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Office of the FINANCE DIRECTOR

TOWN OF EHST HHMPTON JEFFERYJYLKKA, CPA
20 East High Street jiylkka@easthamptonct.gov
East Hampton, CT 06424

Connecticut

December 22, 2016

To the Town Manager, Members of the Town Council, Members of the Board of Finance and Citizens of the
Town of East Hampton, Connecticut.

The Finance Department is pleased to present the Comprehensive Annual Financial Report (CAFR) of the
Town of East Hampton for the year ended June 30, 2016. The report includes the independent auditor’s
report as required by Connecticut Statutes. The report is prepared in conformity with generally accepted
accounting principles (GAAP) and standards set forth by the Governmental Accounting Standards Board
(GASB).

Responsibility for both the accuracy of the data, and the completeness and fairness of the presentation,
including all disclosures, rests with the management of the Town. Management of the Town is responsible
for establishing and maintaining internal controls designed to ensure that the assets of the Town are
protected from loss, theft or misuse and to ensure that adequate accounting data are compiled to allow for
the preparation of financial statements in conformity with GAAP. The internal controls are designed to
provide reasonable, but not absolute, assurance that these objectives are met. The concept of reasonable
assurance recognizes that: (1) the cost of a control should not exceed the benefits likely to be derived; and
(2) the calculation of costs and benefits requires estimates and judgments by management. To the best of
our knowledge and belief, the enclosed data are accurate in all material respects and are reported in a
manner that presents fairly the financial position and results of operations as measured by the financial
activity of its various funds. All disclosures necessary to enable the reader to gain an understanding of the
Town'’s financial activities have been included.

CohnReznick LLP, a public accounting firm fully licensed and qualified to perform audits of municipalities
within the State of Connecticut, has audited the financial statements. The goal of the independent audit was
to provide reasonable assurance that the financial statements of the Town of East Hampton, Connecticut for
the fiscal year ended June 30, 2016, are free from material misstatement. The independent audit involved
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements;
assessing the accounting principles used and significant estimates made by management; and evaluating
the overall financial statement presentation. The independent auditor concluded, based upon the audit, that
there was a reasonable basis for rendering an unmodified opinion that the Town of East Hampton’s financial
statements for the fiscal year ended June 30, 2016, are fairly presented in conformity with GAAP. The
independent auditor’s report is presented as the first component of the financial section of this report.

The independent audit of the financial statements of the Town was part of a broader, federally mandated
“Single Audit’ designed to meet the special needs of Federal grantor agencies. The standards governing
Single Audit engagements require the independent auditor to report not only on the fair presentation of the
financial statements, but also on the audited government’s internal controls and compliance with legal
requirements, with special emphasis on internal controls and legal requirements involving the administration
of Federal awards. These reports are available in the Town’s separately issued Single Audit Report.



GAAP requires that management provide a narrative introduction, overview, and analysis to accompany the
basic financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter of
transmittal is designed to complement MD&A and should be read in conjunction with it. The Town's MD&A
can be found immediately following the independent auditor’s report.

Profile of the Town of East Hampton

The Town covers an area of 36.8 square miles in east central Connecticut and is on the east bank of the
Connecticut River, approximately 21 miles south of Hartford. East Hampton’s topography is dominated
by numerous hills interspersed with winding stream valleys and level wetland areas. The Town is
traversed by State Routes 16, 66, 151, and 196. Route 66 provides access to Route 2 and Hartford as
well as Middletown. There are approximately 91 miles of Town roads. The State maintains
approximately 35 miles of highway in East Hampton. The 2016 population was 12,858. The Town was
originally settled in 1710.

The Town of East Hampton has a Council-Manager form of government with a Town Council consisting
of seven elected members serving concurrent two-year terms and a Board of Finance consisting of
seven elected regular members serving overlapping four-year terms. Powers and privileges are
conferred and granted to the Town by the Connecticut General Statutes and a Charter which was
adopted in 1971, effective 1973 and revised in 1987 and 2016. The legislative power of the Town is
vested with the Town Council and the Town Meeting, which must approve the annual budget, all special
appropriations or expenditures, and all bond and note authorizations. The Town Manager is the chief
executive officer and chief administrative officer of the Town and is responsible for the administration of
all Town matters with the exception of the education system.

The financial administrator of the Town is the Director of Finance. The Director of Finance serves as
Treasurer for the Town and Board of Education and is responsible for the operation and supervision of
the Department of Finance. The Director of Finance has full supervisory responsibilities for the keeping
of accounts and financial records; the receipt of operating and other revenues; the custody and
disbursement of Town and Board of Education funds and money; the control over expenditures and
budget functions. The Collector of Revenue, Assessor and Town Clerk work under the supervision of the
Director of Finance. The Assessor's Office is responsible for determining equitable property values for real
estate, motor vehicle, and personal property as of October 1% for the purpose of taxation. The Tax
Collector's Office bills, collects, processes and deposits taxes, interest and fees on all taxable property in the
Town.

The annual budget serves as the foundation for the Town’s financial planning and control. The Town
maintains budgetary controls with the objectives to ensure compliance with legal provisions embodied in the
annual appropriated budget, approved by the budget referendum. The Town maintains an encumbrance
accounting system as one technique of accomplishing budgetary controls. As demonstrated by the
budgetary schedules included in the financial section of this report, the Town continues to meet its
responsibility for sound financial management. In addition to budgetary schedules, Exhibit L (ll) A in the
Notes to Financial Statements describes the budget process used by the Town.

Local Economy and Major Initiatives

East Hampton is a residential community with a light industrial tax base and limited seasonal resorts.
Principal industries include manufacture of bells, pharmaceuticals, tools and dies, and forestry. East
Hampton has been fortunate that foreclosure rates are below regional, state and national levels.
Unemployment rates have increased from 4.0% to 5.0% and are slightly higher than the national average of
4.9% but below regional and state levels. East Hampton’s existing development has occurred primarily on
the major roadways, Routes 16, 151, and particularly, Route 66.



Principal non-residential development has occurred in three historic centers — Cobalt, Middle Haddam,
and East Hampton Center. High-density residential development is concentrated around East Hampton
Center and Lake Pocotopaug. Approximately 720 acres remain as active farmland, mostly as field crops.

A $51,695,000 High School renovation project that was approved by the voters in June 2013 and broke
ground in November 2014 is on schedule. The acquisition of a ladder truck for the Fire Department began
during the year. The cost is $805,017 and was financed with funds available in the Capital Reserve Fund. A
Public Works dump truck was acquired and financed with a tax-exempt lease during the year as well. Phase
4 of the road improvement program was substantially complete at the end of the fiscal year with a reduced
scope due to cost overruns in phases 2 and 3. The Christopher Brook culvert replacement rehabilitation
project has begun and is scheduled for completion by the end of the 2017 fiscal year. These projects will be
funded by Federal and state grants along with local tax dollars and with a total cost in excess of $1,000,000.

Residential housing values throughout the Town have increased slightly compared to a year ago. Building
permits for residential and commercial development have increased compared to last year.

The Town of East Hampton is well positioned to accept and meet the challenges posed by the 21 century.
The Town has a moderate debt burden, which is planned for quick retirement; and its pension plans remain
at relatively high funding levels. Conservative budgeting practices has enabled the Town to maintain its
unassigned fund balance, which represents 12.1% of general fund expenditures and transfers out. These
facts are echoed within the municipal credit industry. The Town is rated “AAA” from Standard & Poor's
Ratings Services.

Connecticut Natural Gas (CNG) completed a natural gas expansion into the Town during the fiscal year.
The gas line was installed along Rt. 66 and connected most of the Town owned buildings. Several large
businesses have connected as well. The Town has substantially completed a contract in excess of
$1,000,000 to replace the oil-fired boilers with gas fired. The project was financed primarily with a tax-
exempt lease ($886,500); the remaining balance was paid for out of the Capital Reserve Fund.

In 2016, the Town Council created the Town Hall and Police Department Building Committee. This was
done after the Council determined a continued effort to renovate Center School as a municipal facility is
too costly. Simultaneously, with the creation of the Building Committee, the Council released a request
for proposal (RFP) seeking property(s) for municipal facilities. It is expected that once the Building
Committee is seated, they will develop an RFP to seek an architect to help lead the design phase of a
Town Hall/Police Department. Once design is complete, the expectation is that the project will be sent to
a referendum for the general public to vote on.

Long-Term Financial Planning

The Town through its Capital Committee prepares a five-year capital improvement plan for the acquisition,
new construction, and repair and replacement of municipal facilities and equipment. The purpose of this
plan is to maintain the Town's infrastructure and make improvements to and/or add community facilities
to enhance the Town's overall image and services it provides to Town residents.

In December 2015 the Town issued $21,225,000 of general obligation bonds to permanently finance the
High School renovation and road improvement projects and issued an additional $5,000,000 of notes for the
High School project. The first debt payments will begin in fiscal year 2017.



Relevant Financial Policies

The Town'’s financial policies have been applied consistently with the prior year and had no notable current
year effect on the financial statements. A use of fund balance policy was established by the Board of
Finance and Town Council, the overall purpose was to maintain a prudent level of financial resources to
protect against reducing service levels or raising taxes and fees because of temporary revenue shortfalls
or unpredicted one-time emergency expenditures. The fund balance policy goal is to maintain General
Fund unassigned fund balance between 8-10% of budgeted operating expenditures.

The Town also approved a capital improvement and debt policy to establish parameters and guidance for
the Board of Finance and Town Council to make decisions on capital spending and issuance of debt as a
means to fund them.

There were no developments at the State level that impacted the current year financial statements.

Awards and Acknowledgements

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for
Excellence in Financial Reporting to the Town for its Comprehensive Annual Financial Report for the
fiscal year ended June 30, 2015, which was the fifth award the Town has received. In order to be
awarded a Certificate of Achievement, the Town published an easily readable and efficiently organized
comprehensive annual financial report. This report satisfied both GAAP and applicable legal requirements.

The preparation of this report would not have been possible without the efficient and dedicated services of
the entire staff of the Finance Department. Each member has my sincere appreciation for their contributions
made in the preparation of this report. In particular, Valerie Hyde, CPA, who provided service above and
beyond expectations and at the highest level of professionalism. We also appreciate the professional
service and assistance rendered by CohnReznick LLP.

This comprehensive annual financial report reflects a commitment to the citizens of East Hampton, the Town
Council, the Board of Finance, and all concerned readers of this report, to provide information in
conformance with the highest standards of financial accountability.

Respectfully submitted,

Jeffery M. Jylkka, CPA
Finance Director
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Independent Auditor's Report

Board of Finance
Town of East Hampton, Connecticut

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund
and the aggregate remaining fund information of the Town of East Hampton, Connecticut, as of and for
the year ended June 30, 2016, and the related notes to the financial statements, which collectively
comprise the Town'’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

error.
Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from

" material misstatement.

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

of the financial statements.

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



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund and the aggregate remaining
fund information of the Town of East Hampton, Connecticut, as of June 30, 2016, and the respective
changes in financial position, and, where applicable, cash flows thereof and the respective budgetary
comparison for the general fund for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and pension and other post-employment benefit plan
schedules on pages 11 to 20 and pages 69 to 76, respectively, 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. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’'s responses to our inquiries, the basic financial
statements and other knowledge we obtained during our audit of the basic financial statements. We do
not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Town of East Hampton, Connecticut’'s basic financial statements. The
introductory section, supplemental schedules and statistical section are presented for purposes of
additional analysis and are not a required part of the basic financial statements.

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



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

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 22,
2016, on our consideration of the Town of East Hampton, Connecticut’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards in considering the Town of East
Hampton, Connecticut’s internal control over financial reporting and compliance.

ok Ry d KZF

Hartford, Connecticut
December 22, 2016
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Michael Maniscalco

TOWN OF EAST HAMPTON Town Manager
20 East High Street 860.267.4468
East Hampton, CT 06424 Jeffery M. Jylkka

Finance Director
860.267.7548

Connecticut

Management’s Discussion and Analysis
Year Ended June 30, 2016

As management of the Town of East Hampton, we offer readers of the Town of East Hampton’s financial
statements this narrative overview and analysis of the financial activities of the Town of East Hampton for
the fiscal year ended June 30, 2016.

Financial Highlights

o The assets of the Town exceeded its liabilities at the close of the most recent fiscal year by
$92,305,897 (net position). Of this amount, $7,422,392 (unrestricted net position) may be used to
meet the Town’s ongoing obligations to citizens and creditors.

° The Town'’s total net position increased by $8,759,827. The increase is due substantially to capital
assets additions in excess of depreciation expense net of long-term debt principal payments and
an increase in pension expense.

o As of the close of the current fiscal year, the Town’s governmental funds reported combined
ending fund balances of $11,571,220, a decrease of $7,828,401 in comparison with the prior year.
This decrease is substantially due to expenditures in excess of revenues in the capital initiatives
fund of $6,723,562. The capital initiatives fund deficit was due substantially to expenditures
incurred for the high school renovation project exceeding financing sources for this project in the
current year. Of the total fund balance, $6,637,887 is nonspendable, restricted, committed or
assigned, leaving an unassigned fund balance in the amount of $4,933,333.

o At the end of the current fiscal year, unassigned fund balance for the general fund was $4,959,395,
a decrease of $105,005 in comparison with the prior year. This fund balance represents 12.1% of
total budgetary general fund expenditures and transfers out.

Overview of the Basic Financial Statements

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

Government-wide financial statements. One of the most important questions asked about the Town’s
finances is, “Is the Town as a whole better off or worse off as a result of the year’'s activities?” The
statement of net position and statement of activities report information about the Town as a whole and
about its activities in a way that helps answer this question.

11



Management’s Discussion and Analysis (continued)

These statements include all assets and liabilities using the accrual basis of accounting, which is similar
to the accounting used by most private-sector companies. All of the current year's revenues and
expenses are taken into account regardless of when the cash is received or paid.

The statement of net position presents information on all of the Town's assets, deferred outflows,
liabilities, and deferred inflows, with the difference between these accounts being reported as net
position. Over time, increases or decreases in net position may serve as a useful indicator of whether
the financial health or position of the Town is improving or deteriorating.

You will need to consider other nonfinancial factors, however, such as changes in the Town’s property
tax base and the condition of the Town's roads, to assess the overall health of the Town.

The statement of activities presents information showing how the Town'’s net position changed during the
most recent fiscal year. All changes in net position are reported as soon as the underlying event 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 government-wide financial statements present the functions of the Town that are principally
supported by taxes and intergovernmental revenues (governmental activities). The governmental
activities of the Town include general government, public safety, public works and utilities, culture and
recreation, civic and human services, regulatory and education.

Fund financial statements. The fund financial statements provide detailed information about the most
significant funds; not the Town as a whole. Some funds are required to be established by State law and
by bond covenants. However, the Town establishes many other funds to help it maintain control and
manage money that have been segregated for specific activities or objectives. Funds are also
established to ensure and demonstrate compliance with finance related legal requirements for using
certain grants. All of the funds of the Town can be divided into three categories: governmental funds,
proprietary funds and fiduciary funds.

Governmental funds. Governmental 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 Town’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 governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the Town’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.

12



Management’s Discussion and Analysis (continued)

The Town reports 19 individual 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, capital initiatives fund and capital reserve fund all of
which are considered to be 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 in Schedules 5 and 6 in this report.

The Town adopts an annual budget for its general fund. A budgetary comparison statement has been
provided for the general fund to demonstrate compliance with this budget.

Proprietary fund. The Town maintains two proprietary funds. Internal service funds are an accounting
device used to accumulate and allocate costs internally among the Town’s various functions. The Town
uses an internal service fund to account for its self-insured dental benefits and Board of Education retiree
medical benefits. Because these services predominantly benefit governmental functions, they have been
included within governmental activities in the government-wide financial statements.

The data for the internal service funds is provided in Exhibits G, H and | of this report.

Fiduciary funds. The Town is the trustee, or fiduciary, for its employees’ pension plan. It is also
responsible for other assets that, because of a trust agreement, can be used only for the trust
beneficiaries. All of the Town'’s fiduciary activities are reported in separate statements of fiduciary net
position and changes in fiduciary net position (Exhibits J and K). We exclude these activities from the
Town’s other financial statements because the Town cannot use these assets to finance its operations.
The Town is responsible for ensuring that the assets reported in these funds are used for their intended
purposes. The accounting used for fiduciary funds is much like that used for proprietary funds.

Notes to financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.

Other information. In addition to the basic financial statements and accompanying notes, this report
also presents certain required supplementary information concerning the Town’s net pension liability and
the progress in funding its obligation to provide pension and other post-employment benefits to its
employees.

The combining statements referred to earlier in connection with nonmajor governmental funds are

presented immediately following the required supplementary information on pensions. Combining and
individual fund statements and schedules can be found in Schedules 5 and 6 of this report.

Government-Wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a Town’s financial position.
The Town’s combined net position increased by 10.5% from a year ago — increasing from $83,546,070 to
$92,305,897.

By far the largest portion of the Town’s net position (91.1%) reflects its investment in capital assets (e.g.,
land, buildings, machinery and equipment and infrastructure), less any related debt used to acquire those
assets that is still outstanding. The Town 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.

13



Management'’s Discussion and Analysis (continued)

Summary Statement of Net Position
June 30, 2016 and 2015

2016 2015
Current and other assets $ 25,410,130 $ 30,446,435
Capital assets, net 118,974,018 94,529,941
Total assets 144,384,148 124,976,376
Deferred outflows of resources 3,644,292 1,592,558
Long-term liabilities outstanding 42,117,410 34,060,476
Other liabilities 13,605,133 8,962,388
Total liabilities 55,722,543 43,022,864
Net investment in capital assets 84,059,272 76,685,651
Restricted 824,233 638,069
Unrestricted 7,422,392 6,222,350
Total net position $ 92,305,897 $ 83,546,070

A portion of the Town’s net position (0.9%) represents resources that are subject to external restrictions
on how they may be used. The remaining balance of unrestricted net position (8.0%) may be used to
meet the Town’s ongoing obligations to citizens and creditors.

The Town'’s net position increased by $8,759,827. Key elements of this increase are as follows:

e Capital assets addition in excess of deprecation totaled $24,489,002.

¢ Reduced by expenditures in excess of revenues of $6,723,562 for the capital initiatives fund due
to the funding of expenditures in the prior year

e Reduced by net debt related activity of $6,174,145 and pension expense of $1,254,527.
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Management’s Discussion and Analysis (continued)

Statement of Changes in Net Position
Years Ended June 30, 2016 and 2015

2016 2015
Revenues:
Program revenues:
Charges for services $ 4,032,398 $ 3,670,111
Operating grants and contributions 13,052,314 11,819,345
Capital grants and contributions 10,431,742 6,813,942
General revenues:
Property taxes 32,164,130 31,378,784
Grants and contributions not
restricted to specific programs 152,200 237,767
Investment income 102,101 236,524
Other 27,402 45,840
Total revenues 59,962,287 54,202,313
Expenses:
General government 3,257,116 2,847,076
Public safety 3,391,168 3,150,700
Civic and human services 509,796 1,032,383
Public works and utilities 6,207,110 6,445,962
Education 34,928,883 33,265,577
Regulatory 567,332 509,982
Culture and recreation 1,729,557 1,539,637
Interest 611,498 89,742
Total expenses 51,202,460 48,881,059
Change in net position 8,759,827 5,321,254
Net position - July 1 83,546,070 78,224,816
Net position - June 30 $ 92,305,897 $ 83,546,070

Significant changes in revenues and expenses as compared to the prior year are as follows:

Revenues:

The $785,346 increase in property taxes was due to increase in the budget and, therefore, the
related tax levy.

Operating grants and contributions increased by $1,232,969 substantially due to an increase in the
State Teachers’ Retirement on-behalf amount and education grants as compared to the prior year.

Captial grants and contributions increased by $3,617,800 substantially due to the receipt of the
State of Connecticut school construction grant during the year for the High School renovation

project.
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Management’s Discussion and Analysis (continued)

Expenses:

General government expenses increased by $410,040 due and increase in pension expense and
other employee benefits.

Civic and human services expenses decreased by $522,587 due to decreased expenses related to
the Chatham Acres project that began in fiscal year 2014 and was substantially completed during

2015.

Education expenses increased by $1,663,306 primarily as a result of the increase in the budget
and an increase in the retirement plan contributions made by the State on-behalf of the Town’s

teachers.

Interest expenses increased by $521,756 due to the $21,225,000 of bonds issued during the year.

Revenue by Source - Governmental Activities

Property taxes 53.7%

Operating grants & contributions
Capital grants & contributions

Charges for services

Grants & contributions not restricted 0.3%

Investmentincome | 0.2%

0.0%  10.0% 20.0% 30.0% 40.0% 50.0% 60.0%
Percentage of total revenues
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Management’s Discussion and Analysis (continued)

Expenses by Function - Governmental Activities

$40,000,000
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2016 S3,257,116 3,391,168 509,796 6,207,110 34,928,883 567,332 1,729,557 611,498
2015 $2,847,076 3,150,700 1,032,383 6,445,962 33,265,577 509,982 1,539,637 89,742

Financial Analysis of the Town’s Funds

As noted earlier, the Town 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 the
Town’s financing requirements. In particular, unassigned fund balance may serve as a useful measure
of a Town’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 $11,571,220. $6,637,887 is not available for new spending because it has already been
classified as 1) nonspendable ($15,500) for the library endowment, 2) restricted ($808,733), 3)
committed ($5,699,789) and 4) assigned ($113,865).

The total fund balance decreased by $7,828,401 to $11,571,220. This decrease is a result the net
change in fund balance in the capital initiatives fund of $6,723,562. The capital initiatives fund deficit
was due substantially to expenditures incurred for the high school renovation project exceeding financing
sources for this project in the current year.

The general fund is the operating fund of the Town. At the end of the current fiscal year, unassigned
fund balance of the general fund was $4,959,395. As a measure of the general fund’s liquidity, it is
useful to compare unassigned fund balance to total fund expenditures. Unassigned fund balance
represents 12.1% of total general fund expenditures and transfers out.

Capital Initiatives Fund. This fund accounts for financial resources to be used for the acquisition of
major equipment or construction of facilities. The capital initiatives fund’s expenditures exceeded its
revenues and other financing sources by $6,723,562 substantially as a result of increased expenditures
for the high school renovation project that were funded in the prior year.
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Management’s Discussion and Analysis (continued)

Capital Reserve Fund. This fund accounts for financial resources to be used for capital and non-
recurring projects. The primary source of funding is an annual appropriation from the general fund. The
capital reserve fund’s expenditures exceed its revenues and transfers by $62,151 as a result of timing of
funding and capital purchases.

General Fund Budgetary Highlights

The difference between the original budget and the final amended budget was $306,000. The increase
in budget is due to use of fund balance to fund $250,000 of the costs relating to the regionalization of
public safety dispatch services with the Town of Glastonbury. $56,000 was also appropriated from fund
balance and transferred to the Capital Reserve Fund to acquire property located at 2 Bevin Blvd. Town
Council ultimately decided against the purchase and the funds were subsequently returned to the
General Fund.

Significant budget transfers made during the year were as follows:

e The town hall/annex building repair account received transfers of $20,440 from the employee
benefits account which accounts for costs associated with well and water system repairs.

e The police overtime account received transfers of $49,500 from the employee benefits account for
costs associated with overtime relating to staff shortages.

Capital Assets and Debt Administration

Capital assets. At year end, the Town of East Hampton’s capital assets totaled $118,974,018, net of
accumulated depreciation. This includes land, buildings, land improvements, machinery and equipment,
roads, bridges, intangible assets and construction in progress. The increase in the Town’s capital assets
for the current fiscal year was $24,444,077 or (25.9%). This increase is largely due to the increase in
construction in progress, primarily for the High School renovation project of $22,926,770, fire truck of
$805,017 and sludge thickener improvement project of $1,209,894.

Major capital asset events during the current fiscal year included the following:

¢ Machinery and equipment additions of $561,679, which included the following:

» Trackless tractor ($153,746)
> International cab and chassis ($175,506)
> Network hardware ($50,672)

Capital Assets
(Net of Accumulated Depreciation)

2016 2015
Land $ 2,487,362 $ 2,343,992
Intangible assets 708,950 712,600
Construction in progress 43,647,438 18,142,810
Buildings 29,461,456 30,449,668
Improvements other than buildings 145,941 162,547
Machinery and equipment 4,539,393 4,512,305
Infrastructure 37,983,478 38,216,019
Total $ 118,974,018 $ 94,529,941

Additional information on the Town’s capital assets can be found in Note Ill. C.
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Management’s Discussion and Analysis (continued)

Long-term debt. At the end of the current fiscal year, the Town had total long-term debt of $28,938,129,
an increase of $5,081,429 as compared to the prior year. The increase is due a general obligation bond
debt issuance of $4,810,000 net with $720,000 of annual principal debt payments. All debt is backed by
the full faith and credit of the Town. The decrease in bond anticipation notes is due to these notes being
permanently financed in the bond issuance in the current year.

Outstanding Debt
Long-Term Obligations

2016 2015
General obligation bonds $27,715,000 $ 7,210,000
Bond anticipation notes - 16,415,000
Clean water notes 157,650 184,498
Bond premium 1,065,479 47,202
Total $28,938,129 $ 23,856,700

In December 2015, the Town received a bond rating upgrade to “AAA” from Standard and Poor’s.

State statutes limit the amount of general obligation debt a governmental entity may issue to 7 times total
tax collections including interest and lien fees. The current debt limitation for the Town is $223,149,794,
which is significantly in excess of the Town’s outstanding general obligation debt.

Additional information on the Town'’s long-term debt can be found in Note lil. F.

Economic Factors and Next Year’s Budgets and Rates

The unemployment rate for the Town is currently 5.0%. This is lower than both the state’s average
unemployment rate of 5.9% and the Hartford Labor Market rate of 6.3%. The Town is slightly
above the national average of 4.9%.

According to the Bureau of Census American Community Survey 5-Year Estimates, 2011-2015,
per capita income in East Hampton was $41,578 compared to Middlesex County ($41,277) and
the State ($38,803). Median family income was $112,330 versus $101,995 for the county and
$89,031 for the State. The percent of families below poverty level was 2.3% for the Town. The
county percentage was 4.3% and the State’s was 7.6%.

The net taxable grand list for fiscal year 2017 decreased approximately 1.4%. This decrease was
primarily driven by property revaluation.

Funding for formulary grants from the State of Connecticut remains flat. Since 2007 the percent of
total general fund revenue from state grants has dropped from 25.4% to 20.2%. This downward
trend has been factored into our intergovernmental revenue estimates.

The total number of building permits for fiscal year 2016 increased from 1,003 to 1,248 or 24.4%

over last fiscal year. The increase in permits issued is a positive sign and as a result our revenue
estimates have been adjusted upward accordingly.
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Management’s Discussion and Analysis (continued)

. The Town signed an agreement with Connecticut Natural Gas (CNG) to bring natural gas into the
Town and is one of CNG’s largest expansions in recent decades. As a condition for the expansion
the Town agreed to convert substantially all oil fired burners to natural gas. Additionally, the Town
has agreed to pay CNG amounts equal to a portion of their property taxes related to the expansion,
for the next 6 years.

. Debt service payments have increased by approximately $1,600,000 compared to 2015-2016.
This increase is primarily due to debt issued to finance the High School renovation project. To
lessen the overall impact, $400,000 was budgeted to be transferred from the Capital Reserve Fund
(mill rate stabilization account) to the General Fund.

All of these factors were considered in preparing the Town'’s budget for the 2017 fiscal year.

Requests for Information

This financial report is designed to provide a general overview of the Town’s finances for all those with
an interest in the Town’s finances. Questions concerning any of the information provided in this report or
requests for additional financial information should be addressed to the Finance Director’s Office, Town
of East Hampton, 20 East High Street, East Hampton, CT 06424,
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Exhibit A

(10f2)
Town of East Hampton, Connecticut
Statement of Net Position
Governmental Activities
June 30, 2016
Assets
Current assets:
Cash $ 21,655,070
Investments 79,410
Receivables:
Property taxes 749,733
Assessments 227,430
Intergovernmental 453,940
Loans 4,100
Other 76,825
Other assets 28,478
Total current assets 23,274,986
Noncurrent assets:
Restricted assets:
Temporarily restricted investments 1,036
Permanently restricted investments 15,500
Total restricted assets 16,536
Receivables (net):
Property taxes 1,672,664
Assessments 268,387
Loans 177,557
Total receivables (net) 2,118,608
Capital assets (net of accumulated depreciation and amortization)
Land 2,487,362
Intangible assets (net) 708,950
Construction in progress 43,647,438
Buildings 29,461,456
Improvements other than buildings 145,941
Machinery and equipment 4,539,393
Infrastructure 37,983,478
Total capital assets (net of accumulated depreciation and amortization) 118,974,018
Total noncurrent assets 121,109,162
Total assets 144,384,148
Deferred Outflows of Resources
Pension related (differences between assumptions used and actual experience) 3,644,292
(Continued)
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Exhibit A

(20f2)
Town of East Hampton, Connecticut
Statement of Net Position
Governmental Activities
June 30, 2016
Liabilities
Current liabilities:
Accounts payable and other payables $ 4,945350
Accrued liabilities 300,561
Accrued payroll 322,958
Accrued interest payable 452 553
Unearned revenue 107,132
Bond anticipation notes 5,000,000
Bonds and notes payable 1,732,390
Capital lease payable 199,134
Compensated absences 135,749
Early retirement incentive 9,306
Environmental obligation 400,000
Total current liabilities 13,605,133
Noncurrent liabilities:
Bonds, notes and related liabilities 27,205,739
Capital lease payable 777,483
Compensated absences 1,199,632
Net pension liability 10,453,647
Net OPEB obligation 2,094,949
Early retirement incentive 35,960
Environmental obligation 350,000
Total noncurrent liabilities 42,117,410
Total liabilities 55,722,543
Net Position
Net investment in capital assets 84,059,272
Restricted for:
Endowments:
Expendable 1,036
Nonexpendable 15,500
Public works 671,657
Education 136,040
Unrestricted 7,422,392
Total net position $ 92,305,897
(Concluded)

See Notes to Financial Statements.
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Town of East Hampton, Connecticut

Statement of Activities
Governmental Activities
Year Ended June 30, 2016

Exhibit B

Program Revenues

Operating Capital Net Expenses and
Charges for Grants and Grants and Changes in
Functions/Programs Expenses Services Contributions Contributions Net Position
General government 3,257,116 § 354,803 $ 45417 % - 3 (2,856,896)
Public safety 3,391,168 172,264 15,060 - (3,203,844)
Civic and human services 509,796 975 15,911 - (492,910)
Public works and utilities 6,207,110 2,460,626 691,396 - (3,055,088)
Education 34,928,883 575,870 12,257,792 10,431,742 (11,663,479)
Regulatory 567,332 201,477 - - (365,855)
Culture and recreation 1,729,557 266,383 26,738 - (1,436,436)
Interest expense 611,498 - - - (611,498)
Total 51,202,460 $ 4,032,398 $ 13,052314 § 10,431,742 § (23,686,006)
General Revenues:

Property taxes $ 32,164,130

Grants and contributions not restricted to specific programs 152,200

Investment income 102,101

Miscellaneous 27,402

Total general revenues 32,445,833

Change in net position 8,759,827

Net position - July 1, 2015 83,546,070

Net position - June 30, 2016 $ 92,305,897

See Notes to Financial Statements.
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Exhibit C

(10f2)
Town of East Hampton, Connecticut
Balance Sheet
Governmental Funds
June 30, 2016
Other
Capital Capital Governmental
General Initiatives Reserve Funds Total
Assets
Cash 10,612,560 $ 5,596,752 $ 1,479,294 3,879,007 21,567,613
Investments 79,410 - - 16,536 95,946
Receivables:
Property taxes 1,866,839 - - - 1,866,839
Assessments and use charges - - - 390,766 390,766
Intergovernmental 355 27,922 223,777 201,886 453,940
Loans - - - 208,857 208,857
Other 21,274 - 42,857 12,694 76,825
Due from other funds 67,333 4,335,045 1,445,031 324,744 6,172,153
Other 23,039 - - 5,439 28,478
Total assets 12,670,810 $ 9,959,719 $ 3,190,959 5,039,929 30,861,417
Liabilities
Accounts and other payables 1,007,275 $ 3,302,591 $ 263,865 333,361 4,907,092
Accrued liabilities 247,290 53,271 - - 300,561
Accrued payroll 322,958 - - - 322,958
Bans payable - 5,000,000 - - 5,000,000
Due to other funds 4,442 198 1,629,919 - 307,625 6,379,742
Unearned revenue 2,630 - - 104,502 107,132
Total liabilities 6,022,351 9,985,781 263,865 745,488 17,017,485
Deferred Inflows of Resources
Unavailable revenues:
Property taxes 1,689,064 - - - 1,689,064
Water charges - - - 12,651 12,651
Loans - - - 208,857 208,857
Sewer assessment and use charges - - - 362,140 362,140
Total deferred inflows of resources 1,689,064 - - 583,648 2,272,712
Fund Balances
Nonspendable - - - 15,500 15,500
Restricted - - - 808,733 808,733
Committed - - 2,927,094 2,772,695 5,699,789
Assigned - - - 113,865 113,865
Unassigned 4,959,395 (26,062) - - 4,933,333
Total fund balances 4,959,395 (26,062) 2,927,094 3,710,793 11,571,220
Total liabilities, deferred inflows of resources
and fund balances 12,670,810 $ 9,959,719 $ 3,190,959 5,039,929 30,861,417

(Continued)



Exhibit C

(2 of 2)
Town of East Hampton, Connecticut
Reconciliation of Fund Balance
to Net Position of Governmental Activities
June 30, 2016
Amounts reported for governmental activities in the statement of net position (Exhibit A) are different
from the governmental fund balance sheet due to:
Total fund balance (Exhibit C, page 1) $ 11,571,220
Capital assets used in governmental activities are not financial resources
and, therefore, are not reported in the funds:
Beginning capital assets 94,529,941
Current capital asset additions (net of construction in progress decreases) 26,449,382
Depreciation expense (1,960,380)
Disposal and sale of capital assets (44,925)
Other long-term assets and deferred outflows are not available resources and,
therefore, are not reported in the funds:
Property tax and sewer assessment interest and lien accrual 821,728
Allowance for doubtful accounts (188,319)
Deferred outflows related to pensions 3,644,292
Other long-term assets are not available to pay for current period
expenditures and, therefore, are unavailable in the funds:
Property tax, water charges, sewer assessment, and loans receivable - accrual basis change 2,272,712
Internal service funds are used by management to charge the cost of
insurance premiums and benefits to individual departments:
The assets and liabilities of the internal service funds are included in governmental activities in the
statement of net position 247,482
Some liabilities and deferred inflows, including bonds payable, are not due and payable in the
current period and, therefore, are not reported in the funds:
Bonds and notes payable (27,872,650)
Premiums (1,065,479)
Capital lease (976,617)
Compensated absences (1,335,381)
Net pension liability (10,453,647)
Net OPEB obligation (2,094,949)
Environmental obligation (750,000)
Early retirement incentive (35,960)
Accrued interest payable (452,553)
Net position of governmental activities (Exhibit A) $ 92,305,897
(Concluded)

See Notes to Financial Statements.
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Town of East Hampton, Connecticut

Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds
Year Ended June 30, 2016

Exhibit D

Other
Capital Capital Governmental
General Initiatives Reserve Funds Total
Revenues:
Property taxes $. 31,981,176 $ - $ - $ - $ 31,981,176
Intergovernmental 11,433,052 10,385,212 223,777 1,397,411 23,439,452
Charges for services 602,999 - 5,805 3,349,113 3,957,917
Income from investments 21,548 64,897 2,141 13,515 102,101
Contributions and donations - - - 53,434 53,434
Miscellaneous 18,554 1,100 - 7,748 27,402
Total revenues 44,057,329 10,451,209 231,723 4,821,221 59,561,482
Expenditures:
Current:
General government 3,405,830 - 350,507 147,731 3,904,068
Public safety 2,373,699 - 27,887 175,426 2,577,012
Public works and utilities 2,175,339 100,556 703,104 2,077,248 5,056,247
Culture and recreation 1,002,582 23,520 - 263,220 1,289,322
Civic and human services 397,320 - - 23,508 420,828
Regulatory 422,147 - - - 422,147
Education 31,881,405 - 62,781 1,814,988 33,759,174
Debt service 1,068,094 - - 30,293 1,098,387
Capital outlay - 22,976,719 1,663,515 1,210,494 25,850,728
Total expenditures 42,726,416 23,100,795 2,807,794 5,742,908 74,377,913
Excess (deficiency) of revenues over expenditures 1,330,913 (12,649,586) (2,576,071) (921,687) (14,816,431)
Other financing sources (uses):
Issuance of debt - 4,810,000 - - 4,810,000
Premium - 1,116,024 - - 1,116,024
Capital lease proceeds - - 1,062,006 - 1,062,006
Transfers in 56,000 - 1,507,914 37,500 1,601,414
Transfers out (1,491,918) - (56,000) (53,496) (1,601,414)
Total other financing sources (uses) (1,435,918) 5,926,024 2,513,920 (15,996) 6,988,030
Net change in fund balances (105,005) (6,723,562) (62,151) (937,683) (7,828,401)
Fund balances - July 1, 2015 5,064,400 6,697,500 2,989,245 4,648,476 19,399,621
Fund balances - June 30, 2016 $ 4,959,395 $ (26,062) $ 2,927,094 $ 3,710,793 $ 11,571,220

See Notes to Financial Statements.



Exhibit E

(1 of 2)
Town of East Hampton, Connecticut
Reconciliation of the Statement of Revenues, Expenditures and Changes
in Fund Balances of Governmental Funds to Statement of Activities
Year Ended June 30, 2016
Amounts reported for governmental activities in the Statement of Activities (Exhibit B) are due to:
Net change in fund balances - Total Governmental Funds (Exhibit D) $ (7,828,401)
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. This is the
amount by which capital outlays exceeded depreciation in the current period:
Capital outlay 26,449,382
Depreciation expense (1,960,380)
Total 24,489,002
The net effect of various miscellaneous transactions involving capital assets (i. e., sales, trade-ins and donations)
is to increase net position. In the Statement of Activities, only the /oss on the sale of capital assets is reported.
However, in the governmental funds, the proceeds from the sale increase financial resources. Thus, the change
in net position differs from the change in fund balance by the cost of the capital assets sold.
Disposal of capital assets (44,925)
Revenues in the Statement of Activities that do not provide current financial resources are not reported
as revenues in the funds and revenues recognized in the Fund Financial Statements are not recognized in the
statement of activities:
Change in property tax, water charges, sewer assessment, and community development
block grant receivable - accrual basis change 212,578
Change in property tax and sewer assessment interest and lien revenue 53,976
Change in property tax and sewer assessment allowance for doubtful accounts (9,119)
Total 257,435
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 position. Also, governmental funds report the effect
of premiums, discounts, and similar items when debt is first issued, whereas these amounts are
deferred and amortized in the Statement of Activities. The details of these differences in the treatment of
long-term debt and related items are as follows;
Debt issued or incurred:
General obligation bonds and notes (4,810,000)
Premium on bonds (1,048,987)
Capital leases (1,062,006)
Principal repayments:
General obligation bonds and notes 746,848
Capital lease 85,389
Total (6,088,756)
(Continued)
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Exhibit E

(2 0of 2)
Town of East Hampton, Connecticut
Reconciliation of the Statement of Revenues, Expenditures and Changes
in Fund Balances of Governmental Funds to Statement of Activities
Year Ended June 30, 2016
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 governmental funds:
Amortization of bond premium $ 30,710
Early retirement incentive 14,397
Compensated absences 43,905
Net OPEB obligation (295,687)
Pension expense (1,254,527)
Accrued interest payable (357,706)
Total

(1,818,908)

Internal Service Funds are used by management to charge costs of various self-insured risk
premiums to individual departments

(205,620)
Change in net position of Governmental Activities (Exhibit B)

$___ 8750827

(Concluded)

See Notes to Financial Statements.
28



Exhibit F
Town of East Hampton, Connecticut

General Fund
Statement of Revenues, Expenditures and Changes in Fund Balance
Budget and Actual
Year Ended June 30, 2016

Variance
Original Final With Final
Budget Budget Actual Budget
Revenues:
Property taxes $ 32,122,485 $ 32,122,485 $ 31,981,176 $ (141,309)
Intergovernmental 8,400,370 8,400,370 8,309,375 (90,995)
Charges for services 492,505 492,505 602,999 110,494
Investment income 22,500 22,500 21,548 (952)
Miscellaneous 9,650 9,650 18,554 8,904
Total revenues 41,047,510 41,047,510 40,933,652 (113,858)
Expenditures:
Current:
General government 3,679,089 3,495,530 3,405,830 89,700
Public safety 2,341,247 2,410,257 2,373,699 36,558
Public works 2,212,886 2,210,744 2,175,339 35,405
Regulatory 429,791 429,791 422 147 7,644
Health and human services 406,885 406,885 397,320 9,565
Culture and recreation 1,005,938 1,008,883 1,002,582 6,301
Education 28,776,785 28,776,785 28,757,728 19,057
Debt service 1,122,717 1,122,717 1,068,094 54,623
Total expenditures 39,875,338 39,861,592 39,602,739 258,853
Excess (deficiency) of revenues over
expenditures 1,172,172 1,185,918 1,330,913 144,995
Other financing sources (uses):
Transfers in - - 56,000 56,000
Appropriation of fund balance - 306,000 - (306,000)
Transfers out (1,172,172) (1,491,918) (1,491,918) -
Net other financing sources (uses) (1,172,172) (1,185,918) (1,435,918) (250,000)
Net change in fund balance $ - 3 - (105,005) $ (105,005)
Fund balance - July 1, 2015 5,064,400
Fund balance - June 30, 2016 $ 4,959,395

See Notes to Financial Statements.
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Exhibit G
Town of East Hampton, Connecticut
Statement of Net Position

Proprietary Funds
June 30, 2016

Internal
Service Funds

Assets
Current assets:
Cash $ 87,457
Due from other funds 197,639
Total assets 285,096
Liability
Current liability:
Claims payable 37,614
Net Position
Unrestricted $ 247,482

See Notes to Financial Statements.
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Exhibit H
Town of East Hampton, Connecticut
Statement of Revenues, Expenses and Changes in Fund Net Position

Proprietary Funds
Year Ended June 30, 2016

Internal
Service Funds

Operating revenues:

Charges for services $ 110,458
Operating expenses:
Claims 293,639
Administration 22,439
Total operating expenses 316,078
Change in net position (205,620)
Total net position - July 1, 2015 453,102
Total net position - June 30, 2016 $ 247,482

See Notes to Financial Statements.
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Town of East Hampton, Connecticut

Statement of Cash Flows
Proprietary Funds
Year Ended June 30, 2016

Exhibit |

Internal
Service Funds

Cash flows from operating activities:
Cash received for charges for services
Cash paid for benefits and claims
Cash paid for administration

Net cash provided by (used in) operating activities and
Net increase (decrease) in cash

Cash - July 1, 2015

Cash - June 30, 2016

Reconciliation of operating income (loss) to net cash
provided by (used in) operating activities:

Operating income (loss)

Adjustments to reconcile operating income (loss) to net cash provided
by (used in) operating activities:
(Increase) decrease in:
Due from other funds
Increase (decrease) in:
Claims payable

Net cash provided by (used in) operating activities

See Notes to Financial Statements.
32

$ 110,688
(275,388)
(22,439)

(187,139)

274,596

$ 87,457

$  (205,620)

230

18,251

$ (187,139)




Town of East Hampton, Connecticut

Statement of Fiduciary Net Position

Fiduciary Funds
June 30, 2016

Exhibit J

Pension
Trust Agency
Fund Funds
Assets
Cash 32,441 $ 493,823
Investments:
Mutual funds:

Equity 16,405,542 704,958
Government agency securities - 188,820
U.S. government bonds 3,346,404 161,875

Corporate bonds 4,371,945 -

International bonds 1,307,583 -

Money market 231,269 -

Real estate limited partnership 1,444,070 -
Total investments 27,106,813 1,055,653
Due from other funds - 9,950
Total assets 27,139,254 1,559,426

Liabilities

Accounts payable 11,630 1,559,426

Net position restricted for pension benefits 27,127,624 $ -

See Notes to Financial Statements.
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Town of East Hampton, Connecticut

Statement of Changes in Fiduciary Net Position
Fiduciary Funds
Year Ended June 30, 2016

Exhibit K

Pension
Trust
Fund

Additions:

Contributions:

Employer 960,000
Plan members 421,156

Total contributions 1,381,156
Investment income (loss):

Net change in fair value of investments (457,547)

Interest and dividends 514,928
Total investment income (loss) 57,381

Less investment expenses (46,192)

Net investment income (loss) 11,189
Total additions 1,392,345
Deductions

Benefits 1,751,356

Administration 57,552
Total deductions 1,808,908
Change in net position (416,563)
Net position - July 1, 2015 27,544,187
Net position - June 30, 2016 27,127,624

See Notes to Financial Statements.
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Exhibit L
Town of East Hampton, Connecticut

Notes to Financial Statements
June 30, 2016

History and organization
The Town operates under a Charter which became effective in November 1973 and was revised in
November 1987. The form of government includes an elected seven-member Town Council, which
elects a chairman, an elected nine-member Board of Education and an elected seven-member
Board of Finance.

The legislative power of the Town is vested with the Town Council and the Town Meeting. The
Town Council may enact, amend or repeal ordinances and resolutions. The administration of Town
offices and agencies, with the exception of the Board of Education, is the responsibility of the Town
Manager, who is appointed by the Town Council.

The Board of Finance is responsible for financial and taxation matters as prescribed by Connecticut
General Statutes and is responsible for presenting fiscal operating budgets to the Town Council for
Town Meeting approval.

l.  Summary of significant accounting policies
A. Government-wide and fund financial statements
The government-wide financial statements (i.e., the statement of net position and the statement of
activities) report information on all of the nonfiduciary activities of the Town. Governmental
activities are normally supported by taxes and intergovernmental revenues.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include 1) charges to
customers or applicants who purchase, use or directly benefit from goods, services or privileges
provided by a given function or segment and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general
revenues.

Separate financial statements are provided for governmental, proprietary and fiduciary funds, even
though the latter are excluded from the government-wide financial statements. Major individual
governmental funds are reported as separate columns in the fund financial statements.

B. Measurement focus, basis of accounting and financial statement presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund and fiduciary
fund financial statements. Agency funds have no measurement focus but are accounted for using
the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes
are recognized as revenues in the year for which they are levied. Grants and similar items are
recognized as revenues as soon as all eligibility requirements imposed by the provider have been
met.
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Town of East Hampton, Connecticut

Notes to Financial Statements
June 30, 2016

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Tax revenues are considered to be available
when they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the Town considers tax revenues to be available if they are
collected within 60 days of the end of the current fiscal period. For reimbursement grants the
Town considers revenues to be available if they are collected within one year of the end of the
current fiscal period. Expenditures generally are recorded when a liability is incurred, as under
accrual accounting. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when payment is due.
General capital asset acquisitions are reported as expenditures in governmental funds.

Property taxes, expenditure reimbursement type grants, certain intergovernmental revenues,
transfers and interest associated with the current fiscal period are all considered to be susceptible
to accrual and so have been recognized as revenues of the current fiscal period. Only the portion
of special assessments receivable due within the current fiscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items are considered to
be measurable and available only when cash is received by the Town.

The Town reports the following major governmental funds:

The General Fund is the Town’s primary operating fund. It accounts for all financial resources
of the general government, except those required to be accounted for in another fund.

The Capital Initiatives Fund is used to account for various capital projects and equipment
purchases.

The Capital Reserve Fund is used for various capital and nonrecurring projects.
Additionally, the Town reports the following fund types:

The Internal Service Funds account for risk financing activities for dental insurance benefits
and Board of Education retiree benefits.

The Pension Trust Fund accounts for the activities of the East Hampton Employee
Retirement System which accumulates resources for pension benefit payments to qualified
employees.

The Agency Funds account for monies held on behalf of students and for performance bonds.

As a general rule, the effect of interfund activity has been eliminated from the government-wide
financial statements. Exceptions are charges between certain Town functions because the
elimination of these charges would distort the direct costs and program revenues reported for the
various functions concerned.
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Amounts reported as program revenues include 1) charges to customers or applicants for goods,
services or privileges provided, 2) operating grants and contributions and 3) capital grants and
contributions, including special assessments. Internally dedicated resources are reported as
general revenues rather than as program revenues. Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund's principal ongoing operations. The
principal operating revenues of the Town’'s internal service funds are charges to Town
Departments for various types of self-insurance. Operating expenses for the internal service
funds include the cost of insurance and administrative expenses. All revenues and expenses not
meeting this definition are reported as nonoperating revenues and expenses.

Pensions - For purposes of measuring the net pension liability, deferred outflows of resources and
deferred inflows of resources related to pensions and pension expense, information about the
fiduciary net position and additions to/deductions from fiduciary net position of the Town of East
Hampton pension plan and the Connecticut State Teachers’ Retirement System (TRS) have been
determined on the same basis as they are reported by the Town of East Hampton pension plan
and TRS. For this purpose, benefit payments (including refunds of employee contributions) are
recognized when due and payable in accordance with benefit terms.

C. Assets, liabilities, deferred outflows/inflows of resources and net position or equity
1. Deposits and investments
Deposits - The Town considers cash and cash equivalents as cash on hand, demand
deposits, money market accounts and short-term investments with original maturities of three
months or less from the date of acquisition.

Investments - In general, State of Connecticut Statutes allow the Town to invest in obligations
of the United States of America or United States government sponsored corporations, in
shares or other interests in any custodial arrangement, pool, or no-load, open-end
management type investment company or investment trust (as defined), in obligations of any
state or political subdivision rated within the top two rating categories of any nationally
recognized rating service or in obligations of the State of Connecticut or political subdivision
rated within the top three rating categories of any nationally recognized rating service.
Investment income is recorded in the fund in which it was earned.

Investments for the Town are reported at fair value. Securities traded on a national or
international exchange are valued at the last reported sales price at current exchange rates.

State Treasurers Investment Fund is an investment pool managed by the State of
Connecticut Office of the State Treasurer. Investments must be made in instruments
authorized by Connecticut General Statutes 3-27c¢ - 3-27e. Investment guidelines are
adopted by the State Treasurer. The fair value of the position in the pool is the same as the
value of the pool shares. The balance of the pooled fixed income investments was invested
in a 2a-7 like pool, which operates under State Statutes. The fair value of the position in the
pool is the same as the value of the pool shares.

The Town'’s pension plan investment policy targets are 65% equities, 30% fixed income and
5% real estate.
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2. Receivables and payables
a. Interfunds
Activity between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as either “due to/from other funds”
(i.e., the current portion of interfund loans) or “advances to/from other funds” (i.e., the non-
current portion of interfund loans).

b. Property taxes and other receivables
In the government-wide financial statements, property tax and loan receivables are shown
net of an allowance for uncollectibles. Allowance percentages range from 2 to 13 percent
of outstanding receivable balances and are calculated based upon prior collections.

In the fund financial statements, property tax revenues are recognized when they become
available. Taxes collected during the 60 day period have been recorded as revenue. All
property taxes receivable, which have not been collected within 60 days of June 30, have
been recorded as deferred inflow of resources, since they are not considered to be
available to finance expenditures of the current fiscal year.

Loans receivable consist of Community Development Block Grant loans. The Town
provides low interest loans for residential rehabilitation as well as loans to local businesses
for facility improvements.

Property taxes are assessed on property as of October 1. Taxes are billed in the following
July and are due in two installments, July 1 and January 1. Liens are effective on the
assessment date and are continued by filing before the end of the fiscal year following the
due date.

3. Restricted assets
The restricted assets for the Town are restricted for endowment purposes. The trust
agreement restricts the expenditure of the investment income only for the designated purpose.

4. Capital assets

Capital assets, which include property, plant, equipment and infrastructure assets (e.g., roads,
bridges, sidewalks and similar items), are reported in the applicable governmental columns in
the government-wide financial statements. Capital assets are defined by the government as
assets with an initial, individual cost of more than $5,000 for equipment, $20,000 for
improvements and $100,000 for infrastructure, and an estimated useful life in excess of one
year. Such assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value at the date of
donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets’ lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.

Intangible assets include a permanent easement, which is not amortized.
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Property, plant and equipment of the Town are depreciated using the straight-line method over
the following estimated useful lives:

Assets Years
Intangible assets 5-10
Buildings 20-95
Improvements other than buildings 10-25
Machinery and equipment 3-40
Infrastructure 20-65

Deferred outflows/inflows of resources

In addition to assets, the statement of net position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows
of resources, represents a consumption of net position that applies to a future period(s) and so
will not be recognized as an outflow of resources (expense/expenditure) until then. The Town
reports deferred outflows of resources related to pensions for differences between expected
and actual experience, changes in assumptions and return on investments. Experience
differences and changes in assumptions will be amortized over the average remaining service
life of all plan members. Return on investment will be amortized over a five year period.

In addition to liabilities, the statement of net position will sometimes report a separate section
for deferred inflows of resources. This separate financial statement element, deferred inflows
of resources, represents an acquisition of net position that applies to a future period(s) and so
will not be recognized as an inflow of resources (revenue) until that time. For governmental
funds, the Town reports unavailable revenue, which arises only under the modified accrual
basis of accounting. Accordingly, unavailable revenue is reported only in the governmental
funds’ balance sheet. The governmental funds report unavailable revenues from several
sources: property taxes (including advance collections, if any), water charges, sewer
assessment and use charges and loans. These amounts are deferred and recognized as an
inflow of resources in the period that the amounts become available.

Net position flow assumption

Sometimes the Town will fund outlays for a particular purpose from both restricted (e.g.
restricted bond or grant proceeds) and unrestricted resources. In order to calculate the
amounts to report as restricted - net position and unrestricted - net position in the government-
wide financial statements, a flow assumption must be made about the order in which the
resources are considered to be applied. It is the Town’s policy to consider restricted - net
position to have been depleted before unrestricted - net position is applied.

. Compensated absences

The Town allows employees to accumulate earned but unused vacation and sick pay
benefits. The rate that these benefits are earned and accumulate varies by bargaining unit.
Upon severance from employment with the Town, employees are paid by a prescribed
formula for these accrued absences. All compensated absences are accrued when incurred
in the government-wide financial statements. Expenditures for compensated absences are
recognized in the governmental fund financial statements in the current year to the extent
they are paid during the year, or the vested amount is expected to be paid with available
resources. Compensated absences are only reported in governmental funds if they are due
and payable to an employee who has resigned or retired before or at fiscal year end.

39



Exhibit L
Town of East Hampton, Connecticut

Notes to Financial Statements
June 30, 2016

8. Long-term obligations
In the government-wide financial statements, long-term debt and other long-term obligations
are reported as liabilities in the governmental activities’ statement of net position. Bond
premiums and discounts are deferred and amortized over the life of the bonds using the
effective interest method. Bonds payable are reported net of the applicable bond premium or
discount. Issuance costs, whether or not withheld from the actual debt proceeds received, are
reported as debt service expenses.

In the fund financial statements, governmental fund types recognize bond premiums and
discounts during the current period. The face amount of debt issued is reported as other
financing sources. Premiums received on debt issuances are reported as other financing
sources, while discounts on debt issuances are reported as other financing uses. Issuance
costs, whether or not withheld from the actual debt proceeds received, are reported as debt
service expenditures.

9. Fund equity and net position
In the government-wide financial statements, net position is classified into the following

categories:

Net investment in capital assets
This category presents the net position that reflect capital assets net of only the debt

applicable to the acquisition or construction of these assets. Debt issued for non-capital
purposes, and unspent bond proceeds, are excluded.

Restricted net position
This category presents the net position restricted by external parties (creditors, grantors,
contributors or laws and regulations).

Unrestricted net position
This category presents the net position of the Town which is not restricted.

In the fund financial statements, fund balances are classified into the following categories:

Nonspendable
This category presents amounts that cannot be spent either because they are in

nonspendable form or because they are legally or contractually required to be
maintained intact.

Restricted

This category presents amounts that can be spent only for specific purposes because of
enabling legislation or because of constraints that are externally imposed by creditors,
grantors, contributors or the laws or regulations of other governments.
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Committed

This category presents amounts that can be used only for specific purposes determined
by a formal action at the highest level of decision-making authority for the Town.
Commitments may be established, modified or rescinded only through resolutions
approved by Town Council or Town Meeting.

Assigned
This category presents amounts that do not meet the criteria to be classified as

restricted or committed but that are intended to be used for specific purposes. Intent is
expressed by the passage of a resolution by Town Council or by the issuance of a
properly approved purchase order.

Unassigned
This category presents amounts that do not meet the criteria above and are available for

any purpose. This category is only reported in the general fund for positive amounts and
in any other fund that has a fund balance deficit.

When an expenditure is incurred for purposes for which both restricted and unrestricted
fund balance is available, the Town considers restricted funds to have been spent first.
When an expenditure is incurred for which committed, assigned or unassigned fund
balances are available, the Town considers amounts to have been spent first out of
committed funds, then assigned funds and finally unassigned funds, as needed, unless
Town Council has provided otherwise in its commitment or assignment actions.

The Town Council adopted a minimum fund balance policy for the General Fund. The
policy requires the Town to strive to maintain an unassigned general fund balance of not
less than 8 percent nor more than 10 percent of current year budgeted general fund
operating expenditures.

10. Use of estimates

11.

The preparation of the financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities including disclosures of
contingent assets and liabilities and reported revenues, expenses and expenditures during the
fiscal year. Accordingly, actual results could differ from those estimates.

Reclassifications
Certain amounts presented in the prior year data have been reclassified in order to be
consistent with the current year’s presentation.
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Il. Stewardship, compliance and accountability
A. Budgets and budgetary accounting
The Town adheres to the following procedures in establishing the budgetary data included in the
General Fund financial statements. The operating budget, which is prepared by function and
department, includes proposed expenditures and the means of financing them.

The Town Council submits to the Board of Finance a policy statement outlining its annual
budget goals and objectives for the ensuing fiscal year. The Town Manager compiles
preliminary estimates for all departments and agencies, with the exception of the Board
of Education, for the annual budget for presentation to the Board of Finance. The Board
of Education submits its estimates to the Town Manager who makes a recommendation
directly to the Board of Finance.

The Board of Finance compiles a total budget based upon the Town Council’s policy
statement and the financial availability of Town funds, holds one or more public hearings
on its proposal and presents a recommended budget to the Town Council no later than
April 15. After making alterations or reductions, as they deem necessary, the Council
submits its proposed budget to the Town Meeting for approval.

The Board of Finance reviews and makes recommendations regarding all requests for
additional appropriations to be submitted to the Town Council. Additional appropriations
from fund balance that exceed $25,000 must be approved by Town Meeting. Additional
appropriations from fund balance below $25,000, as well as additional appropriations from
revised revenue, must be approved by Town Council.

There was an additional appropriation during the year of $306,000 from fund balance for
the purchase of property and expenses related to Glastonbury dispatch.

Formal budgetary integration is employed as a management control device during the
year.

The legal level of control (the level at which expenditures may not legally exceed
appropriations) is at the department level.

The Board of Education is authorized under state law to make any transfers required within
their budget at their discretion. Any additional appropriations must have Board of Education
approval and then the Board of Finance reviews and makes recommendations regarding
all requests for additional appropriations to be submitted to the Town Council. Additional
appropriations from fund balance that exceed $25,000 must be approved by Town
Meeting.

Encumbrances are recognized as a valid and proper charge against a budget appropriation
in the year in which the purchase order, contract or other commitment is issued and,
accordingly, encumbrances outstanding at year end are reported in budgetary reports
(Exhibit F) as expenditures in the current year. Generally, all unencumbered appropriations
lapse at year end, except those for the Capital Projects Funds.
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B. Budget - GAAP reconciliation
A reconciliation of revenues and expenditures between the accounting treatment required by
GAAP (Exhibit D) and budgetary requirements (Exhibit F) is as follows:

Revenues Expenditures
Balance, budgetary basis, Exhibit F $ 40,933,652 $ 39,602,739
State Teachers’ Retirement on-behalf amount 3,123,677 3,123,677
Balance, GAAP basis, Exhibit D $ 44,057,329 $ 42,726,416

C. Capital projects authorizations
The following is a summary of the project status for current Capital Projects:

Project Cumulative Project
Project Name Authorization Expenditures Balance
2012 Public Works Road Project $ 3,720,000 $ 3236567 $ 483,433
Brewer Road Pavement Rehabilitation 408,500 489,431 (80,931)
Christopher Brook Culvert Replacement 512,000 209,068 302,932

Total Road Projects 4,640,500 3,935,066 705,434

High School Renovation Project - Phase | 200,080 183,148 16,932
High School Renovation Project - Phase 51,695,000 38,650,140 13,044,860
Fire Department Triple Pumper 645,000 643,794 1,206
Memorial School Oil Tank 150,000 139,276 10,724
Memorial School Roof 3,290,000 2,762,216 527,784
Public Safety Dispatch 439,710 7,988 431,722
Oakum Dock water easement 790,500 733,487 57,013
Chatham Acres Housing Renovations 800,000 800,000 -
Water Tower Demolition 200,000 192,194 7,806
Total $ 62,850,790 $ 48047309 9 14,803,481

The Brewer Road project is over expended due to unexpected architectural oversight costs related
to grant compliance. The Town is expected to approve an additional project authorization before
the project is completed.

D. Donor-restricted endowments
The Town has received certain endowments for library operations purposes. The amounts are
reflected in net position as restricted for the library. Investment income (including appreciation)
is approved for expenditure by the library director.

The Town allocates investment income of donor-restricted endowments in accordance with
donor restrictions and Connecticut law, which has adopted the provisions of the Uniform
Prudent Management of Institutional Funds Act ("UPMIFA"). Under UPMIFA, investment
income earned on donor-restricted endowment funds is considered to be unrestricted in the
absence of explicit donor restrictions. Further, in the absence of explicit donor restrictions
regarding investment appreciation, such appreciation is treated the same as the related
investment income. Investment losses that reduce the value of endowment investments below
the original principal amount serve to reduce restricted net position or unrestricted net position,
depending upon the applicable donor's stipulations regarding the treatment of investment
income and appreciation.

At fiscal year end, there is no appreciation available for appropriation.
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Hl. Detailed notes
A. Cash and investments
Deposits - custodial credit risk - Custodial credit risk is the risk that, in the event of a bank failure,
the Town's deposits may not be returned to it. The Town does not have a deposit policy for
custodial credit risk. As of June 30, 20186, $21,527,541 of the Town’s bank balance of $24,046,077
(including certificates of deposit classified as investments) was exposed to custodial credit risk as

follows:
Uninsured and uncollateralized $ 19,124,786
Uninsured and collateral held by the pledging bank’s
trust department, not in the Town's name 2,402,755
Total amount subject to custodial credit risk $ 21,527,541

Financial instruments that potentially subject the Town to significant concentrations of credit risk
consist primarily of cash. From time to time, the Town's cash account balances exceed the
Federal Deposit Insurance Corporation limit. The Town reduces its credit risk by maintaining its
cash deposits with major financial institutions and monitoring their credit ratings.

The Town's investments (including restricted investments) consisted of the following:

Investment Maturities (In Years)

Fair Less 1-5 5-10
Type of Investment Value N/A Than 1 Years Years
Mutual funds:
Equity $ 17,110,500 $ 17,110,500 $ - $ - $ -
Government agency
securities 188,820 - 188,820 - -
U.S. government bonds 3,508,279 - - 1,563,396 1,944,883
Corporate bonds 4,371,945 - - - 4,371,945
International bonds 1,307,583 - - 1,307,583 -
Money market 231,269 - 231,269 - -
Real estate limited partnership 1,444,070 1,444,070 - - -
Certificates of deposit 16,536 - 16,536 - -
Pooled fixed income 79.410 - 79.410 - -
Total $ 28,258 412 $ 18,554,570 $ 516,035 $2.870.979 $6,316.828

Fair value of investments

The Town measures and records its investments using fair value measurement guidelines
established by accounting principles generally accepted in the United States of America (GAAP).
These guidelines recognize a three-tiered fair value hierarchy, as follows:

Level 1: Quoted prices for identical investments in active markets;

Level 2: Observable inputs other than quoted prices; and
Level 3: Unobservable inputs
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The Town had the following recurring fair value measurements:

Quoted Market Significant Significant
Prices in Active Observable Unobservable
Markets Inputs Inputs
Amount Level 1 Level 2 Level 3

Investments by fair value level

Mutual Funds:
Money market $ 231,269 $ 231,269 - $ -
Equity 17,110,500 17,110,500 - -
Corporate bonds 4,371,945 4,371,945 - -
Government agency securities 188,820 188,820 - -
International bonds 1,307,583 1,307,583 - -
U.S. government bonds 3,508,279 - 3,508,279 -

Total investments by fair value level 26,718,396 $ 23,210,117 3,508,279 $ -

Investments measured at Net Asset

Values (NAV)

Real estate limited partnership 1,444,070

Other Investments not subject to fair

value measurement

Certificates of deposit 16,536

Pooled fixed income 79,410

Total other investments 95,946

Total Investments

$ 28,258,412

Securities classified in Level 1 are valued using prices quoted in active markets for those
securities. Securities classified in Level 2 are valued using quoted prices for identical securities in
markets that are not active.

Investments Measured at NAV

Redemption
Frequency Redemption
Fair Unfunded (If Currently Notice
Investment Description Value Commitments Eligible) Period
Real estate limited partnership $ 1,444,070 $ - Quarterly 90 days

Real estate limited partnership. This limited partnership invests primarily in stabilized, income
producing, equity U.S. commercial real estate. The fund permits redemptions quarterly with 90
days notices. The fair values of the investments in this type have been determined using the
NAV per share (or its equivalent) of the Town’s ownership interest in net assets.
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