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INDEPFNDENT AUDITORS' REPORT

The Honorable Board of Selectmen
Town of Sterling, Massachusetts

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 Sterling, Massachusetts
as of and for the year ended June 30, 2008, {except for the financial
statements of the Sterling Electric Light Department which are as of and
for the year ended December 31, 2007) which collectively comprise the
Town's basic financial statements as 1listed in the table of contents.
These financial statements are the responsibility of the Town of Sterling's
management. Our responsibility is to express an opinion on these financial
statements based on our audit. We did not audit the financial statements
of the Sterling Electric Light Department. Those financial statements were
audited by other auditors whose report thereon has been furnished to us,
and our opinion, insofar as it relates to the amounts included for the

Sterling Electric Light Department, is based on the report of the other
auditors.

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 cbtain reasonable assurance about whether the
financial statements are free of material misstatements. Bn 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 material respects, the vrespective financial position of the
governmental activities, business-type activities, each wmajor fund, and the
aggregate remaining fund information of the Town of Sterling, Massachusetts
at June 30, 2008, (except for the Sterling Electric Light Department which
are as of December 31, 2007) and the respective changes in financial
position, and cash flows, where applicable, thereof and the budgetary
comparison for the general fund for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

. * Certified Public Accountants _
One Framingham Center, Five Edgell Road, Suire 38, Framingham, Massachuserts 01701 (508) 620-7911  FAX (508) 620-7608



In accordance with Government Auditing Standards, we have also issued our
report dated April 9, 2009, on our consideration of the Town of Sterling,
Massachusetts'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 on internal contrel over fihancial
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 important for assessing
the results of ocur audit.

The Management's Discussion and 2Analysis on pages 3 through 13 is not a
required part of the basic financial statements, but is supplementary
information required by accounting principles generally accepted in the
Tnited States of America. We have applied certain 1limited procedures,
which consisted principally of inguiries of management regarding the
methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no

opiniocn on it.
W %JM- ~ -

Borgatti Harrison & Co.

Framingham, Massachusetts
April 9, 2009
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TOWN OF STERLING, MASSACHUSETTS

Management’s Discussion and Analysis

As management of the Town of Stetling (the Town), we offer readers of the Town’s financial
statements this narrative overview and analysis of the financial activities of the Town of Sterling for
the fiscal year ended June 30, 2008. We encourage readers to consider the information presented
here in conjunction with the Town’s basic financial statements, which begin on page 14 of this
report,

Financial Highlights:

® The assets of the Town exceeded its liabilites at the close of the most recent fiscal year by
$49,522,671 (net assets, Statement of Net Assets, page 14). Of this amount, $12,335,625 (unrestricted net
assefs ) may be used to meet the government’s ongoing obligations to citizens and creditors.

e The government’s total net assets increased by $664,937 in fiscal year 2008. Net assets of
governmental activities increased by $1,443,608 and net assets of business-type activities
decreased by $778,671.

e The total cost of all Town’s services for fiscal 2008 was 327,257,863 (Statement of Activities, page
15), $18,636,146 of which was for governmental services, and $8,621,717 of which was for
business-type activities.

e At June 30, 2008, the Town’s governmental funds reported a combined ending fund balance of
$9,236,182 (Balance sheet, page 16). The combined governmental funds fund balance increased by
$461,449 (Stavement of Revennes, Expenditures and Changes in Fund Balances, page 18) from the prior
year’s ending fund balance. A total of $8,838,514, or 95.7% of the $9,236,182 fund balance is
considered unreserved at June 30, 2008.

e The Town’s general fund reported a fund balance of $1,643,454 (Balance Sheet, page 16) at the end
of fiscal 2008. The unreserved fund balance for the general fund was §1,260,732 or 6.4% of total
general fund expenditures and transfers to other funds. There was a $65,685 increase in total
general fund balance for the year. A total of §-0- of the unreserved fund balance was designated
for funding the fiscal year 2009 budget.

® The Town’s total bonded debt decreased by $1,325,391 or 6.2% during the year. The key factors

in this change were debt service payments of §1,627,105, and botrowings for Rt. 12 water project
of $301,714.



Overview of the Financial Statements:

This discussion and analysis are intended to serve as an introduction to the Town’s basic financial
statements. The Town’s basic financial statements consist 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.

Governmenti-wide financial statements: The government-wide financial statements are designed to
provide readers with a broad overview of the Town’s finances, in a manner similar to a private sector
business. The séatement of net assets presents information on all of the Town’s assets and liabilities, with
the difference between the two reported as nef asrefs. Over time, increases or decreases i net assets
may serve as a useful indicator of whether the financial position of the Town is improving or
deteriorating,

The statement of activitier 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, regardlers of the timing of the cash flows. Thus, revenue and
expenses teported in this statement for some items will only result in cash flows in future fiscal
petiods (e.g., uncollected taxes and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions and activities of the Town
that are principally supported by taxes and intergovernmental revenues (governmental activities)
from other functions and activities that ate intended to recover all or a significant portion of their
costs through user fees or charges (business-type activities). The governmental activities of the
Town include the broad functions of general government; public safety; education; public works;
health & human services; and culture and recreation. The business-type activities of the Town
include two enterprise activities: the water system; and the sanitary sewer system,

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, like other
state and local governments, uses fund accounting to ensure and demonstrate compliance with
finance-relate legal requirements, All of the funds of the Town can be divided into three categories:
governmental funds, proprietary funds, and fiduciary funds.

Governmental funds: Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, government fund financial statements focus on the rear-term
inflows and outflows of spendable resources, as well as on balances of spendable resonrcer available at the end of
the fiscal year. Such information may be useful in evaluation a government’s near-term financing
requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for govermmental 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 maintains 10 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, the stabilization fund, and the capital projects
fund, all of which are considered to be major funds. Data from the other 7 funds are combined into
a single, aggregated presentation under the caption non-major governmental funds.

The basic governmental fund financial statements can be found on pages 16-20 of this report.

Proprietary funds: The Town maintains one type of proprietary fund, Enterprise funds, which are
used to report the same functions presented as business-type activities in the government-wide
financial statements. The Town uses two enterprise funds to account for water, and electric light
activities.

Proprietary funds provide the same type of information as government-wide financial statements,
only in more detail. The proptietary fund financial statements provide separate information for the
watet, and sanitary sewet activities, both of which are considered major funds of the Town.

The electric light enterprise fund activity is presented for the petiod January 1, 2007 through
December 31, 2007, as these activities are maintained on a calendar year basis.

The basic proprietary fund financial statements can be found on pages 21-23 of this report.

Fiduciary funds: Fiduciaty funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are o included in the government-wide financial
statetnents because the resources of the funds ate mof available to support the Town’s own functions
and activities. The accounting used for fiduciary funds is much like that used for proprietary funds.

All other fiduciary funds are combined into a single, aggregate presentation in the fiduciary fund
financial statements under the caption private purpose trust funds.

‘The fiduciary fund financial statements can be found on pages 24-25 of this report.

Notes to the financial statements: The notes provide additional informatton that is essential to a
full understanding of the data provided in the government-wide and fund financial statements. The
notes to the financial staternents can be found on pages 27-49 of this report.

Other information: In addition to the basic financial statements and accompanying notes, this
repoit also presents certain supplementary information concerning all legally adopted budgets. The
Town adopts an annual appropriation budget for the general, water, and sewer funds. Budgetary
comparison schedules are presented to demonstrate compliance with the budget on page 20 of this
report.



Government-wide Financial Analysis:

Town of Sterling

Net Assets
N Governmental Business-type N
" Activities Activilias Total
2008 2007 2008 2007 2008 2007

Current assets 11,458,283 1 1§ 111002701 1 $ 4957130: 1% 5791378 164154131} § 16,891,648
Noh current assets(except capital assets} 11,852,447 12,829,942 1,048,941 1,097,369 12,901,388 14,027 311
Capital assets 30,084,209 29,223,629 12,473,986 12,362,035 42,568,195 41,585,664

Total asseis 53,404,939 53,253,841 18,480,057 19,250,782 71,584,996 72,504,623
Current liabitities 2,147,719 2,198,119 1,374,878 2,267,624 3,522,597 $ 4485743
Long term liabilities 15,827,579 17,069,689 3,012,149 2,111,457 18,839,728 18,161,146

Total lizbilities 17,975,258 19,267,808 4,387,027 4,379,081 22,362,325 23,646,389
Net assels:

Invested in capital, net of related debt 26,200,151 25,006,066 9,206,621 9,161,125 35,406,772 1 : § 34,167,191
" Restricted 505.274 445,932 1,275,000 2 450,000 1,780,274 2,805 932

Unrestricted 8,724,216 B,534,044 3,611,400 3,260,576 12,335,625 11,794,620

Total net assets 35,429,641 $ 33,986,042 % 14,003,030 $ 14,871,701 49,522 671 $ 48,857,743

i

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.
The Town’s assets exceeded liabilities by 49,522,671 the close of the most recent fiscal yeat.

Included within the governmental activity non current assets, unrelated to capital assets, are
$11,852,447 future year school construction reimbursement grants.

Governmental activity long term liabilities include $15,418,000 in general obligation bonds payable.
Business-type activity long-term liabilities include $2,974,766 in general obligation bonds.

The largest portion of the Town’s total net assets (71.5%) reflects its investment in capital assets (e.g,
land, buildings, machinery and equipment, and infrastructure), less any related debt used to acquire
those assets that is still outstanding. The Town uses these capital assets to provide services to
citizens; therefore, these assets are not available for future spending. Although the Town’s
investment in capital assets is reported net of related debt, it should be noted that the resources to
repay debt must be provided from other sources, since capital assets themselves, cannot be used to
liquidate these liabilities.

An additional portion of the Town’s net assets (3.6%) represents resources that are subject to
restrictions placed on how they may be used by parties external to the Town. The remaining balance
of unrestricted net assets, $12,335,625 or 24.9%, of total net assets may be used to meet the
government’s on-going obligations to citizens and creditors. It is important to note that although the
total unrestricted net assets is $12,335,625; the net assets of the Town’s business-type activities,
$3,611,409 may not be used to fund governmental activities.

At the end of the current fiscal year, the Town is able to report positive balances in all three
categories of net assets, both for the government as a whole, as well as for its separate governmental
and business-type activities.



The government’s total net assets increased by $664937 during the cutrent fiscal year, tepresenting a
4.2% increase in the governmental activities and a 5.2% decrease in the business-type activities.

Town of Stetling
Changes in Net Assets
Governmental Business-type
Activities Activilies Toftal
2008 2007 2008 2007 2008 2007
Revenues:
Program Revenues:
Charges fo senvice 1,442,623 3 1,452,749 $ 7,737,369 $ 73165581 i% 9,179,992 $ 8,769,307
Operating grants and contributions 1,919,182 642,852 - - 1,919,192 Ei42,85éw
Capital grants and contributions - - - - - -
General Revenues:
Property tax 13,681,185 12,972,498 - - 13,681,185 12,972,498
Other taxes 1,588,517 1,473,496 - - 1,586,517 1,473,496
Grants and contributions-not resfricted 513,631 841,321 - - 513,631 841,321
All other 856,049 605,348 186,234 213,797 1,042,283 819,145
Total revenyes 19,899,157 17,988,264 7,923,603 7,530,355 27,822 800 25,518,619
Expenses
General government 972,859 899,672 - - 972,859 899,672
Public safety 2,471,797 2,399,856 - - 2471797 2,399,856
Education 0,885,756 9,297,507 - - 9,885,766 9,297,507
Public warks 2,126,991 1,633,837 - - 2,126,911 1,533,837
Health & human services 175,672 128,757 - - 175,672 126,757
Culture & recreation 673,040 574,177 - - 873,040 574 177
Employee pensions 473,826 462,688 . - 473,826 462.688'
Insurance 978,322 947,285 - - 978,322 947,285
State & county charges 67,528 63,270 - - 67,528 63,270
Court Judgments - - - - - “
Capital Qutiay 31,346 - - - 31,346 -
Interest on debt 779,000 874,759 - - 779,009 874,759
Water 673,998 563,582 673,998 563,582 ¢
Electric light 7,947,719 7,407,585 7,947,719 7.407,585
Total éxpenses 18,636,146 17,179,808 8,621,717 7.971,167 27,257,863 25,150,975
Increase in net assets before transfers 1,363,054 808,456 {698,114) (440,812) 664,937 367,644
Transfers 80,557 72,994 (80,557} (72,984) - -
Increase in net assets 1,443,608 881,450 (778,671) {513,8086) 664,937 367,644
Net assets - Beginning of year 33,986,033 33,104,583 14,871,701 15,385,507 48,857,734 48,490,000
Net assets - End of year 356,429,641 $ 33,986,033 $ 14,093,030 5 14,871,701 $ 49,522 671 $ 48.857,734




Governmental activities — Governmental activities increased the Town’s net assets by $1,443,608
or 4.2% during fiscal 2008. A summaty of revenues and major functional expenditures is presented
above. This decrease is due primarily to the change in accounting method from governmental
statements to the disttict-wide statements as explained in the Reconciliaton of the Statement of
Revenues, Expenditures, and changes in Fund Balances of Governmental Fund to the Statement of
Activities.

Business-type activities —~ Business type activities decreased the Town’s net assets by $778,671 or
5.2% during fiscal 2008.

Financial Analysis of Governmental Funds:

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

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

As of June 30, 2008, the Town’s governmental funds reported combined ending fund balances of
$9,236,182, an increase of $461,449 in comparison with the prior year, $8,838,514 of this amount
constitutes unreserved fund balance, which is available for spending at the government’s discretion. The
remainder of the fund balance is reserved to indicate it is not available for new spending because it
has already been committed to liquidate contracts and purchase orders of the prior period; contimied
appropiiations for capital outlay and improvement purposes; non-current loans receivable; non
expendable permanent fund balances; and community presetvation program statutory putpose
reserves.

The general fund is the chief operating fund of the Town. At June 30, 2008, unreserved fund
balance of the general fund was $1,260,732, § -0- of which was designated to finance the fiscal 2009
budget, while the total fund balance was $1,643,454. 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 (including transfers to other funds). Unreserved fund balance represents 6.4% of total
general fund expenditures (including transfers), while total fund balance also represents 8.4% of the
same amount,



Town of Sterling, Massachusetts

General Fund
Fund Balance Trends

The total general fund balance of the Town increased by $65,685 or 4.2% during fiscal 2008. The
major reason for this increase was the use of Stabilization Funds in the amount of $899,933 to fund
the fiscal year 2008 budget. Actual revenues were $185,841 higher than budgeted and actual
expenditures were $473,996 lower than budgeted.

Total fiscal year 2008 general fund revenues and transfers from other funds totaled §19,702,337, an
increase of $1,445,748 or 7.9% ovet the previous fiscal year.

GENERAL FUND
Fund Balance Trends

) % Increase/ %
Source Amount of Total {Decrease) Change
Real estate and Personal Property Tax 14,318,833 72.7% 1,394 453 10.8%
Motor Vehicle Excise and other taxes 1,095,469 5.6% (378,027} -25.7%
Intergovernmental 2,226,204 11.3% 25 760 1.2%
Departmental and other revenues 619,562 3.1% 84,136 15.7%
Investment Income 188,383 1.0% {88,916) -32.1%
Total Revenues 18,448,541 93.6% 1,037,406 8.0%
Transfers from other funds 1,253,796 6.4% 408,342 48.3%
Total revenues and transfers from other funds 19,702,337 100.0% 1,445 748 7.9%

Property tax increase represents a combination of the 2.5% annual increase allowed in the levy under
Proposition 2 2, new growth, decrease in debt exclusions, and collection of ptior years’ delinquent
taxes.

The 25.7% decrease in motot vehicle excise and other taxes is due entirely to a decrease in motor
vehicle purchases and a decrease in the value of those vehicles. This trend is consistent with other
communities within the Commonwealth.

The 32.1% decrease in investment income is consistent with the decline in the national economy
resulting in lower interest rates provided by banks and negative returns from stock and bond
investments.

The increase in transfers from other funds resulted primarily in the increased transfers from capital
stabilization funds.

Total general fund expenditures and transfers to other funds totaled $19,636,652 an increase of
$1,161,907 or 6.3% over the previous fiscal year.



% Increase! %

Function Amount of Total (Decrease) Change
Generat Government 929,768 4.7% 85,796 10.2%
Public Safaty 2,368,028 12.1% 215,582 10.0%
Public Works 1,696,667 8.6% 173,212 11.4%
Health and human services 162,718 0.8% 43,075 36.0%
Culture and recreation 387,556 2.0% 42 837 12.4%
Education 9,417,704 48.0% 588,249 6.7%
Employee pensions and benefits 473,826 2.4% 1,138 2.4%
Insurance 978,322 5.0% 31,037 3.3%
Debt service 2,199,944 11.2% (7B,772) -3.5%
Stafe and county charges 67,528 0.3% 4,258 6.7%
Capital outlay 15,676 0.1% 15,676 100.0%
Total expfndilures 18,697,738 95.2% 1,132,088 6.4%
Transfers fo other funds 938,914 4.8% 28,819 3.3%
Totat expenditures and

transfers to other funds 19,636,652 100.0% ] 1,161,907 6.3%

| ’s

The increase of $215,582 in Public Safety expenditures is due primarily to $190,000 for the purchase
of vehicles.

The increase in Education expenditures is a result of an increase in regional school assessments.

The increase of $31,037 or 3.3% in insurances and represents an increase in employee group
insurance rates.

‘The decrease in Debt Service is due to debt retirement.
The inctease in transfers to other funds is due to an increase in free cash certification,

Other increases in expenditures in fiscal year 2008 are due primarily to contractual wage and salary
increases.

Proprietary funds - The Town’s proprietary funds provide the same information found in the
government-wide statements, but in slightly more detail. Unrestricted net assets amounted to
$412,671 for the water fund; and $3,198,738 for the electric light fund. The water fund’s net assets
increased by $53,036 while the electric light fund’s net assets decreased by $831,707. The major
factor for the water fund’s increase is due to increased rates. The electric light fund’s decrease is due
primarily to an increase in purchased power expenses in the amount of $216,627 and other income
decreased by $178,405.

-10-



General Fund Budgetary Highlights:

The difference between the original budget of $18,971,280 and the final amended budget of
$20,300,093 ($1,328,813 increase in appropriations) of 7.0% can be summarized as follows:

Transfer to capital stabilization
Transfer to stabilization
General government

Public safety
Public works

Culture and recreation

$587,792
320,661
69,799

34,383
294,271

25,201

Education {3,294)
Total $1,328,813

Of this increase $728,253 was funded from free cash; $180,200 was funded from available fund
balances in the general fund; and $420,360 was funded from available balances in the other funds.

Capital Asset and Debt Administration:

Capital assets — The Town’s capital assets for governmental and business-type activities (excluding
the electric light department) as of June 30, 2008, amounts to $42,272,315 net of accumulated
depreciation of $8,493,555. The capital assets include land; buildings; improvements; machinery and
equipment; and water systems.

Governmental Business-type
Activities Activities Total
2008 2007 2008 2007 2008 2007
Land $ 14978161 1% 1497816]!$ 1472001 i% 147200: 1% 1,645016:|% +.845018
Buildings & Improvements 27,392,368 25,984,046 3,658,259 2,665,443 31,260,627 28,649 489
Equipment & machinery 594,911 397,932 80,000 80,000 674,911 477,932
Vehicles 3,504,369 3,326,241 - - 3,504,369 3,326,241
Software 306,134 306,134 - - 306,134 | 306,134
Infrastructure 4,745,854 4,745,854 2,430,502 2,130,592 6,876,446 6,876,446
Gonstruction in progress - ' - 21,998 991,057 21,998 991,057
Total $ 380414521 1§ 26,258,023 | | § 6,238,049 | i§ 6,014,202 ] 1§ 44279501 | § 42,272,315
: 3 i L] §

Major capital asset events during 2008 included the following:
¢ Total capital assets, net of accumulated depreciation decreased by $965,466.

®  Business-type activity capital assets increased by $94,886 due to capital purchases of $223,757
less depreciation of these assets in the amount of $128,871.

* Government activity capital assets increased by $870,580 due to capital purchase of $1,958,374
less depreciation of these assets in the amount of §1,087,794.

-11-



The major purchases were as follows: buildings and improvements of $1,408,322; vehicle purchases
of $339,073; and equipment of §210,979.

Additional information on the Town’s capital assets may be found in Note 10 to the financial
statements.

Long term debt — At June 30, 2008, the Town had total bonded debt outstanding of $20,010,519,
$16,824,000 for governmental activities and $3,276,519 for business-type activities. All debtis a
general obligation of the Town, although water and electric light debt service payments are made
from the resources of the enterprise funds.

Governmental Business-type
Activities Activities Total
- 2008 2007 2008 2007 2008 2007
School construction $ 11,920,000: : § 12,875000: | & - § - $ 11,920,000 { $ 12,875,000
Public building 2,080,000 2,240,000 - - 2,080,000 2,240,000
Land acquisition 114,000 125,000 - - 114,000 125,000
Litsrary renovation 610,000 680,000 - - 610,000 860,000
Library renovation 30,000 60,000 - - 30,000 60,000
Fire station 1,650,000 1,750,000 - - 1,650,000 1,750,000
Fire engine 450,000 515,000 - - 450,000 515,000
Electric Light - - 90,000 180,000 90,000 180,000
Water general obligation - - 1,015,000 1,080,000 1,015,000 1,090,000
Water land acquisition - - 56,000 60,000 56,000 60,000
MWPAT drinking water - - 365,779 387,884 365,779 387,884
Rt 12 water project - - 1,194,740 893,028 1,194,740 893,026
Water general obligation - - 555,000 590,000 555,000 590,000
Total § 16,854,000 $ 18,225,000 $ 3,276519: 1§ 3,200,910 % 20,130,519 1 i § 21,425910

Total long-term bonds and loans outstanding at June 30, 2008 decreased by $1,295,391 or 6.1% from
June 30, 2007. New long term debt incurred during fiscal 2008 included $301,714 for water
construction. Total debt service payments were $1,627,105.

The Town’s bonds are rated Al by Moody’s Investor Services Inc. and Standard & Poor’s Rating
Services.

Additional information on the Town’s long-term debt can be found in Note 11 to the financial
statements.

Economic Factors and Next Year’s Budgets and Rates:

*  According to the Commonwealth of Massachusetts Division of Employment and Training, the
average unemployment rate for the Town for 2006 was 4.3%, which compares favorably with
state and national unemployment rate.

¢ According to the U. S. Department of Commerce, the median family income for the Town for
1999 was $28,844; the per capita income for the same time was $76,943. This compates
favorably with both state and national incomes.

212 -



e According to the Town’s Board of Assessors the average 2008 single family home in Stetling is
valued at $341,378; the average two-family home is valued at $317,272; the average three-family
home is valued at $406,129; the average condominium is valued at $229,586; the average
commercial propetty is valued at $542,593; and the average industrial property is valued at
$544,826. All properties compate favorable with state and national property values.

The Town approved a fiscal year 2009 general fund budget of $19,270,220, an increase of 6.0% or
$1,087,482 over the fiscal year 2008 general fund budget. This increase is due in part to increases in
wages and insurances. The total approved fiscal year 2009 budget for the Town, including the Water
Fund, is $20,134,141, an increase of $6.1% or §1,165,571 over the 2008 total budget.

The total property tax levy for fiscal year 2009 is $14,539,059, an increase of 5.1% or §705,993.
Local receipts ate anticipated to be 4.0% lower than fiscal year 2008 and state aid is anticipated to be
2.3% lower than fiscal year 2008.

Requests for Information

This financial report is designed to provide a general overview of the Town of Sterling’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
Town Accountant’s Office, Town of Sterling, 1 Park Street, Sterling, Massachusetts 01564.

-13-



TOWN OF STERLING

Statement of Net Assets
June 30, 2008
Governmental Business-type
Activities Activities Total
ASSETS '
Current Assets:
Cash and cash equivalents $ 3,806,524 5 1,153,632 4,960,156
Investements 5,862,460 - 5,862,460
Receivables, net of allowance for uncollectible accounts 696,858 359,956 1,056,814
Due from Other Governmental Agencies 1,077,425 - 1,077,495
Restricted cash 14,946 - 14,946
Prepaid expenses - 3,036,766 3,036,766
QOther assets - 406,776 406,776
Total current assets 11,458,283 4,957,130 16,415,413
Noncurrent Assets:
Cash and cash equivalents - 1,048,941 1,048,941
Due from Other Governmental Agencies 11,852,447 - 11,852,447
Capital assets, net of accumulated depreciation 30,094,209 12,473,986 42,568,185
Total noncurrent assets 41,946,656 13,622,927 55,469,583
Total Assets 53,404,939 18,480,057 71,884,996
LIABILITIES
Current Liabilities:
Accounts payable and accrued expenses 202,820 705,452 908,272
Customer deposits - 303,714 303,714
Perfermance bonds 271,309 - 271,309
Other accrued liabilities 45,480 35,283 80,763
Accrued interest 208,452 - 28,676 237,128
Notes payable - - -
Current portion of Iandfill postclosure care costs 13,658 - 13,658
Current portion of bonds payable 1,406,000 301,753 1,707,753
Total current liabilities 2,147,719 1,374,878 3,522,697
Noncurrent Liahilities: ’
Bonds payable, net of current portion 15,418,000 2,974,766 18,392,766
Landfill postclosing care costs, net of current portion 334,622 - 334,622
Compensated absences, net of current portion 74,957 37,383 112,340
Total noncurrent liabilities 15,827,579 3,012,149 18,839,728
Total Liakilities 17,975,298 4,387,027 22 362,325
NET ASSETS
Invested in capital assets, net of related debt 26,200,151 9,206,621 35,406,772
Restricted for:
Permanent funds - nonexpendable 480,328 - 490,328
Other purposes 14,946 1,275,000 1,289,946
Unrestricted 8,724,216 3,611,409 12,335,625
Total net assets $ 35,429,641 $ 14,093,030 49,522,671

See accompanying

notes to financial statements
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ASSETS

Cash and cash equivalents

Taxes receivable

Receivable from other governments
Other receivables

Restricted cash

Total assels

LIABILITIES AND FUND BALANCES
Liabilities:

Accounts payable

Performance bonds

Deferred revenue

Other

Total liabilities

Fund balances:
Reserved for:
Encumbrances and appropriations
Other purposes
Unreserved:
Designated for subsequent year
Unreserved, reported in:
General funds
Special revenue funds
Capital projects funds
Permanent Endowment Fund

Total fund balances

Total liabilities and fund balances

TOWN OF STERLING
Balance Sheet
Governmental Funds
June 30, 2008

Capital Nonmajor . Total
Stabilization Governmental Governmental

General Fund Fund Funds Funds
$ 1,819,893 $ 5,282,647 $ 2,566,444 % 9,668,984
505,582 - - 595,582
12,929,942 - - 12,929,942
- - 258,599 258,599
- - 14,946 14,946
$ 15345417 $ 5,282,647 $ 2,839,989 $ 23,468,053
$ 202,820 $ - 3 - $ 202,820
- - 271,309 274,309
13,453,663 - 258,599 13,712,262
45,480 - - 45,480
13,701,963 - 529,908 14,231,871
371,366 - - 371,356
11,366 - 14,946 26,312
1,260,732 - 1,260,732
- 5,282,647 1,038,724 6,321,371
- - 3,215 3,215
- - 1,253,196 1,253,196
1,643,454 5,282,647 2,310,081 - 9,236,182
$ 15,345,417 3 5,282,647 $ 2,839,989 $ 23,468,053

See accompanying notes to financial statements
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TOWN OF STERLING

Reconciliation of the Governmental Funds Balance Sheet to the Statement of Net

Assets
June 30, 2008

Total fund balance, governmental funds

Amounts reported for governmental activities in the Statement of Net
Assets are different because:

Capital assets used in governmentat activities are not current financial
resources and therefore are not reported in this fund financial
statement, but are reported in the governmental activities of the
Statement of Net Assets.

In the Statement of Activities, interest is accrued on outstanding long-
term debt whereas in Governmental Funds, interest is not reported until
due.

Revenues are recognized on an accrual basis of accounting instead of a
medified accrual basis.

Some liabilities, (such as Notes Payable, Capital L.ease Contract
Payable, Long-term Compensated Absences, and Bonds Payable ), are
not due and payable in the current period and are not included in the
fund financial statement, but are included in the governmental activities
of the Statement of Net Assets.

Net Assets of Governmental Activities in the Statement of Net Assets

9,236,182

30,094,209

(208,452)

13,554,939

(17,247,237)

$

35,429,641

See accompanying notes to financial statements
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TOWN OF STERLING
Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds
For the Year Ended June 30, 2008

Capital Nonmajor . Total
Stabilization " Governmental Governmental
General Fund Fund Funds Funds
REVENUES
Taxes and assessments $ 15,414,302 $ - $ - $ 15,414,302
Fees and fines 243,784 - 359,127 602,911
Licenses and permits 164,778 - - 164,778
Intergovernmentat 2,226,294 - 1,626,442 3,852,736
Charges for services - - 307,982 307,982
investment earnings 188,383 260,591 64,657 513,631
Miscellaneous 211,000 - 30,559 241 559
Contributions and donations - - 53,107 53,107
Total revenues 18,448,541 260,591 2,441,874 21,151,006
EXPENDITURES
General government 929,769 - 65,004 984,773
Public safefy 2,368,028 - 259,479 2,627,507
Public works 1,696,667 - : 1,445,098 3,141,765
Health and human services 162,718 - 12,572 175,290
Culture and recreation 387,556 - 274,553 662,109
Education 9,417,704 - - 9.417,704
Employee pensions 473,826 - - 473,826
Insurance 278,322 - - 978,322
Debt Service: -
Principal 1,401,000 - - : 1,401,000
Interest and other charges 798,944 - - 798,944
State and county charges : 67,528 - - 67,528
Capital outlay 15,876 - 15,670 . 31,346
Total Expenditures 18,697,738 - 2,072,376 20,770,114
Excess (deficiency) of revenues over
expenditures . (249,197) 260,51 369,408 . 380,892
OTHER FINANGING SOURCES (USES)
Transfers in 1,253,796 o 587,792 485,264 2,326,852
Transfers out (938,914) (546,838) (760,543) (2,246,295)
Total other financing sources and uses 314,882 40,954 (275,279) 80,657
Net change in fund balances 65,685 301,545 94,219 461,449
Fund talances - beginning 1,677,769 4,081,102 2,215,862 8,774,733
Fund balances - ending $ 1,643,454 $ 5,282,647 $ 2,310,081 $ 9,236,182

See accompanying notes to financial statements
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TOWN OF STERLING

Recongciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances of
Governmental Funds to the Statement of Activities
For the Year Ended June 30, 2008

Net change in fund balances - total governmental funds: $ 461,449

Amounts reported for Governmental Acfivities in the Staternent of Activities are
different because:

Governmental funds report outlays for capital assets as expenditures because

such outlays use current financial resources. In contrast, the Staterment of

Activities reports only a portion of the outlay as expense. The outlay is

allocated over the assets' estimated useful lives as depreciation expense for

the period. '

This is the amount by which capital outiays ($1,958,374) exceeded

depreciation ($'1 ,087,794) in the current period. 870,580

Governmental funds do not present revenues that are not available to pay .
current obligations. In contrast, such revenues are reported in the Statement
of Activities when earned. (1,151,808)

Governmental funds report bond proceeds as current financial resources. In

contrast, the Statement of Activities treats such issuance of debt as a liability.

Governmental funds report repayment of bond principal as an expenditure, in

contrast, the Statement of Activities treats such repayments as a reduction in

long-term liabilities. This is the amount by which proceeds exceeded

repayments. 1,401,000

Some expenses reported in the statement of activities do not require the use of
current financial resources and these are not reported as expenditures in
governmental funds:

Accrued interest not reflected on Governmental funds 19,935

Landfill postclosure care costs (149,274)

Accrued employee benefits (8.274)
Change In net assets of governmental activities $ 1,443,608

See accompanying notes to financial statements
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TOWN OF STERLING

Statement of Revenues, Expenditures and Changes in Fund Balances

REVENUES

Taxes and assessments
Fees and fines
Licenses and permits
Intergovernmental
Charges for services
Investment earnings
Miscellaneous

Total revenues

EXPENDITURES
General government
Public safety
Pubfic works
Health and human services
Culture-and recreation
Education
Debt service
Employee pensions
Insurance
State and county charges
Capital outlay

Total Expenditures

Excess {deficiency) of revenues over
expenditures

OTHER FINANCING SOURCES (USES)
Proceeds from long-term borrowing
Transfers in

Transfers out

Total other financing sources and uses

Net change in fund balances
Fund balances - beginning

Fund balances - ending

Budget and Actual
Generat Fund

For the year ended June 30, 2008

Variance with
Final Budget -

Actual Amounts, Posifive
Budgeted Amounts Budgetary Basis {Negative)
Original Final
$ 15,452,027 3 15,178,721 $ 15,435,996 $ 257,275
221,500 230,700 243,784 13,084
195,000 195,000 164,778 {30,222)
2,029,211 2,029,211 2,031,532 2,321
245,000 245,000 188,383 {56,617y
40,000 211,000 211,000 -
18,182,738 18,089,632 18,275,473 185,841
1,119,340 1,168,247 1,113,416 54,831
2,431,852 2,451,235 2,372,838 78,397
1,503,111 1,822,127 1,805,001 17.126
218,961 227,609 217,298 10,311
368,960 397,660 387,056 ) 10,104 -
9,420,998 9,417,704 9,417,704 -
2,199,945 2,199,945 2,199,844 A
279,064 279,064 279,064 -
1,282,100 1,282,100 978,322 303,778
66,976 66,976 67.528 (552}
78,973 78,973 35,276
18,971,280 19,391,640 18,873,947 473,896
(788,542) {1,302,008) (598,474) 659,837
746,809 1,167,169 1,253,796 86,627
- (908,453) (838,913) (30,460)
746,809 258,716 314,883 56,167
{41,733) {1,043,292) (283,591) 716,004
1,484,213 1,484,213 1,484,213 -
$ 1,442,480 $ 440,921 $ 1,200,622 $ 716,004

See accompanying notes to financial statements
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ASSETS
Current assets:
Cash and cash equivalents
User fees receivable, net
Prepaid expenses
Other assets

Total current assets
Non-current assets:
Cash and cash equivalents
Capital assets, net of accumulated depreciation

Total non-current assets

Total assets

LIABILITIES

Current Liabilities;

Accounts payable

Other accrued expenses
Accrued interest

Customer deposits
Compensated absences

Notes payable

Current portion of bonds payable

Total current liabilities
Non-current liabilities:
Bonds payabie, net of current portion

Total non-current liabilities

Total liabilities

NET ASSETS
Invested in capital assets, net of related debt
Restricted for other puposes
Unrestricted

Total net assets

TOWN OF STERLING

Statement of Net Assets

Proprietary Funds
June 30, 2008

Enterprise Funds

Water Enterprise

Electric Light
Enterprise Fund

Fund {December 31, 2007) Total
$ 470,883 $ 682,749 1,153,632
8,252 351,704 359,956
- 3,036,766 3,036,766
9,154 307,622 406,776
488,289 4,468,841 4,957,130
- 1,048,941 1,048,941
4,650,017 7,823,969 12,473,986
4,650,017 8,872,910 13,522,027
5,138,306 13,341,751 18,480,057
34,227.00 671,225 705,452
- 35,283 35,283
28,110 566 28,676
- 303,714 303,714
4,127 33,256 37,383
211,753 90,000 301,753
278,217 1,134,044 1,412,261
2,074,766 - 2,974,766
2,974,766 - 2,974,766
3,252,983 1,134,044 4,387,027
4,472,652 7,733,969 9,206,621
- 1,275,000 1,275,000
412,671 3,198,738 3,611,400
$ 1,885,323 5 12,207,707 14,093,030

See accompanying notes to financial statements
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TOWN OF STERLING .
Statement of Revenues, Expenses and Changes in Fund Net Assets
Proprietary Funds
For the Year Ended June 30, 2008

Enterprise Funds

Electric Light

Water Enterprise Enterprise Fund
Fund {December 31, 2007) Total

REVENUES
Charges for services 3 789,352 $ 6,847,112 % 7.636,464

Total operating revenues 789,352 6,847,112 7,636,464
OPERATING EXPENSES
Personai services 175,709 463,167 633,876
Purchased power expenses - 5,817,002 5,817,002
Maintenance expenses : - 326,954 326,954
Other supplies and expenses 244,069 897,006 1,141,975
Depreciation 128,871 385,669 514,540

Total Operating Expenses 549,549 7,889,798 8,439,347

Operating income (loss) 239,803 (1,042,686) (802,883)
NON-OPERATING REVENUES (EXPENSES)
Interest and investment revenue . - 186,234 186,234
Other income 18,239 82,666 100,905 .
Qther expenses - {40,000} {40,000}
Interest expense (124,449) (17,921) (142,370)

Total non-operating revenue (expenses) (106,210} 210,979 104,769

Income (loss) before contributions and transfers 133,593 (831,707) (698,114}
Transfers in . - - . -
Transfers out (80,557) - (80,557)

Change in net assets 53,036 (831,707) (778,671)

Total net assets - beginning 1,832,287 13,039,414 14,871,701
Total net assets - ending $ 1,885,323 $ 12,207,707 3 14,093,030

See accompanying notes to financial statements
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TOWN OF STERLING
Statement of Cash Flows
Proprietary Funds
June 30, 2008

Cash Flows from Operating Activities:
Receipts from customers and users
Fayments to vendors
Payments to employees

Net cash from operating activities

Cash Fiows from Noncapital Financing Activities:
Net transfers in (out)

Net cash from noncapital financing activities

Cash Flows from Capital and Related Financing Activities:
Proceeds from issuance of bonds and notes
Depreciation funds used for plant assets
Acquisition and construction of capital assets
Principal payments on bonds and notes
Customer advances and contributions in aid of construction, net
Interest expense

Net cash from capital and related financing activities

Cash Flows from investing Activities:
investment income

Net cash from investing activities

Net Change in Cash
Cash, beginning of year

. Cash, end of year

Reconciliation of Operating income to Net Cash
Provided by (used for) Operating Activities:
Operating income
Adjustments to reconcile operating income (loss) o net
cash provided by (used for) operating activities:
Depreciation
Other income
Cther expenses
Changes in assets and liabilities:
User fees receivable
Prepaid expenses
Restricted cash
COther assets
Accounts payable and other liabilities
Customer deposits

MNet Cash Provided by (used for) Operating Activities

Water Enterprise

Electric Light

Enterprise Fund

Fund {December 31, 2007) " Total
772,681 3 6,935,659 $ 7,708,340
{210,742) (6,169,316) (6.380,058)
(174,713) (456,458) (631,171)
387,226 309,885 697,111
(80,557) - {80,557)
{80,557) - (80,557)
301,714 - 301,714
. 58,134 58,134
(223,757) (418,232) . {641,889)
(131,326) {80,000) (221,326)
- 6,187 6,187
(97,218) (9,855). (107,073)
(150,587} {453,766) (604,353)
- 186,234 186,234
- 186,234 186,234
156,082 42 353 198,435
314,801 640,396 955,197
$ 470,883 $ 682,749 3 1,153,632
3 239,803 $ {(1,042.686) % {802,883)
128,871 385,669 514,540
- 33,735 33,735
(16,671) 37.604 . 20,933
- 1,054,204 1,054,204
- (43,368} {43,368)
35,223 {123,685) (88,462)
- 8,412 8,412
3 387,226 $ 309,885 $ 697,111

See accompanying notes to financial statements
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TOWN OF STERLING
Statement of Fiduciary Net Assets

Fiduciary Funds
June 30, 2008

ASSETS
Cash and cash equivalents

Total assets
LIABILITIES
Accounts payable

Total liabilities

NET ASSETS
Held in trust for benefits and other purposes

Private Purpose

$

Trust Fund -
Simple

183,714

183,714

$

183,714

See accompanying notes to financial statements
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ADDITIONS
Contributions
Investment earnings

Total additions
DEDUCTIONS

Need based assistance
Scholarships awarded

Totat deductions

Change in net assets
Net assets - beginning

Net assets - ending

TOWN OF STERLING

Statement of Changes in Fiduciary Net Assets

Fiduciary Funds

For the Year Ended June 30, 2008

- 25 -

Private Purpose
Trust Fund -
Simple

9,246

9,246

2,000
14,200

16,200

(6,954)
190,668

$ 183,714

See accompanying notes to financial statements
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TOWN OF STERLING, MASSACHUSETTS

NOTES TO BASIC FINANCIAL STATEMENTS

1 - SUMMARY OF STIGNIFICANT ACCOUNTING POLICIES

A.

General Statement

The Town of Sterling, Massachusetts (the "Town") was incorporated in
1781. The Town has an Open Town Meeting form of government and an
executive three-member Board of Selectmen. The Town Administrator is
responsible for the day-to-day administration of the Town wunder the
direction of the Board of Selectmen.

The Town provides general governmental services, including Public
Safety - Police and Fire Protection, Highways and Streets, Sanitation,
Health and Social Serviees, Recreation and Cultural, Public Education
for grades K through 12, and General Administrative Services.

The accounting and reporting policies of the Town relating to the funds
included in the accompanying basic financial statements conform to
accounting principles generally accepted in the United States of
America applicable to state and local governments. Generally accepted
accounting principles for local governments include those principles
prescribed by the Governmental Accounting Standards Board (GASB), the
American Institute of Certified Public Accountants in the publication
entitled Audits of State and Tocal Governmental TUnits and by the
Financial Accounting Standards Board (when applicable).

Financial Reporting Entity

Primary Government

The Town's basic financial statements include the accounts of all Town
operations. The criteria Ffor including organizations as component
units within the Town's reporting entity, as set forth in Section 2100
of GASB's Codification of Governmental Accounting and Financial
Reporting Standards, include whether:

* the organization is legally separate {(can sue and be sued in
their own name)

the Town holds the corporate powers of the organization

the Town appoints a voting majority of the organization's board
the Town is able to impose its will on the organization

the organization has the potential to impose a financial
benefit/burden on the Town

* there is fiscal dependency by the organization on the Town

* % A *

Based on the aforementioned criteria, the Town of Sterling has no
component units.



TOWN OF STERLING, MASSACHUSETIS

NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)

Joint Ventures

A joint venture is an organization (resulting from a contractual
arrangement) that 1s owned, operated or governed by two or more
participants as a separate and specific activity subject to Jjoint
control in which the participants retain an ongoing financial interest
or ongeing financial responsibility. Joint c¢ontrol means that no
gingle participant has the ability to unilaterally control the
financial or operating policies of the joint venture.

The Town participates in two joint ventures with other municipalities
to pool resources and share the costs, risks and rewards of providing
goods and services to venture participants directly, or for the benefit
of the general public or specified recipients. The following table
identifies the Town's joint ventures and related information:

Fiscal 2008

Name Furpose Address Asgessment
Wachusett Regiocnal To provide grades K-12 Jefferson School 48,778,362
Schocl District educational services 1745 Main Street

Jefferson, MA 01522

Montachsett Regional To provide grades 9-12 1050 Westminster 5t. § &07,077
Vocational Technical vocational and technical Fitchburg, MA 01420
School District educational services

The Wachusett Regiomal School District (the District} is governed by a
twenty {(20) member school committee consisting of four (4) elected

representatives from the Town of Sterling. The Town is indirectly
liable for debt and other expenditures of the District and is assessed
annually for its share of the operating and capital costs. Separate

financial statements may be obtained by writing to the Treasurer of the
District at the above address. The Town has an approximately 17.31%
equity interest in the joint venture.

The Montachsett Regional Vocational Technical School District (the

District) is governed by a twenty-two (22) member school committee

consisting of one (1) elected representative from the Town of Sterling.

The Town is indirectly liable for debt and other expenditures of the.
District and is assessed annually for its share of the operating and
capital costs. Separate financial statements may be obtained by
writing to the Treasurer of the District at the above address. The

Town has an approximately 4.91% equity interest in the joint venture.



TOWN OF STERLING, MASSACHUSETTS

NOTES TO BASIC FINANCTLAL STATEMENTS
{Continued)

Basig of Presgentation

Government-Wide Financizl Statements:

The government-wide financial statements (the statement of net assets
and the statement of changes in net assets) report information on all

of the activities of the Town. The effect of interfund activity,
within the governmental and business-type activities columns, has been
removed from these statements. Governmental activities, which normally

are supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely to a significant
extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct

expenses of a given program are offset by program revenues. Direct
expenses are those that are cleaxly identifiable with a specific
program. Program revenues include 1) charges to customers or

applicants who purchase, use, or directly benefit from goods, gservices,
or privileges provided by a given program and 2) operating or capital
grants and contributions that are restricted to meeting the operational
or capital requirements of a particular program. Taxes and other items
not properly included among program revenues are reported instead as
general revenues.

Fund Financial Statements:

The Town segregates transactions related to certain functions or
activities in separate funds in order to aid financial management and
to demonstrate legal compliance. Separate statements are presented for
governmental and proprietary activities. These statements present each
major fund as a separate column on the fund financial statements; all
non-major funds are aggregated and presented in a single column.

Governmental funds are those funds throuch which most governmental

activities typically are £financed. The measurement focus of
governmental funds is on the sources, uses and balance of current
financial resources. The Town has presented the following major

governmental funds:

GQeneral Fund - This fund is the main operating fund of the Town. It is
used to account for all financial resources not accounted for in other

funds. All general tax revenues and other receipts that are not
restricted by law or contractual agreement to some other fund are
accounted for in this fund. @eneral operating expenditures, fixed

charges and capital improvement costs that are not paid through other
funds are paid from the General fund. The general fund is always
considered a major fund.

Stabilization Fund - This fund is used to account for the accumulation
of resources to provide general and/or capital reserves. Use of this
fund is subject to Town Meeting approval.
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The nonmajor governmental funds consist of other gpecial revenue,
capital projects and permanent funds that are aggregated and presented
in the nomnmajor governmental funds column on the governmental funds
financial statements. The following describes the general use of these
fund types:

Special Revenue Fund - This fund is used to account for the proceeds of
specific revenue sources (other than wmajor capital projects or
expendable trusts) that are restricted by law or administrative action
to expenditures for specific purposes.

Capital Projects Fund - This fund is used to account for financial
resources to be used for the acquisition or construction of major
capital facilities (other than those financed by enterprise funds).

Permanent Funds - This fund is used to account for financial resources
that are legally restricted to the extent that only earnings, and not
principal, may be used for purposes that support government programs.

Proprietary Fund Financial Statements:

Proprietary fund £inancial statements are reported using the flow of
economic resources measurement focus and use the accrual basis of
accounting, whereby revenues are recorded when earned and expenses are
recorded when the liabilities are incurred.

Proprietary funds distinguish operating revenues and expenses from
nonoperating items. Operating revenues and expenses generally result
from providing services and producing and delivering goods in
connection with the proprietary funds principal ongoing operations.
21l revenues and expenses not meeting this definition are reported as
nonoperating revenues and expenses.

The following major proprietary funds are reported:
The Water Enterprise Fund is used to account for water activities.

The Hlectric Light Enterprise Fund is used to account for electric
light activities.

Fiduciary Fund Financial Statements:

Private-Purpose Trust Funds - This fund dis used to account for
resources legally held in trust for student scholarships and residents
in need of financial assistance.

Agency Funds - This fund is used to account for assets held by the Town
as an agent for individuals, private organizations, and/or other
governmental units. The Town reports Student Activity Funds in the
Agency Fund.




TOWN OF STERLING, MASSACHEUSETTS

NOTES TO BASIC FINAMCIAL STATEMENTS
(Continued)

D. Measurement Focus/Basis of Accounting

Measurement focus refers to what is being measured; basis of accounting
refers to when revenues and expenditures are recognized in the accounts
and reported in the financial statements. Basis of accounting relates
to the timing of the measurement made, regardless of the measurement
focus applied.

The government-wide statements and fund £inancial statements for
proprietory funds are reported using the economic resources measurement
focus and the accrual Dbasis of accounting. The economic resources
measurement focus means all assets and liabilities (whether current or
non-current) are Iincluded on the statement of net assets and the
operating statements present increases (revenues) and decreases
(expenses) in net total assets. Under the accrual basis of accounting,
revenues are recognized when earned, including unbilled water and
electric light gervices which are accrued. Expenses are reccognized at
the time the liability is incurred.

Governmental fund financial statements are reported using the current
financial resources measurement focus and are accounted for using the
modified accrual basis of accounting. Under the modified accrual basis
of accounting, revenues are recognized when susceptible to accrual;
i.e., when they become both measurable and available. "Measurable"
means the amount of the transaction can be determined and "available"
means collectible within the current period or soon encugh thereafter
to be used to pay liabilities of the current period. The Town
considers property taxes ag available if they are collected within &0
days after vyear end. A one-year availability period is used for
recognition of all other Governmental Fund revenues. Expenditures are
recorded when the related fund liability is incurred. However, debt
service expenditures, as well as expenditures related to compensated
absences, early retirement costs, landfill postclosure care costs,
claims, and judgments are recorded only when payment is due.

The revenues susceptible to accrual are property taxes, fees, licenses,
charges for service, interest income and intergovermmental revenues.

All other govermmental fund revenue are recognized when received.

Budgetary Control

The Town follows the following procedures in establishing the budgetary
data reflected in the financial statements:

a. Prior to the Annual Town Meeting, the Town Administrator submits a
proposed operating budget to the Finance Committee for the fiscal
vear commencing the following July 1. The operating budget

includes proposed expenditures and the means of financing them.

b. At the Annual Town Meeting, the Finance Committee makes the
recommendation to the wvoters of their concurrance or non-
concurrance with the articles. The voters at the Annual Town
Meeting then vote to accept or reject the propesed budget articles.
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c. On July 1, the budget is legally enacted.

d. The Board of Assessors will submit to the Commonwealth of
Massachusetts' Department of Revenue the Town's Tax Recapitulatory
Sheet. The sheet denotes the appropriations passed by the Town

voters, sources of estimated revenues and the proposed tax revenues
to be raiged. The Commonwealth's Department of Revenue will then
certify the tax rate to be used in the assessment of taxes to the
local property owners (real and personal).

e. If a need ariges, the Town will convene a special town meeting to
act on the recommendations of the Finance Committee for additional
appropriations.

An annual budget is adopted for the general fund in conformity with the
guidelines described above. The original fiscal vyear 2008, approved
budget for the general fund was $18,182,738 in appropriations and
carryforwards. During fiscal year 2008, supplemental appropriationsg
totaling $1,055,507 were authorized.

The Statement of Revenues, Expenditures and Changes in Fund Balances -
Budget and Actual - General Fund presents a comparison of budgetary
data to actual zresults. The General Fund utilizes the same basis of
accounting for both budgetary purposes and actual results, except for
the effect of encumbrances and continuing appropriations, which are
adjusted to the actual results for comparison. Deficits, if any, are
raiged in the subsequent yvears budget process.

Cash and Investments

Cash of all funds, including restricted cash, are pooled into common
pooled accounts in order to maximize investment opportunities. Each
fund whose monies are deposited in the pooled cash accounts has an
equity therein, and interest earned on the investment of these monies
is allocated based upon relative equity at month end.

An individual fund's pooled Cash and Cash Investments are available
upon demand and are considered to be "cash equivalents" when preparing
these financial statements. In addition, any marketable securities not
included in the common pooled accounts that are purchased with a
maturity of ninety days or less are also considered to be "cash
equivalents”.

211 investments are recorded at fair wvalue based on guoted market
prices. Fair value is the amount at which a financial instrument could

be exchanged in a current transaction between willing parties.

Use of Estimates

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates
and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.
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Inventories of Supplies

Supplies are considered to be expenditures at the time of purchase and
are not included in the statement of net assets as inventories.

Interfund Receivables and Pavables

Any residual balances outstanding between the govermmental activities
and Dbusiness-type activities are reported in the governmental-wide
financial statements as "internal balances".

Compensated Absences

Vacation and sick leave expenses are charged to operations when taken
by the employees of the Town rather that as earned. Vacation time and
sick time must be taken during the fiscal year granted. There axe no
buy-back provisions.

Encumbrances and Continuing Appropriations

Encumbrance accounting, under which purchase orders, ceontracts and
other commitments for fund expenditures axe recorded in order to
reserve portions of the applicable appropriation, is employed in the
governmental funds. Open encumbrances at year-end are reported as res-
ervations of fund balances since they do not constitute expenditures oxr
liabilities.

Transactions Between Funds

Legally authorized transfers are treated as interfund transfexs and are
included in the results of operations of both Governmental and
Proprietary Funds.

Net Asgets

Net assets represents the difference between assets and liabilities.
Net assets invested in capital assets, net of related debt consilsts of
capital assets, net of accumulated depreciation, reduced by the
outstanding balances of any borrowing used for the acquisition,
construction or improvements of those assets, and adding back unspent
proceeds. Net assets are reported as restricted when there are
limitatione on their wuse either through the enabling legislations
adopted by the Town or through external restrictions imposed by
creditors, grantors or laws or regulations of other governments.

Claims and Judgments

Estimated losses from Jjudgments and claims are recorded in the
Government -Wide financial statements as a liability and as an expense
if the loss ig probable and amounts can be reasonably estimated.
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Capital Asgets

Capital assets, which includes property, plant, equipment, and
infrastructure assets, are reported in the applicable governmental or
business-type activities colummns in the govermment-wide financial
statements and in the fund financial statements foxr proprietary funds.
All capital assets are valued at historical cost or estimated
historical cost if actual historical is not available. Donated assets
are valued at their fair market value on the date donated. Repairg and
maintenance are recorded as expenses. Renewals and betterments are
capitalized. Interest has not been capitalized during the construction
period on property, plant and equipmernt.

Assets capitalized, mnot including infrastructure assets, have an
original cost of $15,000 or more and over three years of wuseful life.
Tnfrastructure assets capitalized have an original cost of $25,000 or
more. Depreciation has been calculated on each c¢lass of depreciable
property using the straight-line method. Estimated ugeful lives are as
follows:

Buildings and Improvements 40-50 Years
Vehicles 2-30 Years
Infrastructure 50 Years
Machinery and Equipment 1G-20 Years
Software 4 Years
Electric Light Dept. Assets 30 Years

Certain unexpended and unencumbered appropriations for incomplete
projects are carried over to succeeding years. Such continuing
appropriations are accounted foxr similar to encumbrances. Other
unencumbered appropriations lapse at year-end.

Reconciliation of Government-Wide and_Fund Financial Statements

A summary reconciliation of the difference between total fund balances
as reflected on the governmental funds balance sheet and total net
assets (deficit) for governmental activities as shown on the
government-wide statement of net assets is presented in an accompanying
schedule to the governmental funds balance sheet. The asset and
liability elements, which comprise the reconciliation difference, stem
from governmental funds using the current £inancial resources
measurement focus and the modified accrual basis of accounting, while
the government-wide financial statements use the economic resources
measurement focus and the accrual basis of accounting.

Allowance for Uncollectible Accounts

The allowance for uncollectible accounts is estimated based on
historical trends and specific account analysis for the following
accounts receivable:

* Pergonal property taxes

* Real estate taxes deemed not lienable

* Motor wvehicle and other excise tazes

* Departmental and other
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The following types of accounts receivable are secured via the lien
process and are considered 100% collectible. Accordingly, an allowance
for uncollectible accounts is not reported:

* Real estate taxes and tax liens

* Water

Intergovernmental receivables are considered 100% collectible.

PROPERTY TAYXES

Real and personal property taxes are based on values assessed as of
each January 1 and are mnormally due on the subsegquent August 1,
November 1, February 1 and May 1. By law, all taxable property in the
Commonwealth wmust be assessed at 100% of fair cash value. Taxes due
and unpaid after the respective due dates are subject to interest and
penalties. The Town has an ultimate right to foreclose on property for
which taxes have not been paid. Property taxes levied are recoxded as
receivables in the fisgcal vear of the levy. Property tax revenues are
recorded in accordance with the modified accrual basis of accounting as
previously described.

A statewide tax limitation statute known as "Proposgition 2-1/2" limits
the property tax levy to an amount equal to 2-1/2% of the value of all
taxable property in the Town. A secondary limitation is that the levy
in a fiscal year may not exceed the preceding year's allowable tax levy
by more than 2-1/2%, plus taxes levied on certain property newly added
to the tax rolls. Certain Proposition 2-1/2 taxing limitations can be
overriden by a town-wide referendum vote.

The Town must establish its property tax rate each year so that the
resulting property tax levy will comply with the limits required by
Proposition 2-1/2 and also constitute that amount which will equal the
sum of (a) the aggregate of all annual appropriations for expenditures,
plus (b) provision for the prior fiscal year's deficits, if any, less
{c) the aggregate of all non-property tax revenues projected to be
received by the Town, including available funds.

BUDGETARY BASIS OF ACCOUNTING

The Town of Sterling prepares its annual budget on a basis (budget
basis), which differs from generally accepted accounting principles
(GRAP basis) . The budget and all transactions are presented in
accordance with the Town's method {budget basis) in the Statement of
Revenues, Expenditures and Changes in Fund Balances - Budget and Actual
- General Fund to provide a meaningful comparison of actual results
with the budget. The major differences between budget and GAAP basis
in the General Fund are that encumbrances are recorded as the
equivalent of expenditures (budget) as opposed to a reservation of fund
balance (GAAP) .
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Adjustments necessary to convert the General Fund's excess of revenues
and other sources over expenditures and other uses on the budget basis
to a GAAP basis are provided below:

Excess of revenues over expenditures - budget basis $ (598,474)
Adjustment of property tax revenues to a

modified accrual basis (21,694)
Record revenue recognized for MTIRS on-behalf payments 194,762
Record expenditures recognized for MTRS on-behalf payments (194, 762)

End of year adjustment for encumbrances not
recognized as expenditures

Excess of revenues and other sources over
expenditures and other uses - GAAP basis’ S (249,197

370,971

DEFERRED COMPENSATION PLAN

The Town offers its emplovees a deferred compensation plan created in
accordance with Intermnal Revenue Code Section 457. The plan, available
to all Town employees, permits them to defer a portion of thelr salary
until future years. The deferred compensation 1s not available to
employees until termination, retirement, death, or unforeseeable
emergency.

- DEPOSITS AND INVESTMENTS

State and local statutes place certain limitations on the nature of
deposits and investments available to the Town. Deposits (including
demand deposits, term deposits and certificates of deposit) in any one
financial institution wmay not exceed certain levels without
collateralization or insurance protection by the financial institutions
involved. Investments can be made in securities wunconditionally
guaranteed by the U.S. Government with maturities of 2¢ days or less
which are collateralized by such securities. The Town also the
authority to purchase units in the Massachusetts Municipal Depository
Trust {(MMDT), a pooled fund managed for the Commonwealth.

The Town has expanded investment powers, including the ability to
invest in equity securities, corporate bonds and other specified
investments in relation to the Town's restricted investments in the
Permanent Funds.

The composition of the Town's deposits and investments fluctuates
throughout the vear depending primarily on the timing of property tax
receipts, wakter and sewer revenues, proceeds from borrowings,
collections of state and federal aid, and capital outlays.

Depogits - Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of a
bank failure, the Town's deposits may not be recovered. The Town does
not have a policy for custodial credit risk of deposits. As of June
30, 2008, $3,731,888 of the Town's bank balance of 86,738,962 was
uninsured and uncollateralized and, therefore, exposed to custodial
credit risk.

_36_
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Investment Summary
The Town's investments at June 30, 2008, are presented below. All
investments are presented by investment type, with debt securities

presented by maturity:

Investment Maturities (in vears

Fair Less
Invegtment Type Value Than 1 1 -5 6 - 10
Debt Securities:
U.S. Agencies 53,935,343 5 150,704 $2,970,177 § 814,462
U.8. Equities 115,573 - 41,886 73,687
Corporate Bonds 396,808 396,808 - -
Cash and cash equivalents 1,414,736 964,505 450,231 -

45,862,460 351,512,017 $3,462,294 & 888,149

Custodial Credit Risgk - Investments

custodial credit risk for investments is the risk that, in the event of
the failure of the counterparty, the Town will not be able to recover
the wvalue of its investments or collateral securities that are in the
possession of an outside party. The Town does nct have a policy for
custodial credit risk of investments.

Interegt Rate Risk of Debt Securitieg - Investments

Interest rate risk of debt securities i1s the risk that changes in
intereat rates of debt securities will adversly affect the fair value
of an dinvestment. The Town does not have a policy for interest rate
risk of debt securities.

Credit risk of Debt Securitieg - Investments

Credit risk of debt securities is the risk that an issuer or other
counterparty to a debt security will nmot fulfill its obligations. The
Town does not have a policy for credit risk of debt securities. BAs of
June 30, 2008, the credit quality ratings ( per the rating scale of
Standard & Poor's, a naticonal credit rating organization) of the Town's
investments are as follows:

Quality Ratingg

Fair
Investment Type Value ADD A-RA+ Unrated
U.S. Rgencies $3,935,343 $3,935,343 3 - 8 -
U.S. Eguities 115,573 - - 115,573
Corporate Bonds 396,808 146,950 249,858 -
Cash and cash equivalents 1,414,736 - - 1,414,736

45,862,460 34,082,293 $ 249,858 $1,530,309
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PENSION PLANS

Worcegter Regional Retirement System

Plan bescription and Provisions

The Town provides pension benefits for substantially all employees
except School Department employees through the Worcester Regional
Retirement System (WRRS), a Cost-Sharing Multiple Employer Employee
Retirement System established under the Massachusetts Contributory
Retirement Law. Benefit provisions and contribution requirements are
establighed by state law.

The system provides for retirement benefits up to a maximum of two and
one-half times {(2-1/2x) the number of years of service, expressed as a
percentage, times a member's average annual compensation for the past
three years. Benefit payments are based upon a member's age, length of
creditable service, level of compensation and group classification.

Members of the system become vested after 10 years of creditable
service. A retirement allowance may be received upon reaching age 65
or upon attaining twenty years of service. The plan also provides for
early retirement at age 55 if the Participant {1) has a recoxd of 10
years of creditable service, (2) was on the Town payroll on January L,
1978, (3} voluntarily left Town employment on or after that date, and
(4) left accumulated annuity deductions in the Fund. Plan members who
become permanently and totally disabled may be eligible to receive a
disability retirement allowance.

The Worcester Regional Retirement System issues a publicly available
financial report that includes financial statements and required
supplementary information fox WRRS.

Funding Policy

Active plan members contribute either 5, 7, 8,or 9% of their gross
regular compensation depending on the date upon which their membership
began, on a pre-tax basis. Members hired after December 31, 1878 must
contribute an additional 2% of regular compensation in excess of
$30,000. The Town 1is required to contribute at an actuarially
determined rate; the average current rate is 10.92% of annual covered
payrcll. The contribution requirements of plan members are established
and may be amended by the WRRS board of Trustees.

Annual Pensgion Cost

For 2008, the Town's annual pension cost of §378,580 was equal to the
Town's required and actual contributions. The periodic employer
contributions to the retirement system are determined on an actuarial
basis using the entry age normal actuarial cost method. Normal cost is
funded on a current basis. The unfunded actuarial accrued liability is
funded on a schedule that ends no later than the year 2028. The annual
amortization of the unfunded actuarial liability increases each year by
4.5%.
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The funding strategy for normal cost and the unfunded actuarial accrued
liability should provide sufficient resources to pay employee pension
benefits on a timely basis. The Commonwealth of Massachusetts currently
reimburses the System on a quarterly basis for the portion of benefit
payments owing to cost-of-living increases granted after the dimplemen-
tation of Proposition 2-1/2.

Three Year Trend Information

Fiscal Annual Percentage

Year Pension of APC
Funding Coat (APC) Contribution
2006 $348,393 100%

2007 373,265 100%

2008 378,580 100%

Masgachusetts Teachers' Retirement System, a Noncontributing Emplover
Plan

The majority of the emplovees of the School Department participate in a
contributory retirement plan administered by the Massachusetts
Teachers' Retirement Board. Benefit provisions and contribution
requirments are established by state law. Eligibility requirements for
participation are as follows:

* The employee must be employved on at least a half-time basis in a
contracted professional position within a public school system
located in Massachusetts.

* The employee must be certified by the Massachusetts Department of
Education for a position which requires certification.

Participation in the plan requires that membexrs contribute a fixed
percentage of their compensation ({eithexr 5%, 7%, B%, or 9%) each pay
period. This percentage varies depending upon the date of employment.
Members hired after December 31, 1978 must contribute an additiomal 2%
of regular compensation in excess of $30,000.

Employee contributions vest immediately. After 10 years of service
employee benefits become fully vested. After 20 years of service, or
upon having attained the age of 55 with at least 10 years of serivce,
employees are eligible to receive benefits under the plan.

Benefits are based on the average of the three highest-salaried years
of employee service and are determined in a manner similar to the
provigions of WRRS.

The Town has no cbligation to contribute to this plan. All pension
benefits and expenses paid by the Teachers Retirement Board are funded
by the Commonwealth of Massachusetts. Payments made by the

Commonwealth of Massachusetts on behalf of the Town amounted to
$194,762 in fiscal 2008 and are reflected as revenues and corresponding
expenditure in the Town's financial statements.

- 39 -
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- POST RETIREMENT BENEFITS

The Town pays 50 percent of the cost of insurance premiums for health
benefits for all persommel who attain retirment age while in the
employment of the Town. These costs are appropriated and expended in
the fiscal year incurred. For fiscal year ended June 30, 2008, there
were 57 retirees receiving benefits and the approximate cost to the
Town was $287,559.

RESERVATIONS OF FUND BALANCES FOR COMBINED NONMAJOR FUNDS

Reservations of fund balances for combined nonmajor funds in the
Governmental Funds Balance Sheet are as follows:

Federal and state grants $ 14,946
Revolving accounts 1,038,724
Capital Projects funds 3,215
Other Trust funds 1,253,196
$ 2,310,081

CONTINGENCIES

The Town is a party to numerous legal proceedings, many of which
normally occur in governmental operations. The legal proceedings, in
the opinion of Town Counsel, are not likely to have a material adverse
impact on the Town's financial position.

The Town is contingently liable for its proportionate share of debt of
the Montachusett Regional Vocational Technical School and the Wachusett
Regional School District.

Amounts received or receivable from grantor agencies are subject to
audit and adjustments by the grantor agencies. Any disallowed claims,
including amounts already collected, may constitute a liability of the
Town. The amount, if any, of expenditures which may be disallowed by
the grantor cannot be determined at this time although the Town expects
such amounts, if any, to be immaterial.

The Town's landfill was closed and capped in 2003 by order of the
Department of Envirommental Protection (DEP}. The Town is responsible
for post-closure monitoring of the site for thirty years (25.5 years
remaining) and the estimated liability has been recorded in the
Statement of Net Assets, Govermmental Activities. The $348,280
reported as landfill post-closure liability at June 30, 2008 is based
on what it would cost to perform all post-closure care costs at June
30, 2008. Actual costs may be higher due to inflation, changes in
technology or changes in regulations.

- 40 -
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10 - CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2008 was as follows:

Beginning Ending
Balance Iincreasgses Decreases Balance

Governmental Activities:
Capital assets, nct being depreciated

Land $ 1,497,816 % - § - $ 1,497,816
Construction in Progress - - -

Tetal capital assets, not

being depreciated 1,497,816 - - 1,497,816
Capital assets, being depreciated
Buildings and improvements 25,984, 046 1,408,322 - 27,392,368
Infrastructure 4,745, 854 - - 4,745,854
Machinery and eguipment 397, 932 216,979 240,000 5%4,911
Vehicles 3,326, 241 339,073 160,945 3,504,389
Software 306,134 - - 306,134
Total capital assets,
being depreciated 34,760, 207 1,564,374 180,545 36,543,636
Less accumulated depreciation for:
Buildings and improvements 3,271,385 666, 040 - 3,937,425
Infrastructure 1,762, 406 183,275 - 1,945,681
Machinery and equipment 107,114 42,162 14,000 135,276
Vehicles 1,654, 048 163,301 160,545 1,656,404
Software 239,441 33,016 - 272,457
Total accumulated depreciation 7,034,394 1,087,754 174,945 7,947,243
Total capital assets, being
depreciated, net 27,725,813 876,580 (6,000} 28,596,393
Governments activities capital
assets, net $ 29,223,629 $ 876,580 5 (6,000) § 30,094,209

Business-Type Activities (Water):

Capital assets, not being depreciated

Land 8 147, 200 § - § -~ $ 147,200
Construction in Progress 991, 057 21,958 991,057 21,%98

Total capital assets, not

being depreciated 1,138,257 21,998 951,057 169,198
Capital assets, being depreciated

Buildings and improvements 2,665,443 1,192,816 - 3,858,259
Machinery and equipment 80, 000 - - 80, 000
Infrastructure 2,130,592 - - 2,130,592

Tetal capital assets,

being depreciated 4,876,035 1,192,816 - 6,068,851
Less accumulated depreciation for:

Buildings and improvements 343,982 78,659 - 422,641
Machinery and equipment 40, 000 B, 000 - 48, 000
Infrastructure 1,075,179 42, 212 - 1,117,391
Total accurulated depreciation 1,469,151 128,871 - 1,588,032

Total capital assets, being
depreciated, net 3,416,874 1,063,945 - 4,480,819
Business-type activities capital

agsets, net 5 4,555,131 5 1,085,943 §$ {991,087) & 4,650,017
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Capital asset activity for the electric light department for the vyear
ended December 31, 2007 was as follows:

Beginning Ending
Balance Increases Decreasges Balance
Business-Type Activities (Electric Light):
Capital assets, not being depreciated
Land 4 127,008 8 - 5 - 3 197,008
Construction in Progress 27 285 - - 27,285
Total capital assets, not
being depreciated 224,293 - - 224,293
Capital assets, being depreciated
Distribution plant 9,964,743 280,794 59,830 10,185,707
General plant 2,890,892 88,245 20,263 2,958,874
Total capital assets,
being depreciated 12,855, 635 369,039 80,093 13,144,581
Leas accumilated depreciation for:
Distribution plant 4,358,128 298,943 28,413 4,628,658
General plant 914,896 36,726 4,120 997,502
Total accumulated depreciation 5,273,024 385,669 32,533 5,626,160
Total capital assets, being
depreciated, net 7,582,611 {16,630) {47,560) 7,518,421
Business-type activities capital
assets, net § 7,806,904 5 {16,830} 3 {47,560) & 7,742,714

Depreciation expense was charged as direct expenses to progams of the
primary government as follows:

Governmental activities:

General governement ] 34,830
Public safety 247,545
Public works 270,666
Education 468,052

Culture and recreation 66,701
Total depreciation expense -
governmental activities $1,087,794

Business-type activities:
Water $ 128,871
Electric Light

385,669
Total depreciation expense -
business-type activities $ ©5l4,540
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TOWN OF STERLING, MASSACHUSETTS

NOTES TC BASIC FINANCIAL STATEMENTS

{Continued)

- LONG-TERM DEBT

Unmatured general obligation bonds payable

conaigt of the following:

Purpose of Issue Governmental Buginess-type

Police & Fire Rencovations, serial issue
maturities through 2021, bearing
interest rates of 4.0% to 5.0%

School Construction, serial issue
maturities through 2011, bearing
interest rates of 5.0% to 5.75%

Griffin Road Land, serial issue
maturities through 2019, bearing
interest rates of 4.0% to 5.0%

Library Rencvations, serial issue
maturities through 2021, bearing
interest rates of 4.0% to 5.0%

Library Renovations, serial issue
maturities through 2009, bearing
interest rate of 4.35%

Fire Station Renovation, serial issue
maturities through 2025, bearing
interest rates of 4.0% to 4.6%

Fire Truck, serial issue maturities
through 2015, bearing interest
rates of 4.0 to 4.6%

Refunding issue of 2006, serial issue
maturities through 2020, bearing
interest rate of 4.0%

Water Tank, serial issue maturities

through 2021, bearing interest rates of

4.0% to 5.0%

Water Tank Land, serial issue maturities
through 2020, bearing interest rates of
4.0% to 5.0%

Taft Road Water Mains, serial issue
maturities through 2025, bearing interest
rates of 4.0% to 4.6%

Rt. 12 Water, serial issue maturities
through 2018, bearing interest rate of
4.15%

Rt. 12 Water (MWPAT), sexial issue
maturities through 2027, bearing interest
rate of 2%

Water Disinfecting Plant, serial issue
maturities through 2021, bearing interest
rate of 0%

SMLD, serial issues maturities through
2008, bearing interest rate of 7.3%

$ 2,080,000 8 -

2,730,000 -

114,000 -

610,000 -

30,000 -

1,650,000 -

450,000 -

2,160,000 -

- 1,015,000

- 56,000

- 555,000

- 388,000

- 806, 740

- 365,779

50,000

£16,824,000 $ 3,276,519



TOWN OF STERLING, MASSACHUSETTS

NOTES TQO BASIC FINANCIAL STATEMENTS
{Continued)

General Obligation Bonds -

General obligation bonds are backed by the full faith and credit of the
Town. The state has approved school construction assistance subject to
annual appropriation by the legislature to partially provide resources
for future principal and interest requirements,

Transactions for the year ended June 30, 2008 are summarized as
follows:

Balance Issues or Payments or Balance Due Within
July 1 Additions Expenditures June 30 One Year
Governmental Type Activities
General Obligation Bonds $ 18,225,000 5 - $ 1,401,000 5 16,824,000 $ 1,406,000
Compensated Absences 66,683 8,274 - 74,957 -
Landfill Postclosure Care-Costs 199,006 162,932 13,658 348,280 13,658
Total governmental activities 18,490,689 171,206 1,414,658 17,247,237 1,415,658
Business Type Actiwvities
General Obligation Bonds - Water Dept. 2,127,884 1,194,740 136,105 3,186,519 211,753
Bond Anticipation Notes - Water Dept. B93, 026 - 893,026 - -
General Obligation Bonds - Light Dept. 180,000 - 90, 000 90,000 50,000
Compensated Absences - Water Dept. 3,131 296 - 4,127 -
- Light Dept. 26,547 6,709 - 33,256 -
Total business-type activities 3,230,588 1,202,445 1,119,131 3,313 902 301,753
Total government § 21,721,277 $ 1,373,651 § 2,533,789 § 20,561,139 $ 1,721,411

Annual Requirements to Retire Debt Obligations -

The annual aggregate maturities for each bond type for the vears
subsequent to June 30, 2008 are as follows:

General Obligation Bonds

Governmental Activities Buginess-type Actiwvities
Year Ending
June 30 Principal Interest Principal Interest - Total
2009 % 1,406,000 5 731,799 H] 30L,753 5 132,872 $ 2,572,424
2010 1,381,000 663,627 211,448 115,918 2,371,993
2011 1,385,000 596,076 213,961 107,487 2,302,524
2012 1,385,000 523,650 215,237 98, 955 2,222,842
2013 1,370,000 467,178 215,949 B9, 685 2,142,812
2014-~2018 6,606,000 1,510,283 1,114,937 312,464 9,543,684
2019-2023 3,101,000 281,305 710,020 99,132 4,191,458
2024-2028 190,000 12,302 293,214 16,621 512,137
16,824,000 4,786,220 3,276,519 973,135 25,859,874

Bond Antic. Notes - . - - - -

516,824,000 $ 4,786,220 $ 3,276,519 H 973,135 $25,859,874



TOWN OF STERLING, MASSACHUSETTS

NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)

Bond anticipation notes are classified as generxal obligation bonds when
the criteria established by FASB-6 (Classification of Short-term
Obligations Expected to be Refinanced) are sgatisfied.

Arbitrage provisicons of the Internal Revenue Tax Act of 1986 require
the Town to rebate excess arbitrage earnings from bond proceeds to the
federal govermment.

Bonds Authorized and Unissued -

The Town is subject to a dual level general debt limit; the normal
debt limit and the double debt limit. Such limits are egual to 2-1/2%
and 5%, respectively, of the wvaluation of taxable property in the Town
as last equalized by the Commonwealth's Department of Revenue. Debt may
be authorized up to the mnormal debt limit without state approval.
Authorizations under the double debt limit, however, reguire the
approval of the Commonwealth's Emergency Finance Board. Additionally,
there may be categories of general obligatiocon debt which are exempt
from the debt limit but are subject to other limitations, including
debt incurred under the Funding Loan Act of 1971.

Bonds authorized and unissued at June 30, 2008 is as follows:

Rt 12 Water Project 5 260

Loan Subsgidy

The Town receives loan principal and interest subsidy assistance £from
the Massachusetts Water Pollution Abatement Trust (MWPAT) for Water
contrustion projects. Principal and interest on the outstanding bonds
for MWPAT is subsgidized over the life of the bonds to assist the Town
in the repayment of this future debt. During fiscal vyear 2008, the

Town's

subsidy totaled $18,239.

12 - TEMPORARY BORROWINGS

Under state law and by authorization of the Board of Selectwen, the
Townn ig authorized to borrow on a temporary bkasis to fund the
following:
1. Current operating costs prior to the collection of revenues
through issuance of revenue or tax anticipation notes (RANs or
TANS) .
2. Capital project costs incurred prior to obtaining permanent
financing through issuance of bond anticipation notes (BANs).
3. Federal and state aided capital projects and other program

expenditures prior to receiving reimburgement through igsuance
of Federal and state aid anticipation notes (FANg and SANg) .

Temporary loans are general obligations of the Town and carry wmaturity
dates which are limited by statute.

- 45 -



TOWN OF STERLING, MASSACHUSETTS

NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)

13 - ACCOUNTS RECETIVABLE

At June 30, 2008, receivables, including the applicable allowance for
uncollectible amounts are as follows: .
Governmmental Funds:

Allowances

Gross for Net

Amount Uncollectibles Amount
Real estate and personal
property taxes 3 284,751 3 {35,274) 8 249,477
Tax liens 108,335 - 108,335
Motor vehicle and other
excige taxes 202,496 (47,271} 155,225
Other ) : 258,599 (74,778) 183,821
Intergovernmental 12,929,942 = 12,929,942

$13,784,123 5 (157,323) $13,626,800

Business-type Funds:

Allowances
Gross - for Net
Amount Uncollectibles _ Amount
Water user charges ] 8,252 $ - 5 8,252
Electric light charges 356,704 (5,000) 351,704

$ 364,956 S (5,000) & 359,956

14 - INTERFUND TRANSFERS

Interfund transfers for the year eﬁéed June 30, 2008, are as follows:

Capital Konmajor Water
General Stabilization Governmental Enterprise
Transfers Out Fuid Fund Funds Fund Total
General Fund -] - $ 587,792 $ 351,122 & - § 938,914(1)
Nonmajor Governmental Funds 626,401 - - - 626,401{2)
Capital stabilization Fund 546,838 - - - ~ 546,838(3)
Water Enterprise Fund 80,557 - - - o 80,557 (4}
$ B45,454 § 587,792 § 351,122 § - 2,192,710
(1) Represents budgeted transfers to capital stabilization fund

(8587,792) énd nonmajor stabilization fund (3$320,661). Thexre was a
finacial statement reclass between funds for prior years ($30,461}).

{2) Represents budgeted transfers from nonmajor ambulance fund
($273,306) and nonmajor stabilization fund ($353,095) to fund operating
budget and capital expenditures.

(3) Represents budgeted transfer from capital stabilization fund
($546,838) to fund capital expenditures.

{4) Represents budgeted transfer of water fund indirect gosts
{$80,557) . - 46 -
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- MMWEC PARTICIPATION AND CONTINGENT LTABILITIES

The Town of Sterling, acting through its Municipal Electric Department,
is a participant in certain projects of the Massachusetts Municipal
Wholesale Electric Company (MMWEC) .

MMWEC is a public corporation and a political subdivision of the
Commenwealth of Massachusetts, created as a means to develop bulk power
supply for its members and other utilities. MMWEC is authorized to
construct, own or purchase ownersghip interests in, and to issue revenue
bonds to finance, electric facilitles (Projects). MMWEC has acquired
ownership interests in electirc facilities operated by other entities
and alsc owns and operates its own electric facilities. MMWEC sells
all of the capability (Project Capability) of each of its Projects to
its members and other utilities (Project Participants) under Power
Salea Agreements (PSAs).

Bmong other things, the PSAs require each Project Participant to pay
itg pro rata share of MMWEC's costs related to the Project, which costs
include debt service on the revenue bonds issued by MMWEC to finance
the Project, plus 10% of MMWEC's debt service to be paid into a Reserve
and Contingency Fund. In addition, should a Project Participant fail
to make any payment when due, other Project Participants of that
Project may be required to increage (step-up) their payments and
correspondingly their Participant's share of that Project's Project
Capability to an additional amount not to exceed 25% of their original
Participant's share of that Proiect's Project Capability. Project
Participants have covenanted to fix, revise, and collect rates at least
sufficient to meet their obligations under the PSAs.

MMWEC has issued separate issues of revenue bonds for each of its eight
Projects, which are payable solely from, and secured solely by, the
revenues derived from the Project to which the bonds relate, plus
available funds pledged under MMWEC's amended and restated General Bond
Resolution (GBR) with respect to the bonds of that Project. The MMWEC
revenues derived Ffrom each Project are used solely to provide for the
payvment of the bonds of any bond issue relating to such Project and to
pay MMWEC's cost of owning and operating such Project and are not used
to provide for the payment for the bonds of any bond issue relating to
any other Project.

MMWEC operates the Stony Brook Intermediate Project and the Stony Brock
Peaking Project, both fossil-fueled power plants. MMWEC has a 3.7%
interest in the W.F. Wyman Unit No. 4 plant, which is operated and
owned by its majority owner, FPL Energy Wyman IV, a subsidiary of FPL
Energy, Inc. and a 4.8% ownership interest in the Millstone Unit 3
nuclear unit, operated by Dominion Nuclear Connecticut, Inc. (DNCI),
the majority owner and a subsidiary of Dominion Resources, Inc. DNCI
also owns and operates Millstone Unit 2 nuclear units. In November
2005, the Nuclear Regulatory Commission (NRC) renewed the operating
licenses for the Millstone Unit 2 and Unit 3 nuclear units for an
additional twenty years. The license for Unit 2 was extended to July
31, 2035 and the license for Unit 3 was extended to November 25, 2045.

- 47 -
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A substantial portion of MMWEC's plant investment and financing program
is an 11.6% ownership interest in the Seabrook Station nuclear
generating unit operated by FPL Energy Seabrook, LLC (FPLE Seabroock},
the majority owner and an indirect subsidiary of FPL Group, Inc. In
December 200%, the NRC issued an amendment to the operating license
that extends the expiration from October 2026 to March 2030, to
recapture the period 1986 to 19290 during which time Seabrook had an
operating license, but did not operate. FPLE Seabrook has stated its
intention to request an extension of the Seabrook Station operating
license beyond March 2030.

Pusuant to the PSAs the MMWEC Seabrook and Millstone Project
Participants are liable for their proportionate share of the costs
asgsociated with decommissioning the plants, which is being funded
through monthly Project billings. Also, the Project Participants are
liable for their proportionate share of the uninsured costs of a
nuclear incident that might be imposed under the Price-Anderson Act
{Act) . Originally enacted in 1957, the Act has been renewed several
times. In July 2005, as part of the Energy Policy &Act of 2005,
Congress extended the Act until the end of 2025.

Sterling Municipal Electric Light Department has entered in PSAs and
Power Purchase Agreements (PPAs) with MMWEC. Under both the PSAs and
the PPAs, the Light Department is required to make certain payments to
MMWEC payable solely from Light Department revenues. Under the PSAs,
each Participant is unconditionally obligated to make payments due to
MMWEC whether or not the Project(s) is completed or operating and
notwithstanding the suspension or interruption of the output of the
Project (s} .

MMWEC is involved in various legal actions. In the opinion of MMWEC
management, the outcome of such litigation or claims will not have a
material adverse effect on the financial position of the Company.

As of December 3231, 2007, total capital expenditures for MMWEC's
Projects amounted to $1,538,931,000, of which $20,318,000 repregents
the amount associated with the Light Department's share of the Project
Capability of the Projects in which it participates. MMWEC's debt
cutstanding for the Projects includes Power Supply System Revenue Bonds
totaling $641,630,000, of which, $8,395,000 is associated with the
Light Department's share of Project Capability of the Projects in which
it participates, although such amount is not allocated to the Light
Department. As of December 31, 2007, MMWEC's total future debt service
requirement on  outstanding  bonds issued for the Projects is
$763,040,000, of which $10,063,000 is anticipated to be billed to the
Light Department in the future.

- 48 -
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The estimated aggregate amount of Sterling Municipal Light Department's
required payments undexr the PSAs and PPAs, exclusive of the Reserve and
Contingency Fund billings, to MMWEC at December 31, 2007, and estimated
for future years is as follows:

For year ended

December 31 Annual Costs
2008 $ 1,266,000
2009 1,146,000
2010 1,042,000
2011 1,034,000
2012 1,036,000

2013 to 2017 4,423,000

2018 to 2019

116,000

$ 10,063,000

In addition, the Light Department is required to pay its share of the
Operation and Maintenance {O&M) costs of the Projects in which it

participates. The Light Department's total 0&M costs including debt
service under the PSAs were $2,411,000 for the year ended December 31,
2007.

16 - QTHER POWER PURCHASE OBLIGATIONS

In addition to its contracts to purchase power through MMWEC, the
Light Department had an agreement to purchase power from Northeast
Utilities under a contract with texrms ranging through 2010. In 2005
Northeast Utilties announced that it was leaving the wholesale energy
market and that it would not honor its contracts. The Light Department
received power under the contract through March 2006 and negotiated a
cash settlement of $3,000,000 to pay the additional cost of power after
the old contract was terminated. That amount has been placed in a
regerve account with MMWEC to be used for purchased power costs. In
2007, the Light Department expended $1,175,000 of the reserve.

- 49 -



ACCOMPANYING INFORMATION



TOWN OF STERLING, MASSACHUSETTS
SCHEDULE OF TREASURER'S CASH
JUNE 30, 2008

Non-interest Bearing Bank Accounts
Fidelity Bank $ 15,000

Interest Bearing Bank Accounts

Fidelity Bank 29,735
Flagship Bank 420,434
Unibank for Savings 598, 644
Sovereign Bank 1,087,759
Bank of Western Mass 554,861
TD Banknorth 1,576,799
Clinton Savings . 97,022
Century Bank 129,787
Masgsachusetts Municipal Depository Trust 900,531

Webster Bank

814,807

6,180,359

Investments
Multi-Bank Securities, Inc. 506,764
Commonwealth Financial Network 5,355,696
5,862,460
Petty Cash 235

Total Treasurer's Cash $12,058, 054

See accompanying auditors' report on accompanying information
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