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October 20, 2006

Fast Hampton Library
159 Main Street
East Hampton, NY 11937

Dear Board Members:
The attached Audit for 2005 is presented for your review.

The audit has no surprises and pretty much confirms everything previously reported regarding
last year’s finances. Two years ago, on our recommendation as Treasurer and Assistant Treasurer, the
Library switched our accounting method to GASB34 which is the same system and standards used by
government agencies. We did this voluntarily to hold ourselves to the most stringent accounting
standards.

One of the confusing aspects of the new reporting system is the operating fund’s non-
recognition of income earned from more than $4,000,000 in reserve funds which the Board has raised
over the past decades.

In the past, the interest and dividends from these accounts was included in our annual operating
revenue to offset corresponding expenses. The new system doesn’t allow for recognition of this income
(over $85.000) thus creating a misimpression in the audit report that a six-figure deficit occurred in
2005. Such was not the case.

Also the new audit system does not recognize funds raised in a prior year for projects and work
performed in the audited year. Such was the case in 2005. For instance, in 2004, the library had a
surplus in its operating fund of $290,147, and in 2003, the surplus was $194,908. Some of these surplus
funds were used to fund 20035 expenses.

In any event, rest assured that the year 2005 was financially a very successful year for the
library. If you have any questions. please feel tree to call us.

J o

Stuart Epstein Don Hunting
Treasurer Second Vice-President
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INDEPENDENT AUDITORS’ REPORT

The Board of Managers

East Hampton Library

159 Main Street

East Hampton, New York 11937

We have audited the accompanying basic financial statements of the East
Hampton Library as of and for the year ended December 31, 2003, as listed in the table of
contents. These basic financial statements are the responsibility of the Library’s
management. Our responsibility is to express an opinion on these basic financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted
in the United States of America. 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
provides a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in
all material respects, the financial position of the East Hampton Library as of December
31, 2005, and the results of its operations for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

The management discussion and analysis included in the financial section of the
table of contents is presented for the purpose of additional analysis and is not a required
part of the basic financial statements of the East Hampton Library. We did not examine
this data and, accordingly, do not express an opinion thereon.

As discussed in Note 1, the Library adopted Governmental Accounting Standards
Board Statement Number 34, during the prior fiscal year. Governmental activities report

information by individually significant fund, as well as in total 2(@ accrual basis of /7

accounting.

" GRABER & CO.
(/fertiﬁed Public Accountants

May 8, 2006
Garden City, New York
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of the East Hampton Library’s financial performance
provides an overview of the Library’s financial activities for the year ended December
31, 2005. Please read it in conjunction with the Library’s financial statements, which

begin on page 8.

FINANCIAL HIGHLIGHTS

THIS YEAR ACTUAL VS. LAST YEAR ACTUAL

o During the year ended December 31, 2005, expenditures of the operating fund exceeded
revenue by $148,389. This compares to last year, when revenue, excluding a contribution
from the Whipples’ Estate of $258,443 exceeded expenditures by $31,704.

e During the year ended December 31, 2005, revenue from the four restricted funds
exceeded expenditures by $92,515, compared to an excess of $72,942, excluding the
$100,000 contribution received from the Burack Estate in 2004. A substantial portion
of such net income is used to provide income for the operating fund.

e Operating fund revenues in 2005 increased by 10.6% to $1,249,327 from 2004,
excluding a contribution from the Whipples’ Estate in 2004. The increase is largely
due to increased tax revenue. Operating fund expenditures of $1,397,716 increased by
27.3% over 2004. Increases in salaries, health insurance costs, increased provision for
accrued sick pay, Society fund raising events and budget vote and patron database
costs were the principal reasons.

e Realized and unrealized losses from investments in 2005 were $141,000 compared to
gains of $235,000 in 2004 and $357,000 in 2003. For the three year period, net gains
were $451,000.

THIS YEAR ACTUAL VS. BUDGET

e Investment income from the Donor Restricted and Book Fund accounts, which
amounted to $85,000 in 2005, is used to support the Operating Fund. Excluding the
$85,000, operating fund revenue exceeded the budget by $44,000, while operating
expenditures were $76,000 over budget. Contributions were the major revenue item
exceeding budget, while Society fund raising events, utilities, professional fees, budget
vote and patron database expenses, along with an increase in accrued sick pay, were
the major expenditures over budget.

GRABER & CO.
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USING THIS ANNUAL REPORT

This annual report consists of a Statement of Net Assets and the Statement of
Activities which provides information about the activities of the Library as a whole. The
statements combine the various governmental fund statements, which tell how services
were financed in the short term, with library wide statements, which present a longer term
view of the Library’s finances and include all assets and liabilities, including capital assets
and long term liabilities, using the accrual basis of accounting.

These two statements report the Library’s net assets and changes in them. You can
think of the Library’s net assets — the difference between assets and liabilities — as one
way to measure the Library’s financial health, or financial position. Over time, increases
or decreases in the Library’s net assets are a major indicator of whether the financial

health is improving or deteriorating.

FUND FINANCIAL STATEMENTS

The fund financial statements provide more detailed information about the
Library’s various funds — not the Library as a whole. Funds are accounting devices that
the Library uses to keep track of specific sources of funding and spending. The Library’s
funds are known as governmental funds. Governmental 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 government fund statements
provide a detailed short-term view of the Library’s general government operations and the
basic services it provides. We describe the differences between governmental activities
(reported in the Statement of Net Assets and the Statement of Activities) and
governmental funds in the adjustments columns of those statements with detail in the

Notes.

NET ASSETS

The Library’s net assets at December 31, 2005 decreased by $449,339 from a year
ago.

2005 2004
Current assets including investments $4,593,002 $4,882,590
Total liabilities 144,828 154,242
Net 4,448,174 4,728,348
Capital assets, net of depreciation 3,961,791 4,130,956
Net assets $8.,409,965 $8.859,304
<t
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NET ASSETS (Continued)

2005 2004
Net assets:
Invested in capital assets $3,961,791 $4.130,956
Restricted 3,320,401 3,442,545
Designated by board 980,130 997,739
Unrestricted 147,643 288,064
Total nets assets $8.409,965 $8.859,304

CHANGES IN NET ASSETS:
Excess of expenditures and security

losses over revenue $(196,697)
Capital expenditures not expensed (83,477)
Additions to capital assets 173,709
Depreciation and disposition of capital assets (342.874)

Net decrease $(449,339)

CHANGES IN OPERATING FUND NET ASSETS

Operating fund revenue in 2005 declined by $139,000 from 2004. However,
excluding a contribution from the Whipples’ Estate in 2004 of $258,000, other revenue

rose by $119,000 as shown below:
(in thousands)

2005 2004 Change

Tax revenue $ 903.7 $ 779.0 $124.7

Contributions (other than Whipples’

Estate) 284.9 298.0 (13.1)
Other 60.7 52.8 7.9
1,249.3 1,129.8 119.5

Contribution from Whipples’ Estate - 258.5 (258.5)
$1,249.3 $1,388.3 $(139.0

-5-
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The Library’s total 2005 operating expenditures rose by $300,000 or 27.3% over the
previous year, largely attributable to the following variations:

(in thousands)

2005 2004 Change

Salaries § 656.5 § 564.5 § 92.0
Health insurance 109.3 80.1 29.2
Changes in accrued sick pay 17.8 (17.2) 35.0
Newsletter 21.4 11.1 10.3
Society fund raising events 85.0 25.7 59.3
Library supplies 27.8 15.0 12.8
Professional fees 13.4 8.0 5.4
Budget vote and patron database 22.5 1.8 20.7
Other 444.0 409.1 34.9
$1,397.7 $1,098.1 $299.6

OPERATING FUND BUDGETARY HIGHLIGHTS

Actual revenue exceeded budgeted revenue, after excluding restricted fund
investment income from the budget, by $44,000, while operating expenditures were
$76,000 over budget. The major variations are as follows:

(in thousands)

2005 Budget Change
Revenue
Contributions - Library Society
Membership § 273.8 § 2344 § 394
Other 975.5 970.8 4.7
$1,249.3 $1,205.2 $ 44.1
Expenditures
Salaries $ 656.5 § 665.4 $ (8.9
Society fund raising events 85.0 723 129
Utilities 49.1 38.0 i
Library supplies 27,5 18.9 8.9
Professional fees 13.4 - 13.4
Budget vote and patron database 22.5 - 22.5
Increase in accrued sick pay 17.8 - 17.8
Other 525.6 527.1 (1.9)
$1,397.7 $1,321.7 $§ 76.0

_5-
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CAPITAL ASSETS

At December 31, 2005, the Library had $3,961,791 invested in various capital
assets, net of accumulated depreciation.

The breakdown by major assets group at December 31, 2005 is as follows:

Acquisition Accumulated
or Estimated Cost Depreciation Net
Land § 25,000 $ - $ 25,000
Building 4,142,107 1,184,189 2,957,918
Furniture & equipment 540,051 330,043 210,008
PALS start up costs 30,766 9251 21,535
Books & audiovisual holdings 1,719,300 971,970 747,330
$6,457,224 $2,495,433 $3,961,791
Mo
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NOTE 1:

EAST HAMPTON LIBRARY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity: The East Hampton Library (the Library) is an exempt
organization under Section 501 (C) (3) of the Internal Revenue Code.
Founded in 1897, the Library was established to provide educational and
cultural assistance and now serves the East Hampton, Wainscott and
Springs school districts. The Board of Managers of the Library is
responsible for the management of the Library including budgetary and
financial controls. The Library’s management is responsible for day

to day operations.

Basis of Presentation: The Library had adopted Governmental Accounting
Standards Board Statement Number 34 during the last year. As a result, the
financial statements include:
e A Management Discussion and Analysis section providing an
overview of the Library’s activities for the year ended December 31,
2005.
o Governmental fund financial statements as well as government-wide
financial statements using full accrual accounting.

Government-wide financial statements are reported using the accrual basis of
accounting. Revenues are recorded when earned and expenses are recorded
at the time liabilities are incurred, regardless of when the related cash flows
take place. These statements present a longer-term view of the Library’s
finances and include all assets and liabilities including capital assets and long
term liabilities.

Governmental funds, those funds used in the operation of the Library, use the
current financial resources measurement focus and the modified accrual basis
of accounting. Under this method, revenues are recognized when measurable
and available. Expenditures are recorded when the related fund liability is
incurred except for compensated absences which mature in more than one year.
Library materials such as books, DVD’s, CD’s and VHS are reported as
expenditures in governmental funds. These statements tell how services were
financed in the short term.
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NOTE 1:

EAST HAMPTON LIBRARY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Since the Library is a special purpose government (engaged in a single
governmental program), the Library has opted to combine the
governmental fund statements and the government-wide statements. Both
the Statement of Net Assets and the Statement of Activities contain an
adjustment column, which reconciles the amounts reported in the
governmental funds reported on the modified accrual basis to the
government-wide statements reported on a full accrual basis

Fund Accounting: The accounts of the Library are organized on the basis of
governmental funds. Separate accounting is performed for the following
funds:

Operating Fund: This fund has three components: “Unrestricted Fund”, “Long
Range Capital Fund” and “Whipple Book Fund”.

(1) The “Unrestricted Fund” has assets which include five bank/investment
accounts: Suffolk County National Bank checking account; North Fork
Bank savings account; Bridgehampton National Bank checking account;
Schwab “Operating” investment account; and Schwab “Contingency”
investment account. The Unrestricted Fund is established to account for
resources devoted to the general services that the Library performs for its
taxpayers. General tax revenues, contributions from patrons of an
unrestricted nature, as well as investment income and at times transfers
of principal from the Endowment account are used to finance the
fundamental operations of the library and are included in this fund.

(2) The “Long Range Capital Fund” is one of two funds designated by
the Board of Managers. The fund is to be used for improvements and
alterations to the building as well as possible future expansion.

(3) The “Whipple Book Fund” is also Board-designated. The fund was
created by contributions from the Whipple’s Estate to be used for the

purchase of all types of books.

Restricted Fund: These are donor-restricted funds that currently consist of four
components: “Donor Restricted Fund”, “Book Fund”, “Long Island Collection
Fund” and “Burack Fund”.
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EAST HAMPTON LIBRARY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

(1) Donor Restricted Fund: A fund established to invest and reinvest in order to
provide income for the Operating Fund and Long Island Collection.

(2) Restricted Book Fund: A fund generated from contributions, the earnings of
which have been earmarked to further the Library’s collection of books.

(3) Long Island Collection Fund: A fund established to acquire and maintain East
Hampton historical documents through usage of both principal and interest.

(4) Burack Fund: A fund to be devoted to the development and stimulation of
programs of interest to library members through usage of both principal and
interest without exhaustion of the fund over less than a ten-year period.

Budgetary Accounting: Formal budgetary accounting is employed as a management
control of the Operating Fund. Expenses budgeted are compared to actual results in

Use of Estimates: The preparation of financial statements in conformity with
generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements. Estimates also affect the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those

Contributions: Contributions received are recorded as unrestricted unless a
donor has imposed a restriction on such contribution. Restricted contributions
are treated as such until such time as the restriction expires. The Board of
Managers has imposed restrictions on the use of certain funds and such funds

CASH AND CASH EQUIVALENTS: The Library’s policy is to classify all

liquid investments with original maturities of three months or less as cash
equivalents. Cash is held in demand accounts with banks and money funds

D,
this report.
E.
estimates.
F,
are treated as designated funds within the Operating Fund.
NOTE 2:
with a brokerage firm.
NOTE 3:

INVESTMENTS: Investments in marketable securities with readily

determinable fair values and all investments in debt securities are reported at
their fair values. Unrealized gains and losses are included below operating
revenues and expenditures in the Statement of Revenues and Expenditures.
The value assigned to investments received by gift is the market value at the
date of donation.
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NOTE 4:

EAST HAMPTON LIBRARY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

CAPITAL ASSETS: A physical inspection and inventory of capital assets of
the Library was taken on December 31, 2004 by the Industrial Appraisal
Company. Capital assets purchased with an original cost of $500 or more are
reported using actual dates and costs of acquisition or estimated using
computerized reversed trending techniques applied against the estimate of
current replacement cost. Costs incurred for repairs and maintenance are
expensed as incurred. Depreciation on all assets is provided on the straight-
line basis over the following estimated useful lives.

Building and leasehold improvements 39 years
Permanent fixtures attached to buildings 20 years
EDP equipment 5 years
Other machinery and equipment 6-15 years

Library books as well as audiovisual holdings have been capitalized and will
be depreciated over a 6-12 year life. The inventory of holdings as well as the
average costs per unit of such holdings were determined from the Library’s
records, without a physical inventory. The holdings were assumed to have
had 3-6 years of use at December 31, 2004,

The breakdown by major assets group at December 31, 2005 is as follows:

Acquisition or Accumulated

Estimated Cost Depreciation Net
Land $ 25,000 $ - $ 25,000
Building 4,142,107 1,184,189 2,957,918
Furniture & equipment 540,051 330,043 210,008
PALS start up costs 30,766 9,231 21,835
Books & audiovisual holdings 1,719,300 971,970 747,330
$6,457,224 $2,495,433 $ 3,961,791
<7
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NOTE 5:

NOTE 6:

NOTE 7:

EAST HAMPTON LIBRARY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

PENSION PLAN: All full-time employees are eligible to participate in a
non-contributory pension plan after completion of one year of service and the
attainment of age 21. The plan is a money purchase plan and provides for a
contribution of 8% of the annual salary of participating employees. During
the year ended December 31, 2005, the Library’s contribution to the plan
totaled $30,539. The value of the plan assets at December 31, 2005 was
$194,298, of which $178,942 was vested. Additionally, there were no
significant liabilities other than for the benefit of the participants including
no unrecognized prior service costs.

RELATED PARTIES: The East Hampton Library Bookstore is a related
organization, as the board members of the Organization are the same as
for the Bookstore. Proceeds from the sale of items at the Bookstore are
contributed to the Library to benefit the Long Island Collection.

EXPLORATION OF EXPANSION AND ALTERATION OF LIBRARY
FACILITY: In May, 2002, the Library entered into an Agreement with the
firm, Robert A. M. Stern, Architects, to perform architectural and
engineering services in connection with a possible addition to the existing
building as well as alterations to existing rooms. The first phase called for
the preparation of a preliminary schematic design, the fee for which was
$60,000, exclusive of reimbursable expenses and certain additional
services which may be required. Site plans and schematic drawings, which
scaled back the original expansion to 6,802 square feet, are awaiting
submission to the East Hampton Village Zoning Board of Appeals. The
Library’s Board has authorized the preparation of a Draft Environmental
Impact Statement for submission with the amended application.

Total costs of $241,703 consisting of $192,987 of architectural fees paid
to Robert A. M. Stern, Architects, of which $15,741 were incurred 1n the
year ended December 31, 2005, as well as $48,716 of other costs . with
$13,133 incurred in the current year, have been deferred through the year
ended December 31, 2005.
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