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TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT
As of and for the Year Ended June 30, 2013

Anne Marie Elfrink, MS, CPA

Member AICPA, OSCPA, GFOA
3119 E 87™ Street 918-361-2133
Tulsa, Oklahoma 74137 Fax: 918-512-4280

INDEPENDENT AUDITOR’S REPORT

Honorable Mayor and Members of the Board of Trustees
Town of Chouteau, State Oklahoma

| have audited the accompanying financial statements-modified cash basis of the Town of Chouteau, Oklahoma, as
of and for the year ended June 30, 2013, and the related notes to the financial statements-modified cash basis,
which collectively comprise the Town’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 the modified cash basis of accounting described in Note 1B; this includes determining that the modified cash
basis of accounting is an acceptable basis for the preparation of the financial statements in the circumstances.
Management is also responsible for 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 error or fraud.

Auditor’s Responsibility

My responsibility is to express an opinion on these financial statements based on my audit. | conducted my audit
in accordance with auditing standards generally accepted in the United States of America. Those standards require
that | 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 auditor’s 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, | 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.

| believe that the audit evidence | have obtained is sufficient and appropriate to provide a basis for my audit
opinion.

Opinion

In my opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position—modified cash basis of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the Town of Chouteau, Oklahoma, as of June 30, 2013, and
the respective changes in financial position—modified cash basis, thereof for the year then ended in accordance
with the basis of accounting as described in Note 1B.
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ANNUAL FINANCIAL REPORT
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Basis of Accounting

| draw attention to Note 1B of the financial statements, which describes the basis of accounting. The financial
statements are prepared on the modified cash basis of accounting, which is a basis of accounting other than
accounting principles generally accepted in the United States of America. My opinion is not modified with respect
to that matter.

Disclaimer of Opinion on Other Information

My audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Town of Chouteau, Oklahoma’s basic financial statements. The budgetary comparison information and
combining fund information on page 30 through 32, which is the responsibility of management, is presented for
purposes of additional analysis and is not a required part of the basic financial statements. Such information has
not been subjected to the auditing procedures applied in the audit of the basic financial statements, and
accordingly, | do not express an opinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, | have also issued my report dated September 27, 2013, on
my consideration of the Town of Chouteau, Oklahoma’s internal control over financial reporting and on my 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 my 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 Town of Chouteau, Oklahoma'’s internal control over financial reporting and
compliance.

o Moo Siponkc, M5, CPA
Anne Marie Elfrink, MS, CPA

Tulsa, Oklahoma
September 27, 2013
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TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT
As of and for the Year Ended June 30, 2013

Statement of Net Position (Modified Cash Basis) —June 30, 2013

Assets
Current assets
Cash and cash equivalents
Investments
Total current assets

Non-current assets
Restricted assets:
Debt service funds
Capital assets, net of depreciation
Total non-current assets

Total assets

Deferred Outflows
Loan issuance costs

Liabilities:
Current liabilities:
Municipal bonds payable
Leases payable, current portion
Bonds payable, current portion
Note payable, current portion
Total current liabilities

Noncurrent liabilities
Meter deposit liability
Leases payable, noncurrent
Bonds payable, noncurrent
Note payable, noncurrent
Total noncurrent liabilities

Total liabilities

Net Position:
Invested in capital assets, net of related debt
Restricted for debt service
Restricted for legal constraints
Unrestricted
Total net position

Governmental Business-type

Activities Activities Total
S 369,803 S 521,188 S 890,991
305,530 841,286 1,146,816
675,333 1,362,474 2,037,807
- 11,468 11,468
1,665,731 4,572,692 6,238,423
1,665,731 4,584,160 6,249,891
2,341,064 5,946,634 8,287,698
- 128,498 128,498
4,007 - 4,007
42,057 - 42,057
- 35,000 35,000
- 64,000 64,000
46,064 99,000 145,064
- 95,358 95,358
67,112 - 67,112
- 365,000 365,000
- 3,449,000 3,449,000
67,112 3,909,358 3,976,470
113,176 4,008,358 4,121,534
1,556,562 788,190 2,344,752
- 55,183 55,183
105,792 - 105,792
565,534 1,223,401 1,788,935
S 2,227,888 S 2,066,774 S 4,294,662

See accompanying notes to the basic financial statements.
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TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT
As of and for the Year Ended June 30, 2013

Statement of Activities (Modified Cash Basis) — Year Ended June 30, 2013

Functions/Programs

Primary government:
Governmental activities:
Finance
Public safety
Parks and recreation
Streets
Senior citizens
Legal
Cemetery
Inspections
Special grant projects
Total governmental activities
Business-type activities

Total primary government

Program Revenues

Net (Expense) Revenue and
Change in Net Position

Charges for Capital Operating Governmental Business-type
Expenses Services Grants Grants Activities Activities Total
$ 167,759 $ 31,188 - $ - $ (136,571) $ - $ (136,571)
943,436 274,691 - 4,484 (664,261) - (664,261)
3,004 - - - (3,004) - (3,004)
20,540 - - - (20,540) - (20,540)
1,104 1,650 - - 546 - 546
16,525 - - - (16,525) - (16,525)
8,791 12,300 - - 3,509 - 3,509
7,133 4,801 - - (2,332) - (2,332)
2,370 - 2,370 - - - -
1,170,662 324,630 2,370 4,484 (839,178) - (839,178)
1,492,490 1,175,614 - - - (316,876) (316,876)
$ 2,663,152 $ 1,500,244 2,370 S 4,484 S (839,178) S (316,876) $(1,156,054)
General revenues:
Taxes:
Sales and use 810,043 - 810,043
Franchise taxes 32,022 - 32,022
Other taxes 54,057 - 54,057
Miscellaneous 79,499 - 79,499
Donations 4,235 - 4,235
Transfers - cash (189,093) 189,093 -
Loss on disposal of assets (41,638) (9,653) (51,291)
Investment income 2,749 5,244 7,993
Payments to debt refunding escrow (Note 5) - (227,495) (227,495)
Total general revenues 751,874 (42,811) 709,063
Change in net position (87,304) (359,687) (446,991)
Net position - beginning 2,315,192 2,426,461 4,741,653
Net position - ending $2,227,888 S 2,066,774 S 4,294,662

See accompanying notes to the basic financial statements.
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TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT

As of and for the Year Ended June 30, 2013

Governmental Funds Balance Sheet (Modified Cash Basis) — June 30, 2013

Assets:
Cash and cash equivalents
Investments

Total assets

Liabilities and fund balances:

Liabilities:

Municipal bonds payable

Total liabilities

Fund Balance:

Restricted - cemetery
Street and alley purpose
Cemetery

Unrestricted:
Committed - budgetary
Assigned - budgetary
Assigned - special purpose
Unassigned

Total fund balances

Total liabilities and fund balances

Street and Other Total
General Court Special Fire Alley Governmental Governmental
Fund Fund Fund Fund Funds Funds
S 123,541 S 17,942 S 36,062 S 94,064 S 98,194 S 369,803
279,290 - - - 26,240 305,530
S 402,831 S 17,942 S 36,062 S 94,064 S 124,434 S 675,333
$ - § 4007 - s - s - $ 4,007
- 4,007 - - - 4,007
- - - 94,064 - 94,064
- - - - 11,728 11,728
- - 8,050 - 20,735 28,785
58,446 10,000 - - - 68,446
- - 28,012 - 91,971 119,983
344,385 3,935 - - - 348,320
402,831 13,935 36,062 94,064 124,434 671,326
S 402,831 S 17,942 S 36,062 S 94,064 S 124,434 S 675,333

See accompanying notes to the basic financial statements.

12|Page



TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT
As of and for the Year Ended June 30, 2013

Governmental Funds Statement of Revenues, Expenditures and Changes in Fund Balances (Modified

Cash Basis) — Year Ended June 30, 2013

Revenues:
Sales/use tax
Franchise tax
Motel tax
Gasoline tax
Motor vehicle tax
Cigarette tax
Alcoholic beverage tax

Mayes County - fire tanker

Rent
S

Grants
Licenses and permits
Fire service
Fines and forfeitures
Cemetery sales
Donations
Library
Other
Interest

Total Revenues

Expenditures:
Finance
Public safety
Parks and recreation
Streets
Senior citizens
Legal
Cemetery
Inspections
Special grant projects

Total expenditures

Excess (defciency) of

revenues over expenditures

Other financing sources (uses):

Transfer from other funds
Transfer to other funds

Net other financing sources

(uses)

Net change in fund balance

Fund balance - beginning

Fund balance - ending

Special Street and Other Total
General Court Fire Alley Governmental Governmental
Fund Fund Fund Fund Fund Funds

$ 810,043 $ - $ - - - $ 810,043
2,435 - - 29,587 - 32,022
507 - 2,279 - 7,563 10,349
- - 3,896 - 3,896
- - 14,943 - 14,943
9,881 - - - - 9,881
14,988 - - - - 14,988
60,063 60,063
29,986 - - - 1,650 31,636
- - 4,484 - 2,370 6,854
4,801 - - - - 4,801
8,675 - 12,122 - - 20,797
- 253,894 - - - 253,894
12,300 12,300
652 - 3,583 - - 4,235
1,202 - - - - 1,202
18,279 - - 249 908 19,436
2,139 48 91 198 273 2,749
963,651 253,942 22,559 48,873 25,064 1,314,089
153,598 - - - - 153,598
802,343 49,556 13,627 - 36,327 901,853
2,588 - - - - 2,588
- - - 43,093 - 43,093
R - - - 1,104 1,104
16,525 - - - - 16,525
- - - - 5,391 5,391
7,133 - - - - 7,133
- - - - 2,370 2,370
982,187 49,556 13,627 43,093 45,192 1,133,655
(18,536) 204,386 8,932 5,780 (20,128) 180,434
175,826 - - - 29,975 205,801
(189,093) (205,801) - - - (394,894)
(13,267) (205,801) - - 29,975 (189,093)
(31,803) (1,415) 8,932 5,780 9,847 (8,659)
434,634 15,350 27,130 88,284 114,587 679,985
$ 402,831 $ 13,935 $ 36,062 94,064 $ 124,434 $ 671,326

See accompanying notes to the basic financial statements.
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TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT
As of and for the Year Ended June 30, 2013

Reconciliation of Governmental Funds and Government-Wide Financial Statements:

Fund balances of governmental funds S 671,326

Amounts reported for governmental activities in the statement of net assets
are different because:

Capital assets used in governmental activities of $2,416,762, net of accumulated
depreciation of $751,031 are not financial resources and, therefore, are not

reported in the funds. 1,665,731

Long-term liabilities are not due and payable in the current period and

therefore are not reported as liabilities in the fund financial stateents. (109,169)
Net assets of governmental activities $2,227,888
Net changes in fund balances - total governmental funds S (8,659)

Amounts reported for governmental activities in the statement of activities are
different because:

Governmental funds report capital outlays as expenditures while
governmental

activities report depreciation expense to allocate those expenditures over the

life of the assets:

Capital asset purchases capitalized 31,031
Removal of net book value of assets that were sold or transferred (41,638)
Depreciation expense (104,552)
(115,159)

Repayment of debt principal is an expenditure in the governmental funds, 36,514

but the repayment reduces long-term liabilities in the statement of net position.

Change in net position of governmental activities S (87,304)

See accompanying notes to the basic financial statements.
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TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT
As of and for the Year Ended June 30, 2013

Proprietary Funds Statement of Net position (Modified Cash Basis) —June 30, 2013

Chouteau Public

Works Authority
Assets
Current assets:
Cash and cash equivalents S 521,188
Investments 841,286
Total current assets 1,362,474
Noncurrent assets:
Restricted debt service funds 11,468
Capital assets, net of accumulated depreciation 4,572,692
Total noncurrent assets 4,584,160
Total assets S 5,946,634
Deferred Outflows
Loan issuance costs S 128,498
Liabilities
Current liabilities:
Bonds payable - current portion S 35,000
Note payable - current portion 64,000
Total current liabilities 99,000
Noncurrent liabilities:
Meter deposit liability 95,358
Bonds payable - noncurrent portion 365,000
Note payable - noncurrent portion 3,449,000
Total noncurrent liabilities 3,909,358
Total liabilities 4,008,358
Net Position
Invested in capital assets, net of related debt 788,190
Restricted for debt service 55,183
Unrestricted 1,223,401
Total net position S 2,066,774

See accompanying notes to the basic financial statements.
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TOWN OF CHOUTEAU, OKLAHOMA

ANNUAL FINANCIAL REPORT

As of and for the Year Ended June 30, 2013

Proprietary Fund Statement of Revenues, Expenses and Changes in Net position (Modified Cash Basis)
—Year Ended June 30, 2013

Chouteau Public

Works Authority
Operating revenues:
Charges for sales and services:
Natural gas S 423,987
Water 348,836
Sewer 187,712
Sanitation 180,640
Other 34,439
Total operating revenues 1,175,614
Operating expenses:
Personal services 313,229
Natural gas and transportation 202,910
Sales tax paid 56,035
Water purchases 129,146
Sanitation contactor 162,932
Professional fees 8,325
Insurance 19,189
Repairs and maintenance 82,389
License and permits 2,336
Training 1,712
Office 19,801
Other expense 25,729
Utilities and telephone 27,359
Depreciation 225,758
Total operating expenses 1,276,850
Operating loss (101,236)
Nonoperating revenue (expense):
Transfer from primary government 189,093
Loss on disposal of asset (9,653)
Interest and fees expense (215,640)
Payments to debt refunding escrow (Note 5) (227,495)
Investment income 5,244
Total nonoperating revenue (expense) (258,451)
Change in net position (359,687)
Net position — beginning 2,426,461
Net position — ending S 2,066,774

See accompanying notes to the basic financial statements.
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TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT
As of and for the Year Ended June 30, 2013

Proprietary Funds Statement of Cash Flows (Modified Cash Basis) — Year Ended June 30, 2013
Chouteau Public

Works Authority
Cash flows from operating activities:
Receipts from customers S 1,173,336
Payments to suppliers (737,862)
Payments to employees (313,229)
Net cash provided by (used in) operating activities 122,245
Cash flows from noncapital financing activities:
Transfers from other funds 189,093
Net cash flows from noncapital financing activities 189,093
Cash flows from capital and related financing activities:
Purchases of capital assets (105,685)
Principal paid on capital debt (30,000)
Interest and fees paid on capital debt (215,640)
Proceeds from debt issuance 3,513,000
Loan issuance costs (128,498)
Payments to bond refunding escrow — (Note 5) (3,752,495)
Net cash provided by (used in) capital and related financing activities (719,318)
Cash flows from investing activities
Investment income 1,116
Proceeds from certificate of deposit 53,836
Decrease in bond sinking fund 391,716
Net cash provded by (used in) investing activities 446,668
Net increase (decrease) in cash and cash equivalents 38,688
Cash and equivalents - beginning of year 482,500
Cash and equivalents - end of year S 521,188
Reconciliation of operating income to net cash provided:
Operating income (loss) (101,236)
Adjustments to reconcile operating income to net cash provided
(used) by operating activities:
Decrease in meter deposit liability (2,278)
Depreciation expense 225,759
Net cash provided by operating activities S 122,245
Noncash investing, capital and financing activities
Increase in fair value of investments 4,128
Loss on disposition of capital assets 9,653

See accompanying notes to the basic financial statements.
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TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT
As of and for the Year Ended June 30, 2013

Summary of Significant Accounting Policies
A. Financial Reporting Entity

The Town’s financial reporting entity includes two separate legal entities reported as the primary
government as follows:

e The Town of Chouteau — operates the public safety, streets, parks and recreation, and
administrative activities of the Town. The Town is governed under the statutory town Board
of Trustees form of government.

e The Chouteau Public Works Authority — a trust that operates the natural gas, water, sewer,
and sanitation services for the Town. The Town of Chouteau is the beneficiary of CPWA. The
Authority is managed by a Board of Trustees made up of members of the Town Board of
Trustees plus two other appointed members.

In determining the financial reporting entity, the Town complies with the provisions of Governmental
Accounting Standards Board Statement No. 14, “The Financial Reporting Entity” and includes all
component units for which the Town is financially accountable.

The component unit is a Public Trust established pursuant to Title 60 of Oklahoma State law. A Public
Trust (Trust) has no taxing power. The Trust is generally created to finance Town services through
issuance of revenue bonds or other non-general obligation debt and to enable the Town’s Board of
Trustees to delegate certain functions to the governing body (Trustees) of the Trust. The Trust
generally retains title to assets which are acquired or constructed with the Trust debt or other Trust
generated resources. In addition, the Town has leased certain existing assets at the creation for the
Trust to the Trustees on a long-term basis. The Town, as beneficiary of the Public Trust, receives title
to any residual assets when a Public Trust is dissolved.

As required by state law, all debt obligations incurred by the above trust must be approved by two-
thirds vote of the Town’s Board of Trustees. This is considered sufficient imposition of will to
demonstrate financial accountability and to include the trust within the Town’s financial reporting
entity. The public trust does not issue separate annual financial statements.

B. Basis of Presentation and Accounting
Government-Wide Financial Statements:

The statement of net position and activities are reported on a modified cash basis of accounting. The
modified cash basis of accounting is based on the recording of cash and cash equivalents and changes
therein, and only recognizes revenues, expenses, assets and liabilities resulting from cash transactions
adjusted for modifications that have substantial support in generally accepted accounting principles.
These modifications include adjustments for the following balances arising from cash transactions:

. capital assets and the depreciation of those assets, where applicable
. long-term debt

. cash-based inter-fund receivables and payables

. other cash-based receivables/payables

. investments

. utility deposit liabilities
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TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT
As of and for the Year Ended June 30, 2013

As a result of the use of this modified cash basis of accounting, certain assets and their related
revenues (such as accounts receivable and revenue for billed or provided services not yet collected,
and accrued revenue and receivables) and certain liabilities and their related expenses (such as
accounts payable and expenses for goods or services received but not yet paid, and accrued expenses
and liabilities) are not recorded in these financial statements.

Program revenues within the statement of activities are derived directly from each activity or from
parties outside the Town’s taxpayers. The Town has the following program revenues in each activity:

° General government: License and permits and operating grants

. Public safety: Fine revenue, fire runs, rural fire policies, and operating grants

. Streets and highways: Gas excise and commercial vehicle taxes, and operating and capital grants
. Cemetery: Internment fees and lot sales

For business-type activities, Financial Accounting Standard Board (FASB) pronouncements and
Accounting Principles Board (APB) opinions issued on or before November 30, 1989, have been
applied as they apply to the modified cash basis, unless those pronouncements conflict with or
contradict GASB pronouncements, in which case, GASB prevails.

Governmental Funds:
The Town’s governmental funds are comprised of the following:
Major Funds.

e General Fund — accounts for all activities not accounted for in other special-purpose funds

e  Court Fund - funded by collections from municipal court fines and forfeitures, constrained to
a separate fund by action of the Town’s Board of Trustees (“the Board”), a portion of which
is restricted to the payment of fees collected on behalf of other governments, and the
residual is transferred to the general and police training funds.

e Special Fire Fund - funded by contractual fire protection service fees and hotel-motel taxes
that have been set aside by the Town’s Board in addition to grants from other governments
and/or organizations for purchase of capital assets used to support fire protection services.

e Street and Alley Fund - funded from various sources to include motor vehicle tax and State
shared motor fuel tax restricted by State law as well as franchise and other grant funds
constrained by action of the board for the purpose of construction, maintenance, and/or
repair of streets and alleys.

Non-Major Funds (Reported as Other Governmental Funds):

e Police Training - funded by transfers from the Municipal Court Fund and committed by the
Board to funding the training of police officers and/or purchase of equipment for the police
department.

e CDBG — accounts for CDBG grant activities

e Cemetery - funded by 87.5% of revenue from lot sales and internments, constrained to a
separate fund by action of the Board, committed to maintenance and provision of services
for the cemetery

e Cemetery Care - Funded by 12.5% of revenue from lot sales and internments, expenditures
restricted by State law for cemetery capital improvements.

e Senior Citizens - Funded by fees for services provided at the Senior Citizen’s center
committed by action of the Board for sole expenditure to support the services provided.

19|Page



TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT
As of and for the Year Ended June 30, 2013

The governmental funds are reported on a modified cash basis of accounting and current financial
resources measurement focus. Only current financial assets and liabilities resulting from cash
transactions are included in the fund balance sheets. The operating statements present sources and
uses of available spendable financial resources during a given period. The reconciliation of the
governmental funds financial statements to the governmental activities presentation in the
government-wide financial statements is the result of the use of the economic resources
measurement focus at the government-wide level.

Proprietary Funds:

The Town accounts for all proprietary activities through the Chouteau Public Works Authority fund.
For purposes of the statement of revenues, expenses and changes in fund net position, operating
revenues and expenses are considered those whose cash flows are related to operating activities,
while revenues and expenses related to financing, capital and investing activities are reported as non-
operating or transfers and contributions.

The general fund is legally required to adopt an annual budget or appropriations. A public trust is not
required to adopt legal annual appropriations. While the Trust develops an annual budget, it is for
financial management purposes and does not constitute legal appropriations.

C. Cash, Cash Equivalents, and Investments

Cash and cash equivalents include all demand and savings accounts, and certificates of deposit with an
original maturity of six months or less. Investments consist of long-term certificates of deposits and are
reported at cost plus earned interest, if interest is not paid out, as of the last statement.

D. Capital Assets and Depreciation

E.

Reported capital assets are limited to those acquired with cash and cash equivalents consistent with
the modified cash basis of accounting. The accounting treatment of property, plant and equipment
(capital assets) depends on whether the assets are used in governmental fund type or proprietary
fund operations and whether they are reported in the government-wide or fund financial statements.
In the government-wide and proprietary fund financial statements, property, plant and equipment are
accounted for as capital assets, net of accumulated depreciation where applicable. In the
governmental fund financial statements, capital assets acquired are accounted for as capital outlay
expenditures reported within the applicable functional category and not reported as capital assets.

Capital assets consist of land, land improvement, construction in progress, buildings and building
improvements, machinery and equipment, and infrastructure. A capitalization threshold of $2,500 is
used to report capital assets.

Depreciable capital assets are depreciated on a straight-line basis over their estimated useful lives.
The estimated useful lives by type of asset are as follows:

. Buildings 5-60 years
. Improvements, other than buildings 2-50 years
. Machinery, furniture and equipment 3-40 years
. Utility property and improvements 5-50 years
o Infrastructure 2-50 years

Long-Term Debt

Reported long-term debt is limited to debt arising from cash transactions consistent with the modified
cash basis of accounting. Accounting treatment of long-term debt varies depending upon whether
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source of repayment is from governmental fund types or proprietary fund type resources and whether
they are reported in the government-wide or fund financial statements. All long-term debt resulting
from cash transactions to be repaid from governmental and business-type resources are reported as
liabilities in the government-wide statements. Long-term debt for governmental funds is not reported
as liabilities in the fund financial statements. The debt proceeds are reported as other financing
sources and payment of principal and interest reported as expenditures. The accounting for the
proprietary fund is the same in the fund statements as it is in the government-wide statements.

F. Compensated Absences

As a result of the use of the modified cash basis of accounting, liabilities related to accrued
compensated absences are not recorded in the financial statements. Expenditures/expenses related
to compensated absences are recorded when paid.

G. Fund Balances and Net position

Fund Balances:

Fund balances generally reported in the governmental funds financial statements are displayed in the
following components:

a. Nonspendable — amounts that cannot be spent due to form; for example, inventories and prepaid
amounts

b. Restricted —amounts constrained for a specific purpose by external parties, constitutional
provision or enabling legislation.

c. Committed — amounts constrained for a specific purpose by the Town’s Board of Trustees

d. Assigned — residual amounts for any funds other than the general fund; in the general fund,
amounts constrained by the Board for a specific purpose

e. Unassigned — in the general fund, residual amounts not classified in another classification; for all
other funds, only residual deficit amounts

It is the Town's policy to use restricted assets first when they are available for expenditure. When
restricted assets are not available, unrestricted assets are used in the following order: committed,
assigned, and then unassigned amounts.

Net position:

Net position is displayed in three components:

a. Invested in capital assets, net of related debt - Consists of capital assets including restricted
capital assets, net of accumulated depreciation and reduced by the outstanding balances of any
bonds, mortgages, notes, or other borrowings that are attributable to the acquisition, construction, or
improvements of those assets.

b.  Restricted net position - Consists of net position with constraints placed on the use either by 1)
external groups such as creditors, grantors, contributors, or laws and regulations of other
governments, or 2) law through constitutional provisions or enabling legislation.

c.  Unrestricted net position - All other net position that do not meet the definition of “restricted” or
“invested in capital assets, net of related debt.”

H. Internal and Inter-fund Balances and Transfers

The Town'’s policy is to eliminate inter-fund transfers and balances in the statement of activities and
net position to avoid the grossing up of balances. Only the residual balances transferred between
governmental and business-type activities are reported as internal transfers and internal balances
then offset in the total column in the government-wide statements. Internal transfers and balances
between funds are not eliminated in the fund financial statements.
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l. Use of Estimates

Certain estimates are made in the preparation of the financial statements, such as estimated lives for
capital assets depreciation. Estimates are based on management’s best judgments and may vary from
actual results.

Deposits and Investments
For the year ended June 30, 2013, the Town recognized $7,993 of investment income. At June 30, 2013, the
primary government held the following deposits and investments:
Governmental Business-type Carrying
Type Activities Activities Value
Demand deposits $ 369,803 $ 521,188 $ 890,991
Time deposits - certificates of deposit 305,530 841,286 1,146,816
Short term US Treasuries Money Market Fund - 3,763,963 3,763,963
Total deposits 675,333 5,126,437 5,801,770
Less:
Debt refunding escrow (US Treasuries MMF) (3,752,495) (3,752,495)
Available deposits $ 675,333 $ 1,373,942 $ 2,049,275
Reconciliation to the statement of net position:
Cash and cash equivalents $ 369,803 $ 521,188 $ 890,991
Investments 305,530 841,286 1,146,816
Restricted cash and cash equivalents - 11,468 11,468
Total $ 675,333 $ 1,373,942 $ 2,049,275

Custodial Credit Risk - Custodial credit risk is the risk that in the event of a bank failure, the government
deposits may not be returned to it. The Town is governed by the State Public Deposit Act which requires
that the Town obtain and hold collateral whose fair value exceeds the amount of uninsured deposits.
Investment securities are exposed to custody credit risk if the securities are uninsured, are not registered in
the name of the government, and if held by a counterparty or a counterparty’s trust, department or agent,
but not in the government’s name.

The Town’s policy requires that all deposits and investments in excess of amounts covered by federal
deposit insurance be fully collateralized by the entity holding the deposits or investments. As of June 30,
2013 all of the Town’s deposits and investments were either covered by federal deposit insurance or were
fully collateralized.

Investment Interest Rate Risk — Interest rate risk is the risk that changes in interest rates will adversely affect
the fair value of an investment. The Board of Trustees monitors the investment performance on an ongoing
basis to limit the Town’s interest rate risk. As of June 30, 2013, the Town’s deposits consisted of demand
deposits, certificates of deposit, and investments in a money market fund targeting short term US
Treasuries. All of the Town’s investments had a maturity date of 12 months or less.

Investment Credit Risk — The Town follows the Oklahoma state statutes that generally authorize investments
in: (1) full faith and credit, direct obligations of the U. S. Government, its agencies and instrumentalities,
and the State of Oklahoma and certain mortgage insured federal debt; (2) certificates of deposit or savings
accounts that are either insured or secured with acceptable collateral; (3) negotiable certificates of deposit,
prime bankers acceptances, prime commercial paper and repurchase agreements with certain limitations;
(4) county, municipal or school district tax supported debt obligations, bond or revenue anticipation notes,
money judgments, or bond or revenue anticipation notes of public trusts whose beneficiary is a county,
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municipality or school district; and government money market funds regulated by the SEC. These
investment limitations do not apply to the Town’s public trusts.

As of June 30, 2013, the Town did not hold any securities with credit ratings.

Concentration of Investment Credit Risk — Exposure to concentration of credit risk is considered to exist
when investments in any one issuer represent a a significant percent of total investments of the Town (any
over 5% are disclosed). Investments issued or explicitly guaranteed by the U.S. government and
investments in mutual funds, external investment pools, and other pooled investments are excluded from
this consideration. The Town has no policy regarding concentration of credit risk.

At June 30, 2013, the Town had no concentration of credit risk as defined above.

Restricted Cash and Investments — The amounts reported as restricted assets on the statement of net
position are comprised of amounts restricted for debt service.

3. Capital Assets and Depreciation

For the year ended June 30, 2013, capital asset balances changed as follows:

Balance at Balance at
June 30, 2012 Additions Disposals June 30, 2013
Governmental:
Capital assets not being depreciated:
Land $ 31,200 $ - $ - $ 31,200
Capital assets being depreciated:
Buildings 886,271 - - 886,271
Infrastructure 98,526 31,031 - 129,557
Equipment 1,500,690 - 130,956 1,369,734
Total capital assets being depreciated 2,485,487 31,031 130,956 2,385,562
Less accumulated depreciation:
Buildings 223,174 15,191 - 238,365
Infrastructure 5,617 29,669 - 35,286
Equipment 507,006 59,692 89,318 477,380
Total accumulated depreciation 735,797 104,552 89,318 751,031
Governmental, net capital assets $ 1,780,890 $ (73,521) $ 41,638 $ 1,665,731
Business-type
Capital assets not being depreciated:
Land $ 27,500 $ - $ - $ 27,500
Capital assets being depreciated:
Buildings 107,592 - - 107,592
Infrastructure 7,349,610 82,583 - 7,432,193
Equipment 332,951 23,101 18,505 337,547
Total capital assets being depreciated 7,790,153 105,684 18,505 7,877,332
Less accumulated depreciation
Buildings 88,009 4,648 - 92,657
Infrastructure 2,896,049 189,249 - 3,085,298
Equipment 131,176 31,861 8,852 154,185
Total accumulated depreciation 3,115,234 225,758 8,852 3,332,140
Business-type, net capital assets $ 4,702,419 $ (120,074) $ 9,653 $ 4,572,692
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Depreciation of capital assets is included in total expenses and is charged or allocated to the activities
primarily benefiting from the use of the specific asset. Depreciation expense has been allocated as follows:

Governmental activities: Business-type activities:
Finance $ 14,161 Gas $ 17,685
Public safety 78,097 Sewer 161,195
Streets and alleys 8,478 Water 17,145
Cemetery 3,400 General utility 29,733
Parks and recreation 416

Total depreciation $ 104,552 Total depreciation $ 225,758

4. Lease Purchase Obligations

The Town has entered into lease purchase agreements as lessee for financing the acquisitions of equipment.
The lease purchase agreements qualify as capital leases for accounting purposes since title transfers at the
end of the lease term and it has been recorded at the present value of the future minimum lease payments.

The schedule of future minimum lease payments under the capital lease and the present value of the net
minimum lease payments at June 30, 2013 is as follows:

Year
ended Governmental Activities
June 30, Police Cars Tanker Total

2014 $ 9,735 $ 32,322 $ 42,057

2015 9,735 32,322 42,057

2016 2,792 29,629 32,421
Total minimum lease payments 22,262 94,273 116,535
Less: Amount representing interest (968) (6,398) (7,366)
Present value of minimum lease payments $ 21,294 $ 87,875 $ 109,169

5. Long-Term Debt and Debt Service Requirements

Current Debt Refunding and Related Defeasance

On March 14, 2013, the Chouteau Public Works Authority issued a loan, payable to the Oklahoma Water
Resource Board (OWRB) in the amount of $ 3,513,000 with an average interest rate of 2.3%, to assist the
Authority in refunding $ 3,525,000 of outstanding revenue bonds with an average interest rate of 5.58% .
Sufficient funds were transferred from the sinking fund accumulated for the revenue bonds to permit a total
escrow deposit of $3,752,495 (after payment of $ 128,498 in underwriting fees, insurance, and other
issuance costs) which has been invested in a short term US Treasury Money Market Fund with the Bank of
Oklahoma serving as trustee. This amount is considered to be sufficient to fully redeem $3,525,000 of the
revenue bonds, series 2006, with maturity dates of 11/1/2020 through 11/1/2036, including $35,250 in
advance refunding premiums and $192,245 in refunded interest. The bonds are scheduled to be refunded
on November 1, 2013. As a result, these bonds are considered to be defeased and the liability for those
bonds has been removed from the financial statements. This refunding decreases total debt service
payments over the next 24 years by approximately $ 1.6 million. Due to the modified cash basis of
accounting, no economic gain has been recognized from this transaction. Because of the short time between
the date of the defeasance and the date of the planned bond redemption, the difference between the
reacquisition price ($3,752,495) and the carrying value of the bonds to be redeemed ($3,525,000) has been
fully expensed in the current year.
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For the year ended June 30, 2013, the Town’s long-term debt changed as follows:

Balance Balance Amount Due
July 1, 2012 Additions Deductions June 20, 2013 Within One Year
Business-type:
OWRB Refunding CWSRF loan  $ - $ 3,513,000 $ - $ 3,513,000 $ 64,000
Utility system revenue bonds 3,955,000 - 3,555,000 400,000 35,000
$ 3,955,000 $ 3,513,000 $ 3,555,000 $ 3,913,000 $ 99,000

At June 30, 2013 the Town had the following debt outstanding, arising from cash transactions, to be repaid
from business-type activities:

Utility System Revenue Bonds, Series 2006, dated November 1, 2006, in the amount
of $4,020,000 with interest rates of 4.0% to 5.5%, net of $3,525,000 to be advance
refunded on November 1, 2013. The remaining un-refunded amount is scheduled
to be paid in annual installments with a final payment of $80,000 due November 1,
2019 S 400,000

OWRB Refunding Loan Series 2013 payable to the Oklahoma Water Resources Board

as part of the Clean Water State Revolving Fund loan program (CWSRF), dated March 15,

2013, in the amount of $3,513,000, due in semi-annual installments with a final

Installment due September 15, 2036 in the amount of $110,000. The note is secured

by water, sewer, sanitation, and gas revenues, the proceeds of a one cent sales tax,

and a mortgage on the water and sewer systems and is subordinate to the revenue

bonds. $3,513,000

Payment Requirements to Maturity:

Year ended Business-type activities
June 30, Principal Interest
2014 $ 99,000 $ 101,029
2015 124,000 97,398
2016 137,000 93,885
2017 134,000 89,267
2018 136,000 84,714
2019 to 2023 727,000 349,188
2024 to 2028 856,000 251,003
2029 to 2033 960,000 147,005
2034 to 2038 740,000 34,565
Total $ 3,913,000 $ 1,248,054

6. Debt Service Coverage

The Utility System Revenue Bonds require the Authority to maintain a schedule of charges, fees, and rates
sufficient to produce annual net revenues not less than 110% of the actual principal and interest
requirements on the bonds after payment of all operating and maintenance expenses. The appropriation of
sales tax by the Town of Chouteau to the Authority is included for the purpose of calculating net revenue.
The OWRB refunding loan requires the Authority to maintain a debt coverage ratio of 125% utilizing the
same calculation methodology described above.
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Ratio of net revenue to debt service:

Operating revenue $1,175,614
Sales tax appropriations 189,093
Operating expenses (1,276,850)
Depreciation 225,759
Investment income 5,244
Revenue available for debt service $ 318,860
Annual debt service $ 245,640
Coverage ratio 130%

7. Risk Management

The Town and its public trust are exposed to various risks of loss related to torts; theft of, damage to, or
destruction of assets; errors and omissions; injuries to employees; employee health and life; and natural
disasters. These risks are managed by securing commercial insurance for all risks except workers’
compensation. Management believes such insurance coverage is sufficient to preclude any significant
uninsured losses. Settled claims have not exceeded this insurance coverage in any of the past three fiscal
years. The deductibles for each line of coverage are as follows:

General liability, including property S0 - $5,000 per occurrence
Automobile liability S0

The Town participated in the Oklahoma Municipal Assurance Group’s (OMAG) Workmen’s Compensation
Plan.

The OMAG Workers’ Compensation Plan (the Plan) became effective October 1, 1984. The purpose of the
Plan is to provide workers’ compensation coverage through the State Insurance Fund to participating
municipalities in the State of Oklahoma. In that capacity, the Plan is responsible for providing loss control
services and certain fiscal activities including obtaining contract arrangements for the underwriting, excess
insurance agreements, claims processing, and legal defense for any and all claims submitted to it during the
plan year. A plan year normally begins at 12:01 am on July 1, in any year and ends at Midnight June 30, of
the following calendar year. The Plan, or its designated agent, has a right to audit at all reasonable times
such books and records of the participant as necessary to determine the monies owed for benefits provided
to the municipality or its employees.

The Town has entered into an agreement with the Plan to participate in the coverages and services that the
Plan offers. The Town has the responsibility to pay fees set by the Plan and to pay those fees from funds
appropriated for that purpose according to the established payment schedule. In addition, the Town is
responsible for complying with all requirements of the Oklahoma Workers Compensation Act. The Town has
a right to the return of any Loss Funds set aside for claims which have not been paid out in benefits.

The Town maintains Loss Fund balances with OMAG in respect to the Town’s worker’s compensation
retention. CompSource Oklahoma provides coverage in excess of the Town’s retention levels so each
participant’s liability for claim losses is limited to these retention levels. Failure of CompSource Oklahoma to
honor its obligations could result in losses to the Plan. However, OMAG’s evaluation of the financial
condition of CompSource Oklahoma indicates that CompSource Oklahoma is presently financially sound and
will be able to meet its contractual obligations.

6. Employee Retirement Plan Participation
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Oklahoma Firefighter’s Pension and Retirement System

The Town participates in a statewide, cost-sharing, multiple-employer benefit plan on behalf of firefighters.
The system is administered by an agency of the State of Oklahoma and funded by contributions from
participants, employers, insurance premium taxes, and state appropriations, as necessary. For 2013, the
Town's annual required contribution was $14,177 for the OFPRS plan which was equal to the Town's actual
contribution. The following is a summary of eligibility factors, contribution methods, and benefit provisions.

Eligibility to participate All full-time or voluntary firefighters of a participating
municipality hired before age 45
Authority establishing contribution obligations State Statute
and benefit provisions

Plan members’ contribution rate 8% of covered payroll
Town’s contribution rate 13% of covered payroll/$60 per volunteer
Period required to vest 10 years
Benefits and eligibility for distribution 20 years credited service, 2 %% of final average salary
(full time employee) multiplied by the years of credited service with a
maximum

of 30 years considered. If vested, at or after age 50, or
after 10 but before 20 years of credited service with
reduced benefits

Benefits and eligibility for distribution 20 years credited service equal to $5.46 per month per
(volunteer) year of service with a maximum of 30 years considered
Deferred retirement option Yes, 20 years credited service with continued service for

30 or more years

Provisions for:
Cost of living adjustments (normal retirement) Yes, if vested by May, 1983

Death (duty, non-duty, post retirement) Yes
Disability Yes
Cost of living allowances Yes

The OFPRS issues a publicly available financial report that includes financial statements and required
supplementary information. That report may be obtained by writing to:

OFPRS
4545 N. Lincoln Blvd., Suite 265
Oklahoma City, OK 73105-3414

Oklahoma Municipal Retirement Fund

The Town participates in a Defined Contribution Program through the Oklahoma Municipal Retirement Fund
(OMREF) for active employees. The Program provides a savings vehicle for individual employees where funds
are credited to participant accounts and then pooled for investment through OMRF. All gains and/or losses
are credited directly to each participant. Upon retirement, termination, disability or death, the vested
portion of the participant’s account is paid to the participant or beneficiary. The benefit payable is based on
the accumulation of employee and employer contributions, forfeitures and interest earnings.
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Eligible employees are required to contribute 3% of earnings and the Town contributes 2.65%. The Town'’s
contributions are vested at the rate of 20% per year. Forfeited non-vested amounts reduce the employer’s
contributions. For the year ended June 30, 2013, the Town contributed $16,129 which was equal to its
required contribution.

Prior to July 1, 1993 Town employees participated in a Defined Benefit plan. AtJanuary 1, 2013, there were
2 retirees and no active employees covered by the plan. The actuarially determined present value of
benefits at that time was $15,623 and the funding deficiency was $1,224, requiring the Town to make
payments of $261 per year for the next 6 years in order to fully amortize the funding deficiency. The
actuarial assessment was determined using a 7.5% interest rate, UP-94 mortality (projected), and assumed
no cost of living adjustments.

Commitments and Contingencies
Compensated Absences:

As a result of the Town’s use of the modified cash basis of accounting, accrued liabilities related to
compensated absences (vacation and sick leave) earned but unpaid at year-end are not reflected in the basic
financial statements.

Litigation:

From time to time, the Town and its public trust may be parties to various legal proceedings or have
threatened litigation which normally occurs in the course of municipal governmental operations; however
the town’s legal counsel advises that at report date there were no pending issues. State Constitution and
statutes provide for the levy of an ad valorem tax over a three-year period by a sinking fund for the payment
of any court assessed judgment rendered against the Town. (This provision is not available to public trusts.)
The Town also carries insurance that provides some degree of protection for litigation and legal proceedings.

Federal and State Award Programs:

The Town of Chouteau participates in various federal or state grant/loan programs from year to year. The
grant/loan programs are often subject to additional audits by agents of the granting or loaning agency, the
purpose of which is to ensure compliance with the specific conditions of the grant or loan. The Town has not
been notified of any noncompliance with federal or state award requirements.

Cooperative Agreements and In-Kind Services

Maintenance of Streets and Alleys:

On May 9, 2011, the Town entered into an agreement with the Mayes County Board of Commissioners
(County) regarding the repair and maintenance of streets and alleys. In the agreement, the County will
supply special heavy equipment and operators for the routine maintenance of streets and alleys and the
town will furnish minor patchwork, materials, traffic controls, and flagmen. The financial statements do not
include any amounts related to the services provided by the County.

Subsequent Events

Management evaluated events and transactions that occurred after the balance sheet date for potential

recognition and disclosure through September 27, 2013, the date on which the financial statements were
available to be issued.
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Budgetary Comparison Statements (Modified Cash Basis) — Year Ended June 30, 2013 - UNAUDITED

GENERAL FUND

Variance with

Budgeted Amounts Actual Final Budget
Positive
Original Final Amounts (Negative)
Beginning budgetary fund balance S 199,862 S 199,862 S 434,634 S 234,772
Resources (inflows)
Taxes 784,850 784,850 812,985 28,135
Intergovernmental 25,900 25,900 24,869 (1,031)
Licenses and permits 3,400 3,400 4,801 1,401
Reimbursements 32,000 32,000 - (32,000)
Fire runs 11,500 11,500 8,675 (2,825)
Rents 15,000 15,000 29,986 14,986
Investment income 2,000 2,000 2,139 139
Donations 100 100 652 552
Miscellaneous 4,800 4,800 19,481 14,681
Transfer from court fund 168,000 168,000 175,826 7,826
Total resources (inflows) 1,047,550 1,047,550 1,079,414 31,864
Amounts available for
appropriation 1,247,412 1,247,412 1,514,048 266,636
Charges to appropriations (outflows):
Personal services 760,881 765,681 712,695 52,986
Materials and supplies 75,340 71,240 67,706 3,534
Other services 153,275 157,075 137,348 19,727
Capital outlay 7,250 7,250 4,375 2,875
Transfer to CPWA, net 170,000 192,000 189,093 2,907
Total charges to
appropriations 1,166,746 1,193,246 1,111,217 82,029
Ending budgetary fund balance S 80,666 S 54,166 S 402,831 S 348,665

Footnotes to Budgetary Comparison Schedule:

1. The budgetary comparison schedules are reported on the same modified cash basis as governmental funds
within the basic financial statements.

2.

The legal level of appropriation control is the department level within a fund. Transfer appropriations require
the Mayor’s approval and supplemental appropriations require the Board of Trustee’s approval.
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Combining Balance Sheet (Modified Cash Basis) — Non-major Governmental Funds — June 30, 2013 -

UNAUDITED

Assets:

Cash and cash equivalents

Investments

Total assets

Fund Balance:

Restricted

Unrestricted:
Committed - budgetary
Assigned - special revenue
Unassigned

Total fund balance

Total

Police Cemetery Senior Nonmajor
Training CDBG Cemetery Care Citizens Funds
51,352 1 $ 29,806 $ 11,728 5,307 $ 98,194

- - 26,240 - - 26,240
51,352 1 $ 56,046 $ 11,728 5,307 $ 124,434

- - $ - $ 11,728 - $ 11,728
16,235 - 4,000 - 500 20,735
35,117 1 52,046 - 4,807 91,971
51,352 1 $ 56,046 $ 11,728 5,307 $124,434
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Combining Statement of Revenues, Expenditures and Changes in Fund Balance (Modified Cash Basis) —

Non-major Governmental Funds — Year ended June 30, 2013 - UNAUDITED

Revenues:
Cemetery sales
Motel tax
Grants
Rents
Other
Interest
Total Revenues

Expenditures:
Public safety
Senior citizens
Cemetery
Other
Total expenditures

Excess of revenues over expenditures

Other financing sources:
Transfer from other funds

Net change in fund balance

Fund balance - beginning

Fund balance - ending

Police Cemetery Senior Nonmajor
Training CDBG Cemetery Care Citizens
$ - $ - $ 10,763 $ 1,537 $ - $
7,563 - - - -
- 2,370 - - -
- - - - 1,650
732 - 176 - -
118 - 155 - -
8,413 2,370 11,094 1,537 1,650
36,327 - - - -
- - - - 1,104
- - 5,391 - -
- 2,370 - - -
36,327 2,370 5,391 - 1,104
(27,914) - 5,703 1,537 546
29,975 - - - -
2,061 - 5,703 1,537 546
49,291 1 50,343 10,191 4,761
$ 51,352 $ 1 $ 56,046 $ 11,728 $ 5,307 $ 124,434
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COMPLIANCE

33|Page



TOWN OF CHOUTEAU, OKLAHOMA
ANNUAL FINANCIAL REPORT
As of and for the Year Ended June 30, 2013

Anne Marie Elfrink, MS, CPA

Member AICPA, OSCPA, GFOA
3119 E 87" Street 918-361-2133
Tulsa, Oklahoma 74137 Fax: 918-512-4280

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable Mayor and Board of Trustees
Town of Chouteau, Oklahoma

| have audited the financial statements — modified cash basis of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Town of Chouteau, Oklahoma, as
of and for the year ended June 30, 2013, which collectively comprise the Town of Chouteau’s basic financial
statements and have issued my report thereon dated September 27, 2013. As discussed in Note 1, the Town
prepares its financial statements on the modified cash basis, which is a comprehensive basis of accounting other
than accounting principles generally accepted in the United States of America. | conducted my 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.

Internal Control Over Financial Reporting

Management of the Town of Chouteau, Oklahoma, is responsible for establishing and maintaining effective
internal control over financial reporting. In planning and performing my audit, | considered the Town’s internal
control over financial reporting as a basis for designing my auditing procedures for the purpose of expressing my
opinions on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Town’s internal control over financial reporting. Accordingly, | do not express an opinion on the effectiveness of
the Town of Chouteau, Oklahoma’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

My consideration of internal control was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or,
significant deficiencies. Given these limitations, during my audit | did not identify any deficiencies in internal
control that | consider to be material weaknesses. However, material weaknesses may exist that have not been
identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Town’s financial statements are free of material
misstatement, | performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
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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

my audit, and accordingly, | do not express such an opinion. The results of my tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards

Purpose of This Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

%W//WW/ w5, H

Anne Marie Elfrink, MS, CPA

Tulsa, Oklahoma
September 27, 2013
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