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Independent Auditor's Report

City Council
City of Bath, Maine

We have audited the accompanying financial statements of the governmental activities, each major fund, and
aggregate remaining fund information of the City of Bath, Maine as of and for the year ended June 30, 2007,
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 of Bath, Maine’s management. Our responsibility is to
express opinions on these financial statements based on our audit.

We conducted our andit in accordance with auditing standards generally accepted inthe United States of
America 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 financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial

statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund, and aggregate remaining fund information of
the City of Bath, Maine as of June 30, 2007 and the respective changes in financial position and the respective
budgetary comparisons for the General Fund and Sewer Utility Fund 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 a report dated December 14, 2007 on
our consideration of the City of Bath, Maine’s internal control over financial reporting and 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.

The Management’s Discussion and Analysis, as listed in the table of contents, is not a required part of the basic
financial statements but is 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 supplementary
information. However, we did not audit the information and express no opinion on it.
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Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Bath, Maine’s basic financial statements. The combining and individual nonmajor fund
financial statements 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 fund financial statements 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 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.

g Keszon 0 LA

December 14, 2007
South Portland, Maine




CITY OF BATH, MAINE
Management’s Discussion and Anmnalysis
June 30, 2007

The objective of Management’s Discussion and Analysis (MD&A) is to help readers of the City of Bath’s financial
Statements better understand the financial position and operating activities for the year ended June 30, 2007, with
selected comparative information for the year ended June 30, 2006, Unless otherwise indicated, all fisca] years
eferred to in this document end June 30t

This discussion has been prepared by the City of Bath F inance Department and should be read in conjunction with the
financial statements and the notes to the financial statements.

THE CITY OF BATH

Works, the City acts as fiscal agent for the Bath Youth Meeting House/Skate Park and the Midcoast Center for Higher
Education (MCHE). Each of these Separate, non-profit entities are operated by their own Board of Directors, and are
beginning to operate as self-sustaining entities without City of Bath assistance.

Adoption of New Accounting Standards
The Governmental Accounting Standards Board (GASB) was organized in 1984 by the Financial Accounting

Foundation (FAF) to establish standards of financial accounting and reporting for state and local governmental entities.
Its standards guide the preparation of external financia] reports of those entities. The F oundation is responsible for
selecting the members of the GASB and its Advisory Council, funding their activities, and exercising general

oversight-with the exception of the GASR’s resolution of technical issues.

The most significant accounting standard to be implemented in the City of Bath in recent years is GASB Statement 34
~“Basic Financigl Statements—and Management's Discussion and Analysis—for State and Local Governments » This

According to GASB, GASB 34 “...establishes new financial reporting requirements for state and local governments
throughout the United States. When implemented, it will create new information and will restructure much of the
information that governments have presented in the past.” In short, GASB 34 requires governments to retain some of
the information they traditionally reported, but also requires them to “reach beyond the familiar to new and different
information.”

The major reporting standards under GASB 34 relate to the reporting of ‘Capital Assets’ (vehicles, office equipment,
furniture, buildings) and ‘Infrastructure Assets’ (streets, sidewalks, sewer lines).

In order to bring the City into compliance with GASB 34 reporting standards, an outside company was brought in to
complete both the Capital Asset reporting and the Infrastructure reporting in time for the 2004 audit. By doing this,
implementation of the Capital Asset reporting standard was delayed, but the Infrastructure reporting was one year



CITY OF BATH, MAINE
Management’s Discussion and Analysis, Continued

USING THIS ANNUAL REPORT

The City of Bath’s financial statements in this audit are actually a series of separate statements. The Statement of Net
Assets and the Statement of Activities provide an overview of the government as a whole and its activities. The Fund
Financial Statements immediately follow. These Fund statements provide a more detailed look at the governmenta.
funds (General Fund, Sewer Utility, etc). The remaining statements are fiduciary funds for which the City manages as
special purpose funds, or acts as an agent for the benefit of an entity outside of municipal government.

The Statement of Net Assets and the Statement of Activities

These statements attempt to provide a financial picture of the City of Bath as a whole. All of the revenues for the
audited year are included regardless of when the money is actually received. These government-wide financial
statements are prepared using an accounting method called ‘economic resources measurement focus and accrual basis’.

The Statement of Net Assets provides a picture of the difference between assets and liabilities (including
infrastructure), representing a measure of the current financial condition of the City. Increases or decreases in net
assets from year to year can suggest whether the City’s financial condition is improving or deteriorating. However,
other non-quantitative factors need to be considered when analyzing overall financial well-being, such as changes in
the City’s property tax base, quality of education, infrastructure condition, and negative or positive impacts of
legislative decisions.

The Statement of Activities provides a look at how the Net Assets have changed from the prior fiscal year to the
current fiscal year.

The Statement of Net Assets and the Statement of Activities includes:
®»  Governmental Activities — Most of the City’s basic services, such as General Government, Public Works,
Public Safety, Education and Capital Outlay are included here. Property taxes, excise taxes, intergovernmental
revenue (primarily from the State of Maine), various City fees, and interest on investments are reported as
well.

Reporting the City’s Most Significant Funds

Fund Financial Statements

The Fund Financial Statements provide details of the City’s significant funds. These statements begin with the
Balance Sheet — Governmental Funds. Some funds are required to be established by state law (Sewer Utility Fund,
TIF Funds) and by bond covenants. However, management establishes many other funds to help it control and manage
money for particular purposes or to show that it is meeting legal responsibilities for using certain taxes, grants, and
other money. The City’s two kinds of funds ~ governmental and fiduciary - use different accounting methods:

e Govemmental Funds — 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 the year-end that are available for
spending.  These funds are reported using an accounting method called ‘current financial resources
measurement focus and modified accrual basis’. Modified accrual basis of accounting 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 City programs. Governmental funds are broken into ‘Major’ and
‘Non-Major’ funds. Major governmental funds are listed on statements 3 and 4 on pages 15 and 16 of this
audit and include the City’s primary operating fund — the General Fund, as well as the Sewer Utility Fund, the
TIF Fund and the City Bond Projects. Non-major governmental fund statements begin with Exhibit C-1 of this
audit (page 49) and include Special Purpose Funds, Community Development Funds, Transportation
Programs, Bath Local Development Corporation, Midcoast Center for Higher Education and School Special
Purpose. Permanent Funds begin with Exhibit E-1 of this Audit Report (page 59) and include the Bailey
Evening School, Beneficiary Trust, Cemetery Trusts, Old Folks Home, and School Trusts.




CITY OF BATH, MAINE
Management’s Discussion and Analysis, Continued

o Fiduciary Funds — These are assets held by the City as an agent or on behalf of others, and are accounted for
on the accrual basis. Fiduciary Funds can be found on Statement 7 and Schedules 2-6. These assets, because
of a trust arrangement, can be used only for the trust beneficiaries. The City excludes these activities from its
other financial statements because it 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.

THE CITY AS A WHOLE

The analysis below focuses on the net assets of the City’s governmental activities. The information is a condensed
version of the Statement of Net Assets contained in Statement 1 of this audit.

FY 2007 FY 2006
Governmental Governmental
Activities Activities
ASSETS
Current & Other Assets $9,397,298 $11,341,964
Depreciable capital assets, net 31,379,621 30,362,717
Non-depreciable capital assets, net 2,589,296 2,390,817
Toral Assets 43,366,215 44,095,498
LIABILITIES

Non-current Liabilities:

Due w/in 1 year $2,845,707 $ 2,953,679
Due more than 1 year 26,673,424 29,172,567
Other Liabilities - 3,775,610 3.588.495
Total Liabilities 33,294,741 35,714,741
ET ASSETS
invested in capital assets,
net of related debt 8,074,786 4907288
Restricted for:
Permanent funds:
Expendable 7,391 7.391
Nonexpendable 1,816,062 1,693,162
Unrestricted 173.235 1,772.916
Total Net Assets 510,071,474 $ 8,380,757



CITY OF BATH, MAINE
Management’s Discussion and Analysis, Continued

Any increase or decrease pertaining to the City’s net assets of $10,071,474 is due to the governmental activities of the

City. Key components of this are shown below, and in Statement 2 of this audit.

City of Bath’s Changes in Net Assets
Governmental Activities

2007 2006
REVENUES:
Program Revenues:
Charge for services $7,230,375 $7,028,505
Operating grants and contributions 10,528,496 10,224,805
Capital grants and contributions 1,149,323 103,601
General Revenues:
Property and excise taxes, levied for general purposes 19,571,338 17,557,406
Grants and contributions not restricted to specific programs 1,144,535 1,119,498
Unrestricted investment earnings 515,210 280,765
Loss on Disposal of Assets (32,696) (59,512)
Other 771,780 692,928
Total Program and General revenues and transfers 40,878,361 36,947,996
EXPENSES:
General government 2,579,914 1,881,109
Public works and wastewater 4,282,964 3,846,247
Public Safety 3,213,181 3,447,861
Parks and recreation 621,272 596,547
Health, welfare, and transportation 208,983 224,445
Education 20,451,476 20,274,473
Intergovernmental 1,931,215 1,340,856
Unclassified 4,551,121 4,068,000
Interest on debt 651,919 731,159
Capital outlay 695,599 1,195,665
Total Fxpenses 39,187,644 37,606,362
Increase (decrease) in net assets 1,690,717 (658,366)
Net Assets Beginning _8.380,757 9,039,123

Net Assets Ending

FINANCIAL HIGHLIGHTS AND LOOKING FORWARD

810,071,474

88,380,757

e Each year, it is a primary goal of the City Manager and Council to keep the mill rate as low as possible and
still be able to deliver a full spectrum of community services, at a quality level deserving of the citizens of
Bath.



CITY OF BATH, MAINE
Management’s Discussion and Analysis, Continued

Operating under the citizen approved expenditure limitation creates a budgetary constraint each year, but to
date, has not significantly affected the City’s ability to deliver services. Budgeting under the expenditure
limitation forces the City to be creative in its delivery of services, but does delay needed capital improvements.

The State of Maine legislature is very focused on school regionalization during the 2009 and 2010 school
years. The City of Bath and surrounding Union 47 have been sharing a superintendent since the beginning of
FY 2008, and a majority of the voters in Bath and Union 47 approved the new LD 910 to merge the two
districts. The consolidation will become effective on July 1, 2008.

One notable item seen in this audit for the second year is the accrued salaries for the teachers in the school
department. Generally accepted accounting principles (GAAP) require the City to recognize the teachers’
salaries to be paid during July and August during the fiscal year in which the teachers performed the work.
For example, a teacher that worked during the 2006-2007 school year (which ends prior to June 30) would be
paid through July and August of 2007. These salaries need to be expensed in the year they are worked, which
would be fiscal year ending June 30, 2007. This liability to the school department is approximately $1.45
million at the end of FY 2007. Due to this liability, the school department is still reforting anegative $544,219
general fund balance. This has improved from ($1,221,619) reported as of June 30", 2006 due to a surplus of
nearly $677,400 in the school department’s budget. Originally, the school department intended to regain a
positive fund balance in five years; management believes this time will be shorter due to frugal budgeting and
budget oversight.

The City receives a significant portion of its tax base from Bath Iron Works (BIW). For the 2006 tax year
(taxes were due October 15, 2006), BIW represented about 38 percent of total property taxes assessed (see
Table G for more information). While the City collected a little over $6.9 million in real estate and personal
property tax revenue from BIW, roughly $3.77 million were funds collected as part of a Tax Increment
Financing (TIF) District. Because of the TIF, only about $3.1 million was retained by the City for the
purposes of financing the City and School’s operational and capital budgets. The City government maintains a
positive relationship with BIW, and since BIW continues to be awarded long term shipbuilding contracts from
the U.S. Government, the City looks forward to many prosperous years ahead with BIW being one of the
largest employers in the state.

The City conducted a revaluation on all property during 2005; the reason for this was to restore equity to the
values of all properties in the City. Residents saw the results of the revaluation on their property tax bills
payable on October 15, 2005. When the City conducted the revaluation, there were some notable results. As
expected, the mil rate dropped from 25.75 to 14.5. This was due to the increases in property values. The City’s
mil rate (or property tax rate) is based upon assessed value of a property. If the assessment increases, the mil
rate can decrease in order to levy the proper amount of tax revenue. In this year’s revaluation, some residents’
property tax bills actually decreased due to a small increase in valuation offset by a large decrease in the mil

rate.

During FY 2005, the State legislature passed Law LD1, which was implemented in FY 2006. This legislation
imposed local spending limitations and is based upon the core municipal expenditure commitment. The City
has been LD1-compliant for two years. LD1 incorporates the City’s growth and new property and a State-
calculated income factor, and uses these figures plus the City’s taxable value and other inputs to calculate local
property tax cap. During FY 2007, the City was allowed approximately $376,000 in increased spending under
the property tax cap.

The City continues to explore economic development opportunities throughout the City, and welcome
developers and business owners to include the City on its discussions of business startup, expansion, or
relocation. The community response to economic development is very mixed. Large development projects
cause much public debate over retaining Bath’s small-town charm and shipbuilding heritage, or expanding the
taxable economic base in order to hold property taxes down.



CITY OF BATH, MAINE
Management’s Discussion and Analysis, Continued

The City continues to identify and explore regional solutions to local problems, and look for mutually
beneficial opportunities to cooperate with municipal neighbors in the Midcoast area. The goal is to reduce the
financial burden of service delivery to taxpayers in Bath, while maimtaining an acceptable level of service
delivery. One area that has been explored is a regional ambulance service.

The City of Bath landfill continues to operate at a brisk pace, filling up available space more quickly than
anticipated. In June, 2007, the City Council voted to close the landfill in December, 2008. However, when the
bond issue to fund closure was presented to voters in November, 2007, the referendum was defeated.
Management is operating under the assumption that the landfill will stay open for the foreseeable future, as the
cost of closure is estimated at $3.5 million and the closure fund contains only $305,000. The 2007 budget and
this audit include the landfill operations as part of the general fund, but operations and capital have been
moved to a separate enterprise fund for the FY 2008 budget. Management made this change in order to more
accurately monitor the financial activities associated with the landfill. Subsequent to FY 2007, the City
budgeted an additional $187,500 toward landfill closure.

Due to the locally imposed expenditure limitation, the City is often unable to finance its capital needs with
cash on hand. This creates a greater reliance on financing capital projects through the issuance of general
obligation bonds or lease-purchase agreements. Bonds must be voter approved in order for the annual debt
service payments to be exempt from the expenditure limitation. Management has noted the importance of a
formal five-year capital improvement plan in order to budget and smooth cash needs, and has implemented
such a plan for the FY 2008 budget. (This will be seen in the FY 2008 audit.)

The City issued $5.28 million of new debt and made repayments of about $8.3 million during fiscal year 2007.
Most of that debt service was voter approved, and thus exempt from the expenditure limitation. Overall
outstanding debt is nearly $25.5 million. Statement 1 of this audit shows the City’s debt liabilities due with
one year, and the amount due more than one year. Exhibit ¥ contains a listing of the City’s bond issuances.

The City’s support of the Midcoast Center for Higher BEducation (MCHE) continues to be strong; the MCHE i
currently receiving approximately $390,000 in rental income from its numerous tenants. However, the MCHE
has much remaining vacant space. The City and MCHE are working together to evaluate all space and market
it to appropriate tenants. The MCHE’s fund balance has declined $145,000 from ($110,329) at the end of FY
2006 to ($255,632) at the end of FY 2007. The City is in the process of working with the MCHE board in
order to institute a five-year capital improvements plan, more accurate expense budgeting, and closer
discussions of rental rates in hopes of improving this declining fund balance.

The Bath Youth Meeting House/Skate Park continues to improve its operations and be a vital resource for
recreation and growth for the youth of Bath. The facility is working towards sustaining itself financially, but
increased its negative fund balance in fiscal year 2007. Since the City operates on a year ending June 30 fiscal
year, and the Skate Park operates on a calendar year fiscal year, a clearer picture of the entity’s financial
condition will not be available until its calendar year closes, and then reflected in next year’s City audit. [For
more nformation, see Exhibit D-3, City Special Purpose F unds. |

The City is continually looking for new revenue streams in order to reduce the burden on property taxes.
There is ongoing review of fee structures for revenue generating entities such as the Waste Water Treatment
Plant, Planning and Codes, Ambulance Services, and the Landfill. Due to an improving economy nationally
we have seen interest on investments increase more than 50% over the last two years, and it is expected to
continue in a positive direction. Excise taxes on motor vehicle registrations have been showing moderate
gains each year. State municipal revenue sharing is expected to increase $1 84,000 in the next year, while State
Aid for Education is supposed to increase significantly over the next four years due to LDI1.



CITY OF BATH, MAINE
Management’s Discussion and Analysis, Continued

e The City will begin a greater emphasis on information reporting in the coming years. Information reporting
improvements include the following:

o The School Department switched to a zero-based budgeting process for the fiscal year 2007 budget. A
zero-based budget is more time consuming to produce, but is an attempt to better analyze budget
requests without an implicit commitment to sustaining past levels of funding.

o The City began producing an Annual Report after a seven-year absence of such report. The Report is
both a Charter and State statutory requirement. It should report on each department of the City,
contain budget summaries, and show operational outputs such as number of violations, permits or
licenses issued in a certain department.

o Tracking such operational outputs is a step towards developing a performance-based budget as part of
a strategic planning initiative. While performance based budgeting and strategic planning is a popular
trend among municipalities across the country, there are no plans at this time to adopt a formal
strategic planning process in Bath. Strategic planning and performance based budgeting 1s an attempt
to link budget dollars to goals/objectives, operational outputs, and measures of performance. The
Finance Department will continue to monitor developments nationally to see if a program would be
beneficial to the City of Bath in delivering services during lean budget years.

o The municipal side created a five-year Capital Improvement Plan (CIP) for the FY 2008 budget, which
reports current and future proposed capital projects and purchases. The CIP will help better track
capital funding sources, improve capital asset tracking, and be a much-needed budgetary planning
tool.

Cautionary Note Regarding Forward-Looking Statements

Certain information provided by the City of Bath, including written as outlined above, or oral statements made by its
representatives, may contain forward-looking statements. All statements, other than statements of historical facts, that
address activities, events, or developments that the City expects or anticipates, will or may occur in the future, contain
{orward-looking information.

In reviewing such information, it should be kept in mind that actual results may differ materially from those projected
or suggested in such forward-looking information. This forward-looking information is based upon various factors and
was derived using various assumptions. The City does not undertake to update forward-looking information contained
in this report or elsewhere to reflect actual results, changes in assumptions or changes in other factors affecting such

forward-looking information.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our 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 any
questions about this report or need additional financial information, contact:

CITY OF BATH FINANCE DEPARTMENT

Abigail C. Yacoben, Finance Director
Ruth E. Moore, Deputy Finance Director
Finance Office, 1* Floor, City Hall
55 Front St.

Bath, ME 04530
Tel.: 207.443.8338 or 207.443.8340
Fax: 207.443.8397
Email: avacoben(@cityofbath.com
rmoore(@cityofbath.com
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Statement 1

CITY OF BATH, MAINE
Statement of Net Assets
June 30, 2007
Governmental
Activities
ASSETS
Cash and cash equivalents 5,100,873
Investments 1,666,038
Receivables:
Taxes receivable 622,236
Tax liens 210,476
Accounts receivable 612,540
Notes receivable 650,280
Due from other governments 490,024
Inventory 44,831
Capital assets, not being depreciated 2,589,296
Capital assets, net of depreciation 31,379,621
Total assets 43,366,215
LIABILITIES
Accounts payable 553,663
Accrued expenses 387,259
Accrued teacher summer salaries 1,453,399
Accrued compensated absences 1,101,447
Accrued interest 279,842
Noncurrent liabilities:
' Due within one year 2,845,707
Due in more than one year 26,673,424
Total liabilities 33,294,741
NET ASSETS
Invested in capital assets, net of related debt 8,074,786
Restricted for:
Permanent funds:
Expendable 7,391
Nonexpendable 1,816,062
Unrestricted 173,235
Total net assets 10,671,474

See accompanying notes to financial statements.
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Statement 2

CITY OF BATH, MAINE
Statement of Activities
For the year ended June 30, 2007

Net (expense) revew

Program Revenues and changes in net as.
Operating Capital Primary Government
Charges for grants and grants and Governmental
Functions/programs Expenses services contributions contributions activities
Primary government:
Governmental activities:
General government $ 2,579,914 49,187 1,263,476 - (1,267,251)
Public works and wastewater treatment 4,282,964 2,023,502 - - (2,259,462)
Public safety 3,213,181 582,964 28,493 - (2,601,724)
Parks and recreation 621,272 258,909 - - (362,363)
Health, welfare, and transportation 208,983 7,961 97,617 - (103,405)
Education 20,451,476 3,927,147 9,129,124 - (7,395,205)
Intergovernmental ' 1,931,215 - - - (1,931,215)
Unclassified 4,551,121 380,705 9,786 924 (4,159,706)
Interest on debt 651,919 - - - (651,919)
Capital outlay 695,599 - - 1,148,399 452,800
Total governmental activities 39,187,644 7,230,375 10,528,496 1,149,323 (20,279,450)
Total primary government $ 39,187,644 7,230,375 10,528,496 1,149,323 20,279,450)
General revenues:
Property taxes, levied for general purposes 18,346,815
Contributions in lieu of taxes 48,923
Motor vehicle excise taxes 1,024.¢
Licenses and permits 1509
Grants and contributions not restricted to specific programs:
Homestead exemption 200,175
Other State/federal aid 5,337
State Revenue Sharing 939,023
Unrestricted investment earnings 515210
Loss on disposal of assets (32,696)
Other 771,780
Total general revenues 21,970,167
Change in net assets 1,690,717
Net assets - beginning 8,380,757
Net assets - ending $ 10,071,474

See accompanying notes to financial statements.

14



CITY OF BATH, MAINE
Balance Sheet

Governmental Funds

Statement 3

June 30, 2007
Sewer Other
Utility TIF Capital  Governmental
General Fund Funds Projects Funds Total
ASSETS
Cash and cash equivalents $ 4,614,230 - - 97,748 388,895 5,100,873
Investments 2,694 - - - 1,663,344 1,666,038
Receivables:
Taxes receivable 622,236 - - - - 622,236
Tax liens 202,046 8,430 - - - 210,476
Accounts receivable 212,016 377,010 - 23,514 612,540
Notes receivable - - - - 650,280 650,280
Due from other governments 31,113 - - - 458,911 490,024
Interfund loans receivable - 505,579 576,368 1,730,714 839,954 3,652,615
Inventory 25,513 - - - 19,318 44,831
Total assets $ 5,709,848 891,019 576,368 1,828,462 4,044,216 13,049,913
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable 158,525 51,436 1,882 97,728 244,092 553,663
Accrued expenditures 285,013 9,081 - - 93,016 387,110
Accrued teacher summer salaries 1,453,399 - - - - 1,453,399
Interfund loans payable 2,657,444 - - - 995,171 3,652,615
Taxes collected in advance 149 - - - - 149
Deferred tax revenue 599,000 - - - - 599,000
Total liabilities 5,153,530 60,517 1,882 97,728 1,332,279 6,645,936
balances:

«eserved for noncurrent receivables - - - - 650,280 650,280
Reserved for inventory 25,513 - - - 19,318 44 831
Reserved for non-expendable principal - - - - 1,816,062 1,816,062
Unreserved, reported in:

General fund - designated 107,201 - - - - 107,201
General fund - undesignated - School (544,219) - - - - (544,219)
General fund - undesignated - City 967,823 - - - - 967,823
Special revenues - designated - 446,644 - - 73,153 519,797
Special revenues - undesignated - 383,858 574,486 - 145,733 1,104,077
Capital projects - - - 1,730,734 - 1,730,734
Permanent funds - - - - 7,391 7,391
Total fund balances 556,318 830,502 574,486 1,730,734 2,711,937 6,403,977
Total liabilities and fund balances $ 5,709,848 891,019 576,368 1,828,462 4,044,216
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.

More specifically, non-depreciable & depreciable capital assets as reported on Statement 1 33,968,917

Other long-term assets are not available to pay for current period expenditures

and, therefore, are deferred in the funds. 599,000
Long-term liabilities that are not due and payable in the current period and therefore are not reported in the funds:
Accrued compensated absences (1,101,447
Accrued interest (279,842)
Landfill closure (3,625.000)
Capital leases (423.376)
Bonds payable (25,470.755)
-det assets of governmental activities 3 10,071,474

See accompanying notes to financial statements.
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CITY OF BATH, MAINE
Reconciliation of the Statement of Revenunes, Expenditures,
and Changes in Fund Balances of Governmental Funds
to the Statement of Activities
For the year ended June 30, 2007

Statement 5

Net change in fund balances - total governmental funds (from Statement 4)

Amounts reported for governmental activities in the statement of
activities (Statement 2) 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 outlays ($2,857,346) exceeded
depreciation expense ($1,609,267) and loss on disposal of assets
($32,696).

Revenues in the statement of activities that do not provide
current financial resources are not reported as revenues in
the funds.

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.

Lease proceeds provide current financial resources to
governmental funds, but issuing debt increases long-term
liabilities in the statement of net assets. Repayment of lease
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 ($313,697)
exceeded proceeds ($263,711).

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 ($8,282,129)
exceeded change in cash held in escrow at financial institutions
($1,100,000) and proceeds ($5,280,000).

Long-term liabilities are not due and payable in the current period
and therefore are not reported in the funds. This represents the
change in landfill liability. ‘

$

(1,040,934)

1,215,383

42,000

(32,847)

49,986

1,902,125

(445,000)

Change in net assets of governmental activities (see Statement 2)

$

1,690,717

See accompanying notes to financial statements.
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Statement 7

CITY OF BATH, MAINE
Statement of Fiduciary Net Assets
Fiduciary Funds
June 30, 2007
Agency
Funds
ASSETS
Cash and cash equivalents $ 150,891
Total assets 150,891
LIABILITIES
Due to student groups 150,891
Total liabilities 150,891
NET ASSETS
Held in trust 3 -

See accompanying notes to financial statements.
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CITY OF BATH, MAINE
Notes to Basic Financial Statements

THE REPORTING ENTITY

The City of Bath was incorporated in 1847 under the laws of the State of Maine. The City operates under a
Council-Manager form of government with an elected nine-member City Council. The City provides the
following services as authorized by its charter: public safety, public works, recreation, education and community

development.

This report includes all funds of the City. An analysis of certain criteria was made to determine if other
governmental units should be included in this report. In evaluating how to define the reporting entity for
financial reporting purposes, management has considered all potential component units. The criterion used
defines the reporting entity as the primary government and those component units for which the primary
government is financially accountable. Financial accountability is defined as appointment of a voting majority of
the component unit's board, and either a) the ability to impose will by the primary government, or b) the
possibility that the component unit will provide a financial benefit to or impose a financial burden on the primary
government. Application of this criterion and determination of type of presentation involves considering whether
the activity benefits the City and/or its members, or whether the activity is conducted within the geographic
boundaries of the City and is generally available to its members.

Bath Local Development Corporation (Bath LDC)
The City has elected to report the Bath Local Development Corporation as a blended Component Unit in the

special revenue funds. The Bath LDC was established by the City Council to assist and promote economic
development for companies located or attempting to locate in the City of Bath. The Board of the Directors
for the Bath LDC includes the City Manager, Planning Director, two members of the City Council, one
member of the Bath Planning Board and at least two but not more than ten representatives of the Bath

business community.

Midcoast Center for Higher Education (MCHE)

The City has elected to report the Midcoast Center for Higher Education as a blended Component Unit in
the special revenue funds. MCHE was established by the City Council to convert the former Midcoast
Hospital into a Community College and space for related businesses. The board of directors for the MCHE
includes the City Manager, two members of the City Council, and up to six other members.

It 1s the City's judgment, based on all pertinent facts derived from the analysis of these criteria, that there are no
other entities that would be considered potential component units within the City that should be included as part
of these financial statements. The City has, however, identified the following related organizations:

Related Organizations - The City of Bath appoints a voting majority of the following governing boards of each
of the entities described below. However, The City is not financially accountable for these organizations and

therefore they are not component units.

The Bath Water District was established by the State of Maine in 1915 as a quasi-municipal water district to
provide safe and affordable water to the citizens of the City of Bath. The District is managed by a five-
member board of trustees, four chosen by the Bath City Council.

The Bath Housing Authority was established in 1970 pursuant to Maine Law. It is governed by a seven-
member board of commissioners appointed by the Bath City Council.
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CITY OF BATH, MAINE
Notes to Basic Financial Statements, Continued

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the City of Bath conform to accounting principles generally accepted in the United
States of America as applicable to governmental units, except as otherwise noted. The following is a summary of

the more significant policies:
A. Governmeni-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of activities)
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. The City has elected not to allocate indirect costs among the programs,
functions and segments. 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 as
general revenues.

Separate financial statements are provided for governmental funds and fiduciary funds, even though the
latter are excluded from the government-wide financial statements. Major individual governmental funds
are reported as separate columns in the fund financial statements.

B. Measurement Focus, Basis of Accounting and Basis of Presentation

The government-wide financial statements are reported using the economic resources measurement focus and
the accrual basis of accounting, as are the fiduciary fund financial statements. Revenues are recorded when
carned 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 government 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 certain compensated absences and claims and judgments, are recorded only
when the payment is due.

Those revenues susceptible to accrual are property taxes, interest, and charges for services. Other receipts and
taxes become measurable and available when cash is received by the City and are recognized as revenue at
that time.
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CITY OF BATH, MAINE
Notes to Basic Financial Statements, Continued

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Entitlements and shared revenues are recorded at the time of receipt or earlier if the susceptible to accrual
criteria are met. Expenditure-driven grants are recognized as revenue when the qualifying expenditures have

been incurred and all other grant requirements have been met.

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
general government, except those required to be accounted for in another fund. The Sewer Utility Fund

TIF Funds and Capital Projects are also considered major.

Additionally, the City reports the following fund type:

Fiduciary funds account for assets held by the City in a trustee capacity or as an agent on behalf of
others. The City’s fiduciary funds include the following fund type:

Agency funds are custodial in nature and do not present results of operations or have a
measurement focus. Agency funds are accounted for using the accrual basis of accounting. The
funds are used to account for assets that the City holds for others in an agency capacity.

C. Cash, Cash Equivalents and Investments

Cash and cash equivalents include amounts in demand deposits as well as short-term investments with
maturity date within three months of the date acquired by the City.

Investments are stated at fair value, which approximates market value.

D. Inventories

Inventories are valued at the lower of cost (first-in, first-out basis) or market. Inventories consist of School
Lunch Program food and supplies and vehicle fuel for consumption by City, School and other regional

governmental organizations.

E. Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads, bridges,
sidewalks, and similar items), are reported in the government-wide financial statements. Capital assets are
defined by the City as assets with an estimated useful life in excess of one year and the following minimum

capitalization thresholds for capitalizing capital assets:
Threshold Useful Life

Land and improvements $ 25,000 N/A
Building improvements 50,000 15-40
Machinery, equipment, vehicles 5,000 3-20
Infrastructure 150,000 30-100

Such assets are recorded at historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair value at the date of donation.
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CITY OF BATH, MAINE
Notes to Basic Financial Statements, Continued

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

E.

Capital Assets, continued

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

\ Property, plant and equipment of the primary government are depreciated using the straight line method over

the assets’ estimated useful lives, which are determined by the Finance Director. Assets lives will be adjusted
as necessary depending on the present condition and use of the asset and based on how long the assets expected

to meet current service demands.

Compensated Absences

It is the City’s policy to permit employees to accumulate earned but unused vacation and sick pay benefits.
Vested or accumulated vacation and sick leave are accrued when incurred in the government-wide financial
statements. A liability for these amounts is reported in governmental funds only if they have matured, for
example, as a result of employee resignations and retirements.

Long-term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations are reported as
liabilities in the applicable governmental activities. Bond premiums and discounts, as well as issuance costs if
material to basic financial statements, are deferred and amortized over the life of the bonds using the straight-
line method. Bonds payable are reported net of the applicable bond premium or discount. Bond issuance
costs, if material, 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 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.

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.
Designated fund balances represent tentative plans for future use of financial resources.

Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of funds are recorded in order to reserve that portion of the applicable appropriations. All
encumbrances, if any, are reserved at year end.
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CITY OF BATH, MAINE
Notes to Basic Financial Statements, Continued

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

J.  Use of Estimates

Preparation of the City’s financial statements requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent items at the date of the
financial statements and the reported amounts of revenues and expenses/expenditures during the reporting
period. Actual results could differ from those estimates.

K. Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital assets, net of
related debt consists of capital assets, net of accumulated depreciation, reduced by the outstandin g balances
of bonds and capital leases payable and adding back any unspent proceeds. The City’s net assets invested in
capital assets, net of related debt was calculated as follows at June 30, 2007:

Capital assets ‘ $ 59,168,160

Accumulated depreciation (25,199,243)
Bonds payable (25,470,755)
Capital leases payable (423,376)

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

The revenues and expenditures of the General Fund and the Sewer Utility Fund (a Special Revenue Fund) are
controlled by a formal integrated budgetary accounting system. Historically, the budget has been prepared on a
modified accrual basis of accounting, except for teachers' summer pay, which is budgeted on a cash basis.

Budgetary vs. GAAP Basis of Accounting

The City's General Fund budget is prepared on a basis consistent with accounting principles generally accepted in
the United States of America (GAAP), except for on-behalf payments which are only accounted for under GAAP

accounting purposes.

As required by accounting principles generally accepted in the United States of America (GAAP), the City has
recorded a revenue and expenditure for Maine State Retirement contributions made by the State of Maine on
behalf of the City. These amounts have not been budgeted in the General Fund and result in a difference in
reporting on a budgetary basis of accounting vs. reporting under accounting principles generally accepted in the
United States of America of $1,793,419. These amounts have been included as an intergovernmental revenue
and an education expenditure on Statements 2 and 4 (GAAP basis). There is no effect on the fund balance at the

end of the year.
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CITY OF BATH, MAINE
Notes to Basic Financial Statements, Continued

PROPERTY TAX

Property taxes for the current year were committed on August 8, 2006, on the assessed value listed as of the prior
April 1 for all real and personal property located in the City. Assessed values are periodically established by the
City's Assessor at 100% of assumed market value.

The City is permitted by the laws of the State of Maine to levy taxes up to 105% of its net budgeted expenditures
for the related fiscal period. The amount raised in excess of 100% is referred to as overlay, and amounted to
$509,252 for the year ended June 30, 2007.

Tax liens are placed on real property within twelve months following the tax commitment date if taxes are
delinquent. The City has the authority to foreclose on property eighteen months after the filing of the lien if the
tax liens and associated costs remain unpaid.

Property taxes levied during the year were recorded as receivables at the time the levy was made. The
receivables collected during the year and in the first sixty days following the end of the fiscal year have been
recorded as revenues in the fund and entity-wide financial statements. The remaining receivables have been
recorded as deferred revenues in the fund financial statements.

The following summarizes the levy:

2007 2006
Assessed value (excluding Homestead exemption) $1,126,383,500 1,125,227,600
Tax rate (per $1,000) 16.20 14.50
Commitment 18,247,413 16,315,800
Supplemental taxes assessed - -
18,247,413 16,315,800
Less:
Abatements 63,584 39,536
Collections 17.674.363 15.780.960
Current year taxe at end of year $ 509,466 495,304
Due date - current year October 16, 2006 October 15, 2005
Interest rate on delinquent taxes 11.00% 6.75%
Collection rate 97.21% 96.96%
Taxes and liens receivable - current year 509,466 495,304
Taxes and liens receivable - prior years 314.815 329,704
Total taxes civables $ 824,281 825,008
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CITY OF BATH, MAINE
Notes to Basic Financial Statements, Continued

DEPOSITS AND INVESTMENTS

As of June 30, 2007, the City had the following investments:

Weighted average
Fair value  maturity (years)
U.S. Treasury Notes $ 25,541 2.126
Federal Home Loan Banks 228,088 3.820
Federal National Mortgage Association 97,688 1.696
Corporate bonds 275,156 1.468
Common stock 964,884 N/A
2a7-like investment pool ' 2,694 N/A

Custodial credit risk- deposits — In the case of deposits, this is the risk that in the event of a bank failure, the
City’s deposits may not be returned to it. The City currently does not have a deposit policy for custodial credit
risk. As of June 30,2007, $641,534 of the City’s bank balance of $5,297,970 was exposed to custodial credit
risk because it was uninsured and uncollateralized and $1,577,814 was collateralized by underlying securities
held by the related bank in the City’s name.

Custodial credit risk- investments — For investments, this is the risk that in the event of failure of the
counterparty, the City will not be able to recover the value of its investments or collateral securities that are in
possession of an outside party. The City currently does not have an investment policy for custodial credit risk.

Credit risk — Maine statutes authorize the City to invest in obligations of the U.S. Treasury and U.S. agencies,
repurchase agreements and certain corporate stocks and bonds. U.S. Treasury Notes, common stock, and the 2a7-
like investment pool are not rated. As of June 30, 2007, the City’s investments were rated by Standard & Poor’s
as follows:

Credit Rating

Federal Home Loan Banks AAA
Federal National Mortgage Association AAA
Corporate bonds:

General Electric AAA

Southwestern Bell A

Proctor & Gamble AA-

John Hancock Financial AAA

Associates Corp of North America AA

Morgan Stanley Dean Witter AA-

Interest rate risk — The City does not have a deposit policy for interest rate risk.
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CITY OF BATH, MAINE
Notes to Basic Financial Statements, Continued

CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2007 was as follows:

Balance Balance
June 30, June 30,
2006 Increases Decreases 2007
Governmental activities:: '
Capital assets, not being depreciated:
Land $ 2,158,348 - - 2,158,348
Construction in progress 232,469 425,478 226,999 430,948
Total capital assets not being depreciated 2,390,817 425,478 226,999 2,589,296
Capital assets, being depreciated:
Buildings and building improvements 26,759,422 1,902,136 - 28,661,558
Machinery, furniture and equipment 2,324,822 254,539 - 2,579,361
Infrastructure 21,822,555 340,994 - 22,163,549
Vehicles 3.059.083 161,198 45.885 3.174,396
Total capital assets being depreciated 53,965,882 2,658,867 45,885 56,578,864
Less accumulated depreciation for:
Buildings and building improvements 8,963,114 816,712 - 9,779,826
Machinery, furniture and equipment 1,658,294 149,007 - 1,807,301
Infrastructure 10,812,963 475,478 - 11,288,441
Vehicles 2,168,794 168.070 13,189 2.323.675
Total accumulated depreciation 23,603,165 1,609,267 13,189 25,199,243
Total capital assets being depreciated, net 30,362,717 1,049,600 32,696  31.379.621

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

Governmental activities:

General government $ 74,284
Public works and wastewater treatment 958,996
Public safety 117,166
Education 458,821
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CITY OF BATH, MAINE

Notes to Basic Financial Statements, Continued

INTERFUND BALANCES AND TRANSFERS

Individual interfund loans receivable and payable and interfund transfers at June 30, 2007 were as follows:

Interfund loan  Interfund loan Transfers
receivable payable in (out)
General Fund $ - 2,657,444 (104,353)
Sewer Utility Fund 505,579 - (40,000)
TIF Fund 576,368 - (75,000)
Capital Projects 1,730,714 - 75,000
Nonmajor governmental funds: ,
City Special Purpose 83,749 322,516 221,998
Community Development - 419,706 -
Transportation Programs 70,827 - 29,441
Bath Local Development Corp. 165,702 - 7,000
Midcoast Center for Higher Education - 252,086 (18,000)
School Special Purpose 463,745 - (58,075)
Nonmajor permanent funds 55,931 863 (38.011)
$ 3,652,615 3,652,615 -

With the exception of certain special revenue and permanent funds, all cash of the City is co-mingled in
centralized cash accounts maintained within the General Fund, the practice of which results in the interfund

balances listed above.

CHANGES IN LONG-TERM LIABILITIES

Long-term liability activity for the year ended June 30, 2007, was as follows:

Beginning Ending  Due within
Balance (restated) Additions  Reductions balance one vear
Governmental activities:
General obligation bonds $ 28,472,884 5,280,000 8,282,129  25470,755 2,623,703
Capital leases 473,362 263,711 313,697 423376 222,004
Accrued compensated absences 1,012,047 89,400 - 1,101,447 -
Landfill closure and
postclosure care costs 3,180.000 445,000 - 3,625,000 -
Governmental activity
— long-term liabilities $33.138.293 6,078,111 8,595,826 30,620,578 _ 2.845,707
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CITY OF BATH, MAINE
Notes to Basic Financial Statements, Continued

SHORT-TERM DEBT

The City issues tax anticipation notes to cover cash shortfalls during the year. Tax anticipation note activity for

the year ended June 30, 2007, was as follows:

Beginning Ending
balance Additions  Reductions  balance
Tax anticipation notes $ - 3,400,000 3.400,000 -
LONG-TERM DEBT
Long-term debt payable at June 30, 2007 is comprised of the following:
Date of Original amount Date of Interest June 30,
issue issued maturity rate 2007
Governmental activities:
Sewer separation bonds 12/1/88 2,000,000 12/1/08 varies 200,000
Sewer separation bonds 12/1/89 780,000 12/1/09 varies 100,000
Sewer improvement bonds 10/1/92 - 3,311,000 10/1/12 4.12% 993,300
Wastewater upgrade bonds 10/1/97 6,300,000 10/1/17 varies 3,465,000
Library bonds 5/28/98 500,000 11/1/12 varies 214,400
Sewer and street improvement TIF bonds  11/1/99 4,500,000 11/1/19 varies 2,925,000
Middle school renovation 8/1/01 5,600,000 8/1/21 varies 4,200,000
Middle school renovation SSRRF 10/1/02 1,000,000 10/1/11 0.00% 275,050
City capital improvement bonds 8/1/01 1,020,000 8/1/21 varies 750,000
Landfill and pumping station bonds 10/1/03 1,950,000 10/1/22 varies 1,520,000
General obligation bonds 9/1/02 4,000,000 9/1/22 varies 3,120,000
General obligation bonds 6/1/04 1,840,000 9/1/19 varies 1,590,000
2004 Note — Bath Savings Institute 12/3/04 550,000 12/3/24 5.50% 509,428
Building renovation note 3/13/06 1,000,000 11/30/11 5.125% 441,077 (1)
Wastewater revolving loan fund 6/30/06 350,000 6/30/26 1.78% 332,500
2006 general obligation refunding 7/18/06 5,280,000 10/1/16 4375% 4,835,000
ee__Total sovernmental activitics $ 25,470,755

(1) This note is on a draw down basis. As of June 30, 2007, the City has drawn down $500,000. The

remaining $500,000 has yet to be drawn down.
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CITY OF BATH, MAINE
Notes to Basic Financial Statements, Continued

LONG-TERM DEBT, CONTINUED

The annual principal and interest requirements to amortize general long-term debt outstanding as of June 30,
2007 are as follows:

Year(s)
ended .- ;

June 30, Principal Interest Total
2008 $ 2,623,703 959,934 3,583,637
2009 2,628,790 858,174 3,486,964
2010 2,524,142 759,222 3,283,364
2011 2,064,774 673,781 2,738,555
2012 2,070,701 597,534 2,668,235
2013-2017 8,757,689 1,913,061 10,670,750
2018-2022 4,417,696 501,212 4,918,908
2023-2026 383.260 16,955 400,215

Totals $ 25,470,755 6,279.873 31,750,628

LANDFILL CLOSURE AND POSTCLOSURE COSTS

The City of Bath is currently operating a landfill for residential and commercial sanitary waste, demolition
debris, and other materials. In 1991, the City entered into a consent decree with the State of Maine for the
development and implementation of a corrective action plan and application to re-license with a proposed vertical
expansion. The City met all terms of the consent decree and received approval from the State on the new license
and vertical expansion. As part of the corrective action plan, the City closed certain sections of the landfill and
prepared to make improvements that would extend the useful life of the facility. On November 6, 2001, voters
approved the City Council’s authorization of $8,140,000 in general obligation bonds. Of this bond issuance,
$3,000,000 was to provide funds for landfill improvements, otherwise referred to as the Landfill Project. In
September 2002 (the “2002 Bonds™), $1,200,000 was issued to finance the Landfill Project. An additional
amount of $600,000 was financed through the State Revolving Loan Program (SRF) jointly through the Maine
Municipal Bond Bank and the Maine Department of Environmental Protection. Another bond issuance in June
2004 (the “2004 Bonds”™) provided the remaining $1,200,000 previously authorized for the Landfill Project. At
June 30, 2007, the City had unspent capital project funds of $305,000 set aside for closure. At June 30, 2007, the
landfill had reached approximately 66.16% capacity of the current configuration (post Landfill project
expansion). The estimated cost for closure after it reaches existing capacity is approximately $3,500,000. Post
closure costs, such as monitoring and maintenance for 30 years is estimated to be $1,862,000. As such, the City
has recognized a liability based on the percentage used as of June 30, 2007, of $2,393,000 for closure, and an
estimate for post closure costs of $1,232,000. This results in a total of $3,625,000 estimated liability of closure
and post closure costs in the government-wide financial statements. The actual closure and post closure costs
may vary from this estimate due to inflation, changes in technology, recycling, engineering estimates, expansion
of the existing landfill, or changes in landfill laws and regulations.
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CITY OF BATH, MAINE
Notes to Basic Financial Statements, Continued

CAPITAL LEASES

The City of Bath has entered into various lease agreements as lessee for various equipment. Those leases qualify
as capital leases for accounting purposes, and therefore, have been recorded in the government-wide financial
statements at the present value of future minimum lease payments as of the date of its inception. The value of
assets capitalized under these leases as of June 30, 2007 was $745,564

The following is a schedule of future minimum lease payments under the capital lease and the present value of
the minimum lease payment at June 30, 2007:

Fiscal year

ending Capital leases
2008 $239,828
2009 139,024
2010 74.235
Total minimum lease payments 453,087
Less: amount representing interest 29.711
Present va $423.376

STATE REIMBURSEMENT FOR DEBT SERVICE EXPENDITURES

The State of Maine currently reimburses the City for a portion of financing costs of school buildings and school
bus purchases. Continuation of such reimbursements is dependent upon continued appropriations by the State
Legislature.

OVERLAPPING DEBT

The City of Bath is situated in Sagadahoc County and is therefore subject to annual assessment of its proportional
share of county expenses. Long-term debt outstanding in Sagadahoc County, for which the City of Bath would be
proportionally responsible in the event the county defaulted, amounted to $2,881,903 at June 30, 2007, which is
22.89% of the County’s total debt of $12,590,228.

LIMITATION ON MUNICIPAL SPENDING

The City's charter provides for a limitation on expenditures each year based upon the annual increase in the
National Consumer Price Index ("CPI") as determined by the United States Department of Labor. Exceptions to
the limitations are made for proceeds of new bond issues approved by public referendum, debt service required to
support new bonded indebtedness, expenditures of Federal and State grants, expenditures for programs mandated
and funded by the Federal and State governments, expenditures of insurance proceeds for replacement of covered
assets, and emergency appropriations by the City Council in accordance with the City's charter.

The expenditures of the City of Bath for the year ended June 30, 2007 were made in accordance with the above
charter limitations. ‘
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SIGNIFICANT TAXPAYER

For the year ended June 30, 2007, the City of Bath received $6,929,139 in real estate and personal property tax
revenue from Bath Iron Works. This amount represents 37.97% of total property taxes assessed. Of the taxes
received from Bath Iron Works for the year ended June 30, 2007, a significant portion ($2,907,685) were funds
collected as part of a Tax Increment Financing (TIF) District. As such, only $4,021,454 were taxes collected for
the purposes of financing the City’s and School’s operational and capital budgets.

RESERVED AND DESIGNATED FUND BALANCES

At June 30, 2007, various funds reported reserved fund balances as follows:

General Fund:

Reserved for inventory $ 25.513
Total General Fund 25.513
Special Revenue Funds:
Reserved for noncurrent receivables 650,280
Reserved for inventory 19.318
Total Special Revenue Funds 669,598
Permanent Funds - Trust principal 1.816.062
$2.511.173
At June 30, 2007, various funds reported designated fund balances as follows:
General Fund:
Public works fuel tanks $ 107,201
Total General Fund designated 107,201
Special Revenue Funds:
Sewer capital 446,644
Park and ride vehicle 73.153
Total Special Revenue designated 519,797
Total designated fund balan $ 626,298

DEFICIT FUND BALANCES

Several City and School Special Revenue Funds had deficit fund balances at June 30, 2007. The City’s deficit
fund balances are as follows: fire department training, homeland security grant, Lambert Park community center,
recreation, skate park committee, skateboard park fund, other community development grants, Bath City Bus, and
the trolley. The School’s deficit fund balance was in recertification and regionalization. All of these deficits will
be funded by future operations and future grants. Also, Midcoast Center for Higher Education, which is reported
as a blended component unit, had a deficit fund balance which will be funded with future bond proceeds and TIF

appropriations.
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MAINE STATE RETIREMENT SYSTEM (MSRS) - CONSOLIDATED RETIREMENT PENSION PLAN

Description of the Plan - The City contributes to the Maine State Retirement System Consolidated Plan, a cost
sharing, multiple employer retirement system established by the Maine State Legislature. The Maine State
Retirement System provides retirement and disability benefits, annual cost-of-living adjustments, and death
benefits to plan members and beneficiaries. The authority to establish and amend benefit provisions rests with the
State Legislature. The Maine State Retirement System issues a publicly available financial report that includes
financial statements and required supplementary information for the Consolidated Plan. That report may be
obtained by writing to Maine State Retirement, 46 State House Station, Augusta, Maine 04333-0046 or by calling
1-800-451-9800.

Funding Policy - Plan members are required to contribute a percentage of their annual covered salary. The City
is required to contribute an actuarially determined rate. Employer and member rates for the year ended June 30,
2007 were as follows:

Special #2C  Special #3C

Employer payroll rate(s):

Normal cost 9.60% 12.60%
Pooled UAL -5.60% -7.30%
Total payroll rate 4.00% 5.30%

Monthly JUUAL available:
Payment/(Credit) $(83.818) (98.736)
Member contribution rate(s) 6.5% 8.0%

Prior to the Consolidated Plan, the City had a separate District plan. Effective July 1, 1996, the City elected to
join the Consolidated Plan. Under the terms of joining the consolidated plan, the City has an Initial Unpooled
Unfunded Actuarial Liability Credit (TUUAL). The credit is being amortized over 20 years. For the years ended
June 30, 2007 and 2006, the credit offset current employer contributions by $182,554 and $166,999 respectively,
resulting in no City contributions being required for the 2007 and 2006 fiscal years. The contribution rates of
plan members and the City are established and may be amended by the Maine State Retirement System Board of
Trustees. For the years ended June 30, 2007 and 2006, employee contributions to the plan totaled $187,192 and
$261,420, respectively.
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MAINE STATE RETIREMENT - TEACHERS PLAN

Description of Plam - All school teachers, plus other qualified educators, participate in the Maine State
Retirement System Teachers Group. The Teachers Group is a cost-sharing plan with a special funding situation
established by the Maine State Legislature. The Maine State Retirement System provides retirement and
disability benefits, annual cost-of-living adjustments, and death benefits to plan members and beneficiaries. The
authority to establish and amend benefit provisions rests with the State Legislature. The Maine State Retirement
System issues a publicly available financial report that includes financial statements and required supplementary
information for the Teachers Group. That report may be obtained by writing to Maine State Retirement, 46 State
House Station, Augusta, Maine 04333-0046 or by calling 1-800-451-9800.

Funding Policy - Plan members are required to contribute 7.65% of their compensation to the retirement system.
The same statute requires the State of Maine Department of Education to contribute the employer contribution,
which amounts to $1,793,419 (19.14%) and $1,799,224 (19.15%) for the fiscal years 2007 and 2006,
respectively. This amount has been reported as an intergovernmental revenue and retirement expenditure in the
GAAP basis financial statements (Statement 2 and Statement 4). There is no contribution required by the School
except for federally funded teachers, for which the School contributed 19.14% (fiscal year 2007) and 19.15%
(fiscal year 2006) of their compensation. This cost is charged to the applicable grant. For the years ended

June 30, 2007 and 2006, employee contributions to the teachers plan totaled $743,435 and $751,125,

respectively.

DEFERRED COMPENSATION PLAN

The City offers its employees a deferred compensation plan created in accordance with Internal Revenue (IRC)
Section 457. The plan permits participating employees to defer a portion of their salary until future years. The
deferred compensation is not available to employees until termination, retirement, death, or unforeseeable

emergency.

The City amended the plan in accordance with the provisions of IRS Section 457(g). Assets of the plan were
placed in trust for the exclusive benefit of participants and their beneficiaries. The requirements of that IRS
Section prescribes that the City no longer owns the amounts deferred by employees, including the related income
on those amounts. Accordingly, the assets and the liability for the compensation deferred by plan participants,
including earnings on their plan assets, were removed from the City’s financial statements.

RISK MANAGEMENT

The City is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets, errors
and omissions; and natural disasters for which the City either carries commercial insurance or participates in a
public entity risk pool. Currently, the City participates in a public entity risk pool sponsored by the Maine
Municipal Association for Workers’ Compensation coverage.

Based on the coverage provided by the pools described above, as well as coverage provided by commercial
insurance purchases, the City is not aware of any material actual or potential claims which should be recorded at

June 30, 2007.
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SCHOOL ADMINISTRATIVE REORGANIZATION

On June 6, 2007 the Maine House and Senate enacted the two-year state budget including the school
administrative reorganization legislation “School Administrative Reorganization” (“SAR”) as Public Law 2007,
Chapter 240. The law sets forth state policy to ensure that schools are organized as units in order to provide
equitable educational opportunities, rigorous academic programs, uniformity in delivering programs, a greater
uniformity in tax rates, more efficient and effective use of limited resources, preservation of school choice and
maximum opportunity to deliver services in an efficient manner. All school units and municipal school units
(collectively School Administrative Units or “SAU”) are directed to work with other units to reorganize into
larger, more efficient units; or where expansion of the unit would be impractical or inconsistent with state policy,
reorganize their own administrative structures to reduce costs. The legislative intent of the law is to create a
maximum of 80 school units or the number of units appropriate to achieve administrative efficiencies.

The law requires existing SAUs to file a “Notice of Intent” with the Commissioner by August 31, 2007. The
Notice of Intent must elect either to engage in planning and negotiating with other SAUs for the purpose of
developing a reorganization plan to form a regional school unit (“RSU”), or the intent to submit an alternative
plan to achieve efficiencies. The Notice of Intent is subject to approval by the Commissioner of Education (the
“Commissioner”), including approval of the election to file an alternative plan. SAUs are then required to submit
a reorganization plan, or, if a SAU is exempted by the members of the general public, develop the reorganization
plans. Reorganization plans approved by the Department of Education (“DOE”) are submitted to the voters in the
proposed RSU. If the reorganization plan is approved by the voters, elections will then be held for seats on the

RSU school board.

All reorganization plans are subject to voter approval. A SAU whose plan is approved by the Commissioner in
December, 2007 must hold a referendum on the plan on or before January 15, 2008. A SAU whose plan is
received or revised after December 15, 2007 and approved by the Commissioner in December, 2007 but has
exercised due diligence and acted in good faith in developing a reorganization plan, must hold a referendum of
the plan on June 10, 2008. The DOE will fund the cost of a referendum held on or before January 15, 2008.
SAU’s, not otherwise exempt, that fail to approve a reorganization plan by November 4, 2008 and to implement
that plan by July 1, 2009 will face financial penalties, starting on July 1, 2009. Penalties for SAUs that do not
form appropriate RSUs by the beginning of FY 2010 include:

o A 50% reduction in minimum subsidy (the special education minimum);

e A 50% reduction in system administration costs includable for purposes of the funding model;

e Less favorable consideration in approval and funding for school construction;

e Loss of eligibility for transition adjustments; and

e The percentage of state subsidy will not increase to the highest level as called for in the four-year “ramp-

up” of state funding for education (i.e., GPA will be consistent with a statewide average contribution of
53.86% instead of the 55% overall state share).
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GENERAL FUND

The General Fund is the general operating fund of the City. All general‘asses’sment‘s and other receipts that are
not allocated by law or contractual agreement to another fund are accounted for in this fund. The fund pays
general operating expenditures, fixed charges and capital improvements that are not paid through other funds.






CITY OF BATH, MAINE
General Fund
Comparative Balance Sheet

Exhibit A-1

June 30, 2007 and 2006
2007 2006
ASSETS
Cash and cash equivalents 4,614,230 5,668,204
Investments 2,694 8,355
Receivables:
Taxes receivable 622,236 651,391
Tax liens 202,046 173,617
Accounts receivable 212,016 62,424
Due from other governments 31,113 156,805
Inventory 25,513 9,846
Total assets 5,709,848 6,730,642
LIABILITIES AND FUND BALANCE
Liabilities:
Accounts payable 158,525 381,122
Accrued expenditures 285,013 208,463
Accrued teacher summer salaries 1,453,399 1,392,702
Interfund loans payable 2,657,444 3,792,703
Taxes collected in advance 149 11
Deferred tax revenue 599,000 557,000
Total liabilities 5,153,530 6,332,001
Fund balance:
Reserved for encumbrances - 1,106
Reserved for inventory 25,513 9,846
Unreserved:
Designated - School - 147,733
Designated - City 107,201 1,014,992
Undesignated - School (544,219) (1,369,352)
Undesignated - City 967,823 594,316
Total fund balance 556,318 398,641
Total liabilities and fund balance 5,709,848 6,730,642
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CITY OF BATH, MAINE
General Fund

Statement of Revenues, Expenditures and Changes in Fund Balance

Budget and Actual--Budgetary Basis
For the year ended June 30, 2607

(with comparative actual amounts for the year ended June 30, 2006)

Exhibit A-2

2007
Variance
positive 2806
- Budget Actual (negative) Actual
Revenues:
Taxes:
Property taxes 14,185,215 14,140,688 (44,527) 12,292,416
Excise taxes 1,182,700 1,024,657 (158,043) 1,008,537
Interest and costs on taxes 30,000 93,520 63,520 36,072
Contributions in lieu of taxes 70,000 48,923 (21,077) 67,789
Total taxes 15,467,915 15,307,788 (160,127) 13,404,814
Licenses, permits and fees:
Non-business licenses 7,200 8,365 1,165 8,281
Health, building, plumbing and electrical permits 43,123 96,088 52,965 56,882
Vehicle, boat and recreation vehicle registrations 21,000 25,005 4.005 27,211
Other 59,700 21,485 (38,215) 40,561
Total licenses, permits and fees 131,023 150,943 19,920 132,935
Intergovernmental:
State revenue sharing 1,250,000 939,023 (310,977) 886,051
State homestead exemption 200,175 200,175 - 179,668
State and Federal education subsidies 5,893,112 5,898,627 5,515 6,033,994
Other state revenue 35,000 64,506 29,506 29,589
Other federal revenue 19,800 19,800 - 24,190
Total intergovermmental 7,398,087 7,122,131 (275,956) 7,153,492
Investment income 175,000 331,063 156,063 211,305
Charges for services:
Ambulance service 570,000 542,370 (27,630) 583,045
Landfill scales 450,000 521,155 71,155 806,374
School Department tuitions 3,008,474 3,473,427 464,953 3,094,659
Cemetery sales 42,550 48,638 6,088 64,429
Parking City lots 33,000 34,950 1,950 34,880
Police duty and fees 7,000 5,644 (1,356) 7,709
Total charges for services 4,111,024 4,626,184 515,160 4,591,096
Other revenues:
Parking and traffic violations 35,000 22,760 (12,240) 27,590
Cable television franchise 75,000 77,290 2,290 76,793
School Department 17,000 23,561 6,561 36,580
Recycled materials 90,000 65,768 (24,232) 103,668
Rents and leases 30,000 20,578 (9,422) 26,092
Sale of property 25,000 - (25,000) 50
Miscellaneous 22,350 41,446 19,096 8,189
Total other revennes 294,350 251,403 (42,947) 278,962
Total revenues 27,577,399 27,789,512 212,113 25,772,604
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CITY OF BATH, MAINE
General Fund
Statement of Revenues, Expenditures and Changes in Fund Balance
Budget and Actual--Budgetary Basis, Continued

2007
Variance
; positive 2006
Budget Actual (negative) Actual
Expenditures:
Current:
General government:
Administration 167,839 164,727 3,112 120,953
Professional services 136,600 111,434 25,166 106,597
City council 144,425 64,529 79,896 81,435
City clerk 95,891 94,038 1,853 90,153
Elections 13,000 15,472 (2,472) 14,880
Central services 146,000 151,720 (5,720) 140,566
City Hall management and utilities 101,351 121,455 (20,104) 115,273
Finance 195,345 197,732 (2,387) 113,852
Treasurer and tax collection - - - 79,888
Assessor 124,288 121,627 2,661 117,471
Public education government cable 52,310 45,474 6,836 35,679
Planning and community development 113,708 109,558 4,150 85,697
Total general government 1,290,757 1,197,766 92,991 1,102,444
Public works:
General 773,868 776,840 (2,972) 755,448
Solid waste 623,957 596,717 27,240 565,092
Recycling 73,470 88,377 (14,907) 82,629
Forestry 40,578 41,040 (462) 32,774
Cemetery and parks 341,264 353,306 (12,042) 352,711
Total public works 1,853,137 1,856,280 (3,143) 1,788,654
Public safety:
Fire and ambulance 1,236,946 1,259,962 (23,016) 1,123,455
Ambulance write offs - - - 205,389
Police 1,211,906 1,178,772 33,134 1,260,984
Other public safety 82,091 79,470 2,621 83,411
Codes enforcement 90,736 79,722 11,014 80,751
Street lights 110,000 109,273 727 106,240
Fire hydrant rental 358,800 339,230 19,570 311,023
Total public safety 3,090,479 3,046,429 44,050 3,171,253
Health and welfare:
General assistance 107,717 101,382 6,335 106,539
Total health and welfare 107,717 101,382 6,335 106,539
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CITY OF BATH, MAINE
General Fund

Exhibit A-2, Cont.

Statement of Revenues, Expenditures, and Changes in Fund Balance
Budget and Actual--Budgetary Basis, Continued

2007
Variance
positive 2006
. Budget Actual (negative) Actual
Expenditures, continued:
Current, continued:
Education 17,152,300 16,804,196 348,104 16,660,276
Intergovernmental--county tax 1,939,623 1,931,215 8,408 1,340,856
Unclassified:
Employee benefits 927,831 852,768 75,063 795,798
Insurances 366,660 306,918 59,742 316,029
Special events and support 199,088 198,194 894 192,226
Overlay/abatements and write-offs 509,252 63,584 445,668 39,536
Total unclassified 2,002,831 1,421,464 581,367 1,343,589
Debt service:
Principal 915,700 915,700 - 915,700
Interest and fees 297,170 295,259 1,911 344255
Total debt service 1,212,870 1,210,959 1,911 1,259,955
Total expenditures 28,649,714 27,569,691 1,080,023 26,773,566
Excess (deficiency) of revenues over (under)
expenditures (1,072,315) 219,821 1,292,136 (1,000,962)
Other financing sources (uses):
Transfers in 260,000 296,000 36,000 115,000
Transfers out (415,418) (400,353) 15,065 (316,993)
Utilization of fund balance 1,227,733 - (1,227,733) -
Total other financing sources (uses) 1,072,315 (104,353) (1,176,668) (201,993)
Net change in fund balance - budgetary basis - 115,468 115,468 (1,202,955)
Reconciliation to GAAP basis:
Change in accrued teacher summer salaries - (29,295)
Fuel revenues for fuel tank reserve 42209 64,992
Net change in fund balance - GAAP basis 157,677 (1,167,258)
Fund balance, beginning of year 398,641 1,565,899
Fund balance, end of year $ 556,318 398,641
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CAPITAL PROJECT FUNDS

Capital project funds are established to account for resources obtained and expended for the acquisition of major

capital facilities other than those that would be employed in the delivery of services accounted for in enterprise
funds. ‘ ‘ ‘
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ALL OTHER GOVERNMENTAL FUNDS






CITY OF BATH, MAINE
Other Governmental Funds
Combining Balance Sheet

Exhibit C-1

June 30, 2007
Nonmajor
Special Nonmajor
Revenue Permanent
Funds Funds Total
ASSETS
Cash and cash equivalents 283,854 105,041 388,895
Investments - 1,663,344 1,663,344
Accounts receivable . 23,514 - 23,514
Due from other governments 458,911 - 458,911
Notes receivable 650,280 - 650,280
Inventory 19,318 - 19,318
Interfund loans receivable 784,023 55,931 839,954
Total assets 2,219,900 1,824,316 4,044,216
LIABILITIES AND
FUND BALANCES
Liabilities:
Accounts payable 244,092 - 244,092
Accrued expenditures 93,016 - 93,016
Interfund loans payable 994,308 863 995,171
Total liabilities 1,331,416 863 1,332,279
Fund balances:
Reserved for inventory 19,318 - 19,318
Reserved for noncurrent receivables 650,280 - 650,280
Reserved for unexpendable principal - 1,816,062 1,816,062
Unreserved, reported in:
Special revenues - designated 73,153 - 73,153
Special revenues - undesignated 145,733 - 145,733
Permanent funds - 7,391 7,391
Total fund balances 888,484 1,823,453 2,711,937
Total Labilities :
and fund balances 2,219,900 1,824,316 4,044,216
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CITY OF BATH, MAINE
Other Governmental Funds

Combining Statement of Revenues, Expenditures and Changes in Fund Balances

For the year ended June 30, 2007

Exhibit C-2

Nounmajor
Special Nonmajor
Revenue Permanent
Funds Funds Total
Revenues:
Intergovernmental 2,758,405 - 2,758,405
Charges for services 1,150,482 - 1,150,482
Investment income . 16,125 56,032 72,157
Realized/unrealized gain (loss) on investments - 103,855 103,855
Other revenue 293,315 12,404 305,719
Total revenues 4,218,327 172,291 4.390,618
Expenditures:
General government 1,307,710 - 1,307,710
Public safety 37,202 - 37,202
Parks and recreation 622,141 - 622,141
Health, welfare and transportation 105,893 - 105,893
Education 2,003,529 - 2,003,529
Unclassified 523,729 11,380 535,109
Capital outlay 12,021 - 12,021
Total expenditures 4,612,225 11,380 4,623,605
Excess (deficiency) of revenues
over (under) expenditures (393,898) 160,911 (232,987)
Other financing sources (uses):
Transfers in 182,364 - 182,364
Transfers out - (38,011) (38,011)
Total other financing sources (uses) 182,364 (38,011) 144,353
Net change in fund balances (211,534) 122,900 (88,634)
Fund balances, beginning 1,100,018 1,700,553 2,800,571
Fund balances, ending $ 888,484 1,823,453 2,711,937
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NONMAJOR GOVERNMENTAL FUNDS

SPECTAL REVENUE FUNDS

Special Revenue Funds account for specific resources obtained and expended for specified purposes that are
restricted by law or administration action.
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NONMAJOR GOVER MENTAL FUNDS

A\NENT FUNDS

Permanent funds are used toreport resources that are legally restncted to the extent that only eammgs not
principal, may be used for purposes that support the reporting govemment s programs
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