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TOWN OF BAR HARBOR
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Town of Bar Harbor have been prepared in conformity with generally accepted
accounting principles (GAAP) as applied to governmental units. The Governmental Accounting Standards Board
(GASB) is the accepted standard-setting body for establishing governmental accounting and financial reporting
principles. The more significant of the government’s accounting policies are described below.

A. Financial Reporting Entity

The Town of Bar Harbor operates under an elected Town Council and Town Manager form of government. The
Town’s Elementary School Department operates under an elected School Committee. The School Department is
administered by AOS #91. The Town’s major operations include public works, water, wastewater, harbor
facilities, public safety, fire protection, education, and general administrative services.

For financial reporting purposes the Town includes all organizations, functions and activities in its financial
statements for which it exercises oversight responsibility. Oversight responsibility as defined by the
Governmental Accounting Standards Board (GASB) includes financial interdependency, selection of governing
authority, designation of management, ability to significantly influence operations, and accountability for fiscal
matters.

B. Government-wide and Fund Financial Statements

The government-wide financial statements (i.e. the statement of net assets and the statement of activities) report
information on all of the non-fiduciary activities of the Town. Fiduciary activities, whose resources are not
available to finance the Town’s programs, are excluded from the government-wide statements. The material
effect of interfund activity has been removed from these statements. Governmental activities, which normally are
supported by taxes and various intergovernmental revenues, are reported separately from business-type activities,
which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segments
are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific function or
segment. Functional expenses may also include an element of indirect cost, designed to recover administrative
(overhead) costs. 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 financial statements are provided for governmental funds, proprietary funds and fiduciary funds, even
though the latter are excluded from the government-wide financial statements. Major individual governmental
funds and major individual enterprise funds are reported as separate columns in the fund financial statements.
Funds are classified into the following categories: governmental, proprietary and fiduciary.
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TOWN OF BAR HARBOR
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the total economic resources measurement focus
and the accrual basis of accounting, as are the proprietary fund and trust 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 have been met. Agency funds, reporting
only assets and liabilities, have no measurement focus but use the accrual basis of accounting.

Governmental fund financial statements are reported using the current financial resources measurement focus and
the modified accrual basis of accounting. Revenues are recognized when 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. Expenditures generally are recorded
when a liability is incurred, as under accrual accounting. However, debt service expenditures, including interest
on long-term debt, as well as expenditure related to compensated absences and claims and judgments are recorded
only when payment is due.

Property taxes, sales taxes, interdepartmental charges, and intergovernmental revenues are all considered to be
susceptible to accrual. Special assessments are recorded as revenues in the year the assessments become current.
Annual installments not yet due are reflected as special assessment receivables and deferred revenues. Other
revenue items are considered to be measurable and available only when cash is received by the Town.

The Town reports the following major governmental funds:

The General Fund is used to account for all or most of the Town’s general activities, including the
school, the collection and disbursement of earmarked monies (special revenue funds) and the servicing
of general long-term debt (debt service fund). The General Fund is used to account for all activities of
the general government not accounted in some other fund.

The CIP funds account for all the Town and School Departments major capital projects.
The Town reports the following major propfietary funds:

The wastewater fund accounts for the activities of the wastewater operations. The Town operates the wastewater
collection system and related administrative costs.

The water fund accounts for the activities of the water operations. The Town operates the water collection system
and related administrative costs.

Additionally, the Town reports the following fund types:

Permanent funds account for monies held in trust by the Town, the investment earnings from which may only be
used for the operation of the program.
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TOWN OF BAR HARBOR
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
D. Assets, Liabilities, and Net Assets or Fund Equity
1. Deposits and Investments

Governmental Accounting Standards Statement No. 40 requires the disclosure of interest rate risk, credit risk, and
custodial risk. As a means of limiting its exposure to fair value losses arising from rising interest rates, the Town
invests in short term repurchase obligations and short term investments held by a local banking institution. As a
means of limiting its exposure credit risk, the Town limits its investments to those authorized by Maine State
Statutes, which authorize the Town to make deposits/investments in insured commercial banks, insured credit
unions, and direct debt securities of the United States Government unless such an investment is expressly
prohibited by law. For an investment, custodial risk is the risk that in the event of the failure of the counter party
the Town will not be able to recover the value of its investments or collateral securities that are in the possession
of an outside party.

As a means of limiting its exposure to custodial risk, the Town requires that, at the time funds are invested,
collateral for repurchase agreements be held in the Town’s name by a custodial agent for the term of the
agreement and investments in obligations of the United States or its agencies be held by the Federal Reserve.

2. Receivables and Payables
Transactions between funds that result in outstanding balances are reported as due to/from other funds.

Property taxes receivable not expected to be collected within 60 days from year end are classified as deferred
revenue. At June 30, $623,236 has been so classified and reported on the general fund balance sheet.

Annual property taxes were levied on August 17, 2010 on property values assessed on April 1. Taxes were due in
two installments without penalty, due on September 30 and March 31, with interest at 7.0% beginning October 1
and April 1. Tax liens are placed on real property within 12 months following the tax commitment date if taxes
remain delinquent. The Town has the authority to foreclose on property eighteen months after the filing of the
liens if the lien amount and associated costs remain unpaid.

3. Inventories

Inventories are valued at cost. The costs of governmental fund-type inventories are recorded as expenditures
when consumed rather than when purchased.

4. Capital Assets

Capital assets, which property, plant, equipment, and infrastructure (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
$5,000 and an estimated useful life in excess of one year. 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.
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TOWN OF BAR HARBOR
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
D. Assets, Liabilities and Equity (Continued)
4. Capital Assets(Continued)
The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend asset
lives are not capitalized. Major outlays for capital assets and improvements are capitalized as projects are
constructed. Interest incurred during the construction phase of capital assets of business-type activities is

included as part of the capitalized value of the asset constructed. Property, plant, and equipment are depreciated
using the straight line method over the following estimated useful lives:

Assets Years
Buildings 20-40
Infrastructure 18-77
Equipment 3-20

5. Compensated Absences

In the fund financial statements, vested or accumulated vacation leave that is expected to be liquidated with
expendable available financial resources is reported as an expenditure and a fund liability of the governmental
fund that will pay it. Vested or accumulated vacation leave, holiday leave and comp time in the government-wide
financial statements is recorded as an expense and liability of the fund as the benefits accrue to employees. In
accordance with GASB Statement No. 16, no liability is recorded for nonvesting accumulated right to receive sick
pay benefits.

6. Long-term Obligations

In the government-wide financial statements, and proprietary fund types in the fund financial statements, long-
term debt and other long-term obligations are reported as liabilities in the applicable governmental activities,
business-type activities or proprietary fund type financial statements. In the fund financial statements,
governmental fund types recognize the face amount of debt issued as other financing sources.

Under State Law, no municipality can incur debt, which would cause its total outstanding debt, exclusive of debt
incurred for school, storm or sanitary sewer, energy facilities, or municipal airports, to exceed 7.50% of its last
full state valuation. A municipality may incur debt for schools not exceeding 10%, storm or sanitary sewers
7.50%, and municipal airports, water districts and special purpose districts 3% of its last full state valuation. In no
event can the total debt exceed 15% of its last full valuation. Full state valuation is the valuation of taxable
property as certified by the State Tax Assessor, adjusted to 100%.

At June 30, the Town of Bar Harbor is in compliance with the above requirements.
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TOWN OF BAR HARBOR
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2011
NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
D. Assets, Liabilities and Equity (Continued)
7. Fund Balances/Net Assets

Fund Balances

In accordance with Government Accounting Standards Board 54, fund balance reporting and
governmental fund type definitions, the Town classifies governmental fund balances as follows:

Non-spendable — includes fund balance amounts that cannot be spent either because it is not in
spendable form or because of legal or contractual constraints.

Restricted — includes fund balance amounts that are constrained for specific purposes which are
externally imposed by providers, such as creditors or amounts constrained due to constitutional

provisions or enabling legislation.

Committed — includes fund balance amounts that are constrained for specific purposes that are internally
imposed by the government through town meeting voting and does not lapse at year-end.

Assigned — includes fund balance amounts that are intended to be used for specific purposes that are
neither considered restricted or committed. Fund balances may be assigned by the Town Council.

Unassigned — includes positive fund balance within the general fund which has not been classified
within the above mentioned categories and negative fund balance in other governmental funds.

The Town considers restricted, committed, assigned, and unassigned amounts to be spent in that order
when expenditures for which any of those amounts are available. '

The Town’s fund balance policy requires at least 10% of the Town’s previous year’s total audited
general fund revenues to be assigned as designated for working capital.

20



TOWN OF BAR HARBOR

NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Assets, Liabilities and Equity (Continued)

7. Fund Balances/Net Assets (Continued)

Fund Balances

The Town has identified June 30, 2011 fund balances on the balance sheet as follows:

Nonspendable
School Lunch Inventory

Gurnee Principal
Cemetery Principal

Restricted
Dog Control Reserve
School Reserves

Homeland Security Grant - 2009
Homeland Security Grant - 2008

ARRA Port Security Grant

Committed
Capital Improvement Programs

Assigned
Reserve for Working Capital
Designated Paid Off
General Fund Encumbrances
Education Assigned Funds
Cruise Ship Fund
Gurnee Scholarship

Unassigned
General Fund

Total Fund Balance

Capital Other
General Improvement Governmental

Fund Projects Funds Total
2,298 2,298
6,488 6,488
2,137 2,137
2,298 - 8,625 10,923
2,040 2,040
317,240 317,240
69,688 69,688
69,031 69,031
3,475 3,475
319,280 - 142,194 461,474
4,555,513 4,555,513
- 4,555,513 - 4,555,513
1,589,000 1,589,000
57,000 57,000
27,185 27,185
193,307 193,307
162,580 162,580
3,159 3,159
2,029,072 - 3,159 2,032,231
850,243 850,243
3,200,893 4,555,513 153,978 7,910,384
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TOWN OF BAR HARBOR
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
D. Assets, Liabilities and Equity (Continued)

7. Fund Balances/Net Assets (Continued)
Net Assets

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.

Net assets are required to be classified into three components — invested in capital assets, net of related
debt; restricted; and unrestricted. These classifications are defined as follows:

Invested in capital assets, net of related debt — This component of net assets consists of capital assets,
net of accumulated depreciation, reduced by the outstanding balances of any bonds, mortgages, notes, or
other borrowings that are attributable to the acquisition, construction, or improvements of those assets.
If there are significant unspent related debt proceeds at year-end, the portions of the debt attributable to
the unspent proceeds is not included in the calculation of invested in capital assets, net of related debt.

Restricted — This component of net assets consists of restrictions placed on net assets use through
external constraints imposed by creditors (such as debt covenants), grantors, contributors, or law or
regulations of other governments, or constraints imposed by law through constitutional provisions or
enabling legislation.

Unrestricted — This component consists of net assets that do not meet the definition of “restricted” or
“invested in capital assets, net of related debt.”

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
A. Budgetary Information

Annual budgets are adopted on a basis consistent with generally accepted accounting principles (GAAP) for the
government’s governmental funds. However, the Town’s School Department does not budget for the revenues
and expenditures associated with the employer’s teacher retirement contribution made by the State of Maine on
behalf of the town to the Maine State Retirement System. School grant funds and the school lunch fund do not
have legally adopted budgets. All annual appropriations lapse at fiscal year-end to the extent that they have not
been encumbered.

All agencies of the government submit requests for appropriations to the government’s manager commencing 6
weeks before the manager is required to submit the budget to the government’s council. The manager compiles
the data and submits the total budget to the council on or before the third Tuesday in January each year. The
council holds public hearings, adopts the budget, and recommends it to the warrant committee on or before
February 22. No later than seven days following adoption, the manager submits the budget to the warrant
committee, which reviews the budget and submits its recommendation to the council at least four weeks prior to
the Town Meeting. The council submits the budget to the Town Meeting along with the recommendation of the
warrant committee. The Town Meeting adopts the final budget.
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TOWN OF BAR HARBOR
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (Continued)
A. Budgetary Information (Continued)

The appropriated budget is prepared by fund, function and department. The manager and department heads may
make transfers of appropriations within cost centers, but may not exceed the total cost center appropriation. The
council may transfer appropriations between cost centers to the extent of any unencumbered appropriation
balance.

Reserve funds, once established by the Town Meeting, may be expended with approval of the council for the
purpose for which the reserve was established.

Encumbrance accounting is employed in governmental funds. Encumbrances (e.g., purchase orders, contracts)
outstanding at year-end are reported as reservations of fund balance and do not constitute expenditures or
liabilities because the commitments are carried forward to supplement appropriations of the subsequent year.

NOTE 3 - DETAILED NOTES ON ALL FUNDS AND ACCOUNT GROUPS

A. Deposits and Investments

Deposits

Custodial credit risk is the risk that in the event of a bank failure, a government’s deposits may not be returned to
it. The Town’s deposit policy for custodial credit risk requires compliance with the provisions of state law.

State Statute 5706 require banks to give bond or to pledge government securities (types of which are specifically
identified in the Statutes) to the Town in the amount of the Town’s deposits. The Statutes allow pledged
securities to be reduced by the amount of Federal Deposit Insurance Corporation (FDIC).

One or more of the financial institutions holding the Town’s cash accounts are participating in the FDIC
Transaction Account Guarantee Program. Under the program, all noninterest bearing checking accounts include
demand deposit accounts and any transaction account that has unlimited withdrawals and cannot earn interest are
fully guaranteed by the FDIC for the entire amount. Also through December 31, 2011, IOLTA accounts and
NOW accounts that do not earn more than .25% interest are fully guaranteed by the FDIC for the entire amount as
long as the depository institution participates in the Transaction Account Guarantee (TAG) program. For interest
bearing accounts, the Town’s cash deposits, including certificates of deposits, are insured up to $250,000 per
custodian by the FDIC. Any cash deposits or certificates of deposits in excess of the $250,000 FDIC limits are
covered by collateral held in a Federal Reserve pledge account or by an agent for the Town and thus no custodial
risk exists.

The Town’s investment policy further restricts the investment options delegated to the Town Treasurer. The
Town is authorized to invest in only U.S. Treasury bills less than one year, U.S. Treasury notes 1-5 years,
certificates of deposit up to $250,000 per bank with FDIC coverage from only 5 local banks, overnight repurchase
agreements or deposit accounts, investment management agreements, local government investment pools, interest
bearing checking accounts, or CDARS investment options.
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TOWN OF BAR HARBOR
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2011

NOTE 3 - DETAILED NOTES ON ALL FUNDS AND ACCOUNT GROUPS (Continued)
A. Deposits and Investments (Continued)

Deposits (Continued)

At year-end, the government’s carrying amount of deposits was $7,056,497 and the bank balance was $7,382,819.
The bank balance is categorized according to credit risk as follows:

Category 1 - Insured by Federal depository or credit union insurance.

Category 2 - Collateralized with securities held by the pledging financial institution’s trust
Department or agent in the Town’s name.

Category 3 - Uninsured and uncollateralized.

Bank Category
Balance 1 2 3
Cash and Equivalents 7,382,819 7,382,819 - -

Investments
At June 30, 2011, the Towns investments, maturities and credit ratings are as follows:

June 30, 2011
Maturities in Years

Fair Credit Rating
Type Value Less Than 1 1-5 6-10 More than 10 S&P Moody's
General City:
Bank of Nova Scotia 307,107 307,107 - Aa3
Mutual Funds 1,000,930 1,000,930 not rated not rated
Total 1,308,037 1,000,930 - - -

Summary of Deposits and Investment Balances

Following is a reconciliation of the Town’s deposit and investment balances as of June 30, 2011:

Deposits and Cash on Hand $ 7,056,497
Investments $ 1,308,037
$ 8,364,534
Government-wide Business-Type
Statement of Statement of
Net Assets Net Assets Totals
Cash and Cash Equivalents $ 6,627,318 $ 429,179 $ 7,056,497
Investments $ 1,308,037 $ - $ 1,308,037
$ 7,935,355 $ 429,179 $ 8,364,534

24



