achievement of the revised standards-based curricula in Science, Mathematics and
Language Arts in grades K-8. Rating — 3.

The District Writing Teams, facilitated by the Director of Special Programs monitored the
implementation of the newly revised Mathematics and Science curriculum programs and the
revisions made-to date on the Language Arts curriculum to assess: a.) whether or not the new
programs were being implemented as designed and b.) if they were being implemented, were
these revised curriculum programs having the desired positive effect on student achievement.
The reports of Principals’ classroom visits, aligned with the Best Practices documents developed
for each area, indicated those Best Practices which were being fully implemented in classrooms
as well those Practices that teachers needed more professional development and support in order
to successfully implement. Principals and teachers reviewed students’ progress on attaining the
grade level benchmarks for Mathematics, Science and Language Arts. Students’ assessed
performance indicated strong areas of growth as well as a few areas in which the curriculum
programs together with instructional practices needed further revision. In addition to the District
Initiative the Schools developed specific initiatives related to this Teaching and Learning Goal.

a. Salem Elementary School Initiative: To improve student performance in the area of
nonfiction Reading Comprehension and Mathematics (as documented in grade level
goals) through the implementation of differentiated instructional practices. Rating —
3.

b. Salem Middle School Initiative: Improve the academic achievement of students in
the areas of Mathematics, Language Arts and Science as measured by State and
local assessments. The instructional needs of students differ based on ability, age
and gender. Appropriate instructional strategies should be tailored to meet the needs
of all students (based on the readiness, interests and learning profiles of students).
At the middle level, implement instructional strategies that promote academic rigor
within each individual student, and support the essential learning within the
curriculum. Rating — 3.

At both the Elementary School and the Middle School, grade level and subject area team
meetings, facilitated by the Principals, were held throughout the year focused on the
improvement of student performance in Mathematics and Language Arts. Results on The
Connecticut Mastery Tests, the District Trimester Assessments and teacher classroom
assessment documents formed the basis of these discussions. Areas of growth were celebrated
and areas in need of further improvement were noted and instructional strategies for
improvement of student achievement in these areas were developed.

3. District and Schools: Utilize technology as a means of differentiating (and enhancing)
instructional strategies in
all curriculum areas. Rating — 4.

The District and Schools developed a combined Initiative in the area of Technology. The
highlights of their accomplishments are as follows: the Three Year Technology Purchase Plan
was updated based on instructional initiatives; and professional development programming for
staff focused on appropriately integrating technology, such as Smart Boards, to enhance
instructional practices, as well as for recording student progress was developed. Teachers’ use of
Smart Boards and other technology tools to enhance and differentiate instruction increased.
Teachers also became more comfortable with managing an online student progress recording
process. Teachers’ Professional learning goals were also focused on the improvement of student
achievement, based on identified student needs.
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In addition to the curriculum work done in relation to specific District and School Initiatives,
District Curriculum Writing Teams, for each curriculum area, comprised of school staff and
interested community members, met at least two times during the year to review status of
curriculum programs based on staff input. The District Administration also maintained a
Curriculum Council, comprised of staff, Board of Education members and community members,
which met two times during the year to review the progress of each District Curriculum Writing
Team. These committees are under the direction of the Director of Special Programs. Highlights
of the work of these committees during 2009- 2010 school year include:

e Developed the first draft of a comprehensive K-8 Language Arts Curriculum Guide.

e Made significant progress in the development of a K-8 Comprehensive Health Guide.

e Updated the process for identification of Talented and Gifted students and a plan for
addressing the needs of those identified students through the combined effort of our
regular and special education staff.

e Developed classroom lessons that incorporate the use of Smartboard Technology in
grades K-8.

The District Teacher Evaluation/Professional Development Committee, co-chaired by the
Superintendent and the Director of Special Programs, met two times during the year to access the
current status of our Teacher Evaluation Program. Members of the committee, together with
other members of the staff, met during this summer to develop our 2010-11 Professional
Development Program.

Communication

The District and School Initiatives supporting the Board of Education Communication and
Collaboration Goal are as follows:

1. District: To improve communication and understanding regarding student progress
through the continued development of a standards-based reporting process in the 2009-10
school year and a standards-based report card system in the 2010-11 school year. Rating
-3.

A District Report Card Committee, facilitated by the Director of Special Programs was formed to
align and support the Schools efforts to design a Standards-Based Reporting System. This
reporting system is designed to provide parents and students with more specific information as to
individual student progress with respect to specific curriculum benchmarks. The committee
membership included administrator, teacher and parent representatives from the Elementary and
the Middle School Report Card Committees. The first draft of the Elementary and Middle School
Progress Reports were developed for implementation in 2010-11. These Progress Reports
included the development of a Trimester Benchmark insert for the areas of Science, Mathematics
and Language Arts. The development of the Social Studies benchmarks, as well as the
benchmarks for the unified arts subject areas, e.g. art, will take place during the summer and the
fall of 2010. The District Report Card Committee made presentations to the Board of Education
as well as to interested parent groups about the Standards Based Reporting System. The Schools
also developed specific initiatives related to this goal.

a. Salem Elementary School Initiative: To continue to develop a Standards Based
Reporting System by creating, organizing, and implementing a system of common
assessments in the areas of Mathematics, Language Arts, Science, and Social Studies.
Rating - 3.

b. Salem Middle School Initiative: Develop effective methods of communication for the
purpose of reporting and sharing student learning and achievement. Rating — 3.
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At both the Elementary and the Middle School levels committees and/or grade level and subject
teams worked on the development of their respective Standards Based Report Cards that
matched their philosophy of student assessment as well as accurately measuring student progress
on the established curriculum benchmarks for each area. The development of common unit
assessments was initiated for continuation in 2010.

In addition to the communication efforts specific to the District and School Initiatives,
communication to parents and community members continues to be a high priority initiative at
the District and School levels. In addition to the publication of the Wednesday Weekly Folder,
the School Administration continued to hold grade level coffees during the 2009-2010 school
year. At the District level, parent coffees were held to provide information regarding the budget
process. The Salem School District Website continues to be an important source of timely
information concerning important dates and meetings. The Superintendent’s Office continued to
produce and post “Updates from Donna” on the website. The senior citizens group held meetings
at the school and attended school concerts, plays and special assemblies such as the Veteran’s
Day program. Members of the community were invited to join District and Board Level
Committees and the Superintendent continued to attend meetings of Town Boards and
community groups. The Superintendent made a considerable commitment to supporting the
Town Building Committee’s efforts to develop and propose a plan for the much needed
renovation of the Salem School facility.

Facilities

4. District and Schools: Utilize technology as a means of differentiating (and enhancing)
instructional strategies in
all curriculum areas. Rating — 4.

This initiative was discussed in the Teaching and Learning section.

In addition to the work done in relation to the Distrcit and Schools Initiative, the School and
District Technology Team, facilitated by the Superintendent, meet monthly and on an as-needed
basis to monitor and assess the issues and concerns regarding technology use in the building.
This committee is responsible for the development of the protocols and procedures for
addressing technology issues as well as for ordering technology hardware and software in
accordance with the District Three-Year Technology Plan. This committee is instrumental in the
development of the Three-Year Technology Purchase Plan as well as the Five-Year Technology
Plan that is submitted to the State Department. Membership on this committee includes building
level administration, the library-media aide, the Technology Integration teacher, the Business
Manager, and the District Computer Technician. Our network support company, Connecticut
Computer Systems, is also often invited to attend the meetings.

The Principals, the Maintenance Supervisor and the Facilities Consultant meet weekly to
monitor, assess and address facilities issues and concerns. The Superintendent and the School
Nurse are also invited to attend these weekly meetings on an as-needed basis. At these weekly
meetings, updates are made to maintenance and emergency protocols as needed. The District
Safety Committee comprised of school staff and representatives of the town safety management
team continued its review of emergency protocols and procedures
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Board of Education Committees

Policy: The Policy Subcommittee of the Salem Board of Education, under the chairmanship of
Linda Robson, continued to review changes in state and national legislation that created need for
new and/or revised policies. In addition to making updates to existing policies, 4111/4211 -
Recruitment and Selection, 4118.25/4218.25 — Reporting of Child Abuse/Neglect, 4217.4 -
Suspension, 5141.21 — Administering Medication, 5141.27 — Use of AED’s, 5141.4 — Reporting
Child Absue/Neglect, 6114.1 — Fire Emergenct Drills , 6142.101 — Student Nutrition and
Physical Activity (Student Wellness), 6141.31 — Bilingual-Bicultural Education, 6141.321 — Use
of Technology, 6145.2 — Interscholastic/Intramural Athletics, 6146.2 - Statewide
Proficiency/Mastery Examinations, 6153 — Field Trips, 6163.3 — Live Animals in the Classroom,
9121 - BOE Officers, 9132 — Standing Committees (Subcommittees), 9323 - Agenda, 9324 -
Parliamentary Procedures, 9325.1 — Public Comment, 9325.2 — Order of Business, 9325.4 — Vote
Recording, and 9326 - Minutes. The Policy Subcommittee also completed a total review of the
2000 and 3000 Policy Series.

Curriculum: The Curriculum Subcommittee of the Salem Board of Education, under the
chairmanship of Pamela Munro, had a very productive year. The Subcommittee continued to
monitor the District’s progress with the five year cycle for curriculum review and development.
In addition, the Subcommittee also reviewed and provided support to several new programs and
processes, including the Standards-Based Reporting System, the Language Arts revision process
and the Social Studies revision process, which were brought forward to the Subcommittee from
the District committees. Members of the Subcommittee also attended the administrative
presentations to the parents and community on topics such as the Standards Based Reporting
System.

Public Relations: The Public Relations Subcommittee of the Salem Board of Education, under
the co-chairmanship of Donna Sanfilippo and Linda Robson, continued to produce several
communication initiatives, such as the Budget Coffees. The Public Relations Subcommittee also
submitted articles to the Our Town newspaper.

Facilities: The Facilities Subcommittee of the Salem Board of Education, under the
chairmanship of Robert Green, had a very productive year. The Subcommittee reviewed and
approved the 10-year Capital Plan for the School District. The Subcommittee also reviewed and
approved the District Technology Purchase Plan. Dinis Pimentel served as the Chairperson of the
Town Building Committee for the Salem School Building Project. Under his leadership, the
Town Building Committee developed and proposed a comprehensive plan for the much needed
renovation of the Salem School facility.

In addition to its standing committees the Board of Education also formed two Ad-Hoc
Subcommittees the Budget/Finance Ad-Hoc Subcommittee and the Administrative Staffing Ad-
Hoc Subcommittee.

Finance Subcommittee: The Budget/Finance Subcommittee, chaired by Dan Kung, Board of
Education Chair, met throughout the year to carefully review all areas of the current budget. This
committee also met budget preparation season with the Superintendent and the Business
Manager to develop the 2010 proposed budget. Community members were also invited to
become members of this subcommittee.

Administrative Staffing Subcommittee: The Administrative Staffing Ad-Hoc Subcommittee,
chaired by Steven Buck, was formed in response to the Superintendent’s recommendation, due to
decrease in enrollment, to consider the reduction of administrative staffing at the District level
and to maintain the administrative staffing level at the building level. After reviewing data from
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other Districts of similar size, the Subcommittee recommended a reduction of the administrative
staffing levels at the District level for consideration by the Board of Education.
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Independent Auditors’ Report

Board of Finance
Town of Salem, Connecticut
Salem, Connecticut

We have audited the accompanying financial statements of the governmental activities, each
major fund and the aggregate remaining fund information of the Town of Salem, Connecticut as
of and for the year ended June 30, 2010, which collectively comprise the Town of Salem,
Connecticut’'s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the Town of Salem, Connecticut's management. Our
responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and the 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 respective financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of the Town of Salem, Connecticut as of June 30, 2010,
and the respective changes in financial position thereof for the year then ended in conformity
with accounting principles generally accepted in the United States of America (GAAP).

As described in Note 1, the Town has implemented authoritative accounting pronouncements
promulgated by the Governmental Accounting Standards Board (GASB) Statement 45,
Accounting and Financial Reporting by Employers for Post Employment Benefits Other than
Pensions; Statement 51, Accounting and Financial Reporting for Intangible Assets; and,
Statement 53, Accounting and Financial Reporting for Derivative Instruments, as of June 30,
2010.

The Town has also made a prior period adjustment to capital assets. This is described more
fully in Note 1.



Independent Auditors’ Report (Continued)

In accordance with Government Auditing Standards, we have also issued our report dated
November 17, 2010 on our consideration of the Town of Salem, Connecticut's internal control
over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts and other grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That report is an integral part of an audit performed
in accordance with Government Auditing Standards and should be read in conjunction with this
report in considering the results of our audit.

Management’s Discussion and Analysis immediately following this report and budgetary
comparison information included in Required Supplementary Information (RSI) 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 supplementary information. However, we did not audit the information
and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Town of Salem, Connecticut’s basic financial statements. The
combining and individual fund financial statements and supplementary schedules are presented
for purposes of additional analysis and are not a required part of the basic financial statements.
Such combining and individual fund financial statements and supplementary schedules have
been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, are fairly presented in all material respects in relation to the basic financial
statements taken as a whole.

Morian—s Compary

November 17, 2010



Town of Salem, Connecticut
Managements’ Discussion and Analysis
June 30, 2010

Our discussion and analysis of Town of Salem, Connecticut's (the Government) financial
performance provides an overview of the Government’s financial activities for the fiscal year
ended June 30, 2010. Please read it in conjunction with the Government’s financial statements,
which begin with Exhibit 1.

FINANCIAL HIGHLIGHTS

Due to firm enforcement of our purchasing policy, strong negotiations with all vendors, as well
as a concerted effort of fiscal responsibility by all departments, the General Government was
able to return $225,568 to the Town’s General Fund. The Board of Education was also able to
return $56,594 to the Town.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net Assets and
the Statement of Activities (Exhibits 1 and 2) provide information about the activities of the
Government as a whole and present a longer-term view of the Government’s finances. Fund
financial statements start with Exhibit 3. For governmental activities, these statements tell how
these services were financed in the short term as well as what remains for future spending.
Fund financial statements also report the Government’s operations in more detail than the
government-wide statements by providing information about the Government’s most significant
funds. The remaining statements provide financial information about activities for which the
Government acts solely as a trustee or agent for the benefit of those outside of the
government.

Reporting the Government as a Whole

Our analysis of the Government as a whole begins with Exhibit 1. One of the most important
questions asked about the Government’s finances is, “Is the Government as a whole better off
or worse off as a result of the year’s activities?” The Statement of Net Assets and the
Statement of Activities report information about the Government as a whole and about its
activities in a way that helps answer this question. These statements include all assets and
liabilities using the accrual basis of accounting, which is similar to the accounting used by most
private-sector companies. All of the current year’s revenues and expenses are taken into
account regardless of when cash is received or paid.

These two statements report the Government’s net assets and changes in them. You can think
of the Government’s net assets—the difference between assets and liabilities—as one way to
measure the Government’s financial health, or financial position. Over time, increases or
decreases in the Government’s net assets are one indicator of whether its financial health is
improving or deteriorating. You will need to consider other nonfinancial factors, however, such
as changes in the Government’s property tax base and the condition of the Government'’s roads,
to assess the overall health of the Government.

In the Statement of Net Assets and the Statement of Activities, the Government shows the
following activity:



Town of Salem, Connecticut
Managements’ Discussion and Analysis
June 30, 2010

= Governmental activities—The Government'’s basic services are reported here, including the
education, public works, and general administration. Property taxes, state and federal
grants and local revenues such as fees and licenses finance most of these activities.

Reporting the Government’s Most Significant Funds

Our analysis of the Government’s major funds begins in the section titled “The Government’s
Funds”. The fund financial statements begin with Exhibit 3 and provide detailed information
about the most significant funds—not the Government as a whole. Some funds are required to
be established by State law and by bond covenants. However, the Board of Finance establishes
many other funds to help it control and manage money for particular purposes or to show that
it is meeting legal responsibilities for using certain taxes, grants, and other money.

= Governmental funds—The Government’s basic services are reported in governmental funds,
which focus on how money flows into and out of those funds and the balances left at year-
end that are available for spending. These funds are reported using an accounting method
called modified accrual accounting, which measures cash and all other financial assets that
can readily be converted to cash. The governmental fund statements provide a detailed
short-term view of the Government’s general government operations and the basic services
it provides. Governmental fund information helps you determine whether there are more or
fewer financial resources that can be spent in the near future to finance the Government’s
programs. We describe the relationship (or differences) between governmental activities
(reported in the Statement of Net Assets and the Statement of Activities) and governmental
funds in reconciliation at the bottom of the fund financial statements.

The Government as Trustee

The Government is the trustee, or fiduciary, for the activity funds at the school. These funds do
not belong to the Government. The Government’s fiduciary activities are reported in separate
Statements of Fiduciary Net Assets in Exhibits 5. We exclude these activities from the
Government’s other financial statements because the Government cannot use these assets to
finance its operations. The Government is responsible for ensuring that the assets reported in
these funds are used for their intended purposes.
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Managements’ Discussion and Analysis
June 30, 2010

THE GOVERNMENT AS A WHOLE

The Government's combined net assets increased by $537,619 from a year ago—i/ncreasing
from $15,227,879 to $15,765,498. Our analysis below focuses on the net assets (Table 1) and
changes in net assets (Table 2) of the Government.

Table 1
Change in Net Assets (on Exhibit 1)

Change During Year

2010 Dollars Percent 2009
Current and other assets $ 2,923,317 $ (2,036) -0.07% $ 2,925,353
Capital assets 15,119,669 (84,052) -0.55% 15,203,721
Total assets 18,042,986 (86,088) -0.47% 18,129,074
Long-term debt outstanding 1,658,406 (420,754) -20.24% 2,079,160
Other liabilities 619,082 (202,953) -24.69% 822,035
Total liabilities 2,277,488 (623,707) -21.50% 2,901,195
Net assets:
Invested in capital assets,
net of related debt 13,819,938 603,757 4.57% 13,216,181
Restricted - Expendable 42,304 (2,512) -5.61% 44,816
Restricted - Nonexpendable 1,997 - 0.00% 1,997
Unrestricted 1,901,259 (63,626) -3.24% 1,964,885
Total net assets $ 15,765498 $ 537,619 3.53% $ 15,227,879

Net Capital assets increased due to the lease/purchase of an International Dump Truck to
replace a 21 year old truck. Other significant increases to Capital assets include the drainage
and reconstruction of Forsyth Road and the upgrades to our Transfer Station.
Capital assets increased by $735,454 (cost). This is due to the addition of the following:
e International dump truck - $134,770
VFD Equipment - $20,840 (fire fighting gear $14,455; fire hoses 24,702)
Shelving unit Library children’s room - $4,985
Transfer Station - $285,431
Education — Well improvement - $7,264
Education — Exterior door - $12,107
Construction in progress:
o Multi-purpose path - $19,005
o Tennis courts - $42,200
o Highway rehab — Forsyth Road - $198,852
o School building committee capitalized costs - $10,000
Depreciation was subtracted from net assets. This was only $407,024.
The net increase in net capital assets was $328,410. (You can see the summary in footnote 5)

The long term debt decreased by a net amount of $420,754. See the details in footnote 6 A.

All of this used cash. This decreased the current and other assets.
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Table 2
Change in Net Assets (on Exhibit 2)

Change During Year

2010 Dollars Percent 2009
Revenues
Program revenues:
Charges for services $ 360,621 $ (3,371) -0.93% $ 363,992
Operating grants and contributions 4,418,667 88,867 2.05% 4,329,800
Capital grants and contributions 138,199 68,079 97.09% 70,120
General revenues:
Property taxes 10,155,559 219,967 2.21% 9,935,592
Grants and contributions 30,268 (23,663) -43.88% 53,931
Interest and investment earnings 28,437 (46,194) -61.90% 74,631
Gain (loss) on disposal of equipment - 65,592 -100.00% (65,592)
Other general revenues 117,363 108,856 1279.61% 8,507
Total revenues 15,249,114 478,133 3.24% 14,770,981
Program expenses
General government 1,453,953 (2,693) -0.18% 1,456,646
Public safety 894,149 181,165 25.41% 712,984
Public works 658,625 (229,366) -25.83% 887,991
Sanitation and landfill 168,014 8,567 5.37% 159,447
Education 11,052,661 (55,924) -0.50% 11,108,585
Interest on long-term debt 67,474 (14,087) -17.27% 81,561
Total expenses 14,294,876 (112,338) -0.78% 14,407,214
Increase (decrease) in net assets $ 954,238 ¢ 590,471 162.32% $ 363,767

Significant changes are as follows:

Operating grants went up as a result of receiving a FEMA grant in the amount of $40,427 and
STEAP Grant revenue of $159,688.

Public Safety increased as a result of the purchase of Volunteer Fire Company capital assets
purchased in the prior year which reduced government-wide expenditures in the prior year by
$298,693.

Other general revenues increased as a result of the Town winning a lawsuit in the amount of
$112,000.

Governmental Activities

Table 3 presents the cost of each of the Government’s governmental programs as well as each
governmental program’s net cost (total cost less revenues generated by the activities). The net
cost shows the financial burden that was placed on the Government’s taxpayers by each of
these functions.
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Table 3
Comparison of Total Cost to Net Cost (Exhibit 2)

Total Cost Net Cost
of Services Incr. of Services Incr.
2010 2009 Decr. 2010 2009 Decr.
Governmental Activities
General government $ 1,453,953 $ 1,456,646 -0.18% $ 1,085,053 $ 1,239,392 -12.45%
Public safety 894,149 712,984 25.41% 759,379 712,984 6.51%
Public works 658,625 887,991 -25.83% 561,735 726,025 -22.63%
Sanitation and landfill 168,014 159,447 5.37% 99,247 84,873 16.94%
Education 11,052,661 11,108,585 -0.50% 6,804,501 6,798,467 0.09%
Interest on long-term debt 67,474 81,561 -17.27% 67,474 81,561 -17.27%
Totals $ 14294876 $ 14,407,214 -0.78% $ 9,377,389 $ 9,643,302 -2.76%

Public safety — please see above discussion.

Interest on long-term debt is lower as a result of less debt. We are currently paying off
$200,000 per year of principal on our long term debt, which is currently $1,000,000 as of June
30, 2010.

THE GOVERNMENT’S FUNDS

While the year showed an increase in net assets, it showed a decrease in fund balance in the
governmental funds as presented in Exhibits 3 and 4. The difference for this is primarily the
treatment of long-term debt and capital assets. In the fund balance principal payments on
long-term debt are a reduction in fund balance when the payments on the debt are made.
Debt payments are never a direct reduction in net assets on the government-wide statements.
Likewise, purchases of capital assets are a reduction in fund balance when the purchase is
made. Capital asset purchases are never a direct reduction in net assets on the government-
wide statements.

General Fund Budgetary Highlights

Over the course of the year, the Board of Finance can revise the Government budget with
additional appropriations and budget transfers. Additional appropriates increase the total
budget. The Board of Finance is allowed by Town Charter to make additional appropriations up
to one fifth of one percent of the Town’s Budget per Board or department. Additional
appropriations or an appropriation over one percent of the Town’s Budget requires a Town
Meeting. Transfers do not increase the total budget, but instead pull appropriations from one
department that needs additional funding from other departments that might have excess
funding. State Statutes allow these transfers to be made by the Board of Finance without a
Town Meeting. Below is a summarized view of the final budget and actual results for the
General Fund:
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Table 4
General Fund - Budget Summary

Final
Budget Actual Variance
Revenue

Property Taxes $ 9,887,524 $10,030,564 $ 143,040
Intergovernmental 3,343,653 3,167,311 (176,342)
Interest Income 70,000 27,308 (42,692)
Local Revenues 232,327 273,111 40,784
Transfers In From CNR 10,000 22,037 12,037

13,543,504 13,520,331 (23,173)

Expenditures

General Government 3,307,698 3,082,130 225,568
Education 9,570,167 9,513,573 56,594
Capital Outlay 692,443 692,443 -

13,570,308 13,288,146 282,162

Excess (Deficiency) of Revenues
Over Expenditures $ (26,804) $ 232,185 $ 258,989

Due to firm enforcement of our purchasing policy, strong negotiations with all vendors, as well
as a concerted effort of fiscal responsibility by all departments, the General Government was
able to return $225,568 to the Town’s General Fund. The Board of Education was also able to
return $56,594 to the Town.

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

At the end of this year, the Government had $15,953,496 invested government activity capital
assets. This amount represents a net increase (including additions and deductions) of $735,454
from last year. This is primarily due to lease/purchase of an International dump truck, drainage
and reconstruction of Forsyth Road, and upgrades of the Town’s Transfer Station. More
detailed information about the Government’s capital assets is presented in Note 5 to the
financial statements.

Debt

At year end, the Government had $1,000,000 in bonds and notes outstanding. This is a
decrease of $400,000 from last year. The Government’s general obligation bond rating
continues to carry an A3 rating. More detailed information about the Government’s long-term
liabilities is presented in Note 6 to the financial statements.



Town of Salem, Connecticut
Managements’ Discussion and Analysis
June 30, 2010

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET

The Government’s elected and appointed officials considered many factors when setting the
fiscal-year 2011 budget and tax rates. There was much thought and concern for keeping
expenditures in check to lesson the mill rate impact of our town people.

CONTACTING THE GOVERNMENT’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and investors and
creditors with a general overview of the Government’s finances and to show the Government’s
accountability for the money it receives. If you have questions about this report or need
additional financial information, contact the Board of Finance at Town of Salem, Connecticut,
270 Hartford Road, Salem, CT 06420.



Town of Salem, Connecticut
Statement of Net Assets
June 30, 2010

Assets

Cash and cash equivalents
Investments
Receivables, net of allowance for collection losses
Bond issue costs, net of amortization
Capital assets:
Not being depreciated
Net of accumulated depreciation

Total assets
Liabilities

Accounts payable
Accrued expenses
Due to others
Accrued interest
Deferred revenue
Noncurrent liabilities:
Due within one year
Due in more than one year

Total liabilities
Net Assets
Invested in capital assets, net of related debt
Restricted net assets:
Expendable
Nonexpendable

Unrestricted net assets

Total net assets

The notes to the financial statements are an integral part of this statement.
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Governmental
Activities

$ 2,320,739
51,284

531,941

19,353

1,961,044
13,158,625

18,042,986

502,159
53,013
23,735
14,677
25,498

243,440
1,414,966

2,277,488

13,819,938

47,956
1,997
1,895,607

$ 15,765,498
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Town of Salem, Connecticut

Balance Sheet

Governmental Funds

June 30, 2010

Exhibit 3

Capital Education Other Total
General Non-Recurring Grants Governmental Governmental
Fund Fund Fund Funds Funds
Assets
Cash and cash equivalents $ 1,522,923 $ 307,564 293,190 $ 197,062 $ 2,320,739
Investments 4,906 2,015 - 44,363 51,284
Receivables 497,912 - 28,887 5,142 531,941
Due from other governmental funds 294,661 115,235 7,534 31,957 449,387
Prepaid expenditures 267,328 - - - 267,328
Total assets $ 2,587,730  $ 424,814 329,611  $ 278,524 $ 3,620,679
Liabilities and fund balance
Liabilities
Accounts payable $ 473,402 $ 9,900 6,718 $ 12,139 $ 502,159
Accrued expenses 53,013 - - - 53,013
Deferred revenue 398,965 - 20,207 - 419,172
Due to others 23,735 - - - 23,735
Due to other governmental funds 154,726 - 294,661 - 449,387
Total liabilities 1,103,841 9,900 321,586 12,139 1,447,466
Fund balance
Reserved 24,081 - 8,025 1,997 34,103
Unreserved, reported in:
General Fund 1,459,808 - - - 1,459,808
Special Revenue Fund - - - 216,786 216,786
Capital Projects Fund - designated - 265,023 - - 265,023
Capital Projects Fund - undesignated - 149,891 - 35,317 185,208
Permanent Funds - - - 12,285 12,285
Total fund balance 1,483,889 414,914 8,025 266,385 2,173,213
Total liabilities and fund balance $ 2,587,730 $ 424,814 329,611 % 278,524
Reconciliation of net assets to fund balances - total governmental funds:
Less: Long-term liabilities not due and payable in current period:
Bonds, notes, capital leases payable and unamortized premiums on bond costs (1,404,699)
Compensated absences and special termination benefits (28,209)
Prepaid long-term debt expenditures (267,328)
Landfill closure and pollution remediation costs (37,500)
Other post-employment benefits (187,998)
Accrued interest payable (14,677)
Plus:
Deferred charges on bond costs (to be amortized over the life of the bond) 19,353
Net capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds 15,119,669
Other long-term assets not available to pay for current period expenditures,
recorded as deferred revenue in the funds 393,674
Prepaid expenses
Net assets reported on the government-wide financial statements (Exhibit 1) $ 15,765,498

The notes to the financial statements are an integral part of this statement.
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Town of Salem, Connecticut
Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds
For the Year Ended June 30, 2010

Exhibit 4

Capital Education Other Total
General Non-Recurring Grants Governmental Governmental
Fund Fund Fund Funds Funds
Revenues
Property taxes, interest and lien fees $ 10,030,564 $ - $ - $ - $ 10,030,564
Intergovernmental revenues 3,918,843 - 649,326 183,410 4,751,579
Local revenues 305,019 375 14,676 92,736 412,806
14,254,426 375 664,002 276,146 15,194,949
Expenditures
Current expenditures:
General government 1,399,043 - - 55,491 1,454,534
Public safety 627,626 - - - 627,626
Public works 584,502 - - - 584,502
Sanitation and landfill 230,056 - - - 230,056
Education 9,988,643 - 659,988 104,477 10,753,108
Capital outlay 134,770 653,022 - - 787,792
Debt service 244,750 272,528 - - 517,278
13,209,390 925,550 659,988 159,968 14,954,896
Excess (deficiency) of revenues over expenditures 1,045,036 (925,175) 4,014 116,178 240,053
Other financing sources (uses)
Proceeds from long-term debt 134,770 - - - 134,770
Operating transfers in 22,037 692,443 - - 714,480
Operating transfers out (692,443) (22,037) - - (714,480)
(535,636) 670,406 - - 134,770
Excess (deficiency) of revenues over expenditures
and other financing sources (uses) 509,400 (254,769) 4,014 116,178 374,823
Fund balance, beginning of the year 974,489 669,683 4,011 150,207 1,798,390
Fund balance, end of the year $ 1,483,889 $ 414914 $ 8,025 $ 266,385 $ 2,173,213
Reconciliation of the statement of revenues, expenditures and changes in fund balances (above) to
the statement of activities (Exhibit 2)
Net change in fund balances - total governmental funds (above) $ 374,823
Transactions involving the treatment of capital outlays:
Plus: Capital outlays treated as expenditures here, but capitalized on Exhibit 2 735,434
Less: Depreciation expense recorded in Exhibit 2, but not considered in the fund statements (407,024)
Transactions involving the treatment of long-term debt:
Less: Long-term debt issued or incurred:
Issuance of general long-term debt (134,770)
Plus: Principal repayments:
General obligation bonds 200,000
Note retirement 29,802
Capital lease financing 248,698
Post-closure landfill costs 2,500
Changes in other items not requiring the use of current financial resources:
Compensated absences benefits payable 10,411
Accrued interest payable 1,106
Amortization on issue premium on bonds (4,740)
Post-employment benefits (187,998)
Pollution remediation 13,000
Revenue in the Statement of Activities (Exhibit 2) that is deferred in this statement
Taxes, interest and lien fees 43,609
Other 29,387
Changes in net assets of governmental activities (Exhibit 2) $ 954,238

The notes to the financial statements are an integral part of this statement.
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Exhibit 5

Town of Salem, Connecticut
Statement of Fiduciary Net Assets
Fiduciary Funds
June 30, 2010

Agency
Funds
Assets
Cash and cash equivalents $ 27,163
Liabilities
Due to others 27,163
Net Assets $ -

The notes to the financial statements are an integral part of this statement.
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Town of Salem, Connecticut
Notes to the Financial Statements
For the Year Ended June 30, 2010

Note 1 - Summary of Significant Accounting Policies
A. Reporting entity

The Town of Salem, Connecticut (Town) is a municipal corporation governed by a town charter.
The charter establishes the Town Meeting as the legislative body. A town meeting is required to
make appropriations, levy taxes and borrow money. The executive branch is lead by an elected
five-member board of selectmen. The selectmen oversee most of the activities not assigned
specifically to another body. An elected board of education manages the public school system. The
elected board of finance is the budget making authority and supervises the town financial matters.

Accounting principles generally accepted in the United States of America require that the reporting
entity include (1) the primary government, (2) organizations for which the primary government is
financially accountable and (3) other organizations for which the nature and significance of their
relationship with the primary government are such that exclusion would cause the reporting
entity’s financial statements to be misleading or incomplete. The criterion, provided by the
Government Accounting Standards Board (GASB), has been considered and there are no agencies
or entities which should be presented with this government.

B. Government-wide and fund financial statements

The government-wide financial statements (Exhibits 1 and 2) report information on all of the non-
fiduciary activities of the primary government. For the most part, the effect of interfund activity
has been removed from these statements. Fiduciary funds are excluded from the government-
wide financial statements. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities (if any), which
rely to a significant extend on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. When an expense is incurred for purposes for
which both restricted and unrestricted resources are available, the Town’s policy is to use its
restricted resources first. Program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included
among program revenues are reported instead as general revenues.

Separate fund financial statements are provided for governmental funds and fiduciary funds
(Exhibits 3, 4 and 5). Governmental activities, activities which normally are supported by taxes and
intergovernmental revenues, are reported in the governmental funds.  Major individual
governmental funds are reported as separate columns in the fund financial statements. Fiduciary
funds are used to report assets held in a trustee or agency capacity for others and therefore
cannot be used to support the governments own programs.
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Town of Salem, Connecticut
Notes to the Financial Statements
For the Year Ended June 30, 2010

C. Measurement focus, accounting basis, and financial statement presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the fiduciary fund financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues
in the year for which they are levied. Grants and similar items are recognized as revenue as soon
as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the Town considers revenues to be available if they are collected
within 60 days of the end of the current fiscal period.

Property taxes, licenses, and interest associated with the current fiscal period are all considered to
be susceptible to accrual and so have been recognized as revenues of the current fiscal period. All
other revenue items are considered to be measurable and available only when cash is received by
the Town.

Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related to compensated absences and
claims and judgments, are recorded only when payment is due.

The Town reports the following major governmental funds:

e The General Fund is the Town's primary operating fund accounting for all financial resources of
the general government, except those required to be accounted for in another fund.

e The Capital Non-Recurring Fund is used for major capital expenditures. It is funded with
transfers from the general fund, grants and debt.

e The Education Grants Fund accounts for Federal and State education grant revenues and
expenditures as well as preschool revenues and expenses.

Additionally, the Town reports the following fiduciary fund types:
e Agency Funds account for monies held as a custodian for outside groups and agencies.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in the government-wide financial statements to the extent that those
standards do not conflict with or contradict guidance of the Governmental Accounting Standards
Board. Governments also have the option of following subsequent private-sector guidance for their
business-type activities and enterprise funds, subject to this same limitation. The Town has
elected not to follow subsequent private-sector guidance.
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Town of Salem, Connecticut
Notes to the Financial Statements
For the Year Ended June 30, 2010

D. Assets, liabilities, and net assets
1) Deposits and investments

The Town's cash and cash equivalents are considered to be cash on hand, demand deposits,
and short-term investments with original maturities of three months or less from the date of
acquisition. Investments for the Town are reported at fair value.

Custodial Credit Risk - Custodial credit risk is the risk that, in the event of a bank failure, the
Town’s deposits may not be returned to it. The Town's policy is to invest in obligations
allowable under the Connecticut General Statutes. In general, this includes deposits in
allowable banks, obligations of the United States of America and obligations of any State or
political subdivision, which is tax exempt.

Credit Risk — Credit risk is the risk that an issuer or other counterparty will not fulfill its specific
obligation even without the entity’s complete failure. The Town does not have a formal credit
risk policy other than restrictions to obligations allowable under the Connecticut General
Statutes.

Interest Rate Risk — Interest rate risk is the risk that the government will incur losses in fair
value caused by changing interest rates. The Town does not have a formal investment policy
that limits investment maturities as a means of managing its exposure to fair value losses
arising from increasing interest rates. Generally, the Town does not invest in any long-term
investment obligations.

Concentration of Credit Risk — Concentration of credit risk is the risk attributed to the
magnitude of a government’s investments in a single issuer. The Town places no limit on the
amount they may invest in any one issuer.

2) Receivables

Property taxes are assessed on property values as of October 1%. The tax levy is divided into
two billings; the following July 1% and January 1%. This is used to finance the fiscal year from
the first billing (July 1*) to June 30" of the following year. The billings are considered due on
those dates; however, the actual due date is based on a period ending 31 days after the tax
bill. On these dates (August 1% and February 1%), the bill becomes delinquent at which time
the applicable property is subject to lien, and penalties and interest are assessed.

Under State Statute, the Town has the right to impose a lien on a taxpayer if any personal
property tax, other than a motor vehicle tax, due to the Town is not paid within the time
limited by any local charter or ordinance. The lien shall be effective for a period of fifteen
years from the date of filing unless discharged. A notice of tax lien shall not be effective if filed
more than two years from the date of assessment for the taxes claimed to be due.

All trade and property tax receivables are shown net of an allowance for uncollectibles. The

allowance is calculated using a two tier formula based on prior experience and current
knowledge.
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Town of Salem, Connecticut
Notes to the Financial Statements
For the Year Ended June 30, 2010

3) Activity between funds

Activity between funds that are representative of lending/borrowing arrangements outstanding
at the end of the fiscal year are referred to as "due to/from other funds" (i.e. the current
portion of interfund loans) or “advances to/from other funds” (i.e. the non-current portion of
interfund loans). All other outstanding balances between funds are reported as “due to/from
other funds”.

Advances between funds, as reported in the fund financial statements, are offset by a fund
balance reserve account in appropriate governmental funds to indicate that they are not
available for appropriation and are not expendable financial resources.

4) Inventories and prepaid items

All inventories are valued at cost using the first-in/first-out (FIFO) method. Inventories of
governmental funds are recorded as expenditures when consumed rather than when
purchased.

Certain payments to vendors reflect costs applicable to future accounting periods and are
recorded as prepaid items in both government-wide and fund financial statements.

5) Capital assets

Capital assets, which include property, plant, equipment, and infrastructure assets
(e.g., roads, bridges, sidewalks, and similar items), are reported in the applicable governmental
or business-type activities columns in the government-wide financial statements. Capital assets
are defined by the Town as assets with an initial, individual cost of more than the capitalization
threshold for that asset type and an estimated useful life in excess of two years. Such assets
are recorded at historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets lives are not capitalized. Major outlays for capital assets and
improvements are capitalized as projects are constructed.

Land is considered inexhaustible and, therefore, not depreciated. Property, plant, and
equipment of the Town is depreciated using the straight line method over the following
estimated useful lives:

Capitalization

Assets Years Threshold
Land N/A $ 25,000
Land improvements 10-40 $ 20,000
Buildings and improvements 15-100 $ 20,000
Equipment 10-50 $ 5,000
Vehicles 10-25 $ 5,000
Infrastructure 20-50 $ 100,000
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Town of Salem, Connecticut
Notes to the Financial Statements
For the Year Ended June 30, 2010

6) Compensated absences

It is the Town's policy to permit certain employees to accumulate earned but unused sick pay
benefits. There is a liability for unpaid accumulated sick leave since the Town has a policy to
pay any amounts when certain employees separate from service with the Town. All vacation
pay is accrued when incurred in the government-wide financial statements. A liability for these
amounts is reported in governmental funds only if they have matured, for example, as a result
of employee resignations and retirements.

7) Long-term obligations

In the government-wide financial statements long-term debt and other long-term obligations
are reported as liabilities in the applicable governmental activities statement of net assets.
Bond premiums and discounts, as well as issuance costs, are deferred and amortized over the
life of the bonds using the effective interest method. Bonds payable are reported net of the
applicable bond premium or discount. Bond issuance costs are reported as deferred charges
and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount of debt
issued is reported as other financing sources. Premiums received on debt issuances are
reported as other financing sources while discounts on debt issuances are reported as other
financing uses. Issuance costs, whether or not withheld from the actual debt proceeds
received, are reported as debt service expenditures.

8) Fund equity

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for
use for a specific purpose. Designations of fund balance represent tentative management
plans that are subject to change.

During the year, the Town made a prior period adjustment after conducting an inventory of
capital assets. This resulted in a decrease in net assets of $416,619.

E. Subsequent Events

Subsequent events have been evaluated through the date of this report, November 17, 2010.

F. Changes in Financial Statements

The Town implemented Governmental Accounting Standards Board (GASB) Statement 45,
Accounting and Financial Reporting by Employers for Post Employment Benefits Other than

Pensions, as of June 30, 2010. This statement requires actuarial calculations for other post
employment benefits (OPEB) such as health insurance.
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Town of Salem, Connecticut
Notes to the Financial Statements
For the Year Ended June 30, 2010

The Town implemented Governmental Accounting Standards Board (GASB) Statement 51,
Accounting and Financial Reporting for Intangible Assets, as of June 30, 2010. This statement
establishes accounting and financial reporting requirements for intangible assets (including
easements, water rights, timber rights, patents, trademarks, and computer software) to reduce
these inconsistencies, thereby enhancing the comparability of the accounting and financial
reporting of such assets among state and local governments.

The Town implemented Governmental Accounting Standards Board (GASB) Statement 53,
Accounting and Financial Reporting for Derivative Instruments, of June 30, 2010. This Statement
addresses the recognition, measurement, and disclosure of information regarding derivative
instruments entered into by state and local governments, if applicable.

Note 2 - Budgeting
A. Budget Basis

A formal, legally approved, annual budget is adopted for the General Fund only. This budget is
adopted on a basis consistent with Generally Accepted Accounting Principles (modified accrual
basis) with the following exceptions:

e Teacher’'s Retirement - The Town does not recognize as income or expenditures
payments made for the teacher’s retirement by the State of Connecticut on the Town’s
behalf in its budget. The Governmental Accounting Standards Board’s Statement 24
requires that the employer governments recognize payments for salaries and fringe benefits
paid on behalf of its employees.

e Encumbrances - Unless committed through a formal encumbrance (e.g., purchase orders,
signed contracts), all annual appropriations lapse at fiscal year end. Encumbrances
outstanding at year end are reported on the budgetary basis statements as expenditures.
On the statements prepared under Generally Accepted Accounting Principles, encumbrances
outstanding at year end are reported as reservations of fund balances and do not constitute
expenditures or liabilities.

e Excess Cost Grant - The State reimburses the Town for certain costs incurred for special
educational needs of students that exceed a set multiple of a student in the regular
program. This reimbursement is the Excess Cost Grant — Student Based. Connecticut
General Statute 10-76g states that this grant should reduce the education expenditures
instead of being reported as revenue.

e Long-Term Debt and Lease Financing - Revenues and expenditures from refunding or
renewing long-term debt or issuing loan or lease financing are included in the budget as the
net revenues or expenditures expected.

e Cash Basis Payroll — The general government and salaried Board of Education payroll is
budgeted based on when it is expected to be paid. On the statements prepared under
Generally Accepted Accounting Principles, payroll is charged to the fiscal year in which it is
earned.
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The First Town Meeting in the Town of Salem, Connecticut

At a Town Meeting held at the Presbyterian Meeting House in Salem
on the 15" Day June 1819 the third Tuesday

Warning
The Inhabitants living within the antient limits of the Society of New Salem that are legal Voters are
hereby warned to meet at the Presbyterian Meeting House in (the) T'Society on the Third Tuesday of June
1819 for the purpose of Organizing them Selves into a Town by Choosing all the officers required by Law
to be chosen in other Towns in this State Agreeable to the Directions in a Bill in form of the General
Assembly of this State at their Session at Hartford in May 1819 Upon the petition of (the) 7" Inhabitants to
(the)TAssembly praying to be Incorporated into a Town.

Mumford Dolbeare, Moderator
Dated at Salem this
28" Day of May 1819

Mumford Dolbeare Esq—MOderatOl' Appointed by the General Assembly At 7 (the) meeting, Elijah Treadway
was Chosen Clerk

Voted Henry Perkins Esq.
Joseph Morgan Esqg.

George Minard Select Men
Seth Lathrop Esq.
And Daniel Jones

Voted that John Billings be Treasurer
Voted that Mark Dodge be Head Constable

Voted Amasa Rathbun

Charles Tiffany Constables
And Avery Morgan

Voted that Schubel Parks Amasa Rathbun Avery Morgan Charlot Chapel Joseph Powrs Thomas
Bradford Russel Williams Seth Tiffany Mark Dodge and Christopher Minard be Surveyors

Voted that David Patten be Surveyor
Voted that Thomas Bradford Elijah Loomis John Billings John S Ransom and David Patten be Listers
Voted that Gurdon Hamilton and Hallam Latimore be Fence Viewers
Voted Samuel Holmes be Leather Sealer
Voted Thomas Miller Joseph Powrs and Ebenezer Tiffany be Grand Jurors
Voted Joshua Pratt be Sealer of Weights and Measures
Voted Asa Rathbun and Guy Loomis be Tything men
Voted George Minard John Billings Seth Tiffany and Avery Morgan be Pound keepers and
furnish pound

Voted the fence viewers move Encroachments off the Highway
Voted Joseph Hilliard, William Fitch, William Hamman, Ephraim D. Woolf and Christopher Minard be Haywards*
Voted that the Town Clerk Keep Records so far as Respects Town business and Charge no fee.
Vote that the Select Men Charge no pay for time or Horse ride
Voted that this meeting be Disolved

Attest Elijah Treadway Reg.

*An officer formerly charged with the repair of cattle fences and the retention of cattle in
the town common








