CITY OF MONTEREY

Management’s Discussion and Analysis
June 30, 2003

This year the City of Monterey began issuing its financial statements in the format prescribed by the
provisions of Government Accounting Standards Board Statement 34 (GASB 34), which requires the City to
provide this overview of its financial activities for the fiscal year ended June 30, 2003.

As management of the City of Monterey, we offer readers of the City of Monterey’s financial statements
this narrative overview and analysis of the financial activities of the City of Monterey for the fiscal year
ended June 30, 2003. We encourage readers to consider the information presented here in conjunction with
additional information that we have furnished in our letter of transmittal, which can be found at the
beginning of the introductory section, immediately following the table of contents.

Professional standards require the inclusion of certain comparative information in the Management's
Discussion and Analysis (MD&A). However, in the year of implementation, certain omissions are allowed.
Subsequent MD&As will include all required comparative information.

Financial Highlights

The City’s total net assets related to Governmental Activities were $110.5million at June 30, 2003.
Included in this amount was $83.9million in capital assets (buildings, roads, land, etc.) and amounts
legally restricted. The remaining $26.6million consisted of reserves for economic uncertainty
($6.3million), Pubic Service Center ($13.5million), capital and neighborhood improvement programs
($6million), and advances to other funds.

The Business Type Activities total net assets was $21.7million. After accounting for the amount
invested in Capital Assets, the remaining $10.8million categorized as unrestricted is used to support the
City’s Parking, Marina, Presidio and other business type operations.

Revenues from Business Type Activities exceeded expenses by $1.7million. This consisted largely of
the Parking Fund, whose net revenues, before investments and transfers, was $1.1million.

From the City’s fund level statements, the Ending Fund Balance for the General Fund declined
$307,744 from the prior year to $11.9million.

Of the General Fund’s Ending Fund Balance, $1.6million was unreserved. However, for budgetary
purposes, approximately $1.5million of this ending balance has been earmarked to cover a portion of the
balance due from other funds.

At year-end, the governmental funds reported a combined ending fund balance deficit of $10million.
The cause of this deficit is due solely to a change in accounting for the Redevelopment Agency’s (RDA)
repayment agreement liability to the General Fund, which is now being reported as a current rather than
long-term liability. The implementation of GASB 34 required the City to record the outstanding balance
of its Repayment Agreement to the City of Monterey as a liability of the Debt Service Fund as well as a
component of Net Assets (Deficit). Formerly, this liability had been recorded in the General Long Term
Debt Account Group; this treatment is no longer permitted under the requirements of GASB 34. This
debt will be repaid to the City over time as tax increment revenues become available to the Agency.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to the City of Monterey’s basic
financial statements. The City of Monterey’s basic financial statements comprise three components: 1)
entity-wide financial statements, 2) fund financial statements, and 3) notes to the financial statements. This







