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MICHAEL J. BATTISTA
CERTIFIED PUBLIC ACCOUNTANT
P.O. Box 485
Northford, Connecticut 06472-0485
(203) 376-1445

Independent Auditor’s Report

Mayor Robert Chatfield
Town Council

Town of Prospect
Prospect, Connecticut

I have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of the Town of Prospect,
Connecticut as of and for the year ended June 30, 2012, which collectively comprise the
Town’s basic financial statements as listed in the table of contents. These financial statements
are the responsibility of the Town of Prospect, Connecticut’s management. My responsibility
is to express opinions on these financial statements based on my audit.

I conducted my 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 I plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and the significant estimates made by
management, as well as evaluating the overall financial statement presentation. I believe that
my audit provides a reasonable basis for my opinions.

In my opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of the Town of Prospect, Connecticut, as of June 30,
2012, and the respective changes in financial position thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America
(GAAP).

In accordance with Government Auditing Standards, 1 have also issued my report dated
December 7, 2012, on my consideration of the Town of Prospect’s internal control over
financial reporting and on my tests of its compliance with certain provisions of laws,
regulations, contracts and other grant agreements and other matters. The purpose of that report
is to describe the scope of my 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 read in conjunction with
this report in considering the results of my audit.

Accounting principles generally accepted in the United States of America require that
Management’s Discussion and Analysis and budgetary comparison information be presented to
supplement the basic financial statements. Such information, although not a 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. I 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 my inquiries, the basic financial statements,
and other knowledge I obtained during my audit of the basic financial statements. I do not
express an opinion or provide any assurance on the information because the limited procedures
do not provide me with sufficient evidence to express an opinion or provide any assurance.

My audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Town of Prospect, Connecticut’s basic financial statements. The
combining and individual nonmajor fund financial statements, Report of the Tax Collector, and
Statement of Debt Limitation are presented for purposes of additional analysis and are not a
required part of the basic financial statements. The accompanying Schedule of Expenditures of
State Financial Assistance is presented for purposes of additional analysis as required by the
State of Connecticut Single Audit Act (C.G.S. Sections 4-230 to 4-236) and is also not a
required part of the basic financial statements of the Town of Prospect, Connecticut. Such
information is the responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the
financial statements or to the financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America. In
my opinion, the information is fairly stated in all material respects in relation to the financial

statements as a whole.

Michael J. Battista
Certified Public Accountant

Northford, Connecticut
December 7, 2012



Management’s Discussion and Analysis
Introduction

This Annual Financial Report incorporates financial reporting requirements of the
Governmental Accounting Standards Board (GASB) Statement 34. GASB Statement 34
requires that we, as managers of the Town of Prospect, focus on our most important, or
“major” funds, including the general fund.

Fund statements measure and report the “operating results” of many funds by measuring cash
on hand and other assets that can easily be converted to cash. These statements show the short-
term performance of individual funds using the same measures governments use when
financing current operations. On the other hand, if we charge a fee to users for services, fund
information will continue to be based on accrual accounting. Showing budgetary compliance
has always been an important part of governmental accountability. Our financial statements
include the original budget as well as the final amended budget.

Our hope is to provide you, the reader, with an objective and readable analysis of our financial
performance for the year. Taken together, the following statements should enable you to
assess whether Prospect’s financial position has improved or deteriorated as a result of the
year’s operations. The annual report includes government-wide financial statements prepared
on the accrual basis for all of your government’s activities. Accrual accounting measures not
just current assets and current liabilities, but long-term assets and liabilities as well. It also
reports all revenues and all costs of providing services each year, not just those received or
paid in the current fiscal year (or shortly thereafter).

In summary, the government-wide financial statements will help you:

e Assess the finances of the Town of Prospect in its entirety, including the year’s
operating results;

e Determine whether our overall financial position improved or deteriorated;

e Evaluate whether our current-year revenues were sufficient to pay for current-
year services;

e See the costs of providing you the services you have requested of us;

e See how we finance the programs you have asked for — through user fees and
other program revenues - versus general tax revenues;

e Understand the extent to which your government has invested in capital assets,
including roads, bridges, water mains, schools, parks, and other infrastructure
assets;

e Make better comparisons between governments.



The Annual Financial Report includes the following information and financial statements as
defined by GASB Statement 34:

*

Management Discussion and Analysis (MD&A) — An introduction to the basic
financial statements and an analytical overview of the government’s financial activities.
The MD&A provides an objective and easily readable analysis of the Town’s financial
activities based on currently known facts, decisions, or conditions. The MD&A

Q

Q

Includes comparisons of the current year to the prior year based on government-
wide information;

Provides an analysis of our overall financial position and the results of
operations to assist you in assessing whether our financial position has
improved or deteriorated as a result of the year’s activities;

Analyzes significant changes in fund and major budget variances;

Describes capital asset and long-term debt activity during the year;

Concludes with a description of currently known facts, decisions, or conditions
that are expected to have a significant effect on our financial position or the
results of our operations.

Basic Financial Statements

Government-Wide Financial Statements are designed to provide readers with a broad
overview of the Town of Prospect’s finances, in a manner similar to private-sector
business.

The Government-Wide Financial Statements include a statement of net assets
that presents information on all of the Town of Prospect’s assets and liabilities,
with the difference between the two reported as net assets. Over time, increases
or decreases in net assets may serve as a useful indicator of whether the
financial position of Prospect is improving or deteriorating. The statement of
activities presents information showing how the government’s net assets
changed during the most recent fiscal year. All changes in net assets 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 fiscal periods (e.g., uncollected taxes and earned but unused vacation
leave). The statement of activities is prepared using the economic resources
measurement focus and the accrual basis of accounting. These statements
report all assets, liabilities, revenues, expenses, and gains and losses of the
government. Both of the government-wide financial statements distinguish
functions of the Town of Prospect 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 Town of Prospect conducts no
business-type activities. The governmental activities of the Town include
general government, public safety, public works, parks and recreation, health
and social services, education, other expenditures, and payment of interest on
long-term debt. Thus the government-wide financial statements include only
the Town of Prospect itself (known as the primary government),



* Fiduciary activities whose resources are not available to finance our
governmental programs are excluded from these statements.

Capital assets, including infrastructure, are reported along with depreciation expense in
the statement of activities. Net assets are reported as capital assets net of related debt,
restricted, and unrestricted. Permanent endowments or permanent fund principal
amounts included in restricted net assets are shown as either expendable or
nonexpendable;

Expenses are presented reduced by program revenues, resulting in a measurement of
“net (expense) revenue” for each of the government’s functions. Program expenses
include all direct expenses. General revenues such as taxes and special and
extraordinary items are reported separately, ultimately arriving at the change in net
assets for the period. Special items are significant transactions or other events that are
either unusual or infrequent and are within the control of management.

Fund Financial Statements are a grouping of related accounts that are used to maintain
control over resources that have been segregated for specific activities or objectives.
The Town of Prospect, like other state and local governments, uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements. All of the
funds of the Town can be divided into two categories: governmental funds and
fiduciary funds.

»  Governmental fund financial statements include financial data for the general
fund, special revenue funds, capital projects, debt service, and permanent funds
and are prepared using the current financial resources measurement focus and
the modified accrual basis of accounting. Govermmental funds are used to
account for essentially the same functions reported as governmental activities in
the government-wide financial statements. However, unlike the government-
wide financial statements, governmental fund financial statements focus on
near-term inflows and outflows of spendable resources, as well as on balances
of spendable resources available at the end of the fiscal year. Such information
may be useful in evaluating a government’s near-term financing requirements.
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 govermmental activities in the government-wide financial
statements with similar information presented for governmental funds in the
long-term impact of 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
governmental fund statement of revenues, expenditures, and changes in fund
balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities. The Town of Prospect
maintains four major governmental funds (general fund, library fund, land
acquisition fund, and open space fund), seven non-major special revenue funds,



and two non-major capital projects funds, all of which are governmental funds.
Information is presented separately in the governmental fund balance sheet and
in the governmental fund statement of revenues, expenditures, and changes in
fund balances for the general fund and the other three major funds. Data from
the other governmental funds are combined into a single, aggregated
presentation. Individual fund data for each of these nonmajor governmental
funds is provided in the form of combining statements elsewhere in this report.
Prospect adopts an annual appropriated budget for its general fund. A
budgetary comparison statement has been provided for the general fund to
demonstrate compliance with this budget.

»  Fiduciary fund financial statements are prepared using the economic resources
measurement focus and the accrual basis of accounting. Fiduciary funds are
used to account for resources held for the benefit of parties outside the
government. Fiduciary funds are not reflected in the government-wide financial
statement because the resources of those funds are not available to support the
Town’s own programs. The accounting used for fiduciary funds is much like
that used for proprietary funds.

Fund financial statements are presented for primary government funds. Governmental
fund statements include a balance sheet and a statement of revenues, expenditures, and
changes in fund balances. A summary reconciliation of the fund and government-wide
statements accompanies the fund financial statements.

Separate columns are shown for each major governmental fund and for consolidated
non-major governmental funds. Major funds are funds whose revenues,
expenditures/expenses, assets, or liabilities (excluding extraordinary items) are at least
10 percent of corresponding totals for all governmental funds and at least 5 percent of
the aggregate amount for all governmental funds.

Governmental fund balances are segregated into restricted, assigned, and unassigned
categories.

We present separate fiduciary fund statements used to report assets held in a trustee or
agency capacity for others and which cannot be used for our own programs. We must
show a statement of fiduciary net assets and a statement of changes in fiduciary net
assets. Fiduciary fund statements also disclose interfund loans, interfund services
provided and used, and interfund transfers.

> Notes to the Financial Statements

= Consist of notes that provide information essential to your understanding
of the data provided in the government-wide and fund financial
statements.



» Required Supplementary Information (RSI)
» Consists of MD&A and budgetary comparison schedules;

* Includes a budgetary comparison schedule for the general fund to
demonstrate whether resources were obtained and used in accordance
with the legally adopted budget;

* The Town of Prospect’s progress in funding its obligation to provide
pension benefits to its employees.

The combining statements referred to earlier in connection with non-major governmental funds
are presented immediately following the required supplementary information.

We hope the financial reporting model will serve as a comprehensive way to demonstrate our
stewardship in the long term in addition to the way we currently demonstrate our management
in the short term and through the budgetary process.

As management of the Town of Prospect, we offer readers of the Town’s financial statements
this narrative overview and analysis of our financial activities for the fiscal year ended June 30,

2012.

We encourage readers to consider the information presented here in conjunction with

additional information that we have furnished elsewhere in this report.

Financial Highlights

The assets of the Town of Prospect exceeded its liabilities at the close of the most
recent year by $16,568,652 (net assets). Of this amount, $854,378 (unrestricted net
assets) may be used to meet the government’s ongoing obligations to citizens and
creditors.

The government’s total net assets decreased by $423,083 through a combination of
decreased governmental fund balances and depreciation that exceeded the acquisition
of capital assets.

As of the close of the current fiscal year, the Town’s governmental funds reported
combining ending fund balances of $1,178,191, a decrease of $213,991 in comparison
with the prior year. Of the total fund balance, $949,312, or 80.6%, is available for
spending at the government’s discretion (unrestricted fund balance).

The unassigned fund balance for the general fund decreased $184,527 from $502,514 to
$317,987. The June 30, 2012 balance is 1.1% of total general fund expenditures of
$27,902,473.

Prospect’s total bonded debt decreased by $315,000 (16.7%) to $1,575,000 as we made
scheduled principal payments on our outstanding bonded debt.
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Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s
financial position. For the Town of Prospect, assets exceeded liabilities by $16,568,652 at the
close of the most recent fiscal year.

By far the largest portion of the Town’s net assets, $15,485,395, or 93.5%, reflects its
investment in capital assets (e.g., land, buildings, machinery, and equipment) less any related
debt used to acquire those assets that is still outstanding. Prospect uses these capital assets to
provide services to citizens; consequently, these assets are not available for future spending.
Although the Town’s investment in its capital assets is 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.

Table 1. Net Assets

Total Primary Total Primary
Government Government
2012 2011
Current and Other Assets....................... $ 2,055,651 $ 2,253,894
Capital Assets, net of depreciation ........ 17,666,394 18,231,994
Total ASSetS........ccovvevuveeereenen. 19,722,045 20,485,888
Long-Term Obligations Outstanding..... 2,154,302 2,977,637
Other Liabiliti€s ......cccvevveieeeereeeeeann 999,091 516,516
Total Liabilities ....................... 3,153,393 3,494,153
Net Assets:
Invested in Capital Assets,
net of related debt.........c...ccvvenneenne.. 15,485,395 15,621,009
Restricted......coovveeeeeieeeeeieeeeeeeee 228,879 224,225
UNrestricted ..o..vooveveveeeereeeeeeeenn 854,378 1,146,501
Total Net ASSets ........cocov....... $ 16,568,652 $ 16,991,735

Restricted net assets ($228,879) may be used for capital expenditures of the library in
accordance with the donor’s bequest.

Unrestricted net assets ($854,378) may be used to meet the government’s ongoing obligations
to citizens and creditors.

The government’s net assets decreased by $423,083 during the current fiscal year. The Town
brought in net general revenues of $21,386,928, which were exceeded by its net operating
expenditures of $21,810,011. Gross revenues amounted to $27,997,872. Gross expenses of
$28,420,955 were offset by $635,096 in charges for services, $5,752,247 in operating grants
and contributions, and $223,601 in capital grants. Of the net expenditures, $14,899,226 was
accounted for by Regional School District No. 16 assessments. Net public works expenditures
of $2,552,747, net general government outlays of $1,758,897, net public safety of $1,498,806,
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and net parks and recreation costs of $691,489 accounted for almost all of the remaining
balance. The Town’s general revenues derived from $21,068,007 in tax collections, $178,032
of unrestricted grants and contributions, and $140,889 in investment income and other general
revenues.

Governmental activities. Governmental activities accounted for the entire net asset decrease
of $423,083. Key elements of this increase are as follows:

Table 2. Changes in Net Assets

Total Primary Total Primary
Government Government
2012 2011
Revenues:
Program Revenues:
Charges for SEIVICes.......cocuvuiieiiiiirieieireeee e $ 635,096 $ 793,296
Operating Grants and Contributions............cc.ccceeeevneneccnnnn 5,752,247 5,425,989
Capital Grants and Contributions ...........ccccceevereecvnveicciennnnnns 223,601 633,757
General Revenues:

Property TaXes.......cccoovieiiiiiiiiiiiiiiiiicciiccci e 21,068,007 20,930,943
Grants and Contributions not Restricted to Specific Purpose.. 178,032 210,782
Investment Earnings ..........cccooveeiieiiinienieeeee e 11,497 18,847
Other General REVENUES.........ccovvieviiiiiieciiee e 129,392 128,871
TOtal REVENUES ..ottt $ 27,997,872 $ 28,142,485

Program Expenses:
General GOVEINMENT .......ccccvvvviiiiiee e $ 2,524,160 $ 2,478,290
PUbLic Safety......coviiiieiiiiec e 1,619,712 1,498,493
PUDIIC WOTKS ..o 2,795,702 2,564,912
Parks and Recreation ............cccoocviiiiiiiiic i 630,693 562,180
Health and Social SErvices .......ccccvviiviiuiiiiiiieeeiiee e 299,562 277,648
EdUCAtION . ....uiiiiiiiiiiieeeeeeeee e 20,218,427 19,692,982
Other EXpenditures..........cccoceviiiiniiniiiniiiiecicecccceceeees 227,449 421,764
Interest on Long-Term Debt..........cccooviiiiiiiiiiiiicicice 105,250 119,021
Total Governmental ACtIVItIES .......cuverieiiiiiieeiiiiceeecee e 28,420,955 27,615,290
Increase (Decrease) in Net ASSES.....ccveveieririeririeieicieieecieins $ (423,083) $ 527,195

Property taxes collected increased by $137,064 (0.7%) over FY 2011. Actual collections of
property tax, interest, and lien fees during FY 2012 exceeded the budgeted figure of
$21,039,785 by $70,387.

Charges for services decreased by $158,200 due to sewer use host fees of $137,500 that were
unique to FY 2011. Other expenditures decreased from $421,764 to $227,449 in FY 2012 with
the absence of the related sewer use expenditure.

Operating grants and contributions increased by $326,258 due to storm damage assistance of
$406,097 from FEMA in FY 2012 as compared to $36,177 relief recognized in F'Y 2011.

Capital grants decreased $410,156 from FY 2011. In FY 2011, we received Federal stimulus
funds for the Straitsville Road project in the amount of $184,827 and for an Energy
Conservation project in the amount of $81,602. We also received $155,502 from the
Connecticut Department of Environmental Protection to complete the Water Main project.
There were no such projects for FY 2012.
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Significant expenditure increases between FY 2011 and FY 2012 come from education,
$525,445 (2.7%), and public works, $230,790 (9.0%).

The Region 16 expenditure budget increased 1.6% from $33,010,458 to $33,531,079. There
was no increase in the State Education Cost Sharing grant. Our share of the Region’s budget,
based on the Average Daily Membership (ADM), increased from 60.101% to 60.298%.
Accordingly, our net cost increased 2.6% from $14,520,414 to $14,899,226. Further, there was
no refund of prior year unspent Region 16 budgeted expenditures in FY 2012 as compared to
$146,633 received in FY 2011.

The public works increase is due to the damage and clean up related to Hurricane Irene in
August 2011 (the fifth costliest hurricane in United States history, excluding Hurricane Sandy
a year later) and Snow Storm Alfred in October 2011. Total recognized storm expense for FY
2012 was $541,463 and was accounted for primarily in Public Works and General
Government. The expenditures were financed by a short-term loan from the Capital Projects
Open Space Fund, which was repaid upon receipt of FEMA funds in the amount of $406,097.
The net cost of the storm damage to the Town was $135,366.

Chart 1 presents the costs of each of the Town’s five largest programs as well as each
program’s net cost (total cost less revenues generated by the activities). The Net Cost shows
the financial burden that was placed on the Town’s taxpayers by each of these functions.

Chart1
Governmental Activities - Cost of Services
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Chart 2 below reflects what percentage of our total revenue is contributed by each of five
primary sources. As with most local governments in Connecticut, Prospect relies heavily on
the property tax to fund education and other town services.

Chart 2
Revenues by Source - Governmental Activities
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Financial Analysis of the Government’s Funds

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

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

As of the end of the current fiscal year, the Town’s governmental funds reported combined
ending fund balances of $1,178,191, a decrease of $213,991 in comparison with the prior year.
Over 80% of fund balance, or $949,312, constitutes unrestricted fund balance, which is
available for spending at the government’s discretion. The remainder of the fund balance is
restricted for future capital expenditures ($228,879).

The general fund is the chief operating fund of the Town of Prospect. At the end of the current
fiscal year, unassigned fund balance of the general fund was $317,987, the same as total
general fund balance. As a measure of the general fund’s liquidity, it may be useful to
compare the unassigned general fund balance (and total fund balance) to total general fund
expenditures. Unreserved (and total) fund balance represents 1.1% of total general fund
expenditures of $27,902,473.
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The Town’s general fund balance decreased by $184,527 to $317,987 during the current fiscal
year. In essence, our expenditures exceeded our expectations while revenues were moderately
favorable.

General Fund Budgetary Highlights

The original budget contemplated total revenues of $27,085,626 and total expenditures of
$27,115,626 with an operating deficit of $30,000 being covered by net transfers. The final
revenue budget reflected a $445,938 increase in total revenues to $27,531,564 and total
expenditures increased $816,155 to $27,931,781 to produce an expected operating deficit of
$400,217; balanced by $204,004 of net transfers and the use of $196,213 general fund surplus.
The significant differences in the original and final budget can be explained as follows:

= $101 thousand additional net appropriation to general government primarily to cover
$92 thousand of town hall building operating expense;

=  $205 thousand increase in the public safety budget for police wages which was offset
by transfers from the police overtime special revenue fund;

» $451 thousand increase in the public works budget for storm damage which was
reimbursed 75% from FEMA relief grants.

During the year, favorable revenue budgetary variances from the original budget totaling
$423,556 and unfavorable expenditure variances of $786,847 produced a net operating excess
of expenditures over revenues of $363,291. The unfavorable operating budget variance was
offset by additional positive transfers of $178,764 resulting in an overall unfavorable budget
variance of $184,527.

Actual revenues compared to the original budget were favorable in all categories except
interest income which was $17,014 less than anticipated. Tax collections were $70,387 greater
than anticipated, with favorable variances of $77,251 for the current grand list, $2.823 for
automobile supplement and $19,335 for interest and lien fees. Collections on prior year taxes
were $29,022 less than budgeted.

Grant revenue exceeded expectations by $325,462 due to the unanticipated FEMA grant of
$406,097 and the balance of a stimulus grant award of $36,049 for the Waterline. However,
State of Connecticut financial assistance fell $116,684 short of budget anticipation.

Capital Asset and Debt Administration

Capital Assets. The Town of Prospect’s investment in capital assets for its governmental
assets includes land, buildings and systems, improvements, machinery and equipment, park
facilities, roads, highways, water mains, and bridges. The net increase in the Town’s
investment in capital assets for the current fiscal year (before depreciation and net of
dispositions of $311,515) was $516,492, or 1.5%, for governmental activities. After
accounting for accumulated depreciation, capital assets decreased by $565,600, or 3.1% to
$17,666,394.
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Major capital asset events during the current fiscal year included the following:

» We expended $447,775 for infrastructure which consisted primarily of road
reconstruction and repair. We wrote off $132,843 of infrastructure that was fully
depreciated and 15 years old or more;

*  We purchased a 2012 Expedition in the amount of $34,825 for the police department
and we expended $15,590 of specially budgeted funds for a plow and frame for public
works.

Table 3. Capital Assets at Year-end (Net of Depreciation)

Total Primary Government

2012 2011
Land $ 1,343,153 § 1,343,153
Buildings and Improvements 5,184,007 5,328,588
Infrastructure 9,588,623 9,853,152
Vehicles 1,170,016 1,298,906
Furnishings and Equipment 380,595 408,195
Totals $17,666,394  $18,231,994

Additional information on the Town of Prospect’s capital assets can be found in Note 4 of this
report.

Long-term debt. At the end of the current fiscal year, the Town of Prospect had $1,575,000
of long-term bonded debt outstanding and no short-term debt. We reduced our long-term debt
by $315,000 (16.7%) through the payment of regularly scheduled principal amortizations.
100% of the Town’s debt is general obligation backed by the full faith and credit of the
government.

Prospect is a member town of Regional School District No. 16 along with the Town of Beacon
Falls. As such, Region 16’s $21,498,000 of long-term and short-term debt represents
overlapping debt to the Town for which it has also pledged its full faith and credit. The State
reimburses the District for principal and interest on its long-term debt at about 72% for bonds
authorized prior to 1996. Prospect’s share of the district’s net debt is based on the average
daily membership (ADM) of Prospect students attending the regional facility on October 1 of
the preceding year. For the fiscal year 2012, Prospect’s ADM percentage was calculated to be
60.298%, and the Town’s share of the District net debt of $11,044,973 at the ADM rate
amounts to $6,659,897, which debt constitutes overlapping debt to the Town.
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Table 4. Long-Term Term Debt

Bonds Date of
- Fiscal
Original Debt Year
Date Purpose Rate % Issue Outstanding Maturity
07/15/98 Public Improvement 4.75-4.625 $4,310,000 $1,000,000 2017
08/15/06 Public Improvement 3.70-5.00 1,155,000 575,000 2017

$5,465,000  $1,575,000

The Town of Prospect’s bonded debt decreased by $315,000 (16.7%) during the current fiscal
year. See Note 5, Long-Term Debt, of this report for more information.

State statutes limit the amount of general obligation debt a governmental entity may issue to
seven times its tax collections plus interest and lien fees. For June 30, 2012, the maximum
amount of borrowing permitted under the formula would be $148,210,818. Net direct
borrowings of $1,575,000 and the Town’s net share of overlapping regional school district debt
of $6,659,897 totals $8,234,897 and represent the Town of Prospect’s outstanding general
obligation net debt. This debt is $139,975,921 below the maximum debt limitation (see
“Statement of Statutory Debt Limitation” of this report).

For fiscal year June 30, 2009, the Town adopted Governmental Accounting Standards Board
(GASB) Statement #45 — Accounting and Financial Reporting by Employers for Post-
Employment Benefits Other than Pensions. The basic premise of GASB Statement #45 is that
“Other Post-Employment Benefits” (OPEB) such as post-retirement healthcare benefits are
earned, and should be recognized, when the employee provides services, just like wages or
salaries paid at the end of each pay period. But because these benefits cannot be used until the
employee is no longer working, they are not paid in cash until a date that may extend well into
the future. GASB Statement #45 requires employers to account for and to report the annual
cost of OPEB and the outstanding obligations and commitments related to OPEB in the same
manner as they currently do for pensions. This includes the notion that annual OPEB cost
would equal the annual required contribution (ARC) to the plan, provided that the ARC is
calculated within specified actuarial parameters. The Government OPEB Plan is described in
Note 7 to the financial statements. Actuarial information, including assumptions and methods,
are disclosed in detail.

The annual required contribution (ARC) for fiscal year 2012 was calculated to be $91,007 and
is reported as an expense net of current year contributions in the Statement of Activities. At
June 30, 2012, the Town’s net OPEB obligation is $292,443 and is reflected as a long-term
liability in the Statement of Net Assets.
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Economic Factors and Next Year’s Budget

The unemployment rate for the Town of Prospect was 7.5% as of June 30, 2012,
which is a decrease from a rate of 7.8% twelve months ago. This compares favorably
to the state’s average unemployment rate of 8.4% and the national average rate of
8.4% (not seasonally adjusted).

Inflationary trends in the region compare favorably to the national indices.

Prospect’s budget for FY 2012-13 reflects a $607,793 increase in expenditures
(2.24%) from $27,121,626 to $27,729,419.

The Town budget (excluding education) increased $79,309 from the FY 2012 budget
figure of $6,903,199 to $6,982,508, an increase of 1.15%.

The cost of education at Regional School District No. 16 increased $528,484 (2.61%)
to $20,746,911 at the ADM rate of 60.522% after expected grants and fees and before
expected State of Connecticut Educational Cost Sharing (ECS) grants of $5,319,201.

The Town tax levy for FY 2012-13 increased $686,152 (3.33%) from $20,601,291 to
$21,287,443. The projected rate of tax collections remains at 98.5% of the grand list.

Except as noted below, municipal revenue and expenditure changes from the FY 2012
budget were modest adjustments.

Significant municipal revenue and expenditure changes from the FY 2012 budget are noted

below:

Revenues

7
°e
7
°*
.
°®

R/
0‘0

$20,000 decrease in interest income;

$15,000 decrease in Town Clerk fees;

$15,000 decrease in property conveyance tax;

$30,000 decrease in State of Connecticut revenue sharing.

Expenditures

$90,000 decrease in assessor due to completion of revaluation;

$10,000 increase in planning & zoning for Review Plan development & P & Z
regulations;

$22,000 decrease in employee medical benefits:

$15,000 increase for fire protection;

$17,000 increase in police protection:

$19,000 increase in workers compensation insurance;

$13,000 decrease in household hazardous waste;

$44,000 increase for the commission on aging;

$27,000 increase for a public works vehicle lease payment.
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All of these factors contributed to preparing Prospect’s budget for the 2013 fiscal year.

At the close of the 2012 fiscal year, unreserved fund balance in the general fund stood at
$317,987. The Town has not appropriated any fund balance for spending in the 2013 fiscal
year budget.

Requests for Information

This financial report is designed to provide a general overview of the Town of Prospect’s
finances for all those with an interest in the government’s finances. Questions concerning any
of the information provided in this report or requests for additional financial information
should be addressed to the Office of the Mayor, 36 Center Street, Prospect, CT 06712.
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TOWN OF PROSPECT, CONNECTICUT

STATEMENT OF NET ASSETS

JUNE 30, 2012

ASSETS
Cash and cash equivalents - Note 2
Investments - Note 2
Receivables, net of allowance for collection losses - Note 3
Bond issuance expenses, net of amortization
Capital Assets - Note 4:
Not being depreciated
Being depreciated, net of accumulated depreciation

TOTAL ASSETS

LIABILITIES
Accounts payable
Accrued interest payable
Deferred revenue
Noncurrent Liabilities - Note 5:
Due within one year
Due in more than one year

TOTAL LIABILITIES

NET ASSETS
Invested in capital assets, net of related debt
Restricted net assets - Expendable
Unrestricted

TOTAL NET ASSETS

Primary Government

Governmental
Activities

$ 640,394
458,526
936,086

20,645

1,343,153
16,323,241

19,722,045

—_— s == - =

452,172
52,561
36,370

457,988
2,154,302

3,153,393

15,485,395
228,879
854,378

$ 16,568,652

See accompanying notes to the basic financial statements.
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TOWN OF PROSPECT, CONNECTICUT
RECONCILIATION OF THE TOTAL GOVERNMENTAL FUND BALANCE TO
NET ASSETS OF GOVERNMENTAL ACTIVITIES

JUNE 30, 2012

Fund Balance - Total Governmental Funds $ 1,178,191

Total Net Assets reported for governmental activities in the
Statement of Net Assets is different because:

Capital assets used in governmental activities are not
financial resources and therefore are not reported
in the governmental funds:
Governmental capital assets $ 35,128,749
Less accumulated depreciation (17,462,355) 17,666,394

Other assets used in governmental activities are not
financial resources and therefore are not reported
in the governmental funds:
Bond issue costs 78,938
Less accumulated amortization (58,293) 20,645

Interest payable used in the governmental activities are not
payable from current resources and therefore are not
reported in the governmental funds. (52,561)

Deferred revenues reported in the governmental funds are
susceptible to full accrual in the governmental activities. 387,653

Bond premium reported in governmental activities does not
provide current resources and therefore is not reported
in the governmental funds. (19,380)

Long-term liabilities, including bonds payable, are not due
and payable in the current period and therefore are not
reported in the funds. (2,612,290)

Net Assets of Governmental Activities $ 16,568,652

See accompanying notes to the basic financial statements.

24



"SJUOIDIE)S [EIOURULY JIseq ) 03 sdjou SurAuedwoooe 00§

(166°€12) 861 €LI 86¢€ €2 €LI'S (T162°¢6¢)
870°vST'8T €81°LYE = - TLEY €LY T06°LT
CERVIT 0t - E - €EP T
600°€EY L6TTT = - = TIL0TY
¥SL801T SI1°TH . - . 6£9°99
¢S9°80¢ 69€°08¢ A - = 987°8C
LTP81T°0T = . . = LTY81T°0T
9L6°LYT . . - . 9L6°LYT
LOY 98¢ - . ) TLEY GE0‘T8S
0TT1€€°T : - = . 0TT1€€T
€89°LYP1 - . - - €89°LYP 1
790°LSY'T = - - - 790°LSHT
LEO0¥0°8T 189°0CS 86¢ 1€C SvS'6 781°60S°LT
96S°6S1 Ser'ee = = ¥69°C LTLETI
L6V 1T 81¢ 86¢ [€T 99 986°¢S
7€6°109 910°8t¢€ - . = 916°96C
088°€ST°9 TI€6E1 - - L81°T 18€°C710°9
cLrortr’re $00 - $ - - $ - TLIOITIT  $
spuny spuny ooedg uadQp uonsmboy Are1qry puny
[BIUSUIUIOAOL) [BIUSWIUIOAOLD) puey onqQng [eIoUAN)
[eoL, 0

7107 ‘0€ ANNC AAANA dVAA AHL 04

SANNA TVININANITAOD

SHINLIANAIXH YAAO SANNAATA
A0 (ADNAIDIAAQ) SSAOXA

SHANLIANAIXA TVLOL
I9J0 pue JSAIAU]
sjuowAed Tedourg
1901A10S 199
sarmrpuadxy ende)
sarmrpuadx? 19130
uonesnpg
SIOIAISS [BID0S PUR YIRS
UONBOIOAI PUR SHIBJ
SSIoMm T[N
Kayes o1[qng
JUDWUIDAOSF [RIOUIN)
JuaLINY)
SHANLIANAIXH

SHANHAHTY TVLOL

Qwoour 1930

PUNJOI JUSWISSISSLIIAO - 9] UOITY

OWOOUT JUIUIISIAU]

$99J pue syrurod ‘Sosudor|

SJURIS I0UJ0 pue 2JB)S TeIOP

$99J U1 29 11Ul ‘soxe) Aypodoi
SHANHATY

SHONVIVE ANNA NI SAONVHD ANV ‘SHANLIANAIXH ‘SHONIATE A0 INHFIWALV.LS
LNDILIANNOD ‘LOAISOUd A0 NMOL

25



‘SJUdUISIE]S [BIOURULY JISkq 9y} 0] sdjou FurAueduwodoe 99§

I61°8LI'T $ L8P TSI $ TLE€SE $ 6SLEL $ 986°08T $ L86°LIE $
81°76€°1 €CLe61 YL6'T1SE 87589 €I¥'SLT ¥15°208
(166°€12) (99T°1t) 86€°1 [€T°S €LI'S (LTS v81)
= (P9L¥12) 000°1 000°S - ¥9L°80C
(1z€°€20) (Tze'L1o) = - - (000°9)
12€€TT LSST 000°T 000°S ) YL Y1T
(166°€12) 86 €LT 86¢€ 1€2 €LI'S (167°¢6€)
spuny spuny ooedg uadQ uonisinboy Are1qr punyj
[EIUOUIUIOAOL)  [BJUQUILIOAOL) pue orQng [e1auan)
e REliiTo)

7107 ‘0€ ANNC AAANT AVHA HHL JOd

SANNA TVININNITAOD
(QANNILNOD) SHONVIVE ANNA NI SEONVHD ANV ‘STANLIANIIX ‘SANNIATY A0 INTINALVLS

LNDILOANNOD ‘LOAdSOUd A0 NMOL

ONIANT ‘AONVTIVE ANNA

ONINNIOAL ‘AONVIVE ANNA

SHONVIVE ANNA NI AONVHD LAN

(SASN) SADANOS

ONIDONVNIA ¥IHLO TVLOL
INO SIQJSUBI],
Ul SIQJSUBI],

(SASN) SADANOS ONIDNVNIA YAHLO

SHANLIANAIXA YAAO SANNAATA
A0 (ADNAIDAAQ) SSAIXA

26



TOWN OF PROSPECT, CONNECTICUT

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

JUNE 30, 2012

Net Change in Fund Balances - Total Governmental Funds

The change in Net Assets reported for governmental activities in the Statement
of Activities is different because:

Deferred revenue in governmental funds is susceptible to full accrual on the
entity-wide statements.

Revenues in the Statement of Activities that do not provide current financial
resources are not reported as revenues in the governmental funds.

Governmental funds report capital outlays as expenditures. However, in the
Statement of Activities, the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense.
Expenditures for capital assets $ 516,492
Less current year depreciation (1,082,092)

Recognition of post-employment benefits as a long-term liability in the
governmental activities is not payable from current financial resources
and is therefore not reported in the governmental funds.

Repayment of debt principal is an expenditure in the governmental funds, but
the repayment reduces long-term liabilities in the Statement of Net Assets.

In a previous year, the government issued bonds and incurred bond issue
costs and realized bond premium. Amortization is not recognized in the
governmental funds:

Amortization of bond issue costs
Amortization of bond premium

Accrued interest payable used in the governmental activities is not payable
from current financial resources and is therefore not reported in the
governmental funds.

Change in Net Assets of Governmental A ctivities

See accompanying notes to the basic financial statements.
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$  (213,991)

(37,719)

19,295

(565,600)

(67.662)

433,009

(4,129)
3,876

9,838

$  (423,083)



TOWN OF PROSPECT, CONNECTICUT
STATEMENT OF FIDUCIARY NET ASSETS

ASSETS
Cash and cash equivalents
Investments, at fair value
Receivables

TOTAL ASSETS

LIABILITIES
Payables

TOTAL LIABILITIES

NET ASSETS
Held in trust for retirement
benefits and other purposes

See accompanying notes to the basic financial statements.
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FIDUCIARY FUNDS
JUNE 30, 2012
Employee Private
Retirement Purpose Agency
Plans Trusts Funds
$ - $ 34,501 $ 31,156
1,572,399 - -
27,975 ; )
1,600,374 34,501 31,156
$ 1,600374 $ 34,501 $ 31,156




TOWN OF PROSPECT, CONNECTICUT
STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
FIDUCIARY FUNDS

FOR THE YEAR ENDED JUNE 30, 2012

Employee Private
Retirement Purpose
Plan Trusts
ADDITIONS
Employer contributions $ 57,893 $ -
Plan member contributions 55,662 -
Charitable contributions - 33,276
Total contributions 113,555 33,276
Investment earnings:
Net increase (decrease)
in fair value of investments (42,292) 1
TOTAL ADDITIONS 71,263 33,277
DEDUCTIONS
Benefits - -
Administrative fees 3,354 (22)
Charitable expenditures - 25,549
TOTAL DEDUCTIONS 3,354 25,527
CHANGE IN NET ASSETS 67,909 7,750
NET ASSETS, BEGINNING OF THE YEAR 1,532,465 26,751
NET ASSETS, END OF THE YEAR $§ 1,600,374 $ 34,501

See accompanying notes to the basic financial statements.
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TOWN OF PROSPECT, CONNECTICUT
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Town of Prospect’s financial statements are prepared in accordance with generally accepted
accounting principles (GAAP). The Governmental Accounting Standards Board (GASB) is
responsible for establishing GAAP for state and local governments through its pronouncements
(Statements and Interpretations). Governments are also required to follow the pronouncements of
the Financial Accounting Standards Board (FASB) issued through November 30, 1989 (when
applicable) that do not conflict or contradict GASB pronouncements. The more significant
accounting policies established in GAAP and used by the Town of Prospect, Connecticut are
discussed below.

In June 1999, the Governmental Accounting Standards Board (GASB) unanimously approved
Statement No. 34, Basic Financial Statements - and Management’s Discussion and Analysis - for
State and Local Governments.

e The financial statements include:

e A Management Discussion and Analysis (MD & A) section providing an analysis of the
Town’s overall financial position and results of operations.

e Financial statements prepared using full accrual accounting for all of the Town’s
activities.

e Depreciation calculated on general capital assets, including infrastructure (roads,
bridges, water delivery systems, etc.).

e The focus of governmental fund financial statements is on mgjor funds. The Town’s
general fund is always reported as a major fund. Other individual governmental funds are
reported as major funds if the total assets, liabilities, revenues or expenditures/expenses of
that fund are at least 10 percent of the corresponding element total for all governmental
funds. In addition, any other governmental fund that the Town’s officials believe are
particularly important to financial statement users (for example, because of public interest
or consistency) may be reported as a major fund.

The Town was required to implement the general provisions of the Statement No. 34 for the year

ended June 30, 2003 and elected to retroactively report infrastructure (including accumulated
depreciation) in that year.
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TOWN OF PROSPECT, CONNECTICUT
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

A. FINANCIAL REPORTING ENTITY

The Town of Prospect, Connecticut was incorporated in 1827, under the provisions of
Connecticut General Statutes, as amended. The Town is governed by a charter last revised in
November of 2000 and operates under a Mayor, Town Council, Town Meeting form of
government first established in 1967. The Town provides services as authorized by its Charter
including public safety (police and fire), highways and streets, sanitation, health and social
services, culture-recreation, education, public improvements, planning and zoning, and general
administrative service.

For financial reporting purposes, the Town includes all funds, agencies, boards, commissions
and authorities that are controlled by or dependent on the Town, as determined on the basis of
budget adoption, management oversight responsibility, taxing authority, or the Town’s
obligation to fund any deficits.

The Town has excluded certain agencies from its financial report for which it may exhibit some
limited form of oversight responsibility. These agencies and the reasons for exclusion are
summarized as follows:

Board of Education - The Town of Prospect appoints four of the eight board members of the
Region 16 School District. Personnel, management and finances are controlled by the School
Board, with the Town’s control over finances limited to approval of annual budgets.

Prospect Fire Department - The Prospect Fire Department is incorporated as a separate entity.

The Town’s control over finances is limited to approval of annual contributions of cash and
equipment.

B. BASIS OF PRESENTATION

Government-wide Financial Statements:

The Statement of Net Assets and Statement of Activities display information about the reporting
government as a whole. They include all funds of the reporting entity except for fiduciary funds.
Eliminations have been made to minimize the double-counting of internal activities. The Town
of Prospect conducts no business-type activities. Therefore, these statements report only
governmental activities, which are generally financed through taxes, intergovernmental revenues,
and other nonexchange revenues.
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