CONNECTME

Authority

(A component unit of the State of Maine)
Financial Report

June 30, 2015



CONTENTS

Independent Auditors’ Report
Management’s Discussion and Analysis
Basic Financial Statements
Government-Wide Financial Statements
Statement of Net Position
Statement of Activities
Fund Financial Statements
Balance Sheet — Governmental Fund

Reconciliation of the Governmental Fund Balance Sheet to
Government-Wide Statement of Net Position

Statement of Revenues, Expenditures and Change in Fund Balance
— Governmental Fund

Notes to Financial Statements
Required Supplementary Information

Budgetary Comparison Schedule - Special Revenue Fund
Other Supplementary Information

Combining Schedule of Revenues, Expenditures, and Change in
Fund Balance — Special Revenue Fund

10

11

12

18

19



™ | RACCEeSsSIDIEe
| |

Independent Auditors' Report

To the Authority Members
ConnectME Authority
Augusta, Maine

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and major fund of
ConnectME Authority, a component unit of the State of Maine, as of and for the year ended June 30, 2015, and
the related notes to the financial statements, which collectively comprise ConnectME Authority's basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors' judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly,
we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities and major fund of ConnectME Authority, as of June 30, 2015,
and the respective changes in financial position for the year then ended in accordance with accounting
principles generally accepted in the United States of America.
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Authority Members
ConnectME Authority

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis and the Budgetary Comparison Schedule — Special Revenue Fund on pages 3
through 6 and 18, respectively, be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards
Board, who considers it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the information
and comparing  the information for consistency with management's responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements. We
do not express an opinion or provide any assurance on the information because the limited procedures do not
provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise ConnectME Authority's basic financial statements. The Combining Schedule of Revenues,
Expenditures and Change in Fund Balance - Special Revenue Fund on page 19 is presented for purposes of
additional analysis and is not a required part of the basic financial statements.

The Combining Schedule of Revenues, Expenditures and Change in Fund Balance - Special Revenue Fund is
the responsibility of management and was derived from and relates directly to the underlying accounting and
other records used to prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the Combining Schedule of Revenues, Expenditures and Change in Fund Balance —
Special Revenue Fund is fairly stated in all material respects in relation to the basic financial statements as a
whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 23, 2015,
on our consideration of ConnectME Authority’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and 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 internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering ConnectME Authority’s internal control over financial reporting
and compliance.

Augusta, Mainé

October 23, 2015



Management’s Discussion and Analysis

The following narrative overview and analysis is intended to assist the readers in understanding the financial
activities of ConnectME Authority (the Authority) for the fiscal year ended June 30, 2015. Information
contained within the discussion and analysis should be considered in conjunction with the basic financial
statements when focusing on significant financial issues and identifying any significant changes in financial
position.

Overview of the Authority

The Authority was created through the passage of 35-A MRSA §9202 with the objective of stimulating
investment in advanced communications technology infrastructure in unserved or underserved areas in the
State of Maine. The Authority is governed by five members, three of which are appointed by the Governor of
the State of Maine.

In accordance with 35-A MRSA §9204 (1), the Authority shall establish criteria defining unserved and
underserved areas. The criteria will ensure that an area is not determined to be an unserved or underserved
area if the effect of the determination would inhibit or impede private investment in any area or diminish the
value of prior investment in advanced communications technology infrastructure within an area. The Authority
defined the criteria as well as other operation guidelines by adopting public law 99-639 Chapter 101.

On August 26, 2009, the Authority awarded a contract to a vendor that will create the first comprehensive
geographic inventory of high-speed internet services statewide for use in identifying unserved and
underserved areas based on the criteria defined in Chapter 101. The Broadband Mapping and Inventory
Project will assist the Authority in developing a Broadband Capacity Building Plan to support broadband
growth, disseminate technical information about broadband availability, and further improve understanding of
opportunities to enhance broadband throughout the State of Maine.

Under 35-A MRSA §9204 (2), the Authority is directed to enhance communications technology infrastructure
through partnerships, grants, direct investment, loans, demonstration projects and other appropriate means in
a competitively neutral fashion and without giving preference to any one form of technology over another. To
achieve this objective, the Authority has established a grant program entitled Funds for Broadband
Infrastructure Projects.

Financial Highlights

The Authority’s program revenues and expenditures in the Statement of Activities were $2,315,823 and
$2,487,675, respectively.

The Authority’s net position as of June 30, 2015 was $1,717,568. The term “net position” refers to the
difference between assets less deferred inflows of resources and liabilities. Net position was all restricted as of
June 30, 2015. The change in net position for the year ended June 30, 2015 was a decrease of $167,236.

Overview of the Financial Statements

The financial statements are designed to provide readers with an overview of the Authority’s financial
resources, expenditures and remaining resources available for future periods.

The financial statements on pages 7 and 8 represent the Authority’s Statement of Net Position and Statement
of Activities, respectively. These statements focus on the net position remaining as an indicator of the
Authority’s financial health. The statements include all assets and liabilities using the accrual basis of
accounting, which is an accounting method used by most private-sector companies.

The financial statements on pages 9 and 11 represent the Authority’s Special Revenue Fund. The fund
focuses on how money flows into and out of the Authority and balances left at the end of the reporting period
on the modified accrual basis of accounting. The modified accrual basis of accounting measures cash and all
other financial assets that can be readily converted into cash. Basically, the fund financial statements provide
a short-term perspective on financial sources and any fund balance that can be spent in the near future on the
Authority’s programs.
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Management’s Discussion and Analysis
Overview of the Financial Statements - Continued

The primary adjustment to convert the fund statements to the accrual basis of accounting is the accounting for
accounts receivable and unearned revenue from the broadband sustainability fee that will not be collected
soon after year-end and are therefore not considered to be current and available financial resources. A
detailed explanation regarding the difference is provided in the Reconciliation of the Governmental Fund
Balance Sheet to the Government-Wide Statement of Net Position on page 10.

The other supplemental schedule, Combining Schedule of Revenues, Expenditures, and Change in Fund
Balance - Special Revenue Fund, provides details that support the primary financial statements and offer the
reader a breakdown of various expenditures by governmental activities.

Financial Analysis

A comparative analysis to the prior year for the Statement of Net Position and Statement of Activities is not
presented as the adjustments are not significant to the Special Revenue Fund reporting and information
regarding those adjustments is disclosed in the reconciliations to the financial statements.

Balance Sheet - Governmental Fund

2015 2014 % Change

Assets

Cash and cash equivalents $1,826,728 $1,815,229 1%

Other assets 442 342 463,152 -4%
Total Assets $2,269.070 $2,278,381 -1%
Liabilities

Accounts payable $ 82,694 $ 68,720 20%

Other liabilities 6,963 6,906 1%
Total Liabilities 89,657 75,626 19%
Deferred Inflows of Resources

Unearned revenue 461,845 317,951 45%
Fund Balance - Restricted 1,717,568 1,884,804 -9%
Total Liabilities, Deferred Inflows of Resources and

Fund Balance $2,269.070 $2,278.381 -1%

Unearned revenue increase is due to the increasing rate of collections for the broadband sustainability fund.
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Management’s Discussion and Analysis
Financial Analysis - Continued

Statement of Revenues, Expenditures and Change in Fund Balance - Governmental Fund

2015 2014 % Change
Revenues
Federal grants $ 900,149 $ 998,187 -10%
Assessments 1,219,542 1,248,324 2%
Other 200,748 163,047 23%
Total Revenues 2,320,439 2,409,558 -4%
Expenditures
Management 402,060 338,750 19%
Contract services 1,745,507 2,397,817 -27%
Other 7,956 5,400 47%
Total Expenditures 2,155,523 2,741,967 -21%
Other Financing Uses (332,152) (310,557) 7%
Deficiency of Revenues over Expenditures (167,236) (642,966) 74%
Fund Balance, Beginning 1,884,804 2,527,770 -25%
Fund Balance, Ending $1 717,568 $1,884,804 - 9%

Federal grant revenues decreased due to the National Telecommunications and Information Administration
(NTIA) grant expiration on December 31, 2014. Other revenue increased due to the increasing rate of
collection for the broadband sustainability fund. Management expenditures increased due to the fact that an
individual, who had previously been paid for directly out of the NTIA grant and recorded to contract services,
took on a variety of responsibilities for the Authority and is now paid by the Authority through its
reimbursement to the Office of Information Technology. Contract services changed due in large part to the
timing of disbursements for broadband expansion grants. Disbursements are made at the request of the
grantees and are not dictated by the Authority. While the initial 25% grant payment is usually disbursed
shortly after the grant award is made, subsequent payments are made as work is completed.

The Authority's budgetary basis is the modified accrual basis of accounting used for the fund financial
statements. The following is a condensed analysis of the Authority's final budget as compared to actual
amounts for the year ended June 30, 2015.

Budgetary Comparison Schedule

Variance
Actual Positive
Final Budget 2015 (Negative)
Revenues
Federal grants $ 797,953 $ 900,149 13%
Assessments 1,198,391 1,219,542 2%
Other 350,200 200,748 -43%
Total Revenues 2,346,544 2,320,439 -1%
Expenditures
Management 342,757 402,060 -17%
Contract services 2,795,893 2,077,659 26%
Other 5,500 7,956 -45%
Total Expenditures 3,144,150 2,483,240 21%
Deficiency of Revenues over Expenditures $_(797.606) $_(167,236) 79%
Unaudited 5



Management’s Discussion and Analysis
Financial Analysis - Continued

The budget fluctuation in other revenue is the result of fewer broadband sustainability grants being requested
by providers than anticipated. These grants are recorded to revenue at the time the providers request the
grant and the associated broadband sustainability grant expenditure is incurred.

The budget fluctuation in management expenditures is due to the fact that an individual, who had previously
been paid for directly out of the NTIA grant, took on a variety of responsibilities for the Authority and is now
paid by the Authority through its reimbursement to the Office of Information Technology.

The budget fluctuation in contract services is due in large part to the unforeseen timing of disbursements for
broadband expansion grants. Grant disbursements are made at the request of the grantees and are not
dictated by the Authority as discussed on the previous page.

Other Financial Information
The Authority has no capital assets.

The Authority had no borrowing activity during the year. The Authority has no plans for borrowing during the
next several fiscal years.

The Authority has various commitments to vendors for fund administration, services related to its First
Responder Network grant, and grants for broadband expansion with various end dates through August 31,
2016. The total amount of these commitments as of June 30, 2015 is approximately $987,000.

During the year ended June 30, 2015, the Authority and the State of Maine filed a complaint in Maine Superior
Court regarding the non-payment of the broadband sustainability fee (BBSF) by a competitive local exchange
carrier (CLEC). The CLEC has asserted that the BBSF is unconstitutional, discriminatory, and anti-
competitive. The complaint requests full payment of the BBSF in accordance with Maine Statute 35-A MRSA
§9216. A counterclaim by the CLEC requests for repayment of $15,000 previously paid into the BBSF. No
decision regarding the complaint or counterclaim has been reached as of the date on which the financial
statements were available to be issued.

The BBSF is intended to fund broadband infrastructure projects of incumbent local exchange carriers (ILEC)
by imposing a fee on the CLECs who contract for fiber capacity from the Maine Fiber Company. The BBSF is
administered by the Authority under 35-A, M.R.S.A. Section 9216. During the year ended June 30, 2015, LD
465 was passed to eliminate the BBSF. The legislation is effective October 15, 2015.

Aside from what has been mentioned above we are not aware of any other facts, conditions or planned
decisions that will have a significant impact on the financial position and results of operations in the upcoming
reporting period.

This financial report is intended to provide readers with a general overview of ConnectME Authority's finances

and show accountability for expenditures relating to its program activities. If you have questions regarding this
report or need additional information, please contact the Executive Director of the ConnectME Authority.
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ConnectME Authority

Statement of Net Position

June 30, 2015

ASSETS

Cash and cash equivalents
Accounts receivable
Due from other governments
Other receivable

Total Assets

LIABILITIES
Accounts payable
Accrued liabilities

Total Liabilities

DEFERRED INFLOWS OF RESOURCES
Unearned revenue

NET POSITION

Restricted for:
Advanced communications technology infrastructure

See independent auditors' report.

The accompanying notes are an integral part of these financial statements.

Governmental
Activities

$ 1,826,728
704,837

115,030

15

2,646,610

82,694
6,963

89,657

839,385

$ 1,717,568




ConnectME Authority

Statement of Activities

Year Ended June 30, 2015

Functions/Programs

Governmental Activities
General and administrative
Grants for broadband expansion
Broadband sustainability
Mapping and inventory
Capacity building
Technical assistance
First Responder Network

Total Governmental Activities

See independent auditors' report.
The accompanying notes are an integral part of these financial statements.

Program Revenues

Net (Expense) Revenue and
Change in Net Position

Operating Grants, Capital
Charges for Assessments, Grants and
Expenses Services and Contributions Contributions

$ 398,122 $ 1,219,542

982,188

168,487 196,132

232,468 197,741

112,451 110,449

251,498 249,498

342,461 342,461
$ 2,487,675 $ $ 2,315,823

General revenues:
Interest income
Other income

Total general revenues

Change in Net Position
Net Position, Beginning

Net Position, Ending

$

Governmental
Activities

821,420
(982,188)

27,645
(34,727)
(2,002)
(2,000)

(171,852)

181
4,435

4,616

(167,236)

1,884,804

1,717,568




ConnectME Authority

Balance Sheet - Governmental Fund

June 30, 2015

Special
Revenue
ASSETS Fund
Cash and cash equivalents $ 1,826,728
Accounts receivable 327,297
Due from other governments 115,030
Other receivable 15
Total Assets $ 2,269,070
LIABILITIES, DEFERRED INFLOWS OF RESOURCES AND FUND BALANCE
Liabilities
Accounts payable $ 82,694
Accrued liabilities 6,963
Total Liabilities 89,657
Deferred Inflows of Resources
Unearned revenue 461,845
Fund Balance
Restricted for:
Advanced communications technology infrastructure 1,717,568
Total Liabilities, Deferred Inflows of Resources and Fund Balance $ 2,269,070

See independent auditors' report.
The accompanying notes are an integral part of these financial statements.



ConnectME Authority

Reconciliation of the Governmental Fund Balance Sheet to
Government-Wide Statement of Net Position

June 30, 2015

Governmental Fund Balance

Amounts reported for governmental activities in the Statement of Net Position
are different because of the following:

Accounts receivable from the broadband sustainability fee that will not be
collected soon enough after year-end to be considered a current and
available financial resource and, therefore, is not reported as an asset in the
Special Revenue Fund.

Deferred inflows of resources from the broadband sustainability fee in which

resources have not been received before any eligibility requirements have
been met by the Authority and therefore, are reported as unearned revenue.

Net Position of Governmental Activities

See independent auditors' report.
The accompanying notes are an integral part of these financial statements.

$ 1,717,568
377,540
(377,540)
$ 1,717,568
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ConnectME Authority

Statement of Revenues, Expenditures and Change in
Fund Balance - Governmental Fund

Year Ended June 30, 2015

Revenues
Federal Grants
National Telecommunications and Information Administration
First Responder Network
Assessments
Broadband sustainability fee
Interest
Other income
Total Revenues

Expenditures
Management
Purchased professional and technical services
Contract services
Broadband infrastructure grants
Broadband sustainability grants
Mapping
Capacity building
First Responder Network
GEM software
Fund administration
Professional fees
Bank fees
Miscellaneous
Total Expenditures

Excess of Revenues Over Expenditures

Other Financing Sources (Uses)
Intra-entity grants

Net Change in Fund Balance
Fund Balance, Beginning

Fund Balance, Ending

See independent auditors' report.
The accompanying notes are an integral part of these financial statements.

$

Special
Revenue
Fund

557,688
342,461
1,219,542
196,132
181
4,435

2,320,439

402,060

982,188
168,487
232,468
31,797
240,247
33,000
30,620
26,700
5,320
2,636

2,155,523

164,916

(332,152

)

(167,236

1,884,804

)

$

1,717,568
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ConnectME Authority

Notes to Financial Statements

June 30, 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Under the criteria of Governmental Accounting Standards Board (GASB) Statement No. 14, “The Financial
Reporting Entity,” as amended by GASB Statement No. 61, “The Financial Reporting Entity: Omnibus", as
outlined below under Reporting Entity, ConnectME Authority (the Authority) is considered a component unit of
the State of Maine. Accordingly, the financial statements of the Authority will be incorporated into the State of
Maine's financial statements.

The financial statements have been prepared in accordance with accounting principles generally accepted in
the United States of America (GAAP) as applied to governmental units. The GASB is the standard-setting
body for governmental accounting and financial reporting. The GASB periodically updates its codification of
the existing Governmental Accounting and Financial Reporting Standards which, along with subsequent
GASB pronouncements (Statements and Interpretations), constitutes GAAP for governmental units. The
more significant of these accounting policies are described below.

Reporting Entity

In evaluating the Authority as a reporting entity, management has addressed all potential component
units for which the Authority may or may not be financially accountable, and as such, be includable
within the Authority’s financial statements. In accordance with GASB Statement No. 14, as amended
by GASB Statement No. 61, the Authority is financially accountable if it appoints a voting majority of
the organization’s governing board and (1) it is able to impose its will on the organization or (2) there
is a potential for the organization to provide specific financial benefit to or impose specific financial
burden on the Authority. Additionally, the Authority is required to consider other organizations for
which the nature and significance of their relationship with the Authority are such that exclusion would
cause the reporting entity’s financial statements to be misleading or incomplete. Based on the
application of these criteria, there are no other entities that should be included as part of these
financial statements.

The Authority was created through 35-A MRSA §9202 to stimulate investment in advanced
communications technology infrastructure in unserved or underserved areas in the State of Maine.
The Authority is governed by five members, three of which are appointed by the Governor of the
State of Maine.

In accordance with 35-A MRSA §9204 (1), the Authority shall establish criteria defining unserved and
underserved areas. The criteria will ensure that an area is not determined to be an unserved or
underserved area if the effect of the determination would inhibit or impede private investment in any
area or diminish the value of prior investment in advanced communications technology infrastructure
within an area. The Authority defined the criteria as well as other operation guidelines by adopting
public law 99-639 Chapter 101.

On August 26, 2009, the Authority awarded a contract to a vendor that will create the first
comprehensive geographic inventory of high-speed internet services statewide for use in identifying
unserved and underserved areas based on the criteria defined in Chapter 101. The Broadband
Mapping and Inventory Project will assist the Authority in developing a Broadband Capacity Building
Plan to support broadband growth, disseminate technical information about broadband availability,
and further improve understanding of opportunities to enhance broadband throughout the State of
Maine.

12



ConnectME Authority

Notes to Financial Statements

June 30, 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Reporting Entity - Continued

Under 35-A MRSA §9204 (2), the Authority is directed to enhance communications technology
infrastructure through partnerships, grants, direct investment, loans, demonstration projects and
other appropriate means in a competitively neutral fashion and without giving preference to any one
form of technology over another. To achieve this objective, the Authority has established a grant
program entitled Funds for Broadband Infrastructure Projects. As of June 30, 2015, the Authority has
awarded nine rounds of grants designed to fund awardees, through an application and approval
process, with plans designed to provide high-speed internet service to customers in unserved areas
of Maine.

To provide funding for the Authority, 35-A MRSA §9211 established the ConnectME Fund as a non-
lapsing fund for the purpose of supporting the activities and projects of the Authority. The Fund
allows the Authority to assess a fee to every communications service provider on a competitively
neutral basis. The assessment may not exceed 0.25% of the revenue received or collected for all
communications services provided in the State of Maine by the communications service provider.
The Authority has set the assessment rate at the maximum of 0.25%.

In addition to the assessment, under 35-A MRSA §9216, the Authority has the ability to charge a
broadband sustainability fee (BBSF). Any entity in the State of Maine that purchases, leases or
otherwise obtains federally supported dark fiber from a dark fiber provider is subject to the broadband
sustainability fee. During the first assessment period, a monthly fee equal to $3 multiplied by the
number of miles of federally supported dark fiber strand must be paid to the Authority. The fee is
reduced to a rate of $2 during the second assessment period. The BBSF was scheduled to lapse on
December 31, 2017. During the year ended June 30, 2015, LD 465 was passed to eliminate the
BBSF. The legislation is effective October 15, 2015.

Subsequent to June 30, 2015, LD 1185 was passed to establish the Municipal Gigabit Broadband
Network Access Fund for the purpose of providing grants to communities, regional partnerships and
municipalities to support a municipal gigabit fiber-optic broadband network in their regions.

All revenues derived by the Authority from any assessment, transfer of funds, lease, assignment,
rental agreement or other disposition or any other revenue must be used for the purpose of the
Authority’s objectives in accordance with 35-A MRSA §9213.

Basis of Presentation
The Authority’s basic financial statements consist of government-wide statements, including a
statement of net position and a statement of activities, and fund financial statements, which provide a
more detailed level of financial information.
Government-wide Financial Statements
The statement of net position and the statement of activities display information about the
Authority’s special-purpose activities. These statements reflect the financial activity of the

Authority’s governmental program. The governmental activity is generally financed through a
federal operating grant and communication service provider assessments.

13



ConnectME Authority

Notes to Financial Statements

June 30, 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Basis of Presentation - Continued

Fund Financial Statements

The fund financial statements provide information about the Authority’s governmental fund.
The Authority reports the following governmental fund:

Special Revenue Fund

The Special Revenue Fund is a governmental fund type used to account for federal,
state and other financial programs where unused balances are returned to the
grantor at the close of specified project periods, if necessary. Project accounting is
employed to maintain integrity for the various sources of funds. Generally, revenues
in the Special Revenue Fund are restricted or committed to expenditure for specified
purposes.

Measurement Focus, Basis of Accounting

Government-Wide Financial Statements

Government-wide financial statements are reported using the economic resources
measurement focus and 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. Grants and similar items are recognized as revenue as soon
as all eligibility requirements imposed by the provider have been satisfied.

Government Funds

Governmental funds 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. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. General capital asset acquisitions are reported as expenditures in governmental
funds.

Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results may differ from those estimates.

Accounts Receivable

Accounts receivable consist of communication service provider assessments and BBSF and have
been adjusted for all known uncollectible accounts. No allowance for doubtful accounts is considered
necessary at June 30, 2015.

14



ConnectME Authority

Notes to Financial Statements

June 30, 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Unearned Revenue

Under 35-A MRSA §9216, 95% of the funds collected from the BBSF must be held in a Broadband
Sustainability Fund used to grant funds to local exchange carriers who file a request and certification
with the Authority to deploy broadband infrastructure in unserved areas within -the carrier's service
territory. Unspent funds can be transferred to the ConnectME Fund upon lapse in certain time
restrictions. Unearned revenue consists of the unspent broadband sustainability funds as of June 30,
2015.

Fund Balance

The governmental fund financial statements present fund balances based on classifications that
comprise a hierarchy that is based primarily on the extent to which the Authority is bound to honor
constraints on the specific purposes for which amounts in the governmental funds can be spent. The
classifications used in the governmental fund financial statements are as follows:

o Nonspendable - includes amounts that cannot be spent because they are either not
spendable in form or are legally or contractually required to be maintained intact. All amounts
reported as nonspendable by the Authority are nonspendable in form. The Authority has not
reported any amounts that are legally or contractually required to be maintained intact.

e Restricted — includes amounts restricted by external sources (creditors, laws of other
governments, etc.) or by constitutional provision or enabling legislation. The Authority’s fund
balance is restricted by legislation established by the State of Maine.

e Committed — includes amounts that can only be used for specific purposes. Committed fund
balance is reported pursuant to rules established by the Authority Members. Commitments
may be modified or rescinded only through approval of the Authority Members.

e Assigned — includes amounts that the Authority intends to use for a specific purpose, but do
not meet the definition of restricted or committed fund balance.

o Unassigned - includes negative residual fund balance that cannot be eliminated by the
offsetting of assigned fund balance amounts within the special revenue fund.

When an expenditure is incurred for purposes for which both restricted and unrestricted fund balance
is available, the Authority considers restricted funds to have been spent first. When an expenditure is
incurred for which committed or assigned fund balances are available, the Authority considers
amounts to have been spent first out of committed funds, then assigned funds as needed.

Restriction on Net Position

Net position represents the difference between assets less deferred inflows of resources and
liabilities. The restricted net position of the Authority is restricted by legislation established by the
State of Maine. The Authority’s restricted net position is restricted for the activities established in the
governing law which formed the Authority. The Authority's policy is to first apply restricted resources
when an expense is incurred for purposes for which both restricted and unrestricted net position is
available.

15



ConnectME Authority

Notes to Financial Statements

June 30, 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
Budgetary Requirements
Budgets are formally adopted through the Authority Members to account for all program activities of
the Authority and are adopted on a basis consistent with GAAP.
NOTE 2 - CASH AND CASH EQUIVALENTS
Custodial credit risk is the risk that in the event of a bank failure, the Authority’s deposits may not be returned
to it. The Authority does not have a formal deposit policy for custodial credit risk. The Authority’s deposits
are held in a trust and clearing account at M&T Bank.
At June 30, 2015, the Authority’s bank balances totaled $1,826,728. Of this balance, $23,163 was from a
clearing account that was fully insured by the Federal Deposit Insurance Corporation (FDIC). The remaining
balance of $1,803,565 was held in a trust account with Manufacturers and Traders Trust Company and
consisted of a Wilmington U.S. Government Money Market Fund which is rated Aaa by Moody's.
NOTE 3 - DUE FROM OTHER GOVERNMENTS

Due from other governments consisted of the following at June 30, 2015:

United States Department of Commerce's National Telecommunications

and Information Administration (NTIA) $ 48,746
State of Maine Department of Health and Human Services 42,453
State of Maine Public Utilities Commission

Maine Universal Service Fund _23.831

$115,030

NOTE 4 - ECONOMIC DEPENDENCY

Three communication service providers consist of 70% of the Authority’s total assessment revenue for the
year ended June 30, 2015. In addition, federal grant funds received from NTIA consist of 39% of the
Authority's total revenue for the year ended June 30, 2015.

NOTE 5 - COMMITMENTS
The Authority has contracted with a vendor to provide fund administration services over a two year period
ending June 30, 2016. As of June 30, 2015, the total commitment to this vendor was $37,896. The Authority

has also contracted with a vendor for its First Responder Network grant through August 31, 2016. The total
commitment to the vendor as of June 30, 2015 was approximately $205,000.
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NOTE 5 - COMMITMENTS - CONTINUED

The Authority awards grants to awardees to provide high-speed internet service to customers in unserved
areas in Maine. The Authority awards 25% of the grant to the awardee upon approval and subsequently
reimburses the awardee for costs incurred up to the total award amount. As of June 30, 2015, the total
amount of grants to be paid on approved agreements was approximately $744,000.

NOTE 6 - CONTINGENCIES

The Authority participates in federal grant programs, which are governed by various rules and regulations of
the respective oversight agency. Costs charged to the programs and claims for reimbursement are subject to
audit and adjustment by the respective oversight agency. Therefore, to the extent that the Authority has not
complied with rules and regulations governing the programs, refunds of any money received may be required.
In the opinion of the Authority, there is no significant contingent liability relating to compliance with the rules
and regulations governing the programs. Additionally, no determination has been made with respect to
refunding of interest earned on federal funds. The amount of refund, if any, would be immaterial to the
financial statements taken as a whole. Therefore, no provision has been recorded in the accompanying
financial statements for such contingencies.

NOTE 7 - LITIGATION

During the year ended June 30, 2015, the Authority and the State of Maine filed a complaint in Maine
Superior Court regarding the non-payment of the BBSF by a competitive local exchange carrier (CLEC). The
CLEC has asserted that the BBSF is unconstitutional, discriminatory and anti-competitive. The complaint
requests full payment of the BBSF in accordance with Maine statute 35-A MRSA §9216. A counterclaim by
the CLEC requests for repayment of $15,000 previously paid into the BBSF. No decision regarding the
complaint or counterclaim has been reached as of the date on which the financial statements were available
to be issued.

NOTE 8 - TRANSACTIONS WITH THE PRIMARY GOVERNMENT

The Authority reimburses the State of Maine for salaries and benefits of its management personnel as well as
map hosting and certain administrative expenses. In addition, the Authority pays the State of Maine to
perform certain NTIA grant related projects. The total amount of expenditures to the State of Maine for the
year ended June 30, 2015 is as follows:

Department of Education - technical assistance $250,798
Office of Information Technology - technical assistance 700
Office of Information Technology - capacity building 80,654
Total intra-entity grants 332,152
Office of Information Technology - management 387,540
$719,692
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ConnectME Authority

Budgetary Comparison Schedule - Special Revenue Fund

Year Ended June 30, 2015

Original Variance
and Final Positive
Budget Actual (Negative)
Revenues
Federal Grants
National Telecommunications and Information Administration $ 317,247 $ 557,688 $ 240,441
First Responder Network 480,706 342,461 (138,245)
Assessments 1,198,391 1,219,542 21,151
Broadband sustainability fee 350,000 196,132 (153,868)
Interest 200 181 (19)
Other income 4,435 4,435
Total Revenues 2,346,544 2,320,439 (26,105)
Expenditures
Management 342,757 402,060 (59,303)
Purchased professional and technical services
Contract services
Broadband infrastructure grants 1,650,000 982,188 667,812
Broadband sustainability grants 250,000 168,487 81,513
Mapping 125,589 232,468 (106,879)
Capacity building 50,527 112,451 (61,924)
Technical assistance 176,431 251,498 (75,067)
First Responder Network 469,456 240,247 229,209
GEM software 11,250 33,000 (21,750)
Fund administration 35,940 30,620 5,320
Professional fees 26,700 26,700
Bank fees 5,000 5,320 (320)
Miscellaneous 500 2,636 (2,136)
Total Expenditures 3,144,150 2,487,675 656,475
Deficiency of Revenues over Expenditures (797,606) (167,236) 630,370
Fund Balance, Beginning 1,884,804 1,884,804
Fund Balance, Ending $ 1,087,198 $ 1,717,568 $ 630,370

Unaudited

18



ConnectME Authority

Combining Schedule of Revenues, Expenditures and Change in Fund Balance -
Special Revenue Fund

Year Ended June 30, 2015

Grants for
General and Broadband Broadband Mapping and Capacity Technical First Responder
Administrative Expansion Sustainability Inventory Building Assi 1ce Network Total
Revenues
Federal Grants
National Telecommunications and Information Administration $ 197,741 $ 110,449 $ 249,498 $ 557,688
First Responder Network $ 342,461 342,461
Assessments $ 1,219,542 1,219,542
Broadband sustainability fee $ 196,132 196,132
Interest 181 181
Other income 4,435 4,435
Total Revenues 1,224,158 196,132 197,741 110,449 249,498 342,461 2,320,439
Expenditures
Management 332,846 69,214 402,060
Purchased professional and technical services
Contract services
Broadband infrastructure grants $ 982,188 982,188
Broadband sustainability grants 168,487 168,487
Mapping 232,468 232,468
Capacity building 31,797 31,797
First Responder Network 240,247 240,247
GEM software 33,000 33,000
Fund administration 30,620 30,620
Professional fees 26,700 26,700
Bank fees 5,320 5,320
Miscellaneous 2,636 2,636
Total Expenditures 398,122 982,188 168,487 232,468 31,797 342,461 2,155,523
Excess (Deficiency) of Revenues Over Expenditures 826,036 (982,188) 27,645 (34,727) 78,652 249,498 164,916
Other Financing Sources (Uses)
Intra-entity grants (80,654) (251,498) (332,152)
Transfers in 27,645 982,188 34,727 2,002 2,000 1,048,562
Transfers out (1,020,917) (27,645) (1,048,562)
(993,272) 982,188 (27,645) 34,727 (78,652) (249,498) (332,152)
Net Change in Fund Balance (167,236) (167,236)
Fund Balance, Beginning 1,884,804 1,884,804
Fund Balance, Ending $ 1,717,568 $ - $ - $ - $ - $ - $ - $ 1,717,568

See independent auditors' report.



