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INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayor and Members of the Town Council
Town of Johnston, Rhode Island

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the Town of
Johnston, Rhode Island as of and for the year ended June 30, 2007, 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 Johnston, Rhode Island’s management. 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 of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the basic financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall basic financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the Town of Johnston, Rhode Island as of June 30, 2007,
and the respective changes in financial position, and, where applicable, cash flows thereof for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated March
17, 2008 on our consideration of the Town of Johnston, Rhode Island’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters The purpose of that report is to describe the scope of our testing of internai
control over financial reporting and compliance and the results of that testing, and not to provide an opinion
on the internal control over financial reporting or on compliance. That report is an integral part of an audit

performed in accordance with Government Auditing Standards and should be considered in assessing the
resuits of our audit.

Boston

Newton
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The Management's Discussion and Analysis, Schedule of Funding Progress for Pension Plans, and
budgetary comparison information on pages 3 through 11, page 61, and pages 62 through 72, respectively,
are not a required part of the basic financial statements but are supplementary information required by
accounting principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Town of Johnston, Rhode Island’s basic financial statements. The Combining
Fund Financial Statements are presented for purposes of additional analysis and are not a required part of
the basic financial statements. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by U.S. Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is also not a
required part of the basic financial statements of the Town of Johnston, Rhode Island. The Combining
Fund Financial Statements and schedule of expenditures of federal awards have been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, are fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

,&m/(/

Providence, RI
March 17, 2008



Management’s Discussion and Analysis

As management of the Town of Johnston, we offer readers of the Town of Johnston's financial
statements this narrative overview and analysis of the financial activities of the Town of Johnston for the
fiscal year ended June 30, 2007.

Financial Highlights

¢ The assets of the Town of Johnston exceeded its liabilities as of June 30, 2007, by $33,199,591
(net assets). This represents an increase in total net assets of $3,531,243 from June 30, 2006.

» As of June 30, 2007, the Town of Johnston's governmental funds reported total net assets of
$21,168,533. The net assets are comprised of $28,277,951 invested in capital assets net of
related debt and an unrestricted net asset deficit of ($7,109,418) versus an unrestricted net
asset deficit of ($8,963,442) for fiscal year 2006. Also included in this deficit is the positive
change in net assets, $3,232,135, for governmental activities as shown in Exhibit A-2.

* As of June 30, 2007, the total fund balance of the Town’s General Fund was $3,552,664 versus
$2,472,417 last year. This June 30, 2007 fund balance includes reserved fund balance of
$1,417,502 and unreserved, undesignated fund balance of $2,135,162. The difference is an
increase in the fund balance of $1,080,247 for the fiscal year ended June 30, 2007. The fiscal
year 2007 increase in the Town's General Fund fund balance can be attributed to legislation
implemented by the General Assembly and the Auditor General during the fiscal year ending
June 30, 2007 and continuing. The increase is also attributed to insurance rebates due and
owed the Town, the reorganizing of Town government in January 2007, and an aggressive
ordinance enforcement program implemented by Mayor Polisena.

¢ As of June 30, 2007, the total fund balance of the School Unrestricted Fund was a deficit of
($2,655,947), of which ($2,937,117) is unreserved, undesignated. The fiscal year 2007
decrease of $2,317,727 in the School Unrestricted Fund's fund balance deficit is partially the
result of an additional appropriation of $1,760,212 from the Town’s 2006 supplemental tax
assessment. The remaining approximately $558,000 is the result of a positive variance in
expenditures of approximately $368,000 and revenue in excess of amounts budgeted totaling
approximately $190,000.

» The Town currently maintains a Baa3 Stable bond rating from Moody's Investors Service and
BBB+ from S&P. Despite the inherited accumulated and structural deficits, Mayor Polisena met
with and convinced the bond rating agencies to maintain the Town's current bond ratings. This
is a result of the agencies satisfaction with the implemented Financial Recovery Plan which the
agencies will continue to monitor for compliance and the prospect of a projected fund balance at
fiscal year ending June 30, 2007.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Town of Johnston’s basic
financial statements. These basic financial statements are comprised of three components: 1) government-
wide financial statements, 2) fund financial statements, and 3) notes to the financial statements. This report
also contains other supplementary information in addition to the basic financial statements themselves. The
Town of Johnston adopted the provisions of Governmental Accounting Standards Board Statement No. 34,
Basic Financial Statements Management’s Discussion and Analysis - for State and Local Governments,
Statement No. 37, Basic Financial Statements and Management's Discussion and Analysis - for State and
Local Governments: Omnibus and Interpretation No. 6, Recognition and Measurement of Certain Liabilities
and Expenditures in Governmental Fund Financial Statements, as of July 1, 2002.
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Overview of the Financial Statements (Continued)

Government-wide Financial Statements - The government-wide financial statements are designed to
provide readers with a broad overview of the Town of Johnston's finances, in a manner similar to a private-
sector business.

The Statement of Net Assets presents information on all of the Town of Johnston'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 the Town of Johnston 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 events giving rise to the change occur, 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 and sick leave).

Both of these government-wide financial statements distinguish functions of the Town of Johnston
that are principally supported by taxes and intergovernmental revenues (Governmental Activities) from
other functions that are intended to recover all or a significant portion of their costs through user fees and
charges (Business-type Activities). The governmental activities of the Town of Johnston include Legislative,
judicial, and administrative; financial administration; assessors office; public safety; public works; human
resources; miscellaneous; planning and assessment board; library; education; other; and interest on long-
term debt. The business-type activities of the Town of Johnston include water and cafeteria operations.
The government-wide financial statements include only the activities of the Town of Johnston. The
government-wide financial statements can be found on pages 12 and 13 of this report.

Fund financial statements - A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The Town of Johnston, 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 of Johnston can be divided into three categories:
governmental funds, proprietary funds, and fiduciary 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 expendable
resources, as well as on balances of expendable 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 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 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 Johnston maintains 106 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 and School Unrestricted Funds. Data
from the remaining 104 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 later in this report. The basic governmental fund financial statements can be found on pages
14 through 17 of this report.








































































































































































































































































































































































