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McGladrey & Pullen

Certified Public Accountants

INDEPENDENT AUDITOR'SREPORT

To the Honorable Mayor and Members
of the City Council
City of Providence, Rhode Island

We have audited the accompanying financial statements of the governmenta activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the
City of Providence, Rhode Island as of and for the year ended June 30, 2006, which collectively
comprise the City’s basic financial statements, as listed in the table of contents. These financial
statements are the responsibility of the City’s management. Our responsibility is to express
opinions on these financial statements based on our audit. We did not audit the financia
statements of the Providence Public Building Authority (PPBA), which is both a major fund and
a blended component unit of the City, which represents 11%, 1%, and 13%, respectively, of the
assets, net assets and revenues of the business-type activities. Those financial statements were
audited by other auditors whose report thereon has been furnished to us, and our opinion on the
Fund financial statements, insofar asit relates to amounts included for the PPBA, and the related
effects on the business-type activities, is based on the report of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in "Government
Auditing Standards" issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basi's, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financia statement presentation. We believe that
our audit provides areasonable basis for our opinions.

In our opinion, based on our audit and the report of other auditors, 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 mgor fund, and the aggregate
remaining fund information of the City of Providence, Rhode Island as of June 30, 2006, and the
respective changes in financial position and, where applicable, cash flows thereof, for the year
then ended in conformity with accounting principles generally accepted in the United States of
America.

McGladrey & Pullen, LLP is a member firm of RSM International,
an affiliation of separate and independent legal entities.



The management discussion and analysis, the budgetary comparison information and pension
information on pages 3 through 12, pages 61 through 65, 67 and 69 are not a required part of the
basic financial statements, but is supplementary information required by accounting principles
generally accepted in the United States of America. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

In accordance with “Government Auditing Standards,” we have also issued our report dated
November 3, 2006 on our consideration of the City of Providence, Rhode Island’'s internal
control over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and
the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with “Government Auditing Standards’ and should be considered in assessing the results of our
audit.

Our audit was conducted for the purpose of forming opinions on the financia statements that
collectively comprise the City’s basic financial statements. The combining and nonmgjor fund
statements, other schedules and capital asset schedules are presented for purposes of additional
analysis and are not a required part of the basic financia statements. The combining nonmajor
fund statements, other schedules and capital asset schedules have been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, are fairly
stated in all material respectsin relation to the basic financial statements taken as awhole.

/%c%//«,é&%/ L

New Haven, Connecticut
November 3, 2006



CITY OF PROVIDENCE, RHODE ISLAND

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2006

This Management’s Discussion and Anaysis of the City of Providence, Rhode Idand’'s Basic
Financial Statements provides a narrative overview and analysis of the financial activities of the
City for the fiscal year ended June 30, 2006.

Financial Highlights
Government-Wide Highlights

Net Assets — The assets of the City’s governmental activities exceeded itsliabilities at fiscal year
ending June 30, 2006 by $33.7 million (presented as “total net assets.”) Of this amount, $11.3
million was reported as “unrestricted net assets.” The net investment in capital assets was $22.4
million. The assets of the City’s business-type activities exceed its liabilities by $182.5 million.
Of this amount, $157.5 million represented the net investment in capital assets.

Change in Net Assets — The City’s total net assets increased by $24.1 million in fiscal year 2006.
Net assets of governmental activities increased by $4.5 million, while net assets of the business-
type activities increased by $19.6 million.

Fund Highlights

Governmental Funds-Fund Balances — As of the close of fiscal year 2006, the City's
governmental funds reported a combined ending fund balance of $161.2 million, an increase of
$39.0 million over the prior year. Of the total fund balance reported, $150.2 million represents
the “unreserved fund balance” of which $23.5 million pertains to Capital Project Funds, $100.3
million is for non-major funds, $19.3 million pertains to the general fund. $7.1 million pertains
to the school grants funds.

Long-Term Debt

The City’'s total long-term debt obligations related to its government activities decreased by
$11.9 million during the current fiscal year.

The total long-term debt of the City’s proprietary activities decreased by $17.3 million during the
current fiscal year.

Overview of the Financial Statements

The discussion and analysis are intended to serve as an introduction to the City of Providence's
basic financial statements. The City’s basic financia statements include three components: 1)
government-wide financial statements, 2) fund financia statements, and 3) notes to the financial
statements. This report also contains additional supplementary information (budget schedules)
and other supplementary information (combining financial statements) in addition to the basic
financia statements themselves. These components are described bel ow:



Basic Financial Statements

The basic financia statements include two kinds of financial statements that present different
views of the City — the Government-Wide Financial Statements and the Fund Financial
Statements. These financia statements also include the Notes to the Financial Statements that
explain some of the information in the financial statements and provide more detail.

Government-Wide Financial Statements

The government-wide financial statements provide a broad view of the City’s operations in a
manner similar to a private-sector business. The statements provide both short-term and long-
term information about the City’s financia position, which assists in assessing the City’'s
economic condition at the end of the fiscal year. These are prepared using the flow of economic
resources measurement focus and the accrual basis of accounting. This basically means they
follow methods that are similar to those used by most businesses. They take into account all
revenues and expenses connected with the fiscal year even if cash involved has not been received
or paid. The government-wide financial statements include two statements:

¢ The statement of net assets presents all of the government’s assets and liabilities, with
the difference between the two reported as “net assets” Over time, increases or
decreases in the City’s net assets may serve as a useful indicator of whether the financial
position of the City isimproving or deteriorating.

¢ The statement of activities presents information showing how the government’s net
assets changed during the fiscal year. All changes in net assets are reported as soon as
the underlying event giving rise to the change occurs, regardiess of the timing of related
cash flows. Thus, revenues and expenses are reported in this statement for some items
that will not result in cash flows until future fiscal periods (such as uncollected taxes and
earned but unused vacation leave). This statement also presents a comparison between
direct expenses and program revenues for each function of the City.

Both of the above financia statements have separate sections for two different types of City
programs or activities. These two types of activities are:

¢ Governmental Activities — The activities in this section are mostly supported by
taxes and intergovernmental revenues (federal and state grants). Most services
normally associated with City government fall into this category, including the
executive, legidative and judicial, financia administration, human resources,
public safety, building inspections, public works, recreation, parks, schools, public
property, planning, other genera government, judgment and claims, retirement
costs, debt service, and other employee benefits.

¢  Business-Type Activities — These functions normally are intended to recover dl or a
significant portion of their costs through user fees and charges to external users of
goods and services. These business-type activities of the City include the
operations of the City of Providence's Water Supply Board, and Providence Public
Building Authority, as well as the last year of operations for the City of
Providence's Civic Center. The City of Providence's Civic Center was sold on



December 4, 2005 to the Rhode Island Convention Center Authority. The City
does not have any discretely presented component units.

Fund Financial Statements

A fund isagrouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The City, like other local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related legal requirements.

The fund financial statements focus on individua parts of the City government, reporting the
City’s operations in more detail than the government-wide statements. All of the funds of the
City can be divided into three categories. It is important to note that these fund categories use
different accounting approaches and should be interpreted differently. The three categories of
funds are:

*  Governmental Fund Financial Statements — Most of the basic services provided by
the City are financed through governmental funds. Governmental funds are used to
account for essentially the same functions reported as governmenta activities in the
government-wide financial statements. However, unlike the government-wide
financia statements, the governmenta fund financial statements focus on near-term
inflows and outflows of spend able resources. They also focus on the balances of
spend able resources available at the end of the fiscal year. Such information may be
useful in evaluating the government’s near-term financing requirements. This
approach is known as using the flow of current financial resources measurement
focus and the modified accrua basis of accounting. These statements provide a
detailed short-term view of the City’s finances that assists in determining whether
there will be adequate financial resources available to meet the current needs of the
City.

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

The City has four governmental funds that are considered major funds for
presentation purposes. That is, each major fund is presented in a separate column in
the governmental fund balance sheet and in the governmenta fund statement of
revenues, expenditures, and changes in fund balances. The City’s four mgor
governmental funds are — the General Fund, the School Fund, the School Grants
Fund and the Capital Projects Fund. All nonmajor governmental funds are presented
in asingle column. The basic governmental funds financial statements can be found
immediately following the government-wide statements.
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*  Proprietary Fund Financial Statements — These funds are used to show activities
that operate more like those of commercial enterprises. Because these funds charge
fees for services provided to outside customers, including local governments, they
are known as enterprise funds. Proprietary funds provide the same type of
information as the government-wide financia statements, only in more detail. Like
the government-wide financia statements, proprietary fund financia statements use
the accrual basis of accounting. There is no reconciliation needed between the
government-wide financial statements for business-type activities and the proprietary
fund financia statements. The City has two major enterprise funds; the Water
Supply Board and the Providence Public Building Authority. The nonmajor
enterprise fund consists entirely of the Providence Civic Center Authority.

One Internal Service fund is maintained to account for the self-insured heath claims
and potentia legal claims of the City.

The basic proprietary funds financial statements can be found immediately following
the governmental fund financial statements.

* Fiduciary Fund Financial Statements — These funds are used to account for
resources held for the benefit of parties outside the city government. Fiduciary funds
are not reflected in the government-wide financial statements because the resources
of these funds are not available to support the City’s own programs. The accounting
used for fiduciary funds is much like that used for proprietary funds. They use the
accrual basis of accounting.

The City’s fiduciary funds are the Employee Retirement Fund, the Private Purpose
Trusts and the Agency Funds.

The fiduciary financial statements can be found immediately following the
proprietary fund financial statements.

Notes to the Financial Statements

The notes provide additional information that is essentia to a full understanding of the data
provided in the government-wide and the fund financia statements. The notes to the financia
statements can be found immediately following the fiduciary fund financial statements.

Required Supplementary I nformation

The basic financia statements are followed by a section of required supplementary information.
This section includes budgetary comparison schedules for the genera and school funds - the only
governmental funds for which legal budgets are adopted annually. In the 2006 fiscal year, there
were no significant modifications to the budgets for both funds as originally adopted.



Other Supplementary I nformation
Combining Financial Statements and Schedules

Combining financia statements are presented for nonmgjor governmental funds and combining
schedules are presented by individual grant within the school department. These are presented
following the required supplementary information. The total columns of these combining
financia statements and schedules are presented in the applicable fund financia statement.

Government-Wide Financial Analysis
Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. The City’s combined net assets (government and business-type activities) totaled
$216.2 million at the end of 2006, compared to $192.1 million at the end of the previous year.

The largest portion of the City’s net assets, $179.9 million, reflect itsinvestment in capital assets
such as land, buildings, equipment, and infrastructure (road, bridges, and other immovable
assets), less any related debt used to acquire that asset that is still out standing. The City uses
these capital assets to provide services to citizens; consequentialy, these assets are not available
for future spending. Although the City’ s investment in its capital assetsis reported net of related
debt, it should be noted that the resources needed to repay this debt must be provided from other
sources, since the capital assets themselves cannot be used to liquidate these liabilities.

The City of Providence’'s Net Assets— Primary Gover nment
(In Thousands)

June 30, 2006 June 30, 2005
Primary Government Primary Government
Governmental Business-type Governmental Business-type
Activities Activities Total Activities Activities Total
Current and other assets $ 306,013 § 52,810 § 358,823 $ 272,127  $ 50,826 §$ 322,953
Capital assets 448,428 176,465 624,893 461,657 172,223 633,880
Total Assets 754,441 229,275 983,716 733,784 223,049 956,833
Current liabilities 100,460 27,864 128,324 146,594 40,275 186,869
Long-term liabilities 620,261 18,958 639,219 557,968 19,925 577,893
Total Liabilities 720,721 46,822 767,543 704,562 60,200 764,762
Net assets:
Invested in capital assets,
net of related debt 22,435 157,507 179,942 34,042 147,543 181,585
Restricted - 17,515 17,515 - 16,193 16,193
Unrestricted 11,285 7,431 18,716 (4,820) (888) (5,708)
Total Net Assets $ 33720 § 182,453 § 216,173 $ 29222 § 162,848 §$ 192,070




Restricted net assets of $17.5 million primarily represent water restricted funds that are subject to
externa restrictions on how they may be used. Internally imposed designations of resources are
not presented as restricted net assets.

Changesin Net Assets

The City's net assets increased by $4.5 million. Approximately 40.9% of the City's tota
governmental revenue came from taxes and paymentsin lieu of taxes, while 49.7% resulted from
grants and contributions (including federal aid). Charges for various goods and services
provided 7.2% of the total revenues, while other revenue accounted for 1.1% of the total,
Investment and rental income provided 1.1% of the total. The City’s expenses cover a range of
services. The largest expenses were for schools, public safety, retirement costs, and employee
benefits. In 2006, governmental activity revenues exceeded expenses by $4.5 million. The
increase in net assets primarily relates to the sale of the Civic Center. The largest increase in
expenses was for education expense, which was offset by atax revenue increase. Revenues from
business-type activities in 2006 exceeded expenses by $8.2 million.



The City of Providence s Changesin Net Assets— Primary Gover nment

(In Thousands)

Year Ended June 30, 2006

Year Ended June 30, 2005

Primary Government

Primary Government

Governmental Business-type Governmental Business-type
Activities Activities Total Activities Activities Total
Revenues:
Program Revenues:
Chargesfor Services $ 50,390 $ 62,081 § 112,471 $ 52117  § 62,585 114,702
Operating Grants and Contributions 285,179 - 285,179 272,003 - 272,003
Capital Grants and Contributions 15,199 1,309 16,508 13,115 1,464 14,579
General Revenues:
Property Taxes 287,508 - 287,508 275,869 275,869
Grants not restricted to specific
programs 49,546 - 49,546 45,781 - 45,781
Miscellaneous 7,407 9,204 16,611 782 245 1,027
Unrestricted investment earnings 8,033 2,227 10,260 4,465 1,670 6,135
Total Revenues 703,262 74,821 778,083 664,132 65,964 730,096
Expenses:
Executive,legidative and judicial 15,552 - 15,552 15,514 15,514
Finance 32,655 - 32,655 38,517 38,517
Public Safety 170,273 - 170,273 152,354 152,354
Building inspection 5,455 - 5,455 4,578 4578
Public works 30,275 - 30,275 28,223 28,223
Recreation 3,933 - 3,933 3,341 3,341
Public lands and parks 23,992 - 23,992 22,484 22,484
Education 373,591 - 373,591 361,220 361,220
Community development 21,175 - 21,175 16,758 16,758
Interest on long-term debt 21,863 - 21,863 26,134 - 26,134
Economic development - 9,314 9,314 - 9,929 9,929
Water - 43,661 43,661 - 42421 42421
Other - 2,241 2,241 276 9,106 9,382
Total Expenses 698,764 55,216 753,980 669,399 61,456 730,855
Changein net assets 4,498 19,605 24,103 (5,267) 4,508 (759)
Net assets — beginning 29,222 162,848 192,070 34,489 158,340 192,829
Net assets - ending $ 33720 § 182453 § 216,173 $ 29222 § 162,848 192,070




Business-Type Activities

The business-type activities increased the City’s net assets by $19.6 million. This resulted
primarily from a $10.9 million increase in net assets of the Water Supply Board and an increase
in net assets of $8.8 million by the Civic Center as the fund closed. The PPBA had adecreasein
net assets of $.1 million. The sale of the Civic Center on December 4, 2005 resulted in a $9.2
million increase in net assets and the final year of operations of the Civic center resulted in $.4
million decrease in net assets.

Financial Analysisof the City’sIndividual Funds

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental Funds

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

The genera fund is the chief operating fund of the City. At the end of the current fiscal year,
unreserved fund balance of the general fund was $19.7 million. As a measure of the general
funds' liquidity, it may be useful to compare both unreserved fund balance and total fund balance
to total fund expenditures. Unreserved and total fund balance represents 4.9% of total general
fund expenditures. The City continues to move toward the goal of maintaining a minimum fund
balance of 5.0% of annual general fund budgetary expenditures.

School Grants-Fund Balance — The school grant funds account for federal and state grants
received and expended by the school system. The fiscal year 2006 school grants fund balance is
reported at $7.1 million, a $.1 million increase from fiscal year 2005. The increase relates to an
increase of Title | grantsin the current year.

School Fund — The school fund ended the year with a $0 fund balance in accordance with City
charter regulations. The expenditures were $304.4 million as compared to $293.7 million in the
prior year, a 3.5% increase. The increase relates to the normal increase in the annual education
budget.

Capital Projects Fund-Fund Balance — The capita projects fund accounts for resources to be
used for the acquisition or construction of capital assets for housing and community
improvement activities in the City, other than those financed by proprietary funds. The fisca
year 2006 capital projects fund balance is $23.5 million. The $1.4 million decrease from fiscal
year 2005 is attributable to the timing of borrowing and spending of the note proceeds.

Proprietary Funds

The City’ s proprietary funds provide the same type of information found in the government-wide
financia statements, but in more detail.

As discussed in the business-type activities above, the City’s proprietary net assets increased by
$19.6 million as a result of operations in the individual enterprise funds and the sale of the Civic
Center on December 4, 2005. The Water Supply Board showed an increase in net assets of $10.9
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million resulting from improved rate structure and cost savings. In addition, the net assets
increased due to the gain from the sale of the Civic Center of $9.2 million. The PPBA accounted
for a$.1 million decrease in net assets, which relates to a decrease in rental income in the current
year.

General Fund Budgetary Highlights

The budgetary surplus of $2.6 represents the City’s twenty-sixth consecutive budget surplus and
will increase the cumulative fund balance to $19.7 million. The City achieved higher than
budgeted collections in Taxes ($6.6 million), PILOT ($5.2 million), State Revenue ($4.4
million), Interest Income ($3.4 million), Recorder of Deeds Revenues ($2.0 million) Building
Permits ($.9 million) and Transfers From Other Funds ($3.0 million). There were also savings
from refinancing debt, debt service reserves and interest on those reserves ($2.0 million), These
positive budget variances offset shortfalls from Public Safety & Fines Revenues ($3.2 million),
asset sales ($4.7 million), and Fire Department Expenses of ($11.3 million). The arbitrations of
Local 799 Firefighters fiscal years 2002, 2003 and 2004 were settled in fiscal 2006. In addition
(%$5.8 million) in transfers out was established a set aside for future obligations and settlements.
The budget variances listed above were the major components of the $2.6 million increase to
fund balance for fiscal 2006, which increased the total fund balance to $19.7 million.

Below are the changes in undesignated fund balance since June 30, 2000 (in millions):

2000 2001 2002 2003 2004 2005 2006

Undesignated fund balance, beginning $ 56 $ 68 $ 73 $ 83 $ 102 $ 125 $ 167
Increase 12 0.5 1.0 19 2.3 4.2 2.6
Reallocation of Designated Fund Balance - - - - - 0.4
Undesignated fund balance, ending $ 68 $ 73 $ 83 $ 102 $ 125 $ 167 $ 197

Capital Asset and Debt Administration

Capital Assets (Note 5 to the Basic Financial Statements)

June 30, 2006 June 30, 2005
Primary Government Primary Government
Governmental ~ Business-type Governmental ~ Business-type
Activities Activities Total Activities Activities Total

Land $ 45709 § 10,289 § 55,998 $ 57,182 § 10,258 § 67,440
Land Improvements 6,550 18,682 25,232 6,848 18,682 25,530
Buildings and Improvements 111,569 109,179 220,748 114,104 109,325 223,429
Machinery and Equipment 12,383 3,759 16,142 10,150 7,623 17,773
Infrastructure 119,093 - 119,093 124,465 - 124,465
Leased assets 130,162 11,406 141,568 133,516 1,717 145,233
Construction in Progress 22,962 23,150 46,112 15,392 14,618 30,010
Total $ 448428 $ 176,465 § 624,893 $§ 461657 § 172,223  § 633,880

The City’s investment in capital assets for its governmental activities as of June 30, 2006
amounts to $733.1 million, net of accumulated depreciation of $284.7 million, leaving a net book
value of $448.4 million. This investment in capita assets includes land, buildings,
improvements, equipment, infrastructure and construction in progress. Infrastructure assets are
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items that are normally immovable and of value only to the City, such as roads, bridges, streets
and sidewalks, drainage systems, lighting systems, and similar items.

June 30, 2006 June 30, 2005
Primary Government Primary Government
Governmental ~ Business-type Governmental ~ Business-type
Activities Activities Total Activities Activities Total

General obligation bonds $ 119,215  § -5 119215 $ 127,250 § - % 127,250
Revenue bonds 66,500 14,708 81,208 67,315 18,567 85,882
Tax increment obligations 28,285 - 28,285 27,675 - 27,675
Capital |eases payable 59,994 3,865 63,859 50,987 5,009 55,996
Notes payable 4,215 385 4,600 4,974 1,104 6,078
PPBA Debt - 258,639 258,639 - 269,663 269,663
Total $ 278209 § 277597 § 555,806 $ 278201 § 294343 § 572544

The authority of the City to incur debt is governed by federal and state laws, which restrict the
amounts and purposes for which a municipality can incur debt.

Genera obligation bonds are backed by the full faith and credit of the City, including the City’s
power to levy additiona taxes to ensure repayment of the debt. Accordingly, all genera
obligation debt currently outstanding was approved by avote of the City Council.

The City’ s total outstanding notes and bonds decreased by $16.7 million during the current fiscal
year.

The 2004 State legidative session authorized the City to issue variable rate debt and to
participate in interest rate swaps. The City is developing policies that will set guidelines and
procedures and define permitted instruments. It will set participant requirements and limitations
on exposure, as well as ongoing management and reporting requirements. As of the date of this
report, the City has not issued variable rate debt or participated in interest rate swaps.

The City of Providence maintains the following ratings from Wall Street’s credit agencies for
general obligation debt: an Aa3 rating from Moody’s Investors Service, and an AA rating from
Standard and Poor and Fitch.

Additional information on the City’s long-term debt obligations can be found in Notes 7 and 8 to
the Financial Statements.

Request for Information

This financial report is designed to provide a general overview of the City of Providence's
finances for all of the City of Providence's citizens, taxpayers, customers, and investors and
creditors. This financia report seeks to demonstrate the City’s accountability for the money it
receives. Questions concerning any of the information provided in this report or requests for
additional information should be addressed to: City of Providence, Finance Department,
Providence City Hall, Room 304, Providence, Rl 02903.
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CITY OF PROVIDENCE, RHODE ISLAND

STATEMENT OF NET ASSETS
June 30, 2006 (in thousands)

Assets
Cash and investments
Restricted cash and investments
Taxes receivable (net of allowance)
Intergovernmental receivable
Loan receivable (net of allowance)
Charges for service receivable (net of allowance)
Internal balances
Other assets
Deferred charges
Restricted receivables
Capital assets, nondepreciable
Capital assets, depreciable, net

Total assets

Liabilities
Warrants and accounts payable
Payable to retirement plan
Due to other governments
Accrued liabilities
Unearned revenue
Amounts payable with current restricted assets
Noncurrent liabilities:
Due within one year
Due in more than one year
Total liabilities

Net Assets
Investment in capital assets, net of related debt
Restricted
Unrestricted
Total net assets

Primary Government

Governmental Business-Type
Activities Activities Totals*

$ 214,026 $ 29477 % 243,503
- 19,555 19,555
25,520 - 25,520
35,086 - 35,086
10,885 - 10,885
5,500 11,008 16,508

8,539 (8,539) -
1,630 403 2,033
4,827 - 4,827
- 906 906
68,671 52,121 120,792
379,757 124,344 504,101
754,441 229,275 983,716
26,063 19,945 46,008
49,434 - 49,434
466 - 466
23,798 3,015 26,813
699 1,639 2,338
- 3,265 3,265
54,638 4,129 58,767
565,623 14,829 580,452
720,721 46,822 767,543
22,435 157,507 179,942
- 17,515 17,515
11,285 7,431 18,716
$ 33,720  $ 182453 $ 216,173

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

* After internal receivables and payables have been eliminated.
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CITY OF PROVIDENCE, RHODE ISLAND

STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2006 (in thousands)

Functions/Programs

Primary gover nment:

Governmental activities:
Executive, legidative, and judicia
Finance
Public Safety
Building inspection
Public Works
Recreation
Public land and parks
Education
Community devel opment
Interest on long-term debt

Total governmental activities

Business-type activities:
PPBA
Water Supply Board
Civic Center
Total business-type activities

Total primary government

Program Revenues

Net (Expense) Revenue and Changesin Net Assets

Primary Government

Operating Capital
Charges for Grants and Grants and Governmental Business-type
Expenses Services Contributions Contributions Activities Activities Tota
$ (15,552) $ 234 % 142 $ - $ (15,176) $ - (15,176)
(32,655) 24,526 683 - (7,446) - (7,446)
(170,273) 16,336 3,039 - (150,898) - (150,898)
(5,455) 4,817 - - (638) - (638)
(30,275) 244 3,171 - (26,860) - (26,860)
(3,933) 90 599 (3,244) - (3,244)
(23,992) 1,216 - - (22,776) - (22,776)
(373,591) 2,802 252,043 15,199 (103,547) - (103,547)
(21,175) 125 25,502 - 4,452 - 4,452
(21,863) - - - (21,863) - (21,863)
(698,764) 50,390 285,179 15,199 (347,996) - (347,996)
(9,314) 7,825 - - - (1,489) (1,489)
(43,661) 52,432 - 1,309 - 10,080 10,080
(2,241) 1,824 - - - (417) (417)
(55,216) 62,081 - 1,309 - 8,174 8,174
$ (753,980) $ 112471 $ 285179 % 16,508 (347,996) 8,174 (339,822)
General revenues:
Taxes:
Property taxes 260,629 - 260,629
Paymentsin lieu of taxes 26,879 - 26,879
Grants and contributions not restricted to specific programs 49,546 - 49,546
Investment income 8,033 2,227 10,260
Gain on disposal of capital assets 3,563 - 3,563
Miscellaneous 696 - 696
Specia items:

Gain on sale of capital assets 3,148 9,204 12,352
Total general revenues 352,494 11,431 363,925
Changein net assets 4,498 19,605 24,103

Net assets - beginning 29,222 162,848 192,070
Net assets - ending $ 33720 % 182,453 216,173

The notes to the financial statements are an integral part of this statement
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CITY OF PROVIDENCE, RHODE ISLAND

BALANCE SHEET - GOVERNMENTAL FUNDS
June 30, 2006 (in thousands)

Major Funds Other
School Nonmajor Total
General School Grants Capital Governmental Governmental
Fund Fund Fund Projects Funds Funds
Assets
Cash and investments $ 69,418 $ 124 $ 16,064 $ 23887 $ 98,339 $ 207,832
Receivables, net:
Taxes 25,520 - - - - 25,520
Loans - - - - 10,885 10,885
Intergovernmental 24,374 157 10,555 - - 35,086
Other 238 2,298 12 47 2,905 5,500
Due from other funds 3,042 36,712 - 8 8,608 48,370
Other assets 1,400 - - - 230 1,630
Total assets $ 123992 $ 39291 % 26631 $ 23942 % 120,967 $ 334,823
Liabilities
Warrants and accounts payable $ 6109 $ 14661 $ 2430 $ 367 $ 2,496 $ 26,063
Accrued ligbilities 4,103 7,863 5 - 59 12,030
Unearned revenues - - 653 - 46 699
Deferred revenue 21,349 - - - 2,838 24,187
Dueto other funds 72,491 16,767 16,251 34 4,661 110,204
Dueto other governments 256 - 171 - 39 466
Total liabilities 104,308 39,291 19,510 401 10,139 173,649
Fund balances
Reserved for:
Loans - - - - 10,885 10,885
Unreserved:
Designated for future uses 433 - - - 11,146 11,579
Undesignated:
General Fund 19,251 - - - - 19,251
School grants - - 7,121 - - 7,121
Capital projects - - - 23,541 - 23,541
Special Revenue - - - - 88,797 88,797
Total fund balances 19,684 - 7,121 23,541 110,828 161,174
Total liabilitiesand fund
balances $ 123992 $ 39291 % 26631 $ 23942 % 120,967

Amounts reported for governmental activities in the statement of
net assets are different because:
Capital assets used in governmental activities are not financial resources

and therefore, are not reported in the funds. 448,428
Net pension obligations (120,526)
Deferred charges 4,827
Long-term liabilities, including bonds payable, are not due and payable

in the current period and therefore are not reported in the funds. (470,627)

Internal service funds are used by management to charge the costs of
self-insurance and legal claimsto individual funds. The assets and liabilities
of theinternal service fund are included in governmental activities

in the statement of net assets. 4,765
Unspent PPBA bond proceeds 5,679
Net assets of governmental activities $ 33,720

The notesto the financial statements are an integral part of this statement.
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CITY OF PROVIDENCE, RHODE ISLAND

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS
For the Year Ended June 30, 2006 (in thousands)

REVENUES
Taxes
Departmental revenue

Federal and state grants and reimbursements

Investment and rental income
Fines and forfeitures
Other

Total revenues

EXPENDITURES
Current:
Executive, legidative, and judicial
Finance
Public safety
Building inspection
Public works
Recreation
Public lands and parks
Education
Community development
Noncurrent:
Capital outlays
Debt Service
Total expenditures

Excess (deficiency) of revenues
over expenditures

OTHER FINANCING SOURCES (USES)
Capital leases issued
Capital notesissued
Payment to refunding bonds escrow agent
Premium on bond issued
Proceeds from sale of real estate
Transfersin
Transfers out
Proceeds on refunding bonds issued
Total other financing
sour ces (Uses)

SPECIAL ITEMS
Proceeds from sale (Note 17)

Excess (deficiency) of revenues
over expendituresand other
financing sour ces (uses)

FUND BALANCES, beginning

FUND BALANCES, ending

Major Funds Other

School Nonmajor Total
Genera School Grants Capitd Governmental  Governmental
Fund Fund Fund Projects Funds Funds
$ 285966 $ - $ - $ - $ - $ 285,966
16,958 1,547 - 21 15,351 33,877
72,133 190,400 61,642 964 20,488 345,627
10,124 53 - 842 10,286 21,305
5,486 - - - - 5,486
- - 1,254 - 3,013 4,267
390,667 192,000 62,896 1,827 49,138 696,528
11,868 - - - 1,127 12,995
124,458 - - 92 264 124,814
95,231 - - 2,903 10,012 108,146
2,600 - - - - 2,600
13,919 - - - - 13,919
2,076 - - - 863 2,939
12,873 - - 1,016 2,322 16,211
- 304,432 61,493 985 - 366,910

- - - 88 21,057 21,145

- - - 6,279 - 6,279
20,964 - - 727 2,437 24,128
283,989 304,432 61,493 12,090 38,082 700,086
106,678 (112,432) 1,403 (10,263) 11,056 (3,558)
- - - 9,145 - 9,145

- - - - 9,081 9,081
(28,244) - - - - (28,244)
778 - - - - 778

- - - - 6,440 6,440
13,995 112,432 1,393 - 10,333 138,153
(119,305) - (2,393) (271) (16,301) (138,270)
28,675 - - - - 28,675
(104,101) 112,432 (1,000) 8,874 9,553 25,758
- - - - 16,805 16,805
2,577 - 403 (1,389) 37,414 39,005
17,107 - 6,718 24,930 73,414 122,169
$ 19684 % - $ 7121 $ 23541 $ 110,828 $ 161,174

The notes to the financial statements are an integral part of this statement.
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CITY OF PROVIDENCE, RHODE ISLAND

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGESIN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2006 (in thousands)

Amounts reported for governmental activities in the statement of activities are different because:

Net change in fund balances — total governmental funds $ 39,005

Amounts reported for governmental activities in the statement of activities
are different because:

Governmental funds report capitd outlays as expenditures. In the
statement of activities, the cost of those assets is allocated over their
estimated useful lives as depreciation expense. This is the amount
by which depreciation exceeded capital outlays in the current period. (312

The net effect of various sale transactions involving capital assets is to
decrease net assets. In the Statement of Activities, only the gain on
the sale of capital assetsis reported. However, in the governmental
funds, the proceeds from the sale increase financial resources. Thus,
the change in net assets differs from the change in fund balance by
the cost of the capital assets sold. (12,917)

Net expense of certain activities of internal service funds is reported
with governmental activities. (3,482

Revenues recognized in the statement of activities that do not provide
current financial resources are not reported as revenues in the funds. (21,755)

The issuance of long-term debt (e.g., bonds, leases) provides current
financial resources to governmental funds, while the repayment of
the principal of long-term debt consumes the current financial
resources of governmental funds. Neither transaction, however, has
any effect on net assets. Also, governmental funds report the effect
of issuance costs, premiums, discounts, and similar items when debt
is first issued, whereas these amounts are deferred and amortized in
the statement of activities. This amount is the net effect of these
differencesin the treatment of long-term debt and related items. 9,239

Some expenses reported in the statement of activities do not require the
use of current financial resources and therefore are not reported as
expenditures in the governmental funds. (5,280)

Changein net assets of governmental activities $ 4,498

The notesto the financial statements are an integral part of this statement.
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CITY OF PROVIDENCE, RHODE ISLAND

STATEMENT OF NET ASSETS- PROPRIETARY FUNDS
June 30, 2006 (in thousands)

Governmental
Business-Type Activities - Enterprise Funds Activities
Water Supply Nonmajor Internal
ASSETS Board PPBA Civic Center Totals Service Fund
Current assets:
Cash and investments $ 4200 $ 25,277 $ 29,477 6,194
Restricted cash and investments 19,555 - 19,555 -
Receivables, net 11,008 - 11,008 -
Restricted receivables 906 - 906 -
Rentals receivable - 239,639 239,639 -
Due from other funds 41 - 41 15,458
Inventories 403 - 403 -
Total current assets 36,113 264,916 301,029 21,652
Noncurrent assets:
Capital assets:
Land 10,289 - 10,289 -
Buildings and improvements 59,010 - 59,010 -
Improvements other than buildings 163,976 - 163,976 -
Machinery and equipment 24,150 - 24,150 -
Construction in progress 23,150 - 23,150 -
280,575 - 280,575 -
Less accumulated depreciation 104,110 - 104,110 -
Net capital assets 176,465 - 176,465 -
Total assets 212,578 264,916 477,494 21,652
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities 5,373 2,420 7,793 9,460
Claims payable - - - 7,229
Unearned revenue 1,639 - 1,639 -
Dueto other funds 2,901 - 2,901 198
Other - 1,846 1,846 -
Amounts payable from restricted assets 3,265 - 3,265 -
Line of credit 385 - 385 -
Current portion of long-term debt and
capital leases 3,744 11,823 15,567 -
Total current liabilities 17,307 16,089 33,396 16,887
Noncurrent liabilities:
Revenue bonds 11,879 246,816 258,695 -
Capital leases 2,950 - 2,950 -
Total noncurrent liabilities 14,829 246,816 261,645 -
Total liabilities 32,136 262,905 295,041 16,887
NET ASSETS
Invested in capital assets, net of related debt 157,507 - 157,507 -
Restricted 16,746 769 17,515 -
Unrestricted 6,189 1,242 7,431 4,765
Total net assets $ 180442 % 2011 $ 182,453 4,765

The notes to the financial statements are an integral part of this statement.
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CITY OF PROVIDENCE, RHODE ISLAND

STATEMENT OF REVENUES, EXPENSES AND CHANGESIN

NET ASSETS- PROPRIETARY FUNDS
For the Year Ended June 30, 2006 (in thousands)

OPERATING REVENUES
Charges for sales and services
Lease receipts
Other

Total operating revenues

OPERATING EXPENSES
Cost of sales and services
Health claims
Administration
Depreciation
Total operating expenses

Operating income (l0ss)

NONOPERATING REVENUES
(EXPENSES):
Investment income
Interest expense
Total nonoperating expenses

Net income (loss) before
contributions and transfers

Capita contributions
Transfersin
Specid items:

Gain on sale of capital assets

Changein net assets

FUND NET ASSETS, beginning

FUND NET ASSETS, ending

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

Governmental
Business-Type Activities - Enterprise Funds Activities
Water Supply Nonmajor Internal
Board PPBA Civic Center Totals Service Fund
$ 52432 3 - $ 1824 $ 54,256 $ 81,806
- 7,825 - 7,825 -
- - - - 283
52,432 7,825 1,824 62,081 82,089
21,449 264 2,114 23,827 -
- - - - 85,688
11,106 359 - 11,465 -
9,891 - 127 10,018 -
42,446 623 2,241 45,310 85,688
9,986 7,202 (417) 16,771 (3,599)
864 1,363 - 2,227 -
(1,215) (8,691) - (9,906) -
(351) (7,328) - (7,679) -
9,635 (126) (417) 9,092 (3,599)
1,309 - - 1,309 -
- - - - 117
1,309 - - 1,309 117
. - 9,204 9,204 -
10,944 (126) 8,787 19,605 (3,482)
169,498 2,137 (8,787) 162,848 8,247
$ 180442 $ 2011 $ - $ 182,453 $ 4,765
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CITY OF PROVIDENCE, RHODE ISLAND

STATEMENT OF CASH FLOWS- PROPRIETARY FUNDS
For the Year Ended June 30, 2006 (in thousands)

Governmental
Business-Type Activities - Enterprise Funds Activities
Water Supply Nonmajor Internal
Board PPBA Civic Center Totals Service Fund
Cash Flows From Operating Activities
Cash received from customers and other $ 54914 $ 19,159 $ 4212 % 78,285 $ 82,527
Cash paid to vendors (12,963) (576) (5,297) (18,836) (76,450)
Cash paid to employees (16,622) (46) - (16,668)
Net cash provided by (used in)
operating activities 25,329 18,537 (1,085) 42,781 6,077
Cash Flows From Noncapital Financing
Activities
Custodial assets - (54) - (54 -
Due to other funds 2,297 - (9,425) (7,128) -
Transfersin - - - - 117
Net cash (used in) provided by
noncapital financing activities 2,297 (54) (9,425) (7,182) 117
Cash Flows From Capital and Related
Financing Activities
Acquisition of capital assets (16,798) (10,226) - (27,024) -
Interest paid on debt (1,215) (8,713) - (9,928) -
Proceeds from sale of capital assets - - 11,695 11,695 -
Repayment of long-term debt and capital leases (3,849) (11,055) (1,107) (16,011) -
Repayment of line of credit (330) - (389) (719) -
Capital grants 1,309 - - 1,309 -
Net cash provided by (used in)
capital and related financing
activities (20,883) (29,994) 10,199 (40,678) -
Cash Flows From Investing Activities
Purchase of investment securities (144) (205) - (349) -
Investment income 864 1,314 - 2,178 -
Net cash provided by
investing activites 720 1,109 - 1,829 -
Net increase (decrease) in
cash and cash equivalents 7,463 (10,402) (312) (3,250) 6,194
Cash and Cash Equivalents
Beginning 14,816 17,289 311 32,416 -
Ending $ 22279 % 6,887 $ - $ 29,166 $ 6,194
Investments, end of year $ 1476 $ 18390 $ - $ 19,866 $ -
Cash and investment on the statement of
net assets $ 23755 % 25277 % - $ 49,032 $ 6,194
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CITY OF PROVIDENCE, RHODE ISLAND

STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS, Continued

For the Year Ended June 30, 2006 (in thousands)

Reconciliation of Operating | ncome (L 0ss) to
Net Cash Provided by (Used in) Operating
Activities
Operating income (10ss)
Adjustments to reconcile operating income
to net cash provided by (used in)
operating activities:
Depreciation
Changesin assets and liabilities:
Receivables
Inventories
Other assets
Due from other funds
Accounts payable and accrued expenses
Unearned revenue
Net cash provided by (used in)
operating activities

Non-Cash Capital and Related
Financing Activities

Debt transferred to General Fund

Disposal of capital assets

Governmental
Business-Type Activities - Enterprise Funds Activities
Water Supply Nonmajor Internal
Board PPBA Civic Center Totas Service Fund
9986 $ 7202 % 417) $ 16,771 $ (3,599)
9,801 - 127 10,018 -
2,482 11,335 650 14,467 438
755 - - 755 -
77 - 1,738 1,815 -
- - - - 7,436
2,055 - (3,183) (1,128) 1,802
83 - - 83 -
25329 $ 18537 $ (1,085) $ 42,781 $ 6,077
- $ - $ 1,060 $ 1,060 $ -
- $ - $ 2491 3 2,491 $ -

The notes to the financial statements are an integral part of this statement.
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CITY OF PROVIDENCE, RHODE ISLAND

STATEMENT OF FIDUCIARY NET ASSETS- FIDUCIARY FUNDS
June 30, 2006 (in thousands)

Private
Employee Purpose
Retirement Trust Fund Agency
Plan Funds Fund
ASSETS
Investments, at fair value:
U.S. Government securities $ 3879 $ - -
Corporate and foreign bonds 15,374 - -
Corporate equity securities 250,856 - -
Mutual funds 12,626 960 -
Total investme