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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.vachonclukay.com

INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayor, City Council and Manager
City of Berlin, New Hampshire

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the City of
Berlin, New Hampshire (the City) as of and for the year ended June 30, 2011, which collectively
comprise the City’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the City’s management. Our responsibility is to express opinions on
these financial statements based on our audit. We did not audit the financial statements of the Berlin
Water Works, component unit of the City, as of June 30, 2011 and for the year then ended. Those
financial statements were audited by other auditors whose report thereon has been furnished to us, and our
opinion, insofar as it relates to the amounts included for the Berlin Water Works, component unit of the

City, is based on the report of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit and the report of other auditors provide a reasonable basis for our

opinions.

In our opinion, based on our audit and the report of other auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial position of the
governmental activities, the business-type activities, the discretely presented component unit, each major
fund, and the aggregate remaining fund information of the City of Berlin, New Hampshire as of June 30,
2011, and the respective changes in financial position and cash flows, where applicable, thereof for the
year then ended in conformity with accounting principles generally accepted in the United States of

America.

In accordance with Government Auditing Standards, we have also issued our report dated June 6,
2012 on our consideration of the City of Berlin, New Hampshire’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the

results of our audit.



The management’s discussion and analysis, budgetary comparison information and the schedule
of funding progress for other post-employment benefits on pages i-xiii and 36-39, 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Berlin, New Hampshire’s basic financial statements. The accompanying
schedule of expenditures of federal awards is presented for purposes of additional analysis as required by
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations, and is not a required part of the basic financial statements. The combining
nonmajor fund financial statements are presented for purposes of additional analysis and are not a
required part of the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects, in relation to the basic financial statements taken as a whole.
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City of Berlin, New Hampshire
Management’s Discussion and Analysis

This section of the City’s financial statements is prepared to comply with the requirements of
GASB Statement 34 which requires the City to provide a discussion and analysis of the City’s
financial performance. It also provides an overview of the City’s financial activities for the fiscal
year ended June 30, 2011. As in past years, this narrative should be read in conjunction with the
City’s financial statements, which begin on page 1.

Financial Highlights — Primary Government

Government-wide Highlights:

e Net Assets: The total assets of the City exceeded total liabilities at fiscal year ending
June 30, 2011 by $44.5 million, an increase of $6.5 million from the prior year. This
amount is presented as “Net Assets” on the Statement of Net Assets for the Total Primary
Government (a condensed statement can be seen in the MD&A section of this report on
page v). Total unrestricted net assets decreased by $ 2.2 million to $5.6 million.
Restricted net assets of $364,159 were restricted primarily for endowments and $38.5
million was invested in capital assets, net of related debt.

e Changes in Net Assets: The City’s total net assets increased from last fiscal year’s $38.0
million to $44.5 million in fiscal year 2011. Net assets of governmental activities had a
net increase of $2.8 million or 17%, and net assets of the business-type activities showed
a net increase of $3.7 million. This is further discussed under the Government-Wide
Statement Analysis section of this report.

Fund Highlights:

e Governmental Funds — Fund Balances: As of the close of fiscal year 2011, the City’s
governmental funds reported a decrease of $893,545 in the combined ending fund
balance of $3.2 million, compared to last fiscal year. Included in the combined
governmental fund balance is the activity of the City’s General Fund and the Non-major
Governmental Funds. The General Fund ended the fiscal year with an unassigned fund
balance of $2,557,616, which is a decrease of $935,154 from the previous fiscal year.

Overview of the Financial Statements

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

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

3. Notes to the basic financial statements

This report also contains supplementary information in addition to the basic financial statements.



Government-wide Financial Statements

The government-wide financial statements provide a broad view of the City’s finances. These
statements (Statement of Net Assets and the Statement of Activities) provide both short-term and
long-term information about the City’s overall financial position. They are prepared using the
accrual basis of accounting, which recognizes all revenues and expenses connected with the fiscal
year even if cash has not been received or paid.

The Statement of Net Assets, found on page 1, presents all of the City’s non-fiduciary
assets and liabilities. The difference between assets and liabilities is reported as “net
assets” instead of fund equity as shown on the Fund Statements. Over time, increases or
decreases in the net assets may serve as a useful indicator of whether the financial
position of the City is improving or deteriorating.

The Statement of Activities, found on page 2, presents information showing how the
City’s net assets changed during the most recent fiscal year. All changes in net assets
are reported as soon as the underlying event giving rise to the change occurs, regardless
of the timing of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that will not result in cash flows until future fiscal periods
(such as uncollected taxes and earned but unused vacation and sick leave). This
statement also presents a comparison between direct expenses and program revenues for
each function of the City.

Both of the government-wide financial statements have separate sections for three types of City
activities. These three types of activities are:

Governmental Activities: The activities in this section represent most of the City’s basic
services and are generally supported by taxes, grants and intergovernmental revenues.
The governmental activities of the City include general government, public safety,
airport/aviation center, highways and streets, health and welfare, sanitation, culture and
recreation, education, food service, capital outlay and debt service.

Business-type Activities: These activities are normally intended to recover all or a
significant portion of their costs through user fees and charges to external users of goods
and services. These business-type activities of the City include the operations of the:

Sewer Fund

BIDPA (Berlin Industrial Development and Park Authority Fund)
Cates Hill Landfill Fund

Courthouse Fund

O 0 0 O

Component Unit: A component unit is an entity that is legally separate from the City, but
for which the City is financially accountable. The financial data for the Berlin Water
Works, the City’s only component unit, has been included in the City’s financial
statements, as required. Complete financial statements for the Berlin Water Works can
be obtained by writing to the Board of Commissioners, 55 Willow Street, Berlin, NH
03570.
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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 City, like other local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related legal requirements.
The fund financial statements focus on the individual parts of the City government and report on
the City’s operations in more detail than the government-wide statements. The City’s funds are
divided into 3 categories—governmental, proprietary and fiduciary. For governmental and
proprietary funds, only those funds that are considered major funds are reported in individual
columns in the Fund Financial Statements. The combining schedules included in the
Supplementary Section of the report are to support the non-major activities. Fiduciary Funds are
reported by fiduciary type (private-purpose trusts and agency funds).

e Governmental Funds: Most of the basic services provided by the City are financed
through governmental funds. 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 City’s
programs. The basic governmental fund financial statements can be found on pages 3-4.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented here with similar
information presented in the governmental-wide financial statements. Reconciliations are
provided between the Governmental Fund Statements and the Government-Wide
Statements, which can also be found on pages 3-4.

The City’s only major governmental fund is the General Fund. Individual fund data for
each of the City’s non-major governmental funds is provided in the combining statements
found on pages 51-54. The non-major governmental funds are:

School Federal Projects
School Food Service Program
Berlin Airport Authority
Health Department

Mount Carberry Landfill
Recreation Activity Programs
Grants Fund

Neighborhood Stabilization Program
CDBG Fund

Capital Projects Funds
Permanent Funds

000000000 O0O0

e Proprietary Funds: The City’s proprietary funds provide goods and services to the
general public and charge a user fee. These activities are reported in one major fund -

o Sewer Fund
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and three non-major funds -

o Cates Hill Landfill
o Berlin Industrial Park and Development Authority (BIDPA)
o Courthouse Fund

Like the government-wide financial statements, proprietary fund financial statements use
the accrual basis of accounting. Therefore there is no reconciliation needed between the
government-wide financial statements for business-type activities and the proprietary
fund financial statements. The basic propriety funds financial statements can be found on
pages 5-7, with individual data for each of the City’s non-major proprietary funds
provided in the combining statements found on pages 55-57.

e Fiduciary Funds: These funds are used to account for resources held for the benefit of
parties outside the City government. Fiduciary funds are not reflected in the government-
wide financial statements because the resources of these funds are not available to
support the City’s own programs. The accounting used for fiduciary funds is much like
that used for proprietary funds in that they use the accrual basis of accounting.

The City’s fiduciary funds on pages 8-9 include the:

Berlin Trust Fund

Home Nursing Trust Fund

Miles Scholarship Trust Fund
Library Trust Fund

Student Activities Agency Funds

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. The notes to the basic
financial statements can be found on pages 10-35.

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 each of
the City’s major governmental funds and includes a reconciliation between the reported activity
of the revenues, expenditures and transfers for budgetary purposes (Schedule 1, page 36) and the
activity as presented in the governmental fund financial statements (Exhibit D, page 4). The
City’s only major governmental fund for fiscal year 2011 is the General Fund. Also, included in
the required supplementary information is the funding progress for other post-employment
benefits (Schedule 2, page 37). The notes to the required supplementary information can be
found on pages 38-39.

Other Supplementary Information

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

iv



GOVERNMENT-WIDE FINANCIAL ANALYSIS

Statement of Net Assets

The City’s combined net assets (governmental and business-type activities) totaled $43.7 million
at the end of fiscal year 2011, an increase of $6.5 million compared to the end of the previous
fiscal year.

Net assets of the City as of June 30, 2011, 2010 and 2009 are as follows:

Net Assets
(in Millions)

Governmental Activities Business-type Activities Total Primary Government
2011 2010 2009 2011 2010 2009 2011 2010 2009
Assets )
Capital Assets 21.2 17.5 17.8 25.3 198 207 46.5 37.3 38.5
Other Assets 12.0 12.9 11.9 7.3 9.2 5.0 193 22.1 17.4
Total Assets 33.2 30.4 29.7 32.6 29.0 261 65.8 59.4 55.9
Liabilities
Long-term liabilities 6.0 5.7 5.2 5.7 5.4 5.4 117 11.2 10.6
Other liabilities 7.9 8.2 9.3 1.7 2.0 0.3 9.6 10.2 9.6
Total liabilities 13.9 13.9 14.5 7.4 7.4 5.7 21.3 21.4 20.2
Net Assets
Invested in capital
net of related debt 17.5 14.2 14.0 21.0 15.9 15.2 38.5 30.1 29.2
Restricted 0.4 0.1 0.1 0.0 0.0 0.0 0.4 0.1 0.1
Unrestricted 1.4 2.1 1.1 4.2 5.7 5.2 5.6 7.8 6.3
Total Net Assets 19.3 16.4 15.2 25.2 21.6 204 44.5 38.0 35.7
Total Liabilities and Net
Assets 33.2 30.4 29.7 32.6 2.0 26.1 65.8 59.4 55.9

The largest portion of the City’s net assets consists of its investment in capital assets such as land,
buildings, equipment, and infrastructure (roads and bridges), less any related outstanding debt
used to acquire those assets. Although the City’s investment in its capital assets is reported net of
related debt, it should be noted that the resources needed to repay this debt must be provided from
other sources, since the capital assets themselves generally cannot be used to liquidate these
liabilities. An additional portion of the City’s net assets represent resources that are subject to
external restrictions on how they may be used.

With the gradual pay down of the 1999 Deficit bond (the last payment was made in July 2010)
and the East Milan Landfill Closure bond, none of which has any offsetting assets, the City had
been increasing its unrestricted net assets. However, this year it suffered a decrease of $2.2
million from the prior fiscal year. The City carries a liability for compensated absences and
needs to embark on a program to fund this liability in the future.



Statement of Activities

The City’s total net assets increased $6.5 million over the prior fiscal year. Property and other
taxes brought in $13.9 million in revenues. Other revenues consisted of charges for services,
operating grants and contributions, capital grants and contributions, interest and investment
earnings, and miscellaneous revenues. Changes in net assets for the year ending June 30, 2011,

2010 and 2009 are as follows:

Changes in Net Assets

(in Millions)
Governmental Activities Business-type Activities Total Primary Government
2011 2010 2009 2011 2010 2008 2011 2010 2009
Revenues
Program revenues
Charges for Services 2.5 2.5 2.8 1.5 1.6 1.6 4.0 4.1 4.4
Operating grants and contributions 18.1 17.5 14.7 18.1 175 14.7
" Capital grants and contributions 34 0.7 0.8 5.1 2.1 0.1 8.5 2.8 0.9
General revenues:
Property and other taxes 13.9 14.1 14.5 13.9 141 14.5
Licenses and permits 11 1.2 1.2 1.1 1.2 1.2
Grants and contributions 0.5 0.5 1.1 0.5 0.5 1.1
Interest and investment earnings 0 0 0.2 0 0.1 0.1 0.1 0.3
Miscellaneous 0.3 0.4 0.3 0.1 0.2 0.3 0.4 0.6 0.6
Cont. to perm. fund principal 0 0 0 0 0 0
Gain on sale of capital asset 0.1 0.1
Transfers
Total revenues 39.8 36.9 35.5 6.7 4.0 2.2 46.5 40.9 37.7
Expenses:
General government 2.3 2.1 2.0 2.3 2.1 2.0
Public Safety 5.0 5.0 5.1 5.0 5.0 5.1
Airport 0.4 0.3 0.4 0.4 03 0.4
Highways and streets 2.7 2.4 2.6 2.7 2.4 2.6
Health and Welfare 0.7 0.6 0.7 0.7 0.6 0.7
Sanitation 0.9 0.9 0.9 0.9 0.9 0.9
Culture and recreation 0.7 1.7 0.7 0.7 0.7 0.7
Economic development 2.9 2.1 0.2 2.9 2.1 0.2
Education 185 18.5 18.5 18.5 185 18.5
Food service 0.6 0.7 0.6 0.6 0.6 0.6
Principal retirement 0.6 0.6 0.6 0.6 0.6 0.6
Interest and fiscal charges 0.3 0.3 0.4 ' 0.3 0.3 0.4
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Lease payments 0.1 0.1 0.1 0.1 0.1 0.1

Intergovernmental 1.3 1.5 1.6 1.3 1.5 1.6

Sewer 2.2 2.6 2.0 2.2 2.6 2.0

Non-major proprietary funds 0.8 0.2 0.1 0.8 0.2 0.1

Total Expenses 37.0 35.7 34.3 3.0 2.8 2.1 40.0 38.5 36.4
Increase (decrease) in net assets 2.8 1.2 1.2 3.7 1.2 0.1 6.5 2.4 1.3
Net assets, beginning of year 16.4 15.2 14.1 21.6 204 20.3 38.0 35.7 34.4
Net assets, end of year 19.3 16.4 15.2 25.2 21.6 20.4 44.5 38.0 35.7

The City’s expenses cover a range of services. The largest governmental expenses were for
education (50%), public safety (14%), economic development (8%), highways and streets (7%),
and general government (6%), which accounted for roughly 90% of total governmental
expenditures.

Governmental Activities

Governmental activities revenue totaling $39.8 million exceeded expenses of $37.0 million in
fiscal year 2011, thereby increasing the City’s governmental net assets by $2.8 million.

A comparison of the cost of services by function for the City’s governmental activities with the
related program revenues is shown below. Note that the largest expenses for the City (Education,
Public Safety, Economic Development, Highways and Streets and General Government) also
primarily represent the activities that have the largest gap between expenses and program
revenues (Education, Public Safety and General Government). Since program revenues do not
offset these expenditures, the difference is made up from real estate taxes.

Expenses and Program Revenues — Governmental Activities
Fiscal Year Ending June 30, 2011
(See table below on the next page)
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Business-type Activities

The charges for goods and services for the City’s business-type activities were inadequate to
cover the operating expenses. However, with significant capital contributions in the current fiscal
year, revenues, particularly from the Bureau of Prisons for the East Milan Road sewer connection
project was far more than sufficient to support the current fiscal year expenses.

Expenses and Program Revenues — Business Type Activities
Fiscal Year Ending June 30, 2011
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FINANCIAL ANALYSIS OF THE CITY’S FUNDS

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

Governmental Funds

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

Unreserved Fund Balances from FY 2002 through FY 2011 are as follows:

4,000,000
3,500,000
3,000,000
2,500,000 -
2,000,000 -+
1,500,000
1,000,000
500,000 -—

General Fund

The General Fund is the chief operating fund of the City. At the end of the current fiscal year, the
general fund had an unassigned fund balance of $2,557,616, while total fund equity was
$3,755,770. The General Fund total fund balance, decreased by $111,687 from June 30, 2010.

Budgetary Basis

All the analysis done in this review is based on modified accrual accounting based on the audit.
This is different than the budgetary basis that the city actually operates in. Accordingly, the chart
below provides the General Fund Unassigned Fund Balances for the last six years on a budgetary
basis since these are the figures used by the City in budgeting and the figures the City would
actually rely on for decision-making.
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As indicated in the above chart, the City’s effort to increase its Unassigned Fund Balance has
been generally successful, although the difficulty in doing so becomes greater every year.

Other Governmental Funds

The non-major governmental funds total fund balance decreased by ($781,858) in fiscal year
2011. This was primarily due to Capital Projects Funds spending in excess of bond proceeds
received during the year.

Proprietary Funds

The City’s proprietary fund statements provide the same type of information found in the
government-wide financial statements.  Like the government-wide financial statements,
proprietary fund financial statements use the accrual basis of accounting. Therefore there is no
reconciliation needed between the government-wide financial statements for business-type
activities and the proprietary fund financial statements.

The total net assets in the proprietary funds increased by $3,693,522 from June 30, 2010. The
amount collected from sewer user fees were insufficient to offset operating expenses, however,
there were large capital contributions from the Federal Bureau of Prisons which helped result in
an increase in net assets of $4,383,978 in the Sewer Fund for the fiscal year. The Non-major
Proprietary Funds had a combined net decrease of $690,456 in fiscal year 2011. This was due
primarily to BIDPA’s losses in the Isaacson bankruptcy.

GENERAL FUND BUDGETARY HIGHLIGHTS

During the fiscal year, the original budget was amended by various supplemental appropriations.
A Budget to Actual Schedule for the City’s major governmental fund (the General Fund) can be
found in the Required Supplementary Information section on page 36.



Actual budgetary revenues were less than the budget for estimated revenues by ($269,735).
Actual property taxes received were ($43,412) less than the amount budgeted. Actual budgetary
expenditures at year-end were $1,125,214 less than the final budgeted appropriations. Most of
the savings were due to budgeted debt service underspent by $837,069. Several City
Departments made a concerted effort to control costs resulting in savings on certain budgeted
items. Public Works spent $122,645 less than budgeted. Fire and Police spent $167,988 less than
budgeted. The School Department spent $190,024 less than budgeted.

This fiscal year, the City’s legal expense line closed with an over-expenditure of $236,083 due
primarily to the City’s involvement with the EFSEC and PUC relating to the Berlin Biomass
project which is now underway. The cost of participation in the Androscoggin Valley Regional
Refuse District was again lower than projected, saving the City $49,903. The City issued
$132,008 in property tax abatements the majority but not all of which was offset by overlay in the
tax rate calculation formula.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The City’s investment in capital assets for its governmental and business-type activities as of June
30, 2011, amounted to $85.9 million. Accumulated depreciation was $39.4 million leaving a net
book value of $46.5 million. This investment in capital assets includes equipment, real property,
infrastructure, computer software, and construction in progress. Infrastructure assets are items
that are normally immovable, of value only to the City, which include roads and bridges. GASB
34 requires assets, including infrastructure, for the City’s governmental funds to be reported in
the Government-Wide Statements. Additional information on the City’s capital assets can be
found in Note 7 on pages 21-23 of the Notes to the Basic Financial Statements.

Other Post-Employment Benefits

With the implementation of GASB Statement 45, the City is required to account for other post-
employment benefits (OPEB) on an accrual basis rather than a pay-as-you-go basis. The City
provides healthcare benefits to its retirees, their spouses and dependents. It also provides life
insurance benefits to its retirees. Although the City is not required to fund this contribution, it is
recognized as a liability in these financial statements. The net OPEB obligation as of June 30,
2011 is $185,501. Additional information regarding the City’s OPEB can be found in Note 9 on
pages 23-25 of the Notes to the Basic Financial Statements.

Debt Administration

The City may issue general obligation bonds and notes in anticipation of such bonds authorized
by the City Council. At the end of the current fiscal year, the City had total bonded debt
outstanding of $7.6 million. This amount does not include bonded debt outstanding by the Berlin
Water Works, its component unit. The City is required to issue general obligation debt for the
Berlin Water Works (a component unit of the City) and these general obligation bonds are backed
by the full faith and credit of the City. Accordingly, this general obligation debt is recognized as
a liability of the Berlin Water Works and is not recorded as a long-term obligation of the City.
The Berlin Water Works reimburses the City for the annual principal and interest on the debt.
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Additional information regarding the City’s long-term debt obligations can be found in Note 10
on pages 25-31 of the Notes to the Basic Financial Statements.

ECONOMIC CONDITIONS

Berlin’s economic prospects with the final closure of the Fraser Pulp Mill (and the recent closure
of the nearby paper plant in Groveton) have nowhere to go but up, although that upward
trajectory is taking its time in getting here. The entire closed pulp mill site in Berlin has been
cleared except for a few buildings thought to be worthy of preservation by the owner. The black
liquor boiler is being groomed to be converted to a biomass boiler. All the approvals for the
conversion project have been received from both the EFSEC and the PUC. The second proposed
biomass project which was expected to be located next to the City's Wastewater Treatment
Facility has been dropped.

The City's dilapidated surplus housing problem has been markedly reduced by the City's efforts at
demolishing such structures and enforcing housing codes which set a minimum housing standard.
The majority of the City's very worst derelict buildings have been torn or burned down. The City
experienced the loss of approximately 22 structures in the last few years to major fires. All of
these properties have been cleaned up -- mostly by the City. Unfortunately, most of this cleanup
has been at the expense of the City and not at the expense of the responsible property owners.
However, for the first time, the City has obtained some federal funding for the demolition of such
structures which will be a great help. It has also obtained about $4M in federal Neighborhood
Stabilization funds for the rehabilitation of housing to a reasonable standard. This NSP work is
nearing completion and has without doubt completely refurbished the worst area on the East Side
of the City, as well as one or two other neighborhoods.

The Berlin Industrial Development Park Authority (BIDPA) has conducted a feasibility study into
a major expansion of the City’s existing industrial park. Except for two empty buildings recently
vacated due to the national recession, all of the current industrial park buildings are in full use and
all of the lots in the Industrial Park have been sold to private parties, except for the Maynesboro
building, which is fully occupied by several tenants, but is still owned by the City. The most
recent BIDPA project has been the development of Bickford Place which is a beautiful outdoor
park addition in the middle of the downtown area. This will be a focal point for events and for
people to meet and relax, thereby adding new life and vitality to Main Street.

The Isaacson bankruptcy came as a surprise and additional shock to the already devastated local
economy. This bankruptcy of the one of the area’s long-time local employers not only eliminated
many more good jobs, but left the BIDPA, which had considerable funds tied up in Isaacson
projects, holding the bag for several hundred thousand dollars.

A major fire that destroyed two buildings in the heart of the downtown has now been cleaned up
by the City and has added to the attractiveness of the downtown. This is the first major cleanup
which has been undertaken with outside federal funding.

The national recession which has led to even more housing foreclosures has certainly worsened
the already poor property values in the City. Again, it would not seem possible to go much lower
and so we are looking for a rebound in property values in the near future with the elimination of
much of the blighted surplus housing and the opening up of the new federal prison. The only
question is when it will start.
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Phase II of the Rt 110 improvement project, which after years of planning is now about ready to
proceed, will further dramatically improve this route, as well as the neighborhood that it now
bisects. It seems that the major obstacle to getting this project underway is the unbelievably
bureaucratic historical reviews which go into transportation projects of this type.

The City previously zoned the extended portion of Route 110 as a recreation zone. The State of
New Hampshire is continuing the development of 7,200 acres in this quadrant of the City for its
multi-use trail, Jericho Mountain State Park. The City donated the 300 acres on Jericho Lake
Park to the State as a sort of icing-on-the cake, which should be a New England-wide attraction.
This park currently has about 50 miles of first-class trail development. This development is
having a very significant impact on the City’s image and economic base. In addition, the City is
in the process of developing a first of its kind in the State ATV connection between this Park and
the many trails in Success on the east side of the City.

Finally, the long-awaited Federal Bureau of Prisons project is fully constructed and now is slowly
starting up its process for operating the new prison. This process takes a year or more, This is the
second or third largest public works project ever undertaken in the State and already has added
very significant economic activity to the region during the construction phase. The City is
actively involved in extending sewer services to the site.

In spite of all the past plant closures and layoffs, Berlin has weathered everything that has been
thrown at it — the national recession being the latest thing to make things more difficult. In spite
of this, we believe Berlin has begun to turn the corner and is well on its way to a solid and
diversified economic base and is well on its way to a place people will want to move to instead of
away from.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the City’s finances for all
Berlin citizens, taxpayers, customers, investors, and creditors. This financial report seeks to
demonstrate the City’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:
City of Berlin, Department of Finance, 168 Main Street, Berlin, NH 03570.
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EXHIBIT A

CITY OF BERLIN, NEW HAMPSHIRE
Statement of Net Assets

June 30, 2011

ASSETS
Current Assets:
Cash and cash equivalents
Investments
Taxes receivable, net
Accounts receivable, nel
Due from other governments
Internal balances
Prepaid expenses
Inventory
Total Current Assets

Noncurrent Assets:
Due from other governments
Tax deeded property
Capital assets:
Non-depreciable capital assets
Depreciable capital assets, net
Total Noncurrent Assets
Total Assets

LIABILITIES

Current Liabilities:

Accounts payable

Accrued expenses

Retainage payable

Refunds payable

Deferred revenue

Due to other governments

Other liabilities

Current portion of bonds payable

Current portion of notes payable

Current portion of capital leases payable

Current portion of compensated absences payable

Current portion of estimated liability for

landfill postclosure care costs
Total Current Liabilities

Noncurrent Liabilities:
Bonds payable
Notes payable
Other long-term obligations
Capital leases payable
Compensated absences payable
Other post-employment benefits payable

Estimated lability for landfill postclosure care costs

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

Primary Government

Governmental Business-type Component
Activities Activities Total Unit
§ 8,289,424 $ 8,289,424 $ 452,325
1,524,804 1,524,804 168,264
4,642,042 4,642,042
13,273 $ 357,706 370,979 175,941
2,772,323 224,147 2,996,470 424,542
(5,972,294) 5,972,294 -
22,524 6,629 29,153
12,690 70,019 82,709 539,892
11,304,786 6,630,795 17,935,581 1,760,964
686,973 686,973
687,603 687,603
4,661,841 7,323,190 11,985,031 2,553,807
16,512,226 17,958,600 34,470,826 35,374,522
21,861,670 25,968,763 47,830,433 37,928,329

$ 33,166,456

$ 32,599,558

$ 65,766,014

$ 39,689,293

$ 572,047 $ 610,790 $ 1,182,837 $ 200,976
351,426 74,183 425,609 185,200
10,457 302,700 313,157
6,509
6,984,529 679,240 7,663,769
9,520 9,520
11,756
456,703 133,638 590,341 1,150,681
563,312 63,426 626,738 1,720,304
273,958 273,958 95,685
33,648 33,648 33,192
11,300 12,450 23,750
9,266,900 1,876,427 11,143,327 3,404,303
683,516 4,439,443 5,122,959 7,427,925
985,022 287,855 1,272,877
430,564 430,564
1,043,275 1,043,275 135,206
1,591,263 64,996 1,656,259 162,204
182,977 2,524 185,501
169,500 286,450 455,950
4,655,553 5,511,832 10,167,385 7,725,335
13,922,453 7,388,259 21,310,712 11,129,638
17,508,500 20,985,806 38,494,306 27,398,528
364,159 364,159
1,371,344 4,225,493 5,596,837 1,161,127
19,244,003 25,211,299 44,455,302 28,559,655

$ 33,166,456

$ 32,599,558

$ 65,766,014

$ 39,689,293
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EXHIBIT C

CITY OF BERLIN, NEW HAMPSHIRE

Balance Sheet
Governmental Funds

June 30, 2011
Nonmajor Total
General Governmental  Governmental
ASSETS

Cash and cash equivalents $ 8,084,173 $ 205,251 $ 8,289,424
Investments 1,166,225 358,579 1,524,804
Taxes receivable, net 4,642,042 4,642,042
Accounts receivable 8,302 3,572 11,874
Due from other governments 109,167 2,663,156 2,772,323
Due from other funds 3,493,376 79,099 3,572,475
Prepaid expenses 1,689 20,835 22,524
Inventory 12,690 12,690
Tax deeded property 687,603 687,603

Total Assets

$ 18,192,577

$ 3,343,182

$ 21,535,759

LIABILITIES
Accounts payable $ 208,578 $ 303,469 $ 572,047
Accrued expenses 268,404 3,428 271,832
Retainage payable 10,457 10,457
Note payable 189,676 189,676
Deferred revenue 7,560,688 128,689 7,689,377
Due to other governments 9,520 9,520
Due to other funds 6,139,941 3,403,429 9,543,370
Total Liabilities 14,436,807 3,849,472 18,286,279
FUND BALANCES
Nonspendable 689,292 182,003 871,295
Restricted 215,681 215,681
Committed 23,621 23,621
Assigned 508,862 95,983 604,845
Unassigned (deficit) 2,557,616 (1,023,578) 1,534,038
Total Fund Balances (deficit) 3,755,770 (506,290) 3,249,480
Total Liabilities and Fund Balances $ 18,192,577 $ 3,343,182
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 21,174,067
Property taxes are recognized on an accrual basis in the
statement of net assets, not the modified accrual basis 704,848
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?
Bonds payable (1,140,219)
Note payable (1,358,658)
Capital leases payable (1,317,233)

Accrued interest on long-term obligations (79,594)

Compensated absences payable (1,624,911
Other post-employment benefits payable (182,977)
Estimated liability for landfill postclosure care costs (180,800)

Net assets of governmental activities $ 19,244,003

See accompanying notes 10 the basic financial statements
3
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EXHIBIT E

CITY OF BERLIN, NEW HAMPSHIRE
Statement of Net Assets

Proprietary Funds

June 30, 2011

ASSETS
Current Assets:
Accounts receivable, net
Due from other governments
Due from other funds
Prepaid expenses
Inventory
Total Current Assets

Noncurrent Assets:
Due from other governments
Non-depreciable capital assets
Depreciable capital assets, net
Total Noncurrent Assets
Total Assets

LIABILITIES

Current Liabilities:

Accounts payable

Accrued expenses

Retainage payable

Deferred revenue

Due to other funds

Current portion of bonds payable

Current portion of notes payable

Current portion of estimated liability for

landfill postclosure care costs
Total Current Liabilities

Noncurrent Liabilities:

Bonds payable

Notes payable

Other long-term obligations

Compensated absences payable

Other post-employment benefits payable

Estimated liability for landfill postclosure care costs
Total Noncurrent Liabilities
Total Liabilities

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

See accompanying notes to the basic financial statements
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Business-type Activities

Nonmajor
Sewer Enterprise

Fund Funds Totals
$ 351,018 $ 6,088 $ 357,706
89,981 134,166 224,147
5,471,003 611,729 6,082,732
6,629 6,629
70,019 70,019
5,982,021 759,212 6,741,233
686,973 686,973
6,820,000 503,190 7,323,190
17,230,888 727,712 17,958,600
24,737,861 1,230,902 25,968,763
$ 30,719,882 $ 1,990,114 $ 32,709,996
$ 608,983 $ 1,807 $ 610,790
74,086 97 74,183
281,500 21,200 302,700
675,119 4,121 679,240
110,438 110,438
133,638 133,638
63,426 63,426
12,450 12,450
1,773,326 213,539 1,986,865
4,439,443 4,439,443
287,855 287,855
430,564 430,564
64,996 64,996
2,524 2,524
286,450 286,450
4,937,527 574,305 5,511,832
6,710,853 787,844 7,498,697
19,754,904 1,230,902 20,985,806
4,254,125 (28,632) 4,225,493
24,009,029 1,202,270 25,211,299
$ 30,719,882 $ 1,990,114 $ 32,709,996




EXHIBIT F

CITY OF BERLIN, NEW HAMPSHIRE

Statement of Revenues, Expenses and Changes in Net Assets

Proprietary Funds
For the Year Ended June 30, 2011

Operating revenues:
Charges for services
Miscellaneous

Total operating revenues

Operating expenses:
Personnel services
Contractual services
Repairs and maintenance
Administrative
Materials and supplies

Utilities

Bad debt expense

Depreciation

Total operating expenses
Operating income (loss)
Non-operating revenues (expenses):
Interest revenue
Interest expense
Net non-operating revenues (expenses)
Income (loss) before capital contributions
Capital contributions
Change in net assets

Total net assets at beginning of year, as restated

Total net assets at end of year

Business-type Activities

Nonmajor
Sewer Enterprise
Fund Funds Totals
$ 1,466,938 $ 1,466,938
13,430 $§ 117,118 130,548
1,480,368 117,118 1,597,486
552,902 3,976 556,878
33,660 61,691 95,351
36,788 27,187 63,975
114,909 114,909
193,301 75 193,376
175,308 16,173 191,481
641,608 641,608
887,224 47,382 934,606
1,994,092 798,092 2,792,184
(513,724) (680,974) (1,194,698)
29,547 913 30,460
(201,978) (19,211) (221,189)
(172,431) (18,298) (190,729)
(686,155) (699,272) (1,385,427)
5,070,133 8,816 5,078,949
4,383,978 (690,456) 3,693,522
19,625,051 1,892,726 21,517,777
$ 24,009,029 $ 1,202,270 $ 25,211,299

See accompanying notes to the basic financial statements



EXHIBIT G

CITY OF BERLIN, NEW HAMPSHIRE
Statement of Cash Flows

Proprietary Funds

For the Year Ended June 30, 2011

Cash flows from operating activities:
Cash received from customers
Cash paid to suppliers
Cash paid to employees
Net cash provided by operating activities

Cash flows from capital and related financing activities:
Proceeds from note collections
Proceeds from other long-term obligations
Principal paid on bonds payable
Principal paid on notes payable
Interest paid on long-term debt
Capital contributions
Purchases of capital assets
Net cash (used) for capital and related financing activities

Cash flows from investing activities:
Interest on investments
Net cash provided by investing activities

Net (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Reconciliation of operating income (loss) to net cash
provided by operating activities:
Operating income (loss)
Adjustments to reconcile operating income (loss) to net
cash provided by operating activities:
Bad debt expense
Depreciation expense
Changes in assets and liabilities:
Accounts receivable, net
Due from other governments
Prepaid expenses
Inventory
Accounts payable
Accrued expenses
Deferred revenue
Due to other governments
Compensated absences payable
Other post-employment benefits
Estimated liability for landfill postclosure care costs
Net cash provided by operating activities

Supplemental disclosure of non-cash transactions:
Capital asset additions included in year end liabilities

See accompanying notes to the basic financial statements
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Business-type Activities

Nonmajor
Sewer Enterprise

Fund Funds Totals
$ 1,446,003 $ 90,433 $ 1,536,436
(770,551) (61,447) (831,998)
(380,497) (11,760) (392,257)
294,955 17,226 312,181
65,971 65,971
361,271 361,271
(128,133) (128,133)
(60,338) (60,338)
(198,566) (19,211) 217,777)
4,342,885 8,816 4,351,701
(5,467,553) (432,152) (5,899,705)
(1,090,096) (436,914) (1,527,010)
29,547 913 30,460
29,547 913 30,460
(765,594) (418,775) (1,184,369)
6,236,597 920,066 7,156,663
$ 5,471,003 § 501,291 $ 5,972,294
$ (513,724) $ (680,974) $ (1,194,698)
641,608 641,608
887,224 47,382 934,606
(34,365) (13,022) (47,387)
(14,359) (14,359)
(6,629) (6,629)
(413) (413)
(20,164) (1,807) (21,971)
(1,753) (989) (2,742)
696 696
(8,644) (8,644)
(12,889) (3,580) (16,469)
317) B17)
48,900 48,900
$ 294955 ) 17,226 $ 312,181
$ 881,546 $ 21,200 $ 902,746




EXHIBIT H

CITY OF BERLIN, NEW HAMPSHIRE
Statement of Fiduciary Net Assets
Fiduciary Funds

June 30, 2011
Private-
Purpose Agency
ASSETS
Cash and cash equivalents $ 2,037 $ 200,253
Investments 129,999
Total Assets $ 132,036 $ 200,253
LIABILITIES
Due to other funds $ 1,399
Due to student groups $ 200,253
Total Liabilities 1,399 $ 200,253
NET ASSETS
Held in trust 130,637
Total Net Assets 130,637
Total Liabilities and Net Assets $ 132,036

See accompanying notes 