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On the Cover — The Hawaiian flag on the Phillips House at 34 Chestnut Street

Stephen Henry Phillips was the first appointed attorney general to the Kingdom of Hawaii under King
Kamehameha V. His son, Stephen Willard Phillips, the owner of the house at 34 Chestnut Street from
1911 to 1955, was a Hawaiian citizen by birth. Though he naturalized in 1898, the younger Phillips was
always proud of his Hawaiian roots. One of the many ways he showed this pride was by flying his native
flag from Phillips House. Destination Salem & Jim McAllister— Thank you for the picture!

Ships Visiting Salem Harbor
Photos courtesy of Salem Harbormaster
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Introductory Section

Salem Willows Park

The Salem Willows offers beautiful shaded seaside
grounds, scenic ocean views, public pier, and band stand
for concerts, picnic areas, beaches, children’s rides,
activities and many eateries. One of Salem’s treasures,

ALEM WiLLOWS , - Caleties
> this park has a fascinating history.

PARK

Salem Willows is — ————
renowned for the
European white
, - willow trees
EeT L Lo L o planted here in
1801 to form a shaded walk for patients convalescing at the old
smallpox hospital. Later the area became a park. During the first
half of the 20th century, Restaurant Row on the park's north
shore served fresh seafood favored by locals and visitors alike. A
carousel with carved flying horses was another special attraction
at Salem Willows, which then, as now, operated as an
entertainment center. Visitors still flock here during the summer to
enjoy the sunshine, the arcade and the park's ample picnic
grounds and recreational facilities.

Salem Art Scenes
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City of Salem, Massachusetts

Finance Department
93 Washington Street
Salem, MA 01970
Ph. 978.745.9595 Ext 5625
Fax 978.741.3348

lgiardella@salem.com

January 28, 2020

Letter of Transmittal
Laurie A. Giardella, Finance Director
To the Honorable Mayor, Members of the City Council and Citizens of the City of Salem, Massachusetts:

At the close of each fiscal year, state law requires the City of Salem to publish a complete set of financial
statements in conformity with accounting principles generally accepted in the United States of America (GAAP)
that are audited in accordance with generally accepted auditing standards by a firm of licensed certified public
accountants. Pursuant to that requirement, we hereby issue the Comprehensive Annual Financial Report (CAFR)
of the City of Salem, Massachusetts, for the fiscal year ending June 30, 2019, for your review.

This report consists of management’s representations concerning the finances of the City. Consequently,
management assumes full responsibility for the completeness and reliability of all of the information presented in
this report. To provide a reasonable basis for making these representations, management of the City has
established a comprehensive internal control framework that is designed both to protect the government’s assets
from loss, theft, or misuse and to compile sufficient reliable information for the preparation of the City’s financial
statements in conformity with GAAP. Because the cost of internal controls should not outweigh their benefits, the
City’s comprehensive framework of internal controls has been designed to provide reasonable rather than
absolute assurance that the financial statements for the fiscal year ended June 30, 2019, are fairly presented in
conformity with GAAP.

The City of Salem’s financial statements have been audited by Powers & Sullivan, LLC, a firm of licensed certified
public accountants. The goal of the independent audit was to provide reasonable assurance that the financial
statements of the City for the fiscal year ended June 30, 2019, are free of material misstatement. The
independent audit involved examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements; assessing the accounting principles used and significant estimates made by management;
and evaluating the overall financial statement presentation. The independent auditor concluded, based upon the
audit, that there was a reasonable basis for rendering an unmodified opinion that the City’s financial statements
for the fiscal year ended June 30, 2019, are fairly presented in conformity with GAAP. The independent auditor’s
report is presented as the first component of the financial section of this report.

The independent audit of the financial statements of the City was part of a broader, federally mandated “Single
Audit” designed to meet the special needs of federal grantor agencies. The standards governing Single Audit
engagements require the independent auditor to report not only on the fair presentation of the financial
statements, but also on the audited government’s internal controls and compliance with legal requirements, with
special emphasis on internal controls and legal requirements involving the administration of federal awards.
These reports are available in the City of Salem’s separately issued Single Audit Report.
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GAAP requires that management provide a narrative introduction, overview, and analysis to accompany the basic
financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is
designed to complement that analysis and should be read in conjunction with it. The City's MD&A can be found
immediately following the report of the independent auditors.

Profile of the City

The City of Salem, which was incorporated as a town in 1630 and became a city on March 23, 1836, is situated
on the Massachusetts coast, 16 miles northeast of Boston. The City has a population of 42,869 and occupies a
land area of approximately 8 square miles. The second city in the Commonwealth to be incorporated, it is the
Shire City of Essex County. Salem has operated under the Plan B form of government, with a mayor and an
eleven-person City Council, seven elected from wards, and four at-large, since 1915.

The Mayor is elected for four years in November of unevenly-numbered years. The Mayor is the administrative
head of the City and chairman ex-officio of the School Committee, the Board of Library Trustees, and the Board of
Trust Fund Commissioners. The Mayor acts with the City Council and School Committee to carry out City
business. The Mayor appoints her office staff, the City Solicitor, and the Assistant City Solicitor without City
Council confirmation. The appointments of most City department heads, and members of the various boards and
commissions, however, require City Council confirmation. The Mayor has the right to veto any order, resolution,
or ordinance passed by the Council. However, a veto may be overturned by a two-thirds vote of all councilors.
After reviewing and revising estimates prepared by department heads, the Mayor submits the budget to the City
Council for final action. The Mayor approves all municipal payrolls, vouchers, contracts and instruments; and
recommends bond issues, legislations and orders to the City Council; and represents the City with other levels of
government. As the general administrator of all City departments, the Mayor is consulted by department heads
pertaining to the City’s welfare.

The City Council is primarily the legislative branch of the City government. As the legislative body, the Council
confirms appointments made by the Mayor and appropriates all monies necessary to City operation. It can
approve, disapprove, or reduce the amount of appropriations, but not add to the appropriation. The Council
receives orders of recommendation by the Mayor and petitions from the public, and acts on them after committee
study. The City Council also has the power to enact the Ordinances and other regulations. A majority of the City
Council constitutes a quorum, and the affirmative vote of a majority of all the members of the Council is necessary
for the adoption of any motion, resolution, or ordinance. In some instances, adoption by a two-thirds vote of the
members is required by statute.

The City provides general governmental services for the territory within its boundaries, including police and fire
protection, disposal of garbage and rubbish (for residential properties); public education, including vocational-
technical education at the high school level; street maintenance; certain water services, through the Salem and
Beverly Water Supply Board; certain sewerage disposal services, through the South Essex Sewerage District;
and parks and recreational facilities. Approximately 95% of the City is connected to the sewerage system; the
entire area of the City is served by the municipal water system. Both the Salem and Beverly Water Supply Board
and the South Essex Sewerage District (SESD) qualify as joint ventures. Accordingly, the City’s equity interest in
SESD has been included in the City’s basic financial statements. The Salem Housing Authority owns and
manages 715 units of low-income public housing throughout the City of Salem. There are 495 units of
elderly/handicapped housing and 220 units of family housing. Additionally, the Salem Housing Authority currently
administers approximately 1,130 housing vouchers through the Section 8 Housing Choice program and 17
housing vouchers for the Department of Mental Health through the Department of Housing and Community
Development. The Salem Housing Authority does not meet the criteria to be considered a component unit of the
City. The principal highways serving the City are state Routes 1A, 107, and 114, all of which provide immediate
access to Routes 1 and 128 and other major highways serving the greater Boston area. The City is a member
municipality of the Massachusetts Bay Commuter Railroad, which provides passenger and freight service.
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Within 170 days after the annual organization of the City government (which is ordinarily in early January), the
Mayor is required to submit a budget of proposed expenditures for the fiscal year beginning on the next July 1.
The City Council may make appropriations for the recommended purposes and may reduce or reject any item.
Without recommendation of the Mayor, the City Council may not increase any item or make an appropriation for a
purpose not included in the proposed budget (except by a two-thirds vote in case of the failure of the Mayor to
recommend an appropriation for such a purpose within 7 days after a request from the City Council, pursuant to
state statute). If the Council fails to act on any item of the proposed budget within 45 days, that item takes effect.
The amount raised on the tax recapitulation sheet approved by the Department of Revenue for fiscal year 2019
totaled approximately $169.5 million, which includes Real & Personal Property tax revenue, State Revenues,
MSBA Revenue, local revenues, transfers in of approximately $1.54 million from Receipts Reserved
Harbormaster, Witch House and Golf Course (to reduce tax rate), other receipts reserved transfers, overlay
surplus, and approximately $1.35 million of indirect costs from the Water & Sewer Enterprise funds and free cash
of $1.7 million. These revenues cover general fund budgeted expenses and deficits raised including snow and
ice, school lunch, health insurance trust, to fund the Retirement Anticipation Fund and Capital Improvement
Projects Fund, including Enterprise fund expenses.

The City includes the Salem Contributory Retirement System (System) in its financial reporting since the City
represents approximately 84% of the members of the System. The System was established to provide retirement
benefits to its members, including employees and beneficiaries of the City of Salem, the Salem-Beverly Water
Supply Board, the Salem Housing Authority, the South Essex Sewerage District, and the Essex Technical High
School. Per the Pension Reserves Investment Management Board June 2019 report, the market value of the
System’s assets totaled $182.5 million with 98.5% of the funds invested in the State’s Pension Reserve
Investment Trust's (PRIT) Core Fund.

Factors Affecting Economic Condition

The City of Salem is a historic waterfront community that has a rich cultural heritage, known worldwide for its
architecture, maritime history, literary prominence, and witchcraft hysteria. For this reason, tourism is one of the
City’s major industries, accommodating almost one million visitors each year.

Salem originated as one of the earliest landing sites of the English colonists and went on to rise as the first major
port in the United States, opening up the East Indian trade. In its heyday, Salem was known as a thriving hub of
American commerce and was the home of Nathaniel Hawthorne. Salem is well known for the infamous Salem
Witchcraft Trials of 1692, when nineteen people were convicted for the crime of witchcraft and were put to their
deaths.

The City's golden years have left her modern inhabitants with architectural treasures, fine museums, and a
sparkling literary heritage. Equally important, the development of Salem has produced a rich ethnic history, to
which people of all races, creeds, colors and origins have contributed over the generations. Long a trading,
manufacturing and retail center, Salem has been making a slow, and sometimes painful, transition to a service-
based economy. The City today serves as the home of Salem State University, the North Shore Medical Center,
the Essex County District Superior and Probate Courts, and Registry of Deeds, the world-famous Peabody Essex
Museum, and a host of banks and other financial institutions. It is the educational, medical, legal, cultural and
banking hub of the North Shore. Salem also boasts an impressive collection of historically significant residential
structures that are always in high demand. The uniqueness of these historic homes, coupled with a growing
downtown condominium market, has helped boost home sales prices in Salem.

Private and Public Development-FY15-Today
The City has numerous facilities of continuing cultural and/or historical significance. These facilities contribute to

making Salem a unique place that appeals to residents and attracts visitors. The visitor-based economy is
important in Salem and contributes jobs and tax revenue for the City of Salem.
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Proctor’s Ledge: In 2017, the City constructed a memorial to honor the 18 victims of the Salem Witch Trials who
were executed at Proctor’'s Ledge in 1692. The memorial, designed by Martha Lyon Landscape Architecture and
constructed by The Patio Company, includes a landscaped slope down from the ledge where the executions are
believed to have taken place and a semi-circular area for quiet contemplation surrounded by a granite block wall.
The memorial was dedicated on July 19, 2017 on the 325" anniversary of the second day of executions held at
the Ledge. This project was completed in 2017, funded with $179,140 in FY16 Community Preservation Act
funds.

El Punto Urban Art Museum: Twenty years ago, North Shore CDC produced two murals which have long been
points of pride in the Point neighborhood. In 2015, North Shore CDC worked with the Point Neighborhood
Association, the City of Salem and Salem-raised and South Florida-based artist Ruben Ubiera on a crosswalk
mural project. In 2017, North Shore CDC worked with 12 artists to create 15 large-scale outdoor murals and 12
large-scale wall murals within North Shore CDC's office. In September 2017, the CDC secured permission from
National Grid to paint a long wall on Peabody Street and invited 20 local artists to paint small murals.

By creating a walkable, curated arts district within three blocks with dozens of murals in the Point Neighborhood,
the district will be readily accessible to all that downtown Salem already has to offer to over a million tourists per
year. Bringing a fraction of those visitors to the Point neighborhood stands to be a transformative economic
development boom to immigrant-owned businesses. It will also begin to break down the invisible barriers
between the Point Neighborhood and the rest of Salem by creating a beautiful, walkable destination within the
Point Neighborhood for people to visit.

Peabody-Essex Museum: In 2003, the Peabody Essex Museum (“PEM”) undertook the largest museum addition
in America. The $125 million expansion allows them to showcase their extensive collection of Oceanic and
Asiatic art for the first time. The PEM houses a broad spectrum of artifacts representing centuries of Essex
County life and industry, as well as treasures from across the world brought to the region by early navigators.
The PEM consists of a downtown campus, four National Historic landmarks and several properties on the
National Register of Historic Places, as well as the Yin Yu Tang, the only complete Qing Dynasty house outside
China. The PEM enjoys an attendance of approximately 250,000 visitors per year. See the section on Economic
Development for overview of PEM'’s expansion project.

The Salem Maritime National Historic Site and Derby Wharf Lighthouse: This 9.2-acre site, operated by the
National Park Service, (“NPS”) is comprised of several buildings, including the original Customs House, as well as
several wharves and homes. The NPS has restored the wharves and buildings. The Friendship, a full-size
replica of one of Salem's historic trading ships is berthed at the site. This $6 million project was 75 percent
federally-funded and has become a major cultural attraction and educational tool. The National Park Service has
recently relocated the historic Pedrick's Warehouse from Marblehead to Derby Wharf and installed a pile
supported dock adjacent to the building in order to facilitate interpretive display of historic maritime functions.

The House of the Seven Gables: The House of the Seven Gables was made famous by Nathaniel Hawthorne's
novel of the same name. The site is a complex of the actual house occupied by Hawthorne and several adjacent
historic structures. The House of Seven Gables received the prestigious designation of "Museum" status in 2008
and has been designated a National Historic Landmark District.

Salem Witch Museum: The Salem Witch Museum commemorates the famous witch trials that occurred in 1692
through an audio-visual presentation. Life-size stage settings, lighting and historically accurate narration recreate
the afflicted girls, the trials and the executions of the Salem Witch Trials.

The Witch House: The Witch House was the home of one of the famous Witch Trial judges, Jonathan Corwin.
The Witch House is operated by the City of Salem and is an excellent example of 17" century architecture. The
site recently received interior and exterior improvements for handicapped accessibility and historic preservation.
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Witch Dungeon Museum: The Witch Dungeon Museum provides a live re-enactment of the Witch Trials for
visitors to the City. The presentation is adapted from the 1692 transcripts and re-enacted by professional actors.

The First Church: The First Church, located on Essex Street, was founded in 1629 and is one of the oldest,
continuing Protestant congregations in North America and the first to be governed by congregational polity, a
central feature of Unitarian Universalism.

Chestnut Street: Chestnut Street is a National Historic Landmark consisting of a group of homes of notable
architectural significance. The homes are primarily old mansions built by Salem's successful sea captains during
the early 19th century.

Pickering House: The Pickering House is the oldest house in America to be continuously occupied by the same
family.

Pioneer Village: Pioneer Village, situated in Forest River Park, is a living-history Museum that depicts life in Salem
in 1630. Guides in historical costumes show visitors how early Puritans lived. The site contains a thatched
cottage, historic gardens, wigwams, and animals.

The Old Burying Point: Located on Charter Street, this is the oldest burying ground in Salem. The site contains
the graves of a Mayflower passenger and witchcraft trial judge John Hawthorne, which is adjacent to the Salem
Witch Trial Memorial. In 2016, the City completed the restoration of several headstones and tombstones and
developed a landscape plan for the site’s restoration.

Winter Island Park: Operated by the City of Salem, Winter Island is a former U. S. Coast Guard Air and Sea
Rescue Station located on Salem Harbor. The site is a seasonal recreation site with RV and tent spaces. The
site also has a beach, boat launch, wind surfing, scuba diving, picnic areas and a snack bar. Historic Fort
Pickering and Fort Pickering Light are located within the site. Winter Island is now the home of “Sail Salem”, a
community sailing program that provides free sailing lessons to Salem children.

Salem Wax Museum of Witches and Seafarers: The Wax Museum, opened in July of 1993, features a multi-
media presentation and realistic wax figures depicting pirate and witch stories of Salem's past. The Wax Museum
also offers hands-on children's activities.

Salem Witch Trials Memorial: The Salem Witch Trials Memorial was dedicated on August 5, 1992 to
commemorate the 300th anniversary of the now famous Salem Witch Trials of 1692. The memorial is located
adjacent to the Charter Street Burial Ground. The 20-year old Memorial has now been restored with a
rededication ceremony on September 9, 2012.

Heritage Trail: The many cultural and historic facilities in Salem are connected by the Heritage Trail. Known
locally as the “Red Line”, it leads to world-renowned museums and historic homes, as well as to restaurants
offering simple fare to gourmet meals, full-service hotels, inns and bed and breakfasts.

Salem Common: Salem Common has been public land since Salem's early days. Its eight acres were originally a
swampy area, with several ponds and small hills. Salem's military heritage begins in 1636, when the first muster
occurred on Salem Common. Today, the National Guard traces its roots to that first muster. Needing a place for
regular military drills, it was voted in 1714 by the commoners to be "forever kept as a training field for the use of
Salem". In 2016, the City completed Phase Il of the historic fence’s restoration and the next phases are to
continue through 2026.

Baker's Island Lighthouse: The tower is located on the north end of the island. The lighthouse was automated in
1972. The island is closed to the general public and is best seen by boat.

City of Salem, Massachusetts 7 Comprehensive Annual Financial Report



Fort Lee: This American Revolution fort was built in 1776 and was added to the National Register of Historic
Places in 1994.

The Phillips House: The Phillips House is the only home on historic Chestnut Street open to the public, and it
provides a glimpse into the private world of the Phillips family during the early decades of the twentieth century.

Ye Olde Pepper Candy Companie: This is America’s Oldest Candy Company, dating back to 1806, when an
English woman, Mrs. Spencer, was shipwrecked and landed in Salem. Mrs. Spencer was assisted financially by
residents, and what resulted was the first candy made and sold commercially in America and carried around the
world by sea captains and their crew.

The tourist attractions described above are included to illustrate the continuously growing tourist economy. These
attractions provide jobs and tax revenue for the City of Salem.

Public and Non-Profit Development Projects

Salem experienced new growth of approximately hundreds of millions of dollars in new development since 2003.
This includes:

e The J. Michael Ruane Judicial Center opened at the end of 2011. This $106 million court expansion in
downtown Salem continues to have a significant positive economic impact on the downtown and the City.
The $60 million Probate and Family Court Renovation component of the judicial complex was completed
in 2017.

e MBTA Station Improvements and New Garage: The new MBTA garage opened October 2014. The
$37 million MBTA commuter rail station and parking garage provides an enhanced station and
approximately 700 parking spaces for commuters, residents, and visitors.

e Remond Park: Improvements to the old bridge abutment on Bridge Street Neck have been funded by the
State to create a new park. Construction is complete.

e The Peabody Essex Museum completed a 40,000 gross square feet expansion in 2019. It includes
three floors of state-of-the-art galleries, a secondary entrance to the museum and a full basement for
mechanical and electrical equipment. The project cost approximately $49 million.

e St.Joseph’s Church Redevelopment: Located on the site of the former St. Joseph’s Church that was
closed in 2004, this affordable housing development is a key revitalization project for the Point
Neighborhood and will provide much-needed housing for the City. Phase 1 of the project is complete and
includes a new building with 51 affordable housing units, commercial space, and a community room.

In addition, in 2017 the North Shore Medical Center began redevelopment of a portion of their existing hospital
campus in order to better serve the surrounding community by consolidating existing uses, improving access and
circulation around the hospital, and constructing a new state-of-the-art emergency services department. As
proposed, the Project consists of 119,735 square feet of new building space, 119,735 square feet of interior
renovations, parking and driveway reconfigurations, landscape and hardscape improvements, and utility
infrastructure modifications to support this use.

Downtown Redevelopment

A number of vacant and underutilized properties have been redeveloped into mixed-use residential/commercial
buildings. The downtown alone has seen over $40 million in private investment from projects such as the
Laundry Building, the Distillery, old Police Station redevelopment, Bluestone Alley, 10 Federal Street, the Salem
News Building, Latitudes in the old Tompkins Furniture Building and the old Salem Jail. New projects continue to
be proposed and permitted, as described below.
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Superior Court and County Commissioners Buildings: The Governor signed legislation in January 2017 to transfer
ownership of these two iconic properties to the Salem Redevelopment Authority (SRA). DCAMM completed a
warm mothballing project in early 2019 to maintain the properties while the SRA works to identify a
redevelopment project. The SRA issued a Request for Qualifications in April 2019 and will be issuing a Request
for Proposals from the four qualified teams in early 2020.

District Court Redevelopment: The District Court building was transferred to the Salem Redevelopment Authority
(SRA) in accordance with legislation passed by the Legislature for the purpose of redevelopment. The SRA
solicited development proposals through an RFP process in 2015 and selected Diamond Sinacori as the
designated developer. The project is projected to cost approximately $26 million and began construction in 2019.
It is anticipated to be completed 2021.

Washington and Dodge Street Redevelopment: This 146,000-square foot, $50 million project includes a mixed-
use development with 56 residential units, hotel with 113 rooms, 12,000 square feet of commercial space, 212
parking spaces, associated landscaping, and pedestrian and transportation improvements. Ground breaking
occurred in October 2018. When completed in 2020, this project will dramatically increase the footprint of
Salem’s downtown. The City was awarded a state grant in the amount of $3.36 million for infrastructure
improvements to support this proposed project.

90-98 Washington Street: In 2018, the three-story building was redeveloped as office space with ground floor
retail. The City entered into a 20-year lease for the office space to accommodate personnel located in other
leased premises. The City took occupancy in April 2018.

The Merchant: A new Lark Properties hotel opened in 2016 in the historic Joshua Ward House in downtown
Salem.

Commonwealth Diagnostics International (CDI): In 2016, CDI established its headquarters at 39 Norman Street
after making an approximately $5.1M investment in the purchase and renovation of the building. The business is
expected to add potentially up to 100 new full-time equivalent jobs by 2021.

The Hotel Salem: In 2015, Lark Hotels purchased the “Newmark Building” on Essex Street for the purpose of
converting it to a 44-room boutique hotel with a rooftop restaurant and basement lounge. The $7.4 million project
was completed in 2017. The City supported this project with a five-year TIF valued at approximately $353,000. It
is anticipated to be a catalyst for further economic development activity on the pedestrian mall.

Old Salem Jail Complex Redevelopment: The first phase was completed in 2010, which includes 23 housing
units, a restaurant, and a jail exhibit. Phase 2 includes an additional 13 housing units in a new building for a total
project cost of approximately $11 million. Phase 2 was completed in summer of 2018.

Salem News Building: This major redevelopment project in Salem’s downtown included the renovation of two
buildings and construction of a new building at 155 Washington Street, 26 New Derby and 31 Front Street. The
project retains approximately 6,000 square feet of existing retail use and adds an additional 7,500 square feet of
new retail and includes the construction of 31 new residential units. Construction is complete, and Tavern in the
Square restaurant opened in June 2009.

275-281 Essex Street: The development includes the conversion of the four-story, 30,000 square foot former C.F
Tompkins Furniture Building into a mixed-use retail/residential development with 3 retail units on the ground floor
and 20 residential condos on the upper floors.

Old Police Station Redevelopment: In March 2004, the SRA transferred ownership of the Old Police Station to
Heritage Plaza Enterprises and construction was completed in the fall of 2006. All of the units were under
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agreement months before the project was due to be completed. The $3 million project includes 14 residential
condominium units with parking on-site.

Derby Lofts (former Laundry Building): The Derby Lofts project includes the renovation of the 100-year-old, four-
story industrial building, known as the Laundry Building, into a mixed-use residential and retail development. The
project consists of 14,000 square feet of first floor retail and 54 luxury residential units on the upper floors. The
project cost approximately $14 million and was completed in 2006.

10 Federal Street: The owners of 10 Federal Street constructed three-stories of additional office space on top of
their existing two-story downtown office building. The additional space allowed the District Attorney’s Office to
relocate to the space and remain in downtown Salem. The construction began in 2005 and is complete. The
project cost was approximately $10 million.

Bluestone Alley: The Blue Stone Alley project at 7 Crombie Street redeveloped the former Salem Mission into 17
artist live/work condominium spaces. The redevelopment was a “gentle renovation” of the building that integrated
many of the historic characteristics of the building. Construction was completed in 2006. The project cost was
approximately $3.3 million.

Old Town Hall: The Old Town Hall is a beautiful federal style building located in the heart of downtown Salem.
Old Town Hall is the crowning jewel of Derby Square and the earliest surviving municipal structure in Salem
(dating from 1816-17). Our venue is a two-story, brick structure featuring Palladian windows, carved wood
details, antiqgue chandeliers, decorative columns and wooden floors. The building is owned and managed by the
City of Salem which programs both non-profit and private events. Old Town Hall is the summer/fall home to the
Salem Museum, presenting hundreds of stories of Salem’s rich past and History Alive, a performance of the re-
enactment of the trial of Bridget Bishop accused of witch craft. During the winter and spring, the building hosts
musical performances, weddings, and civic events such as the Salem Arts Festival art exhibit. The City received
a $20,000 Cultural Facilities grant from the state, which was matched with local CPA and C.I.P. funds for window
restoration and repair. The restoration work was completed in early 2016.

North River Canal Corridor Redevelopment

A second area undergoing transformation is the North River Canal Corridor, known as Blubber Hollow, adjacent
to downtown. Formerly the region’s whaling and then tannery center, the neighborhood has more than $70
million in pending development. Guided by a community-based plan, the City changed the zoning to encourage
development. The pending private investments will transform the largely vacant and contaminated sites into a
vibrant mix of residences, offices, and retail uses. Specific projects are:

9 South Mason Street: The project involves redevelopment of industrial and residential land located between
Mason Street and Commercial Street in the North River Canal Corridor district. The plans total 4 buildings and 29
dwelling units, including the rehabilitation and expansion of an existing two-story concrete industrial building;
expansion of a three-story residential building; and construction of two new townhouse style buildings. The
project was permitted in 2016 and will be completed in 2020.

28 Goodhue Street: Now known as North River Apartments, this mixed-use project on the site of a former factory
was completed in 2014 and is occupied. The development included 44 residential condominiums, 6,000 square
feet of commercial retail space and on-site parking. Construction was completed and the building is occupied.

Riverview Place: Located on the former Salem Suede site, Riverview Place consists of the demolition of the old
tannery and construction of 130 residential rental units and 5,540 square feet of commercial space. Construction
began in 2019 and is expected to be completed in 2021.
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Gateway Center: Local permitting was completed in August 2016 for the development of a 3.48-acre parcel
located at the corner of Bridge Street and Boston Street to include a mixed-use building with a commercial/retail
and 117 housing units and a free-standing building that will house the City’'s Community Life Center. Construction
of the CLC was completed in September 2018.

Grove Street Apartments (formerly known as Legacy Apartments): This project consists of 129 residential
apartments. It was approved by the Planning Board in 2012 and amended in 2015 to meet MEPA requirements.
In July 2015, the project received a MEPA certificate and Superseding Order of Condition. Environmental
remediation and demolition of some on-site structures was completed. Construction is anticipated to begin in
2020.

Flynn Tan Site (70-92 ¥ Boston Street): In September 2016, the Planning Board approved a mixed-use
development containing 50 housing units and a retail space. Located on the former Flynn Tan property, the 1.98-
acre site containing vacant industrial buildings and land along Boston Street, a major entrance corridor into Salem
and within the new North River Canal Corridor (NRCC) Neighborhood Mixed Use District. The project will be
completed in 2020.

Waterfront Development

Key changes also are rapidly occurring along Salem’s shoreline, creating rare waterfront development
opportunities.

Charlott Forten Park (289 Derby Street): In 2016, the City Council approved a $1.4 million bond order to acquire
property located at 289 Derby St. for the purpose of constructing a downtown waterfront park. Construction was
completed in 2019.

Salem Harbor Power Station/Footprint Power: Construction of the new natural gas facility is completed. The new
state-of-the-art, 630-megawatt gas-fired plant began operating in June 2018. Site work will be completed in 2020.
The new plant was developed on one-third of the site, opening up the remaining two-thirds of the 63-acre
waterfront property to re-development opportunities.

Port of Salem Expansion (Salem Wharf): This $20 million project calls for construction of a multi-purpose
commercial wharf facility with supporting utilities and amenities for cruise ships, commercial fishing, transient, and
charter vessels. A terminal building, harbor walk, dredging, and landside improvements are part of the project.
During the project’s first phase undertaken in 2011, the City completed utility installation, seawall construction,
base paving and installation of an interim ferry terminal. In 2012 and 2013 a combination of state and federal
Ferry Boat Discretionary (FBD) Funds enabled the City to construct the second phase of the project, which
consisted of the first 260 feet of pier, wave fence and a portion of the seawall, install a gangway and ramp
system, install utilities and begin dredging. The City has completed Phase 3 which includes final paving,
landscaping, lighting and construction of the harbor walk. In addition, the City has made improvements to the
adjoining deep-water dock owned by Footprint Power and constructed a connecting walkway between Footprint’s
dock and the City’s Blaney Street pier. Since construction of the cruise port, Salem has received visits from a
number of cruise ships. Now that construction of the powerplant is complete, the Port of Salem is able to host a
full schedule of ship visits. In 2017, the City completed dredging and construction of an 11-slip Commercial
Marina at Blaney St. The Marina is home to seven marine businesses. It implements an important
recommendation and goal of the City’s Municipal Harbor Plan by creating a multi-use commercial wharf facility
with deep water access for ocean-going vessels. As a result of its construction, the Port of Salem is now a full
service commercial and industrial port.

South River Dredge: The maintenance dredging for the South River Channel was last performed by the US Army
Corps of Engineers (USACE) in 1967. In Feb 2008, the USACE dredged the Federal Navigation Channel into
Salem Harbor, the Federal Anchorage Basin off Derby Wharf, and the approach to the South River Channel but
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stopped short of the South River Channel because contaminated sediment that exceed the state levels for open
ocean disposal were encountered. Since then, the City obtained $155,000 from the Governor's Seaport Advisory
Council for sediment testing, bathometric survey work, cost analysis for dredge disposal options, and preliminary
design and engineering of the dredge footprint for the South River Channel and the South River Basin (area west
of the Congress Street Bridge). In 2012, the City received an additional $275,000 from the Seaport Council to
finish the design, engineering and permitting stage of the dredge project. The City’s consultant, Apex, has
prepared a Draft Environmental Impact Report and Notice of Intent. Upon the Army Corps of Engineers’ final
determination of the suitability of the CAD cell material for offshore disposal, the City will submit both documents
to the appropriate regulatory agencies and work to identify funding sources. Once completed, the dredging will
provide direct access to downtown Salem for deeper drafting vessels, transient boats, and dingy boats, which will
encourage increased boating activity and support economic development.

Salem Ferry: The Salem to Boston Ferry, currently in its twelfth successful season, is an alternative transportation
option connecting two great cities. Named the Nathaniel Bowditch after the founder of modern maritime
navigation and Salem’s native son, the ferry is a high-speed catamaran that carries 149 passengers, is entirely
ADA accessible and makes the trip from Salem to Boston — where it docks at Long Wharf — in less than 45
minutes. The City of Salem and the Massachusetts Bay Transportation Association (MBTA) have an agreement
which allows commuters to purchase a pass that can be used both on the Ferry commuter runs and on the
commuter train, strengthening the Ferry’s viability as a transportation choice for daily commuters. Due to the
success of the program, the City of Salem has obtained $3.4 million in grant funding to add a second ferry which
is expected to be operational by 2021. The City of Salem is one of only a few municipalities to own a ferry vessel,
which it purchased with a grant from the Massachusetts Executive Office of Transportation.

South River Harborwalk: The City secured $1,336,000 from the Governor’s Seaport Advisory Council for
construction of the South River Harborwalk. The City has contributed $267,200 of Community Development
Block Grant (CDBG) for its required 20% match, totaling $1.6 million. On July 15, 2010, the South River
Harborwalk was completed and unveiled to the public. The Harborwalk is a fully accessible public walkway with
pedestrian amenities such as benches, lighting and landscaping along the southern and western banks of the
South River Basin.

Port Security Grants (Installation of Wireless Surveillance Cameras/Infrastructure): The Governor's Seaport
Advisory Council submitted and obtained a Port Security Grant from the U.S. Homeland Security Department on
behalf of the Ports of Salem and Gloucester for $518,320 to begin implementing security features within each Port
to address federal mandates. With the help of the Salem Police Department, the City installed fourteen wireless
surveillance cameras around critical waterfront infrastructure in August 2010. The City will continue to work to
comply with federal Homeland Security mandates as the Port of Salem continues to grow.

McCabe Marina: The City received a $500,000 grant from the State Public Access Board to reconstruct the public
boat launch at McCabe Marine. Construction was completed in July 2010.

Public Infrastructure Projects

Canal Street Improvements: The improvements include reconstruction of the roadway pavement, curbing and
sidewalks. Wheelchair ramps and appropriate pedestrian crossings will be added to improve pedestrian safety.
Additional pedestrian improvement such as street trees and curb extensions will be incorporated. Drainage and
other utility improvement will be made, the road crown will be adjusted to provide a consistent cross slope, and
repair of settled locations will be done.

Boston and Bridge Public Infrastructure Improvements: The City received $3.5 million in 2016 through the State
MassWorks Program to fund “Complete Streets” streetscape improvements along Bridge Street, between Boston
and Flint Street. The Utility has begun the permitting process.
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Grove Street Improvements: The City received a $1,250,000 grant for improvement to Grove Street to support the
proposed housing and mixed-use developments in the North River Canal Corridor. The project is complete.

Washington and Dodge Street Public Infrastructure Improvements: The City received a $2.5 million grant through
the State MassWorks program to fund infrastructure improvements associated with the proposed 160,000 square
foot mixed-use development on Washington and Dodge Streets. Due to increased construction costs, the City
was awarded an additional $825,000 for this project. Project was completed in the spring of 2018.

Improvement of the Essex Street Pedestrian Mall: The City invested in the redesign and improvement of the
pedestrian mall in the heart of downtown. Phase 2 improvements to make the mall more pedestrian friendly and
to improve the aesthetics were completed in fall, 2013. Phase 3, which includes the renovation of the fountain at
Washington Street, was completed in October 2014.

1A Bridge Street Improvement Project: The major reconstruction of 1A Bridge Street is complete, including
roadway reconstruction, new sidewalks and crosswalks, landscaping and period lights.

Lafayette Street Improvements: Funded through a Public Works Economic Development (PWED) grant,
construction was completed in the fall of 2012. Improvements include the installation of traffic signals at the
Harbor/Lafayette Street intersection and the Lafayette/Washington Street intersection, new sidewalks, new
crosswalks and curbing, period lights, new bus shelters and new benches along Lafayette Street. The $1 million
grant was matched with approximately $200,000 in CDBG funding.

Salem/Beverly Transportation Project/Bridge Street Bypass Road: The Salem-Beverly Transportation Project is a
multi-phase roadway project that provides improved vehicular access between Salem and Beverly. The Bridge
Street Bypass Road, a component of this project, was completed in 2008, reducing congestion and providing a
multi-use pathway for pedestrians and bicyclists.

North Street Improvement Project: Reconstruction of North Street, including roadway, sidewalk, signalization and
period lighting was completed.

Derby/Congress Traffic Lights: This intersection was redesigned to increase pedestrian safety. Installation of
traffic lights for pedestrian and vehicle safety and traffic circulation was completed.

Congress/Peabody/Ward Street Intersection: Reconstruction of the intersection was completed in November
2009. The work included the reconfiguration of the entire intersection to provide a more organized roadway for
both vehicular and pedestrian safety. The reconfiguration of the intersection was facilitated by the demolition and
remediation of the former 61 Ward Street property. These changes have minimized the crossing distance for
pedestrians and greatly improved the traffic movement for vehicles entering and exiting the intersection.
Pedestrian improvements include striped crosswalks, handicap ramps, and a pocket park that was created as a
result of the reconfiguration. The pocket park consists of concrete and stone paver walkways, landscaping beds,
trees, and seating areas.

Residential Development

First and Traders Way: In 2018, a 212-unit apartment complex with 7,000 square feet of commercial space was
permitted. Construction began in 2019.

North Shore Community Development Coalition (NSCDC) Properties: The NSCDC has invested $18.9 million in
renovating 77 affordable housing units in Salem since 2016. In 2017, the CDC began the permitting process to
develop two new affordable housing buildings with a total of 46 units at a project cost of $19 million.

City of Salem, Massachusetts 13 Comprehensive Annual Financial Report



Clark Avenue Cluster Subdivision: The proposed plan for a 26-lot residential subdivision with approximately 1.95
acres of public open space is fully permitted and currently under construction. There is no scheduled date for
completion.

Osborne Hills Subdivision (Strongwater Crossing): Currently under construction, Strongwater Crossing
Subdivision is a cluster development project that includes the construction of 131 single-family homes on
approximately 162 acres of land. Approximately 93 acres of the project will be permanently protected open
space. The project represents one of the largest subdivisions built in Salem in recent history. Due to its size, this
subdivision is being completed in phases. There is no scheduled date for completion.

Witch Hill: The construction of 23 single family homes along the extension of an existing roadway is underway.
There is no scheduled date for completion.

St. Joseph’s Church Redevelopment: Located on the site of the former St. Joseph’s Church that was closed in
2004, this affordable housing development is a key revitalization project for the Point Neighborhood and will
provide much-needed housing for the City. Phase 1 of the project is complete and includes a new building with
51 affordable housing units, commercial space, and a community room. Phase 2, which will bring an additional
37 units, will be under construction in 2020.

Eaton Place/Former Elks Lodge (17 North Street): With Planning Board Site Plan Approval in December 2009 to
add a third and fourth floor, the former assembly hall's conversion into six residential condominiums was
completed with special care to restore the structure’s historic appearance.

50 Palmer Street: This project by the Salem Harbor Community Development Corporation (CDC) included the
demolition of the existing structure and the construction of a new three-story residential structure with a footprint
of 7,300 square feet. The new structure is complete and consists of 15 units of affordable rental housing for low-
and moderate-income households. This project was funded using a partnership of private and public sources,
including funds from the City.

Commercial Development

Salem enjoys a mix of businesses and markets. Markets for Salem businesses include the local population, the
large tourist trade of over 1 million visitors, Salem State University, the North Shore Medical Center, and the J.
Michael Ruane Judicial Center. Salem State University with its 10,000 students and large employment base
generated over $104 million for the City of Salem in direct and indirect spending, which is derived directly from
employee salaries and benefits, purchased goods and services, and student spending. The North Shore Medical
Center is expanding its facilities in Salem, and in 2017, the Family and Probate Court renovation project was
completed marking the completion of the overall court complex on Federal Street.

Large commercial and industrial development, prominent in the Highland Avenue, Swampscott Road and Vinnin
Square areas, is strong. Salem’s industrial park on Technology Way houses large companies such as Salem
Glass and Thermal Circuits. On Swampscott Road, a 170,000 square foot vacant building was converted to
commercial condominiums and is now home to 9 businesses relocating or expanding in Salem. A number of
significant national retailers such as Staples, WalMart, Home Depot, Target, Pep Boys and Petsmart are located
in these areas. The City also is home to Shetland Park, a 900,000 square foot business park abutting downtown,
which houses more than 70 businesses.

A&J King Expansion: In 2017, A&J King Artisan Bakers opted to expand its business operations in Salem by
leasing approximately 7,400 square feet of space at 131-135 Boston Street. The new space provides more
capacity for production and office activities, which will allow the company to acquire new commercial accounts
and will allow them to convert the existing production area at their Central Street location in Downtown Salem to
additional café space. As a result, A&J King plans to hire an additional 15 full-time employees and 16 part-time
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employees. A&J King's investment in the new space exceeds $860,000 and the City invested in a five-year TIF in
support of the project, valued at over $84,000.

Lafayette Street and West Avenue: The project includes the construction of a three-story 24,388 square foot
mixed use commercial building with retail on the first floor and offices on the upper floors. An existing two-family
home on the site will remain in its current use.

U.S. Biological Corporation: Completed the construction of a new $3 million, 50,000 square foot headquarters
building on Technology Way with the plan to have 28 new jobs within five years.

Endicott School (110 Boston Street): The former Endicott School sits on a .53-acre lot along Boston Street, a
major entrance-corridor into Salem with direct access to Route 128. After a competitive RFP process, the
property was sold for $350,000 to a nonprofit organization, Children’s Friend, who relocated their office from
another location in Salem. The City also negotiated a PILOT Agreement with the agency.

Leqgs Hill Road YMCA: The project was approved by the Planning Board in 2007; construction of the 88,000
square foot YMCA facility is complete.

319 Highland Avenue: Highland Avenue is the major commercial corridor in Salem with a mix of shopping and
dining options. However, this area had long lacked a gas service station. 319 Highland Avenue is the site of the
former Moose Lodge. Construction of an Irving Gas Station with a Blue Canoe Convenience Store, North Shore
Bank, and a Subway Restaurant was completed in 2007. In coordination with this project, Mass Highway
undertook improvements to the Highland Avenue and Swampscott Road Intersection, which included a right turn
lane and cueing of the lights. MassDOT completed a study for transportation improvements for this corridor in
coordination with the Cities of Salem and Lynn and working to move to the design phase.

Other City Initiatives

The City pursues additional opportunities to make physical improvements, increase efficiencies, and improve the
community.

Housing Agenda: In the spring of 2018, the City was awarded a $59,000 housing planning grant from
MassHousing. The funds are being used to implement the vision of the City’s recent Imagine Salem planning
process by conducting a citywide public engagement campaign around affordable housing needs, and advancing
a new inclusionary zoning ordinance. The funds are also supporting a planning process to develop a mixed-use
zoning overlay for Bridge Street Neck.

Charter Street Cemetery: In 2017, the City received a $125,000 Massachusetts Cultural Council Facilities Fund
grant for the full restoration of Charter Street Cemetery. In addition, the project is funded by $260,000 of CPA
funds and $218,000 Capital Improvement Project funds for a total of $600,000. The restoration work will be
completed in 2020.

Dickson Memorial Chapel: The City was awarded $70,000 from the Massachusetts Historical Commission’s
Massachusetts Preservation Project Fund (MPPF) for the restoration of Dickson Memorial Chapel. A total of
$226,000 has been allocated to the first restoration phase of the chapel which was completed in 2017.

LED Streetlight Conversion: In 2016, the City completed the conversion of 3,000 overhead streetlights to LED
fixtures. This project will result in $194,000 annual cost savings and 1.2 million kilowatt hours in annual energy
savings.

Urban Forestry: A tree committee was formed to renew Salem’s dedication to its urban forestry. A pilot
neighborhood tree inventory was completed in 2016, and the City received a DCR Urban Forestry Challenge
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Grant to fund a citywide tree inventory, management plan, and cost estimates for implementation of the
management plan. The City provided a $30,000 match through CIP.

Working Cities Challenge: The City successfully implemented a $100,000 grant from the Boston Federal Reserve
Bank to improve the quality of life through economic development initiatives in the Point neighborhood. A second
grant to further this initiative has been recently awarded.

EPA Brownfields grant: The City, with the City of Peabody, received a $950,000 federal grant to be utilized for a
revolving loan fund to clean up contaminated sites.

Universal Steel site: This brownfields site was taken by the City for tax title in 2012. Through a coordinated effort
with EPA, DEP, and MassDevelopment, the site has been remediated and paved and was used for temporary
parking during the construction of the MBTA garage. The City expects to solicit new proposals for redevelopment
in order to put the site back on the tax rolls.

North Street Fire Station: The City was awarded a $65,000 Massachusetts Historical Commission MPPF grant in
June 2013 for exterior repairs and restoration to the North Street Fire Station, which was completed in 2017.

Public Art: Over the past five years, the City has been working to increase the amount and quality of public art.
Partly in response to public demand, this initiative is being pursued to support the City’s identity as an arts and
cultural destination. The physical presence of public works of art further supports the City’s efforts to leverage the
arts for economic development purposes. A Master Plan for Public Art was completed in 2013; Council adopted
an ordinance to establish a Public Art Commission in 2014 and the City’s first full-time public Art Planner was
hired in 2014 to spearhead new initiatives. The City currently manages a program to transform utility boxes into
works of art. In May 2012, a mural by an internationally renowned artist was installed on the exterior of the
downtown parking garage, and in November 2015 another renowned artist turned two crosswalks into works of art
in the Point neighborhood which received an award from the Massachusetts Chapter of the American Planning
Association. In addition to these activities, the City supports the annual Salem Arts Festival and hosts a Mural
Slam. The festival draws thousands of participants into downtown in early June.

Artists’ Row: Artists’ Row, five stalls originally built as a marketplace, is located across from Old Town Hall and
Derby Square. This area is at the heart of the City and continues to be an important public plaza and pedestrian
way. In the spring of 2015, the City initiated the Creative Entrepreneur Program to utilize the four stalls as
maker/gallery space from May to October.

In 2015, the City of Salem hired the Cecil Group to provide recommendations for the enhancement of Artists’
Row. Using the recommendations of the study, in spring of 2017, the Public Art Planner worked with a group of
graphic design students from Lesley University to re-brand Artists’ Row. The project was approved by the Salem
Redevelopment Authority and completed in the fall of 2017.

City Hall Handicapped Access: Utilizing American Recovery and Reinvestment Act funding, the City was able to
move forward with significant handicap accessibility improvements at City Hall. These improvements include a
new elevator addition with entrance lobby and restroom upgrades. The elevator was open for use in 2010.

Redevelopment of 5 Broad Street: In March 2010, a reuse feasibility study was completed for a city-owned
building located at 5 Broad Street. The building, which currently houses the City’s Council on Aging, was
declared as surplus property by the City Council. The City hired consultants to examine the redevelopment
potential for this property in preparation for its future sale. Proceeds from the sale of this building will be used to
off-set the cost of a new senior center. An RFP was issued in the summer of 2018, and the SRA made a
developer recommendation to the City Council in April 2019. Closing will occur after permitting is completed.
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Salem Main Streets Program: In July 2007, the City, in collaboration with the Salem Chamber of Commerce and
the Salem Partnership, revived the Salem Main Streets program. The program works to support the revitalization
of downtown Salem as a vibrant year-round retail, dining and cultural destination through business recruitment,
retention, and the promotion of downtown Salem. The program has continued to support business recruitment
and retention while adding an annual downtown arts festival and a weekly farmers market.

Salem Affordable Housing Trust Fund: The City adopted an ordinance to create a municipal housing trust fund in
October 2006. Through negotiations with a developer, the Trust Fund received $50,000 and additional funds are
expected from negotiated contributions from other large development projects. The Trust held its first meeting in
March 2007 and has developed a set of goals and strategies to increase affordable housing opportunities in
Salem. In 2009, the Trust provided $25,000 to HAWC toward construction of a shelter for abused parents and
children. The remainder of the funds was provided to the St. Joseph’s redevelopment project for assistance with
designated units of affordable housing.

Destination Salem: Salem continues to market Salem as a premier, year-round travel destination. The City
continues its funding commitment to destination Salem through its annual allocation of hotel/motel tax revenue.

Planning
The City’s investments are guided and informed by planning studies including the following:

Bicycle Master Plan: The City’s Bicycle Master Plan was completed in October 2018 and provides guidance for
future bicycle infrastructure investment.

Imagine Salem: The first phase of this citywide visioning project was completed in fall 2017. The plan’s vision
statement and guiding principles will inform the development of a subsequent action agenda.

Downtown Salem Historic Resource Inventory: In 2016, the City was awarded $37,100 in Massachusetts
Historical Commission Survey and Planning Grants to fund expanded staff support for the Salem Historical
Commission and to update the downtown historic resource inventory.

Salem Artists’ Row Framework Plan: Completed in late 2015, this Plan lays out a vision and action steps to
enhance this core area of the downtown. As a result of its success, improvements were made during 2018 to
extend the use from seasonal to year-round use.

Salem Housing Needs and Demand Analysis: Completed in July 2015 by the Metropolitan Area Planning Council,
this analysis identifies the need for an additional 1,900 to 2,725 units of housing by 2030.

Vision and Action Plan for the Point Neighborhood in Salem 2013 — 2020: This Plan outlines a vision to improve
the quality of life in the Point neighborhood and an action agenda that the City of Salem and community partners
will work together to implement over a seven-year period from 2013 to 2020. This Plan is a product of a year-long
grassroots, neighborhood-level visioning process.

Public Art Master Plan: In recognition of the value that public art can bring to the cultural aesthetic and economic
vitality of the community, the City completed a master plan for public art in partnership with the Peabody Essex
Museum and the Salem Partnership, funded through the National Endowment for the Arts.

Greenlawn Cemetery: The City was awarded a $4,000 Massachusetts Historical Commission Survey and
Planning Grant in March 2013 to prepare a National Register of Historic Places nomination form for the
Greenlawn Cemetery. The Cemetery received the National Registry status in 2015.
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Salem Downtown Renewal Plan: In January 2012 the Department of Housing and Community Development
approved a major plan change to the City’s urban renewal plans, creating a consolidated plan, the “Salem
Downtown Renewal Plan”, which updates goals and objective and design guidelines. This new plan will be in
effect for thirty years.

Winter Island Master Plan: The City utilized grant funds to undertake a Master Plan for the renovation and
redevelopment of Winter Island Park. The City, with its consultant The Cecil Group, conducted a six-month public
planning process and completed the final report in 2011. The City is now seeking funding to implement the plan’s
recommendations. See below for recent state grant award.

Bridge Street Neck Neighborhood Revitalization Plan: This neighborhood master plan for the Bridge Street Neck
area was completed in August 2009. The City was awarded technical assistance funds from the regional
planning agency, MAPC, to undertake implementation of one of the key recommendations of the plan, creation of
a mixed-use district.

Salem Harbor Plan Update: The update of the City’s Municipal Harbor Plan, created in 2000, was approved by
the EOEEA in 2008. The City worked with a consultant and the Salem Harbor Plan Implementation Committee to
update the plan. The Plan outlines a 10-year strategy for port development which guides the future use and
character of the Port of Salem.

Parks and Recreation

Proctor’s Ledge Memarial: In July 2017, the City completed the Proctor’'s Ledge Memorial at the site where the
hangings occurred during the Salem Witch Trials of 1692.

Mary Jane Lee Park Renovation: In June 2017, The City completed the renovation of the park that had begun
with the construction of a new splash pad in 2015. The project is supported by CPA funds as well as a $400,000
PARC grant from the Commonwealth.

McGlew Park Renovation: The Executive Office of Energy and Environmental Affairs awarded the City a
$400,000 Parkland Acquisitions and Renovations for Communities (PARC) grant to renovate McGlew Park. The
project was completed in the spring of 2018.

Lafayette Park Renovation: In 2017, the City completed plans for upgrades to Lafayette Park. The project was
completed in the spring of 2018.

Winter Island: Salem was awarded a Parks and Conservation Partnership grant in the amount of $192,404 for a
scenic multi-use trail on Winter Island bordering Cat Cove. Improvements include interpretive signage, native
plantings, installation of site amenities and improvements to the boat launch parking area.

Bertram Field: A complete renovation of Bertram Field football stadium and track was completed, including a
synthetic turf surface expansion of the track to regulation size and installation of a resilient surface. Cost of the
project is $1.9 million and was partially funded with a Massachusetts PARC grant in the amount $400,000.

Salem Common Fence: The City was awarded a $62,000 Massachusetts Historical Commission MPPF Grant in
2014 for the restoration of the Salem Common Fence, continuing the phasing of improvements to this historically
significant fence at Salem Common. In addition, the project was awarded $100,000 in local CPA funds, and an
additional $113,000 in City funding for a total project budget of $275,000. Construction on this phase of the
project was completed and additional funding secured from CPA to continue incremental improvements.
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Fort Avenue/Szetela Lane Redevelopment: This City-owned site at the intersection of Fort Avenue and Szetela
Lane consists of five parcels containing approximately 2.13 acres. A Phase Il and Phase Ill environmental
assessment were completed, and the City will be improving the site as a park.

Bicycling Accommodations: The City is proposing to undertake a demonstration project for protected bike lanes
on Lafayette Street in accordance with Vision 2020. The City and the Salem Bike Path Committee continue to be
committed to extending the Salem Bike Path to downtown Salem via an extension of the former Boston & Maine
Railroad ROW at Canal Street, behind Gardner Mattress and all the businesses on Broadway Street, and a
portion of the MBTA's active and abandoned railroad ROW. This extension has been engineered as part of the
Canal Street Roadway reconstruction project and the City is seeking to secure full funding.

Open Space & Recreation Plan Update: The City has submitted an updated Open Space and Recreation Plan to
the State for approval and was approved in 2015. The Plan established long-term goals for the preservation,
continued protection and maintenance of open space and recreational areas in the City. Completion of the Plan
makes the City eligible to apply for grants through the State PARC program. The City has been successful in the
past and has received grants for Peabody Street Park, Furlong Park, Bertram Field, Lead Mills acquisition of open
space, and Splaine Park.

Splaine Park: The City was awarded a $420,946 grant from the State through the PARC program to upgrade
Splaine Park. Improvements to the park include the construction of a stone dust bike/walking path along the park
perimeter, the enhancement of the two main entrances, the construction of play structures, the installation of a
new baseball field and irrigation system, and the rebuilding of the bleachers and dugouts. Construction is
complete.

Furlong Park: The City received a $500,000 Parkland Acquisition and Renovation for Communities (PARC) Grant
from the State Division of Conservation Services for the restoration of Furlong Park. The 5.5-acre park is located
along the North River and contains a baseball field, tennis court, playground, and basketball court. As part of the
project these features were renovated and additions to the park included construction of a car top boat launch and
stabilization of the eroded embankment that borders the North River. Environmental remediation work was
funded with a separate state grant. Park renovations are now complete.

Peabody Street Park: In July 2010, construction was completed on a new City park along Peabody Street.
Previously an abandoned lot, the City of Salem was awarded a $200,000 EPA Brownfields Cleanup Grant in May
2007 and an Urban Self Help grant in the amount of $469,110 to fund its cleanup and revitalization. The City
provided a 20% match.

High Street Playground: In Spring, 2010, the City installed a new play structure and fence in this neighborhood
playground, utilizing Community Development Block Grant funds.

Community Preservation Projects

The Community Preservation Act (CPA) was adopted by Salem voters in November 2012. It established a local
dedicated fund for the purpose of undertaking open space, historic preservation, outdoor recreation and
community housing projects. Itis financed by a voter-approved property tax surcharge along with annual
matching funds from the statewide CPA Trust Fund. It has funded over $3.5 million in community projects since
2014 throughout Salem including park and community garden improvements, historical building and statue
restorations, conservation trails, and many more important community projects.
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Workforce Statistics

According to the Massachusetts Executive Office of Labor and workforce Development, in August of 2019, the
City had a labor force of 25,238, of whom, 24,521 were employed and 717, or 2.8%, were unemployed. The
Commonwealth, at the same time, had an unemployment rate of 2.8%.

Financial Planning and Forecasting

In fiscal year 2009, the City modified its budget format to improve upon its content and layout. The goal was to
have a comprehensive budget that would allow an average person to read and comprehend the budget and
budget process of the City. It also was modeled after several budgets that were submitted and approved for the
Government Financial Officer’'s Association (GFOA) “Distinguished Budget Presentation Award”. The new model
included more narrative, including goals and objectives of each department, financial forecasts, policies and
glossary of financial terms. It required a significant amount of work for all department heads and especially the
finance division, who had to ensure all the materials were pulled together timely for submission to both the City
Council and the GFOA. As a result of our efforts, the City has been awarded the GFOA's “Distinguished Budget
Presentation Award” for fiscal years 2009 through 2019.

Included in the budget was the City’s Five-Year Financial Forecast. This is the eleventh year that such a forecast
has been completed. This forecast acts as a useful tool to the Mayor and Council to better identify “budget
busters” on the expenditure side and to also determine whether forecasted revenue growth is adequate for future
expenses. Also included in the budget was the City’s Five-Year Capital Improvement Plan (CIP) for the purpose
of planning and maintaining the City’s capital and infrastructure. The CIP includes policies on debt service and
capital improvement budgeting.

As part of the fiscal year 2020 CIP, the City has authorized over $15 million in general and enterprise fund capital
projects.

Health Insurance

The City continues to explore options to contain the rising cost of health care for City employees/retirees. In fiscal
year 2006, the City Council accepted the provisions of Massachusetts General Law (M.G.L.) chapter 32B, section
18, a Massachusetts statute requiring all Medicare-eligible retirees who are currently on self-insured plans to
move from self-insured coverage to a fully insured Medicare supplement plan. This provision saved the City
approximately $700,000 in fiscal 2007 and continues to realize savings for the City. This is a major cost saving
initiative that will insure that all retirees over the age of 65 are treated consistently, while also providing greater
control of costs associated with the City’s Healthcare Insurance.

The City has used many different approaches to keep the cost of health insurance affordable as it relates to the
overall budget of the City, including the procurement of new health care providers, modifications of existing plans,
and collective bargaining to modify the employee/employer apportionment of costs. However, the most significant
approach was enacted in FY2012 with the City Council’s adoption of the Municipal Health Care Reform Act (Act).

As part of the Act, the City was allowed to enter into the State’s Group Insurance Commission (GIC), which
resulted in significant short-term savings ($1.5 million in FY13), and long-term savings for the City. In fact, the
City was able to reduce its long-term liability, also known as “other postemployment benefits” (OPEB) by $23.5
million, from $171 million in 2010 to $147.5 million in 2019, per the City’s OPEB liability report performed by the
Segal Company, the City’s contracted actuary.

The savings to the City employees and retirees comes from lower premiums and an increase in the City’s
contribution to PPO plans from 65% to 70%. The City also has agreed to pay all administrative fees for any
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person who wishes to enroll in a flexible spending account, which allows for pre-tax payments for certain medical
costs, prescriptions, and some over the counter medications.

Pension Assessment

During fiscal year 2009, the Salem Contributory Retirement Board moved all available funds into the State’s
Public Reserve Investment Trust (PRIT) to take advantage of its higher returns and lower administrative fees.
Because of its size, the PRIT can diversify assets for maximum possible return. The Retirement Board shifted
these assets voluntarily to the PRIT after a complete analysis and a vote of the Retirement Board.

The City includes the Salem Contributory Retirement System (the System) in its financial reporting since the City
represents approximately 84% of the members of the System. The System was established to provide retirement
benefits to its members, including employees and beneficiaries of the City of Salem, the Salem-Beverly Water
Supply Board, the Salem Housing Authority, the South Essex Sewerage District, and the Essex North Shore
Agricultural and Technical High School District. Per the Pension Reserves Investment Management Board July
2019 report, the market value of the System’s assets totaled $182.5 million, with 98.5% of the funds invested in
the State’s Pension Reserve Investment Trust’'s (PRIT) Core Fund.

The Salem Contributory Retirement Board completed its most recent actuarial valuation summary for January 1,
2018. The next actuarial valuation will take place in January 2020. The study was performed by the Segal
Company and the report was delivered to the Retirement Board in September of 2018. The study reported that
the actuarial value of the system’s assets, as of January 1, 2018, had increased to $177.5 million, while the
system’s unfunded liability decreased by $10.5 million to $120.4 million. The Board maintains a funding schedule
which will fully amortize the existing unfunded liability by June 30, 2031, with amortization payments that increase
5.55% per year. The total fiscal 2020 City share of the actuarially determined contribution of 84% amounted to
$12,287,979.

Other Significant Financial Matters

The Salem Harbor Power Station is the City’s largest taxpayer. The power plant in August of 2012 changed
ownership from Dominion Energy to Footprint Power LLC.

In early 2018, Footprint began producing electricity in the new plant. Footprint has constructed a state-of-the-art
630 megawatt gas-fired plant on a portion of the site and has plans to open the remaining two-thirds of the 63 —
acre waterfront property to private and public development opportunities.

From a revenue perspective, at the end of FY2011, the City’'s tax agreement with Dominion expired. Prior to this
date, the City received a total payment from Dominion Energy in the amount of $4.75 million for FY2011, $3
million in tax dollars within the tax levy and $1.75 million designated as a “host fee” accounted for as
miscellaneous non-recurring revenues.

In FY2011, Dominion announced major operational changes shutting down two of their power generating units
due to market conditions and regulatory challenges at the state level. Due to the implementation of state
regulations impacting its operations, during the FY2012 budget process, the Massachusetts Legislature adopted a
proposal to ensure that Salem taxpayers will not be overly burdened by lost revenues from the power plant
through 2019. Chapter 68 of the Acts of 2011, Section 33 states that “...the municipality shall be entitled to
reimbursement for the difference between the amount called for.... prior to the full or partial decommissioning or
the change in operating status of the facility.” This legislation postpones the financial impact of the loss of a major
taxpayer. More importantly, it allows the City to work toward replacing the lost revenues and planning for an
appropriate reuse of the site.
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As of December 2014, the City has negotiated, and the City Council approved, an 18-year PILOT agreement with
Footprint Power LLC. This agreement will utilize the “hold harmless agreement” of $4.75 million from the State
during construction through 2019, with payments increasing steadily as the plan becomes up and running. A
graduated escalation factor will result in the City receiving over $99,242,000 for the duration of the contract, or
$5.5 million a year; a 16% increase over the current tax level collected. In addition to the negotiated PILOT
agreement, the City was able to draft and finalize a community benefits agreement which will provide the City and
School District with over $4.4 million in additional funding.

Financial Policy

The City has set a goal to fund the Stabilization fund in the amount of 5% of the City’s current operating budget,
or roughly $7.5 million. As of June 30, 2019, the balance in the City’s Stabilization fund is $7.4 million. The target
date to have the Stabilization Fund fully funded is projected to occur by fiscal year 2020. The Stabilization fund
shall be funded by appropriations from free cash (available funds), operating budget appropriations when
available, and other one-time non-recurring revenues that become available for appropriation per Massachusetts
General Law.

In fiscal 2008, the City established a second Stabilization fund (Retirement Stabilization Fund) for the funding of
retirement buyouts for both City and School employees. As of June 30, 2019, the balance of this account was
$381,000. During the fiscal 2019 budget process, all department heads were asked if they anticipated any
retirements and to calculate the estimated cost of each person’s buyout for fiscal 2019. The goal of the
Retirement Stabilization Fund is to pay for any unanticipated retirements from this Fund instead of using general
fund appropriations. This will allow the departments to backfill vacancies in a timely manner without having to
request a supplemental appropriation by the Council.

In fiscal 2011, the City adopted Massachusetts General Law Chapter 32B, Section 20, establishing the “Other
Postemployment Benefits (OPEB) Liability Trust Fund” as a local option. This fund gives communities a
mechanism to reduce the unfunded actuarial liability of health care and other post-employment benefits. The City
currently has $3 million in the account. Future appropriations will be made to this fund in accordance to financial
policies of the Finance Department of the City.

Free cash is the remaining unrestricted funds from operations of the previous fiscal year including unexpended
free cash from the previous year, actual receipts in excess of revenue estimates shown on the tax rate
recapitulation sheet, and unspent amounts in budget line-items. Unpaid property taxes and certain deficits reduce
the amount that can be certified as free cash. The calculation of free cash is based on the balance sheet as of
June 30th, which is submitted by the community's auditor, accountant, or comptroller. Free cash is not available
for appropriation until certified by the Massachusetts Director of Accounts. Free cash is the term used for a
community’s funds that are available for appropriation. Once free cash is certified, it is available for appropriation
by City Council.

Free cash may be used for any lawful municipal purpose and provides communities with flexibility to fund
additional appropriations after the tax rate has been set. Free cash balances do not carry forward to the next
fiscal year (July 1st). The certification expires on June 30th at the end of the fiscal year.

The City’s policy is to use free cash for reserves, capital, and special uses in accordance with the policies set
forth by the Mayor and Finance Director. Once free cash is certified by the Director of Accounts, any drawdown
of the Stabilization Fund from the prior fiscal year shall be replenished from the certified free cash if the free cash
exceeds such drawdown. Once any drawdown of Stabilization funds are replenished, allocation of the remaining
free cash shall be as follows:
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e 20% of any free cash available after funding a prior year drawdown will also be allocated from free cash
to Stabilization Fund up to the goal of stabilization fund equaling 5% of the current operating budget of the
City.

e 20% of any free cash available after funding a prior year drawdown of Stabilization fund will also be
allocated to the Capital Improvement Fund for funding Capital and

e 5% of any free cash available after funding any drawdown will be allocated to the OPEB Liability Trust
Fund (beginning in FY2012).

Any free cash available after funding the above may be used to augment trust funds related to fringe benefits and
unfunded liabilities related to employee benefits, including Workers' Compensation Fund, Unemployment Fund,
and any health benefits payable through Police and Fire operating budgets (111f settlements). Free cash
available may also be used to augment general fund appropriations for expenses that increased due to
extraordinary and/or unforeseen events as detailed by the department head of the affected budget.

Awards and Acknowledgements

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement of Excellence in
Financial Reporting to the City of Salem for its comprehensive annual financial report (CAFR) for the fiscal year
ended June 30, 2018. In order to receive this prestigious award, a government had to publish an easily readable
and efficiently organized CAFR that satisfied both generally accepted accounting principles and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current CAFR continues to
meet the Certificate of Achievement Program’s requirements and we are submitting it to the GFOA to determine
its eligibility for another certificate.

The GFOA also awarded a Distinguished Budget Presentation Award to the City of Salem for its budget document
for the fiscal year beginning July 1, 2018. The GFOA established the Distinguished Budget Award in 1984 to
encourage and assist state and local governments to prepare budget documents of the very highest quality that
reflect both the guidelines established by the National Advisory Council on State and Local Budgeting and the
GFOA's recommended practices on budgeting and then to recognize individual governments that succeed in
achieving that goal.

Documents submitted to the Budget Awards Program are reviewed by selected members of the GFOA
professional staff and by outside reviewers with experience in public-sector budgeting.

The preparation of both the CAFR and the Distinguished Budget Presentation Award would not have been
possible without the efficient and dedicated services of the Finance Department’s staff. We would like to express
our appreciation to all the members of the departments who assisted and contributed to the preparation of this
report. Credit must also be given to the City Council and Mayor for their unfailing support for maintaining the
highest standards of professionalism in the management of the City of Salem’s finances.

Respectfully submitted,

£ / wy

Laurie A. Giardella
Finance Director
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Principal Executive Officers

FIRST
TITLE NAME TOOK OFFICE  TERM EXPIRES

Mayor Kimberley L. Driscoll 1/2/2006 12/31/2021
President, City Council Stephen G. Dibble 1/1/2019 12/31/2019
Finance Director Laurie A. Giardella 10/2/2017 1/31/2020
Treasurer Kathleen McMahon 12/27/2010 1/31/2019
Collector Bonnie Celi 3/11/2004 1/31/2021
City Clerk llene Simons 6/28/2018 6/28/2021
City Solicitor Elizabeth Rennard 1/10/2006 Indefinite

Assistant Finance Director Nina Bridgman 1/22/2004 1/31/2020
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®

Government Finance Officers Association

Certificate of

Achievement
for Excellence
in Financial
Reporting

Presented to

City of Salem
Massachusetts

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended

June 30, 2018

Chutsphe P Monitt

Executive Director/CEO
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GOVERNMENT FINANCE OFFICERS ASSOCIATION

Distinguished
Budget Presentation
Award

PRESENTED TO

City of Salem
Massachusetts

For the Fiscal Year Beginning

July 1, 2018

Chlelopgbo. P- Hornied

Executive Director

The Government Finance Officers Association of the United States and Canada (GFOA)
presented a Distinguished Budget Presentation Award to the City of Salem, Massachusetts for
the Annual Budget beginning July 1, 2018. In order to receive this award, a governmental unit
must publish a budget document that meets program criteria as a policy document, as an
operational guide, as a financial plan, and as a communication device.
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Powers & Sullivan, LLC

Certified Public Accountants

100 Quannapowitt Parkway

Independent Auditor’s Report Suite 101
Wakefield, MA 01850
To the Honorable Mayor T. 781-914-1700
and Members of the City Council F. 781-914-1701

City of Salem, Massachusetts www.powersandsullivan.com

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Salem, Massachusetts, as
of and for the year ended June 30, 2019 (except for the Salem Contributory Retirement System which is as of and
for the year ended December 31, 2018), and the related notes to the financial statements, which collectively
comprise the City’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these 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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the City of Salem, Massachusetts, as of June 30, 2019 (except for the Salem
Contributory Retirement System which is as of December 31, 2018), and the respective changes in financial
position, and, where applicable, cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.
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Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and required supplementary information, as listed in the table of contents, be presented
to supplement the basic financial statements. Such information, although not part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to be an essential part
of financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other knowledge
we obtained during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the City of Salem’s basic financial statements. The introductory, combining and individual fund statements and
statistical sections are presented for the purpose of additional analysis and are not a required part of the basic
financial statements.

The combining and individual fund statements are the responsibility of management and were derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the combining and individual fund statements are fairly
stated, in all material respects, in relation to the basic financial statements taken as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the audit of
the basic financial statements, and accordingly, we do not express an opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 28, 2020, on
our consideration of the City of Salem, Massachusetts’ internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on internal control over financial reporting
or on compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the City of Salem, Massachusetts’ internal control over financial reporting and
compliance.

January 28, 2020
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Management’s Discussion and Analysis
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Management’s Discussion and Analysis

As management of the City of Salem (the City), we offer readers of these financial statements this narrative
overview and analysis of the financial activities for the year ended June 30, 2019. We encourage readers to
consider the information presented in this report in conjunction with additional information that we have furnished
in our letter of transmittal.

The Governmental Accounting Standards Board (GASB) is the authoritative standard setting body that provides
guidance on how to prepare financial statements in conformity with generally accepted accounting principles
(GAAP). Users of these financial statements (such as investors and rating agencies) rely on the GASB to
establish consistent reporting standards for all governments in the United States. This consistent application is
the only way users (including citizens, the media, legislators and others) can assess the financial condition of one
government compared to others.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City of Salem’s basic financial
statements. The basic financial statements consist of three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.

Government-wide financial statements. The government-wide financial statements are designed to provide
readers with a broad overview of finances, in a manner similar to private-sector business.

The statement of net position presents information on all assets and liabilities, and deferred inflows/outflows of
resources, with the difference between them reported as net position. Over time, increases or decreases in net
position may serve as a useful indicator of whether the financial position is improving or deteriorating.

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

Both of the government-wide financial statements distinguish functions that are principally supported by taxes and
intergovernmental revenues (governmental activities) from other functions that are intended to recover all or a
significant portion of their costs through user fees and charges (business-type activities). The governmental
activities include general government, public safety, education, public works, community development, health and
human services, culture and recreation, community preservation and interest. The business-type activities
include the activities of water and sewer and trash disposal.

The government-wide financial statements include not only the City of Salem itself (known as the primary
government), but also a legally separate public employee retirement system for which the City is financially
accountable. Financial information for this component unit is reported separately within the fiduciary fund
statements.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. Fund accounting is used to ensure and
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