TOWN OF JOHNSTON, RHODE ISLAND

FINANCIAL STATEMENTS AND
SUPPLEMENTARY INFORMATION
FOR THE FISCAL YEAR ENDED
JUNE 30, 2008




TOWN OF JOHNSTON, RHODE ISLAND

INTRODUCTORY SECTION

TABLE OF CONTENTS
LIST OF TOWN OFFICIALS




TOWN OF JOHNSTON, RHODE ISLAND

FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2008

TABLE OF CONTENTS

INTRODUCTORY SECTION:

LisSt Of TOWN OFfiCIalS .. vvn ettt ettt e e v e sttt e e e e ettt naan e e et e s s e s ren e ranaann

FINANCIAL SECTION:

Independent Auditor’s Report

Basic Financial Statements:
Government-wide Financial Statements:

StatemMENt OFf NEt A8 S S ... ieee ettt e et e vsat e e e s tar e e e e e ea e e et neenns
S AtEM Nt OF AT VI S .. evvv ettt ettt e ra et e e e nre e e e s ananr e e s

Fund Financial Statements:
Governmental Funds:
Balance Sheet

Reconciliation Schedule (B-2 to A-2)

Proprietary Funds:
Statement of Net Assets

Statement of Cash Flows

Fiduciary Funds:
Statement of Fiduciary Net Assets

Notes to Financial Statements

Required Supplementary Information:
Schedule of Funding Progress for Pension Plan
Statement of Revenues, Expenditures, and Changes in Fund Balances -
Budget and Actual — General Fund — Budgetary Basis
Statement of Revenues, Expenditures, and Changes in Fund Balances —

Budget and Actual — School Unrestricted Fund — Budgetary Basis...................

EXHIBIT PAGE(S)

Management’s Discussion and AnalysiS...........ccccooovivviiiiiiiiini i

Statement of Revénues Expenditures, and Changes in Fund Balances ..........

Statement of Revenues, Expenses and Changes in Net Assets......................

Statement of Changes in Fiduciary Net Assets..........ccccoovviniiiiiiiiiiicnn,

A-1
A-2

UJcpm
WN -

o¥e¥e!
WN =

12
13

14 - 15
16
17

18
19
20-21

22
23

24 - 61

62
63 -72

73

(CONTINUED)




TOWN OF JOHNSTON, RHODE ISLAND

FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2008

TABLE OF CONTENTS
EXHIBIT PAGE(S)
FINANCIAL SECTION (Continued):
Other Supplementary Information:
Nonmajor Governmental Funds:
Combining Balance Sheet ............cccoviviiiiiiin i 1 74 - 81
Combining Statement of Revenues, Expenditures, and Changes in Fund Balances. 2 82 -89
Combining Balance Sheet — School Restricted Funds..............cccoceniiniiin. 3 90 - 92
Combining Statement of Revenue, Expenditures, and Changes in Fund Balances -
School Restricted FUNAS............ooiiiiiiiie e 4 93-95
Pension Trust Funds:
Combining Statement of Net Assets.. 5 96
Combining Statement of Changes in Net Assets 6 97
Private Purpose Trust Funds:
Combining Statement of Net ASSetS........oococviiiiii 7 98
Combining Statement of Changes in Net Assets.................ccccinnis e ——an———— 8 99
Agency Funds:
Statement of Changes in Assets and Liabilities...............cccceovivccviiiciiiicic. 9 100

(CONCLUDED)




TOWN OF JOHNSTON, RHODE ISLAND

TOWN OFFICIALS
JUNE 30, 2008

MAYOR

Joseph M. Polisena

TOWN COUNCIL

Robert V. Russo, Esq., President

Stephanie P. Manzi, Vice President

Ernest F. Pitochelli

Joseph A. Wells

Gabriel N. DeFeo

SCHOOL COMMITTEE

Janice D. Mele, Chairperson

John D. Conti, Vice Chairperson

Robert A. Lafazia

Lorraine C. lafrate

Sandra Comella-Gabaree

DEPARTMENT DIRECTORS

Richard S. Tamburini — Police Chief

Robert Parker — Chief of Staff

Joseph L. Chiodo, CPA - Finance Director
Patricia N. Testa, CPA — Controller

Christopher Collardo, Esq. — Town Solicitor
Daniel Mazzulla — Director of Parks & Recreation

Andrew Baynes — Fire Chief

Vincent Baccari, Jr. — Town Clerk

Sharyn Difazio —Tax Collector

Kim Gallonio — Tax Assessor

Margaret A. lacovelli — Superintendent of Schools
Melissa Devine — School Business Manager




(THIS PAGE LEFT BLANK INTENTIONALLY.)




TOWN OF JOHNSTON, RHODE ISLAND

FINANCIAL SECTION

INDEPENDENT AUDITOR’S REPORT
MANAGEMENT’S DISCUSSION AND ANALYSIS
BASIC FINANCIAL STATEMENTS
SUPPLEMENTARY INFORMATION




Braver-

] Accountants & Advisors

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, 2008, 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, 2008,
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 January
30, 2009 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 internal
control over financial reporting and compliance and the results of that testing, and not to provide an opinion
on the internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

Boston

Newton

E’g’é‘}i)MGI Two Charles Street, Providence, RI 02904 T4014212710 F4012745230 www.thebravergroup.com Providence
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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 62, and pages 63 through 73, 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 Combining Fund Financial Statements 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.

G A

Providence, Rl
January 30, 2009



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, 2008.

Financial Highlights

e The assets of the Town of Johnston exceeded its liabilities as of June 30, 2008 by $36,968,242 (net
assets). This represents an increase in total net assets of $3,768,650 from June 30, 2007.

e As of June 30, 2008, the Town of Johnston’s governmental funds reported total net assets of
$24,579,379. The net assets are comprised of $27,696,020 invested in capital assets net of related
debt and an unrestricted net asset deficit of ($3,116,641) versus an unrestricted net asset deficit of
($7,109,418) for fiscal year 2007. Also included in this deficit is the positive change in net assets,
$3,410,845, for governmental activities as shown in Exhibit A-2.

e As of June 30, 2008, the total fund balance of the Town’s General Fund was $3,605,959 versus
$3,552,664 last year. This June 30, 2008 fund balance includes reserved fund balance of
$1,541,160 and unreserved, undesignated fund balance of $2,064,799. The difference is an
increase in the fund balance of $53,295 for the fiscal year ended June 30, 2008. The fiscal year
2008 increase in fund balance was realized even after the Town contributed an additional $276,000
to eliminate the school unrestricted fund’s cumulative deficit at June 30, 2008 to $0 — one year
ahead of schedule. Additionally, the Town was able to absorb State Aid Revenue cuts in the
amount of $439,000, which occurred in April 2008.

e As of June 30, 2008, the total fund balance of the School Unrestricted Fund was $0. The fiscal year
2008 decrease of $2,655,947 in the School Unrestricted Fund’s fund balance deficit is the result of
an appropriation of $1,760,212 from the Town’s General Fund as part of the Town’s Financial
Recovery Plan, $619,451 operational surplus of the school unrestricted fund for 2008, and an
additional appropriation of $276,284 from the Town's general fund to eliminate the school’'s
unrestricted fund deficit as of June 30, 2008 — one fiscal year ahead of schedule.

« 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 explained the
financial condition of the Town to the bond rating agencies. As a result thereof the bond rating
agencies were satisfied that the Financial Recovery Plan implemented by the Town was
satisfactory. This resulted in the Town maintaining its investment grade bond ratings.

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.




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 @ 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 107 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 105 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.




Overview of the Financial Statements (Continued)

Proprietary funds - are used to report the same functions presented as business-type activities in the
government-wide financial statements. The Town of Johnston has two Proprietary Funds, which it has
classified as major Enterprise Funds to account for its Water and School Cafeteria (food service)
operations. The basic proprietary fund financial statements can be found on pages 18 through 21.

Fiduciary funds - are used to account for resources held for the benefit of parties outside the government.
Fiduciary funds are not reflected in the government-wide financial statements because the resources of
those funds are not available to support the Town of Johnston's programs. The fiduciary funds maintained
by the Town of Johnston include private-purpose trusts, pension trust funds, and agency funds. The basic
fiduciary fund financial statements can be found on pages 22 and 23 of this report and are detailed on
pages 96 through 100.

Notes to the financial statements - provide additional information that is essential to a full understanding
of the data provided in the government-wide and fund financial statements. The notes to the financial
statements can be found beginning on pages 24 through 61 of this report.

Required Supplementary Information - in addition to the basic financial statements and accompanying
notes, the financial statements include required supplementary information which presents a Schedule of
Funding Progress and budgetary comparison schedules for the General Fund and School Unrestricted
Funds to demonstrate compliance. The required supplementary information can be found on pages 62
through 73.

Other Supplementary Information — includes combining statements referred to earlier in connection with
nonmajor governmental funds and fiduciary funds. These combining statements are located on pages 74
through 100.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. In the case of the Town of Johnston, assets exceeded liabilities by $36,968,242 at the close of
2008.

TOWN OF JOHNSTON, RHODE ISLAND

NET ASSETS
For the Fiscal Year ending June 30, 2008 (in 000’s)
Governmental Business
Activities Activities Total Total
2008 2007 2008 2007 2008 2007
Current and Other
Assets $19,811 $ 16,306 $ 3,016 $2,546 $22,827 $ 18,852
Capital Assets 51,514 52,863 9,468 9,588 60,982 62,451
Total Assets 71,325 69,169 12,484 12,134 83,809 81,303
Current Liabilities 15,080 15,319 95 103 15,175 15,422
Long-Term Liabilities 31,666 32,681 0 0 31,666 32,681
Total Liabilities 46,746 48,000 95 103 46,841 48,103
Net Assets:
Invested in capital assets,
net of related debt $27,696 $ 28,278 $ 9,468 $ 9,588 $37,164 $37,866
Unrestricted (3,117) (7,109) 2,921 2,443 (196) (4,666)

Total Net Assets $24579 $21,169  $12,389  $ 12,031 $36,968  $ 33,200




Government-wide Financial Analysis (Continued)

The general capital assets (e.g., land, buildings, building improvements, vehicles, equipment and
infrastructure) of the Governmental Activities of the Town of Johnston less outstanding debt equal
$27,696,020. It should be noted that the investment in capital assets is reported net of related debt.
Resources needed to repay this debt must be provided from other sources, since the capital assets
themselves cannot be used to liquidate these liabilities. Additional portions of the Town of Johnston’s net
assets are also subject to external restrictions on how they may be used.

The Town's net assets increased by $3,768,650 during the current fiscal year. Of this amount,
governmental activities accounted for $3,410,845 of the increase while business-type activities accounted
for an increase of $357,805.

Governmental activities - The Town adopted the provisions of Governmental Accounting Standards
Board Statement No. 34, Basic Financial Statements- Management Discussion and Analysis — for State
and Local Governments as of July 1, 2002. Fiscal year 2008 represents the sixth year reporting under
GASB 34 and all comparative data is presented in this statement.




Revenues.
Program Revenues:

Charges for Services, Fees & Licenses

Operating Grants and Contributions

Capital Grants and Contributions
General Revenues:

Property taxes

Other taxes

Grants and aid not restricted

Unrestricted investment earnings

Miscellaneous
Transfers

Total Revenues

Expenses:

Leg., Judicial, and General admin.

Financial administration

Assessors office

Public safety

Public works

Human resources

Miscellaneous

Planning and assessment board

Library

Education

Other

Interest on long-term debt

Water fund

School cafeteria fund
Total expenses

Increase (decrease) in net assets
Net assets 7/1/07
Net assets 6/30/08

TOWN OF JOHNSTON, RHODE ISLAND
CHANGES IN NET ASSETS
For the Fiscal Year ending June 30, 2008 (in 000)

Business- Business-
Governmental Governmental type type
Activities Activities Activities  Activities Total Total
2008 2007 2008 2007 2008 2007
$4,959 $5,669 $1,795 $1,591 $6,754 $7,260
15,098 14,687 450 370 15,548 15,057
1,258 1,147 1,258 1,147
62,648 60,002 62,648 60,002
9,486 9,622 9,486 9,522
3,087 3,591 3,087 3,591
428 439 428 439
808 705 808 705
(27) 27 0 0
97,745 95,762 2,272 1,961 100,017 97,723
1,480 1,462 1,480 1,462
838 936 838 936
262 554 262 554
25674 23,448 25,674 23,448
8,301 8,048 8,301 8,048
85 154 85 154
2,812 3,697 2,812 3,697
165 185 165 185
610 619 610 619
52,063 51,133 52,063 51,133
918 1,156 918 1,166
1,126 1,137 1,126 1,137
900 684 900 684
1,015 978 1,015 978
94,334 92,529 1,915 1,662 96,249 94,191
3,411 3,233 357 299 3,768 3,532
21,169 17,936 12,031 11,732 33,200 29,668
$24,580 $21,169 $12,388 $12,031 $36,968  $33,200




Financial Analysis of the Government’s Funds

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

Governmental funds - The focus of the Town of Johnston’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 of Johnston's financing requirements. In particular, the unreserved fund balance may
serve as a useful measure of a government’s net resources available for spending at the end of the fiscal
year. As of June 30, 2008, the Town of Johnston's governmental funds (page 14) reported combined
ending fund balances of $5,939,454. The assets purchased or constructed with the funds are not reported
in the Government Funds balance sheet but only in the government-wide Statement of Net Assets
exhibited on page 12. The fund balance includes $4,316,849 which represents the unreserved fund
balances of the General Fund, Special Revenue Funds and Capital Projects funds. In addition, $1,622,605
is reserved to indicate that it is not available for new spending because it has already been committed to
liquidate contracts and purchase orders, advanced to other funds, and prepayments of the future
expenditures.

The General Fund is the chief operating fund of the Town of Johnston, excluding its school department.
As of June 30, 2008, the total fund balance of the general fund was $3,605,959 of which $2,064,799 was
unreserved and undesignated. The Town's General Fund also has reserved $1,541,160 for purchase-
related commitments, prepayments of future expenditures and advances to other funds.

The fund balance of the general fund increased by $53,295 in fiscal year 2008 as reported on page
16 of the report. Actual revenues and other sources were less than budgeted revenues in the general
fund by approximately $1,675,000 (see page 63). The decrease in actual revenues versus budgeted
revenues can be attributed to net tax collections $772,000, departmental fees and revenues $573,000,
state aid and federal grants $277,500 and school miscellaneous revenues $222,000. Miscellaneous
receipts exceeded budget by $170,000. Expenditures and other financing uses were $1,737,000 less than
appropriated amounts. Most departments lived within their budgets, with some departments under
spending their budgets by the following amounts to compromise the $1,737,000 savings: Public Safety
Departments $168,000, Public Works Departments $320,000, Total Miscellaneous appropriations
$1,133,000 and all other departments $116,000.

The School Unrestricted Fund is the principal operating fund of the school department. Revenues are
derived principally from town appropriations and state aid supplemented by certain miscellaneous
revenues, principally federal Medicaid reimbursements. Expenditures for education totaled $49,639,277
including a state on-behalf payment to the teacher’s pension fund of $1,804,967 on behalf of the school
department. The School Unrestricted Fund expenditures, net of the state pension contribution, accounted
for approximately 54% of the combined General Fund and School Unrestricted Fund expenditures.

The Proprietary Funds report business type activities and include both the Town operated Water Control
Fund and the School Cafeteria Fund. The Town of Johnston’s proprietary funds provide the same type of
information found in the government-wide financial statements, but in more detail. The Water Control Fund
experienced a surplus (before transfers) of $310,878 and the School Cafeteria Fund experienced a surplus
(before transfers) of $19,730. The June 30, 2008 Net Assets of the Water Fund are $12,420,434, while the
June 30, 2008 Net Assets (Deficit) of the School Cafeteria Fund are ($31,571).




Financial Analysis of the Government’s Funds (Continued)

General Fund Budgetary Highlights — In fiscal year ended June 30, 2008 the Town was able to pay off
the cumulative deficit of the school fund, one fiscal year earlier than anticipated. The Town paid the school
fund $1,760,212 as appropriated for deficit reduction and an additional $276,000 to eliminate the
cumulative deficit of the school fund at June 30, 2008. In addition, the Town was able run a surplus of
$53,295 despite approximately $439,000 of state aid cuts that were mandated by the state in April 2008,
nine months after the fiscal year began. Most departments under-spent their departmental budgets, which
was extremely instrumental in the Town running an operating surplus in 2008.

Capital Asset and Debt Administration

Capital assets - The Town of Johnston’s investment in capital assets for its governmental and business-
type activities as of June 30, 2008, amounts to $60,982,578 net of accumulated depreciation. This
investment in capital assets includes land, buildings, building improvements, vehicles, equipment,
infrastructure, and construction in progress. The net decrease in the Town of Johnston’s investment in
capital assets for the current fiscal year was approximately $1,468,000 comprised of acquisitions of
capital assets of $1,281,000 less current year depreciation expense of $2,749,000.

Additional information on the Town of Johnston’s capital assets can be found in Note 6 (pages 39
to 41) to the financial statements, which accompany this report.

Town of Johnston’s Capital Assets

(Net of depreciation) in 000’s

Governmental Business-type
Activities Activities Total
2008 2007 2008 2007 2008 2007

Land $6,467 $ 6,467 $ 40 $ 40 $6,507 $ 6,507
Buildings, improvements

and land improvements 23,308 23,981 23,308 23,981
Vehicle and equipment 2,723 2,220 10 13 2,733 2,233
Water distributions 9,418 9,535 9,418 9,535
Infrastructure 17,937 19,229 17,937 19,229
Construction in progress 1,079 966 1,079 966
Total $51,514 $52,863 $ 9,468 $9,588 $60,982 $ 62,451

Major additions to the Town's capital assets related to its governmental fund activities realized
during the year, included: the purchase of police and fire vehicles; the purchase of public works vehicles;
improvements to fire department facilities. Detailed information regarding capital outlays is shown in Exhibit
2 on pages 82 to 89 of this report, in addition to page 16.




Financial Analysis of the Government’s Funds (Continued)

Long-term debt - At the end of the current fiscal year, the Town of Johnston has total bonded debt
outstanding of $21.7 million entirely backed by the full faith and credit of the government. In addition, the
Town and School Department had long-term lease commitments outstanding of $1,575,690 against which
the assets are pledged as collateral. At June 30, 2008 the Town had BANs outstanding in the amount of
$1,430,000. State statutes limit the amount of general obligation debt a governmental entity may issue to
three percent of its total equalized valuation. The current debt limitation for the Town of Johnston is
approximately $87,567,652, based on a net assessed value of $2,918,921,720 at December 31, 20086,
which significantly exceeds the Town of Johnston’s current outstanding general obligation debt.

Town of Johnston’s

Outstanding long-term debt obligations in 000’s

Governmental Business-type

Activities Activities Total
2008 2007 2008 2007 2008 2007
General Obligation Bonds $21,722 $22,818 $ - % - $21,722 $22,818
Town capital leases 1,576 1,180 1,576 1,180
Compensated absences 8,410 8,211 8,410 8,211
Net pension obligation 3,668 3,729 3,668 3,729
Claims and judgments 269 695 269 695
Total long-term debt $35645 $36633 $ - § - $35645 $36,633

Additional information on the Town of Johnston’s long-term debt obligations can be found in note 8
(pages 41 to 43) to the financial statements.

Economic Factors and Next Year's Budgets

o The Town has successfully implemented a Financial Recovery Plan to address inherited
accumulative and structural deficits. The Financial Recovery Plan was approved by the
Auditor General of the State of Rhode Island and the Rhode Island General Assembly. The
School Unrestricted Fund now has a cumulative fund balance of $0 at June 30, 2008, one
year ahead of schedule. At June 30, 2006 the School Unrestricted Fund had a cumulative
deficit of (34,973,674). As we publish the financial statements, the State of Rhode Island’s
unemployment rate is at a 30 year high at 10%. In addition, the State of Rhode Island faces a
budget gap in fiscal 2009 in excess of $400,000,000. These economic conditions and factors
are certain to be budgetary challenges in fiscal 2009 and beyond to all Rhode Island cities and
towns.

10




Economic Factors and Next Year's Budgets

. The Mayor’s economic development efforts have resulted in major business investments and
construction projects in the Town by A. Duie Pyle, a national transportation company, and Fed
Ex Corporation, a national delivery services company, FM Global, an insurance company,
RILG, a gas recovery plant, Carpionato Corp., a real estate company, the Calson Company,
Florida Power & Light, Converted Organics and Mc Donald’s Corporation to name a few. The
total dollar value of construction projects in the Town since Mayor Polisena took office in
January 2007 is approximately at $597,000,000, to date with more than 750 new jobs being
created as a direct result of these economic development efforts.

. Subsequent to June 30, 2007 the Town began the development of athletic fields on Atwood
Avenue behind the Johnston Senior High School. As of the date of this report the Town
estimates that it has received donated services worth approximately $750,000 for the
development of this complex. Estimated time of completion of the complex is November 2009.

Requests for Information: This financial report is designed to provide a general overview of the Town of
Johnston'’s finances for all those with an interest in the government’s finances. Questions concerning any
of the information provided in this report or requests for additional financial information should be
addressed to the Finance Director’s Office, Johnston Town Hall, and 1385 Hartford Avenue, Johnston, R
02919.
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TOWN OF JOHNSTON, RHODE ISLAND
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EXHIBIT A-1
TOWN OF JOHNSTON, RHODE ISLAND

Statement of Net Assets
June 30, 2008
Governmental Business-type
Activities Activities Total
ASSETS:
Current Assets:
Cash and cash equivalents $ 14,197,346 3 750 $ 14,198,096
Accounts and other receivables, net 5,222,118 458,203 5,680,321
Due from federal and state governments 2,376,774 30,126 2,406,900
Prepaids 541,094 541,094
Internal balances (2,526,568) 2,526,568 0
Total Current Assets 19,810,764 3,015,647 22,826,411
Noncurrent assets:
Capital Assets, not being depreciated 7,546,507 40,000 7,586,507
Capital Assets, net of accumulated depreciation 43,967,677 9,428,394 53,396,071
Total Noncurrent Assets 51,514,184 9,468,394 60,982,578
TOTAL ASSETS 71,324,948 12,484,041 83,808,989
LIABILITIES:
Current Liabilities:
Cash overdraft 98,474 47,737 146,211
Accounts payable 1,029,068 30,435 1,059,503
Accrued expenses 5,272,729 5,272,729
Bond anticipation note payable 1,430,000 1,430,000
Advanced taxes 1,110,000 1,110,000
Due to federal and state governments 201,461 201,461
Due to fiduciary funds 1,709,235 1,709,235
Unearned revenue 249,587 249,587
Current portion of compensated absences 1,941,000 17,006 1,958,006
Current portion of capital lease obligations 553,412 553,412
Current portion of bonds and notes payable 1,283,833 1,283,833
Current portion of claims and judgments 201,100 201,100
Total Current Liabilities 15,079,899 95,178 15,175,077
Noncurrent Liabilities:
Compensated absences 6,468,851 6,468,851
Net pension benefit obligation 3,668,000 3,668,000
Capital lease obligations 1,022,278 1,022,278
Bonds and notes payable 20,438,641 20,438,641
Claims and judgments 67,900 67,900
Total Noncurrent Liabilities 31,665,670 - 31,665,670
TOTAL LIABILITIES 46,745,569 95,178 46,840,747
NET ASSETS:
Invested in capital assets net of related debt 27,696,020 9,468,394 37,164,414
Unrestricted (3,116,641) 2,920,469 (196,172)
TOTAL NET ASSETS $ 24,579,379 3 12,388,863 $ 36,968,242

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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Balance Sheet
Governmental Funds
June 30, 2008

ASSETS:
Cash and cash equivalents
Accounts and other receivables, net
Due from federal and state governments
Prepaids
Due from other funds
TOTAL ASSETS

LIABILITIES AND FUND BALANCES:
LIABILITIES:
Cash overdraft
Accounts payable
Accrued expenses
Bond anticipation note payable
Advanced taxes
Due to federal & state governments
Due to other funds
Deferred revenues
TOTAL LIABILITIES

FUND BALANCES (DEFICIT):
Reserved for prepaids
Reserve for amounts due from other funds
Reserved for encumbrances
Unreserved, reported in:
General fund
Special revenue funds
Capital project funds
TOTAL FUND BALANCES

TOTAL LIABILITIES AND FUND BALANCES

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.

School Other Total
General Unrestricted Governmental Governmental

Fund Fund Funds Funds
$ 12,103,697 $ 1,441 $ 2,092,208 $ 14,197,346
4,475,709 166,083 580,326 5,222,118
1,580,464 796,310 2,376,774
465,327 75,767 541,094
2,844,793 4,195,888 2,833,322 9,874,003
$ 21,469,990 $ 4,439,179 $ 6,302,166 $ 32,211,335
$ 98,474 3 98,474
$ 562,759 447,705 3 18,604 1,029,068
1,151,082 3,853,925 5,005,007
1,430,000 1,430,000
1,110,000 1,110,000
199,850 1,611 201,461
11,801,862 39,075 2,268,869 14,109,806
3,038,478 249,587 3,288,065
17,864,031 4,439,179 3,968,671 26,271,881
465,327 75,767 541,094
1,075,833 1,075,833
3,700 1,978 5,678
2,064,799 2,064,799
(79,467) 1,096,389 1,016,922
1,235,128 1,235,128
3,605,959 - 2,333,495 5,939,454
$ 21,469,990 $ 4,439,179 $ 6,302,166 $ 32,211,335
(Continued)
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Balance Sheet
Governmental Funds
June 30, 2008

Amounts reported for governmental activities in the statement of net assets differ because:

Total Fund Balances (B-1) 3 5,939,454

Capital assets (net of accumulated depreciation) used in governmental activities are not financial resources 51,514,184
and therefore are not reported in the funds

Long-term liabilities are not due and payable in the current period and therefore are not reported in the

fund statements. (35,645,015)

Deferred revenues (net of an allowance for uncollectibles) are recorded in the fund statements, but are not deferred

under the measurement focus employed in the Statement of Net Assets, 3,038,478

Accrued interest payable on long-term debt obligations is recorded in the statement of net assets for

governmental funds, but is not recorded in the fund statements. (267,722)

Total Net Assets (A-1) $ 24,579,379
(Concluded)

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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TOWN OF JOHNSTON, RHODE ISLAND
Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds
Year Ended June 30, 2008
School Other Total
General Unrestricted Governmental Governmental
Fund Fund Funds Funds
REVENUES:
Property taxes $ 62,268,054 $ 62,268,054
Departmental fees and revenues 4,066,423 4,066,423
State and federal grants 23,838,326 $ 1,960,947 25,799,273
Medicaid Reimbursement 732,739 732,739
Investment income 324,464 103,564 428,028
State on behalf pension contributions $ 1,804,967 1,804,967
Other miscellaneous 407,817 2,092,373 2,500,190
TOTAL REVENUES 91,637,823 1,804,967 4,156,884 97,599,674
EXPENDITURES:
Current:
Legislative, judicial, and general administrative 1,363,290 1,363,290
Financial administration 826,131 826,131
Assessors office 255,335 255,335
Public safety 25,635,681 25,635,681
Public works 6,858,346 6,858,346
Human resources 83,791 83,791
Miscellaneous 2,855,926 2,855,926
Planning and assessment review 159,579 159,579
Library 588,099 588,099
Education 49,492,057 2,192,299 51,684,356
Other 7,724 817,142 824,866
Debt Service:
Principal 1,095,815 1,095,815
Interest 1,077,760 1,077,760
Capital:
Capital expenditures 188,778 147,220 1,126,025 1,462,023
TOTAL EXPENDITURES 40,996,255 49,639,277 4,135,466 94,770,998
EXCESS OF REVENUES OVER (UNDER) EXPENDITURES
BEFORE OTHER FINANCING SOURCES (USES) 50,641,568 (47,834,310) 21,418 2,828,676
OTHER FINANCING SOURCES (USES)
Issuance of bonds and lease purchase obligations 846,587 846,587
Transfers in 270,000 50,858,273 240,819 51,369,092
Transfers out (50,858,273) (368,016) (170,000) (51,396,289)
TOTAL OTHER FINANCING SOURCES (USES) (50,588,273) 50,490,257 917,406 819,390
NET CHANGE IN FUND BALANCES 53,295 2,655,947 938,824 3,648,066
FUND BALANCE (DEFICIT) AT BEGINNING
OF YEAR 3,552,664 (2,655,947) 1,394,671 2,291,388
FUND BALANCE AT END OF YEAR $ 3,605,959 $ - $ 2,333,495 $ 5,939,454

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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TOWN OF JOHNSTON, RHODE ISLAND

Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances
of Governmental Funds (B-2) to the Statement of Activities (A-2)
Year Ended June 30, 2008

Net Change in Fund Balances - Total Governmental Funds (B-2): $ 3,648,066

Governmental funds report capital outlays as expenditures. However, in the statement of activities the cost

of those assets (meeting the capitalization policy) is allocated over their estimated useful lives through reporting

of depreciation expense. This represents the net affect of capital outlays reclassified to capital assets

and depreciated for the government wide financial statements. Depreciation in excess of capital outlays (1,348,998)

Governmental funds report the issuance of debt as other financing sources whereas the
issuance of new debt would have no effect on the net assets (846,587)

Governmental funds report principal repayments on debt obligations as an expenditure.
However, the repayment of principal has no effect on the net assets 1,546,654

Revenues in the statement of activities that do not provide current financial resources are not
reported as revenues in governmental funds Deferred tax revenue increased from fiscal 2007. 380,040

Allowance for doubtful accounts on tax and fire rescue services receivables is not reported in the governmental

funds Statement of revenues, expenditures, and changes in fund balances. The change in the allowance

is included in the fund balance sheet as a contra to both tax receivables and deferred tax

revenue. The decrease in the allowance provision is recorded against tax revenue, rescue fees

and other revenue in the statement of activities 80,000

Revenues in the statement of activities that do not provide current financial resources are not
reported as revenues in governmental funds. Deferred departmental revenue
decreased from fiscal 2007. (270,045)

Allowance for doubtful accounts on departmental receivables is not reported in the governmental funds

Statement of revenues, expenditures, and changes in fund balances. The change in the allowance

is included in the fund balance sheet as a contra to both receivables and deferred

revenue. The increase in the allowance provision is recorded against departmental revenue in the

statement of activities. (18,000)

Adjustment to the estimated net pension benefit obligation. The Governmental Fund reflects
this activity when it will be paid with measurable and available resources. The decrease from
prior year balances is reflected in the statement of activities and changes in net assets. 61,000

Adjustment to compensated absences and accrued claims and judgments. The governmental

fund reflects this activity when it will be paid with measurable and available resources. The decrease

from prior year balances is reflected in the statement of activities and changes in net assets. 227,300
Increase in accrued interest on long-term debt obligations. The governmental

fund reflects this activity when it will be paid with measurable and available resources. The change
from prior year balances is reflected in the statement of activities and changes in net assets. (48,585)

Change in Net Assets of Governmental Activities in the Statement of Activities (A-2) 3 3,410,845

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT
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TOWN OF JOHNSTON, RHODE ISLAND
Statement of Net Assets
Proprietary Funds
June 30, 2008

IBIT C-1

Business-type Activities - Enterprise Funds

Water Control Water Control Cafeteria Cafeteria
Fund Fund Fund Fund
{current year) (prior year) {current year) {prior year) Totals
ASSETS:
Current Assets:
Cash and cash equivalents 750 $ 7,524 750
Accounts and other receivables, net $ 452,455 $ 270,383 5,748 10,748 458,203
Intergovernmental receivables 30,126 66,069 30,126
Due from other funds 2,529,021 2,434,504 2,529,021
Total Current Assets 2,981,476 2,704,887 36,624 84,341 3,018,100
Capital Assets, net of accumulated depreciation 9,458,417 9,575,047 9,977 12,909 9,468,394
TOTAL ASSETS 12,439,893 12,279,934 46,601 97,250 12,486,494
LIABILITIES:
Current Liabilities:
Cash overdraft 47,737 47,737
Accounts payable 46,490 30,435 33,685 30,435
Accrued expenses 4,773 0
Accrued compensated absences 17,006 18,164 17,006
Due to other funds 2,453 951 242,063 2,453
Total Current Liabilities 19,459 70,378 78,172 275,748 97,631
NET ASSETS:
Invested in capital assets net of related debt 9,458,417 9,575,047 9,977 12,909 9,468,394
Unrestricted 2,962,017 2,634,509 (41,548) (191,407) 2,920,469
TOTAL NET ASSETS $ 12,420,434 $ 12,209,556 (31,571) $ (178,498) 12,388,863

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT

18




T F JOHNSTON. DE ND

Statement of Revenues, Expenses and Changes in Net Assets
Proprietary Funds
For the Year Ended June 30, 2008

Business-type Activities-Enterprise Funds

Water Control Water Control Cafeteria Cafeteria
Fund Fund Fund Fund
(current year) (prior year) (current year) {prior year) Totals
OPERATING REVENUES:
Charges for usage and service $ 1,210,826 § 989,184 $ 584,633 $ 601,950 $ 1,795,459
Total operating revenues 1,210,826 989,184 584,633 601,950 1,795,459
OPERATING EXPENSES:
Salaries and benefits 57,719 30,023 367,108 380,742 424,827
Materials and supplies 372 2,909 535,072 488,941 535,444
Repair and maintenance 59,883 77,624 59,883
Utilities 55,155 50,394 55,155
Office expense 2,285 1,362 2,285
Purchased water and state surcharges 418,379 345,239 418,379
Departmental expense 162,646 63,033 162,646
Bad debts, net of recovery 3,800 (2,850) 3,800
Other expenses 23,079 10 110,222 104,436 133,301
Depreciation 116,630 116,657 2,932 3,680 119,562
Total operating expenses 899,948 684,401 1,015,334 977,799 1,915,282
OPERATING INCOME (LOSS) 310,878 304,783 (430,701) (375,849) (119,823)
NON-OPERATING REVENUES:
State and federal grants 438,210 352,407 438,210
State matching funds 12,221 12,767 12,221
Guaranteed vendor excess 0 5,000 0
TOTAL NONOPERATING REVENUES 0 0 450,431 370,174 450,431
INCOME (LOSS) BEFORE TRANSFERS 310,878 304,783 19,730 (5,675) 330,608
Transfers In (Out) (100,000) 127,197 27,197
CHANGE IN NET ASSETS 210,878 304,783 146,927 (5,675) 357,805
TOTAL NET ASSETS - BEGINNING 12,209,556 11,904,773 (178,498) (172,823) 12,031,058
TOTAL NET ASSETS - ENDING $ 12,420,434 $ 12,209,556 3 (31,571) $ (178,498) & 12,388,863

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT
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EXHIBIT C-3
TOWN OF JOHNSTON, RHODE ISLAND

Statement of Cash Flows
Proprietary Funds
For the Year Ended June 30, 2008

Business-type Activities - Enterprise Funds

Water
Control Cafeteria
Fund Fund Totals
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from customers $ 1,028,754 $ 584,633 $ 1,613,387
Cash paid to suppliers (776,862) (643,544) (1,420,406)
Cash paid to employees (58,877) (367,108) (425,985)
Net cash provided by (used for) operating activities 193,015 (426,019) (233,004)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
Transfers (to) from other funds (100,000) 127,197 27,197
Nonoperating grants received 486,374 486,374
Increase in due from other funds (94,517) 0 (94,517)
Increase (decrease) in due from other funds 1,502 (242,063) (240,561)
Net cash provided by (used for) noncapital financing activities (193,015) 371,508 178,493
CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES:
Acquisition of capital assets 0 0 0
Net cash used for capital and related financing activities 0 0 0
NET DECREASE IN CASH AND CASH EQUIVALENTS 0 (54,511) (54,511)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 0 7,524 7,524
CASH AND CASH EQUIVALENTS (OVERDRAFT) AT END OF YEAR 3 - $ (46,987) $  (46,987)
(Continued)

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT
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EXHIBIT C-3 (CONTINUED)
TOWN OF JOHNSTON, RHODE ISLAND

Statement of Cash Flows
Proprietary Funds
For the Year Ended June 30, 2008

Business-type Activities - Enterprise Funds

Water
Control Cafeteria
Fund Fund Totals
Reconciliation of operating income (loss) to net cash provided by
(used for) operating activities:
Operating income (loss) $ 310,878 % (430,701) $ (119,823)
Adjustments to reconcile operating income (loss) to
net cash provided by operating activities:
Depreciation 116,630 2,932 119,662
Decrease in provision for doubtful accounts (2,850) (2,850)
Write off of amount due from vendor 5,000 5,000
(Increase) decrease in accounts receivable (179,222) (179,222)
Increase (decrease) in accounts payable (46,490) (3,250) (49,740)
Increase (decrease) in accrued liabilities (4,773) (4,773)
Increase (decrease) in accrued vacation and sick leave (1,158) (1,158)
Net cash provided by (used for) operating activities $ 193,015 $ (426,019) $ (233,004)

(Concluded)

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT
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EXHIBIT D-1
TOWN OF JOHNSTON, RHODE ISLAND

Statement of Fiduciary Net Assets

Fiduciary Funds
June 30, 2008
Pension Private Purpose Agency
Trust Funds Trust Funds Funds
ASSETS:
Cash and cash equivalents $ 65,155 3 23,222 $ 455,338
Investments 35,487,795
Due from governmental funds 1,557,735 151,500
TOTAL ASSETS 37,110,685 23,222 606,838
LIABILITIES:
Due to student groups 201,665
Deposits held in custody for others 405,173
TOTAL LIABILITIES 0 0 606,838
NET ASSETS:
Held in trust for perpetual care 23,222
Held in trust for pension benefits 37,110,685
TOTAL NET ASSETS $ 37,110,685 $ 23,222 $ 0

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT
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EXHIBIT D-2
TOWN OF JOHNSTON, RHODE ISLAND

STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
Fiduciary Funds
For the year ended June 30, 2008

Pension Private-Purpose
Trust Funds Trust Funds
Additions:
Contributions:
Employer 3 1,624,772
Plan members 699,868
Total contributions 2,324,640 $ -
Investment income (expense)
Net dividends, interest, and
change in fair value (2,540,126) 719
Net investment income (expense) (2,540,126) 719
Total additions and changes in fair value (215,486) 719
Deductions:
Administration and benefit expenses 0 0
Total deductions 0 0
Change in net assets (215,486) 719
Net assets - beginning of year 37,326,171 22,503
Net assets - end of year $ 37,110,685 $ 23,222

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT
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TOWN OF JOHNSTON, RHODE ISLAND

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Town complies with generally accepted accounting principles (GAAP). GAAP includes all
relevant Governmental Accounting Standards Board (GASB) pronouncements. Private-sector standards of
accounting and financial reporting issued prior to December 1, 1989, generally are followed in both the
government-wide and proprietary fund financial statements to the extent that those standards do not conflict
with or contradict guidance of the Governmental Accounting Standards Board. Governments also have the
option of following subsequent private-sector guidance for their business-type activities and enterprise funds,
subject to the same limitation. The Town has elected not to follow subsequent private-sector guidance. The
accounting and reporting framework and the more significant accounting policies are discussed in
subsequent subsections of this Note.

As a general rule the effect of interfund activity has been eliminated from the government-wide
financial statements.

Reporting Entity

The Town of Johnston, Rhode Island operates under a Council-Mayor form of government and
provides the following services as authorized by its charter. public safety (police and fire), highway and
streets, sanitation, health and social services, culture-recreation, education, public improvements, planning
and zoning and general administrative services.

In evaluating how to define the government for financial reporting purposes, management has
considered all potential component units. The decision to include a potential component unit in the reporting
entity was made by applying the criteria set forth in GASB Statement No. 39. Under GASB Statement No. 39,
the financial reporting entity includes both the primary government and all of its component units. Component
units are legally separate entities that meet any one of the following three tests:

Test1—  The primary government appoints the voting majority of the board of the potential component unit
and is able to impose its will on the potential component unit and/or is in a relationship of financial
benefit or burden with the potential component unit;

Test2 -~  The potential component is fiscally dependent upon the primary government; or
Test 3~  The financial statements would be misleading if data from the potential component unit were not
included

The following entities were considered for classification as component units for fiscal year 2008:

» Johnston School Department
» Johnston Senior Citizens Center, Inc.
= Johnston Housing Authority

The Johnston School Department meets certain criteria of the tests listed above, but the entity is
deemed not to have separate legal status apart from the Town. As a result, the financial data of the Johnston
School Department has been included as special revenue funds within the Town’s financial statements. The
Johnston Senior Citizens Center has been determined to be a component unit of the Town of Johnston,
Rhode Island as a result of its financial dependence on the Town. However, the activity and balance of the
Center are deemed immaterial to the Government-wide financial statements as of and for the fiscal year
ended June 30, 2008. Therefore, the activity of the Johnston Senior Citizens Center, Inc. has been omitted
from the Town of Johnston, Rhode Island’s June 30, 2008 financial statements, except for the appropriation
expenditure of the Senior Center which is included as expenditures in the Town's General Fund. The
omission of the Johnston Senior Citizens Center, Inc. has no material impact on the Government-wide
financial statements of the Town of Johnston, Rhode Island. The Johnston Housing Authority did not meet
the criteria indicated above and accordingly it is not considered a component unit of the Town of Johnston,
Rhode Island.

(CONTINUED)
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TOWN OF JOHNSTON, RHODE ISLAND

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Basis of Presentation
Government-Wide Financial Statements

The statement of net assets and statement of activities report information about the reporting
government as a whole. They include all funds of the reporting entity except for fiduciary funds. The
statements distinguish between governmental and business-type activities. Governmental activities generally
are financed through taxes, intergovernmental revenues, and other nonexchange revenues. Business-type
activities are financed in whole or in part by fees charged to external parties for goods or services.

Fund Financial Statements

Fund financial statements of the reporting entity are organized into funds each of which is considered
to be separate accounting entities. Each fund is accounted for by providing a separate set of self-balancing
accounts which constitute its assets, liabilities, fund equity, revenues, and expenditure/expenses. Funds are
organized into three major categories: governmental, proprietary and fiduciary. Major individual governmental
funds and enterprise funds are reported as separate columns in the fund financial statements. A fund is
considered a major fund if it is the primary operating fund of the Town or meets the following criteria:

(a) Total assets, liabilities, revenues, or expenditures/expenses of that individual

governmental or enterprise fund are at least 10 percent of the corresponding total for

all funds of that category or type, and

(b) Total assets, liabilities, revenues, or expenditures/expenses of the individual
governmental fund or enterprise fund are at least 5 percent of the corresponding total
for all governmental and enterprise funds combined.

The funds of the financial reporting entity are described below:

Governmental Funds
General Fund

The General Fund is the primary operating fund of the Town and is always classified as a major fund.
It is used to account for all activities except those legally or administratively required to be accounted for in

other funds.

Special Revenue Funds

Special Revenue Funds are used to account for the proceeds of specific revenue sources that are
legally or administratively restricted to expenditures for certain purposes.

Capital Project Funds

The Capital Project Funds are used to account for resources restricted for the acquisition or
construction of specific capital projects or items.

(CONTINUED)
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TOWN OF JOHNSTON, RHODE ISLAND

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Governmental Funds (Continued)
Permanent Funds

Permanent Funds account for assets held by the Town pursuant to trust agreements. The principal
portion of this fund type must remain intact, but the earnings may be used to achieve the objectives of the
fund. The Town of Johnston, Rhode Island currently does not have any funds that meet the definition of
Permanent Funds.

Proprietary Funds

Proprietary Funds are used to account for business-like activities provided to the general public.
These activities are financed primarily by user charges and the measurement of financial activity focuses on
net income measurement similar to the private sector. The Proprietary Funds include the Water Control Fund
and the School Cafeteria Fund both of which are considered Enterprise Funds.

Fiduciary Funds (Not included in government wide statements)

Agency Funds

Agency funds account for assets held by the Town in a purely custodial capacity. The
reporting entity includes four agency funds. Since agency funds are custodial in nature (i.e.
assets equal liabilities), they do not involve the measurement of results of operations. The
agency funds are as follows:

- Performance Bonds
- Student Activities funds

Private-Purpose Trust Funds

Private-Purpose trust funds are used to account for resources legally held in trust for
use by parties outside of the Town, and can not be used at the Town’s discretion or to
support the Town’s general operations. The net assets of this fund are utilized for the care
and maintenance of cemeteries within the Town. The Town is not required to preserve any
portion of the net assets. The Private-purpose trust funds are as follows:

- Daniel Elder Burial Fund
- Manton Perpetual Care

- Celina Esterbrook

- Saralrons

- Kelly Burial Grounds

- Nicholas Smith

- Kimball Burial Ground

- Richardson Burial Ground
- C.T. Tourtellot

Pension Trust Funds

Pension trust funds are used to account for resources held in trust for future pension
obligations of the Town. The Pension trust funds held at June 30, 2008 are as follows:

- Police Pension Trust Fund
- Fire Pension Trust Fund
(CONTINUED)
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Major and Non-Major Funds

The funds are further classified as major or non-major as follows:

Fund

Major:
General Fund;

Capital Project Funds:

Special Revenue Funds:
School Unrestricted Fund

Proprietary Funds:
Water
School Cafeteria Fund

Non-Major:

Special Revenue Funds:

Brief Description

See above for description

The Town does not have any Capital Project Funds
that meet the definition of being classified as a Major
Fund at June 30, 2008.

This fund is used to report all financial transactions
of the Johnston School Department, which are not
legally required to be accounted for separately.

See above for description.

School Restricted Funds, Community Development
Block Grant, Johnston Comprehensive Plan,
Underage Drinking, Police Special Account,
Recreation  Department, Governors  Justice
Commission, Substance Abuse Prevention Grant,
Police Detail, Youth Tobacco Grant, Recreation
Fees From Developers, Historical Trust Fund, COPS
Technology Grant, Fire Plan Review, Neighborhood
Crime Prevention, Fire Memorial Fund, Fire
Prevention Grant, Memorial Library Fund, Champlin
Foundation, Police Vest Grant, Fire Dept. Detail, Fire
Equipment Grant, EMA Certification Grant,
Homeland Security Grant, Emergency OPS Grant,
Reserve for Health Care, Storm Water Management
Grant, and Secure Our Schools.

(CONTINUED)
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Major and Non-Major Funds (Continued)
Non-Major (Continued):
Capital Project Funds:

Measurement Focus

1998 Capital Improvement Bond, Senior Center
Grant, Autocad Map Digitizing, Fire Station #4
Renovations, Police Station Renovations, Police
Equipment, Tall Oaks Sewer, DEM Grant, School
Improvements, West End Fire Station, Road
Resurfacing, Revaluation Reserve, Highland Ave.
Drainage, High School Renovation, Middle School
Renovation, Ferri School Renovation, West End
Water, Rotary Drive Sewer Project, Library
Renovations, Town Hall Repair, Unobligated Capital
Fund, Sewer Project Capri & Belliare, Tanglewood
Estates, Hartford Ave. 295 Project, Fire
Headquarters  Replacement, Rainone  Gym
Renovations, Little League Field, DAM Renovations,
Pezza Property Acquisition, Champlin Community
Park, Fire Station #2, Early Learning Center, Capital
Lease, Memorial Park Playground, Police Station
Construction, Recreation Bldg Repairs, Senior
Center Tank Removal, Fire HQ Renovations, Fire
HQ HVAC, Fire Oil Tank, DPW Backflow Program,
Lombardi Judgment, Recreation Bridge Repair,
Open Space Grant, Carte Graph Software, Little
League Asphait, Hazard Mitigation Plan, Winsor Hill
School, Fire Station #1, Library Building, Golden
View Drainage, Cherry Hill Sewer, and Borden
Avenue Water.

On the government-wide Statement of Net Assets and the Statement of Activities both governmental
and business-like activities are presented using the economic resources measurement focus as defined in

item b. below and the accrual basis of accounting.

In the fund financial statements, the "current financial resources" measurement focus or the
"economic resources" measurement focus is used as appropriate:

(@) All governmental funds utilize a "current financial resources" measurement focus. Only

current financial assets and liabilities are generally included on their balance sheets. Their
operating statements present sources and uses of available spendable financial resources
during a given period. These funds use fund balance as their measure of available spendable
financial resources at the end of the period. The Town considers property taxes as available
if they are collected within 60 days after year end. Substantially all other revenue (excluding
municipal court fees and fines, special sewer assessments, and Fire Rescue Services) of the
governmental funds is recognized utilizing the modified accrual method of accounting and as
such it is recognized as it is earned and available. Municipal Court fines and fees and Fire
Rescue Services are reported as receivable and deferred revenue until the amounts are
collected. Special sewer assessments are reported as receivable and deferred revenue at
the date of the assessment. The revenue for these assessments is then recognized annually
over the term of the debt service obligation related to the project.

(CONTINUED)
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Measurement Focus (Continued)

(b) The proprietary fund and private purpose trust funds utilize "economic resources”
measurement focus. The accounting objectives of this measurement focus are the
determination of net income, financial position and cash flows. All assets and liabilities
(whether current or noncurrent) associated with their activities are reported. Fund equity is
classified as net assets.

(c) Agency funds are not involved in the measurement of results of operations; therefore,
measurement focus is not applicable to them.

Basis of Accounting

In the government-wide Statement of Net Assets and Statement of Activities both governmental and
business-type activities are presented using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized when earned and expenses are recorded when the liability is incurred or
economic asset used. Revenues, expenses, gains, losses, assets, and liabilities resulting from exchange and
exchange-like transactions are recognized when the exchange takes place.

In the fund financial statements, governmental funds are presented on the modified accrual basis of
accounting. Under this modified accrual basis of accounting, revenues are recognized when "measurable
and available". Measurable means knowing or being able to reasonably estimate the amount. Available
means collectible within the current period or soon enough thereafter to pay current liabilities. Expenditures
(including capital outlay) are recorded when the related fund liability is incurred, except for general obligation
bond principal and interest which are reported when due.

All proprietary funds, agency funds, and private purpose trust funds utilize the accrual basis of
accounting. Under the accrual basis of accounting, revenues are recognized when earned and expenses are
recorded when the liability is incurred or economic asset used.

Amounts reported as program revenues include charges to customers or applicants for goods,
services or privileges provided, operating grants and contributions, and capital grants and contributions.
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 in connection with the proprietary fund’s
principal operation. The principal operating revenues of the enterprise funds are charges for services provided
in accordance with the fund’'s purpose. Operating expenses for the enterprise funds include the costs of
providing the services, including administration and depreciation on capital assets. All other revenue and
expense items not meeting these criteria are reported as nonoperating revenues and expenses.

(CONTINUED)
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1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Assets, Liabilities, and Fund Equity

Cash and Investments

Cash and cash equivalents are carried at cost. Cash equivalents include all highly liquid
investments with an original maturity of three months or less when purchased. Substantially, all of
the Town’s cash and cash equivalents are held in public deposit institutions. Pursuant to Section 35-
10-1 of the Rhode Island General Laws, as of October 1, 1991, public deposit institutions are required
to insure accounts which hold public funds in excess of the $100,000 which is guaranteed by FDIC.
At times, the Town pools cash resources of its various funds to facilitate the management of cash and
maximize investment returns.

State statutes authorize the government to invest in obligations of the U.S. Treasury,
commercial paper, corporate bonds, and repurchase agreements.

Investments are stated at fair value.

Accounts Receivable

In the government-wide statements, receivables consist of all revenues earned at year-end
and not yet received. Allowances for uncollectible accounts receivable are based upon historical
trends and the periodic aging of accounts receivable. The allowance for uncollectible accounts
receivable amounted to $4,814,160 at June 30, 2008. The allowance for uncollectible accounts
includes $4,430,000 for property taxes, $115,000 for Municipal Court fees and traffic fines, $59,960
for special sewer assessment, $200,000 for fire rescue services, and $9,200 for enterprise fund
(Water Fund) service fees. Major receivable balances for the governmental activities include
property taxes (73% of balance). Business-type activities report service fees as its major receivables.

In the fund financial statements, material receivables in governmental funds include revenue
accruals such as property taxes, fire rescue services, municipal court fees and traffic fines, grants
and other similar intergovernmental revenues since they are usually both measurable and available.
Non-exchange transactions collectible but not available are deferred in the fund financial statements
in accordance with modified accrual, but not deferred in the government-wide financial statements in
accordance with the accrual basis. Proprietary fund material receivables consist of all revenues
earned at year-end and not yet received. Allowances for uncollectible accounts receivable are based
upon historical trends and the periodic aging of accounts receivable.

Property Taxes

Real and personal property taxes are based on values assessed as of each December 31
(lien date) and attach as an enforceable lien on property as of July 1 (levy date). Taxes may be paid
in full or in equal quarterly installments on July 24, October 24, January 24, and April 24 following the
levy date. Taxes due and unpaid after the respective due dates are subject to interest at a rate of
12% per annum calculated on the unpaid portion of the total tax. An automatic lien is placed on the
taxpayer's property if payment has not been received by the tax due date. Property taxes levied are
recorded as receivables in the fiscal year of the levy. Property tax revenues are recorded in
accordance with the modified accrual basis of accounting in the fund financial statements.

(CONTINUED)
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1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Assets, Liabilities, and Fund Equity (Continued)

Prepaid Items

Prepaid items are accounted for under the allocation method whereby a prepaid asset is
established at the date of payment and subsequently amortized over the accounting periods expected
to benefit from the initial payment. Prepaids recorded in governmental fund types do not reflect
current appropriated resources and, thus, an equivalent portion of the fund balance is reserved.

Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments
for the expenditure of funds are recorded in order to reserve that portion of the applicable
appropriation, is employed in certain governmental funds. Open encumbrances are reported as
reservations of fund balances. Encumbrances do not constitute expenditures or liabilities under
generally accepted accounting principles. (See note 2 for budgetary reporting of encumbrances).

Property, Plant and Equipment

The accounting treatment over property, plant and equipment (capital assets) depends on
whether the assets are used in governmental fund operations or proprietary fund operations and
whether they are reported in the government-wide or fund financial statements as discussed below.

Government-Wide Statements

In the government-wide financial statements, long-lived assets are accounted
for as capital assets. All capital assets are valued at historical cost, or estimated
historical cost if actual is unavailable, except for donated fixed assets, which are
recorded at their estimated fair value at the date of donation.

Capital assets are defined by the Town as assets with an initial, individual cost
of $5,000 or more and an estimated useful life in excess of one year.

Depreciation of all exhaustible capital assets is recorded, as an allocated
expense in the Statement of Activities, with accumulated depreciation reflected in the
Statement of Net Assets. Depreciation is provided over the estimated useful life using
the straight-line method of depreciation. The range of estimated useful lives by type of
asset is as follows:

Buildings and improvements 20 - 50 years
Land improvements 20 years
Equipment 5-10 years
Vehicles 5~10 years
Infrastructure 40 -~ 100 years

Fund Financial Statements

In the fund financial statements, capital assets used in governmental fund
operations are accounted for as capital outlay expenditures of the governmental fund
upon acquisition. Capital assets used in proprietary fund operations are accounted for
in the same manner as in the government-wide statements.

(CONTINUED)
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1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Assets, Liabilities, and Fund Equity (Continued)
Deferred Revenues

In the government-wide financial statements, deferred revenues represent funds received in
advance of being earned/owed or receivables which will be collected and included in revenues of
future fiscal years. In the General Fund, (of the fund financial statements), deferred revenues include
property tax receivables which are assessed on December 31, 2006 and prior and are not collected
within 60 days of June 30, 2008. Net deferred taxes included in the fund financial statements were
approximately $1,990,900 at June 30, 2008. In addition, deferred revenue in the General Fund (fund
financial statements) included approximately $223,600 for Municipal Court fees and traffic fines,
$197,600 for fire rescue services, and $626,400 for special sewer assessment.

Interfund Transactions

Interfund activity within and among the funds of the Town have been classified and reported
as follows:

- Reciprocal interfund activities:

. Interfund loans are reported as interfund receivables in the lending fund and
interfund payables in borrower funds.

] Interfund services are reported as revenues in the seller fund and as
expenditures or expenses in the purchasing fund.

- Non-reciprocal interfund activities:

. Interfund transfers are reported in governmental funds as other financing
uses in the funds making transfers and as other financing sources in the
funds receiving transfers. In proprietary funds transfers are reported after
nonoperating revenues and expenses.

. Interfund reimbursements are repayments from the fund responsible for
particular expenditures or expenses to other funds that initially paid for them.
Reimbursements are not displayed separately within the financial
statements.
Equity Classifications

Government-Wide Statements

Equity is classified as net assets and displayed in three components:

(a) Invested in capital assets, net of related debt - Consists of capital assets including
restricted capital assets, net of accumulated depreciation and reduced by the
outstanding balances of any bonds, mortgages, notes, or other borrowings that are
attributable to the acquisition, construction, or improvement of those assets.

(b) Restricted net assets - Consists of net assets with constraints placed on the use
either by 1) external groups such as creditors, grantors, contributors, or laws or
regulations of other governments, or 2) law through constitutional provisions or
enabling legislation.
(CONTINUED)
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1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Equity Classifications (Continued)

Government-Wide Statements (Continued)

(c) Unrestricted net assets - All other net assets that do not meet the definition of
"restricted” or "invested in capital assets, net of related debt".

Fund Financial Statements

Governmental fund equity is classified as fund balance. Fund balance is further classified as
reserved and unreserved, with unreserved further split between designated and undesignated.
Proprietary fund equity is classified the same as in the government-wide statements.

Compensated Absences

Employees are granted vacation and sick leave in varying amounts. Upon retirement,
termination of death, certain employees are compensated for unused vacation and sick leave (subject
to certain limitations) at their current rates of pay. The amount recorded is the unused days earned at
the current rate of pay. In addition, qualifying employees may also receive severance compensation
at the rate of 2 days pay for each year of service. For governmental activities the general fund is
used to satisfy this liability as it becomes due, while each enterprise fund accounts for all its’
settlement of business-type liabilities for compensated absences. Compensated absences are
accrued at varying amounts based on the collective bargaining unit contracts of the various unions.

Reconciliation of Government-wide and Fund Financial Statements

The governmental fund Balance Sheet includes a reconciliation between fund balance - total

governmental funds and net assets — governmental activities as reported in the government-wide Statement
of Net Assets. One element of that reconciliation explains that “long-term liabilities are not due and payable in
the current period and therefore are not reported in the funds.” The details of this $35,645,015 are as follows:

Bonds payable and capital lease obligations................. $ 23,298,164
Net pension benefit obligation ................coc o, 3,668,000
Accrued claims and judgments... . 269,000
Compensated absences......... 8,409,851

Total............ccooovievivieiiiiiiseeiiic i e D 35,645,015

Another element of the reconciliation states that “deferred revenues (net of an allowance for
uncollectibles) are recorded in the funds, but are not deferred under the measurement focus employed in the

Statement of Net Assets.” The details of this $3,038,478 difference are as follows:

Deferred tax revenue (net of allowance $4,430,000)..........ccccccevccceee. $ 1,990,923

Deferred municipal court fees (net of allowance $115,000) .........

Deferred fire rescue fees (net of allowance $200,000)............

Deferred sewer assessment revenue (net of allowance $59,960) .......... 626,362
TOtal......... ..o e e e 33,038,478

(CONTINUED)
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Explanation of Certain Differences Between the Governmental Fund Statement of Revenues,
Expenditures, and Changes in Fund Balance and the Government-wide Statement of Activities

The governmental fund Statement of Revenues, Expenditures, and Changes in Fund Balances
includes reconciliation between net changes in fund balances — fotal governmental funds and changes in net
assets of governmental activities as reported in the government-wide Statement of Activities. One element of
that reconciliation explains that “Governmental funds report capital outlays as expenditures.” However, in the
statement of activities the cost of those assets is capitalized and depreciated over the assets estimated useful
life. The details of the $(1,348,998) is as follows:

Capital outlays reclassified to capital assets ........................ $ 1,280,830
Depreciation expense ...............cccooev v e _(2,629,828)
Total e e 9(1,348,998)

Another element of the reconciliation states that “the governmental funds report principal repayments
on debt obligations as an expenditure,” the details of the $1,546,654 is as follows:

Principal payment of general obligation bonds...................... $1,095,815
Principal payment of capital lease obligations....................... 450,839
Total ... 91,546,654

Another element of the reconciliation relates to compensated absences and accrued claims and
judgments and states that “the governmental fund reflects this activity when it is paid with measurable and
available resources.” The details of the $227,300 is as follows:

Increase in liability for compensated absences.....................  ($ 198,700)
Decrease in liability for claims and judgments... 426,000
TOtal. ..o e e D 227,300

Another element of that reconciliation states that, “Revenues in the Statement of Activities that do not
provide current financial resources are not reported as revenues in governmental funds.” Also, the allowance
adjustment on these receivables affects the revenue recorded in the Statement of Activities. The details of
this $171,995 are as follows:

Deferred tax revenue, net-ending .............ccccceeveeevicvenen. $ 1,990,923
Deferred municipal court fees, net — ending .. 223,631
Deferred fire rescue, net —ending ..........cocovvvcvieinioeivniicee 197,562
Deferred sewer assessment, net —ending .............ocoveeive 626,362
Deferred tax revenue, net — beginning .......... (1,610,883)
Deferred municipal court fees — beginning ... (207,929)
Deferred fire rescue fees, net— beginning............ccoeceennn, (384,465)
Deferred sewer assessment, net — beginning ..o (663,206)
Total ...............c.cocoooie e i 8 171,995

Another element of the reconciliation relates to the Net Pension Benefit Obligations and states that
“the governmental fund reflects this activity when it will be paid with measurable and available resources.”
The increase in net assets of $61,000 was comprised of the following:

Net pension benefit obligation — beginning of year............... $3,729,000
Net pension benefit obligation — end of year ... ... ... _3,668,000
Decrease in net pension benefit obligation .................... $ 61,000

(CONTINUED)
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