TOWN OF SAUGUS, MASSACHUSETTS
Annual Financial Statements

For the Year Ended June 30, 2006



TABLE OF CONTENTS

INDEPENDENT AUDITORS’ REPORT
MANAGEMENT’S DISCUSSION AND ANALYSIS
BASIC FINANCIAL STATEMENTS:
Government-Wide Financial Statements:
Statement of Net Assets
Statement of Activities
Fund Financial Statements:
Governmental Funds:
Balance Sheet

Reconciliation of Total Governmental Fund Balances to
Met Assets of Governmental Activities in the Statement
of Net Assets

Statement of Revenues, Expenditures, and Changes
in Fund Balances

Reconciliation of the Statement of Revenues, Expenditures,
and Changes in Fund Balances of Governmental Funds to
the Statement of Activities

Statement of Revenues and Other Sources, and Expenditures
and Other Uses - Budget and Actual - General Fund

Proprietary Funds:
Statement of Net Assets

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

Statement of Cash Flows
Fiduciary Funds:
Statement of Fiduciary Net Assets
Statement of Changes in Fiduciary Net Assets
Notes to the Financial Statements

SUPPLEMENTARY INFORMATION:

Contributory Retirement System Information

PAGE

11
12

13

14

15

16

17

18

19
20

21

22

23

45



MELANSON HEATH & COMPANY, PC

CERTIFIED PUBLIC ACCOUNTANTS
MAKAGEMENT AIWISORS
1o New Englind Business Center Drive ® Suite 112
Andover, MA 01810-1006

(g78) 740-0005 * Fax (078) 749-0006
www. melansomheath.com

INDEPENDENT AUDITORS' REPORT

To the Board of Selectmen
Town of Saugus, Massachusetts

We have audited the accompanying financial statements of the governmental activi-
ties, the business-type activities, each major fund, and the aggregate remaining fund
information of the Town of Saugus, Massachusetts, as of and for the year ended
June 30, 2006 (except for the Saugus Contributory Retirement System which is

as of and for the year ended December 31, 2005), 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 Saugus' management. Our respon-
sibility is to express an opinion 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 financial statements. An audit also
includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall 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 mate-
rial respects, the respective financial position of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund infor-
mation of the Town of Saugus, as of June 30, 2006 (except the Saugus Contributory
Retirement System which is as of December 31, 2005), and the respective changes
in financial position and cash flows, where applicable, thereof and the respective
budgetary comparison for the General Fund for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

The management's discussion and analysis, appearing on the following pages,
and the supplementary information, appearing in the back of this report, are not a
required part of the basic financial statements but are supplementary information
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required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supple-
mentary information. However, we did not audit the information and express no
opinion on it.

In accordance with Government Auditing Standards, we have also issued a

report dated October 4, 2006 on our consideration of the Town's internal control
over financial reporting and on our tests of its compliance with certain provisions

of laws, regulations, contracts and grant agreements and other matters. The pur-
pose 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.

Z’ﬁﬂ )H_p_‘_ttl +C-A’V7@-ﬂ—a\fa-c~

Andover, Massachusetts
October 4, 2006



MANAGEMENT'S DISCUSSION AND ANALYSIS

As management of the Town of Saugus, we offer readers this narrative overview
and analysis of the financial activities of the Town of Saugus for the fiscal year
ended June 30, 2006.

A. OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the basic
financial statements. The basic financial statements are comprised of three
components: (1) government-wide financial statements, (2) fund financial state-
ments, and (3) notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements them-
selves.

Government-wide financial statements. The government-wide financial state-
ments are designed to provide readers with a broad overview of our finances in
a manner similar to a private-sector business.

The statement of net assets presents information on all 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 is improving or deteriorating.

The statement of activities presents information showing how the government’s
net assets changed during the most recent fiscal year. All changes in net assets
are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of related cash flows. Thus, revenues and expenses
are reported in this statement for some items that will only result in cash flows

in future fiscal periods (e.g., uncollected taxes and earned but unused vacation
leave).

Both of the government-wide financial statements distinguish functions 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 include general government, public safety, highways
and streets, sanitation, economic development, and culture and recreation. The
business-type activities include water, sewer, ice rink and landfill closure
activities.

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. Fund accounting is used to ensure and demonstrate
compliance with finance-related legal requirements. All of the funds can be
divided into three categories: governmental funds, proprietary funds and fidu-
ciary funds.




Governmental funds. Governmental funds are used to account for essentially
the same functions reported as governmental activities in the government-wide
financial statements. However, unlike the government-wide financial statements,
governmental fund financial statements focus on near-term inflows and outflows
of spendable resources, as well as on balances of spendable resources avail-
able 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 govern-
ment-wide financial statements, it is useful to compare the information presented
for governmental funds with similar information presented for governmental acti-
vities 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.

An annual appropriated budget is adopted for the general fund. A budgetary
comparison statement has been provided for the general fund to demonstrate
compliance with this budget.

Proprietary funds. Proprietary funds are maintained as follows:

Enterprise funds are used to report the same functions presented as business-
type activities in the government-wide financial statements. Specifically, enter-
prise funds are used to account for water, sewer, Kasubuski Ice Rink, and landfill
closure operations.

Internal service funds are an accounting device used to accumulate and allocate
costs internally among various functions. Specifically, internal services funds

are used to account for self-insured employee health programs. Because these
services predominantly benefit governmental rather than business-type functions,
they have been included within governmental activities in the government-wide
financial statements.

Proprietary funds provide the same type of information as the business-type acti-
vities reported in the government-wide financial statements, only in more detail.
The proprietary fund financial statements provide separate information for the
water, sewer, Kasubuski lce Rink, and landfill closure operations, all of which are
considered to be major funds.

Fiduciary funds. 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's own programs. The accounting
used for fiduciary funds is much like that used for proprietary funds.




Notes to the financial statements. The notes provide additional information

that are essential to a full understanding of the data provided in the government-

wide and fund financial statements.

Other information. In addition to the basic financial statements and accom-
panying notes, this report also presents certain required supplementary infor-
mation which is required to be disclosed by the Governmental Accounting
Standards Board.

. FINANCIAL HIGHLIGHTS

+ As of the close of the current fiscal year, the total of assets exceeded liabili-
ties by § 43,268,364 (i.e., net assets), a change of § (853,423) in comparison

to the prior year.

« As of the close of the current fiscal year, governmental funds reported com-

bined ending fund balances of $ 3,874,599, a change of $ (2,252,284) in
comparison with the prior year.

« At the end of the current fiscal year, unreserved fund balance for the general
fund was a deficit of $ (182,846), a change of $ (307,159) in comparison with

the prior year.

+ Total long-term debt (i.e., bonds payable) at the close of the current fiscal
year was $ 30,914,697, a change of $ 687,083 in comparison to the prior
year.

. GOVERNMENT-WIDE FINANCIAL ANALYSIS

The following is a summary of condensed government-wide financial data for
the current and prior fiscal years.

Governmental Business-Tvpe
Activiies Activities otal
2006 2005 2006 2005 2008 2005

Current and olher assats $§ TEOTA444 5 10159736 § 6,703,068 § B,851,260 § 14,400,512 § 19,020,996
Capital assets 53,746,826 54 972 305 18,584,633 15,227,058 72,331,458 70,198,454

Total assats 61,444 2T0 65,132,132 25.287.701 24,088,318 86.731.8M 89,220,450
Long-term liabilities outstanding 30,687,083 33,051,819 7,816,657 7.077,001 38,503,740 40,828,820
Other liabilities 4,331,671 3,808 117 628,156 450,726 4 959 BET 4 269,843

Total liabilities 35,018,754 36,860,936 8,444 853 8237727 43,483,607 45,008,663
Met assets:
Invested in capital assets, net 28,834,003 28121111 17,889,404 12,653,803 46,723,407 42074914
Restricted 2,897,005 2,931,870 - - 2,897,805 2,931,670
Unrestricted (5,306,392) (3,781,585) (1,046,556) 2,806,788 (6,352,848) (B884,797)

Total net assets $ 26425516 § 28271106 § 16842848 5 15,850,591 § 43,268,364 5 44121787




Revenues:

Program revenues:
Charges for services
Operating grants and

contributions
Capital grants and
conftributions

Genaral revenues:
Property taxes
Excisas

Penalties, interest, and cther

taxes

Grants and contributions not

restricted to specific

programs
Investment income

Other
Total revenues

Expenses:
Ganeral government
Public safety
Education
Public works
Human services
Culture and recreation
Employee benefits

Interest on long-term debt

Intergovernmental
Miscellaneous
Water

Sewer

lce rink

Landfill closure

Total expenses

Change in net assets before
parmanent fund confributions

and transfers

Permanent fund contributions

Transfers in (out)

Change in net assets

Met assaets - beginning of year

Met assats - end of year

HANGES IM NET ASSET:
Governmental Business-Type
Activities Activities Total
2006 2005 2006 2005 2008 2005
§ 5335426 § 4187055 53 8,304,807 § 10,466,649 § 13,640,233 § 14,653,704
12,691,076 11,921,124 - 67,188 12,691,076  11,988322
1,307,229 1,067,271 - - 1,307,229 1,067,271
39,540,085 39,752,137 - - 30,540,085 39,752,137
3,180,873 3,481,649 - - 3,180,873 3,487 6439
607,649 570,864 - - 607,649 570,884
4616811 4,524,585 - = 4,616,811 4,524 585
283,784 231,447 103,066 - 386,850 231,447
187,775 1,270 - - 187,775 1,270
67,751,608 65,737 402 8,407,873 10,533,847 76,159,481 76,271,248
2,958,762 2,638,287 - - 2,958,762 2,638,287
10,058,075 10,420,187 - - 10,058,075 10,420,187
33,231,863 31,586,910 - - 33,231,863 31,586,910
4,673,786 5,230,783 - - 4,673,786 5,230,793
2,380,286 2,310,615 - - 2,380,286 2,310,615
1,089,748 1,132,882 - - 1,099,748 1,132,882
12,250,795 11,738,887 - - 12,250,795 11,738,887
B66,843 1,468,510 - - 856,843 1,468,510
2,335,376 2,003,967 - - 2,335,376 2,093,867
81,215 - - - 91,215 -
E - 3,659,886 2,731,456 3,650,888 2,731,456
. - 2,636,054 2,203,435 2,636,054 2,203,435
- - 730,593 680,377 730,583 669,377
- - 39.645 1,887,588 30,645 1,867,588
69,546,745 68,621,038 7,066,178 7,511,866 77,012.927 76,132,904
(2,195,141}  (2,883,638) 1,341,685 3,021,981 (853,448) 138,345
23 - - - 23 -
349,438 564,691 (349,438) (564,691) - -
(1.845,680)  (2,318,943) 892,257 2,457,280 (853,423) 138,345
28,271,156 30,580,141 15,850,501 13,393,301 44,121 787 43,983 442
$ 265425516 § 28,271,195 5 16842848 § 15,850,501 § 43,268,364 § 44121787

As noted earlier, net assets may serve over time as a useful indicator of a
government's financial position. At the close of the most recent fiscal year,
total net assets were $ 43,268,364, a change of $ (853,423) from the prior

year.

The largest portion of net assets $ 46,723,407 reflects our investment in capital
assets (e.g., land, buildings, machinery and equipment), less any related debt

6



used to acquire those assets that is still outstanding. These capital assets are
used to provide services to citizens; consequently, these assets are not available
for future spending. Although the investment in capital assets is reported net

of related debt, it should be noted that the resources needed to repay this debt
must be provided from other sources, since the capital assets themselves cannot
be used to liquidate these liabilities.

An additional portion of net assets $ 2,897,905 represents resources that are
subject to external restrictions on how they may be used. The remaining bal-
ance of unrestricted net assets reflects a deficit of $ (6,352,948).

Governmental activities. Governmental activities for the year resulted in a
change in net assets of § (1,845,680). Key elements of this change are as
follows:

Governmental
Activities

General fund operating results 9 (958,299)
Nonmajor funds operating results (1,293,985)
Internal service fund operating results (673,722)
Capital assets purchased with prior year

bond proceeds 552,081
Capital assets purchased with tax revenue 36,960
Principal debt service, which is budgeted, less

depreciation expense, which is not budgeted (263,458)
Change in compensated absences as compared

with prior year 813,584
Other (58,841)
Total $ (1,845,680)

Business-type activities. Business-type activities for the year resulted in a
change in net assets of $ 992,257. Key elements of this change are as follows:

Water Fund 5 286,114
Sewer Fund 823,052
lce Rink Fund (164,216)
Landfill Closure Fund 47 307
Total $ 992,257

. FINANCIAL ANALYSIS OF THE GOVERNMENT’'S FUNDS

As noted earlier, fund accounting is used to ensure and demonstrate compli-
ance with finance-related legal requirements.



Governmental funds. The focus of governmental funds is to provide infor-
mation on near-term inflows, outflows and balances of spendable resources.
Such information is useful in assessing financing requirements. In particular,
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 the end of the current fiscal year, governmental funds reported combined
ending fund balances of $ 3,874,599, a change of $ (2,252,284) in comparison
with the prior year. Most of this change was attributable to the following:

Governmental

Funds
General fund operating results $ (958,299)
Nonmajor funds operating results (1,293,985)
Total $ (2,252,284)

The general fund is the chief operating fund. At the end of the current fiscal year,
unreserved fund balance of the general fund was a deficit of $ (182,846), while
total fund balance was $ 296,763. As a measure of the general fund's liquidity, it
may be useful to compare both unreserved fund balance and total fund balance
to total fund expenditures. Unreserved fund balance represents (0.3) percent of
total general fund expenditures, while total fund balance represents 0.5 percent
of that same amount.

The fund balance of the general fund changed by $ (958,299) during the current
fiscal year. Key factors in this change are as follows:

General
Fund

Revenue shortfall compared to budget estimate $ (509,398)
Actual expenditures less budgeted expenditures (39,705)
Use of overlay surplus as a funding source (251,551)
Shortfall of tax collection (639,899)
Prior year encumbrances spent in the current year (540,096)
Raising of prior year snow and ice deficit from the

tax levy 1,079,350
Other (57,000)
Total $ (958,299)

Proprietary funds. Proprietary funds provide the same type of information
found in the business-type activities reported in the government-wide financial
statements, but in more detail.




