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Z=VACHON CLUKAY

CERTIFIED PUBLIC ACCOUNTANTS

608 Chestnut Street » Manchester, New Hampshire 03104
& COMPANY PC (603) 622-7070 « Fax: (603) 622-1452 * www.vccepas.com

INDEPENDENT AUDITOR’S REPORT

To the Board of Selectmen
Town of Litchfield, New Hampshire

We were engaged to audit the accompanying financial statements of the governmental activities,
each major fund, and the aggregate remaining fund information of the Town of Litchfield, New
Hampshire (the Town) as of and for the year ended December 31, 2007, which collectively comprise the
Town’s basic financial statements as listed in the table of contents. These financial statements are the
l'CSlelSlblllty of the Town’s management.

The Town has adopted a system of internal financial controls. However, these internal controls
were circumvented during the year ended December 31, 2007 by the Town Treasurer which resulted in
inaccurate financial records to conceal his fraudulent transactions. Accordingly, we are unable to
determine whether the financial statements of the Town accurately reflect the financial activities in
accordance with generally accepted accounting principles of the United States of America.

During the audit process, the detection of fraudulent activity was identified. An investigation
determined that this fraudulent activity was perpetrated in varying manners. The internal controls of the
Town were inadequately followed which circumvented the detection of fraudulent activity by Town
personnel. Accordingly, we are unable to determine whether the financial statements of the Town reflect
an accurate reflection of the financial transactions during the year ended December 31, 2007.

Because of the significance of the matters discussed in the preceding paragraph, the scope of our
work was not sufficient to enable us to express, and we do not express, an opinion on the financial
statements referred to in the first paragraph.

The management’s discussion and analysis and the budgetary comparison information on pages i-
vii and 18-20, respectively, are not a required part of the basic financial statements but are supplementary
information required by the Governmental Accounting Standards Board, We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it, '

Onl by ey

April 12,2010




_.TOWN OF LITCHFIELD, NEW HAMPSHIRE
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDING DECEMBER 31, 2007

The following is a-discussion and analysis of the financial activities of the Town of

.. Litchfield, New Hampshire for the year ending December 31, 2007. Readers are
encouraged to consider the information presented here in conjunction with the Town’s
financial statements. ' '

Responsibility for both the accuracy of the data, and the completeness and faimess of this
- presentation (including all disclosures) rests with management. To the best of our
.. knowledge and belief, the data contained herein is accurate in all material respects. This
data is reported in 2 manner designed to fairly present the Town’s financial position, and
the result of operations of the various funds of the Town. All disclosures necessary to
enable the reader to gain an accurate understanding of the Town’s financial activities

have been included.
Overview of the Financial Statements

- This discussion and analysis is intended to serve as an introduction to the Town’s basic
financial statements. The Town’s basic financial statements include three components:

1. Government-wide financial statements
2. Fund financial statements

_ 3. Notes to the basic financial statements
Government-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 most private-sector companies.

The Statement of Net Assets presents information on all of the Town’s assets and
liabilities, with the difference between the two reported as net assets. Over time,
increases .and decreases in net assets may serve as a useful indicator of whether the
financial position of the Town is improving or deteriorating.

The Statement of Activities presents information showing how the Town’s net assets
changed during the most recent year. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash
flows. Thus, revenues and expenses are reported in this statement for some items that
will not result in cash flows until future periods (such as uncollected taxes and earned but

unused vacation leave).




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 uses fund
accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the Town can be divided into two categories:
governmental funds and fiduciary funds. -

Governmental Funds: Most of the basic services provided by the Town are financed
through governmental fimds. Unlike the government-wide financial statements, the
governmental fund financial statements report using the modified accrual basis of
accounting, which measures cash and all other financial assets that can readily be
converted into cash. Governmental fund information helps determine whether there are
more or fewer financial resources that can be spent in the near future to finance the
Town’s programs.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the governmental fund
. balance sheet and the statement of revenues, expenditures and changes in fund balances
provide a reconciliation to facilitate this comparison between the governmental activities
statement of net assets and statement of activities.

Fiduciary funds are used to account for resources held for the benefit of parties outside of
the Town government. Fiduciary funds are not reflected in the government-wide
financial statements because the resources of those funds are not available to support the
Town’s own programs. The Town’s fiduciary funds include capital reserve funds of the

. Litchfield School District in addition to funds held for escrows and impact fees.

Notes to the Basic Financial Statements

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

Required Supplementary Information

The basic financial statements and accompanying notes are followed by a section of
required supplementary information. This section includes a budgetary comparison
schedule for the Town’s major governmental funds and includes a reconciliation between
the reported activity of the revenues, expenditures and transfers for budgetary purposes

(Schedule 1) and the activity as presented in the governmental fund financial statements
(Exhibit D). The Town’s only major governmental fund for 2007 with an adopted budget
is the General Fund. .
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Other Supplementary Information

Other supplementary information includes combining financial statements for non-major
governmental funds and fiduciary funds.

.GOVERNMENT-WIDE FINANCIAI. ANALYSIS

Statement of Net Assets

The Town’s net assets totaled $9,020,107 at the end of 2007, an increase of $642,363
when compared to the end of the previous year. This increase is due largely to the net
increase in capital assets of $151,735, additional taxes recognized on the accrual basis of
$107,225 (as compared to recognition under the “60 day rule” in the General Fund) ‘and
an increase in the General Fund’s fund balance by $310,884.

2007 - 2006
Current Assets , ‘ $ 6,851,069 $ 6,572,746
Capital Assets 5,660,922 5,509,187
Total assets $12.511,991 $12.081,933
Current Liabilities = - $ 3,383,134 $ 3,582,024
Long-term Liabilities 108,750 122.165
Total Liabilities . $ 3.491.884 $ 3,704,189
Net Assets:
Invested in capital assets, _
net of related debt $ 5,480,398 $ 5,329,933
. . Restricted . 1,367,062 1,348,774
- Unrestricted 2,172,647 1,699,037
Total net assets $9.020.107 ‘ $ 8.377.744

The largest portion of the Town’s net assets reflects its investment in capital assets such
as land, buildings, and equipment less any related outstandlng debt used to acquire those
assets.
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Statement of Activities

The Town’s net assets increased by $642,363 during the current year. Total revenue of
$4,751,978 exceeded expenses of $4,109,615.

Property and other taxes brought in $2,237,786 in revenues. Licenses and permits
generated $1,463,065 in revenues. Other revenues consisted of charges for services,
grants, contributions, interest and investment earnings, and miscellaneous revenues.

Changes in net assets for the year ending December 31, 2007 and 2006 are as follows:

2007 2006
Revenues: :
Program revenues:
Charges for services - $ 142,444 $ 179,280
Operating grants and coritributions 260,684 249,382
Capital grants and contributions - -
General revenues: o :
Property and other taxes 2,237,736 2,272,632
Licenses and permits. 1,463,065 1,512,391
Granfs and contributions 410,601 372,922
Interest and investment earnings 234,832 ‘ 198,210
Miscellaneous ‘ 2,566 32,295
~ Total revenues 4,751,978 4817112
Expenses
General Government - 1,010,165 964,917
Public safety 1,839,388 1,652,186
Highways and streets 580,905 721,499
Health and welfare 39,899 60,779
Sanitation : 386,967 - 374,019
Culture and recreation 252,291 291,216
- Total expenses 4,109,615 4,064,616
Increase in net assets 642,363 752,496
Net assets, beginning of year 8.377.744 7,625,248
Net assets, end of year - $ 9.020.107 $ 8.377.744

The Town’s expenses cover a range of services. The largest expenses were for general
government (24.6%), public safety (44.8%), highways and streets (14.1%), and sanitation
(9.4%) which accounted for 92.9% of total expenditures.

v




FINANCIAL ANALYSIS OF THE TOWN’S FUNDS

As noted ea:rlier, the Town uses fund accounting to ensure and demonstrate compliahce
with finance-related legal requirements.

Governmental Funds -

The focus of the Town’s governmental funds is to provide information on near-term
inflows, outflows, and balances of expendable resources. Such information is useful in
assessing the Town’s financing requirements. In particular, unreserved fund balance may
serve as a useful measure of 2 government’s net resources available for spending at the

end of the year.
General Fund

The general fund is the main operating fund of the Town. At the end of the current fiscal
year, the general fund had an unreserved, undesignated fund balance of $1,022,628 while
total fund equity was $1,715,836. The total fund equity includes reserves for
encumbrances and carryforward appropriations at year end. The General Fund balance
increased $310,884 ﬁ'om December 31, 2006.

The fund balance increased due to underspending the budget whlch was offset by
amounts raised through taxation, and additional revenues that were recognized in excess
of the budgeted amount. '

Conservation Commission Fund

The Conservation Commission Fund had a net balance increase of $45,484 from
December 31, 2006. This increase is primarily the result of continued housing growth
and land use change taxes being assessed on the various land parcels developed. During
2007, the town collected $149,158 in taxes and expended $150,016 to purchase land.

Qther Governmental Funds

The total fund balance in the other governmental funds increased $28,537 from December
31,2006. The fund balance in the various non-major special revenue funds remained
relatively consistent with the previous year’s balance. However, the permanent funds
increased by $28,497 which can be attributed to its interest and investment income.




GENERAL FUND BUDGETARY HIGHLIGHTS

The final budget for estimated revenues is $54,378 greater than thé' original budget. This
is due to unanticipated grants.

Actual revenues on the budgetary basis exceeded the budgeted amount by $53,228. This
is primarily the net of $31,029 higher revenues in interest on deposits, $16,385 higher
revenues for services and a decrease of $46,745 in licenses and permits fees. Budgetary
tax revenues exceeded the budgeted figure by $41,565 which is primarily the result of
additional payment in lieu of taxes received of $26,287 and additional interest and costs
on delinquent taxes of $18,007.

During the year, the original budgeted appropriations increased by $573,476. This
increase is a combination of unanticipated grants received for $54,378, emergency
appropriations approved by the Department of Revenue Administration for $536,000 less

$16,902 carried forward to 2008.
The Town underexpended its budget by $299,921. This is primarily a result of savings in

the following functions: Capital outlay, h1ghways and streets, health and welfare, and
sanitation.

CAPITAL ASSET AND LONG-TERM OBLIGATIONS

Capital Assets

The Town considers a capital asset to be an asset whose costs exceeds $10,000 and‘ has a
useful life of greater than (1) year. Assets are depreciated usmg the stralght-hne method
over the course of their useﬁll life.

The Town’s investment in capital assets for its governmental activities as of December
31, 2007 amounts to $7,039,704. Accumulated depreciation amounts to $1,378,782
leaving a net book value of $5,660,922. This investment in capital assets includes
equipment, and real property. See Note 5 in the Notes to the Basic Financial Statements
for a summary of all capital assets. '

Long-Term Obligations

During 2007 the Town entered into new capital lease agreements for the purchase of three
vehicles for use by the code enforcement department, fire department and the highway.
department. See Note 8 in the Notes to the Basic Flnan01a1 Statements for a summary of
all outstanding long-term obligations.
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ECONOMIC CONDITIONS

The Town’s financial condition continues to be sound. However, the-Town has seen a
slight down turn in construction resulting in a decrease in permit fees. Additionally, with
a sluggish economy nation-wide, the town has experienced a slight reduction of motor
vehicle registrations and associated fees in 2007.

The Town’s collection of the land use tax for the Town’s Conservation and Land
Acquisition Fund decreased from $415,893 in 2006 to $149,158 in 2007 with fewer
parcels being developed. The Conservation Commission expended $150,016 of its funds
to purchase approximately fifteen acres of wetlands near Chase Brook.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Town’s finances for
all of Litchfield citizens, taxpayers, and creditors. This financial report seeks to
demonstrate the Town’s accountability for the money it receives. Questions concerning
any of the information provided in this report or requests for additional information
should be addressed to: Town of Litchfield, Selectmen’s Office, Two Liberty Way,
Litchfield, NH 03052.
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EXHIBIT A

TOWN OF LITCHFIELD, NEW HAMPSHIRE
Statement of Net Assets

December 31, 2007

ASSETS
Current Assets:.
Cash and cash equivalents
Investments

Taxes receivable, net
Accounts receivable, net
Total Current Agsets

Noncurrent Assets:
Capital assets:
Non-depreciable capital assets
Depreciable capital assets, net
Total Noncurrent Assets
Total Assets '

LIABILITIES -

Current Liabilities:
. Accounts payable

Accrued expenses

Deferred revenue

Due to other governments

Current portion of capital leases payable

Total Current Liabilities

Noncurrent Liabilities:
Capital leases payable
Total Noncurrent Liabilities
Total Liabilities

NET ASSETS
Invested in capital assets, net of related debt
Restricted
Unrestricted
Total Net Assets
Total Liabilities and Net Assets

See accompanying notes to the basic financial statements
1.

Governmental
Activitie

$ 293,551
5,868,199
'648,729
40,590
6,851,069

3,080,534
7,580,388
5,660,922
$ 12,511,991

-$ 170,398

. 83337
125,201
2,932,424
71,774
3,383,134

108,750
108,750
3,491,884

5,480,398
1,367,062

2,172,647

9,020,107
8 12,511,991




EXHIBIT B

TOWN OF LITCHFIELD, NEW HAMPSHIRE

Statement of Activities
For the Year Ended December 31, 2007

Functions/Programs

Governmental Activities:
General government
Public safety
Highways and streets
.Health and welfare
Sanitation
Culture and recreation
Total governmental activities

See accompanying notes to the basic financial statements

Net (Expense) Revenue

and Changes
Program Revenues in Net Assets
Operating Capital Grants .
~ Charges for Grants and and Governmental
Expenses Services Contributions  Contributions Activities

$ 1,010,165 $ 38,127

$ (972,038)

1,839,388 54,841 $ 44,498 (1,740,049)
580,905 4,574 215,311 {361,020)
39,899 (39,899)
386,967 33,396 - (353,571)
252,291 11,506 875 (239,910)
$4,109,615 ~ $§ 142,444 $ 260,684 $ - (3,706,487)
General revenues:
Property and other taxes 2,237,786
Licenses and permits 1,463,065
Grants and contributions:
State shared revenues 58,099
Roomis and meals tax distribution 352,141
State and federal forest land reimbursement 361
Interest and investment eamnings 234,832
Misceillaneous 2,566
Total general revenues 4,348,850
Change in net assets 642,363
Net assets - beginning 8,377,744

Net assets - ending




EXHIBIT C

TOWN OF LITCHFIELD, NEW HAMPSHIRE

Balance Sheet
Governmental Funds
December 31, 2007

ASSETS
Cash and cash equivalents
Investments
Taxes receivable, net
Accounts receivable, net
Due from other funds
Total Assets

LIABILITIES
Accounts payable
Accrued expenses
Deferred revenue
Due to other governments
Due to other funds

Total Liabilities

FUND BALANCES
Reserved for endowments

Reserved for encumbrances

‘Unreserved, reported in:
General fund
Special revenue funds
Permanent funds
Total Fund Balances

Total Liabilities and Fund Balances

Net assets of governmental activities

See accompanying notes to the basic financial statements

3

Conservation Other Total
General Commission ~Governmental Governmental
Fund Fund Funds Funds
$ 29,090 $ 264,461 § 293,551
4,670,294 $ 1,043,313 154,592 5,868,199
648,729 648,729
20,056 4,815 24,871
16,314 15,586 31,900
$ 5,384,483 § 1,043,313 $ 439,454 $ 6,867,250
$ 170,398 5 170,398
" 79,426 79,426
470,813 $ 20,540 491,353
2,932,424 2,932,424
15,586 595 16,181
3,668,647 3 - 21,135 3,689,782
169,211 169,211
693,208 ' 693,208
1,022,628 1,022,628
1,043,313 207,003 1,250,316
. 42,105 42,105
1,715,836 1,043,313 418,319 3,177,468
$ 5,384,483 $ 1,043,313 $ 439,454
Amounts reported for governmental activities in the statement of
net assets are different because:
Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds 5,660,922
Property taxes are recognized on an accrual basis in the
statement of net assets, not the modified accrual basis 366,152
Long-term liabilities are not due and payable in the current
period and, therefore, are not reported in the funds. Long-
term liabilities at year end consist of:
Capital leases payable (180,524)
Accrued interest on long-term obligations ' (3.911)

$ 9,020,107
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EXHIBIT E

TOWN OF LITCHFIELD, NEW HAMPSHIRE
Statement of Fiduciary Net Assets

Fiduciary Funds

December 31, 2007

ASSETS
Cash and cash equivalents
Investments '
Total assets

LIABILITIES
Accounts payable
Due to other governments-
Due to other funds
Due to others
Total liabilities

See accompanying notes to the basic financial statements
5

Agency
Funds

$ 255,920
1,343,443
$ 1,599,363

$ 27,500

103,598

15,719
1,452,146

5 1,509.363




TOWN OF LITCHFIELD, NEW HAMPSHIRE
NOTES TO BASIC FINANCIAL STATEMENTS
December 31, 2007

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

- The -accounting policies of the Town of Litchfield, New Hampshire conform to accounting policies
generally accepted in the United States of America for local governmental units, except as indicated
hereinafter. The following is 2 summary of significant accounting policies.

Financial Reporting Entity

The Town of Litchfield, New Hampshire (the Town) was incorporated in 1734. The Town operates under
. the Town Meeting/Board of Selectmen form of government and performs local governmental functions
. authorized by State law.

The financial statements include those of the various departments governed by the Board of Selectmen

and other officials with financial responsibility. The Town has no other separate organizational units,
- which meet criteria for inclusion in the financial statements as defined by the Governmental Accounting

Standards Board (GASB). : '

Basis of Presentation

- The Town’s basic-financial statements consist of government-wide statements, including a statement of
net assets and a statement of activities, and fund financial statements which provide a more detailed level

of financial information.
1. Government-Wide Financial Statements:

The statement of net assets and the statement of activities display information about the Town as a whole.
- These statements include the financial activities of the primary government, except for fiduciary funds.

The statement of net assets presents the financial condition of the governmental activities of the Town at
- year end. The statement of activities presents a comparison between direct expenses and program
revenues for each program or function of the Town’s governmental activities. Direct expenses are those
that are specifically associated with a service, program or department and therefore clearly identifiable to
a particular function. Program revenues include charges paid by the recipient of the goods or services
offered by the program, grants and contributions that are restricted to meeting the operational or capital
requirements of a particular program and interest earned on grants that is required to be used to support a
particular program. Revenues which are not classified as program revenucs are presented as general
. revenies of the Town. The comparison of direct expenses with program revenues identifies the extent to
.which each governmental function is self-financing or draws from the general revenues of the Town.

2. Fund Financial Statements:

During the year, the Town segregates transactions related to certain Town functions or activities in
separate funds in order to aid financial management and to demonstrate legal compliance. Fund financial
statements are designed to present financial information of the Town at this more detailed level. The
focus of governmental fund financial statements is on major funds. Each major fund is presented in a
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TOWN OF LITCHFIELD, NEW HAMPSHIRE
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED). .
December 31, 2007

separate column. Nonmajor funds are aggregated and presented in a single column. The fiduciary funds
are reported by type.

Fund Accounting

The Town uses funds to maintain its financial records during the fiscal year. A fund is defined as a fiscal
and accounting entity with a self-balancing set of accounts. The Town employs the use of two categories
of funds: governmental and fiduciary.

1. Governmental Funds:

Governmental funds are those through which most governmental _ftmc_:tidns typically are ﬁnanccd.

- Governmental fund reporting focuses on the sources, uses and balances of current financial resources.

Expendable assets are assigned to the various governmental funds according to the purposes for which
they may or must be used. Current liabilities are assigned to the fund from which they will be paid. The
difference between governmental fund assets and liabilities is reported as fund balance. The following
are the Town’s major governmental funds:

The General Fund is the main operating fund of the Town and is used to account for all financial
resources except those required to be accounted for in another fund.

The Conservation Commission Fund is used to account for 100% of the Land Use Change Tax (current
use) revenue and expenditures incurred in the acquisition of conservation land including the maintenance
of designated conservation properties within the Town’s boundaries. :

2. Fiduciary Funds:

Fiduciary fund reporting focuses on net assets and changes in net assets. The Town maintains one

- category of fiduciary funds known as agency funds. The Town’s agency funds are custodial in nature

(assets equal liabilities) and do not involve the measurement of resuits of operations. The Town’s agency
fund accounts for the capital reserve funds of the Litchfield School District, which are held by the Town
as required by State law. Other agency funds consist of impact fees and developer’s performance bonds.

Measurement Focus
1. Government-Wide Financial Statements:

The government-wide financial statements are prepared using the econbrri_ic resources measurement
focus. All assets and liabilities associated with the operation of the Town are included on the Statement

of Net Assets.
2. Fund Financial Statements:

All governmental funds are accounted for using a flow of current financial resources measurement focus.
With this measurement focus, only current assets and current liabilities generally are included on the
balance sheet. The statement of revenues, expenditures and changes in fund balances reports on the
sources (i.e., revenues and other financing sources) and uses (i.., expenditures and other financing uses)
of current financial resources. This approach differs from the manner in which the governmental
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activities of the government-wide financial statements are prepared. Governmental fund financial
statements therefore include a reconciliation with brief explanations to better identify the relationship
between the government-wide statements and the statements for governmental funds.

Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial records and reported on
the financial statements. Government-wide financial statements are prepared using the accrual basis of
accounting. Fiduciary funds also use the accrual basis of accounting. Governmental funds use the
modified accrual basis of accounting. Differences in the accrual and the modified accrual basis of
accounting arise in the recognition of revenue, the recording of deferred revenue, and in the presentation
of expenses versus expenditures. -

In the government-wide financial. statements, private-sector standards of accounting and financial
reporting issued prior to December 1, 1989, are followed to the extent that those standatrds do not conflict
with or contradict guidance of the Governmental Accounting Standards Board. The Town has elected not -
to follow the FASB pronouncements issued subsequent to November 30, 1989.

1. Revenues — Exchange and Non-exchange Transactions:

Revenue resulting from exchange transactions, in which each party gives and receives essentially equal
value, is recorded on the accrual basis when the exchange takes place. On a modified accrual basis,
revenue is recorded in the year in which the resources are measurable and become available. Available
means that the resources will be collected within the current year or are expected to be collected soon
enough thereafter to be used to pay liabilities of the current year. For the Town, available means expected
to be received within sixty days of year end.

Non-cxchange transactions, in which the Town receives value without directly giving equal value in
return, include property taxes, prants, entitlements and donations. On an accrual basis, revenue from
property taxes is recognized in the year for which the taxes are levied (see Note 2). Revenue from grants,
entitlements and donations is recognized in the year in which all eligibility requirements have been

. satisfied.  Eligibility requitements include timing requirements, which specify the year when the
resources are required to be used or the year when use is first permitted; matching requirements, in which
the Town must provide local resources to be used for a specified purpose; and expenditure requirements,
in which the resources are provided to the Town on a reimbursement basis. On a modified accrual basis,
revenue from non-exchange transactions must also be available before it can be recognized.

Under the modified accrual basis, the following revenue sources are considered to be both measurable and
available at year end: property taxes and interest on investments.

Licenses and permits, charges for services, and miscellaneous revenues (except interest on investments)
are recorded as revenues when received in cash because they are generally not measurable until actually

received.
2. Deferred Revenue:

Deferred revenue arises when assets are recognized before revenue recognition criteria have been
satisfied. Grants and entitlements received before the eligibility requirements are met are recorded as
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deferred revenue. On governmental fund financial statements, receivables that will not be collected
within the available period have also been reported as deferred revenue.

3. Expenses/Expenditares:
On the accrual basis of accounting, expenses are recognized at the time they are incurred.

The measurement focus of governmental fund accounting is on decreases in net financial resources
(expenditures) rather than expenses. Expenditures are generally recognized in the accounting period in
*-which the related fund liability is incurred, if measurable. Allocations of cost, such as depreciation and
amortization are not recognized in governmental funds.

Budgetary Data

The Town's budget represents functional appropriations as authorized by annual or special Town
‘meetings. The Selectmen may transfer funds between operating categories as they deem necessary. The
Town adopts its budget under State regulations, which differ somewhat from accounting principles
generally accepted in the United States of America in that the focus is on the entire governmental unit

rather than on the basis of fund types.

Encumbrance Accounting

Encumbranee accounting, under which purchase orders and other commitments for expenditure of monies
are recorded in order to reserve a portion of the applicable appropriation, is employed as an extension of

" formal budgetary integration in Govemmental Funds. Encumbrances outstanding at year end are reported
as a component of fund balance since they do not constitute expenditures or liabilities, but rather
commitments related to unperformed contracts for goods and services.

Investments

Investments are stated at their fair value in all funds. Certificates of deposit with a maturity of greater
than ninety days from the date of issuance are included in investments. i

Taxes Receivable

. Taxes leviéd during the current year and prior and uncollected at December 31, 2007 are recorded as
receivables net of reserves for estimated uncollectibles of $25,000.

Accounts Receivable

The Town recognizes uncollectible accounts under the allowance method. Accounts receivable in the
General Fund have been recorded net of reserves for estimated uncollectibles of $192,668.

Capital Assets

General capital assets result from expenditures in the governmental funds. These assets are reported in
the government-wide statement of net assets, but are not reported in the fund financial statements.
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All capital asscts are capitalized at cost (or estimated historical cost) and updated for additions and

. retirements during the year. Donated fixed assets are recorded at their fair values as of the date received.

The Town maintains a capitalization threshold of $10,000. Improvements are capitalized; the costs of

‘normal maintenance and repairs that do not add to the value of the asset or materially extend an asset’s

life are not.

_ - The Town is not required to retroactively report its general infrastructure (e.g. roads). Accordingly, the '

Town capitalizes qualifying infrastructure improvements done subsequent to December 31, 2003.

'All reported capital assets except for land are depreciated. Improvements are depreciated over the

remaining useful lives of the related capital assets. Depreciation is computed using the straight-line
method over the following useful lives:

: Description Years
-Infrastructure : 40
Buildings and improvements ' - 1540
Vehicles and equipment . 520

Compensated Absences

Full time employees earn ten sick days per year accruable to a maximum of sixty days. Accumulated sick
days are not paid in the event of termination or resignation. Vacation time is eamned at ten to twenty days

. per-year dependent on length of service. Accrued/unused vacation of $41,480 has been included as a :

liability in the General Fund in these fund financial statements. '
Accrued Liabilities and Long-Term Obligations

All payables, accrued liabilities, and long-term obligations are reported in the government-wide financial
statements. In general, governmental fund payables and accrued liabilities that, once incurred, are paid in
a timely manner and in full from current resources, are reported as obligations of the funds. Long-term
obligations that will be paid from governmental funds are recognized as a liability in the fund financial
statements when due. : '

Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital assets, net
of related debt consists of capital assets, net of accumulated depreciation, reduced by the outstanding
balances on any borrowings used for the acquisition, construction or improvement of those assets. Net
assets are reported as restricted when there are limitations imposed on their use either through the
enabling legislation adopted by the Town or through external restrictions imposed by creditors, grantors
or laws or regulations of other governments.

The Town’s policy is to first apply restricted resources when an expense is incurred for purposes for
which both restricted and unrestricted net assets are available.
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Fund Balance Reserves

The Town reserves those portions of fund balance which are legally segregated for a specific future use or
- which do not represent available expendable resources and, therefore, are not available for appropriation
or expenditure. Unreserved fund balance indicates that portion which is available for appropriation in
future periods. A fund balance reserve has been established for encumbrances.

Interfund Activity

Exchange transactions “between funds are reported as revenues in the seller funds and as
expenditures/expenses in the purchaser funds. Flows of cash or goods from one fund to another without a
requirement for repayment are reported as interfund transfers. Interfund transfers are reported as other
finaneing sources/uses in governmental funds. Repayments from funds responsible for particular
_expenditures/expenses to the funds that initially paid for them are not presented in the financial
statements. :

Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States ‘of America require management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results may differ from those estimates.
Significant estimates include depreciation expense and the allowance for uncollectible taxes.

NOTE 2--PROPERTY TAXES

Taxes are levied on the assessed valuation of all taxable real property as of the prior April 1
($943,296,967 as of April 1, 2007) and are due in two installments on July 2, 2007 and December 3,
2007. Taxes paid after the due dates accrue interest at 12% per annum. Property taxes are recognized as
revenue when received in cash or if available to finance current period operations (within sixty days of

year end).

Under State law, the Tax Collector obtains tax liens on properties which have unpaid taxes in the
following calendar year after taxes were due for the amount of unpaid taxes, interest and costs. These
priority tax liens accrue interest at 18% per annum. If the property is not redeemed within a two year
rédemption period, the property is tax deeded to the Town.

In accordance with State law, the Town collects taxes for the Litchfield School Distri¢t and Hillsborough
County, botlrindependent governmental units, which are remitted to them as required by law. The Town
also collects State of New Hampshire Education taxes, which are remitted directly to the school district.
Total taxés appropriated during the year were $10,364,909 and $876,914 for the Litchfield School District
and Hillsborough County, respectively. These taxes are not recognized as revenues in these financial
statements. The Town bears responsibility for uncollected taxes.

NOTE 3--RISK MANAGEMENT
The Town is exposed to various risks of losses related to torts; theft of, damage to, and destruction of

assets; errors and omissions; injuries to employees; and natural disasters. During the year ended
December 31, 2007, the Town was a member of the Local Government Center (LGC) and the New

11
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Hampshire Public Risk Management Exchange (PRIMEX). The Town currently reports all of its risk
‘management activities in its General Fund. These Trusts are classified as "Risk Pools" in accordance
with accounting principles generally accepted in the United States of America.

* The Trust agreements permit the Trusts to make additional assessments to members should there be a
deficiency in Trust assets to meet its liabilities. Accounting principles generally accepted in the United
States of America require members of pools with a sharing of risk to determine whether or not such
assessment is probable and, if so, a reasonable estimate of such assessment. - At this time, the Trusts
' foresee .no likelihood of an additional assessment for any of the past years. Claims expenditures and
liabilities are reported when it is probable that a loss has occurred and the amount of that loss can be
reasonably estimated. These losses include an estimate of claims that have been incurred but not
teported. Based on the best available information there is no liability at December 31, 2007.

Property and Liability Insurance

The LGC provides certain property and liability insurance coverages to member towns, cities, and other
qualified political subdivisions of New Hampshire. As a member of the LGC, the Town shares in
contributing to the cost of and receiving benefit from a self-insured pooled risk management prograim.
“The program includes a Self Insured Retention Fund from which is paid up to $500,000 for each and
every covered property, crime and/or liability loss that exceeds $1,000.

Worker’s Compensation

PRIMEX provides statutory worker's compensation coverage to member towns, cities, and other qualified
political subdivisions of New Hampshire. The Trust is self-sustaining through annual member premiums
and provides coverage for the statutorily required workers' compensation benefits and employer's liability
coverage up to $2,000,000. The program includes a Loss Fund from which is paid up to $500,000 for

each and every covered claim.
NOTE 4—DEPOSITS AND INVESTMENTS

. The Town does not have an investment policy for the investment of public funds in govemnmental funds.
- Responsibility for the investments of the expendable trust funds, permanent funds and Litchfield School
District agency funds is with the Board of Trustees. Investments of the library funds are at the discretion

of the Library Trustees.

Deposits and investments as of December 31, 2007 are classified in the accompanying financial
statements as follows: ' .

Statement of Net Assets:
Cash and cash equivalents $ 293,551
Investments 5,868,199
Statement of Fiduciary Net Assets: -
Cash and cash equivalents 255,920
Investments ‘ 1,343,443

37,761,113

Deposits and investments at December 31, 2007 consist of the following:
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Cash on hand $ - 300
Deposits with financial institutions ' - 7,643,658
Invesiments 117,155
’ $ 7,761,113
Custodial Credit Risk

Custodial credit risk for deposits is the risk that in the eévent of a bank failure, the Town’s deposits may -
not be returned to it. The custodial credit risk for investthents is the risk that, in the event of the failure of
the counterparty to a transaction a govemmcnt will not be able to recover the value of its investment or

collateral securities that are in the possession of another party. :

The Town has no policy regardmg custodial credit risk for its governmental funds. Also, the Trustees.of
Trust Funds and the Library Trustees have no policy regarding custodial credit risk.

Of the Town’s deposits with financial institutions at year end, $8,039,922 was collateralized by securities
held by the bank in the bank’s name and $501,260 was uninsured and uncollateralized.

NOTE 5—CAPITAL ASSETS

The following is a summary of changes in capital assets in the governmental funds:

Balance : Balance
: : : : 01/01/07 Additions Reductions 12/31/07

Governmental activities: B :

Capital assets not depreciated: : - o
Land . ' $ 2,930,534 $ 150,000 . ~ § 3,080,534

_ Total capital assets not being deprec:ated 2,930,534 150,000 § - 3,080,534

Other capital assets: ' '

" Infrastructure 501,889 501,889
Buildings and improvements 1,806,242 69,722 ‘ " 1,875,964 . -
Vehicles and equipment 1,533,311 148,908 (100,902) 1,581,317 - .

Total other capital assets at historical cost 3,841,442 218,630 (100,902) 3,959,170

Less accumulated depreciation for: .
Infrastructure : {16,730) (12,547) (29,277)
Buildings and improvements (629,924) (46,326) T (676,250)
Vehicles and equipment . (616,135) (127,642) 70,522 {673,255} .

Total accumutated depreciation (1,262,789) (186,515) 70,522 (1,378,782)
Total other capital assets, net 2,578,653 32,115 (30,380) 2,580,383
Total capital assets, net . $ 5,509,187 $ 182,115 $ (30,380) § 5,660,922

Depreciation expense was charged to governmental functions as follows:
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General government $ 27,681

Public safety 118,440
Highways and streets _ 21,555
Sanitation . 7,268
Culture and recreation ' 11,571
Total governmental activities depreciation expense '§ 186,515

The balance of the assets acquired through capital leases as of December 31 , 2007 is as follows:

Vehicles and equipment o $ 352,199
Less accumulated depreciation: -

Vehicles and equipment (51,341)
$ 300858

NOTE 6—DUE TO OTHER GOVERNMENTS

In accordance with State law, the Town collects taxes for the Litchfield School District and Hillsborough
County, both independent governmental units, which are remitted to them as required by law. At
December 31, 2007, the balance of the property tax appropriation due to the Litchfield School District is
$2,932,424. ,

NOTE 7—DEFINED BENEFIT PLAN

Plan Description

The Town contributes to the New Hampshire Retirement System (NHRS), a cost-sharing multiple-
employer defined benefit pension plan administered by the NHRS Board of Trustees. The plan provides
service, disability, death and vested retirement allowances to plan members and beneficiaries. Benefit

-~ provisions are established and may be amended by the New Hampshire State legislature. The NHRS
jssiies. a publicly available financial report that includes financial statements and required supplementary
information for NHRS. That report may be obtained by writing to New Hampshire Retirement System,
54 Regional Drive, Concord, New Hampshire 03301. '

Funding Policy

. Covered public safety employees are required to contribute 9.3% of their covered salary, whereas general
. employees are required to contribute 5.0% of their covered salary. The Town is required to contribute at

" an actuarially determined rate. The Town’s contribute rate of covered payroll for police officers, fire
employees and general employees was 9.68%, 14.36% and 6.81%, respectively through June 30, 2007
and 11.84%, 15.92% and 8.74%, respectively thereafter. The Town contributes 65% of the employer cost
for police officers and fire employees, and the State contributes the remaining 35% of the employer cost.
The Town contributes 100% of the employer cost for general employees of the Town. In accordance with
accounting principles generally accepted in the United States of America (GASB Statement #24), on-
behalf fringe benefits contributed by the State of New Hampshire of $42,536 and $1,962 have been
reported as a revenue and expenditure in the General Fund and the Police Special Details Fund (a
nonmajor governmental fund), respectively in these financial statements.

14




TOWN OF LITCHFIELD, NEW HAMPSHIRE
'NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
December 31, 2007

- Per RSA-100:16, plan member contribution rates are established and may be amended by the New

Hampshire State legislature and employer contribution rates are determined by the NHRS Board of
Trustees based on an actuarial valuation. The Town's contributions to the NHRS for the years ending
December 31, 2007, 2006, and 2005 were $109,435, $95,459, and, $84,586, respectively, equal to the
required contributions for each year.

NOTE 8—LONG-TERM OBLIGATIONS

Changes in Long-Term Obligations

The changes in the Town’s long-term obligations for the year ended December 31, 2007 are as follows:
Balance ‘ ) Balance Due Within

T 01/01/07 Additions Reductions 12/31/07 One Year
Capital leases payable - $ 179,253 3 68,859 $ (67,628) - § 180,524 $ 71,774

Payments on capital leases are paid out of the General Fund.
Capital Lease Obligations

Capital lease obligations represent lease agreements entered into for the financing of equipment
acquisitions. These contfracts are subject to cancellation should funds not be appropriated to meet

payment obligations. - Amounts are annually budgeted in the applicable function. Following are the

individual capital lease obligations at December 31, 2007:

Pumper tanker truck lease, due in annual installments of $59,565,

including interest at 4.45%, through July 2009 , ' ' $ 111,625

Vehicle lease, due in anmmal instalhnenté of $6,452, including : o

interest at 6.10%, through October 2010 N S 17,213

Vehicle lease, due in annual ihstal]mcnt_s of $8,995, includiﬁg

interest at 6.11%, through June 2011 31,005

Vehicle lease, due in annual installments of $5,999, including .

interest at 5.95%, through June 2011 , o 20,681
3180524

. Debt service requirements to retire capital lease obligations outstanding at December 31, 2007 are as .~

follows:
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Year Ending
December 31 Principal Interest Totals
2008 $ 71,774 $ 9,237 $ 81,011
2009 75,267 5,744 81,011
2010 ' 19,368 2,078 21,446
2011 s 14,115 : 879 14,994

$ 180,524 $ 17,938 $ 198,462

NOTE 9—INTERFUND BALANCES AND TRANSFERS

During the year, the. General Fund directly pays for various items that are ultimately to be reimbursed
from the applicable fund. These reimbursements due to the General Fund are reflected as an interfund
receivable at year end. - On occasion, the amount remitted to the General Fund exceeds the actual
expenditures that were incurred resulting in an interfund payable at year end.

Interfund balances at December 31, 2007 are as follows:

Nonmajor
General Govermnmental  Fiduciary
o ' o Fund Funds . Funds Totals
{EY General Fund - $ 595 $ 15719 $ 16314

Nonmajor Governmental Funds $ 15,586 ‘ 15,586
: $ 15586 - § - 595 $ 15719 $ 31,900 .

During the vear, several interfund transactions occurred between fu’nds. The Police Special Details Fund
(a nonmajor governmental fund) transferred $6,022 to the General Fund for administrative fees and
cruiser charges. :

| NOTE 10—RESTRICTED NET ASSETS
Net assets are restricted for specific purposes at December 31 , 2007 as follows:

Conservation $ 1,038,644

Endowments : 169,211
Police details 5,248
Recreation 7,734
Capital Reserve 134,666
Town Celebration . . 2,322
Library drainage system : 6,637
Library children's room rebuilding 2,600

$ 1,367,062
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NOTE 11— PERMANENT FUNDS

Permanent funds account for resources that are legally restricted to the extent that only earnings and not
principal may be used for purposes that support the Town’s programs. Principal and income balances at
December 31, 2007 are as follows:

Principal Income ' Total

Cemetery Funds 3 8,843 $ 22,191 $ 31,034
Library Funds ' 160,368 . 19,914 180,282

$ 169,211 $ 42,105 $ 211,316

NOTE 12—PERFORMANCE BONDS
The. Town holds letters of credit and performance bonds from developers until projects have been

completed to Town standards. These letters of credit and bonds are not included as part of the financial
statements. At December 31, 2007, the Town held performance deposits totaling $3,142,480.

NOTE 13—LITIGATION

The Town's general counsel estimates that any potential claims against the Town, which are not covered
by insurance, are immaterial and would not affect the financial position of the Town.
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SCHEDULE 1

TOWN OF LITCHFIELD, NEW HAMPSHIRE
Schedule of Revenues, Expenditures and Changes in Fund Balance
Budget and Actual (Budgetary Basis) - General Fund

For the Year Ended December 31, 2007

Revenues:

Taxes
Licenses and permits
Intergovernmental
Charges for services
Interest income .
Miscellaneous

Total Reveriues

Expenditures:

Current:
General government
Public safety
Highways and streets
Health and weifare
Sanitation
Culture and recreation

. Capital outlay

Debt service:
Interest and fiscal charges

Total Expenditures

Excess revenues over
{under) expenditures

Other financing sources:
Transfers in

Total other ﬁx_lahcing soufces ' |

Net change in fund balances -

Fund balance at beginning of year
- Budpetary Basis B
Fund balance at end of year
- Budgetary Basis

Variance with

Budgéted Amounts 'Final Budget -
' Actual Favorable
Original Final Amounts (Unfavorable)
$ 2,047,063  $2,047,063 $2,088,628 § 41565
1,509,810 1,509,810 .1,463,065 (46,745)
571,982 626,360 625,912 (448)
57,557 - 57,557 73,942 16,385
125,000 125,000 156,029 31,029
,13,581 13,581 19,001 5,420
4,324,993 4,379,371 4,426,577 47,206
1,002,901 1,002,901 1,033,879 (30,978)
1,749,411 1,745,212 1,781,277 (36,065)
858,408 912,786 862,116 50,670
70,411 70,411 39,899 30,512
401,085 401,085 378,394 22,691 '_
240,613 240,613 227,444 13,169
72,429 595,726 345,805 249,921
| 1 1 - 1
4,395,259 4,968,735 4,668,814 299,921'
(70,266) (589,364) . (242,237) 347,127
- 6,022 6,022
- - 6,022 6,022
- (70,266) (589,364) (236,215) 353,149
1,666,475 1,606,475 1,666,475 -
$ 1,596,209 $ 1,077,111  $ 1430260 . § 353,149

See accompanying notes to the required supplementary information
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
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NOTE 1—BUDGET TO ACTUAL RECONCILIATION

Amounts recorded as budgetary amounts in the Schedule of Revenues, Expenditures and Changes in
Fund Balance — Budget and Actual (Budgetary Basis) - General Fund are reported on the basis budgeted
by the Town. Those amounts differ from those reported in conformity with accounting principles
generally accepted in the United States of America in the Statement of Révenues, Expenditures and
Changes in Fund Balances — Governmental Funds (Exhibit D). Budgetary information in these financial
statements has been presented only for the General Fund as there is no adopted budget for the
Conservation Commission Fund. Property tax budgetary revenues are recognized when levied rather
than when susceptible to accrual. Budgetary expenditures were: adjusted for accrued vacation,
encumbrances, on-behalf payments for fringe benefits and capital lease transactions. '

Revenues Expenditures

per Exhibit D ‘ $ 4,361,888 $ 4,125,925
Difference in property taxes meeting
susceptible to accrual criteria 107,225
Accrued vacation - December 31, 2006 36,346
Accrued vacation - December 31, 2007 (41,480)
Encumbrances - December 31, 2006 SR (33,750)
Encumbrances - December 31, 2007 693,208
On-behalf fringe benefits o (42,536) (42,536)
Capital leases (68,899) (68,899)
per Schedule 1 $ 4,357,678 $ 4,668,814

NOTE 2--BUDGETARY FUND BALANCES

The components of the budgetary fund balance for the General Fund are as follows:

Unreserved:
Designated for continuing appropriations ‘ $ . 16,902
Designated for future years' expenditures ) 299,473
Undesignated ' ' 1,113,885

§ 1430260

NOTE 3-'-UNRESERVED DESIGNATED FUND BALANCES

Appropriations for certain projects and specific items not fully expended at year end are carried forward
as continuing appropriations to the next year in which they supplement the appropriations of that year.
At year end, continuing appropriations are reported as a component of the General Fund’s unreserved
fund balance and are detailed as follows:
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December 31, 2007 :
Library children’s room rebuilding 9 2,600
Library drainage system 7 6,637
. Fire pond dredging 970
Pinecrest road reconstruction 2,496
Fire equipment grant 4,199

$ 16,902

In addition to the above continuing appropriations, the Town has designated $299,473 from the
unexpended proceeds of the Highway Block Grant to be used towards future year’s expenditures.
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SCHEDULE A

TOWN OF LITCHFIELD, NEW HAMPSHIRE
Combining Balance Sheet

Governmental Funds - All Nonmajor Funds
‘December 31, 2007

ASSETS
Cash and cash equivalents
Investments
Accounts receivable, net
Due from other funds
Total Assets.

LIABILITIES
Deferred revenue
Due to other funds
Total Liabilities

FUND BALANCES
Reserved for endowments
Unreserved, reported in:
Special revenue funds
Permanent funds
Total Fund Balances
Total Liabilities and Fund Balances
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Special ‘

Revenue Pernianent Combining
Funds Funds Totals

$ 170,300 $ 94,161 $ 264,461
37,437 117,155 154,592
4,815 4,815
15,586 15,586
$ 228,138 § 211,316 $ 439454
$ 20,540 5 20,540
595 595
21,135 $ - 21,135
169,211 169,211
207,003 207,003
42,105 42,105
207,003 211,316 418,319
$ 228,138 $ 211,316 $ 439454
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SCHEDULE B

TOWN OF LITCHFIELD, NEW HAMPSHIRE

Combining Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds - All Nonmajor Funds

For the Year Ended December 31, 2007

" Special
Revenue Permanent Combining
Funds Funds Totals
Revenues: . '
Intergovernmental ‘ 3 2,837 $ 2,837
Charges for services 60,950 60,950
Interest and investment income : . 3,619 $ 28,842 32,461
Miscellaneous - 6,307 : 6,307
Total Revenues ' ' 73,713 28,842 102,555
Expenditures:
Current operations:
General government ‘ . 345 345
Public safety ' 50,005 50,005
Culture and recreation _ 13,648 13,648
Capital outlay 3,998 3,998
Total Expenditures 67,651 345 67,996
Excess of revenues over B
expenditures o 6,062 28,497 34,559
Other financing uses:
Transfers out R (6,022) (6,022)
Total other financing uses . , (6,022) .- (6,022)
Net change in fund balances o 40 28,497 28,537
Fund balances at beginning of year S 206,963 . 182,819 389,782
Fund balances at end of year : $ 207,003 $ 211,316 $ 418,319
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SCHEDULEC

TOWN OF LITCHFIELD, NEW HAMPSHIRE
Combining Statement of Fiduciary Net Assets
Fiduciary Funds - All Agency Funds

December 31, 2007

ASSETS
Cash and cash equivalents
Investments
Total Assets

LIABILITIES
Accounts payable
Due to other governments
Due to other funds
Due to others
Total Liabilities

Escrows Impact Fees -~ School District
Agency Agency Agency Combining
Fund Fund Fund Totals
$ 151,922 $ 103998 $ 255920
- 11,018 $ 1,332,425 1,343,443
$ 162,940 $ 1,332,425 $ 103,998 $ 1,599,363
$ 27,500 $ 27,500
$. 103,998 103,998
3 5,209 -10,510 15,719
157,731 1,294,415 1,452,146
$ 162,940 $ 1,332,425 $ 103,998 $ 1,599,363
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=ZVACHON CLUKAY CERTIFIED PUBLIC ACCOUNTANTS

608 Chestnut Street * Manchester, New Hampshire 03104
& COMPANY PC (603) 622-7070 » Fax: (603) 622-1452 » www.vcccpas.com

REPORT ON INTERNAL CONTROL BASED ON
AN AUDIT OF BASIC FINANCIAL STATEMENTS

To the Board of Selectmen
Town of Litchfield, New Hampshire

In planning and performing our audit of the financial statements of the Town of Litchfield, New
Hampshire as of and for the year ended December 31, 2007, in accordance with auditing standards
generally accepted in the United States of America, we considered the Town of Litchfield, New
Hampshire’s internal control over financial reporting as a basis for designing our auditing procedures for
the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Town of Litchfield, New Hampshire’s internal conirol.

Qur consideration of internal control was for the limited purpose described in the proceeding
paragraph and would not necessarily identify all deficiencies in internal control that might be significant
deficiencies or material weaknesses. However, as discussed below, we identified certain deficiencies in
internal control that we consider to be a material weakness. ' '

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the Town’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the Town’s financial statements that is more than
inconsequential will not be prevented or detected by the Town’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
result in more than a remote likelihood that a material misstatement of the financial statements will not
be prevented or detected by the entity’s internal control. We believe that the following deficiency

constitutes a material weakness.

FRAUDULENT ACTIVITY

Observation

The Town’s accounting software records the financial activity of the General Fund. During the year
ended December 31, 2007, additional funds were created within this accounting software to account for
the activity of additional public funds held by the Town’s Treasurer. These additional funds include the
Conservation Commission Fund, Recreation Revolving Fund, Special Police Details Fund, Impact Fees

and Escrow Deposits.




Although separate funds have been created within the Town’s accounting software, the internal controls
to report the financial transactions were circumvented. The financial activity recorded in the general
ledger was not being properly reconciled to the activity processed through the various bank accounts held
in the Town’s name.

Implication

Controls over the financial activities of the Town are weakened as the financial activity of the Town is
not properly reconciled with the actual activity. This breakdown in the internal control structure allowed
fraudulent activity to be concealed from the finance office and ultimately the Board of Selectmen.

Recommendation

As recommended in previous years, it is imperative that the cash balance in the general ledger be
reconciled on a regular basis. Incomplete monthly bank reconciliations diminish controls over the
Town’s cash balances. Bank reconciliations identifying all timing differences between the bank and the
book balance is essential. It is also recommended that arrangements be made with the individual
financial institutions that a duplicate copy of bank statements be sent directly to the Town Hail for

review.

Although the Treasurer has provided bank reconciliations to the finance personnel in previous years, the
‘Town’s accounting software has a separate module with the capabilities to reconcile the bank balance to
the cash balance in the general ledger. We recommend that the Town research this additional feature so
that falsified bank reconciliations and altered bank statements are not being relied upon.

o ok ke ook ok ok

This. communication is intended solely for the information and use of management and the Board
of Selectmen and is not intended to be and should not be used by anyone other than these specified
parties. However, this report is a matter of public record, and its distribution is not limited.

Oala %E% #

April 12,2010




ﬁVACHON CLUKAY CERTIFIED PUBLIC ACCOUNTANTS

608 Chestnut Street « Manchester, New Hampshire 03104

& COMPANY PC (603) 622-7070 » Fax: (603) 622-1452 » www.vccepas.com

April 12, 2010

- To the Board of.Selectmen
Town of Litchfield, New Hampshire

We were engaged to audit the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the Town of Liichfield, New Hampshire for the year ended December 31,
2007, and have issued our report thereon dated April 12, 2010. Professional standards require that we provide you
with the following information related to our audit. ,

Qur Responsibility under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated February 8, 2008, our responsibility, as described by professional
standards, is to express an opinion about whether the financial statements prepared by management with your
oversight are fairly presented, in all material respects, in conformity with U.S. generally accepted accounting
principles. Our audit of the financial statements does not relieve you or management of your responsibilities.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to you.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the Town of Litchfield, New Hampshire are described in Note 1 to the financial
statements. No new accounting policies were adopted and the application of existing policies was not changed
during the year ended December 31, 2007. We noted no transactions entered into by the Town during the year for
which there is a lack of authoritative guidance or consensus (except as discussed under “Other Audit Findings”
below). There are no significant transactions that have been recognized in the financial statements in a different
period than when the transaction occurred. ‘

Accounting estimates are an integral part of the financial statements prepared by management and are based on
management’s knowledge and experience about past and current events and assumptions about future events.
Certain accounting estimates are particularly sensitive because of their significance to the financial statements and
because of the possibility that future events affecting them may differ significantly from those expected. The most
sensitive estimate(s) affecting the financial statements was:

Management’s estimate of the allowance for uncollectible taxes and other accounts receivable and the
estimated useful lives of depreciable capital assets which are based on management’s assessment of
collectability and/or possible abatements and the useful lives of capital assets. We evaluated the key
factors and assumptions used to develop the reserve for uncollectible accounts and the useful lives of
capital assets in determining that it is reasonable in relation to the financial statements taken as a whole.




The disclosures in the financial statements are neutral, consistent, and clear. Certain financial statement
disclosures are particularly sensitive because of their significance to financial statement users. The most sensitive

disclosures affecting the financial statements were:

The disclosure of the allowance for accounts receivable, long-term obligations (capital leases) used to
finance governmental activities, and contingencies for litigation.

Difficulties Encountered in Performing the Audit

The completion of our audit was delayed because various general ledger balances were not reconciled by Town
personnel prior to the commencement of the audit. These unreconciled balances (which included cash, inter-fund
balances, accounts receivable, and accounts payable) required additional analysis beyond the original time frame
allotted for the audit and resulted in scheduling conflicts thereafter. Additional significant difficulties were due to
the fraud perpetrated by the former Treasurer. The lack of timely reconciliations as previously noted, helped
enable the former Treasurer to conceal his fraudulent transactions, :

Additional delays in the completion of the audit were a result of assisting the Office of the New Hampshire
Attorney General in investigating the allegations against the Town’s former treasurer.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the audit,
other than those that are trivial, and communicate them to the appropriate level of management. The attached
schedule summarizes uncorrected misstatements of the financial statements. Management has determined that
their effects are immaterial, both individually and in the aggregate, to the financial statemenis taken as a whole.

The following material misstatements detected as a result of audit procedures were discovered by us and
ultimately corrected by management: :

- Impact fee activity of $161 ,365 was removed from the General Fund.

- The tax collector’s activity was recognized on a cash basis; adjustments to the accrual basis
resulted in an increase in uncollected and unredeemed taxes by $55,727.

- The accounts receivable balance was increased by $15,909 to reflect duplicate payments to
vendors,

- The accounts. payable balance was reduced by $348,649 which includes removing encumbrances
at year end recorded as a liability and removing payments made applicable to a carry-forward

appropriation from 2006.

- The county tax and school tax liability accounts were adjusted by $876,914 and $10,364,909,
respectively to reflect the 2007 appropriations per the DRA tax rate papers.

- Accounts receivable at year end in the Police Qutside Activities Fund were reduced by $21,360 to
reflect the current year activity.

- The recorded liability to other governments in the Recreation Fund was reduced by $7,335 to
adjust for expenditures overstated.

- The cost basis of the investments reported by the Trustees of Trust Funds was adjusted to the fair
value at year end in accordance with generally accepted accounting principles resulting in an
increase in investments of $98,200.




The concealment of the fraudulent activity within the Town’s general ledger has not been adjusted by
management. Accordingly, we are unable to express an opinion on the Town’s financial statements for the -

year ended December 31, 2007.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a financial
“accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that could be significant to
the financial statements or the auditor’s report. We are pleased to report that no such disagreements arose during

the course of our audit.
Management Representations

We have requested certain representations from management that are included in the management representation
letter dated April 12, 2010. :

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters, -
similar to obtaining a “second opinion™ on certain situations. If a consultation involves application of an
accounting principle to the Town’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check with
us to determine that the consultant has all the relevant facts. To our knowledge, there were no such consultations

with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Town’s auditors. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our

retention. -

Prior to the completion of the audit fieldwork, we were contacted by the Office of the New Hampshire Attorney
General regarding allegations against the former Town treasurer. We were provided with detailed bank records
that had been subpoenaed. A detailed review of these bank records indicated that Town monies were subject to
fraudulent activity due to material weaknesses in the Town’s internal controls. A receivable and an offsetting
allowance for estimated uncollected amounts are included in the financial statements as of December 31, 2007.

This information is intended solely for the use of tﬁe Board of Selectmen and management of the Town of
Litchfield, New Hampshire and is not intended to be and should not be used by anyone other than these specified

parties.

Very truly yours,

Vachon, Cfu(ay &CoPC




Town of Litchfield, New Hampshlire

Reported Findings Summarized by year
DOCUMENTELD FINDING

Financial Reporting

Lack of understanding of what financial records are required to properly
maintaln town records and ensure proper internal controls

Separate funds (other than General Fund} not maintained In the
Town General Ledger

Cash basis of accounting which is not in accordance with DRA Rules
Tracking of recreational receipts (tickets) not performed.

Budgetary Infermation for estimated revenues/appropriations does not
agree with DRA approved amounts -

The General Fund cash account did not reconcile with the kank reconcilation
Accounts payable controls amounts did not reconcile to general ledger |

Treasuer was allowed to revise monthly reports without proper explanations
to management

Police/ Recreation revolving funds was not recored to general fund offset account

In many cases opening balances as of 1/1/2007 did not agree with 12/31/06
halances

Escrow records {developer bonds} did not recondile to cash accounts.

Amounts in the town's general fund general ledger were not reconclled
to the escrow accounts and they did not agree.

The Town's general ledger amount for Impact Agency Fees did not rconcile
to actual activities

Impact fees/Escrow funds were not reconciled to Highway records.

Treasurer was allowed to request additional escrow funds witheut proper
documentation

Al the time of the audit, town personnel was unable to correct many of the
aforemetioned issues

Credit Card Documentation

Lack of approvals for payments by department heads

Encumbrances and contlnulng appropriations
Improperly included in year end accounts payable
Library

Lack of Trustee approvals on disbursements resulting In lack of proper
internal controls

Unexpended halance of appropriations included in accounts payable
Solid Waste Facllity

Cash receipts journals not being used properly
Trust Funds

The former trustee who was also town treasurer assisted in the preparation
of year end reports which was a direct conflict of interest.

2007

Attempt was made

Improved

2006

2005

2004

2003




