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TOWN OF CARNEY

STATEMENT OF NET ASSETS

Assets:
Cash and investments:
Cash & cash equivalents (Note 1)
Receivables (net of allowance for
uncollectibles):
Accounts receivable
Unbilled revenues
Taxes .
Due to/from others

Capital assets:
Depreciable buildings, property, equipment and
infrastructure, net of depreciation (Notes 1 & 2)

Total assets

Liabilities:
Accounts payable
Payroll taxes payable
Accrued compensated absences
payable (Note 1)
Interest payable
Notes payable (Note 2)

Total liabilities

Net assets:
Invested in capital assets, net of related debt
Restricted
Unrestricted

Total net assets

June 30, 2012

Primary Government

Governmental Business-Type
Activities Activities Total

$ 64,064 $ 17,203 § 81,267
- 11,129 11,129
- 14,189 14,189
42,610 - 42,610

(432) 432 -
355,385 376,134 731,519
$ 461,627 $ 419,087 $ 880,714
$ 11,615 $ 5603 $ 17,218
27,740 4,322 32,062
1,896 - 1,896
- 14 14
- 29,568 29,568
41,251 39,507 80,758
355,385 346,566 701,951
12,926 - 12,926
52,065 33,014 85,079
$ 420,376 $ 379,580 $ 799,956

The accompanying notes are an integral part of the basic financial statements.
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TOWN OF CARNEY
STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
Year Ended June 30, 2012

Program Revenues

Operating Capital Net
Charges for Grants and Grants and (Expense)/
Functions/Programs Expenses Services Contributions Contributions Revenue
Governmental activities:
General government:
City clerk $ 13,364 $ - $ - % -3 (13,364)
General government 46,470 525 - - (45,945)
Total general government 59,834 525 - - (59,309).
Public safety and judiciary:
Fire and ambulance 15,227 860 4,413 3,920 (6,034)
Municipal court 14,972 45,181 - - 30,209
Police 106,787 - - - (106,787)
Total public safety and judiciary 136,986 46,041 4,413 3,920 (82,612)
Transportation:
Streets 5,970 - - - (5,970)
Total transportation 5,970 - - - (5,970)
Unallocated depreciation 58,774 - - - (58,774)
Total governmental activities 261,564 46,566 4,413 3,920 (206,665)
Business-type activities .
Water & sewer service 83,595 60,988 - 77,945 55,338
General & administrative 5,523 30,279 - - 24,756
Sanitation service 47,719 59,811 - - 12,092
Financing costs 1,578 - - - (1,578)
Unallocated depreciation 23,453 - - - (23,453)
Total business-type activities 161,868 151,078 - 77,945 67,155
Total $ 423,432 $ 197,644 $ 4413 $ 81,865 $ (139,510)
Net (Expense) Revenue
and Changes in Net Assets
Governmental  Business-Type
Activities Activities Total
Net (expense)/revenue (206,665) 67,155 (139,510}
General revenues:
Taxes:
Sales and use taxes 79,402 - 79,402
Franchise taxes 21,334 - 21,334
Cigarette taxes 933 - 933
Intergovernmental 11,236 - 11,236
Gas excise taxes 1,648 - 1,648
Investment earnings 362 267 629
Miscellaneous 15,212 - 15,212
Transfers (2,800) 2,800 -
Total general revenues and transfers 127,327 3,067 130,394
Change in net assets (79,338) 70,222 (9,116)
Fund balance - beginning of year 499,714 309,358 809,072
Net assets - end of year $ 420,376 $ 379,580 $ 799,956

The accompanying notes are an integral part of the basic financial statements.
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TOWN OF CARNEY
BALANCE SHEET
GOVERNMENTAL FUNDS
June 30, 2012

Other Total
General Governmental Governmental
Fund Funds Funds
Assets:
Cash and investments:
Cash & cash equivalents $ 59,612 § 4,452 64,064
Accrued governmental
transfers 41,061 1,549 42,610
Due from others - 7,129 7,129
Total assets $ 100,673 $ 13,130 113,803
Liabilities:
Accounts payable $ 11411 3 204 11,615
Due to others 7,561 - 7,561
Payroll taxes payable 27,740 - 27,740
Total liabilities 46,712 204 46,916
Fund balance:
Restricted for: ‘
Other purposes - 12,926 12,926
Unassigned 53,961 - 53,961
Total fund balance 53,961 12,926 66,887
Total liabilities and
fund balance $ 100,673 $ 13,130 113,803

The accompanying notes are an integral part of the basic financial statements.
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TOWN OF CARNEY

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET TO THE GOVERNMENT-WIDE STATEMENT

OF NET ASSETS
June 30, 2012

Total Fund Balances - Total Governmental Funds

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

Long-term liabilities are not due and payable in the current period and
therefore are not reported in the funds. These liabilities consist of:

Accrued compensated absenses payable

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds. These assets consist of:

Equipment & vehicles $ 312,710

Building & improvements 282,024
Less: Accumulated Depreciation (239,349)

Net assets of governmental activities

The accompanying notes are an integral part of the basic financial statements.
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Other Total
General Governmental Governmental
Fund Funds Funds
Revenues:
Cigarette taxes $ 933 § - % 933
Interest 355 7 362
Franchise taxes 21,334 - 21,334
Gas excise taxes - 1,648 1,648
Intergovernmental programs 6,705 8,945 15,650
Fines and forfeits 45,181 - 45,181
Sales and use taxes 79,402 - 79,402
Donations and other 16,381 2,750 19,131
Total revenues 170,816 14,210 185,026
Expenditures:
Current:
General government 59,834 - 59,834
Public safety 124,565 10,525 135,090
Highways and roads - 5,970 5,970
Total expenditures 184,399 16,495 200,894
Excess of revenues over (under)
expenditures (13,583) (2,285) (15,868)
Other financing uses:
Operating transfers in (out) - (2,967) 167 (2,800.00)
Excess of revenues over (under)
expenditures & transfers ‘ (16,550) (2,118) (18,668)
Fund balance - beginning of year 70,511 15,044 85,555
Fund balance - end of year $ 53,961 $ 12,926 $ 66,887

TOWN OF CARNEY

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
Year Ended June 30, 2012

The accompanying notes are an integral part of the basic financial statements.
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TOWN OF CARNEY
RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENTS OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE TO THE GOVERNMENT-WIDE STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
Year Ended June 30, 2012

Net Change in Fund Balances - Total Governmental Funds $ (18,668)

Amounts reported for governemental activities in the Statement of Activities are
different because:

Government-Wide Statement of Activities and Changes in Net Assets report accrued
compensated absenses in the period incurred. However, Governmental Funds do not
pay on this liability until the employee has left employment. The amount of the change
in accrued absenses recorded in the current period. ’ (1,896)

Depreciation expense on capital assets is reported in the Government-Wide
Statement of Activities and Changes in Net Assets, but they do not require the
use of current financial resources. Therefore, depreciation expense is not

reported as expenditures in Governmental Funds. (68,774)
Change in Net Assets of Governmental Activities : 3 (79,338)

The accompanying notes are an integral part of the basic financial statements.
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TOWN OF CARNEY
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
June 30, 2012

Business-type Activities - Enterprise Funds

Assets:
Cash and investments:
Cash & cash equivalents (Note 1)
Accounts receivables (net of allowance for
uncollectibles)
Unbilled revenues
Due from others

Capital assets:

Depreciable buildings, property and equipment,

net of depreciation (Notes 1 & 2)

Total assets

Liabilities:
Accounts payable
Payroll taxes payable
Interest payable
Notes payable (Note 2)

Total liabilities
Net assets:
Invested in capital assets, net of related debt
Restricted
Unrestricted

Total net assets

The accompanying notes are an integral part of the basic financial statements.
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TOWN OF CARNEY
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS
Year Ended June 30, 2012

Business-type Activities - Enterprise Funds

Carney
Public Utility
Authority
Revenues:
Water revenue $ 60,988
Wastewater revenue 30,279
Sanitation revenue 59,811
Total revenues 151,078
Operafing expenses:
General and administrative 5,523
Water & sewer service 83,595
Sanitation service 47,719
Depreciation expense 23,453
Total operating expenses v 160,290
Income before non-operating revenues, _
expenses & transfers (9,212)
Non-operating revenues (expenses):
Grant revenue 77,945
Interest revenue 267
Interest expense (1,578)
Total 76,634
Income (loss) before operating transfers 67,422
Transfers in (out) 2,800
Change in net assets 70,222
Net assets at beginning of year 309,358
Net assets at end of year $ 379,580

The accompanying notes are an integral part of the basic financial statements.
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TOWN OF CARNEY
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
Year Ended June 30, 2012

Business-type Activities - Enterprise Funds

Carney
Public Utility
Authority
Cash flows from operating activities:
Cash received from customers & service users $ 140,740
Cash payments for goods & services & employees . (133,238)
Other operating revenues -
Net cash provided by operating activities 7,502
Cash flows from noncapital financing activities:
Operating transfers out to other funds (7,200)
Operating transfers in from other funds 10,000
Change in due to/from accounts (432)
Net cash provided (used) for noncapital
financing activities 2,368
Cash flows from capital and related financing activities:
Acquisition & construction of capital assets (96,445)
Capital grant proceeds 77,945
Principal paid on debt : (3,632)
Interest paid on debt (1,578)
Net cash provided (used) for capital and
related financing activities (23,710)
Cash flows from investing activities:
Interest on investments 267
Net cash provided by investing activities - 267
Net increase (decrease) in cash & cash equivalents (13,573)
Cash and cash equivalents - beginning of year 30,776
Cash and cash equivalents - end of year $ 17,203

Recongciliation of operating income to net cash
provided by operating activities:

Operating income $ 9.212)

Adjustments to reconcile operating income to
net cash provided by operating activities:

Depreciation 23,453
Change in assets and liabilities:

(Increase) decrease in accounts receivable (10,338)

Increase (decrease) in accounts payable (723)

Increase (decrease) in accrued expenses 4,322

Total adjustments 16,714

Net cash provided by operating activities 3 7,502

The accompanying notes are an integral part of the basic financial statements.
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Assets:
Cash and cash equivalents

Total assets

Liabilities:
Utility deposits

Total liabilities

The accompanying notes are an integral part of the basic financial statements.

TOWN OF CARNEY
STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
June 30, 2012
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TOWN OF CARNEY
Carney, Oklahoma

NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2012

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Town of Carney, Oklahoma (the Town) complies with accounting principles generally accepted in the United
States of America (GAAP) as applicable to governmental units. The Governmental Accounting Standards Board
(GASB) is responsible for establishing GAAP for state and local governments through its pronouncements
(Statements and Interpretations). Governments are also required to follow the pronouncements of the Financial
Accounting Standards Board (FASB) issued through November 30, 1989 (when applicable) that do not conflict
with or contradict GASB pronouncements. Although the Town has the option to apply FASB pronouncements
issued after that date to its business-type activities and enterprise funds, the Town has chosen not to do so. The
more significant accounting policies established in GAAP and used by the Town are discussed below.

A. Reporting Entity

The Town of Carney, Oklahoma is organized under the statutes of the State of Oklahoma. The Town
operates under a council form of government and is governed by a four-member board of commissioners.
The commissioners elect the mayor from their own body. The Town provides the following services as
authorized by its charter: general government, public safety (fire and police), streets, public works (water,
sewer, and sanitation), judicial, culture, parks and recreation, public improvements and planning and zoning
for the Town of Carney, Oklahoma.

As required by accounting principles generally accepted in the United States of America, these financial
statements present the activities of the Town and its component units and trusts, entities for which the Town
is considered to be financially accountable. Blended component units and trusts, although legally separate
entities are, in substance, part of the Town’s operations and so data from these units are combined with the
data of the primary government. The Town’s financial statements do not include any discretely presented
component units that would be reported in a separate column in the government-wide financial statements to
emphasize that it is legally separate from the Town.

Blended Component Units/Trusts:

The Carney Public Utilities Authority (the Authority) was created June 29, 1965 pursuant to a Trust Indenture
for the benefit of the Town of Carney, Oklahoma. The Authority was established to serve all the citizens of
the Town and is governed by a board comprised of the Town'’s elected council members. The rates for user
charges and bond issuance authorizations are approved by the Town council and the legal liability for the
general obligation portion of the Authority's debt remains with the Town. The water, sanitary sewer, and solid
waste disposal systems owned by the Town have been leased to the Authority until such date that all
indebtedness of the Authority is retired or provided for. The Authority is a public trust and an agency of the
State of Oklahoma under Title 60, Oklahoma Statutes 1991, Section 176, et seq., and is governed by a board
consisting of trustees identical with the Town Council. The Authority is exempt from State and Federal
Income taxes and is reported as an enterprise fund.

B. Measurement Focus, Basis of Accounting and Basis of Presentation — Fund Accounting

The Town’s basic financial statements consist of government-wide statements, including a statement of net
assets and a statement of activities, and fund financial statements, which provide a more detailed level of
financial information. Basis of accounting determines when transactions are recorded in the financial records
and reported on the financial statements. Government-wide financial statements are prepared using the
accrual basis of accounting.
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TOWN OF CARNEY
Carney, Oklahoma

NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2012

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B.

Measurement Focus, Basis of Accounting and Basis of Presentation — Fund Accounting (Continued)

Government-wide Financial Statements — The statement of net assets and the statement of activities
display information about the Town as a whole. These statements include the financial activities of the
primary government, except fiduciary funds. The statements distinguish between those activities of the Town
that are governmental and those that are considered business-type activities.

The statement of net assets presents the financial condition of the governmental and business-type activities
at year-end. The statement of activities presents a comparison between direct expenses and program
revenues for each program or function of the Town’s governmental activities and for the business-type
activities of the Town. Direct expenses are those that are specifically associated with a service, program or
department and therefore clearly identifiable to a particular function. Program revenues include charges paid
by the recipient of the goods or services offered by the program, grants and contributions that are restricted to
meeting the operational or capital requirements of a particular program and interest earned on program
revenues are presented as general revenues of the Town, with certain limited exceptions. The comparison of
direct expenses with program revenues identifies the extent to which each business segment or governmental
function is self-financing or draws from the general revenues of the Town.

Fund Financial Statements — During the year, the Town segregates transactions related to certain Town
functions or activities in separate funds in order to aid financial management and to demonstrate legal
compliance. Fund financial statements are designed to present financial information of the Town at this more
detailed level. The focus of governmental and enterprise fund financial statements is on major funds. Major
funds represent 10% of assets, liabilities, revenues, or expenditures of the corresponding element for all
funds of that category and is at least 5% of the corresponding element total for all governmentai and
enterprise funds combined or is a fund that the government believes is important enough for financial
statement users to be reported as a major fund. Each major fund is presented in a separate column. Non-
major funds are aggregated and presented in a single column. Fiduciary funds are reported by type.

Fund Accounting — The accounts of the Town are organized and operated on the basis of funds. A fundis
an independent fiscal accounting entity with a self-balancing set of accounts. Fund accounting segregates
funds according to their intended purpose and is used to aid management in demonstrating compliance with
finance-related legal and contractual provisions. There are three categories of funds: governmental,
proprietary and fiduciary.

Governmental Funds - are used to account for the government's general government activities.
Governmental fund types use the flow of current financial resources measurement focus and the modified
accrual basis of accounting. Under the accrual basis of accounting, revenues are recognized when
susceptible to accrual (i.e., when they become measurable and available). "Measurable" means the amount
of the transaction can be determined and "available" means collectible within the current period or soon
enough thereafter to be used to pay liabilities of the current period. The government considers all revenues
available if they are collected within 60 days after year-end. Expenditures are recorded when the related fund
liability is incurred, except for unmatured interest on general long-term debt which is recognized when due,
and certain compensated absences and claims and judgments which are recognized when the obligations are
expected to be liquidated with expendable available financial resources.

Sales and use taxes, cigarette taxes, gasoline excise taxes and motor vehicle taxes collected and held by the
state and county at year-end on behalf of the Town are susceptible to accrual and are recognized as revenue.
Other receipts and taxes (franchise taxes, licenses, etc.) become measurable and available when cash is
received by the government and are recognized as revenue at that time.
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TOWN OF CARNEY
Carney, Oklahoma

NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B. Measurement Focus, Basis of Accounting and Basis of Presentation — Fund Accounting (Continued)

Entitlements and shared revenues are recorded at the time of receipt or earlier if the susceptible to accrual
criteria are met. Expenditure driven grants are recognized as revenue when the qualifying expenditures have
been incurred and all other grant requirements have been met.

The following are the Town's major governmental funds:
General Fund — is the general operating fund of the Town. It accounts and reports for all financial
resources not required to be reported in another fund. The General Fund includes the Municipal Court
Fund monies which accounts for fees collected on traffic fines.

Other governmental funds of the Town that are considered non-major funds include:
Special Revenue Funds — accounts for specific revenue sources that are legally restricted or committed

to expenditures for specific purposes (not including major capital projects). The following are the Town's
Special Revenue Funds: Street and Alley Fund, FEMA Grant Fund, and Fire Department Fund.

Proprietary Funds — are accounted for on the flow of economic resources measurement focus and use the
accrual basis of accounting. Under this method, revenues are recorded when earned and expenses are
recorded at the time liabilities are incurred. In compliance with the Governmental Accounting Standards
Board (GASB) Statement No. 20 the Town has applied only Financial Accounting Standards Board (FASB),
Accounting Principles Board (APB) and Accounting Research Board (ARB) materials issued on or before
November 30, 1989 that do not conflict with GASB. Proprietary funds are classified as enterprise funds.

Enterprise Funds — are used to account for those operations that are financed and operated in @ manner
similar to private business where the intent of the governing body is that the costs (expenses, including
depreciation) of providing goods or services to the general public on a continuing basis be financed or
recovered primarily through user charges or where the governing body has decided that the determination of
revenues earned, costs incurred and/or net income is necessary for capital maintenance, public policy or
management accountability. The Town’s major enterprise fund is:

Carney Public Utilities Authority — This fund accounts for the operations of providing public works (water,
sewer and sanitation) to the Town.

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

Fiduciary Funds — account for assets held by the government in a trustee capacity or as an agent on behalf
of others. Trust funds account for assets held by the government under the terms of a formal trust
agreement. Agency funds are custodial in nature and do not present results of operations or have a
measurement focus. Agency funds are accounted for using the modified accrual basis of accounting. These
funds are used to account for assets that the government holds for others in an agency capacity. The Town's
only fiduciary fund is an agency fund that is composed of customer meter deposit funds.
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TOWN OF CARNEY
Carney, Oklahoma

NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Assets, Liabilities and Equity

1.

Deposits and Investments

Oklahoma Statutes authorize the Town to invest in certificates of deposit, repurchase agreements,
passbooks, bankers' acceptances, and other available bank investments provided that all deposits are
fully covered by approved securities pledged to secure those funds. In addition, the Town can invest in
direct debt securities issued by the State of Oklahoma, an Oklahoma County, school district, or
municipality.

For financial statement presentation and for purposes of the statement of cash flows, the Town's cash
and cash equivalents are considered to be cash on hand, demand deposits and certificates of deposit
with maturity date of three months or less. Debt instruments with a maturity date of more than three
months from date of issue are considered to be investments. Investments are stated at fair value.
Restricted Assets

Customer utility deposits held by the Town are represented in the agency fund.

. Fair Value of Financial Instruments

The Town’s financial instruments include cash and cash equivalents, investments, accounts receivable
and accounts payable. The Town’s estimates of the fair value of all financial instruments do not differ
materially from the aggregate carrying values of its financial instruments recorded in the accompanying
statement of net assets. The carrying amount of these financial instruments approximates fair value
because of the short maturity of these instruments.

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 certain
reported amounts and disclosures. Accordingly, actual results could differ from those estimates.

Inventories

Inventories in both governmental funds and proprietary funds normally consist of minimal amounts of
expendable supplies held for consumption. The costs of such inventories are recorded as expenditures
when purchased rather than when consumed.

Receivables and Payables

In the government-wide statements, receivables consist of all revenues earned at year-end and not yet
received. All trade receivables are shown net of an allowance for uncollectibles. Trade accounts
receivable in excess of 90 days comprise the trade accounts receivable allowance for uncollectibles.
Major receivable balance for the governmental activities include sales and use taxes, franchise taxes,
alcoholic beverage tax, motor vehicle taxes and police fines. Business-type activities report utilities as
their major receivables.
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TOWN OF CARNEY
Carney, Oklahoma

NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2012

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
C. Assets, Liabilities and Equity (Continued)
6. Receivables and Payables (Continued)

Transactions between funds that are representative of lending/borrowing arrangements outstanding at the
end of the fiscal year are referred to as “due from other/due to other funds” (i.e., the current portion of
inter-fund loans) or “advances to/from other funds (i.e., the noncurrent portion of inter-fund loans). Any
residual balances outstanding between the governmental activities and business-type activities are
reported in the government-wide financial statements as “internal balances.”

Advances between funds, as reported in the fund financial statements, are offset by-a fund balance
reserve account in applicable governmental funds to indicate that they are not available for appropriation
and are not expendable available financial resources.

7. Capital Assets

General capital assets are those assets not specifically related to activities reported in the proprietary
funds. These assets generally result from expenditures in the governmental funds. These assets are
reported in the governmental activities column of the government-wide statement of net assets but are
not reported in the fund financial statements. Capital assets utilized by the proprietary funds are reported
in the business-type activities column of the government-wide statement of net assets and in the
respective funds. The Town does not maintain a capitalization threshold policy for the governmental and
proprietary funds

All capital assets are capitalized at cost (or estimated historical cost) and updated for additions and
retirements during the year. Donated fixed assets are recorded at their fair market values as of the date
received. The Town's infrastructure consists of roads, bridges, culverts, curbs and gutter, streets and
sidewalks, drainage system, lighting systems and similar assets that are immovable and of value only to
the Town. Such infrastructure assets acquired after July 1, 2003 are capitalized in accordance with the
requirements of GASB 34. Improvements are capitalized; the costs of normal maintenance and repairs
that do not add value of the asset or materially extend an asset’s life are not capitalized. Major outlays for
capital assets and improvements are capitalized in proprietary funds as projects are constructed. Interest
incurred during the construction phase of proprietary fund capital assets is reflected in the capitalized
value of the asset constructed, net of interest earned on the invested proceeds over the same period.

The Town has not maintained complete capital asset records to support the historical cost of past capital
asset purchases. Accounting principles generally accepted in the United States of America require that
capital assets be recorded at historical cost net of accumulated depreciation. Documentation supporting
historical cost was not readily available to determine these amounts.

Depreciation is computed using the straight-line method over the following estimated useful lives:

Description Estimated Lives
Buildings 20 years
Improvements other than buildings 20 years
Equipment and vehicles 5-10 years
Water/Sewer system improvements 40 years
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TOWN OF CARNEY
Carney, Oklahoma

NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2012

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Assets, Liabilities and Equity (Continued)

8.

10.

Compensated Absences

Employees are entitled to nine days per year of sick leave and two days per year of personal leave if they
have worked at least 20 hours per week the previous year. Vacation pay is accrued at the rate of one
week per year after one year of employment, two weeks per year after two years of employment, and
three weeks per year after three years of employment. Vacation pay does not accrue, thus is lost upon
separation. However, the employee has the option of taking pay in lieu of vacation leave, at the rate of 2
weeks' pay if 3 weeks of vacation is accrued and 1 weeks’ pay if 2 weeks’ vacation is accrued. This
option is not available for 1 week of accrued vacation. Sick pay accrued and is paid upon termination.

Long-term Obligations

The accounting and reporting treatment applied to long-term liabilities associated with a fund are
determined by its measurement focus. All governmental fund types are accounted for on a spending
"financial flow" measurement focus. This means that only current assets and current liabilities are
generally included on their balance sheets. Their reported fund balance (net current assets) is
considered a measure of "available spendable resources". Governmental fund operating statements
present increases (revenues and other financing sources) and decreases (expenditures and other
financing uses) in net current assets. Accordingly, they are said to present a summary of sources and
uses of "available spendable resources" during a period.

Al proprietary funds are accounted for on a cost of services or "capital maintenance" measurement focus.
This means that all assets and liabilities (whether current or non-current) associated with their activity are
included on their balance sheets. Therefore, long-term debt and other obligations financed by proprietary
funds are reported as liabilities in the appropriate funds.

Net Assets/Fund Balance

In the government-wide financial statement, net assets represent the difference between assets and
liabilities. Net assets invested in capital assets, net of related debt, consists of capital assets, net of
accumulated depreciation, reduced by the outstanding balances of any borrowing used for the
acquisition, construction, or improvement of those assets. Net assets are reported as restricted when
limitations on their use change the nature or normal understanding of the availability of the asset. Such
constraints are either externally imposed by creditors, contributors, grantors, laws or other governments,
or are imposed by law through constitutional provisions or enabling legislation.

In the fund financial statements, governmental funds report the hierarchy of fund balances. The hierarchy
is based primarily on the degree of spending constraints placed upon use of resources for specific
purposes versus availability of appropriation. An important distinction that is made in reporting fund
balance is between amounts that are considered nonspendable (i.e., fund balance associated with assets
that are not in spendable form, such as inventories or prepaid items, long-term portions of loans and
notes receivable, or items that are legally required to be maintained intact (such as the corpus of a
permanent fund)) and those that are spendable (such as fund balance associated with cash, investments
or receivables).
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TOWN OF CARNEY
Carney, Oklahoma

NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
C. Assets, Liabilities and Equity (Continued)
10. Net Assets/Fund Balance (Continued)

Amounts in the spendable fund balance category are further classified as restricted, committed, assigned
or unassigned, as appropriate.

Restricted fund balance represents amounts that are constrained either externally by creditors (such
as debt covenants), grantors, contributors or laws or regulations of other governments; or by law,
through constitutional provisions or enabling legislation.

Committed fund balance represents amount that are useable only for specific purposes by formal
action of the government's highest level of decision-making authority. Such amounts are not subject
to legal enforceability (like restricted amounts), but cannot be used for any other purpose unless the
government removes or changes the limitation by taking action similar to that which imposed the
commitment. The Town Ordinance is the highest level of decision-making authority of the Town.

Assigned fund balance represents amounts that are intended to be used for specific purposes, but

are neither restricted nor committed. Intent is expressed by the governing body itself, or a

subordinated high-level body or official who the governing body has delegated the authority to assign
amounts to be used for specific purposes. Assigned fund balances includes all remaining spendable
amounts (except negative balances) that are reported in governmental funds other than the general
fund, that are neither restricted nor committed, and amounts in the general fund that are intended to
be used for specific purpose in accordance with the provisions of the standard.

Unassigned fund balance is the residual classification for the general fund. It represents the
amounts that have not been assigned to other funds, and that have not been restricted, committed, or
assigned to specific purposes within the general fund.

11. Resource Use Policy

It is in the Town'’s policy for all funds that when an expenditure/expense is incurred for purposes for which
both restricted and unrestricted resources, including fund balances, are available, the Town considers
restricted amounts to be spent first before any unrestricted amounts are used. Furthermore, it is the
Town's policy that when an expenditure/expense is incurred for purposes for which committed, assigned,
or unassigned resources, including fund balances, are available, the Town considers committed amounts
to be spent first, followed by assigned amounts and lastly unassigned amounts.
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TOWN OF CARNEY
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NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2012

2. DETAILED NOTES CONCERNING THE FUNDS
A. Deposits and Investments
Custodial Credit Risk

At June 30, 2012, the Town held deposits of approximately $110,042 at financial institutions. The Town's
cash deposits are entirely covered by Federal Depository Insurance (FDIC).

Investment Interest Rate Risk

The Town 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.

Investment Credit Risk
The Town has no policy that limits its investment choices other than the limitation of state law as follows:

a. Direct obligations of the U.S. Government, its agencies and instrumentalities to which the full faith and
credit of the U.S. Government is pledged, or obligations to the payment of which the full faith and credit
of the State is pledged.

b. Certificates of deposits or savings accounts that are either insured or secured with acceptable collateral
with in-state financial institutions, and fully insured certificates of deposit or savings accounts in out-of-
state financial institutions.

c. With certain limitation, negotiable certificates of deposit, prime bankers acceptances, prime commercial
paper and repurchase agreements with certain limitations.

d. 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,
municipality or school district.

e. Notes or bonds secured by mortgage or trust deed insured by the Federal Housing Administrator and
debentures issued by the Federal Housing Administrator, and in obligations of the National Mortgage
Association.

f.  Money market funds regulated by the SEC and in which investments consist of the investments
mentioned in the previous paragraphs (a.-d.).

The cash deposits held at June 30, 2012 are as follows:

Type (Months) Rating Value Cost
Cash Deposits N/A N/A $ 110,042 $§ 110,042
" Total Deposits $ 110,042 $ 110,042
Recongiliation to Statement of Net Assets
Governmental activities $ 64,064
Business-Type activities $ 17,203
Agency funds $ 28,775
$ 110,042
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NOTES TO THE BASIC FINANCIAL STATEMENTS

June 30, 2012

2. DETAILED NOTES CONCERNING THE FUNDS (Continued)

B. Capital Assets

Primary Government capital asset activity for the year ended is as follows:

. Balance Balance
Governmental activities: 6/30/11 Additions Disposals 6/30/12
Non-depreciable assets:
Land - - - -
Construction work in process - - - -
Total capital assets, not depreciated - - - -
Depreciable assets:
Buildings and improvements 282,024 - - 282,024
Equipment & vehicles 312,710 - - 312,710
Total depreciable assets 594,734 - - 594,734
Less accumulated depreciation: ‘
Buildings and improvements (44,032) (14,101) - (58,133)
Equipment & vehicles (136,543) (44,673) - (181,216)
Total accumulated depreciation (180,575) (58,774) - (239,349)
Net business-type activities capital assets $ 414159 $ (58,774) $ - 355,385
Balance Balance
Business-Type Activities: 6/30/11 Additions Disposals 6/30/12
Non-depreciable assets: $ $ $
Land - - - -
Construction work in process - - - -
Total capital assets, not depreciated - - - -
Depreciable assets:
Buildings and improvements 738,856 96,445 - 835,301
Vehicles 2,000 - - 2,000
Equipment 3,530 - - 3,530
Total depreciable assets 744,386 96,445 - 840,831
Less accumulated depreciation: »
Buildings and improvements (436,313) (23,293) - (459,606)
Vehicles - (2,000) - - (2,000)
Equipment (2,931) (160) - (3,091)
Total accumulated depreciation (441,244) (23,453) - (464,697)
Net business-type activities capital assets ~ $ 303,142 $ 72,992 $ - 376,134

Depreciation expense was charged to unallocated depreciation and not charged as a direct expense of the various

programs.

21




TOWN OF CARNEY
Carney, Oklahoma

NOTES TO THE BASIC FINANCIAL STATEMENTS
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2. DETAILED NOTES CONCERNING THE FUNDS (Continued)

C.

Inter-fund Receivables and Payables

The following schedule reflects the Town’s inter-fund due from and due to other governmental funds, which
have been eliminated in the statement of net assets presentation in accordance with GASB 34:

Due Due
From To

General Fund:

Street & Alley - 7,129

CPUA - 432
Street & Alley: '

General Fund 7,129 -
CPUA:

General Fund 432 -

Total all funds 3 7,561‘ $ 7,561

D. Long-term Debt

The Town'’s long-term debt and amounts to be repaid from business-type activities are described below.

On April 27, 1979, the Authority issued a note payable to Rural Development, in the amount of $88,300
for water system improvements. Interest is 5% on the note. The note is to be paid in 480 monthly
installments, with monthly payments being $434. As per the promissory note there shall be set aside into
the Reserve Account the sum of 10% of the monthly installment ($43.40 = 434 * 10%) each month until
there is accumulated in that account the sum of the annual installment ($5,208 = 434 * 12), after which
deposits may be suspended, except to replace withdrawals. When necessary, disbursements may be
used for payments due on the Note if sufficient funds are not available in the Debt Service Account. See
compliance finding 12-9 related to this note.

The Town is not obligated in any manner for the debt of its component units or trusts. The water system, .
including all of the proceeds, revenue, water charges, assessments and income of all kinds and nature
together with contract rights, accounts receivable and general intangibles have been pledged as collateral to
secure these notes. The note agreements call for monthly payments to be made toward debt retirement. The
following is a summary of long-term debt transactions of the proprietary fund:

Balance Balance Current

Note Payable: 6/30/2011  Additions Reductions _6/30/2012 Portion
Rural Development 33,199 - 3,631 29,568 3,816
Total $ 33,199 $ - $ 3631 % 29,568 $ 3,816
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2. DETAILED NOTES CONCERNING THE FUNDS (Continued)
D. Long-term Debt (Continued)

The annual debt service requirements to maturity for business-type activities, including principal and interest,
for long-term debt are as follows:

Year Ending
June 30, Principal Interest Total
2013 $ 3,816 $ 1,392 $ 5,208
2014 4,012 1,197 5,208
2015 4,217 991 5,208
2016 4,432 776 5,208
2017 4,659 549 5,208
2018-2020 8,432 379 8,812
Totals $ 29,568 $ 5283 $ 34,852

3. OTHER INFORMATION
A. Risk Management

The Town is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; employee health benefits; unemployment; and natural disasters.
The Town purchases commercial insurance to cover these and other risks. Settled claims resulting from
these risks have not exceeded the commercial insurance coverage in any of the past three fiscal years.

B. Contingent Liabilities
Amounts received or receivable from grant agencies are subject to audit and adjustment by grantor agencies,
principally the federal government. Any disallowed claims, including amounts already collected, may
constitute a liability of the applicable funds. The amount, if any, of expenditures which may be disallowed by
the grantor cannot be determined at this time although the Town expects such amounts, if any, to be
immaterial.

C. Employee Retirement System and Plans

Oklahoma Fire Pension and Retirement Fund

The Town is required to make annual contributions of $60 per active volunteer fireman to the Oklahoma Fire
Pension and Retirement System (OFPRS). This contribution covers a portion of the cost of benefits that will
be paid to vested volunteer firemen. This noncontributory plan is operated and administered by the
Oklahoma Firefighters Pension and Retirement System (OFPRS). The Oklahoma Firefighters Pension and
Retirement System issue a publicly available financial report that includes financial statements and required
supplementary information for the fund. That report may be obtained by writing to Oklahoma Firefighters
Pension and Retirement System, 4545 North Lincoln Blvd., Suite 265, Oklahoma City, OK 73105-3414, or by
calling 1-800-525-7461. Additional funding comes from a percentage on all taxes collected on premiums
collected by insurance companies and an appropriation by the State of Oklahoma.

The required contribution from the City for this plan was $1,140, $1,140 and $780 for 2010, 2011, and 2012,

respectively. At June 30, 2012 the system held no related-party investments of the Town or of its related
entities.
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3. DETAILED NOTES CONCERNING THE FUNDS (Continued)

D. Other Post-Employment Benefits

Town does not provide post-retirement benefit options for health care, prescription drug, dental and vision
benefits to retired employees and their dependents. The only benefits that are provided are in accordance
with the Consolidated Omnibus Budget Reconciliation Act of 1985 (COBRA). The relationship for these
benefits is not formalized in a contract or plan document, only a few sentences in the administrative policy.
As of June 30, 2012, no recent retiring employees are receiving benefits under COBRA.

4. SUBSEQUENT EVENTS

A. Creation of Municipal Trust

On July 12, 2012 the Town of Carney council created the Carney Municipal Development Trust Authority, a
public trust under the provisions of Title 60, Oklahoma Statues Supp. 1997, Sections 176 to 180, inclusive, as
amended and supplemented, the Oklahoma Trust Act and other applicable statutes of the State of Oklahoma.
The purpose of the Carney Municipal Development Authority Trust as set forth in its trust indenture is to
promote economic growth, cultural awareness, preservation of our heritage, recreational opportunities,
educational activities, community and civic events, and tourism growth.

Management has evaluated subsequent events through November 8, 2012 which is the date the financial
statements were available to be issued and have determined that no additional information needs to be added to

the financial statements.
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TOWN OF CARNEY
REQUIRED SUPPLEMENTAL INFORMATION

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

BUDGET (GAAP BUDGETARY BASIS) AND ACTUAL

GOVERNMENTAL FUNDS
Year Ended June 30, 2012
(Unaudited)
GENERAL FUND
Budgeted Amounts Variance with
Original Final Final Budget
Budget Budget Actual Over (Under)
Revenues:

Interest $ - § - % 355 $ 355

Cigarette taxes 988 988 933 (55)

Franchise taxes 20,252 20,252 21,334 1,082

Intergovernmental programs 7,074 7,074 6,705 (369)

Fines and forfeits 38,647 38,647 45,181 6,534

Licenses and permits 1,000 1,000 525 (475)

Sales and use taxes 72,204 72,204 79,402 7,198

Donations and other 4,222 4,222 16,381 12,159

Total revenues 144,387 144,387 170,816 26,429
Expenditures:
Current:
General government 52,600 . 52,600 59,834 (7,234)
Public safety 106,800 106,800 124,565 (17,765)
Capital outlay - - - -
Total expenditures 159,400 159,400 184,399 (24,999)
Excess of revenue over

(under) expenditures (15,013) (15,013) (13,583) 1,430
Other financing sources (uses):

Operating transfers in (out) - - (2,967) (2,967)
Net changes in fund balance (15,013) (15,013) (16,550) (1,537)
Fund balance at beginning of year 70,511 70,511 70,511 -
Fund balance at end of year $ 55,498 $ 55,498 $ 53,961 $ (1,537)
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TOWN OF CARNEY
REQUIRED SUPPLEMENTAL INFORMATION
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
BUDGET (GAAP BUDGETARY BASIS) AND ACTUAL

GOVERNMENTAL FUNDS
Year Ended June 30, 2012
(Unaudited)
SPECIAL REVENUE FUNDS
Budgeted Amounts Variance with
Original Final Final Budget
Budget Budget Actual Over (Under)
Revenues:

Gas excise taxes $ 1,000 $ 1,000 $ 1,648 $ 648

Interest - - 7 7

Intergovernment programs 8,388 8,388 8,945 557

Donations and other 540 . 540 3,610 3,070

Total revenues 9,928 9,928 14,210 4,282
Expenditures:
Current:
Public safety 2,500 2,500 10,525 (8,025)
Highways and roads 12,000 12,000 5,970 6,030
Capital outlay - - - -
Total expenditures 14,500 14,500 16,495 (1,995)
Excess of revenue over

(under) expenditures (4,572) (4,572) (2,285) 2,287
Other financing sources (uses):

Operating transfers in (out) - - 167 167
Net changes in fund balance (4,572) (4,572) (2,118) 2,454
Fund balance at beginning of year 15,044 15,044 15,044 -
Fund balance at end of year $ 10,472 $ 10,472 $ 12,926 $ 2,454
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NOTES TO REQUIRED SUPPLEMENTAL INFORMATION
For the Fiscal Year Ended June 30, 2012
(Unaudited)

BUDGETARY INFORMATION

Annual budgets are adopted on a basis consistent with accounting principles generally accepted in the United States of
America (GAAP) for all governmental funds. The enterprise funds and internal service fund adopt budgets on the non-
GAAP basis wherein service fees, bond and note proceeds are recognized as revenue, principal payments on debt
and capital expenditures are recognized as expenses, and depreciation expense is not budgeted. Annual appropriated
budgets are not adopted for the agency funds. Budgetary data for enterprise funds, internal service, and permanent
funds are not presented in these financial statements. '

Prior to July 1, the City Treasurer (not an elected official) submits a proposed operating budget for the fiscal year
commencing July 1, to the Commissioners (elected officials). Public hearings are held at regular or special meetings
to obtain taxpayer input. Prior to July 1, the budget is legally enacted through passage of a budget resolution. The
operating budget, for all budgeted funds, includes proposed expenditures and the means of financing. Each fund's
appropriated budget is prepared on a detailed line item basis. Revenues are budgeted by source. Expenditures are
budgeted by department and class as follows: personal services, maintenance and operations, capital outlay, transfers,
and debt service. This constitutes the legal level of control. Expenditures may not exceed appropriations at this level.
A more detailed budget is used for operating purposes. All budget revisions at the legal level are subject to final
approval by the City Council. Within these control levels, management may transfer appropriations without council
approval. Revisions to the budget were made during the year in accordance with the provisions of the Oklahoma
Statutes. All annual appropriations lapse at year-end.
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Assets:
Cash and equivalents
Taxes receivable
Due from others

Total assets

Liabilities:
Accounts payable
Due to others

Total liabilities

Fund balances:
Restricted
Unassigned
Total fund balances

Total liabilities and
fund balances

TOWN OF CARNEY
COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL FUNDS
June 30, 2012

Total
Special Revenue Non-Major
Street & Fire Dept FEMA Governmental
Alley Grants Grant Funds
$ 1,626 $ 2,485 $ 341 § 4,452
1,549 - - 1,549
7,129 - - 7,129
$ 10,304 $ 2,485 $ 341 § 13,130
$ - % 204 $ -8 204
- 204 - 204
10,304 2,281 341 12,926
10,304 ' 2,281 341 12,926
$ 10,304 $ 2485 $ 341 $ 13,130
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TOWN OF CARNEY
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
NON-MAJOR GOVERNMENTAL FUNDS
Year Ended June 30, 2012

Total
» Special Revenue Non-Major
Street & Fire Dept FEMA Governmental
Alley Grants Grant Funds
Revenues:
Taxes $ 1,648 $ - $ - % 1,648
Intergovernmental programs 4,532 4,413 - 8,945
Donations - 2,750 - 2,750
Interest - 7 - 7
Miscellaneous income - 860 - 860
Total revenues $ 6,180 $ 8,030 $ - 8 14,210
Expenditures:
General government $ - % - $ - $ -
Public safety - 6,407 4,118 10,525
Highways and roads 5,970 - - 5,970
Cultural & recreation - - - -
Capital outlay - - - -
Total expenditures 5,970 6,407 4,118 16,495
Excess of revenues over (under) :
expenditures 210 1,623 (4,118) (2,285)
Other financing uses:
Operating transfers in (out) - 167 - 167
Excess of revenues over (under)
expenditures & transfers 210 1,790 (4,118) (2,118)
Fund balance - beginning of year 10,094 491 4,459 15,044
Fund balance - end of year $ 10,304 $ 2281 $ 341 $ 12,926
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TOWN OF CARNEY
Carney, Oklahoma

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year Ending June 30, 2012

Federal Program
Federal Grantor/Pass-Through CFDA or Award Revenue Federal
Grantor/Program Title Number Amount Collected  Expenditures
U.S. Department of Homeland Security:
Passed through the Oklahoma Department of Emergency Management
FEMA Pilot Program - PW##178 |D# 081-12100-00 97.047 165,450 - 4,118
Total of Expenditures of Federal Awards 165,450 $ - $ 4,118

Note A - This schedule was prepared on an accrual (GAAP) basis of accounting consistent with the preparation of the

basic financial statements.
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12-2.

TOWN OF CARNEY
Carney, Oklahoma

SCHEDULE OF FINDINGS AND RESPONSES
Year Ended June 30, 2012

Internal Control — Financial Statements

Criteria: The Town’s management is responsible for internal controls over financial reporting. This includes
controls over the fair and complete presentation of the Town's annual financial statements in accordance
with GAAP. The preparation of financial statements in accordance with GAAP requires internal controls
over both (1) recording, processing and summarizing accounting data (i.e., maintaining internal books and
records), and (2) reporting financial statements, including the related footnotes (i.e., external financial
reporting). Professional standards clearly indicate that the external financial statement auditor cannot
perform any part of management's control activities or be a component of the internal controls over financial
reporting.

Condition: As is the case with many smaller and medium-sized entities, the Town has relied on its
independent external auditors to provide the needed expertise to assist in the preparation of the financial
statements and footnotes as part of its controls over the external financial reporting process. Accordingly
the Town's ability to prepare financial statements in accordance with generally accepted accounting
principles (GAAP) is based, in part, on its external auditors, who cannot by definition be considered a part of
the Town's internal controls. However, as required by professional standards the Town has provided
safeguards by designating a management level individual with suitable skill, knowledge and/or experience
to oversee the services performed by our engagement, make all management decisions (e.g., determining
or approving account classifications, adjusting journal entries, etc.) evaluate and monitor the performance
and adequacy of the services, and take responsibility for the books, records and related financial
statements.

Cause: Management has elected to use outside assistance from the external auditors to assist in meeting
its responsibilities relative to preparing its annual financial statements. Although the Town’s management
may lack certain expertise relative to preparing GAAP financial statements, professional standards do not
require that the management or the individual possess the expertise to perform or re-perform all such
services. The auditor has explained all proposed audit adjustments and their effect on the financial
statements and the related note disclosures to management who has affirmed their understanding and
agreement as required by professional standards. '

Effect or Potential Effect: Although management has reviewed the financial statements drafted by the
auditor and accepted full responsibility for them, the auditor could be placed in a questionable position
regarding auditor independence as a result of potentially performing part of management's functions if
management or its representative is unable to understand the nature of the services, evaluate its adequacy
and accept responsibility for its results.

Recommendation: We recommend that the Town consider designing and implementing further internal
controls over financial reporting by obtaining additional expertise to process and summarize accounting
data and prepare financial statements in accordance with generally accepted accounting principles without
reliance on the external financial statement auditor. This could be achieved through employment of
qualified accounting staff or the outsourcing of these control activities to a qualified accounting firm other
than the external auditor.

Responsible Official’s Response: The Town concurs with the recommendation, and will strive to process
and summarize accounting data and further understand the presentation and disclosure requirements of the
financial statements.

Internal Control — Segregation of Duties
Criteria: The segregation of duties and responsibilities between different individuals for custody of assets,

recordkeeping for those assets and reconciliation of those asset accounts is an important control activity
needed to adequately protect the Town’s assets and ensure accurate financial reporting.
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SCHEDULE OF FINDINGS AND RESPONSES
Year Ended June 30, 2012

Condition: Presently the same individual is responsible for issuing purchase orders, writing checks, making
deposits, posting transactions and reconciles the monthly bank statements.

Cause: The Town's limited size and staffing resources have made it difficult for management to provide
sufficient staffing to fully segregate incompatible duties in a cost-effective manner.

Effect or Potential Effect: Without sufficient segregation of duties, the risk significantly increases that errors
and fraud related to purchasing and depositing activities, including misappropriation of assets, could occur
and not be detected within a timely basis.

Recommendation: We recommend that management should consider a formal evaluation of their risks
associated with these procedures. In response to the identified risks, consideration should be given to
identifying and implementing controls that could help mitigate the risks associated with lack of segregation
of duties, such as providing increased management oversight and an independent reconciliation of
accounts. For example, the entity might consider soliciting the assistance of independent volunteer labor to
perform certain functions including performing compensating procedures where applicable.

Responsible Official's Response: The Town concurs with the recommendation, although, the cost to
correct this condition might exceed the benefit, the Town will strive to make changes in procedures that will
improve the overall lack of segregation of duties. ‘

12-3 Internal Control — Overall Accounting System

12-4

Condition: The Town does not have financial reporting software in place.

Criteria: Internal controls should be in place that provides reasonable assurance that an accounting
software system is maintained to provide the balance sheet for each fund and to present accurately the
financial position of the Town at any given time.

Effect: Because of the inadequate accounting software system, the Town will not be able to provide
accurate financial statements.

Recommendation: We have recommended that the Town strive to implement a new accounting system to
record the financial position of the Town and record balance sheet items to agree to the audited numbers.

Response: Management concurs with the recommendation; the Town has purchased an accounting
software package prior to the report date.

Internal Control — Purchase Order Approval

Condition: The Town’s minutes do not detail which purchase orders are approved at monthly meeting nor
were purchase orders signed by an authorized council member. '

Criteria: Internal controls should be in place that provides reasonable assurance that purchases are
properly approved by management and the Town’s governing council. By listing the individual purchase
order numbers in the minutes it is assumed that a specific list of purchases was approved. By requiring an
authorized council member to sign the purchase orders it is assumed that a member of the governing
council reviewed and approved that purchase.

Effect- Because of the inadequate approval process it cannot be guaranteed that all purchases were
reviewed by the governing council and that proper approval was attained.
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TOWN OF CARNEY
Carney, Oklahoma

SCHEDULE OF FINDINGS AND RESPONSES
Year Ended June 30, 2012

Recommendation: We have recommended that management include a detail of the purchase orders
approved by council in the minutes and that an authorized member of the council review and sign each
purchase order.

Response: Management will implement the recommended changes.
Internal Control — Payroli Tax Deposits

Criteria: Town management is responsible for withholding certain payroll taxes from employee’s checks
and remitting those taxes, along employer portions, timely to the Internal Revenue Service and Oklahoma
Tax Commission. This also includes the timely preparation of payroll reports as required by these regulatory
agencies.

Condition: Presently payroll tax deposits have not been remitted to the Internal Revenue Service or

Oklahoma Tax commission.
Cause: Current town management has not been trained in payroll procedures.
Effect or Potential Effect: 1t is important for all entities to remain compliant with payroll tax deposits.

Because of the town’s failure to make their payroll deposits timely, it could face significant interest and
penalties as a result of noncompliance.

Recommendation: We recommend that management file all outstanding payroll reports and remit all taxes
due as soon as possible. Further, we recommend that management seek training in proper payroll
procedures or that the payroll function is outsourced to a company that can help the Town remain
compliant.

Responsible Official’s Response: The Town concurs with the recommendation. Payroll reports and taxes
will be filed as soon as possible and outside services for payroll will be used until proper training has taken
place.

Internal Control — Transfer of Special Revenue Funds

Criteria: Town management is responsible for depositing restricted amounts into their appropriate funds.

The motor vehicle tax submitted to the Town from the Lincoln county Treasurer has been designated for
street maintenance and repair and should be deposited into the street & alley fund.

Condition: Presently the amounts received from Lincoln County have been deposited into the General Fund.

Cause: Current town management was not aware of the requirement to separate out amounts received
from the County Treasurer.

Effect or Potential Effect: Failure to separate designated amounts to their respective funds could result in
designated funds being spent on unapproved expenditures.

Recommendation: We recommend that management transfer or deposit motor vehicle tax to the street &
alley fund as it is received.

Responsible Official’s Response: Management is now aware of the requirement and will deposit the funds
accordingly.
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12-7 Compliance — Asset Capitalization Policy

12-8

Condition: The town does not have a set policy for capitalization of fixed assets.

Criteria: A policy should be in place that will ensure consistent treatment of property additions and repairs
and maintenance expense.

Effect: Because of the lack of a formal capitalization policy immaterial items may be capitalized and items
that are material may be expensed.

Recommendation: We have recommended the Town establish a policy whereby all property purchases
over $1,000 and having a useful life of more than one year are capitalized. The Town should document the
capitalization policy and communicate it to those who code property invoices to ensure the policy is
consistently followed.

Response: Management will implement the recom mended changes upon council approval.
Compliance — Exceeding the Budget

Condition: A budget was prepared for the period under audit but when changes took place during the year,
the amended budget had not been prepared accordingly. Per review of expenditures in comparison with
prior year, it appears that General Government expenditures exceeded the budgeted amount of
expenditures for the year.

Criteria: Title 11, Section 17-211, O.S. 2001 states that no encumbrance may be made or authorized which
exceeds the appropriation of any fund. Consequences for violation of this Statute include forfeiture of office
and civil and criminal punishments.

Cause: The Town management did not file the amended budget accordingly to take care of the significant
increases in expenses in these areas. As a result, management has exceeded the budget. Current Town
management was also unaware that the governmental expenditures had exceeded the budget due to lack
of financial records.

Effect or Potential Effect: By spending more than the budgeted expenditures, the Town could exceed their
fund balance.

Recommendation: Records should be maintained by the Town to ensure that receipts and disbursements
are properly recorded and that budgets and fund balances are not exceeded.

Responsible Official’s Response: The Town's current management has been reviewing and amending
budgets accordingly since this occurrence and will continue to monitor any areas that may exceed the
original budget.
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12-9 Compliance — Reserve Funds for Rural Development

Criteria: As per Promissory Note Section 4 Part (d) Reserve Account — with the United States Department
of Agriculture — Rural Development. From the remaining funds in the General Account, there shall be set
aside into the Reserve Account the sum of 10% of the monthly instaliment ($43.40 = 434 * 10%) each
month until there is accumulated in that account the sum of the annual installment ($5,208 = 434 * 12), after
which deposits may be suspended, except to replace withdrawals. When necessary, disbursements may
be used for payments due on the Note if sufficient funds are not available in the Debt Service Account.
Only with prior written approval of Rural Development, funds may be withdrawn for (1) paying the cost of
repairing or replacing any damage to the Facility which may have been caused by a catastrophe or (2)
making extension or improvements to the Facility.

Condition: The reserve money can only be used for water improvement with a written approval from Rural
Development. No written approval was found. Also, since the reserve fund has not reached the required
$5,208, the Town is required to continue to make the $43.40 payments per month until it has been reached.

Cause: The Town held two separate Rural Development notes since 1979. A fiduciary was used to keep a
required reserve amount related to the one of these notes and it was incorrectly assumed this satisfied the
requirement for both notes. When the 1% note was paid off the reserve was refunded and spent leaving the
2" note without the required reserve. '

Effect or Potential Effect: As a result of this condition, the Town is not in compliance with Promissory Note
with Rural Development and has not been making the required monthly installment.

Recommendation: The Town should start making the required monthly installment and not use this cash
until prior written approval has been received from Rural Development.

Responsible Official’s Response: The Town concurs with the recommendation, and will start depositing the

required monthly installment and won't use any reserve fund monies until prior written approval has been
received from Rural Development.
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