APPENDIX B

FUND DESCRIPTIONS & BALANCES




Fund Descriptions

The financial operations of the Town are organized into funds and account groups, each of which
is a separate fiscal and accounting entity. All revenues received or expenditures made by the
Town are accounted for through one of the funds or account groups listed below.

Governmental Funds

Most Town functions are financed through what are called Governmental Funds. These are the
activities generally supported by “non-exchange” revenue, such as taxes. There are four types of
governmental funds maintained by the Town: the General Fund, Special Revenue Funds,
Permanent Funds, and the Capital Project Funds.

General Fund: The General Fund is the major operating fund of the Town government and it
encompasses a majority of Town operations, and it is defined as covering all resources that are
not required to be accounted for elsewhere. The General Fund is supported by revenues from
real estate & personal property taxes, state aid, excise taxes, investment income, fines &
forfeitures, and fees & charges. Most of the Town’s departments including the Schools are
supported in whole or in part by the General Fund.

Special Revenue Funds: Special Revenue Funds are used to account for revenues that are
legally restricted to specific purposes, with the exception of major capital projects and permanent
funds. These revenues must be accounted for separately from the General Fund for a variety of
reasons, and often span multiple fiscal years. The Town’s Special Revenue Funds are grouped
into five categories:

1. Revolving Funds: Revolving Funds allow the Town to raise revenues from a
specific program and use those revenues to support the program without
appropriation. Revolving Funds are established by statute or by-law and may require
reauthorization each year at Town Meeting. The Town maintains revolving funds for
a number of purposes including Council on Aging, Family and Youth Services
Department, Fire Department, Recreation Department, Library Lost Books, School
Department Student Activities, and the School Lunch Program.

2. Receipts Reserved for Appropriation: The funds in this grouping are restricted to a
specific use by statute and also require appropriation by Town Meeting. These funds
include property insurance claims greater than $100,000, monies from Cemetery sale
of lots and graves, Net Premiums on Debt, and Conservation Wetland Protection fees.

3. School Grants: The School Grant Funds account for specially financed education
programs using revenue from grants received from the Federal or State government.
These include the State Kindergarten Enhancement grant, the State Special Education
Revolving Fund (Circuit Breaker), and Federal Title I and Title 1A grants.
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4. Other Intergovernmental Funds: These funds account for revenues received by the
Town from the Federal or State government for specific purposes other than
education. These include a variety of grants such as the Chapter 90 Highway
Program, State Election Grants, State Library Aid, and the Elderly Formula Grant.

5. Other Special Revenue Funds: These funds account for any other miscellaneous
special revenues not included in the previous categories. These include private
donations for specific purposes, such as grants received from private or non-profit
foundations, gifts made to specific departments, and payments from developers for
infrastructure improvements related to proposed projects. This category also includes
the Community Preservation Fund and the Conservation Fund.

Permanent Funds: Permanent Funds are used to report resources that are legally restricted to
the extent that only earnings, and not principal, may be used to support the government and its
citizens. Many times such funds are referred to as “Trust” funds, and the acceptance of such
funds generally involves acceptance by Town Meeting for each fund’s individual requirements.
There are two accounts associated with each permanent fund, the expendable income, and the
non-expendable principal.

1. Expendable Trust Funds: This heading accounts for the expendable income portion of
the permanent funds. This heading is also used to account for funds received by the Town
in a trustee capacity where both the principal and earnings of the fund may be expended
on a restricted basis for the benefit of the Town or its Citizens. This includes the
Scholarship Tax Check-off Fund and the Elderly/Disabled Fund.

2. Non-expendable Trusts: are used to account for trusts where the principal must remain
intact. Generally income earned on the non-expendable trust principal may be expended
in accordance with the conditions of a trust instrument or statute, and is accounted for in
the previous category. An example is the Cemetery Department’s Perpetual Care Trust.

Capital Project Funds: The Capital Project Funds are used to account for monies used for the
acquisition or construction of major capital facilities (buildings, roads, etc.) other than those
financed by other dedicated funds, such as the Community Preservation Act Fund or Chapter 90
Highway Funds. In addition to “projects,” the Town’s Capital Project Funds also account for
capital outlay for items purchased pursuant to the town’s capital plan, such as Departmental
Equipment. The source of funding for these funds are primarily proceeds from the Town’s
issuance of bonds, but may also be derived from private sources, grants, or transfers from other
Town funds.
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Proprietary (Enterprise) Funds

Proprietary Funds cover the town’s “business-type” activities, and are referred to as such in the
financial statements. These statements comprise the Water and Sewer Enterprise Funds of the
Town. All direct and indirect costs including overhead of each service are intended to be
captured by user fees and/or general fund subsidies. These funds account for their own fixed
assets and long term liabilities. Although the long term debt of the funds is ultimately the legal
obligation of the general fund, it is budgeted and paid for by the Enterprise Fund for which the
project was approved. Town Meeting has approved the use of the Enterprise Fund accounting for
the Water, Sewer, and Solid Waste utilities. However for the purposes of the financial statements
only the Water and Sewer Funds are considered “business-type” activities.

Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefit of parties outside of the
government. The Town is the trustee, or fiduciary, and the government and its citizenry do not
benefit directly from such funds. This means that the Town is responsible for assets in a purely
custodial manner that can be used only for the trust beneficiaries and Agency Funds. Under this
heading the Town maintains only Agency Funds, such funds for “special detail” for overtime
labor billed to outside parties, collection of Deputy Fees payable to the Deputy Collector,
firearms licenses payable to the Commonwealth, and fees derived from and expenses related to
the use of school facilities by outside parties.

Account Groups

The last category of fund account entities maintained by the Town is the Account Groups. For
which there are two, the General Long-term Debt Account Group and the General Fixed Assets
Account Group.

The first of these groups is the General Long-term Debt Account Group which accounts for the
balances due on long-term debt that the Town has approved. The liabilities accounted for in this
fund extend to future years, versus those that affect the current year alone shown in other funds.
When borrowing is approved the liability is increased in this fund, and when debt is paid down
or rescinded the liability is reduced.

The second of these groups is the General Fixed Asset Account Group. As infrastructure is
developed, construction completed, and capital outlays are made, the Town’s inventory of Fixed
Assets is increased. The value of these assets is then depreciated on a fixed schedule annually.

APPENDIX B: Fund Descriptions & Balances Page 3 of 10



Basis of Accounting

By necessity the Town produces financial reports that have different bases of accounting. Since
the goal of financial reporting is to provide useful information to its users, the measurement
focuses of reporting must change with respect to the needs of the audience.

The day to day method of accounting used by the Town is UMAS, the Commonwealth of
Massachusetts’ Universal Municipal Accounting System. This accounting system is prescribed
by the Commonwealth of Massachusetts Department of Revenue and is intended to demonstrate
compliance with state statutes and local near-term decisions (e.g. budget). This system prescribes
the use of the modified accrual basis of accounting, which is the basis used by all governmental
fund types. Under the modified accrual basis, revenues are recognized when susceptible to
accrual (i.e. when they become both measurable and available). “Measurable” means the amount
of the transaction can be determined and “available” means collectible within the current period
or soon enough thereafter to be used to pay liabilities of the current period. The Town considers
that property taxes are available if they are collected within 60 days after year-end. Expenditures
are recorded when the liability is incurred. Principal and interest on general long-term debt are
recorded as liabilities in the fiscal years that the payments are due.

The full accrual basis of accounting is used for the Town’s financial statements, which are
produced based on generally accepted accounting principles (GAAP). The statements report
information about the Town with a broad overview. The statements use accounting methods
most similar to those used by a private-sector business and are typically used to demonstrate the
long term financial position of the Town. The users of this information are often bond rating
agencies and others seeking information consistent with entities in other states. The Government
Accounting Standards Board (GASB) issues guidance for how GAAP based financial statements
should be prepared for government entities. The accrual basis of accounting is utilized by the
proprietary and agency funds. Under this method, revenues are recorded when earned and
expenses are recorded at the time liabilities are incurred.
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Budgeting

An annual budget is adopted for the Town’s General and Enterprise Funds. Although legislative
approval is required for capital projects, borrowing authorizations, and other warrant articles,
annual budgets are not prepared for any other fund. Note however that although there are
informational budgets presented for capital spending with regard to the Capital Improvement
Plan and also by the Community Preservation Committee for spending from the Community
Preservation Act Fund, the related spending for such purposes is approved article by article
versus the adoption of an annual consolidated budget.

The Town’s annual budget is adopted on a statutory basis, specific to the Commonwealth of
Massachusetts, and it differs in some respects from GAAP. The major differences between the
budget and GAAP basis are that:

1. Budgeted revenues are recorded when cash is received, except for real estate and
personal property taxes, which are recorded as revenue when levied (budget), as
opposed to when susceptible to accrual (GAAP).

2. For the budget, encumbrances are treated as expenditures in the year the commitment
is made. Also, certain appropriations, known as special articles, do not lapse and are
treated as budgetary expenditures in the year they are authorized as opposed to when
the liability is actually incurred (GAAP).

3. The depreciation of Fixed Assets is not recognized as a current expense on a
budgetary basis, except to the extent that actual maintenance costs are included in
departmental budgets.

Following are three tables which are excerpted from the Town’s financial statements prepared on
a GAAP basis. These tables display the results of operations for the fiscal year ending June 30,
2016. There’s one table for Governmental Funds and one for Proprietary Funds. Since Fiduciary
funds do not involve the measurement of operations, there is no corresponding table for that
grouping. For reference, you may access a complete version of the Town’s audited financial
statements online at: http://www.town.northborough.ma.us/Pages/NorthboroughMA_Accounting
Hardcopies of the financial statements from each year are filed with the Town Clerk’s office.

Under GASB Statement 34, and further by Statement 54, “Major Funds” are defined as
individual funds that have a reached a significant threshold with respect to total fund balance,
and have dedicated revenue sources. “Major Funds” must be shown separately from the general
fund. The remaining individual funds are aggregated in the “Nonmajor” category for the
purposes of the financial statements. The third and final table displayed is the statement for the
“Nonmajor” Governmental Funds.
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TOWN OF NORTHBOROUGH, MASSACHUSETTS

Statement of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds
For the Year Ended June 30, 2016

School Nonmajor
General Construction Governmental
Fund Project Funds Total
Revenues:
Property taxes $ 45,273,341 - 517,966 45,791,307
Excise and local option taxes 2,950,735 - - 2,950,735
Payments in lieu of taxes 111,171 - - 111,171
Departmental charges for services 238,500 - 2,885,773 3,124,273
Licenses and permits 551,557 - 29,034 580,591
Intergovernmental 9,667,243 7,508,292 3,013,827 20,189,362
Fines and forfeits 138,358 - 3,004 141,362
Investment income 140,465 - 70,210 210,675
Other 186,486 - 972,390 1,158,876
Total revenues 59,257,856 7,508,292 7,492,204 74,258,352
Expenditures:
Current:
General government 2,400,757 - 372,237 2,772,994
Public safety 4,315,029 - 1,484,212 5,799,241
Education 32,987,808 18,824,568 2,146,902 53,959,278
Public works 1,977,998 - 3,601,975 5,579,973
Human services 590,301 - 190,269 780,570
Recreation and culture 981,975 - 798,712 1,780,687
Intergovernmental 258,560 - - 258,560
Employee benefits 10,625,854 - - 10,625,854
Other 199,061 - - 199,061
Debt service 2,488,971 - 73,200 2,562,171
Total expenditures 56,826,314 18,824,568 8,667,507 84,318,389
Excess (deficiency) of
revenues over expenditures 2,431,542 (11,316,276) (1,175,303) (10,060,037)
Other financing sources (uses):
Proceeds from bond issuance - 6,800,000 - 6,800,000
Operating transfers in 536,867 664,000 2,426,380 3,627,247
Operating transfers out (2,426,380) - (1,200,867) (3,627,247)
Total other financing sources (uses) (1,889,513) 7,464,000 1,225,513 6,800,000
Net changes in fund balances 542,029 (3,852,276) 50,210 (3,260,037)
Fund balance, beginning of year 9,198,986 6,855,544 11,498,057 27,552,587
Fund balance, end of year $ 9,741,015 3,003,268 11,548,267 24,292,550
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TOWN OF NORTHBOROUGH, MASSACHUSETTS

Statement of Revenues, Expenses and Changes in Fund Net Position

Proprietary Funds
For the Year Ended June 30, 2016

Water Sewer
Enterprise Enterprise
Fund Fund Total
Operating revenues:
Charges for services $ 2,114,905 1,558,886 $ 3,673,791
Special Assessments 72,645 268,872 341,517
Total operating revenues 2,187,550 1,827,758 4,015,308
Operating expenditures:
Salaries, wages and employee benefits 446,414 298,055 744,469
Energy purchases 1,103,542 2,351,599 3,455,141
Other operating expenses 222,520 157,249 379,769
Depreciation 431,767 216,455 648,222
Total operating expenditures 2,204,243 3,023,358 5,227,601
Operating income (16,693) (1,195,600) (1,212,293)
Nonoperating revenues (expenses):
Interest income 8,897 14,451 23,348
Interest expense (91,327) (134,588) (225,915)
Other - (11,402) (11,402)
Total nonoperating revenues (expenses) (82,430) (131,539) (213,969)
Income before transfers (99,123) (1,327,139) (1,426,262)
Operating transfers in (out) 38,000 (38,000) -
Changes in net position (61,123) (1,365,139) (1,426,262)
Net position, beginning of year, restated 8,578,288 8,328,279 16,906,567
Net position, end of year $ 8,517,165 6,963,140 $ 15,480,305
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TOWN _OF NORTHBOROUGH, MASSACHUSETTS

Combining Statement of Revenues, Expenditures and Changes in Fund Balances
Nonmajor Governmental Funds

For the Year Ended June 30, 2016

Special Revenue

Capital
School Other Projects Permanent Totals
Revenues:
Property taxes $ - 517,966 - - 517,966
Departmental charges for services 288,915 2,581,108 - 15,750 2,885,773
Licenses and permits - 29,034 - - 29,034
Intergovernmental 1,182,022 1,831,805 - - 3,013,827
Fines and forfeits - 3,004 - - 3,004
Investment income 28 54,395 - 15,787 70,210
Other - 927,803 - 44,587 972,390
Total revenues 1,470,965 5,945,115 - 76,124 7,492,204
Expenditures:
Current:
General government - 358,462 - 13,775 372,237
Public safety - 358,728 1,125,484 - 1,484,212
Education 1,479,714 487,421 179,767 - 2,146,902
Public works - 2,197,944 1,404,017 14 3,601,975
Human services - 190,269 - - 190,269
Recreation and culture - 773,805 - 24,907 798,712
Debt service - 73,200 - - 73,200
Total expenditures 1,479,714 4,439,829 2,709,268 38,696 8,667,507
Excess (deficiency) of
revenues over expenditures (8,749) 1,505,286 (2,709,268) 37,428 (1,175,303)
Other financing sources (uses):
Proceeds from bond issuance - - - - -
Operating transfers in - 612,920 1,813,460 - 2,426,380
Operating transfers out - (1,196,226) - (4,641) (1,200,867)
Net changes in fund balances (8,749) 921,980 (895,808) 32,787 50,210
Fund balance, beginning of year 666,251 5,619,235 4,154,208 1,058,363 11,498,057
Fund balance, end of year $ 657,502 6,541,215 3,258,400 1,091,150 11,548,267

APPENDIX B: Fund Descriptions & Balances

Page 8 of 10




Changes in Fund Balance

General Fund

It is important to note that while the General Fund’s fund balance shown on the preceding GAAP
based statements is a measure of resources that are available to the Town on a long-term basis,
the full amount is not available for appropriation in its entirety on a statutory basis. Under
Massachusetts General Law, the Massachusetts Department of Revenue (DOR) certifies the
amount available, which is referred to as “Free Cash.” This certified amount is available for
appropriation by the legislative body. The amount certified by the DOR at the close of FY2016
is $3,104,766 while the GAAP based Fund financial statements reflect an Unassigned Fund
Balance of $8,393,173, which also includes the Town’s Stabilization Fund Balance of
$4,173,427.

Within the Town’s Financial Policies (See Appendix A), is a reserve policy which defines
reserves as being the combination of Free Cash & Stabilization Fund Balances. This reserve
policy requires that the Town maintain reserves at a level of between 5 to 10% of the Town’s
General Fund expenditures. Under the Free Cash plan for the proposed FY2018 budget, the
amount of $500,000 will be used for the operating budget, $175,000 will be used to fund the
Appropriations Committee Reserve Fund, $200,000 will be transferred into Stabilization, and
$1,497,000 will be used to fund capital expenditures. With respect to the proposed FY2018
budget, no transfers from Stabilization are contemplated, while use of Free Cash in the total
amount of $2,372,000 is proposed.

The following schedule demonstrates the Town’s compliance with its fiscal policies, and that the
proposed use of Free Cash for the current year will not yield a significant change in Fund
Balance from the budget proposed in the prior year. The figures shown below reflect the amounts
that are contemplated at the time of Town Meeting:

PROPOSED BUDGET FY2017 FY2018

Certified Free Cash as of June 30 prior year 3,208,889 3,104,766
Proposed* use for budget (2,708,460) (2,372,000)
Unappropriated Free Cash 500,429 732,766

Stabilization Fund Balance as of June 30 3,913,018 4,173,427

Investment Income/(Loss) as of December 31 7,709 (32,151)
Proposed* transfer into Stabilization 200,000 200,000
Stabilization Fund Balance 4,120,727 4,341,276

Total Reserves 4,621,156 5,074,042
Proposed Expenditure Budget 60,658,656 61,955,912
Reserves as Percentage of Budget 7.6% 8.2%

*Proposed use of Free Cash for FY2017 & FY2018 include a $200,000 transfer to the Stabilization Fund.

Free Cash will be recalculated for June 30, 2017 once FY2017 is closed and the Town has
submitted its balance sheet to the DOR. While the amount voted for use in FY2018 will reduce
the amount shown in the preceding calculation, positive results from unspent appropriations and
revenues above budget in FY2017 will add to the balance. Note that the figure for the adopted
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budget is determined when the Town’s tax rate is set later during the current fiscal year (Tax
Recapitulation). The adopted budget changes from the proposed due to a number of factors,
primarily assessments that are estimated at the time of Town Meeting, and finalized when the
property tax rate is set and approved by the DOR. The following table shows the Town’s
reserves as calculated following the adoption of the budget and most recent Free Cash
certifications (at close of prior fiscal year):

ADOPTED BUDGET FY2016 FY2017
Certified Free Cash as of June 30 3,208,889 3,104,766
Stabilization Fund Balance as of June 30 3,913,018 4,173,427

Total Reserves 7,121,907 7,278,193
Adopted Budget 57,965,446 60,277,265
Reserves as Percentage of Budget 12.3% 12.1%

The preceding two tables demonstrate the Town’s approach to maintain sufficient reserves
through conservative fiscal policies, and shows the approach that is used to develop its Free Cash
Plan. For FY2018, the amount of Free Cash certified at June 30, 2016 allows for amounts to be
appropriated for capital in addition to the limited amount used for the operating budget. In the
case of FY2017, $1,833,460 in capital and certain other one-time expenditures (i.e. $1,813,460
for capital and $20,000 for the Town’s 250" Anniversary Celebration) were approved, and for
FY2018 $1,497,000 is proposed for capital expenditures. This approach allows for sufficient
reserves to be maintained, while at the same time reserves can be used to fund one-time expenses
such as capital purchases.

Additionally, for the purposes of long term trend analysis, the level of the Town’s reserves are
compared to “Operating Revenues” as an indicator in its Financial Trend Monitoring System
(FTMS) rather than the expenditure budget (see Appendix C for further information). “Operating
Revenues” reflect the actual cash received in the General Fund during the fiscal year, and does
not include the use of Free Cash or other “one-time revenues”, or accruals. The indicator
compares the percentage of reserves remaining at the close of the year to actual revenue. The
indicator also seeks to reflect allocations or reservations subsequently made, to reflect spending
decisions made after balances are certified. The table below shows the data excerpted for the
most recently closed two years included in the analysis:

RESERVES VS. OPERATING REVENUES FY2015 FY2016
Certified Free Cash as of June 30 3,208,889 3,104,766
Stabilization Fund Balance as of June 30 3,913,018 4,173,427

Total Reserves 7,121,907 7,278,193
Total Revenues 52,817,953 55,768,963

Reserves as % of Operating Revenues 13.5% 13.1%

Reserves Subsequently Used (Proposed*) (2,508,460) (2,172,000)
Total Adjusted Reserves 4,613,447 5,106,193
Total Revenues 52,817,953 55,768,963
Reserves as % of Operating Revenues 8.7% 9.2%

*Proposed use of Free Cash for FY2017 and FY2018, is reduced here by $200,000 in each year to account
for proposed transfers to the Stabilization Fund, since Stabilization funds are reserves.
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