 30, 1998 totaled $107,171,111.

Key Debt Ratios
Ratio 1998 1997 1996 1995 1994
Ratio of Bonded Debt to Assessed Value 1.4 1.1 1.1 1.1 9
Bonded Debt Per Capita $1,143 $792 $807 $ 775 $ 578
Ratio of Bonded Debt Per Capita to Per Capita Income 5.7 3.9 4.1 4.1 3.2
Ratio of Debt Service to Total Expenditures 7.6 9.0 54 4.7 4.6

Property Valuations

Based on valuations of all real and personal property as of January 1, 1997, the total value of all property
in the City is $7,503,702,581. Of that total, $173,600,833 is attributable to new construction. The table
below compares fiscal year 1998 property valuations and tax rates to fiscal year 1997 valuations and tax
rates.

Property Valuations
(In Thousands) Tax Rates
FY 1998 FY 1997 FY 1998 FY 1997
Commercial/Industrial $ 2,494,523 § 2462908 $ 3598 $ 3578
Personal Property 248,991 236,051 3598 35.78
Residential 4,760,189 4,543,165 13.43 13.02
Total Value $ _7.503.703 $ _7.242.124

Fiduciary and Reserve Funds

The City administers more than 70 trust funds (excluding the Retirement Trust Fund and the City's
Stabilization Funds), the total fund balance of which was $21,034,182 on June 30, 1998. All interest
earned by these funds accrues to each trust. Funds from the trusts are used for a variety of purposes
including awarding scholarships and prizes to Cambridge school children, providing entertainment for
residents at the nursing home, purchasing books and materials for the public library, providing dental
hygiene for school age children, and rehabilitating affordable housing. The single largest trust fund is
the Health Claims Trust, established by the City during fiscal year 1985 to act as a contingency against
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possible deficits in health insurance allotments due to higher than anticipated claims in a given year. The
balance of this trust fund increased from $11,267,079 at June 30, 1997 to $11,757,815 at June 30, 1998.
The increase was due to interest earnings and employee health care deductions, exceeding the transfers
and expenses to fund 1998 health care costs by $490,736.

The City's Stabilization Fund had a balance of $5,924,883 on June 30, 1998. This fund is a statutory
reserve account. Interest earned by this fund accrues to this trust.

Pension Liability

As of January 1, 1998, the City's unfunded actuarial accrued liability is approximately $48 million. In
January, 1991, the City established a State approved funding schedule that will eliminate the City's
unfunded actuarial liabilities by June 30, 2026.

Risk Management

The City of Cambridge is self-insured for any damage to its buildings from fire and natural disasters and
for theft. The City currently has sufficient reserves in several funds to cover any unanticipated costs that
may arise. '

Health insurance is provided to employees and retirees through managed care health plans. The City
offers a variety of health maintenance organization (HMO) options including Blue Cross/Blue Shield’s
Blue Choice and HMO Blue, Harvard Community Health Plan, Tufts Associated Health Plan, and US
Healthcare. Both of the Blue Cross plans as well as the Tufts Associated Health Plan are paid on a
claims basis while the Harvard Community Health Plan and US Healthcare are paid on a premium basis.
All four plans require a 10% employee and retiree contribution with the remaining 90% covered by the

City.

The City is self-insured in all other areas of risk including auto liability and workers’ and unemployment
compensation. The City’s Law Department defends the City in most cases for legal claims, except those
requiring specialized expertise, in which case the City will periodically retain outside counsel.
Settlements for legal claims are paid from the City’s Judgments and Damages account. The noncurrent
portion of claims and judgments is reported in the general long-term obligations account group to the
extent it is probable that a loss has been incurred and the amount can be reasonably estimated. The
City’s Personnel Department administers risk management.

Independent Audit

The City's financial records, books of accounts, and financial transactions are audited each year by an
independent firm of certified public accountants. The City's annual audits since fiscal year 1979 have
been performed by the independent public accounting firm of KPMG Peat Marwick LLP. The
independent auditors' report on the financial statements for the year ended June 30, 1998 is included
herein. The independent auditors’ report on compliance and on internal control over financial reporting
in accordance with “Government Auditing Standards™ has also been included herein.

Certificate of Achievement

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the City of Cambridge,
Massachusetts, for its Comprehensive Annual Financial Report for the fiscal year ended June 30, 1997.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable
and efficiently organized comprehensive annual financial report, whose contents conform to program
standards. Such reports must satisfy both generally accepted accounting principles and applicable legal
requirements.
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A Certificate of Achievement is valid for a period of one year only. We believe our current report
continues to conform to the Certificate of Achievement Program requirements, and we are submitting it
to the GFOA.

Economic Condition

The City has continued to improve its strong financial condition and has been helped by an improved
regional economy.

City unemployment has decreased from 2.1% as of June 30, 1997, to 1.5% on June 30, 1998, compared
with 2.9% for the state and 4.1% for the United States. Inflation continues at its slow pace while
property values are firming. Property sales activity is up in all market sectors, and we are seeing activity
in local real estate development with an office vacancy rate of less than 2%.

~ Future Outlook and Conclusion

While the City maintains its policy of controlled budget growth, it has also maintained its tradition of
providing a high level of service to its residents and the local business community. In fact, the overall
property tax levy increased at a moderate rate from the prior fiscal year. There continues to be many
reasons to be optimistic about the fiscal future of Cambridge.

Real estate development activity has increased in all market sectors. Development will result in new real
estate tax growth. New growth is important because it is not subject to Proposition 2-1/2. Low vacancy
rates in the local lodging industry have spurred several new hotel projects in the Boston metropolitan
area, and Cambridge now has two new hotels under construction with one opening during 1998 and the
other in 1999. All sectors of the commercial and residential real estate markets are performing well,
boosting real estate sales prices in Cambridge as well.

The City will continue to look for ways to expand its non-property tax revenue, encourage expansion of
the tax base and exercise restraint on expenditures. These factors will enable Cambridge to maintain its
high level of municipal services and remain fiscally strong.
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A FEW WORDS ABOUT CAMBRIDGE

ARLINGTON
MEDFORD

EVERETT

BELMONT
SOMERVILLE

BOSTON
HARBOR

WATERTOWN

BOSTON
BOSTON °

The City of Cambridge, Massachusetts is located in southeast Middlesex County across the Charles
River from the City of Boston. The City is bordered by the Towns of Watertown and Belmont on the
west, the Town of Arlington and the City of Somerville on the north, and occupies a land area of 6.26
square miles. The City's estimated population was 93,793 in 1998.

Cambridge, first settled in 1630 by a group from the Massachusetts Bay Company, was originally
incorporated as a town in 1636 and became a city in 1846. The City has a Council-Manager form of
government. The legislative and policy making body of the City is the nine-member City Council,
whose members are elected at-large for two-year terms. The City Council elects a Mayor and Vice-
Mayor from among its members with the Mayor also serving as Chairman of the School Committee.

The City Manager is the chief administrative officer and carries out the policies of the City Council.
With the assistance of a Deputy City Manager and three Assistant City Managers, the City Manager
coordinates the functions of 41 municipal departments and is responsible for the delivery of services to
residents. The City Manager is appointed by the City Council and serves at the pleasure of the Council.
The present City Manager is employed under a contract which expires June 30, 2000.

The City Council also appoints members to certain boards and commissions as it deems necessary to
assist in the operation of the City.

The School Committee is comprised of six elected members plus the Mayor, all of whom are elected for
two-year terms. The School Superintendent is responsible for the day-to-day activities of the School
Department and serves at the pleasure of the School Committee.
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FISCAL YEAR 1998

DIRECTORY OF OFFICIALS
City Council

Francis H. Duehay, Mayor

Anthony Galluccio, Vice Mayor
Kenneth E. Reeves

Sheila Doyle Russell

Kathleen Leahy Born

School Committee

Henrietta Davis
Michael A. Sullivan
Timothy J. Toomey, Jr.

Katherine Triantafillou

Francis H. Duehay, Chair

Susana M. Segat
Robin Harris
Joseph G. Grassi
Principal Executive Officers
City Manager
Deputy City Manager

Assistant City Manager for Fiscal Affairs
and Treasurer/Collector

Assistant City Manager for Community
Development

Assistant City Manager for Human Services
City Auditor

City Solicitor

City Clerk

XV

Alice L. Turkel
David P. Maher

E. Denise Simmons, Vice Chair

Robert W. Healy
Richard C. Rossi

James P. Maloney, Jr.

Susan B. Schlesinger

Jill M. Herold
James A. Lindstrom
Russell B. Higley

D. Margaret Drury



Organizational Chart
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Certificate of

Achievement

for Excellence
in Financial
Reporting

Presented to

City of Cambridge,
Massachusetts

For its Comprehensive Annual
- Financial Report
for the Fiscal Year Ended
June 30, 1997

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.
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Financial Section
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Independent Auditors’ Report

The City’s general purposes financial statements are audited each fiscal year by an independent public
accounting firm. The audits are conducted in accordance with generally accepted auditing standards and the
standards applicable to financial audits contained in “Government Auditing Standards” issued by the
Comptroller General of the United States.

The auditors’ report cn the City’s general purpose financial statements is contained in this section.



KPMG Peat Marwick LLp

99 High Street Teiephone 617 988 1000 Telefax 617 988 0800
Boston, MA 02110-2371

Independent Auditors’ Report

The City Manager and Honorable Members of the City Council
City of Cambridge, Massachusetts:

We have audited the general purpose financial statements for the City of Cambridge, Massachusetts (the
“City”), as of and for the year ended June 30, 1998, as listed in the accompanying table of contents. These
general purpose financial statements are the responsibility of the City’s management. Our responsibility is to
express an opinion on these general-purpose financial statements based on our audit.

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

Governmental Accounting Standards Board (“GASB”) Technical Bulletin 98-1, Disclosures about Year 2000
Issues, requires disclosure of certain matters regarding the Year 2000 issue. The City has included such
disclosures in Note 15. Because of the unprecedented nature of the Year 2000 issue, its effects and the
success of related remediation efforts will not be fully determinable until the year 2000 and thereafter.
Accordingly, insufficient audit evidence exists to support the City’s disclosures with respect to the Year 2000
issue made in Note 15. Further, we do not provide assurance that the City is, or will be, Year 2000 ready,
that the City’s Year 2000 remediation efforts will be successful in whole or in part, or that parties with which
the City does business will be Year 2000 ready.

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary had we been able to examine evidence regarding Year 2000 disclosures, the general purpose
financial statements referred to above present fairly, in all material respects, the financial position of the City
of Cambridge, Massachusetts, at June 30, 1998, and the results of its operations and cash flows of its

proprietary and similar trust funds for the year then ended, in conformity with generally accepted accounting
principles.

As discussed in notes 2 and 11, respectively, the City adopted the provisions of GASB Statements Nos. 31
and 32 in fiscal 1998.

Our audit was made for the purpose of forming an opinion on the general-purpose financial statements of the
City of Cambridge, Massachusetts, taken as a whole. The combining, individual fund, and individual account
group financial statements and schedules listed in the accompanying table of contents are presented for
purposes of additional analysis and are not a required part of the general purpose financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the general purpose
financial statements and, in our opinion, is fairly presented in all material respects in relation to the general
purpose financial statements taken as a whole.

We did not audit the introductory and statistical sections as listed in the table of contents and therefore
express no opinion thereon.

« Memper Fam of KPMG Intzrnationat



The required supplementary information on page 36 is not a required part of the general-purpose financial
statements but is supplementary information required by GASB. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of measurement
and presentation, to the supplementary information. However, we did not audit the information and express
no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated December 15,
1998, on our consideration of the City’s internal control structure and its compliance with certai