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INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayor and
Membets of the City Council
City of Fairmount, Geotgia

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, each major fund, and the remaining fund information of City of Fairmount, Geotgia as of and for the
year ended December 31, 2009, which collectively comprise the City’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of City of Fairmount, Georgia’s management. Our
tesponsibility 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 petform 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 disclosutes 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 opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund, and the
remaining fund information of the City of Fairmount, Georgia, as of December 31, 2009, and the respective changes in
financial position, and cash flows, where applicable, thereof and the respective budgetary compatison for the General

Fund for the year then ended in conformity with accounting principles generally accepted in the United States of
Ametica.

In accordance with Government Auditing Standards, we have also issued our repott dated July 5, 2010,
on our consideration of the City of Fairmount, Georgia’s internal control over financial repotting and on out tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other mattes. The putpose
of that report is to describe the scope of out 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.

City of Fairmount, Georgia has not presented the Management’s Discussion and Analysis that
accounting principles generally accepted in the United States of America has determined is necessaty to supplement,
although not requited to be a part of the basic financial statements.
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Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Fairmount, Geotgia's financial statements as a whole. The accompanying schedule of
projects constructed with Special Purpose Local Option Sales Tax is presented for putposes of additional analysis as
required by Official Code of Georgia 48-8-121, and is not 3 required part of the basic financial statements of the
financial statements. The schedule of projects constructed with special purpose Local Option Sales Tax are the
tesponsibility of management and were derived from and relate directly to the underlying accounting and other records
used to prepare the financial statements. The information has been subjected to the auditing procedures applied in the
audit of the financial statements and cettain additional procedures, including comparing and rteconciling such
information directly to the underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional ptocedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is faitly stated in all material respects in
relation to the financial statements as a whole.

EL }W Pl s, 10
Ellijay, Georgia | |
July 5, 2010




CITY OF FAIRMOUNT, GEORGIA

STATEMENT OF NET ASSETS
DECEMBER 31, 2009
Primary Government
Governmental Business-type
Activities Activities Total
Assets
Current:
Cash and cash equivalents $ 454,462 139324 § 593,786
Certificates of deposit 104,922 209,844 314,766
Accounts receivable, net 119,153 6,921 126,074
Due from other governments 20,046 - 20,046
Internal balances 58,408 (58,408) -
Prepaid items 4,275 4,275 8,550
Inventories - 23,312 23,312
Noncurrent:
Capital Assets:
Land 544,527 303,726 848,253
Other capital assets, net of depreciation 1,305,782 1,910,271 3,216,053
Intangible assets, net of amortization - 12,684 12,684
Total assets 3 2,611,575 2,551,949 $ 5,163,524
Liabilities And Net Assets
Liabilities:
Current:
Accounts payable $ 7,441 604 8,045
" Accrued liabilities 11,546 - 11,546
Total current liabilities 18,987 604 19,591
Noncurrent:
Deferred revenue 1,880 308,750 310,630
Customer deposits - 725 725
Total noncutrent liabilities 1,880 309,475 311,355
Total liabilities 20,867 310,079 330,946
Net Assets:
Investment in capital assets, net of related debt 1,850,309 2,213,997 4,064,306
Restricted for capital projects 217,721 - 217,721
Unrestricted 522,678 27,873 550,551
Total net assets 2,590,708 2,241,870 4,832,578
Total liabilities and net assets $ 2,611,575 2,551,949 5163,524

The notes to the financial statements are an integral part of this statement.
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CITY OF FAIRMOUNT, GEORGIA

GOVERNMENTAL FUNDS
BALANCE SHEET

DECEMBER 31, 2009

Total
Governmental
Assets General SPLOST Funds
Cash and cash equivalents $ 236,741 $ 217,721 $ 454,462
Certificate of deposit 104,922 - 104,922
Property taxes receivable, net 2,882 - 2,882
Other taxes receivable, net 90,506 - 90,506
Accounts receivable, net 25,765 - 25,765
Due from other governments 20,046 - 20,046
Due from other funds 58,408 - 58,408
Prepaid items 4,275 - 4,275
Total assets $ 543,545 $ 217,721 $ 761,266
Liabilities And Fund Balances
Liabilities:
Accounts payable $ 7,441 $ - $ 7,441
Accrued liabilities 11,546 - 11,546
Deferred revenue 4,762 - 4,762
Total liabilities 23,749 - 23,749
Fund Balances: /
Unreserved 519,796 217,721 737,517
Total fund balances 519,796 217,721 737,517
Total liabilities and fund balances $ 543,545 $ 217,721 $ 761,266

The notes to the financial statements are an integral part of this statement,
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CITY OF FAIRMOUNT, GEORGIA

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2009

Total fund balances, governmental funds (page 5) $ 737,517

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

Capital assets used in governmental activities are not current financial resources and therefore are not
repotted in the fund financial statements, but are reported in the governmental activities column of the
Statement of Net Assets, 1,850,309

Governmental Funds do not present revenues that are not available to pay current obligations. In contrast,
such revenues are reported in the Statement of Activities when earned. 2,882

Net assets of governmental activities in the Statement of Net Assets (page 3) $ 2,590,708

The notes to the financial statements are an integral part of this statement.
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CITY OF FAIRMOUNT, GEORGIA

GOVERNMENTAL FUNDS
STATEMENT OF REVENUVES, EXPENDITURES AND

CHANGES IN FUND BALANCES
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2009

General SPLOST Total
Revenues
Property taxes $ 33,112 $ - $ 33,112
Sales taxes 221,044 - 221,044
Franchise taxes 106,384 - 106,384
Other taxes 78,048 - 78,048
Licenses and permits 12,902 - 12,902
Intergovernmental 6,913 157,974 164,887
Charges for services 899 - 899
Fines and forfeitures 102,462 - 102,462
Interest 8,140 427 ) 8,567
Other revenues 4,668 - 4,668
Total revenues 574,572 158,401 732,973
Expenditures
Current:
General government 223,394 - 223,394
Judicial 7,146 - 7,146
Public safety 200,845 - 200,845
Public works 76,050 - 76,050
Culture and recreation 38,494 - 28,494
Housing and development 4,539 - 4,539
Capital outlay:
General government - 6,653 6,653
Public works 17,396 45,770 63,166
Culture and recreation . - 51,337 51,337
Total expenditures 567,864 103,760 671,624
Excess (deficiency) of revenues
Over expenditures 6,708 54,641 61,349
Other financing soutces (uses)
Proceeds from sale of capital assets 1,792 - 1,792
Transfers in - - -
Transfers out (236,100) - (236,100)
Total other financing
sources (uses) (234,308) - (234,308)
Net change in fund balances (227,600) 54,641 (172,959)
Fund balances, beginning of yeat 747,396 163,080 910,476
Fund balances, end of year $ 519,796 $ 217,721 $ 737,517

The notes to the financial statements are an integral part of this statement;
7




CITY OF FAIRMOUNT, GEORGIA

RECONCILIATION OF THE STATEMENT OF REVENVES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2009

Net change in fund balances - total governmental funds (page 7)

Amounts reported for governmental activities in the Statement of Activities (pages) are different because:

Governmental funds report capital outlays as expenditures. However, in the statement of activities, assets with an
 initial, individual cost of more than $1,000 and an estimated useful life in excess of two years are capitalized and the
cost Is allocated over their estimated useful lives and reported as depreciation expense. This is the amount by which

depreciation exceeded capital outlays in the current petiod.

Capital outlays 119,627

Depreciation expense ‘ (71,445)

Governmental Funds do not present revenues that are not available to pay current obligations. In
contrast, such revenues are reported in the Statement of Activities when earned.

Change in net assets of governmental activities (page 4)

The notes to the financial 51‘31‘6/776/71‘58 are an integral part of this statement.

$

$

(172,959)

48,182

(32,736)

(157,513}




CITY OF FAIRMOUNT, GEORGIA

GENERAL FUND
STATEMENT OF REVENUVES, EXPENDITURES AND CHANGES IN
FUND BALANCE - BUDGET (GAAP BASIS) AND ACTUAL
FOR THE FISCALYEAR ENDED DECEMBER 31, 2009

Variance
Budgeted Amounts with Final
Original Final Actual Budget
Revenues
Property taxes $ 108,660 $ 115,140 $ 33,112 $ (82,028)
Sales taxes 340,000 220,000 221,044 1,044
Franchise taxes 91,000 130,000 106,384 (23,616)
Other taxes 62,000 61,300 78,048 16,748
Licenses and permits 22,300 23,500 12,902 (10,598)
Intergovernmental 8,000 8,000 6,913 (1,087}
Chatges for services : 370 550 899 349
Fines and forfeitures 92,000 92,000 102,462 10,462
Interest - 300 8,140 7,840
Other revenues 17,900 9,000 4,668 (4,332)
Total revenues 742,230 659,790 574,572 (85,218)
Expenditures
Current:
General government 247,003 228,327 223,394 4,933
Judicial 7,200 16,253 7146 9,107
Public safety 205,790 193,070 200,845 (7,775)
Public works 90,725 85,781 76,050 9,731
Culture and recreation 33,453 52,354 38,494 13,860
Housing and development 4,800 5,075 4,539 536
Capital outlay:
General government 147,056 6,138 - 6,138
Public works - 40,565 17,396 23,169
Public safety - - - -
Culture and recreation - 51,337 - 51,337
Total expenditures 736,027 678,900 567,864 111,036
Excess (deficiency) of revenues
Over expenditures 6,203 (19,110) 6,708 25,818
Other financing sources (uses)
Proceeds from sale of capital assets - - 1,792 1,792
Transfers in - - - -
Transfers (out) - - (236,100) (23%6,100)
Total other financing
sources (uses) - - (234.,308) (234,308)
Net change in fund balances 6,203 (19,110) (227,600) (208,490)
Fund balance, beginning of year 747,396 747,396 747,396 -
Fund balance, end of year $ 753,599 $ 728,286 § 519,796 $  (208,490)

The notes to the financial statements are an integral part of this statement.
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CITY OF FAIRMOUNT, GEORGIA

PROPRIETARY FUNDS
STATEMENT OF NET ASSETS

DECEMBER 31, 2009

Enterprise Funds

Water and (Nonmajor)
Sewer Fund Solid Waste Fund Total
Assets
Curtent assets:
Cash and cash equivalents $ 139,324 $ - 139,324
Cettificates of deposit 209,844 209,844
Accounts receivable, net 6,921 - 6,921
Prepaid items 4,275 - 4,275
Inventories 23,312 - 23,312
Total current assets 383,676 - 383,676
Noncurrent assets:
Capital assets:
Land 303,726 - 303,726
Other capital assets, net of depreciation 1,896,433 13,838 1,910,271
Intangible assets, net of amortization 12,684 - 12,684
Total noncurrent assets 2,212,843 13,838 2,226,681
Total assets $ 2,596,519 $ 13,838 2,610,357
Liabilities And Net Assets
Current liabilities:
Accounts payable $ 604 $ - 604
Due to other funds 58,408 - 58,408
Total current liabilities 59,012 - 59,012
Noncurtent liabilities:
Deferted revenue 308,750 - 308,750
Customer deposits 725 - 725
Total noncurrent liabilities 309,475 - 309,475
Total liabilities 368,487 - 368,487
Net Assets:
Invested in capital assets, net of related debt 2,200,159 13,838 2,213,997
Unrestricted 27,873 - 27,873
Total net 3ssets 2,228,032 13,838 2,241,870
Total liabilities and net assets $ 2,596,519 $ 13,838 2,610,357

The notes to the financial statements are an integral part of this statement.
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CITY OF FAIRMOUNT, GEORGIA

PROPRIETARY FUNDS
STATEMENT OF REVENUVES, EXPENSES AND
CHANGES IN FUND NET ASSETS

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2009

Business-type Activities -
Enterprise Funds

Water and (Nonmajor)
Sewerage Fund Solid Waste Fund Total
Operating revenues:

Water charges $ 8,510 $ - $ 8,510

Sewer charges 84,465 - 84,465

Solid waste charges - 12,488 12,488

Water tap fees 16,250 16,250

Miscellaneous - - -
Total operating revenues 109,225 12,488 121,713

Operating expenses:

Personal services 20,367 6,977 27 344

Repairs and maintenance 17,752 15 17,867

Supplies and expenses 19,006 22 19,028

Other operating expenses 17,920 2,283 20,203

Depreciation and amortization 60,672 672 61,344
Total operating expenses 135,717 10,069 145,786
Operating income (loss) (26,492) 2,419 (24,073)

Nonopetating revenues (expenses):

Interest income 9,924 - 9,924
Total nonopetating revenues (expenses) 9,924 - 9,924
Income (Loss) before transfers (16,568) 2,419 (14,149)

Transfers:

Transfers in 239,191 419 239,610

Transfers out - (3,510) (3,510)
Total transfers 239,191 (3,091) 236,100

Change in net assets 222,623 (672) 221,951
Net assets, beginning of year as restated 2,005,409 14,510 2,019,919
Net assets, end of year $ 2,228,032 $ 13,838 $ 2,241,870

The notes to the financial statements are an integral part of this statement,
11




CITY OF FAIRMOUNT, GEORGIA

PROPRIETARY FUNDS
STATEMENT OF CASH FLOWS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2009

Enterprise Funds

Water and (Nonmajor)
Sewerage Fund Solid Waste Fund Total
CASH FLOWS PROVIDED 8Y (USED IN)
OPERATING ACTIVITIES
Receipts from customers $ 89,638 12,488 102,126
Receipts from other operating - - -
Payments to suppliers and service providers (55,586) (2,420) (58,006)
Payments to employees (20,367) (6,977) (27,344)
Net cash provided by (used in) operating activities 13,685 3,091 16,776
CASH FLOWS PROVIDED BY (USED IN)
INVESTING ACTIVITIES
Interest receipts 9,924 - 9,924
Net cash provided by (used in) investing activities 9,924 - 9,924
CASH FLOWS (USED IN) CAPITAL AND RELATED
FINANCING ACTIVITIES
Purchase of intangible asset (14,359) - (14,359)
Net cash provided by (used in) financing activities (14,359) - (14,359)
CASH FLOWS (USED IN) NON-CAPITAL AND RELATED
FINANCING ACTIVITIES
Operating subsidies and transfers to other funds 40,598 (3,091) 37,507
Net cash provided by (used in) financing activities 40,598 (3,091 37,507
Net increase in cash and cash equivalents 49,848 - 49,848
Cash, beginning of year 89,476 - 89,476
Cash, end of year $ 139,324 - 4 139,324

Reconciliation of operating income (loss) to net
cash provided by (used in) operating activities:
Operating (loss) $ (26,493) § 2,419  § (24,074)
Adjustments to reconcile operating income
(loss) to net cash provided by (used in)
operating activities:

Depreciation 58,997 672 59,669
Amortization 1,675 - 1,675
(Inctease) in accounts receivable (1,262) - (1,262)
Decrease in prepaid items 279 - 279
(Increase) in inventories (1,790) - (1,790)
Increase in accounts payable 604 - 604
Increase in customer deposits 425 - 425
Decrease in deferred revenue (18,750) - (18,750)
Net cash provided by (used in) operating activities $ 13685  § 3091 4 16,776

The notes to the financial statemen t{szare an integral part of this statement.




CITY OF FAIRMOUNT, GEORGIA

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of City of Fairmount, Georgia (the “City”) have been prepared in conformity
with accounting principles generally accepted in the United States of America (GAAP) as applied to
govetnment units. The Governmental Accounting Standards Board (GASB) is the accepted standard
setting body for establishing governmental accounting and financial reporting principles. The City's
proprietary funds apply all Financial Accounting Standards Board (FASB) pronouncements and
Accounting Principles Board (APB) opinions issued on ot before November, 30, 1989, unless those
pronouncements conflict with or contradict GASB pronouncements, in which case, GASB prevails. The
mote significant of the City's accounting polices are described below.

Reporting Entity

In evaluating how to define the City, for financial reporting purposes, management has considered all
potential component units. The City’s financial statements include the accounts of all operations. The
criteria for including organizations within the City's reporting entity, as set forth in Governmental
Accounting Standards Board's Statement No. 14 (GASB 14), “The Financial Reporting Entity”, is
financial accountability. Financial accountability is defined as appointment of a voting majority of the
component unit’s board and either the ability to impose will by the primary government or the
possibility that the component unit will provide a financial benefit to or impose a financial burden on
the primary government. As of December 31, 2009, there are no component units included in the
financial statements of the City.

As required by accounting ptinciples generally accepted in the United States of America, the financial
statements of the reporting entity include those of the City of Fairmount, Georgia (the “primary
government”). .

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
changes in net assets) report information on all of the non-fiduciary activities of the primary
government. For the most part, the effect of inter-fund activity has been removed from these
statements.  Governmental activities, which normally are supported by taxes and intergovernmental
revenues, are reported separately from business-type activities, which tely to a significant extent on fees
and charges for support.
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NOTES TO FINANCIAL STATEMENTS

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINVED)

Separate financial statements are provided for governmental funds, and proprietary funds. Major
individual governmental funds and major individual enterprise funds are reported as separate columns
in the fund financial statements.

The statement of activities demonstrates the degree to which the ditect expenses of a given function or
segment is offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. 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 propetly included among
program revenues are repotted instead as general revenues.

Measurement Focus, Basis of Accounting and Basis of Presentation

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

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be availzble when they are collectible within the
current petiod or soon enough thereafter to pay liabilities of the cutrent period. For this purpose, the
City considers revenues to be available if they are collected within 60 days of the end of the current
fiscal petiod. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting.  However, debt setvice expenditures, as well as expenditures related to compensated
absences and claims and judgments, are recorded only when payment is due.

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

14




NOTES TO FINANCIAL STATEMENTS

NOTE 1.

C

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINVED)
Measurement Focus, Basis of Accounting and Basis of Presentation (Continued)
The City reports the following major governmental funds:

The General Fund is the City’s primary operating fund. It accounts for all financial resources of the
general government, except those required to be accounted for in another fund.

The Special Purpose Local Option Sales Tax Fund (SPLOST) is used to account for the revenues and
expenditures relating to the 2006 1% Special Purpose Local Option Sales Tax and the 2001 1%
Special Putpose Local Option Sales Tax.

The City reports the following major proprietary fund:

The Water and Sewerage Fund is used to account for the receipts from services billed to customers
and the payment of costs of collection.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds, subject to this same limitation.
The City has elected not to follow subsequent private-sector quidance.

Amounts reported as program revenues include 1) charges to customers or applicants for goods,
services, or ptivileges provided, 2) operating grants and contributions, and 3) capital grants and
contributions. Internally dedicated resources are reported as general revenues rather than as program
tevenues. Likewise, general revenues include all taxes.
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NOTES TO FINANCIAL STATEMENTS

NOTE1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINVED)
Measurement Focus, Basis of Accounting, and Basis of Presentation (Concluded)

Proprietary funds distinquish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and deliveting goods in
connection with a proprietary fund's principal ongoing operations. The principal operating revenue of
the enterprise fund is charges to customers for sales and services provided. Operating expenses for the
enterptise fund includes the cost of sales and services, administrative expenses, and depreciation on
capital assets. All revenues and expenses not meeting this definition are reported as non-operating
revenues and expenses.

When both rtestricted and unrestricted resources are available for use, it is the City’s policy to use
restricted resources first, then unrestricted resources as they are needed,

Budgets

Formal budgetary accounting is employed as a management control device for the General Fund.
Annual operating budgets are adopted each fiscal year through passage of an annual budget ordinance
and amended as requited for the General Fund. The same basis of accounting is used to reflect actual
tevenues and expenditures/expenses recognized on a generally accepted accounting principle basis. The
City’s Mayor must approve any amendments to the budget.

Cash and Cash Equivalents

The City’s cash and cash equivalents are considered to be cash on hand, demand deposits, and short-
term investments with original maturities of three months or less from the date of acquisition.

Inter-fund Receivables and Payables
Activity between funds that are representative of lending/borrowing arrangements outstanding at the
end of the fiscal year as well as all other outstanding balances between funds are teported as “due

to/from other funds.” Any residual balances outstanding between the governmental activities and
business-type activities are reported in the government-wide financial statements as “internal balances.”
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NOTES TO FINANCIAL STATEMENTS

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINVED)
Inventories

Inventories consist of supplies and are stated at cost. Inventories are accounted on the first-in, first-out
(FIFO) method of accounting for inventories. The City uses the purchases method of accounting for
inventories; in which materials and supplies are recorded as expenses when purchased and are adjusted as
inventory when accounted for at interval periods during the year or at year-end.

Prepaid Items

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

Capital Assets

Capital assets, which include property, plant, equipment, and inftastructure assets (e.g., roads, bridges,
sidewalks, and similar items), are reported in the applicable governmental or business-type activities
columns in the government-wide financial statements. In accordance with GASB 34, infrastructure
assets acquired prior to July 1, 2004, have been capitalized as of December 31, 2009. Capital assets are
defined by the City as assets with an initial, individual cost of $1,000 and an estimated useful life in
excess of two years. Such assets are recorded at historical cost or estimated historical cost if purchased
or constructed. Donated capital assets are recorded at estimated fair market value at the date of
donation,

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend useful lives are expensed as incurred.

Capital assets of the primary government are depreciated using the straight line method over the
following useful lives:

Asset Cateqory Years
Buildings 50
Building improvements 20
Leasehold improvements 50
Vehicles 2-15
Machinery and equipment 3-15
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NOTES TO FINANCIAL STATEMENTS

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINVED)
Intangible Assets

Intangible assets consists of water assessment study and plan with a cost of §14,359. The intangible costs
are amortized over the estimated term of theit usefulness of 5 years. For the year ended December 31,
2009, the amount of amortization included in expense was $1,675.

Compensated Absences

It is the City’s policy to permit employees to accumulate earned but unused vacation and sick pay
benefits during the year. Prior to year-end, the City pays this liability to the employees and therefore
no liability exists at December 31, 2009.

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 proptietary fund type statement of net assets. Bond
premiums and discounts, as well as issuance costs, are defetred and amortized over the life of the bonds
using the straight line method. Bonds payable are reported net of the applicable bond premium ot
discount. Bond issuance costs are reported as deferred charges and amortized over the term of the
related debt. '

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

Fund Equity

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

NOTE 1.

NOTE 2.

A

B.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONCLUDED)

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenditures/expenses during the
teporting period. Actual results could differ from these estimates.

LEGAL COMPLIANCE - BUDGETS

Budgets and Budgetary Accounting

The applicable statutes of the State of Georgia require the City to operate under an annual balanced budget
adopted by resolution. A budget is defined as being balanced when the sum of estimated net revenues and
appropriated fund balance is equal to appropriations. Each fund's appropriated budget is prepared on a
detailed line-item basis. Revenues are budgeted by source. Expenditures are budgeted by line item. This
constitutes the legal level of control. Budget revisions at this level are subject to final review by the City
Council. During the current fiscal year, there were no revisions made to the original budget.

Annual budgets are adopted for all governmental funds and proprietary funds. The budget is adopted on a
basis consistent with generally accepted accounting principles, and on the same basis of accounting used by

each fund to which the budget applies. An operating budget is adopted for the proprietary Water and
Sewerage Fund for administrative control purposes.

Excess Expenditures over Appropriations

For the year ended December 31, 2009 expenditures exceeded budget in the General Fund, as follows:

Department Excess
Public safety $ 7,775

The expenditures exceeded budget in the above General Fund departments due to the following:
Public safety ~ the cost of workers compensation Insurance was not allocated to the departments
during the budget process.

Revenues sufficient to provide for the excess expenditures were made available in the General Fund.
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NOTES TO FINANCIAL STATEMENTS

NOTE 3.

NOTE 4.

DEPOSITS AND INVESTMENTS

State statutes authorize the City to invest in obligations of the State of Georgia ot other states;
obligations issued by the U.S. government; obligations fully insured or guaranteed by the U.S.
government or by a govetnment agency of the United States; obligations of any corporation of the
U.S. government; prime banker's acceptances; the local government investment pool established by
state law; reputchase agreements; and obligations of other political subdivisions of the State of Georgia.

Curtently, the City does not have a formal investment policy that limits investment maturities as a
means of managing its exposure to fair value losses arising from increasing interest rates.

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial
institution, a government will not be able to recover deposits or will not be able to recover collateral
securities that are in the possession of an outside party. State statutes requite all deposits and
investments (other than federal or state government instruments) to be collateralized by depository
insurance, obligations of the U.S. government, or bonds of public authorities, counties, or
municipalities.

RECEIVABLES

Receivables at December 31, 2009, for the City’s individual funds in the aggregate are as follows:

General Water and
Fund Sewerage Fund Total
Receivables:
Property Taxes $ 2882 - 2,882
Franchise 88,351 - 88,351
Beer and wine tax 2,155 - 2,155
Local option sales tax 20,046 - 20,046
Sewet - 6,921 6,921
Fines 51,530 - 51,530
Gross receivables 164,964 6,921 171,885
Less allowance
for uncollectibles (25,765) - (25,765)
Net receivables $ 139199 § 6921 % 146,120
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NOTES TO FINANCIAL STATEMENTS

NOTE 4.

RECEIVABLES (CONCLUDED)

The 2009 property tax digest was levied on January 5, 2010. Bills are payable on or before March 8,
2010, after which the applicable property is subject to lien and penalties and interest as assessed. The
City bills and collects its own property taxes. Property taxes receivables consist of prior year digest bills
not yet collected as of year-end, and none of the 2009 tax levy is recorded as receivables. The property
taxes collected during the year ended December 31, 2009 and those collected by February 28, 2010 are
tecognized as revenues in the year ended December 31, 2009. Net receivables estimated to be collected
subsequent to February 28, 2010 are recorded as revenue when teceived. Priot year levies were
tecorded using substantially the same principles, and remaining receivables are reevaluated annually.
None of 2009 property taxes have been attached as an enforceable lien on property.

(The remainder of this page has been intentionally left blank).
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NOTES TO FINANCIAL STATEMENTS

NOTE 5. CAPITAL ASSETS

A. Capital asset activity for the year ended December 31, 2009 was as follows:

Beginning End
of Year Increases Decrezses of Year

Covernmental Activities:
Capital assets, not being

depreda’ced:

Land $ 502,702 § - 4 502,702

Construction in progress - 41,825 41825
Total capital assets, not

being depreciated 502,702 41,825 544,527
Capital assets, being depreciated;

Infrastructure 614,181 10,762 624,943

Buildings and improvements 757,329 - 757,329

Machinery and equipment 218085 67,040 285,125

Vehicles 173,336 - 173,336
Total capital asets,

being depreciated 1,762,951 77,802 1,840,733
Less accumulated depreciation for:

Infrastructure 71,076 21,957 98033

Buildings and improvements 98,453 2,41 119,864

Machinery and equipment 154,908 15474 170,382

Vehicles 139,069 12608 151,672
Total accumulated depreciation 463,506 71,445 534,951
Total capital assets, being

depredated, net 1,299,425 6357 1,305,782
Governmental activities capital

assets, net $ 1802127 $ 48182 $ 1,850,309
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NOTES TO FINANCIAL STATEMENTS

NOTE 5.

Business-type activities:

Capital assets not being depreciated:

Land
Total capital assets not
being depreciated

Capital assets, being depreciated:
Land improvements
[nfrastructure
Equipment and vehicles

Total capital assets,
being depreciated

Less accum ulated depreciation for:

Land improvements
Infrastructure
Equipmentand vehicles

Total accumulated depreciation

Total capital assets being
depreciated, net

Business-type activities capital
assets, net

CAPITAL ASSETS (CONTINVED)

Beginning Ending
Balance Increases Decreases Balance
$ 303,726  $ - - 4 303,726
303,726 - - 303,726
18,013 - - 18,013
2,509,541 - - 2,509,541
131,802 ~ - 131,802
2,659,356 - - 2,659,356
3,503 672 - 4175
610,216 50,354 - 660,570
75,697 8,643 - 84,340
689,416 59,669 - 749,085
1,969,940 (59,669) - 1,910,271
f 2,273,666 i (59,669) f ~ § 2,213,997
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NOTES TO FINANCIAL STATEMENTS

NOTE 5.

NOTE é.

CAPITAL ASSETS (CONCLUDED)

Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental activities:

General government $ 14,985
Public safety 11,258
Public works 24,959
Culture and recreation 20,243

Total depreciation expense - qovernmental activities § 71,445

Business-type activities:

Water and Sewerage $ 58,997
Solid waste management 672
Total depreciation expense - business-type activities § 59,669

INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS
The composition of interfund balances as of December 31, 2009, is as follows:
Due to/from other funds:

Receivable fund Payable fund Amount
General Fund Water and Sewerage Fund ) 58,408

These balances resulted from the time lag between the dates that (1) inter-fund doods and services are
provided ot reimbursable expenditures occur, (2) transactions are recorded in the accounting system,
and (3) payments between funds are made. Generally, all interfund balances are expected to be repaid
within one year from the date of the financial statements.

Interfund transfers:
Transfers In Transfers Out Amount
Water Fund General Fund $ 235,681
Water Fund Solid Waste Fund (nonmajor fund) 3,510
Solid Waste Fund (nonmajor fund) General Fund 419

$ 239,610
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NOTES TO FINANCIAL STATEMENTS

NOTE 6.

NOTE 7.

NOTE 8.

INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS (CONCLUDED)

Transfers ate used to (1) move revenues from the fund that statute or budget requires to collect them
to the fund that the statute or budget requires to expend them, and (2) provide untestricted revenues
collected in the General Fund to finance various programs accounted for in other funds in accordance
with budgetary authorizations.

JOINT VENTURE

The City of Fairmount, Georgia in conjunction with cities and counties in the ten (10) county
Northwest Georgia areas are members of the Coosa Valley Regional Development Center (RDC).
Membership in a regional development center is automatic for each municipality and county in the
state. The official Code of Georgia Section 50-8-34 (Georgia Planning Act of 1989) provides for the
otganizational structure of the RDC’s. Each county and municipality in the state is required by law to
pay minimum annual dues to the RDC. The City paid no annual dues to the RDC for the year ended
December 31, 2009 because currently all dues are paid on the City’s behalf by Gordon County. An RDC
Board membership includes the chief elected official of each county and the chief elected official of each
municipality. The County board members and municipal board members from the same County elect
one member of the Board who is a resident (but not an elected or appointed official or employee of the
County or municipality) to serve as the non-public Board member from a County.

The Georgia Planning Act of 1989 (O.C.G.A. 50-8-34) defines RDC's as “public agencies and
instrumentalities of their members*. Georgia laws also provide that the member governments are liable
for any debts or obligations of an RDC beyond its resources, (0.C.G.A. 50-8-39.1). Separate financial
statements can be provided by contacting the RDC directly.

RISK MANAGEMENT

The City is exposed to vatious risks of loss telated to totts; theft of, damage to and destruction of assets;
etrots and omissions; and natural disasters for which, except as described in the following paragraph, the
City carries commercial insurance in amounts deemed prudent by City management.

The City participates in the Georgia Intetlocal Risk Management Agency Property and Liability
Insurance Fund and the Georgia Municipal Association Worker's Compensation Self-Insurance Fund,
public entity risk pools curtently operating as common risk management and insurance programs for
member local governments.

As part of these risk pools, the City is obligated to pay all contributions and assessments as prescribed

by the pools, to cooperate with the pools’ agents and attorneys, to follow loss reduction procedures

established by the funds, and to report as promptly as possible, and in accordance with any coverage

desctiptions issued, all incidents which could result in the funds being required to pay any claim of loss.
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NOTES TO FINANCIAL STATEMENTS

NOTE 8.

NOTE 9.

NOTE 10.

RISK MANAGEMENT (CONCLUDED)

The City is also to allow the pools’ agents and attorneys to represent the City in investigation,
settlement discussions and all levels of litigation arising out of any claim made aqainst the City within
the scope of loss protection furnished by the funds.

The funds are to defend and protect the members of the funds aqainst liability of loss as prescribed in
the member government contract and in accordance with the workers' compensation law of Georgia.
The funds are to pay all costs taxed against members in any legal proceeding defended by the members,
all interest accruing after entry of judgment, and all expenses incurred for investigation, negotiation or
defense.

There have been no signl’ﬁcant reductions of insurance coverage from coverage in the prior year, and
settlement amounts have not exceeded insurance coverage for the cutrent year or the three priot years,

COMMITMENTS, CONTINGENCIES, AND SUBSEQUENT EVENTS
Grant Contingencies

The City has received Federal and state grants for specific putposes that are subject to review and audit
by the grantor agencies. Such audits could lead to the disallowance of certain expenditures previously
teimbursed by those agencies. Based upon prior expetience, City management believes such
disallowances, if any, will not be significant.

Commitments

The City routinely enters into agreements and commitments during the year in the ordinaty course of
business. Such agreements do not give rise to assets ot liabilities considered material.

PRIOR PERIOD ADJUSTMENT

The City has determined that a restatement is required to correct for the failure to record tap fee
revenue earned in the prior year from previously deferred collections. The following prior period
adjustment was needed to cotrect errors as of December 31, 2008:

Water and Sewetage Fund

Fund balance, December 31, 2008, as previously reported $ 1,994,159
Adjustment to record revenue earned 11,250
Fund balance, December 31, 2008, as restated $ 2,005,409
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NOTES TO FINANCIAL STATEMENTS

NOTE 10.

PRIOR PERIOD ADJUSTMENT (CONCLUDED)

The prior period adjustment discussed above also impacts the previous report balance of net assets of
the business-type activities. The City has determined a restatement of the net assets of the business-
type activities is required to record the effect of the earned revenue:

Net Assets, December 31, 2008, as previously reported $ 2,008,669
Adjustment to record revenue earned 11,250
Net Assets, December 31, 2008, as restated 2,01
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INTERNAL CONTROL AND COMPLIANCE SECTION




RL Jennings & Company, PC

Accountants and Consultants

Membet of
American Institute of
Certified Public Accountants
Geotgia Society of
Certified Public Accountants

142 River Tertace
PO Box 2683
Ellijay, GA 30540
706-276-3700
Fax 706-276-3710

:EIIDDOCI;TH%N INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
R MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT A UPITING STANDARDS

To the Honorable Mayor and
Members of the City Council
of City of Fairmount, Georgia

exch major Fundv:, :at\;]eearudlte.d "chefﬁ‘nan'cial sta’cernents of the governmental activities, the business-type activities,
N 20,09 WhiChem?IIncltr?g lund mfc?rma’clon.of City of Faitmount, Georgia, as of and for the year ended
issued our rei’or’c ’ch;reon d ’cc (Zi )e l WZY comprise the City of Faitmount, Georgia's basic financial statements and have
accepted in the Un. ated July 5, 2010. We conducted our audit in accordance with auditing standards generally

P ed in the nited States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. men

Internal Control Over Financial Reporting

ﬁnanciall:e }iartqning .ang gerfforming our audit, we considered City of Fairmount, Georgia’s internal control over
P Stpt mgtasg asis for designing our auditing procedures for the purpose of expressing our opinions on the
sl gt:rrzslncsc,, nt::l r;c‘)/’; rfcér the. gfurpos;et of eAxpress(;'ng lan opinion on the effectiveness of City of Fairmount

: nancial reporting. Accordingly, we do not express an opini t :
the City of Fairmount, Georgia’s internal control over financil teporting. d pinton on the effctivenes of

. emplﬁyzsfcﬁn?;j éﬂ ;r;z:;/j/ controf ?xis’csfwhen the Sesign or opetation of a control does not allow management
. ’ course ol petforming their assigned functions, to prevent, or detect and corr
. ' : ect
:;lrs,ﬁfle:,igtihz:;, :::1;!:, ::;sis. /b\l mafe:f{ tv;eaﬁness is a deficiency, or a combination of deficiencies, in internal
sonable possibility that a material misstatement of th ity i
not be prevented, or detected and corrected on 3 timely basis. of the entity’s financial statements will

Our consideration of internal control over financi i
nsider , ancial repotting was for the limited purpose described in the first
?fj'?{ag: ;)j gg:nsszlos?;r;g c‘:;i t;o’;{ d{esigned to identiﬁll all deficiencies in internal control over financial teporting that
, eliclencies, or material weaknesses. We did not identify ficiencies in i
control that we consider to be material ' ertfio i e e
al weaknesses, as defined above. However we identified certai i i
. et to esses, e , ain deficiencies |
Lr;’c::&aelr ic;n[t)rol lov;r ﬁnanc:e!l teporting, described in the accompanying schedule of findings and responses that wz
Sonlder to, es g;l icant d.eﬁclenéles in internal control over reporting (Findings 06-01, 06-02, 06-03, 07-01, and
oo m teﬂsigm ilc;'am‘ deficiency is 3 deficiency, or a combination of deficiencies, in internal control that is less s;:vere
aterlal weakness, yet important enough to merit attention by those charged with governance.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether City of Fairmount, Georgia’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws, requlations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those provisions was
not an objective of our audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Governmental Auditing Standards.

City of Fairmount, Georgia’s response to the findings identified in our audit is described in the accompanying
schedule of findings and responses. We did not audit City of Fairmount, Georgia's response and, accordingly, we express
ho opinion on it.

This report is intended solely for the information and use of management, City Council, others within the
entity, and federal awarding agencies and pass-through entities, and is not intended to be and should not be used by
anyone other than these specified parties.

£L Yoy et T

Ellijay, Georgia
July 5, 2010
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CITY OF FAIRMOUNT, GEORGIA
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2009

We consider the following deficiencies to be significant deficiencies in internal control:
Repeat findings from the prior year:
06-01 LACK OF SEGREGATION OF DUTIES

Criteriz: Segredation of employees' duties is a common practice in an effective intetnal control structure. Policies
should be in place requiring the segregation of duties involving cash receipts, cash disbursements, payroll, general
ledger and bank reconciliation.

Condition/Context. Duting the course of the audit, we noted many of critical duties are combined and given to
the available employees. Presently, a single individual prepares the deposit slip, (and occasionally opens the mail
and collects the cash receipts), prepares check disbursements, reconciles bank accounts, petforms all payroll duties
as well as maintains the general ledger.

Effect. Without some segregation of duties within these functions, thete is increased exposure that someone
could intentionally or unintentionally misappropriate assets of the City.

Cause: The limited number of employees working in the office and the tesulting overlapping of duties causes
segregation of duties to be difficult.

Recommendation: To the extent possible, duties should be segregated to maintain the best control system
possible. We feel segregation of duties could be improved if different employees performed the separate duties of
processing cash teceipts and cash disbursements, and maintaining the general ledger. In situations where
additional personnel are not available, an effort should be made to divide the duties of the available personnel in
such a manner as to achieve the greatest possible segregation of duties. Increased council involvement in the
City's finances is also encouraged to strengthen internal controls. When these suggestions are implemented, the
City's system of internal control will be enhanced, so that the tisk of employee misapproptiation of assets is
reduced.

Response: The lack of segregation of duties is a recurring item that due to the limited number of employees is

difficult to accomplish. The Council plans to continue close involvement with the City’s finances to aid in this
matter.
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Repeat findings from the prior year (Continued):
06-02 MAINTENANCE OF GENERAL LEDGER

Critertz: The City is tesponsible for preparing annual financial statements in accordance with generally accepted
accounting principles (GAAP). Recording transactions on an accrual basis (or where applicable, the modified
accrual basis) Is in accordance with GAAP and provides more meaningful financial information.

Condition/Context. Although the year-end financial statements are prepared on the appropriate accrual basis
(modified accrual basis, where applicable), the City maintains its general ledger on a cash basis throughout the
year. The City has relied on the external auditors in the past to provide the information for certain accrual
entries, including taxes receivable, intergovernmental receivables, accounts receivable (billed and unbilled),
accounts payable, accrued expenses, and deferred revenues.

Effect: Failure to record accruals of revenue and expenditures (expenses) distorts the financial information that is
provided to management and the City Council, and may lead to critical financial decisions being made on
etroneous data.

Cause: There is no routine preparation or reconcilement of detailed account balances for the accrual adjusting
entries in order to post to the appropriate general ledger accounts.

Recommendation: We realize the cash basis method of accounting is easy to administer and understand. We also
understand that the procedure to maintain the City's general ledger on the accrual/modified accrual basis
throughout the year can be a time consuming task. Thus, we suggest that you implement a procedure in which
books are kept on a cash basis, and accrual adjustments are made only at year-end. Interim financial information
could then be maintained on the cash basis to simplify the monthly reporting procedures. This practice would
enable the City to enjoy the best features of both methods: properly adjusted accrual financial reporting for
year-end accounting, and mote easily produced interim financial statements for monthly reporting to the City
Council.

Response: The City agrees with this finding. An experienced finance director has been hired to implement the
recording of accrual adjustments into the City’s accounts at yeat-end.

06-03 NECESSARY ACCOUNTING EXPERTISE

Criteriz:  Cutrent accounting pronouncements require that local dovernments be capable of preparing or
reviewing financial statements and having the skills and competencies necessary to prevent, detect, and correct
misstatements,

Condition/Context: The City is not in compliance with this pronouncement.

Effect; The effect of this condition is that there is a control deficiency in the preparation and review of the

financial statements that would prevent, detect, and cotrect misstatements in the financial statements. Although
the auditor prepares the financial statements, that does not eliminate the control deficiency.
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Repeat findings from the prior year (Continued):

Cause: As in other cities of similar size, this level of knowledge is not typically needed on a day to day basis. In
the past, the City has relied upon the auditors to prepare the financial statements. Therefore, the City has not
employed persons with the skills and expertise of prepating the financial statements and taking responsibility for
their accuracy.

Recommendation: We recommend that the City consider having an outside consultant review the financial
statements prior to issuance to comply with this accounting pronouncement.

Response: The City agrees with this finding and plans to explore their options.
07-01 LACK OF A PERPETUAL INVENTORY SYSTEM

Criterfa:  Perpetual inventory systems allows management to compare expected inventory results to actual
physical inventory and allows management to evaluate how well the physical inventory has been controlled.

Condition/Context: During the course of the audit, we noted the City does not have a manual or automated
approach to maintaining and recording the inventory of water system supplies and materials. Presently, there is
no subsidiaty ledger or module maintained in order to reconcile to the physical inventory count.

Effect: The absence of periodic inventory counts and comparison to perpetual inventory records is a serious
weakness in the system of controls and has the potential for allowing abuse including fraud and other defalcation
to exist and not be detected.

Cause: The City does not have an implemented inventory system that tracks all pertinent information of
providing up-to-date listing of on~hand inventory that can be reconciled to physical inventory counts.

Recommendation: A perpetual inventory system should be implemented in order to provide a method of
tracking inventory and knowing the value and quantity of the water distribution system’s inventory on hand at
any time. The cutrent balance of inventory is sustained daily by the addition of inventory to the account when
goods are received and a deduction from the account when the inventory is requisitioned for use. Perpetual
inventory systems allows management to compare expected inventory tesults to actual physical inventory and
allows management to evaluate how well the physical inventory has been controlled. The implementation of this
system will strengthen controls over inventory in order to reduce the risk of errors, misstatements, or fraud.

Response: The City agrees with this finding and is obtaining information to make a decision on the use of a
perpetual inventory system.
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Repeat findings from the prior year (Concluded):
07-02 CAPITAL ASSETS

Criteriz: The City has approximately $4 million in capital assets at year-end, net of accumulated depreciation on
those assets. Generally accepted accounting principles require that these assets be accounted for and, if applicable,
depreciated on a systematic basis.

Condition/Context. The City has traditionally relied on the external auditors to maintain the detailed schedule of
capital assets held by the City and, therefore, did not maintain its own detailed ledger of capital assets

Effect: Depreciation in not being recorded to the general ledger. Capital asset data that is reconciled to the
general ledger is important for timely preparation of financial statements, and provides the information for
accurate depreciation calculations.

Cause: The City has relied on the external auditors to maintain the capital asset data.

Recommendation: We recommend that the City maintain a current, detailed record of the capital assets for both
governmental and business-type activities. Once completed, it is important to ensure that individuals are given
tesponsibility to maintain the listing on an on-going basis. Depreciation expense should be allocated to the
appropriate departments to result in 3 more accurate reporting of income and expense and the ability to see the
true costs of each departmental operation.

Response: The City agrees with this finding and will implement the recording of depreciation into the City's
accounts.
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