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CITY OF SALEM
COLUMBIANA COUNTY

SCHEDULE OF FEDERAL AWARDS EXPENDITURES
FOR THE YEAR ENDED DECEMBER 31, 2002

Federal Grantor/ Pass Through Federal
Pass Through Grantor Entity CFDA
Program Title Number Number Disbursements

U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
Passed Through Ohio Department of Development:

Community Development Block A-F-01-171-1 14.228 $61,467
A-C-00-171-1 53,115

A-C-02-171-1 3,840

Total Community Development Block 118,422
Home Investment Partnership Program A-C-00-171-2 14.239 203,999
A-C-02-171-2 4,860

Total Home Investment Partnership Program 208,859
Total U.S. Department of Housing and Urban Development 327,281

U.S. DEPARTMENT OF TRANSPORTATION
Passed Through Ohio Department of Transportation:

Highway Planning and Construction TEA 9423 20.205 $872,775
Total U.S. Department of Transportation 872,775
Total 1,200,056

The accompanying notes to this schedule are an integral part of this schedule.



CITY OF SALEM
COLUMBIANA COUNTY

NOTES TO THE SCHEDULE OF FEDERAL AWARDS EXPENDITURES
DECEMBER 31, 2002

NOTE A -- SIGNIFICANT ACCOUNTING POLICIES

The accompanying schedule of federal awards expenditures (the schedule) is a summary of the activity of
the City’s federal award programs. The schedule has been prepared on the cash basis of accounting.

NOTE B — COMMUNITY DEVELOPMENT BLOCK GRANT (CDBG) REVOLVING LOAN PROGRAMS

The City has established a revolving loan program to provide low-interest loans to businesses to create
jobs for persons from low-moderate income households and to eligible persons and to rehabilitate homes.
The Federal Department of Housing and Urban Development (HUD) grants money for these loans to the
City passes through the Ohio Department of Development. The initial loan of this money is recorded as a
disbursement on the accompanying Schedule of Federal Awards Expenditures (the Schedule). Loans
repaid, including interest, are used to make additional loans. Such subsequent loans are subject to
certain compliance requirements imposed by HUD, but are not included as disbursements on the
Schedule.

These loans are collateralized by mortgages on real estate. At December 31, 2002, the gross amount of
loans outstanding under this program was $ 7,272.

NOTE C - RE-ISSUANCE

The accompanying Schedule of Federal Award Expenditures replaces the Schedule in the City of Salem’s
year ended December 31, 2002 report package. The Schedule was revised to include the Federal
Highway Planning and Construction Program (CDFA# 20.205) which was previously omitted from
the schedule.



Auditor of State
Betty Montgomery

REPORT OF INDEPENDENT ACCOUNTANTS ON COMPLIANCE AND ON
INTERNAL CONTROL REQUIRED BY GOVERNMENT AUDITING STANDARDS

City of Salem
Columbiana County

231 S. Broadway Avenue
Salem, Ohio 44460

We have audited the financial statements of the City of Salem, Columbiana County, (the City) as of and
for the year ended December 31, 2002, and have issued our report thereon dated May 23, 2003. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the City’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards. However, we noted certain immaterial instances of noncompliance that
we have reported to management of the City in a separate letter dated May 23, 2003.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be material weaknesses. A material weakness is a
condition in which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements in amounts that would be material in relation to
the financial statements being audited may occur and not be deducted within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters involving
the internal control over financial reporting and its operation that we consider to be material weaknesses.
However, we noted matters involving the internal control over financial reporting that did not require
inclusion in this report, that we have reported to management of the City in a separate letter dated May
23, 2003.

Voinovich Government Center / 242 Federal Plaza W. / Suite 302 / Youngstown, OH 44503
Telephone: (330) 797-9900 (800) 443-9271 Fax: (330) 797-9949
www.auditor.state.oh.us




City of Salem

Columbiana County

Report of Independent Accountants on Compliance and on
Internal Control Required by Government Auditing Standards

Page 2

This report is intended for the information and use of the audit committee, management, City Council and
federal awarding agencies and pass-through entities, and is not intended to be and should not be used by
anyone other than these specified parties.

Tty Iwtgmsny

Betty Montgomery
Auditor of State

May 23, 2003
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REPORT OF INDEPENDENT ACCOUNTANTS ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO MAJOR FEDERAL PROGRAMS AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

City of Salem
Columbiana County

231 S. Broadway Avenue
Salem, Ohio 44460

Compliance

We have audited the compliance of the City of Salem, Columbiana County, (the City) with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133,
Compliance Supplement that are applicable to its major federal programs for the year ended December
31, 2002. The City’s major federal programs are identified in the summary of auditor’s results section of
the accompanying schedule of findings. Compliance with the requirements of laws, regulations, contracts
and grants applicable to its major federal programs are the responsibility of the City’s management. Our
responsibility is to express an opinion on the City’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
occurred with the types of compliance requirements referred to above that could have a direct and
material effect on a major federal program. An audit includes examining, on a test basis, evidence about
the City’s compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.
Our audit does not provide a legal determination on the City’s compliance with those requirements.

In our opinion, the City complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the year ended December 31, 2002.

Internal Control Over Compliance

The management of the City is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts and grants applicable to federal programs.
In planning and performing our audit, we considered the City’s internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our opinion on compliance and to test
and report on internal control over compliance in accordance with OMB Circular A-133.

Voinovich Government Center / 242 Federal Plaza W. / Suite 302 / Youngstown, OH 44503
Telephone: (330) 797-9900 (800) 443-9271 Fax: (330) 797-9949
www.auditor.state.oh.us




City of Salem
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Report of Independent Accountants on Compliance with Requirements
Applicable to Major Federal Programs and Internal
Control Over Compliance in Accordance with OMB Circular A-133
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Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that noncompliance with applicable requirements of laws, regulations, contracts and grants
that would be material in relation to a major federal program being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. We
noted no matters involving the internal control over compliance and its operation that we consider to be
material weaknesses. However, we noted a matter involving the internal control over federal compliance
that did not require inclusion in this report, that we have reported to management of the City in a separate
letter dated May 23, 2003.
Schedule of Federal Awards Expenditures

We have audited the general-purpose financial statements of the City of Salem as of and for the year
ended December 31, 2002, and have issued our report thereon dated May 23, 2003. Our audit was
performed for the purpose of forming an opinion on the general-purpose financial statements taken as a
whole. The accompanying schedule of federal awards expenditures is presented for purposes of
additional analysis as required by OMB Circular A-133 and is not a required part of the general-purpose
financial statements. Such information has been subjected to the auditing procedures applied in the audit
of the general-purpose financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the general-purpose financial statements taken as a whole.

The accompanying Schedule of Federal Awards Expenditures replaces the Schedule in Salem City’'s
previously-issued fiscal year ended December 31, 2002 report package. The Schedule was revised to
include the Federal Highway Planning and Construction Program (CFDA # 20.205), a major program,
which was previously omitted from the Schedule.

This report is intended for the information and use of the audit committee, management, City Council, and

federal awarding agencies and pass-through entities, and is not intended to be and should not be used by
anyone other than these specified parties.

Tt hamtgmeny

Betty Montgomery
Auditor of State

May 23, 2003, except for the sixth and seventh paragraphs, which are dated August 20, 2003.



SCHEDULE OF FINDINGS

OMB CIRCULAR A -133 §.505

CITY OF SALEM
COLUMBIANA COUNTY
DECEMBER 31, 2002

1. SUMMARY OF AUDITOR’S RESULTS

(d)(1)(i) Type of Financial Statement Opinion Unqualified
(d)(1)(ii) Were there any material control weakness No
conditions reported at the financial statement
level (GAGAS)?
(d)(1)(ii) Were there any other reportable control No
weakness conditions reported at the financial
statement level (GAGAS)?
(d)(1)(iii) Was there any reported material non- No
compliance at the financial statement level
(GAGAS)?
(d)(1)(iv) Were there any material internal control No
weakness conditions reported for major federal
programs?
(d)(1)(iv) Were there any other reportable internal control No
weakness conditions reported for major federal
programs?
(d)(1)(v) Type of Major Programs’ Compliance Opinion Unqualified
(d)(1)(vi) Are there any reportable findings under § .510? No
(d)(1)(vii) Major Programs (list): HOME (CFDA# 14.239)
Federal Highway Planning and
Construction (CFDA #20.205)
(d)(1)(viii) Dollar Threshold: Type A\B Programs Type A: > $ 300,000
Type B: all others
. . . Yes
(d)(1)(ix) Low Risk Auditee?
2. FINDINGS RELATED TO THE FINANCIAL STATEMENTS
REQUIRED TO BE REPORTED IN ACCORDANCE WITH GAGAS
None
3. FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS
None
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City of Salem, Ohio

231 South Broadway Avenue

Salem, Ohio 44460
Phone (330) 332-4482 Fax (330) 332-3001

June 25, 2003

To The Members of City Council and
All Citizens of the City of Salem, Ohio

We are pleased to submit for your review the Comprehensive Annual Financial Report of the City of
Salem, Ohio for the fiscal year ended December 31, 2002. The report has been prepared in accordance
with generally accepted accounting principles established by statements of the Governmental Accounting
Standards Board (GASB), other authoritative pronouncements and guidelines recommended by the
Government Finance Officers Association of the United States and Canada (GFOA).

INTRODUCTION

While there is no legal requirement for the preparation of this report, it represents a commitment by the
City of Salem (the "City") to conform to nationally recognized standards of excellence in financial
reporting. Responsibility for both the accuracy of the presented data and the completeness and fairness of
the presentation, including all disclosures, rests with the City. To the best of our knowledge and belief,
the enclosed data, as presented, is accurate in all material respects; is presented in a manner designed to
fairly set forth the financial position and results of operations of the City; and presents all disclosures
necessary to enable the reader to gain an understanding of the City's financial activity.

The Report:

This Comprehensive Annual Financial Report (CAFR) is designed to assist and guide the reader in
understanding its contents. The report is comprised of the following three sections:

1. The Introductory Section includes this letter of transmittal which presents the City's organization,
operational structure and accomplishments; an organizational chart; and a list of principal elected
officials.

2. The Financial Section contains the City's general purpose financial statements and explanatory
notes thereto; the combining and individual fund and account group financial statements and
schedules; and the Independent Auditors' Report.

3. The Statistical Section presents social, economic and historical data in a multi-year format which
can be used to identify financial trends and data relative to the fiscal capacity of the City.



The Reporting Entity:

The accompanying general purpose financial statements comply with the provisions of Governmental
Accounting Standards Board (the "GASB") Statement No. 14, "The Financial Reporting Entity," in that
the financial statements include all the organizations, activities, functions and component units for which
the City is financially accountable. Financial accountability is defined as the appointment of a voting
majority of the component unit's board and either (1) the City's ability to impose its will over the
component unit, or (2) the possibility that the component unit will provide financial benefit to, or impose
a financial burden on, the City.

Based on the foregoing, the reporting entity of the City has no component units but includes the following
services: police and fire protection, parks and recreation, planning, zoning, street maintenance and other
governmental services. In addition, the City owns and operates the water treatment and distribution
system and the wastewater treatment and collection system, each of which is reported as an enterprise
fund.

Historical Information:

City of Peace

Around 1800, after the Northwest Territory Ordinance of 1787 was passed outlawing slavery in the
territory north of the Ohio River, members of the Society of Friends (Quakers) began migrating to the
area. They came from New Jersey, Pennsylvania, Maryland and Virginia, and found a wilderness
inhabited by Native Americans and an abundance of game.

Zadok Street Sr., a retired clockmaker from Salem, N.J., and John Straughan, a pottery maker from Buck
County, Pennsylvania plotted a settlement in 1806. The settlement was named “Salem” after Salem, New
Jersey. The name is derived from the word “Jerusalem”, which means “city of peace.” Inducements were
offered to those coming into the area, and the settlement slowly grew. Newcomers arrived with a wide
variety of special skills and trades (from blacksmiths to tinsmiths), which enriched the community.

Salem had a post office in 1807 and was on a stage coach route by 1824. A foundry was built in the City
in the 1830’s, a factory in 1841 and a bank in 1846. Train service arrived in 1851.

The settlement was incorporated in 1830 and became the Incorporated Village of Salem in 1852. Salem
became a City in 1887 when the population reached 5,704.

Salem was the western headquarters of the Anti-Slavery Society, participated in the Underground
Railroad, hosted Ohio’s first Woman’s Suffrage Convention in 1850, and was the early seat of the label
industry where the first gummed labels in the U.S. were produced.

The town has long been a major industrial center for the area, providing jobs for thousands of workers
from miles around. Product names like Mullins, Deming, Silver, Eljer, American Standard, Bliss and

Hunt are internationally know, and have for many decades been an important part of Salem’s economy.

The city’s strong manufacturing base of the early 1900’s remains intact. A 145-acre industrial park now
provides for future industrial expansion.

-Vi-



During the past 100 years, Salem has progressed in all areas of endeavor; economic, educational and
social. Residents, with the help of sound, well managed local government, have attained a higher
standard of living, are better educated, healthier and are provided with more public services.

They are able to choose from a wide variety of church denominations, and can involve themselves in
many social and civic organizations. All this is provided in a safe and peaceful atmosphere characteristic
of small town America.

Form of Government:

Statutory

Salem is a statutory Mayor-Council form of government as prescribed by Title Seven of the Ohio Revised
Code. Elected officials serving four-year terms are the Mayor, Auditor, Treasurer, and Law Director.
Each of these officials has appointing authority for their office, and there is no limit on the number of
terms that may be served. Seven City Council members, including the Council president, are elected to
staggered four year terms.

Municipal Services:

The City of Salem provides a variety of services including police and fire protection, street construction,
maintenance and repair, parks and recreation, and the Shade Tree Commission tree planting service and
maintenance. The City does not operate hospitals or schools, nor is it responsible for public assistance
programs.

The City also operates two enterprise activities: water treatment and distribution and wastewater
collection and treatment. Funds from these enterprises are set up in accounts for the operation of these
facilities. The facilities are operated in a manner similar to a private business. It is the mission of the
City that the costs of providing water services to business, industry and the general public on a permanent
basis be financed or recovered primarily through user fees.

The enterprise activities are not subject to rate review or determination by the Public Utilities
Commission of Ohio or any similar regulatory body. The City Council has the necessary authority to
establish and amend appropriate user rates as required. The rates are reviewed on an on-going basis to
insure their adequacy. The City Council exercises sole authority regarding the frequency and amount of
rate change for these services.

The Reporting Standards:

The City's accounts are organized as funds and account groups. Each fund and account group is a
separate accounting entity with its own self-balancing set of accounts, assets, liabilities and fund equity.
Indicated below are the titles of these funds and account groups with a brief description.

Governmental Funds:

The General Fund is the general operating fund of the City. It is used to account for all financial
resources traditionally associated with government which are not required to be accounted for in another
fund.
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The Special Revenue Funds are used to account for revenues derived from specific taxes, grants or other
restricted revenue sources. The uses and limitations of each special revenue fund are specified by local
legislation or state or federal statutes.

The Debt Service Funds are used to account for the accumulation of resources used for the payment of
general long-term principal, interest and related costs.

The Capital Projects Funds are used to account for financial resources used for the acquisition or
construction of major capital facilities other than those financed by proprietary funds.

Proprietary Funds:

The Enterprise Funds are used to account for operations that are financed and operated in a manner
similar to private business enterprises, where it is the intent of the governing body that the costs of
providing goods or services to the general public on a continuing basis be financed or recovered primarily
through user charges.

Fiduciary Funds:

Fiduciary funds include Trust and Agency Funds. Trust Funds are used to account for assets held by the
City in a trustee capacity. Agency Funds are used to account for assets held by the government as an
agent for individuals, private organizations, other governments and/or other funds.

General Fixed Assets Account Group:

Fixed assets of the City other than those accounted for in the proprietary funds are accounted for in the
General Fixed Assets Account Group. General fixed assets of $6,829,718, included in this report,
exclude the City's infrastructure. Infrastructure fixed assets are further explained in Note 1 of the general
purpose financial statements.

General Long-Term Obligations Account Group:

All long-term obligations of the City except those accounted for in the proprietary funds are accounted for
in this account group. These obligations include general obligation bonds payable of $300,000, special
assessment bonds payable with governmental commitment of $147,000, Ohio Public Works Commission
loans payable of $261,838 and accrued vacation and sick leave benefits of $212,908. These obligations
are further explained in Notes 1, 10, and 12.

Bases of Accounting:

Except for that used for budgetary purposes, the bases of accounting used by the City are in conformity
with generally accepted accounting principles (GAAP) as applicable to governmental units and are
consistent with GASB Codified Section 1600, "Basis of Accounting." All governmental and expendable
trust funds are accounted for using a current financial resource (current assets and current liabilities)
measurement focus. The modified accrual basis of accounting is utilized for the governmental and
expendable trust and agency funds.

Revenues are recognized when they are susceptible to accrual, both measurable and available.

Expenditures are recognized when the related liability is incurred, except for interest on long-term debt
which is recorded when due.
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The measurement focus for the City's proprietary funds is on the flow of economic resources (all assets
and all liabilities). The accrual basis of accounting is utilized which recognizes revenues when earned
and expenses when incurred.

The City's basis of accounting for budgetary purposes differs from generally accepted accounting
principles in that revenues are recognized when received, rather than when susceptible to accrual
(measurable and available) and encumbrances are recorded as expenditures rather than as reservations of
fund balances. A reconciliation of the results of these two methods and additional accounting policies are
further explained in Note 1.

ECONOMIC OUTLOOK

Local Economy:

The City’s local economy has been in somewhat of a modest recession over the last three years. The
economy of Columbiana County and the State of Ohio as a whole are more volatile than Salem’s local
economy. The local economy does not depend upon any one single industry, although several local
industries are tied to housing, building, and automotive companies. Local products are sold in a global
market. Major industries include tool and die manufacturing, a local hospital, a stamping plant, sanitary
ware fabrication, plastic extrusion, printing companies, machine building companies, a meat processing
plant, and several machine shops. The industrial base accounts for 75 to 80% of the income of the City of
Salem. Approximately 50% of the employees live within a 10 mile radius of the City limits.

The City is continually striving to expand it’s industrial base. Private developers are actively building
residential and commercial units. The local economy is expected to rebound in 2003 with the addition of
new commercial and retail stores and upscale housing units. Local companies are becoming more
diversified, expanding into global markets. Local officials actively pursue the expansion of the City’s
local industrial base.

MAJOR INITIATIVES

During 2002, continuing efforts were made to upgrade services and improve the quality of life for the
citizens of Salem.

The Millville Hill project is now underway. This particular project will lower the hill by 14 feet and
widen East State Street to four lanes. In addition to the addition of lanes to East State Street, Cunningham
Road will also be widened. The total cost of the project is expected to be between 1.2 and 1.5 million
dollars, with the State of Ohio contributing up to 1 million dollars.

The City of Salem Service Department upgraded the storm sewers on two streets and installed a new
storm sewer on Fairview Court. These upgrades were completed at an estimated cost of $36,000.

In addition, the curbs and sidewalks on Cranmer Bridge (State Route 14) were repaired at a total cost of
$59,000.

Preliminary engineering costs of $45,000 were incurred for the Third Street/Roosevelt Avenue/Bentley
Drive project. This project will involve the widening of the existing streets, as well as the construction of
an entirely new street, which will connect Third Street to Roosevelt Avenue. The majority of the project
is expected to be completed by November of 2003, at an estimated cost of $1,700,000.
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Future projects include the resurfacing of 19 City streets as well as an upgrade to the traffic signal at the
intersection of Franklin Avenue and Maple Street. The street resurfacing and traffic signal projects are to
be completed at an estimated cost of $315,000 and $35,000, respectively.

Also included in future City plans is the Bentley Drive Sanitary Sewer Extension project. As part of this
project, water and sanitary sewer main extensions will be added at an estimated cost of $130,000.

FINANCIAL INFORMATION

Internal Control, Budgetary Control and the Accounting System:

Development of the City's accounting system included substantial consideration of the adequacy of the
internal accounting controls. Internal accounting controls are designed to provide reasonable but not
absolute assurance that:

1. The City's assets are protected against loss and unauthorized use or disposition; and

2. Reliable financial reports for preparing financial statements and providing accountability
for assets are maintained.

The concept of reasonable assurance states that internal controls should be evaluated applying the
following criteria:

1. The expense associated with providing the internal controls should not exceed the
benefits likely to be derived from their implementation; and

2. The evaluation of the offsetting costs and benefits involves estimates and judgment by
the City administration and members of the finance office.

All internal control evaluations occur within this framework. It is the belief of the administrative and
financial management personnel that the City's financial controls adequately safeguard existing assets and
provide reasonable assurance of the proper recording of financial transactions. The City Auditor's Office
is responsible for the auditing and analysis of all purchase orders and vouchers of the City. The Auditor's
Office personnel review the purchase orders and vouchers very carefully to ensure the availability of
monies in the proper funds and accounts prior to certification and payment of approved invoices. The
City utilizes a fully automated accounting system, as well as an automated system of controls for fixed
asset accounting and payroll. These systems coupled with the review and examination performed by the
City Auditor's Office ensure that the financial information generated is both accurate and reliable.

Budgetary control is maintained at the object level for each function within each fund by legislation
approved by City Council. The various objects are:

*  Personal services *  Materials and Supplies

*  Contractual services *  Capital Outlay

*  Other (Miscellaneous) * Debt Service:
Principal

*  Transfers Interest



Lower levels within each object are accounted for and reported internally. Such lower levels are referred
to as line items of expenditure. Estimated amounts must be encumbered prior to final approval of
purchase orders or other contracts to vendors. Encumbrances in excess of the available object level
appropriations are not approved unless additional appropriations are authorized. —Unencumbered
appropriations at year end return (lapse) to the unappropriated balances in the individual funds at the end
of each fiscal year which coincides with the calendar year.

General Governmental Functions:

The following schedule presents a summary of general governmental functions revenues (including
general, special revenue, and debt service funds) for the year ended December 31, 2002, the percentage of
each revenue source to total revenues, and the amount of increase and/or decrease in relation to the prior
year's revenue.

Percent Increase Percent
Total of Total (Decrease) of
Revenue Source 2002 Total 2001 over/under 2001  Change
1. Taxes $4,480,251 70.34% $4,352,963 $127,288 2.92%
2. Intergovernmental Revenues 1,208,916 18.98% 1,303,058 (94,142) (7.22%)
3. Charges for Services 71,803 1.13% 61,017 10,786 17.68%
4. Licenses and Permits 109,586 1.72% 65,639 43,947 66.95%
5. Investment Earnings 384,637 6.04% 145,629 239,008 164.12%
6. Special Assessments 23,175 0.36% 19,055 4,120 21.62%
7. Fines and Forfeitures 47,027 0.74% 34,588 12,439 35.96%
8. All Other Revenues 43,614 0.69% 254,928 (211,314) (82.89%)
Total $6,369,009 100.00% $6,236,877 $132,132
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Revenue Narrative:

Revenues for General Governmental purposes (including general, special revenue and debt service funds)
totaled $6,369,009, an increase of $132,132 when compared to 2001. The City's income tax continues to
be its primary source of revenue. The tax applies to all wages, salaries, commissions and other
compensation paid by employers and/or the net proceeds from the operation of a business, profession or
other enterprise activity.
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Property taxes are levied and collected by the Columbiana County Treasurer. After collection, the
County Auditor distributes portions of the taxes collected to the various political subdivisions within their
geographic boundaries. Property tax rates for the City are 4.9 mills, which represents $4.90 per $1,000 of
taxable valuation. The tax rate is applied to the assessed value of the property located within the City.
Assessed value is approximately 35% of appraised value. Increases in the property tax rate can only
occur with the approval of the City's voters. Revenues from property taxes are used for general fund
operations and for partial funding of police and fire pension costs. Total assessed values in the City over
the past five years are shown below:

Assessed Collection Year

Levy Collection Value $250.000
Year Year (in thousands) $200.000
1997 1998 $162,981 $ 150,000
1998 1999 195,362 $100,000
1999 2000 200,874 $50,000
2000 2001 197,613 $0
1998 1999 2000 2001 2002
2001 2002 212,504

Investment earnings increased $239,008 from 2001. This relative increase in investment earnings is a
result of the City having larger cash balances on hand to invest during 2002 as compared to 2001. The
City's investment policies are discussed in more detail later in this letter under the topic of "cash
management."

Intergovernmental Revenues consist primarily of local government assistance provided by the State of
Ohio through reimbursement for real and personal property tax reductions, gasoline tax, state-levied
motor vehicle license tax, inheritance tax and permissive motor vehicle license tax. These revenues are
collected by the state or county and partially redistributed to the City and other political subdivisions.
The decrease of $94,142 in intergovernmental revenues in 2002 is a result of a decrease in grants received
by the City.

Fines and forfeitures increased by $12,439. This increase can be attributed to larger amounts received by
the City for court costs and fines during 2002 as compared with 2001.

As a result of common stock received from the demutualization of Anthem Blue Cross and Blue Shield

Insurance Company during 2001, all other revenue had increased a substantial amount for fiscal year
2001. Since this unusual event did not repeat itself during 2002, all other revenue decreased by $211,314.
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Expenditures for General Governmental purposes (including general, special revenue and debt service)
totaled $5,751,704 an increase of $226,772 compared to 2001. Expenditures for the major functions of
the City, the percentage of the total and increases and decreases in relation to prior year expenditures are
shown in the following table:

Percent Increase Percent
Total of Total (Decrease) of
Expenditures 2002 Total 2001 over/under 2001  Change
1. Security of Persons and Property $2,945,543 51.21% $2,801,303 $144.,240 5.15%
2. Leisure Time Activities 344,476 5.99% 332,362 12,114 3.64%
3. Community Environment 732,774 12.74% 566,184 166,590 29.42%
4. Transportation 647,798 11.26% 651,166 (3,368) (0.52%)
5. General Government 884,549 15.38% 972,342 (87,793) (9.03%)
6. Debt Service 196,564 3.42% 201,575 (5,011) (2.49%)
Total $5,751,704 100.00% $5,524,932 $226,772
4 )
$3,000,000
$2,500,000 - 02002 1=
o2001 | |
$2,000,000 -
$1500,000
$1,000,000 A
$500,000
$0
1 2 3 4 5 6
\_ Comparison of General Governmental Expenditures J

Expenditure Narrative:

The City experienced an increase in total governmental expenditures for 2002, which is attributable to a
number of different factors. First, the expenditures for security of persons and property increased by
$144,240. This was a result of normal wage increases as well as payments made out to retiring police
officers.

An increase of $166,590 in community environment was the result of curb and sidewalk repairs funded
from the economic development loan fund.

Expenditures for the general government function decreased $87,793. These expenditures had increased

during 2001 as a result of a lawsuit settlement payment made by the City. The decrease in general
government expenditures is a result of this event not being repeated in 2002.
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Debt service costs include the payment of principal, interest and related fiscal administration charges for
the retirement of the City's outstanding general long-term debt. The expenditures vary with the nature
and timing of debt service requirements.

Proprietary Operations:

Enterprise Funds:

The City's enterprise operations include a water treatment plant and distribution system and a wastewater
treatment facility and a collection system. The enterprise funds are supported by revenues derived from
user charges.

Certain pertinent data relating to the enterprise operations of the City is presented below.

Total Net Return
Assets Income on Assets
Water $14,954,317 $74,963 0.50%
Wastewater 17,106,372 399,639 2.34%
Fiduciary Funds:
Trust Fund

The City has one expendable trust fund, the Unclaimed Monies Fund. Expendable trust funds are
accounted for and reported similarly to governmental funds. Total assets of the Unclaimed Monies Fund
amounted to $1,196.

Agency Funds

Agency funds of the City of Salem include the Miscellaneous Agency Fund, Street Opening Fund,
Developers Fund, and the Demolition Fund. These funds are custodial in nature and do not involve the
measurement of results of operations. Total assets of the agency funds amounted to $33,141.

Debt Administration:

The debt service funds accumulate resources for the payment of principal, interest and associated
administrative costs on the City's general and special assessment (with governmental commitment)
long-term debt. Resources are derived from special assessments and operating transfers.

The City's general obligation bonds have an excellent rating. Moody's Investors Service maintains the
City's bond credit rating at A2. The total bonded debt of the City at December 31, 2002 was $2,047,000,

consisting of the following:

Special Assessment Bonds

with Governmental Commitment $147,000
General Obligation Bonds which are Self-Supported 1,600,000
General Obligation Bonds which are Non-Self-Supported 300,000
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The City has a loan obtained from the Ohio Public Works Commission (OPWC), which was used to
finance the construction of the Stewart Road Elevated Water Tank. The loan is being repaid from the
revenues of the water fund in equal annual installments of $20,500 through the year 2019. The principal
amount of the loan at December 31, 2002 was $358,750.

In addition, the City has a loan obtained from the Ohio Public Works Commission (OPWC), which was
used to finance improvements to South East Boulevard. The loan is being repaid in equal annual
installments of $8,728 through the year 2017. The principal amount of the loan at December 31, 2002
was $261,838.

The ratio of property tax supported general bonded debt to assessed value and the amount of bonded debt
per capita are considered to be good indicators to municipal managers, citizens and investors in general
governmental debt of the City's debt position. The City's debt position as of December 31, 2002 was as
follows:

Overall Legal Debt Margin $21,554,552
Unvoted Legal Debt Margin 10,766,696
Net Bonded Debt to Assessed Value 0.49%
Net Bonded Debt per Capita 85.30

A more thorough presentation of the calculation of these figures is located in the statistical section of this
report.

Cash Management:

Cash management is a vital component of the City of Salem’s overall financial strategy. The primary
objective of the City's investment activity is the preservation of capital. The City pools its cash except for
that held by fiscal and escrow agents, certain debt service and trust and agency funds for maximum
investing efficiency.

Public funds are invested to achieve maximum return on the portfolio without assuming unreasonable
risk. The City purchases investments only through member banks of the Federal Reserve System or
broker-dealers registered with the U.S. Securities and Exchange Commission. Investments are diversified
to avoid incurring unreasonable risks related to a specific type of security or a particular individual
financial institution. Portfolio investments remain sufficiently liquid to ensure that all operating
requirements are satisfied in a timely manner.

The City's cash resources were invested at December 31, 2002 as follows:

2002
Cash Resources 2002 %
Cash $11,223,349 81% 81%
Certificates of Deposit 750,000 5%
Repurchase A greement 1,989,464 14%
Total Resources $13,962,813 100% 14%

The City earned interest on investments of $419,042 for fiscal year 2002, allocated as follows:

Governmental Funds $384,637
Proprietary Funds 34,405
$419,042
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At December 31, 2002, the bank balance of the City's deposits was $12,027,853 of which $230,647 was
insured by Federal Depository Insurance and the remaining balance was collateralized by pooled
collateral. The Ohio Revised Code requires that deposits be placed in eligible banks or savings and loan
associations located in Ohio. Any public depository in which the City places deposits must pledge as
collateral eligible securities of aggregate market value equal to the excess of deposits not insured by the
Federal Deposit Insurance Corporation (FDIC). The securities pledged as collateral are pledged to a pool for
each individual financial institution in amounts equal to at least 105% of the carrying value of all public
deposits held by each institution. Obligations that may be pledged as collateral are limited to obligations of
the United States and its agencies and obligations of any state, county, municipal corporation or other legally
constituted authority of any other state, or any instrumentality of such county, municipal corporation or other
authority. Based upon criteria described in GASB Statement No. 3, "Deposits With Financial Institutions,
Investments (including Repurchase Agreements) and Reverse Repurchase Agreements,” collateral held in
single financial institution collateral pools with securities being held by the pledging financial institution's
agent in the pool's name are classified as Category 3.

Risk Management:

The proactive approach that the administration employs in addressing its ongoing operations is reflected
in the composition of the City's insurance protection package and its very favorable loss experience.

The City reduces exposure to risk through several initiatives. They include insurance coverages for
public officials liability with Cincinnati Insurance Co. and Ohio Farmers Insurance.

In addition, the City is a participant in the Ohio Municipal League Self — Insurance Pool. The City
obtained insurance coverage for losses relating to general liability, automobile liability, law enforcement
liability, firefighters liability, public officials liability, and property, automobile, computer and
contractors’ equipment coverage.

OTHER INFORMATION

Independent Audit:

The general purpose financial statements of the City of Salem were audited by Auditor of State, Betty
Montgomery. The independent auditor's unqualified opinion has been included in this report.

Awards:

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the City of Salem, Ohio for its
Comprehensive Annual Financial Report for the fiscal year ended December 31, 2001. The Certificate of
Achievement is a prestigious national award recognizing conformance with the highest standards in state
and local government financial reporting. To be awarded a Certificate of Achievement, a governmental
unit must prepare an easily readable and efficiently organized Comprehensive Annual Financial Report
whose contents satisfy all program standards. The report must satisfy both generally accepted accounting
principles (GAAP) and applicable legal requirements respective to the reporting entity.

A Certificate of Achievement is valid for a period of one year only. The City of Salem has received a
Certificate of Achievement for two consecutive years (2000 - 2001). We believe this current report
continues to conform to the Certificate of Achievement for Excellence in Financial Reporting program
requirements and are submitting it to the GFOA.
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Public Disclosure

The publication of this Comprehensive Annual Financial Report is indicative of the City's commitment to
provide significantly enhanced financial information and accountability to its citizens. In addition to the
citizens of Salem, the recipients of this report include city, state and federal officials, schools, libraries,
newspapers, investment banking firms, banks and rating agencies. The report is made available to any
person or organization requesting it. The extensive effort to prepare and distribute this report is indicative

of the continued efforts of the City to improve its overall financial accounting, management and reporting
capabilities.
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THE CITY OF SALEM, OHIO

COLUMBIANA COUNTY

PRINCIPAL OFFICIALS
AS OF DECEMBER 31, 2002
ELECTED TERM
OFFICIALS OFFICE EXPIRES
David Ventresco President of Council 12/31/05
Mary Lou Popa Council Member - Ward 1 12/31/03
Steven Andres Council Member - Ward 2 12/31/03
Greg Oesch Council Member - Ward 3 12/31/03
Walter Bezeredi Council Member - Ward 4 12/31/03
Nancy L. Cope Council Member at Large 12/31/05
A. Fredrick Vogel Council Member at Large 12/31/05
Alma Apicella Council Member at Large 12/31/05
Larry D. DeJane Mayor 12/31/03
James A. Armeni Auditor 12/31/03
Robert Tullis Treasurer 12/31/05
C. Brooke Zellers Law Director 12/31/03
ADMINISTRATIVE TERM OF

PERSONNEL TITLE OFFICE
C. Michael Weitz Police Chief Indefinite
Walt Greenamyer Fire Chief Indefinite
Barbara Hasson Chief Deputy Auditor Indefinite
Fred Pamer Income Tax Adminustrator Indefinite
Patrick Morrissey Housing-Planning-Zoning Inspector Indefinite
Steven Faber Parks & Recreation Director Indefinite
Donald Weingart Utilities Director Indefinite
Scott R. Cramer Safety Director Indefinite
Joseph S. Julian Service Director Indefinite

City Address:

Salem City Hall

231 South Broadway Avenue

Salem, Ohio 44460
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Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

City of Salem,
Ohio

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
December 31, 2001

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement

_ systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting

and financial reporting.

vy

President

Bty 5o

Executive Director
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Auditor of State
Betty Montgomery

INDEPENDENT ACCOUNTANTS’ REPORT

City of Salem
Columbiana County

231 S. Broadway Avenue
Salem, Ohio 44460

We have audited the accompanying general-purpose financial statements of the City of Salem, Columbiana
County, (the City) as of and for the year ended December 31, 2002, as listed in the table of contents. These
general-purpose financial statements are the responsibility of the City’s management. Our responsibility is to
express an opinion on these general-purpose financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing 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 opinion.

In our opinion, the general-purpose financial statements referred to above present fairly, in all material
respects, the financial position of the City of Salem, Columbiana County, as of December 31, 2002, and the
results of its operations and the cash flows of its proprietary fund types for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated May 23, 2003, on
our consideration of the City’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction with this
report in considering the results of our audit.

The combining and individual fund and account group financial statements and schedules listed in the table of
contents are presented for additional analysis and are not a required part of the general-purpose financial
statements. We subjected this information to the auditing procedures applied in the audit of the general-
purpose financial statements. In our opinion, it is fairly stated in all material respects, in relation to the general-
purpose financial statements taken as a whole.

Voinovich Government Center / 242 Federal Plaza W. / Suite 302 / Youngstown, OH 44503
Telephone: (330) 797-9900 (800) 443-9271 Fax: (330) 797-9949
www.auditor.state.oh.us




City of Salem

Columbiana County

Independent Accountants’ Report
Page 2

We did not audit the data included in the introductory and statistical sections of this report and therefore
express no opinion thereon.

Poutty Mmh;mw[

Betty Montgomery
Auditor of State

May 23, 2003



GENERAL P URPOSE F INANCIAL S TATEMENTS

T HE FOLLOWING GENERAL PURPOSE FINANCIAL STATEMENTS, ALONG

WITH THE NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS,
PRESENT AN OVERVIEW OF THE CITY'S FINANCIAL POSITION AT DECEMBER

31, 2002 AND THE RESULTS OF OPERATIONS AND CASH FLOWS OF ITS
PROPRIETARY FUNDS FOR THE YEAR THEN ENDED.
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THE CITY OF SALEM, OHIO
COMBINED STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCES
ALL GOVERNMENTAL FUND TYPES
FOR THE YEAR ENDED DECEMBER 31, 2002

Governmental Fund Types

Special Debt Capital Totals
General Revenue Service Projects (Memorandum
Fund Funds Funds Funds Only)
Revenues:
Taxes $571,815 $3,908.,436 $0 $4,950 $4,485,201
Intergovernmental Revenues 445,072 763,844 0 815,809 2,024,725
Charges for Services 50,654 21,149 0 0 71,803
Licenses and Permits 103,278 6,308 0 0 109,586
Investment Earnings 373,477 11,160 0 0 384,637
Special Assessments 0 0 23,175 0 23,175
Fines and Forfeitures 46,055 972 0 0 47,027
All Other Revenues 8,980 34,634 0 15,516 59,130
Total Revenues 1,599,331 4,746,503 23,175 836,275 7,205,284
Expenditures:
Current:
Security of Persons and Property 2,617,255 328,288 0 0 2,945,543
Leisure Time Activities 0 344,476 0 0 344,476
Community Environment 151,878 580,896 0 0 732,774
Transportation 1,653 646,145 0 0 647,798
General Government 766,514 118,035 0 0 884,549
Capital Outlay 0 0 0 1,864,668 1,864,668
Debt Service:
Principal Retirement 0 0 160,000 0 160,000
Interest and Fiscal Charges 0 0 36,564 18,651 55,215
Total Expenditures 3,537,300 2,017,840 196,564 1,883,319 7,635,023
Excess (Deficiency) of

Revenues Over (Under) Expenditures (1,937,969) 2,728,663 (173,389) (1,047,044) (429,739)
Other Financing Sources (Uses):

Proceeds from Ohio Public Works Commission Loan 0 0 0 49,232 49,232
Proceeds from Sale of Fixed Assets 4,089 0 0 9,268 13,357
Operating Transfers In 2,742,501 441,991 196,488 737,180 4,118,160
Operating Transfers Out (751,913) (3,656,669) (19,500) 0 (4,428.,082)

Total Other Financing Sources (Uses) 1,994,677 (3,214,678) 176,988 795,680 (247,333)
Excess (Deficiency) of Revenues and

Other Financing Sources Over (Under)

Expenditures and Other Financing Uses 56,708 (486,015) 3,599 (251,364) (677,072)
Fund Balance Beginning of Year 724,727 1,265,365 30,114 384,923 2,405,129
Decrease in Inventory Reserve (29,049) (32,998) 0 0 (62,047)
Fund Balance End of Year $752,386 $746,352 $33,713 $133,559 $1,666,010

The notes to the general purpose financial statements are an integral part of this statement.



THE CITY OF SALEM, OHIO

COMBINED STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS)
ALL GOVERNMENTAL FUND TYPES

FOR THE YEAR ENDED DECEMBER 31, 2002

Revenues:
Taxes
Intergovernmental Revenues
Charges for Services
Licenses and Permits
Investment Earnings
Special Assessments
Fines and Forfeitures
All Other Revenues

Total Revenues

Expenditures:

Current:
Security of Persons and Property
Leisure Time Activities
Community Environment
Transportation
General Government

Capital Outlay

Debt Service:
Principal Retirement
Interest and Fiscal Charges

Total Expenditures

Excess (Deficiency) of
Revenues Over (Under) Expenditures

Other Financing Sources (Uses):
Proceeds from Ohio Public Works Commission Loan
Proceeds from Sale of Fixed Assets
Proceeds from General Obligation Notes
Operating Transfers In
Operating Transfers Out
Total Other Financing Sources (Uses)

Excess (Deficiency) of Revenues and
Other Financing Sources Over (Under)
Expenditures and Other Financing Uses

Fund Balance at Beginning of Year
Prior Year Encumbrances
Fund Balance at End of Year

General Fund Special Revenue Funds
Variance: Variance:
Revised Favorable Revised Favorable

Budget Actual (Unfavorable) Budget Actual (Unfavorable)
$551,737 $566,237 $14,500 $3,948,706 $3.883,544 ($65,162)
360,383 319,211 (41,172) 991,014 812,138 (178,876)
42,800 50,654 7,854 21,000 21,149 149
77,000 82,030 5,030 7,500 6,308 (1,192)
515,608 385,784 (129,824) 1,000 11,160 10,160

0 0 0 0 0 0
42,050 46,154 4,104 7,000 965 (6,035)
178,302 176,164 (2,138) 54,103 34,634 (19,469)
1,767,880 1,626,234 (141,646) 5,030,323 4,769,898  (260,425)
2,665,880 2,625,099 40,781 354,600 326,932 27,668
0 0 0 405,652 360,407 45,245

173,571 167,489 6,082 819,649 786,881 32,768
28,500 4,689 23,811 713,261 665,833 47,428

827,435 785,013 42,422 207,941 121,620 86,321

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0
3,695,386 3,582,290 113,096 2,501,103 2,261,673 239,430
(1,927,506) (1,956,056) (28,550) 2,529,220 2,508,225 (20,995)
0 0 0 0 0 0
15,000 4,089 (10,911) 30,000 0 (30,000)

0 0 0 0 0 0
2,542,795 2,742,501 199,706 480,000 441,991 (38,009)
(830,580) (751.913) 78,667 _(3.671,059) _(3,656,669) 14,390
1,727,215 1,994,677 267,462  (3,161,059) (3,214,678) (53,619)
(200,291) 38,621 238,912 (631,839) (706,453) (74,614)
491,505 491,505 0 651,145 651,145 0
68,431 68,431 0 142,790 142,790 0
$359,645 $598,557 $238,912 $162,096 $87,482 ($74,614)

The notes to the general purpose financial statements are an integral part of this statement.



THE CITY OF SALEM, OHIO

COMBINED STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS)

ALL GOVERNMENTAL FUND TYPES

FOR THE YEAR ENDED DECEMBER 31, 2002

Debt Service Funds

Capital Projects Funds

Totals (Memorandum Only)

Variance:

Variance:

Variance:

Revised Favorable Revised Favorable Revised Favorable
Budget Actual (Unfavorable) Budget Actual (Unfavorable) Budget Actual (Unfavorable)
$0 $0 $0 $0 $4,950 $4,950 $4,500,443  $4,454,731 ($45,712)
0 0 0 770,000 815,809 45,809 2,121,397 1,947,158 (174,239)
0 0 0 0 0 0 63,800 71,803 8,003
0 0 0 0 0 0 84,500 88,338 3,838
0 0 0 6,000 0 (6,000) 522,608 396,944 (125,664)
25,000 23,175 (1,825) 0 0 0 25,000 23,175 (1,825)
0 0 0 0 0 0 49,050 47,119 (1,931)
0 0 0 0 15,516 15,516 232,405 226,314 (6,091)
25,000 23,175 (1,825) 776,000 836,275 60,275 7,599,203 7,255,582  (343,621)
0 0 0 0 0 0 3,020,480 2,952,031 68,449
0 0 0 0 0 0 405,652 360,407 45,245
0 0 0 0 0 0 993,220 954,370 38,850
0 0 0 0 0 0 741,761 670,522 71,239
0 0 0 0 0 0 1,035,376 906,633 128,743
0 0 0 2,422,441 2,282,471 139,970 2,422,441 2,282,471 139,970
777,884 760,000 17,884 0 0 0 777,884 760,000 17,884
57,015 56,064 951 0 0 0 57,015 56,064 951
834,899 816,064 18,835 2,422,441 2282471 139,970 9,453,829 8,942,498 511,331
(809,899) (792,889) 17,010 (1,646,441) (1,446,196) 200,245 (1,854,626) (1,686,916) 167,710
0 0 0 49,233 49,232 (D) 49,233 49,232 (D)
0 0 0 10,000 9,268 (732) 55,000 13,357 (41,643)
600,000 600,000 0 400,000 200,000 (200,000) 1,000,000 800,000 (200,000)
214,841 196,488 (18,353) 682,877 717,680 34,803 3,920,513 4,098,660 178,147
0 0 0 0 0 0 (4,501,639) (4,408,582) 93,057
814,841 796,488 (18,353) 1,142,110 976,180  (165,930) 523,107 552,667 29,560
4,942 3,599 (1,343) (504,331) (470,016) 34,315 (1,331,519) (1,134,249) 197,270
30,114 30,114 0 797,676 797,676 0 1,970,440 1,970,440 0
0 0 0 248,156 248,156 0 459,377 459,377 0
$35,056 $33,713 ($1,343) $541,501 $575,816 $34,315 $1,098,298 $1,295,568 $197,270
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COMBINED STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN RETAINED EARNINGS

FOR THE YEAR ENDED DECEMBER 31, 2002

Operating Revenues:
Charges for Services
Other Operating Revenues

Total Operating Revenues

Operating Expenses:
Personal Services
Materials and Supplies
Contractual Services
Utilities
Depreciation and Amortization

Total Operating Expenses

Operating Income

THE CITY OF SALEM, OHIO

PROPRIETARY FUND TYPE

Nonoperating Revenues (Expenses):

Capital Contributions

Loss on Disposal of Fixed Assets

Investment Earnings
Interest and Fiscal Charges
Nonoperating Revenues
Nonoperating Expenses

Total Nonoperating Revenues (Expenses)

Net Income Before Operating Transfers

Operating Transfers:
Operating Transfers In
Total Operating Transfers

Net Income

Restated Retained Earnings at Beginning of Year

Retained Earnings at End of Year

Enterprise
Funds

$3,746,919
432,522

—l

4,179,441

1,219,726
297,968
1,164,432
263,219
1,016,052

3,961,397
218,044

2,435

(244)
34,405

(167,279)
80,358

(3.039)
(53,364)
164,680

309,922

—————————

309.922
474,602
20,971,801
$21,446.403

The notes to the general purpose financial statements are an integral part of this statement.
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THE CITY OF SALEM, OHIO
COMBINED STATEMENT OF CASH FLOWS
PROPRIETARY FUND TYPE
FOR THE YEAR ENDED DECEMBER 31, 2002

Cash Flows from Operating Activities:
Cash Received from Customers
Cash Payments for Goods and Services
Cash Payments to Employees
Net Cash Provided by Operating Activities

Cash Flows from Noncapital Financing Activities:
Transfers In from Other Funds
Net Cash Provided by Noncapital Financing Activities

Cash Flows from Capital and Related Financing Activities:
Proceeds from General Obligation Notes
Acquisition and Construction of Assets
Principal Paid on General Obligation Bonds
Principal Paid on Ohio Public Works Commission Loan
Interest Paid on All Debt
Net Cash Provided by Capital and Related Financing Activities

Cash Flows from Investing Activities:
Sale of Investments
Receipt of Interest
Net Cash Provided by Investing Activities

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

-12 -

Enterprise
Funds

$4,387,271
(1,890,222)

(1,218,920)

1,278,129

—_—

309,922

309,922

2,300,000
(1,150,420)
(400,000)
(20,500)

(130,000)

599,080

——

5,863,200

81,743

5,944,943

—_—

8,132,074
2,851,395

$10,983,469

(Continued)



THE CITY OF SALEM, OHIO
COMBINED STATEMENT OF CASH FLOWS
PROPRIETARY FUND TYPE
FOR THE YEAR ENDED DECEMBER 31, 2002

Enterprise
Funds

Reconciliation of Operating Income to Net Cash
Provided by Operating Activities:
Operating Income $218,044
Adjustments to Reconcile Operating Income to
Net Cash Provided by Operating Activities:

Depreciation and Amortization Expense 1,016,052
Miscellaneous Nonoperating Expense (3,039)

Miscellaneous Nonoperating Revenue 358

Changes in Assets and Liabilities:

Decrease in Accounts Receivable 207,472
Increase in Inventory (4,547)
Increase in Prepaid Items (7,918)
Decrease in Accounts Payable (149,099)

Increase in Accrued Wages and Benefits 10,636
Decrease in Compensated Absences (9,830)

Total Adjustments 1,060,085

Net Cash Provided by Operating Activities $1,278,129

Schedule of Noncash Investing, Capital and Financing Activities:

At December 31, 2002, the Water and Wastewater Funds had outstanding liabilities of $12,876 and $109,502,
respectively for the purchase of capital assets.

The notes to the general purpose financial statements are an integral part of this statement.
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THE CITY OF SALEM, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
DECEMBER 31, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Salem, Ohio (the "City") was incorporated in 1887 and is a statutory municipal corporation
under the laws of the State of Ohio. The City operates under a Council-Mayor form of government.

The accompanying general purpose financial statements of the City present the financial position of the
various fund types and account groups, the results of operations of the various fund types and the cash
flows of the proprietary funds. The financial statements are presented as of December 31, 2002 and for
the year then ended and have been prepared in conformity with generally accepted accounting principles
(GAAP) applicable to local governments. The Governmental Accounting Standards Board (the "GASB")
is the standard-setting body for establishing governmental accounting and financial reporting principles,
which are primarily set forth in the GASB’s Codification of Governmental Accounting and Financial
Reporting Standards (GASB Codification).

A. Reporting Entity

The accompanying general purpose financial statements comply with provisions of the GASB
Statement No. 14, "The Financial Reporting Entity," in that the financial statements include all
organizations, activities, functions and component units for which the City (the primary
government) is financially accountable. Financial accountability is defined as the appointment of
a voting majority of a legally separate organization's governing body and either (1) the City’s
ability to impose its will over the organization, or (2) the potential that the organization will
provide a financial benefit to or impose a financial burden on the City.

Based on the foregoing, the City's financial reporting entity has no component units but includes
all funds, account groups, agencies, boards and commissions that are part of the primary
government, which include the following services: police and fire protection, parks and
recreation, planning, zoning, street maintenance and other governmental services. In addition, the
City owns and operates a water treatment and distribution system and a wastewater treatment and
collection system which are reported as enterprise funds.

B. Basis of Presentation - Fund Accounting

The accounting system is organized and operated on the basis of funds and account groups, each
of which is considered a separate accounting entity. The operations of each fund are accounted
for with a separate set of self-balancing accounts that comprise its assets, liabilities, fund equity,
revenues and expenditures/expenses. The various funds are summarized by type in the general
purpose financial statements. The following fund types and account groups are used by the City:
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THE CITY OF SALEM, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS December 31, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B. Basis of Presentation - Fund Accounting (Continued)

Governmental Funds

Governmental funds are those funds through which most governmental functions are typically
financed. The acquisition, use and balances of the City's expendable financial resources and the
related current liabilities (except those accounted for in the proprietary funds) are accounted for
through governmental funds. The measurement focus is upon "financial flow" (sources, uses and
balances of financial resources). The following are the City's governmental fund types:

General Fund - This fund is used to account for all financial resources except those accounted for
in another fund. The general fund balance is available to the City for any purpose provided it is
expended or transferred according to the general laws of Ohio.

Special Revenue Funds - These funds are used to account for the proceeds of specific revenue
sources (other than expendable trusts or major capital projects) that are legally restricted to
expenditure for specified purposes.

Debt Service Funds - These funds are used for the accumulation of resources for, and the
payment of, general and special assessment long-term debt principal and interest.

Capital Projects Funds - These funds are used to account for financial resources to be used for the
acquisition or construction of major capital facilities (other than those financed by proprietary
funds).

Proprietary Funds

The proprietary funds are accounted for on an "economic resources" measurement focus. This
measurement focus provides that all assets and liabilities associated with the operation of the
proprietary funds are included on the balance sheet. Fund equity (i.e., net assets) are segregated
into contributed capital and retained earnings components. The proprietary fund operating
statements present increases (i.e., revenues) and decreases (i.e., expenses) in net total assets.

Enterprise Funds - These funds are used to account for operations that are financed and operated
in a manner similar to private business enterprises, in which the intent of the governing body is
that the costs (expenses, including depreciation) of providing goods or services to the general
public on a continuing basis be financed or recovered primarily through user charges.

Fiduciary Funds

Trust and Agency Funds - These funds are used to account for assets held by a government unit
in a trustee capacity or as an agent for individuals, private organizations, other governmental
units and/or other funds. The City maintains an expendable trust fund and agency funds. The
expendable trust fund is accounted for and reported similarly to governmental funds. The City’s
expendable trust fund had no activity during the year, therefore it is not included on the
“Combined Statement of Revenues, Expenditures Changes in Fund Balances.” Agency funds are
custodial in nature (assets equal liabilities) and do not involve measurement of results of
operations.
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THE CITY OF SALEM, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS December 31, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B. Basis of Presentation - Fund Accounting (Continued)

Account Groups - To make a clear distinction between fixed assets related to specific funds and
those of general government and between long-term liabilities related to specific funds and those
of a general nature, the following account groups are used:

General Fixed Assets Account Group - This account group is established to account for fixed
assets of the City other than those accounted for in the proprietary funds.

General Long-Term Obligations Account Group - This account group is established to account
for all long-term debt and other long-term obligations of the City except those accounted for in
the proprietary funds.

C. Basis of Accounting

Basis of accounting represents the methodology utilized in the recognition of revenues and
expenditures or expenses in the accounts and reported in the financial statements, and relates to
the timing of the measurements made. The accounting and reporting treatment applied to a fund
is determined by its measurement focus.

The modified accrual basis of accounting is followed by the governmental funds, expendable
trust fund and agency funds. Under the modified accrual basis of accounting, revenues are
recorded when susceptible to accrual, i.e., both measurable and available. The term "available"
means collectible within the current period or soon enough thereafter to be used to pay liabilities
of the current period, which for the City is 60 days after year end. Expenditures are recognized in
the accounting period in which the fund liability is incurred, if measurable, except for unmatured
interest on general long-term debt which is recognized when due.

Non-exchange transactions, in which the City receives value without directly giving equal value
in return, include income taxes, property taxes, grants, entitlements and donations. Revenue from
income taxes is recognized in the period in which the income is earned and is available. Revenue
from grants, entitlements and donations is recognized in the fiscal year in which all eligibility
requirements have been satisfied and the revenue is available. Eligibility requirements include
timing requirements, which specify the year when the resources are required to be used or the
year when use is first permitted, matching requirements, in which the City must provide local
resources to be used for a specific purpose, and expenditure requirements, in which the resources
are provided to the City on a reimbursement basis.

Revenue considered susceptible to accrual at year end includes income taxes withheld by
employers, interest on investments and state levied locally shared taxes (including motor vehicle
license fees, gasoline tax, and local government assistance). Other revenue, including licenses,
permits, certain charges for services, income taxes other than those withheld by employers and
miscellaneous revenues are recorded as revenue when received in cash because generally this
revenue is not measurable until received.
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THE CITY OF SALEM, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS December 31, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Basis of Accounting (Continued)

Special assessment installments including related accrued interest, which are measurable but not
available at December 31, are recorded as deferred revenue. Property taxes measurable as of
December 31, 2002 but which are not intended to finance 2002 operations and delinquent
property taxes, whose availability is indeterminate, are recorded as deferred revenue as further
described in Note 5.

The accrual basis of accounting is utilized for reporting purposes by the proprietary funds.
Revenues are recognized when they are earned and expenses recognized when incurred.

Pursuant to GASB Statement No. 20, "Accounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities that Use Proprietary Fund Accounting,” the City follows
GASB guidance as applicable to proprietary funds and FASB Statements and Interpretations,
Accounting Principles Board Opinions and Accounting Research Bulletins issued on or before
November 30, 1989 that do not conflict with or contradict GASB pronouncements

D. Budgetary Process

The budgetary process is prescribed by provisions of the Ohio Revised Code and entails the
preparation of budgetary documents within an established timetable. The major documents
prepared are the tax budget, the certificate of estimated resources and the appropriation
ordinance, all of which are prepared on the budgetary basis of accounting. The certificate of
estimated resources and the appropriation ordinance are subject to amendment throughout the
year.

All funds other than agency funds are legally required to be budgeted and appropriated; however,
only governmental funds are required to be reported. Budgetary control is maintained by not
permitting expenditures to exceed appropriations at the major object level for each department
within each fund without the approval of City Council. Administrative control is maintained
through the establishment of more detailed line item budgets. The primary level of budgetary
control is at the object level within each department. Budgetary modifications above the major
object level by department, by fund, may only be made by ordinance of the City Council.

1. Tax Budget

The Mayor submits an annual tax budget for the following fiscal year to City Council by July 15
for consideration and passage. The adopted budget is submitted to the County Auditor, as
Secretary of the County Budget Commission, by July 20 of each year for the period January 1 to
December 31 of the following year.

2. Estimated Resources

The County Budget Commission reviews estimated revenue and determines if the budget
substantiates a need to levy all or part of previously authorized taxes. The Budget Commission
then certifies its actions to the City by September 1 of each year. As part of the certification
process, the City receives an official certificate of estimated resources stating the projected
receipts by fund. Prior to December 31, the City must revise its budget so that the total
contemplated expenditures from any fund during the ensuing fiscal year do not exceed the
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THE CITY OF SALEM, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS December 31, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Budgetary Process (Continued)

2. Estimated Resources (Continued)

amount available as stated in the certificate of estimated resources. The revised budget then
serves as the basis for the annual appropriations measure. On or about January 1, the certificate
of estimated resources is amended to include any unencumbered fund balances from the
preceding year. The certificate may be further amended during the year if a new source of
revenue is identified or actual receipts exceed current estimates. The amounts reported on the
budgetary statement reflect the amounts in the final amended official certificate of estimated
resources issued during 2002.

3. Appropriations

A temporary appropriation ordinance to control expenditures may be passed on or about January
1 of each year for the period January 1 through March 31. An annual appropriation ordinance
must be passed by April 1 of each year for the period January 1 through December 31. The
appropriation ordinance establishes spending controls at the fund, department and object level.
The appropriation ordinance may be amended during the year as additional information becomes
available, provided that total fund appropriations do not exceed the current estimated resources as
certified. During 2002, several supplemental appropriations were necessary to budget for
unanticipated expenditures. The allocation of appropriations among departments and objects
within a fund may be modified during the year by an ordinance of City Council.

The budgetary figures which appear in the "Combined Statement of Revenues, Expenditures, and
Changes in Fund Balances--Budget and Actual--All Governmental Fund Types" are provided on
the budgetary basis to provide a comparison of actual results to the final budget, including all
amendments and modifications.

4. Encumbrances

As part of formal budgetary control, purchase orders, contracts and other commitments for
expenditures are encumbered and recorded as the equivalent of expenditures (budget basis) in
order to reserve that portion of the applicable appropriation and to determine and maintain legal
compliance. However, on the GAAP basis of accounting, encumbrances do not constitute
expenditures or liabilities and are reported as reservations of fund balances for governmental
funds in the accompanying general purpose financial statements.

5. Lapsing of Appropriations

At the close of each fiscal year, the unencumbered balance of each appropriation reverts to the
respective fund from which it was appropriated and becomes subject to future appropriations.
The encumbered appropriation balance is carried forward to the subsequent fiscal year and need
not be reappropriated.
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THE CITY OF SALEM, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS December 31, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Budgetary Process (Continued)

6. Budgetary Basis of Accounting

The City's budgetary process accounts for certain transactions on a basis other than generally
accepted accounting principles (GAAP). The major differences between the budgetary basis and
the GAAP basis lie in the manner in which revenues and expenditures are recorded. Under the
budgetary basis, revenues and expenditures are recognized on a cash basis. Utilizing the cash
basis, revenues are recorded when received in cash and expenditures when paid. Under the
GAAP basis, revenues and expenditures are recorded on the modified accrual basis of accounting.

The following table summarizes the adjustments necessary to reconcile the GAAP basis
statements to the budgetary basis statements for the governmental funds:

Excess (Deficiency) of Revenues and Other Financing Sources
Over (Under) Expenditures and Other Financing Uses

Special Debt Capital
General Revenue Service Projects
Fund Funds Funds Funds
GA AP Basis (as reported) $56,708 ($486,015) $3,599 ($251,364)

Increase (Decrease):

Accrued Revenues at

December 31, 2002

received during 2003 (206,342) (579,451) 0 0
Accrued Revenues at

December 31, 2001

received during 2002 233,245 602,846 0 0
Accrued Expenditures at

December 31, 2002

paid during 2003 214,100 195,399 0 250,370

Accrued Expenditures at
December 31, 2001

paid during 2002 (179,780) (215,753) 0 (60,909)
2001 Prepaids for 2002 24,684 2,727 0 0
2002 Prepaids for 2003 (35,943) (2,931) 0 0
Debt Service Related:

Note Proceeds 0 0 0 200,000
Outstanding Encumbrances (68,051) (223,275) 0 (608,113)
Budget Basis $38,621 ($706,453) $3,599 ($470,016)

-19-



THE CITY OF SALEM, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS December 31, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

E. Cash and Cash Equivalents

Cash and cash equivalents include amounts in demand deposits, repurchase agreements and the
State Treasury Asset Reserve (Star Ohio). Star Ohio and repurchase agreements are considered
investments for purposes of GASB Statement No. 3, but are reported as cash equivalents in the
general purpose financial statements because they are highly liquid instruments which are readily
convertible to cash.

The City pools its cash for investment and resource management purposes. Each fund's equity in
pooled cash, including the investment instruments described above, represents the balance on
hand as if each fund maintains its own cash and investments account. For purposes of the
statement of cash flows, the proprietary funds share of equity in pooled repurchase agreements
and Star Ohio is considered to be a cash equivalent. See Note 4, "Cash, Cash Equivalents, and
Investments."

F. Investments

Investment procedures and interest allocations are restricted by provisions of the Ohio
Constitution and the Ohio Revised Code. The City allocates interest among certain funds based
upon the fund's cash balance at the date of investment. In accordance with GASB Statement No.
31, “Accounting and Financial Reporting for Certain Investments and for External Investment
Pools”, the City records all its investments at fair value except for nonparticipating investment
contracts (certificates of deposit and repurchase agreements) which are reported at cost. All
investment income, including changes in the fair value of investments, are recognized as revenue
in the operating statements. Fair value is determined by quoted market prices.

The City had invested funds in STAR Ohio during 2002. STAR Ohio is an investment pool
managed by the State Treasurer’s Office which allows governments within the State to pool their
funds for investment purposes. STAR Ohio is not registered with the SEC as an investment
company, but does operate in a manner consistent with Rule 2a7 of the Investment Company Act
of 1940. Investments in STAR Ohio are valued at STAR Ohio’s share price which is the price
the investment could be sold for on December 31, 2002. See Note 4, “Cash, Cash Equivalents
and Investments.”

G. Inventory

Inventory is stated at cost (first in, first out) in the governmental funds and at the lower of cost or
market in the proprietary funds. The costs of inventory items are recorded as expenditures in the
governmental funds when purchased and as expenses in the proprietary funds when used.

H. Fixed Assets and Depreciation

The accounting and reporting treatment applied to fixed assets is determined by their ultimate
use:

1. Property, Plant and Equipment - General Governmental Purposes

Fixed assets acquired or constructed for general governmental purposes are recorded as
expenditures in the governmental funds and are capitalized at cost (or estimated historical cost for
assets not purchased in recent years) in the General Fixed Assets Account Group. Contributed
fixed assets are recorded at fair market value at the date received.

-20 -



THE CITY OF SALEM, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS December 31, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

H. Fixed Assets and Depreciation (Continued)

1. Property, Plant and Equipment - General Governmental Purposes (Continued)

Fixed assets consisting of certain improvements other than buildings, including roads, bridges,
curbs and gutters, streets and sidewalks, drainage systems and lighting systems, have not been
capitalized. Such assets normally are immovable and of value only to the City; therefore, the
purpose of stewardship for capital expenditures can be satisfied without recording these assets.

General fixed asset values were initially determined at December 31, 1987 by identifying
historical costs when such information was available. In cases where information supporting
original cost was not obtainable, estimated historical costs were developed. For certain fixed
assets, the estimates were arrived at by indexing estimated current costs back to the estimated
year of acquisition.

The City has elected not to record depreciation in the General Fixed Assets Account Group.

2. Property, Plant and Equipment - Proprietary Funds

Property, plant and equipment acquired by the proprietary funds are stated at cost (or estimated
historical cost), including interest capitalized during construction, and architectural and
engineering fees where applicable. Contributed fixed assets are recorded at fair market value at
the date received. Capital contributions received after December 31, 2000 are recorded as
revenue in the proprietary funds.

Depreciation has been provided using the straight-line method over the following estimated
useful lives:

Description Estimated Lives (Years)
Buildings 20-50
Improvements Other Than Buildings 50-67
Machinery, Equipment, Furniture and Fixtures 3-20

Depreciation on proprietary fixed assets is charged to retained earnings.

I. Long-Term Obligations

Long-term liabilities are being repaid from the following funds:

Obligation Fund

General Obligation Bonds General Obligation Debt Retirement Fund
Water Fund

Special Assessment Bond Special Assessment Debt Retirement Fund
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NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS December 31, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

I. Long-Term Obligations (Continued)

Obligation Fund

Compensated Absences General Fund
Street Construction, Maintenance and Repair Fund
Municipal Income Tax Fund
Parks Fund
Water Fund
Wastewater Fund

OPWC Loan Water Fund

J. Compensated Absences

In accordance with GASB Statement No. 16, "Accounting for Compensated Absences,"” vacation
and compensatory time are accrued as liabilities when an employee's right to receive
compensation is attributable to services already rendered and it is probable that the employee will
be compensated through paid time off or some other means, such as cash payments at termination
or retirement. Leave time that has been earned but is unavailable for use as paid time off or as
some other form of compensation because an employee has not met the minimum service time
requirement, is accrued to the extent that it is considered to be probable that the conditions for
compensation will be met in the future.

Sick leave is accrued using the vesting method, whereby the liability is recorded on the basis of
leave accumulated by employees who are eligible to receive termination payments as of the
balance sheet date, and on leave balances accumulated by other employees who are expected to
become eligible in the future to receive such payments.

Employees of the City earn vacation and sick leave at various rates within limits specified under
collective bargaining agreements or under statute. At termination or retirement, employees are
paid at their full rate for 100% of their unused vacation leave and 25% or 50% of unused sick
leave up to specified limits depending upon the bargaining agreement.

K. Pensions

The provision for pension costs is recorded when the related payroll is accrued and the obligation
is incurred.

L. Bond Issuance Costs

In governmental fund types, bond discounts and issuance costs are recognized in the current
period. Bond discounts and issuance costs for proprietary fund types are deferred and amortized
over the term of the bonds. Issuance costs are recorded as deferred charges.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

M. Interfund Transactions

During the course of normal operations, the City has numerous transactions between funds.
Interfund transactions are generally classified as follows:

Operating transfers are reported as "Other Financing Sources and Uses" in the governmental
funds, as "Operating Transfers In" by the recipient fund, and "Operating Transfers Out" by the
disbursing fund.

Residual Equity Transfers are nonroutine or nonrecurring transfers between funds and are
reported as additions to or deductions from the fund equity balance. The City did not perform
any residual equity transfers in 2002.

Transactions that would be treated as revenues and expenditures/expenses if the transactions
involved organizations external to the City are similarly treated when involving other funds of the
City. The City also advances cash from one fund to another as necessary to meet current
obligations.

N. Reservations of Fund Balance

Reserves indicate that a portion of fund balance is not available for expenditure or is legally
segregated for a specific future use. Fund balances are reserved for materials and supplies
inventories, prepaid items, debt service and encumbered amounts that have not been accrued at
year end.

O. Total Columns on Combined Financial Statements - Overview

Total columns on the "Combined Financial Statements-Overview" are captioned "Memorandum
Only" to indicate that they are presented only to facilitate financial analysis. Data in these
columns does not present financial position, results of operations or changes in cash flow or
conformity with generally accepted accounting principles, nor is such data comparable to a
consolidation. Interfund eliminations have not been made in the aggregation of this data.
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NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS December 31, 2002

NOTE 2 - RESTATEMENT OF FUND BALANCES/RETAINED EARNINGS

The beginning balance of the General Fixed Assets Account Group was restated to correct an error in
accounting for machinery and equipment. As a result of the restatement, the General Fixed Assets
Account Group was decreased by $22,500. The balance decreased from $6,679,411 to $6,656,911.

In addition, a correction of errors in accounting for machinery and equipment in the amount of fixed
assets reported in the enterprise funds required a restatement to the beginning retained earnings in the
enterprise funds as of January 1, 2002 as follows:

Retained Retained

Earnings Eamings
as Reported Adjustment as Restated

Fund Type 12/31/2001 Increase 1/1/2002
Enterprise $20,954,499 $17,302 $20,971,801

NOTE 3 - COMPLIANCE AND ACCOUNTABILITY
A. Fund Deficits

The fund deficits at December 31, 2002 of $46,672 in the Police Pension Fund, $42,210 in the
Fire Pension Fund, and $577 in the Community Development Block Grant Fund (special revenue
funds) arise from the recognition of expenditures on the modified accrual basis which are greater
than expenditures recognized on the budgetary basis. The fund deficit at December 31, 2002 of
$595,531 in the Industrial Park West Project Fund (capital projects fund) arises from the
recognition of notes payable on the modified accrual basis which are not recorded on the
budgetary basis, and from the recognition of expenditures on the modified accrual basis which are
greater than expenditures recognized on the budgetary basis. The General Fund provides
operating transfers when cash is required, not when accruals occur.

B. Compliance

Contrary to Ohio Revised Code, Section 5705.39, during the year appropriations exceeded
estimated resources.
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THE CITY OF SALEM, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS December 31, 2002

NOTE 4 - CASH, CASH EQUIVALENTS AND INVESTMENTS

Cash resources of several individual funds are combined to form a pool of cash and investments. In
addition, investments are separately held by the capital projects, debt service and enterprise funds.
Statutes require the classification of funds held by the City into three categories.

Category 1 consists of "active" funds - those funds required to be kept in "cash" or "near cash" status for
immediate use by the City. Such funds must be maintained either as cash in the City Treasury or in
depository accounts payable or withdrawable on demand, including negotiable order of withdrawal
(NOW) accounts.

Category 2 consists of "inactive" funds - those funds not required for use within the current two year
period of designation of depositories. Inactive funds may be deposited or invested only as certificates of
deposit maturing no later than the end of the current period of designation of depositories.

Category 3 consists of "interim" funds - those funds not needed for immediate use but needed before the
end of the current period of designation of depositories. Interim funds may be invested or deposited in
the following securities:

e United States treasury notes, bills, bonds, or any other obligation or security issued by the
United States Treasury or any other obligation guaranteed as to principal or interest by the
United States;

e Bonds, notes, debentures, or any other obligations or securities issued by any federal
government agency or instrumentality, including but not limited to, the federal national
mortgage association, federal home loan bank, federal farm credit bank, federal home loan
mortgage corporation, government national mortgage association, and student loan marketing
association. All federal agency securities shall be direct issuances of federal government
agencies or instrumentalities;

e  Written repurchase agreements in the securities listed above provided that the market value of
the securities subject to the repurchase agreement must exceed the principal value of the
agreement by at least two percent and be marked to market daily, and that the term of the
agreement must not exceed thirty days;

e Interim deposits in eligible institutions applying for interim funds;

e Bonds and other obligations of the State of Ohio;

e No-load money market mutual funds consisting exclusively of obligations described in the
first two bullets of this section and repurchase agreements secured by such obligations,
provided that investments in securities described in this division are made only thro