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Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

Town of Wellesley,
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For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2004

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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Town of Wellesley, Massachusetts 9 Comprehensive Annual Financial Report



This page left intentionally blank.

Town of Wellesley, Massachusetts 10 Comprehensive Annual Financial Report



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

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

Both of the government-wide financial statements distinguish functions that are principally supported by taxes and
intergovernmental revenues (governmental activities) from other functions that are intended to recover all or a
significant portion of their costs through user fees and charges (business-type activities). The governmental
activities include general government, public safety, public education, public works, health and sanitation, library,
recreation, traffic and parking management, community preservation, interest, state and county charges, and
other. The business-type activities include the activities of the sewer, water, and electric enterprise funds.

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

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

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

The Town maintains three major governmental funds that are presented separately in the governmental fund
financial statements. The remaining non-major funds are combined into a single, aggregated presentation.
Individual fund data for each of these non-major governmental funds is provided in the form of combining
statements elsewhere in this report.

The Town adopts an annual appropriated budget for its general fund. A budgetary comparison statement has
been provided for the general fund to demonstrate compliance with this budget.

Proprietary funds. The Town maintains two types of proprietary funds.

Enterprise funds are used to report the same functions as business-type activities in the government-wide
financial statements. The Town uses enterprise funds to account for its sewer, water, and electric operations.
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Proprietary funds provide the same type of information as the government-wide financial statements, only in more
detail. The proprietary fund financial statements provide separate information for sewer, water, and electric
operations, all of which are considered major funds of the Town.

Internal service funds are an accounting device used to accumulate and allocate costs internally among various
functions. The Town maintains an internal service fund to account for health insurance, self-insured worker’s
compensation, information technology services, fleet maintenance and fuel.

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

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

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. In the
case of the Town of Wellesley, assets exceeded liabilities by $147.7 million at the close of the fiscal year 2005.

Government-wide net assets of $111.2 million (75%) reflects its investment in capital assets (e.g., land, buildings,
machinery, and equipment), less any related debt used to acquire those assets that are still outstanding. The
Town uses these capital assets to provide services to citizens; consequently, these assets are not available for
future spending. Although the investment in capital assets is reported net of related debt, it should be noted that
the resources needed to repay this debt must be provided from other sources, since the capital assets
themselves cannot be used to liquidate these liabilities.

An additional portion of the Town of Wellesley’s net assets - $1.9 million (1%), represents resources that are
subject to external restrictions on how they may be used. The remaining balance of unrestricted net assets -
$34.7 million (24%), may be used to meet the Town’s ongoing obligations to citizens and creditors.

At the end of the current fiscal year, the Town of Wellesley is able to report positive balances in all three
categories of net assets, both for the government as a whole, as well as for its separate governmental and

business-type activities.

Details related to the Town’s governmental and business-type activities follow.
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Governmental activities. The governmental activities net assets decreased by ($1.8) million during the current
fiscal year as compared to an increase in net assets of $27.1 million during the prior fiscal year. The key element
of the change relates to the timing of school and library capital grants that were recognized as revenue in the prior
year. In addition, educational expenses in the current year include a $6.1 million charge relating to non-recurring

grant activities as described below.

Governmental Activities Condensed Statement of Net Assets

Assets:

Current @ssets........c.coooviiiiiiiiii
Noncurrent assets (excluding capital)
Capital @assets.........ccoooviiiiiiii,

Total assets.........cocveviiiiiiiiiiieea,

Liabilities:
Current liabilities (excluding debt)

Noncurrent liabilities (excluding debt)
Currentdebt...........oooiii
Noncurrent debt................ooiiiin,

Total liabilities...........cccovieiiiiiiiininnnt

Net Assets:
Capital assets net of related debt

Restricted. ..o
Unrestricted. ...,
Total net assets.......cccocevviiiiiiiiiiiiiinennes

June 30, June 30,
2005 2004

$ 46,763,493 $ 28,766,913

6,592,097 19,508,257
83,883,970 80,713,739
137,239,560 128,988,909
6,724,479 4,561,983
1,088,250 1,091,400
9,210,474 14,135,000
45,880,000 33,110,000
62,903,203 52,898,383
56,280,575 60,416,766
1,854,216 1,035,731
16,201,566 14,638,029
$ 74,336,357 $ 76,090,526

Current assets and noncurrent assets (excluding capital) in total declined from the previous year by approximately
$5.1 million. This decline and the change in the classification of current and noncurrent assets relates mainly to
the school reimbursements from the Massachusetts School Building Authority (MSBA). During FY2005 the
MSBA was established and assumed responsibility for administering the school construction reimbursement
program for the Commonwealth of Massachusetts. The reimbursement program has changed rather significantly;
from a program where cities and towns were reimbursed for the state’s share of school construction costs over an
approximate 20 year period, to a program that funds these reimbursements in a lump sum in most cases and over
the life of remaining long-term debt where a city or town has permanently bonded a project. The Town of
Wellesley has both of these situations in place for a number of older projects and most recently for the Bates and
Sprague elementary schools. Of the $19.5 million long-term receivable balance in FY2004, approximately $4.3
million was collected, $6.1 million was reclassified as an educational expense in FY2005 due to certain costs
exceeding the reimbursable criteria of the program, and approximately $2.5 million has been reclassified as a

current receivable at June 30, 2005.
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Governmental Activities Condensed Statement of Activities

June 30, June 30,
2005 2004
Program revenues:
Charges for Services..........cocovveiiiiineniininnnn. $ 7,962,685 $ 7,701,402
Operating grants and contributions................... 15,555,026 15,191,131
Capital grants and contributions....................... 305,176 23,341,015
General Revenues:
Real estate and personal property taxes............ 67,205,004 64,070,276
Motor vehicle and other excise taxes................ 3,992,408 4,404,140
Nonrestricted grants, contributions, and other..... 1,841,256 2,001,048
Unrestricted investment income....................... 843,910 554,593
Total revenues.........ccvveviiiiiiisrninniernns 97,705,465 117,263,605
Expenses:
General Government...........c.cooeeiiiniiiinnnnen., 4,922,109 3,982,041
Public Safety.........c.cooiiiiiiii 10,444,322 10,576,430
Public Education..............ccocooiiiiiiii 67,773,355 59,049,160
Public WOrKS......c.oviiiiiiie e, 8,028,150 8,220,603
Health and sanitation.....................ccon, 908,898 904,649
Library....ccoooii i 2,966,722 3,213,639
Recreation.........c.coooiiiiiiiiii 1,586,785 1,790,255
Traffic and parking management..................... 616,467 592,766
Community preservation.................cccoeevennnn. 401,717 -
Interest... ..o 1,725,684 1,363,670
State and county charges...............cccoevnnnen. 989,645 1,041,780
Other. ..o 486,780 451,307
Total expenses.......cccvvvvcviiieviiiirireneenanns, 100,850,634 91,186,300
Excess (Deficiency) before transfers................. (3,145,169) 26,077,305
Transfers.....ccooovioiiciiiiiic e 1,391,000 1,000,000
Change in net assets..........cccoevvvirivirirnenenennnns $ (1,754,169) $ 27,077,305

As noted earlier, the current year change in net assets is a decline of approximately ($1.8) million as
compared to an increase of approximately $27 million in the prior fiscal year. This change was primarily the
result of school and library capital grants recognized in the prior year in the amount of approximately $23
million, and non-recurring educational grant expenses of approximately $6.1 million being recognized in the
current fiscal year.

Other financial notes related to governmental activities:

e Charges for services represented 8% of governmental activities resources. The Town can exercise more
control over this category of revenue than any other. Fees charged for services rendered that are set by
the Town are included in this category.

e Operating grants and contributions accounted for 16% percent of the governmental activities resources.
Most of these resources apply to educational operations. These resources offset costs within the school
department and supplement their General Fund operating budget.

Town of Wellesley, Massachusetts 20 Comprehensive Annual Financial Report



e Property taxes are by far the most significant revenue source for the Town’s governmental activities.
They comprised 69% of current resources.

o Other taxes and other revenues comprised a total of 7% percent of the governmental activities resources.

e Education is by far the largest governmental activity of the Town. Approximately $67 million in taxes and
other revenue were needed to cover its Fiscal 2005 operating expenses. A pension contribution of
approximately $6.9 million made by the state on-behalf of Wellesley teachers was recorded as an
expense and grant revenue.

o Public safety and public works are the second and third largest activities of the Town. Approximately
$10.5 million and $8.0 million, respectively, of taxes and other revenue were needed to cover their Fiscal
2005 operating expenses.

e General government expenses increased approximately $940,000 during FY2005 relating to budgetary
increases of approximately $732,000 (of which approximately $300,000 is non-recurring), and information
technology training and development costs of $208,000.

e Library and recreational expenses declined approximately $247,000 and $204,000, respectively, relating
mainly to non-capital costs associated with prior year construction of the new library and renovation of the
Warren Building.

Business-type activities. Business-type activities increased the Town’s net assets by $4.4 million compared to
an increase of $4.6 million during the previous fiscal year. Key elements of this increase are as follows:

e Income before transfers totaled $5.7 million. Of this amount, $5.5 million was attributable to electric
operations mainly as a result of efficient operations. The water and sewer funds essentially recovered all
of their costs through rates.

e The electric operations transferred $1.0 million of its net operating income to governmental activities in
lieu of taxes and an additional $391,000 was transferred to the internal service fund to help offset the cost
of software upgrades for the benefit of the entire Town government.

As shown below, business-type activities assets exceeded liabilities by $73.3 million at the close of fiscal year
2005. Capital assets net of related debt was $54.9 million (75%) while unrestricted net assets were $18.5 million
(25%). There was an increase of $4.4 million in net assets compared to an increase of $4.6 million in the prior
fiscal year. All three enterprise funds experienced positive changes in net assets during the current fiscal which
were consistent with prior year results. These results continue to reflect management’s goal of maintaining the
systems while only charging users for the cost of operations.
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Business-type Condensed Statement of Net Assets

June 30, June 30,
2005 2004
Assets:
CUrrent @ssetS.......c.ovveviiiiii e 2,785,466 $ 2,807,370
Capital @assets........cccoceiiiiiiiiiiice 10,934,863 10,656,656
Total assets.......ccocvvivviiiriiirc e reeeeenes 13,720,329 13,464,026
Liabilities:
Current liabilities (excluding debt).................... 64,841 111,300
Currentdebt........oooooiiiiii 23,016 23,016
Noncurrentdebt...............o 199,360 92,064
Total liabilities........ccccveviiiiiiiircceeen, 287,217 226,380
Net Assets:
Capital assets net of related debt..................... 10,679,909 10,541,576
Unrestricted..........coooiiii 2,753,203 2,696,070
Total net assets........ccccvevveviviiviiirienernnns, $ 13,433,112 $ 13,237,646

Business-type sewer net assets of $10,679,909 (80%) represent the investment in capital assets net of related
debt, while $2,753,203 (20%) is unrestricted.

Business-type water net assets of $11,279,355 (85%) represent the investment in capital assets net of related
debt, while $2,067,849 (15%) is unrestricted.

Business-type electric light net assets of $32,916,891 (71%) represent the investment in capital assets net of
related debt, while $13,642,693 is unrestricted.
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Business-type Activities Condensed Statement of Activities

June 30, June 30,
2005 2004
Program revenues:
Charges for Services...........cc.ccocveiiiiinennnnn.. $ 29,226,805 $ 29,108,631
Capital grants and contributions....................... 635,218 314,081
General Revenues:
Unrestricted investment income....................... 59,231 68,595
Total revenues.........ccccociiviiiiiiiiiiiiineenns 29,921,254 29,491,307
Expenses:
SEWEN ...t 5,030,351 4,999,788
Water. ..o 3,473,977 3,282,334
EBlectriC. ..o 15,675,397 15,612,029
Total expenses.......cccvvvvcviiiivivirireniennnns, 24,179,725 23,894,151
Excess before transfers...........cccvvcvviviiiviinnnnen. 5,741,529 5,597,156
Transfers.....ccocovieiioiiiiie e (1,391,000) (1,000,000)
Change in net assets...........ccooiiviiiiininnininenss $ 4,350,529 $ 4,597,156

Financial Analysis of the Government’s Major Funds

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

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

As of the end of the current fiscal year, governmental funds reported combined ending fund balances of $27.4
million, an increase of $18.7 million from the prior year. The increase is mainly related to the proceeds from long
term-debt used to acquire capital assets.

General Fund

The General Fund is the chief operating fund of the Town. At the end of the current fiscal year, the unreserved
fund balance of the general fund was $4.4 million, while the total fund balance was $7.2 million. As a measure of
the general fund’s liquidity, it may be useful to compare both the unreserved fund balance and the total fund
balance to total fund expenditures. The unreserved fund balance represents 5.0% of total general fund
expenditures, while the total fund balance represents 8.2% of that same amount.

The fund balance of the general fund increased by $2.1 million during fiscal year 2005. This is primarily due to

management's ability to monitor budgetary results during the year and its goal of maintaining the Town’s strong
financial position.

Town of Wellesley, Massachusetts 23 Comprehensive Annual Financial Report



Highway Major Fund

The Highway fund is a special revenue fund used to accumulate funds earmarked primarily for road and sidewalk
projects. The fund has received state grants and has utilized bond anticipation notes to finance the Washington
Street repair project. At June 30, 2005 the fund’s assets consist of $1.8 million in cash resulting from Bond
Anticipation Notes and an Intergovernmental receivable of $2.1 million due from the Massachusetts Highway
Department. Liabilities consisting of warrants payable, deferred revenues, and notes payable equal the assets of
the fund, and the fund balance at June 30, 2005 is zero.

Capital Projects Major Fund

Capital funds under the modified accrual basis of accounting normally have significant fluctuations as major
capital projects are constructed. During FY2005 the Town borrowed $17,290,000 of general obligation bonds to
pay down prior year bond anticipation notes and to eliminate a prior year fund deficit. The borrowing mainly
relates to school construction projects. In addition to the bond proceeds the fund had revenues of $3.7 million
and expenditures of ($4.6) million leaving an ending fund balance of $11.6 million.

Proprietary funds. The Town’s proprietary funds provide the same type of information found in the government-
wide financial statements, but in more detail. Factors concerning the finances of these funds have already been
addressed in the discussion of the Town’s business-type activities.

General Fund Budgetary Highlights

Differences between the original general fund budget and the final budget of approximately $2.6 million relates
mainly to increases in recreational expenses of $296,000, employee benefit expenses of $255,000, public works
expenses of $473,000, educational expenses of $432,000, and state and county charges of $1,035,000; which
were not originally budgeted for.

General fund revenues exceed budget by approximately $1,640,000 relating to approximately $206,000 of tax
liens not budgeted for, and increases in intergovernmental and departmental and other revenues of approximately
$1,241,000. Investment earnings were approximately $161,000 higher due to higher interest rates during the
year.

Most departments realized favorable budget variances except for the Department of Public Works (DPW). The
DPW'’s budget was over expended as a result of a harsh winter and excessive snow and ice removal costs. This
is one area where municipalities are allowed to deficit spend under state law. Expenditures exceeded
appropriations for snow and ice removal costs in the amount of $586,000. This deficit will be raised in the
subsequent year’s budget.

Capital Assets and Debt Management

In conjunction with the operating budget, the Town annually prepares a capital budget which includes detailed
information concerning those capital requests for the upcoming fiscal year as well as summary information for the
following four fiscal years to identify current projections of what level of capital outlay will be required in future
years.

As part of the capital plan the Town has historically financed the acquisition of a portion of its capital assets from

current revenue. As noted earlier, this policy will continue to improve the financial position as net assets will
increase by the amount of acquisitions less the current depreciation.
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Maijor capital assets are funded by the issuance of long-term debt. The effect on net assets during the
construction phase of the project is neutral since the Town increases its assets and associated liabilities by the
same amount. In subsequent years the net assets will be reduced through depreciation and will be increased by
the revenues raised to support the debt principal payments. Outstanding long-term debt of the general
government, as of June 30, 2005, totaled $50,400,000, of which, $32,500,000 is related to school projects,
$6,845,000 is related to the new library, $6,870,000 is related to the Warren building renovation, leaving a
balance of $4,185,000 for other Town projects.

The enterprise funds have $254,954 in sewer enterprise debt and $3,440,000 in water enterprise debt that is fully
supported by the rates and do not rely on a general fund subsidy.

The Town’s major capital project fund is used mainly to account for the Town’s school construction projects. To
fund the projects, the Town issued $15,995,000 of long term bonds in Fiscal 2001, $5,510,000 of long term bonds
in Fiscal 2003, and $17,290,000 of long term bonds in Fiscal 2005. The Commonwealth of Massachusetts,
through the Massachusetts School Building Authority, has provided approximately $12.7 million in the form of a
grant equal to 57% of the approved costs, as defined, of the Bates and Sprague elementary school expansion
and renovation projects.

Please refer to notes 4, 6, and 7 to the financial statements for further discussion of the major capital and debt
activity.

Requests for Information
This financial report is designed to provide a general overview of the Town’s finances. Questions concerning any

of the information provided in this report or requests for additional information should be addressed to the Office
of the Executive Director of General Government Services, 525 Washington Street, Wellesley, MA 02482.
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Basic Financial Statements
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