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JUSTIN W. COWAN
CERTIFIED PUBLIC ACCOUNTANT

Locust Grove, OK PH: 918-479-6136

INDEPENDENT AUDITOR’S REPORT

Honorable Mayor and Council
Town of Locust Grove, Oklahoma

I have audited the accompanying financial statements of the governmental activities, the business-type activities, each major fund,
and the remaining fund information of the Town of Locust Grove, Oklahoma as of the year ended June 30, 2013, which
collectively comprise the Town’s basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the Town of Locust Grove, Oklahoma’s management. My responsibility is to express an opinion on these
statements based on my audit.

I 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. These standards require that I plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. | believe that my audit provides a
reasonable basis for my opinion.

As discussed in Note 1 to the financial statements, 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 for my review. The amount by which this departure would affect the assets, net assets, and expenses of the
Governmental and Business-Type Activities is not readily determinable.

In my opinion, except for the effects, if any, on the financial statements of incomplete capital asset record keeping described in
the preceding paragraph, the financial statements referred to above present fairly, in all material respects, the financial position of
the governmental activities, the business-type activities, each major fund, and the remaining fund information of the Town of
Locust Grove, Oklahoma as of June 30, 2013 and the respective changes in financial position and cash flows, where applicable,
for the year then ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, | have also issued a report dated October 3, 2013 on my consideration of the
Town of Locust Grove, 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 the internal control over financial reporting or on compliance. That report is an integral part of an audit performed
in accordance with Government Auditing Standards and should be considered in assessing the results of my audit.

Management’s Discussion and Analysis on pages 4 through 8, and the budgetary comparison information on page 29 are not a
required part of the financial statements but are supplementary information required by accounting principles generally accepted
in the United States of America. | have applied certain limited procedures, which consisted principally of inquires of
management regarding the methods of measurement and presentation of the required supplementary information. However, | did
not audit the information and express no opinion on it.

Justin W. Cowan
Certified Public Accountant

October 3, 2013



TOWN OF LOCUST GROVE
P.O. BOX 246
LOCUST GROVE, OK 74352

Office of the Town Clerk 918-479-5102

MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of the Town of Locust Grove’s financial performance provides an overview of the Town’s financial
activities for the year ended June 30, 2013. Please read it in conjunction with the Town’s financial statements, which begin on
page 9.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The statement of Net Assets and the Statement of Activities
provide information about the activities of the Town as a whole and present a longer-term view of the Town’s finances. Fund
financial statements report the Town’s operations in more detail than the government-wide statements. For governmental funds,
these statements tell how services were financed in the short term as well as what remains for future spending.

REPORTING THE TOWN AS A WHOLE

Our analysis of the Town as a whole begins on page four. One of the most important questions asked about the Town’s finances
is “Is the Town as a whole better off or worse off as a result of the year’s activities?” The Statement of Net Assets and the
Statement of Activities report information about the Town as a whole and about its activities in a way that helps answer this
question. These statements include all assets and liabilities using the accrual basis of accounting, which is similar to accounting
used by most private sector companies. All of the current year’s revenues and expenses are taken into account regardless of when
cash is received or paid.

These two statements report the Town’s net assets and changes in them. You can think of the Town’s net assets — the difference
between assets, what the Town owns, and liabilities, what the Town owes — as one way to measure the Town’s financial health, or
financial position. Over time, increases or decreases in the Town’s net assets are one indicator of whether its financial health is
improving or deteriorating. You will need to consider other non-financial factors, however, such as changes in the Town’s tax
base and the condition of the Town’s roads and other capital assets to access the overall health of the Town.

In the Statement of Net Assets and the Statement of Activities, we divide the Town into the following two kinds of activities:

Governmental activities — Most of the Town’s basic services are reported here, including fire, streets, community building,
library, public safety, and general government administration. Sales taxes and franchise fees finance most of these activities.

Business-type activities — The Town charges a fee to customers to cover the costs of certain services it provides. The Town’s
Sewer, trash, and water services are reported here.

REPORTING THE TOWN’S FUNDS

Our analysis of the Town’s funds begins on page six, and the fund financial statements begin on page eleven. Fund financial
statements do not provide information on the Town as a whole as do the government-wide statements, but provide more detailed
information. Some funds are required to be established by state law, while some funds can be established to control and manage
money for particular purposes.



The Town maintains only three funds, Two Governmental and one proprietary. The Town’s funds represent two different fund
types and use two different accounting approaches.

1 Government funds — Most of the Town’s basic services are reported in its general fund, which is a governmental fund.
Governmental funds focus on how money flows into and out of each fund and the balances left at year-end available for
spending. These funds are reported using the modified accrual basis of accounting which measures cash and all other financial
assets that can readily be converted to cash. The governmental fund statements provide a detailed short-term view of the
Town’s general government operations and the basic services it provides. Governmental fund information helps you determine

whether there are more or fewer financial resources that can be spent in the near future to finance the Town’s programs. We
describe the relationship or differences between governmental activities reported in the government-wide statements and the

governmental fund statements in a reconciliation at the bottom of the governmental fund financial statements.

2. Proprietary funds — Profit-motivated services provided by the Town to customers for a specific charge are reported in the
government-wide financial statements. The proprietary fund statements present the same information reported in the business-
type activities section but in more detail and with additional information, such as cash flows.

THE TOWN AS A WHOLE

At June 30, 2013, net assets were as follows:

Governmental Activities Business-type Activities Total
Current & Other Assets 414319 450564 864883
Restricted Assets 0 213580 213580
Capital Assets (Net) 1053521 5633902 6687423
Total Assets 1467840 6298046 7765886
Long-term Debt 0 1466752 1466752
Other Liabilities 118494 59039 177533
Total Liabilities 118494 1525791 1644285
Net Assets:
Invested in Capital Assets, Net of Debt 1053521 4069901 5123422
Restricted 0 213580 213580
Unrestricted 295825 351912 647737
Total Net Assets 1349346 4635393 5984739




For the year ended June 30, 2013, changes in net assets were as follows:

Governmental Activities Business-type Activities Total
Revenues
Program Revenues:
Charges for Services 29370 797846 827216
Other — Grants & Donations 6879 0 6879
General Revenues:
Sales and Use Taxes 657275 0 657275
Other Taxes 77468 0 77468
Other General Revenues 245877 642 246519
Total Revenues 1016869 804488 981262
Program Expenses:
General Government 416211 0 416211
Fire 24258 0 24258
Streets 21153 0 21153
Public Safety 314086 0 314086
Utility Administration 0 330062 330062
Sewer, Trash, Water 0 636140 636140
Total Expenses 775708 966202 1741910
Excess (Deficiency) Before Transfers 241161 (167714) 73447
Transfers (273513) 316987 43474
Increase (Decrease) in Net Assets (32352) 149273 116921




The Town’s Funds

The fund financial statements provide detailed information about the Town’s activities using a different accounting approach than
that used in the government-wide financial statements. We describe the relationship or differences between governmental
activities reported in the government-wide statements and the governmental fund statements in a reconciliation at the bottom of

the governmental fund financial statements.

The schedules below show the percentage of total for revenues and expenditures.

Governmental Revenues

Percent of Total

Taxes 767520 75%
Charges for Services 29370 2%
Other 213100 22%
Grants & Donations 6879 1%
Total Revenues 1016869 100%

Governmental Expenditures

Percent of Total

General Government 416211 54%
Fire 24258 3%
Streets 21153 3%
Public Safety 314086 40%
Total Expenditures 775708 100%
General Fund Budgetary Highlights
The Town’s budget for general government was amended during the year due to increased revenues from sales taxes. This
increase was used to fund and repair the streets in the town.
Capital Asset and Debt Administration
At June 30, 2013, the Town had the following capital assets:
Governmental Activities | Business-Type Activities Totals
Land 66850 114246 181096
Buildings & Streets 601176 120000 721176
Equipment 675495 365942 1041437
Utility Systems 0 6694238 6694238
Total 1343521 7294426 8637947




Debt

At year-end the Town had the following Debt:

Outstanding Debt Current Year Prior Year
Governmental 0 0
Business-Type Note payable secured by water revenues 1564001 1818422
Total 1564001 1818422

Economic Factors and Next Years Budgets and Rates

The Town’s elected and appointed officials consider many factors when setting the budget for fiscal year 2013-14 including close

monitoring of expenses.

Contacting the Town’s Financial Management

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with a general overview of the
Town’s finances and to show the Town’s accountability for the money it receives. If you have any questions about this report or
need additional financial information, contact the Clerk/Treasurer’s office at Locust Grove Town Hall, P.O. Box 246, Locust

Grove, OK 74352.




TOWN OF LOCUST GROVE, OKLAHOMA
STATEMENT OF NET ASSETS

JUNE 30, 2013

Governmental Activities Business-type Activities Total

ASSETS
Current Assets:
Cash and Demand Deposits 333046 306464 639510
Accounts Receivable (Net) 81273 54345 135618
Internal Balances 0 0 0
Grants Receivable 0 0 0
Total Current Assets 414319 360809 775128
Restricted Assets (BOK) 0 213580 213580
Capital Assets
Depreciable Property & Equipment 1276671 7180180 8456851
Less Accumulated Depreciation (290000) (1660524) (1950524)
Land 66850 114246 181096
Total Capital Assets 1053521 5633902 6687423
Deferred Charges & Other
Deferred loan Costs (Net) 0 76174 76174
Parts Inventory and Deposits 0 13581 13581
Total Deferred Charges & Other 0 89755 89755
TOTAL ASSETS 1467840 6298045 7765885
LIABILITIES
Current Liabilities:
Accounts Payable 118494 39612 158106
Current Portion of Notes Payable 0 97249 97249
Total Current Liabilities 118494 136861 255355
Non-current Liabilities:
Meter Deposits Refundable 0 59039 59039
Notes Payable — Less Current Part 0 1466752 1466752
Total Non-current Liabilities 0 1525791 1525791
TOTAL LIABILITIES 118494 1662652 1781146
NET ASSETS
Invested in Capital Assets, Net of

Related Debt 1053521 4069901 5123422
Restricted for Debt & Deposits 0 213580 213580
Unrestricted 295825 351912 647737
TOTAL NET ASSETS 1349346 4635393 5984739
Total Liabilities and Net Assets 1467840 6298045 7765885

The accompanying notes are an integral part of these financial statements.
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TOWN OF LOCUST GROVE, OKLAHOMA
STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2013

Program Revenues Net (Expense) Revenues and

Changes in Net Assets

Functions/Programs Expenses Charges for Operating | Capital Grants Governmental | Business-type Total
Services Grants & and Activities Activities Activities
Contributions | Contributions
Governmental Activities:
General Government 416211 0 5973 (410238) (410238)
Fire 24258 29370 0 5112 5112
Streets 21153 0 906 (20247) (20247)
Public Safety 314086 0 0 (314086) (314086)
Total Governmental Activities 775708 29370 6879 (739459) (739459)
Business-type Activities:
Administration 330062 0 (330062) (330062)
Sewer, Trash, & Water 636140 797846 0 161706 161706
Total Business-type Activities 966202 797846 0 (168356) (168356)
Total All Activities 1741910 827216 6879 (739459) (168356) (907815)
General Revenues: Governmental Activities Business-type Activities Total
Taxes:
Sales and Use Taxes Levied for General Purposes 657275 657275
Sales and Use Taxes Levied for Specific Purposes 77468 77468
Franchise and Public Service Taxes 32777 32777
Investment Income 482 642 1124
Miscellaneous 212618 212618
Transfers 273513 316987 43474
Total General Revenues and Transfers 707107 317629 1024736
Change in Net Assets (32352) 149273 116921
Beginning Net Assets 1381698 4486120 5867818
Ending Net Assets 1349346 4635393 5984739

The accompanying notes are an integral part of these financial statements.
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TOWN OF LOCUST GROVE, OKLAHOMA
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2013

General Fund

Other Governmental Funds
Street & Alley

Total Governmental
Funds

ASSETS:

Cash and Demand Deposits 197590 136007 333597
Revenue Receivable 64088 16635 80723
To Be Provided for Debt 0 0 0
Due From Other Funds (Net) 0 0 0
TOTAL ASSETS 261678 152642 414320
LIABILITIES:

Accounts Payable 118494 0 118494
Current Portion of Debt 0 0 0
Due to Other Funds 0 0 0
TOTAL LIABILITIES 118494 0 118494
FUND BALANCES:

General Fund 143184 0 143184
Other Funds 0 152642 152642
TOTAL FUND BALANCES 143184 152642 295826
TOTAL LIABILITIES & FUND BALANCES 261678 152642 414320

The accompanying notes are an integral part of these financial statements.
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TOWN OF LOCUST GROVE, OKLAHOMA
RECONCILIATION OF BALANCE SHEET — GOVERNMENTAL FUNDS
WITH THE STATEMENT OF NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2013

Total Fund Balance $ 295826

Accounts reported in the statement of net assets are different because:

Capital assets used in governmental activities are not financial resources

And therefore are not reported as assets in the governmental funds.

Capital assets 1343520
Accumulated depreciation (290000) 1053520
Total net assets $ 1349346

The accompanying notes are an integral part of these financial statements.
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TOWN OF LOCUST GROVE, OKLAHOMA
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2013

General Fund Other Governmental Total Governmental
Funds — Street & Alley Funds

REVENUES:
Taxes 764820 0 764820
Intergovernmental 0 0 0
Charges for Services 29370 0 29370
Interest 215 267 482
Other 179069 0 179069
Grants & Donations 5973 906 6879
TOTAL REVENUE 979447 1173 980620
EXPENDITURES:
General Government 416211 0 416211
Fire Department 24258 0 24258
Street Department 0 21153 21153
Public Safety 314086 0 314086
Debt Service 0 0 0
Capital Outlay - Streets 0 0 0
TOTAL EXPENDITURES 754555 21153 775708
REVENUES OVER (UNDER) 224892 (19980) 204912
EXPENDITURES
OTHER FINANCING SOURCES
(USES)
Transfers In (Out) 0 0 0
Sales Tax Transfers (353067) 79554 (273513)
TOTAL OTHER FINANCING (353067) 79554 (273513)
SOURCES (USES)
NET CHANGE IN FUND BALANCES (128175) 59574 (68601)
BEGINNING FUND BALANCE 271359 93068 364427
ENDING FUND BALANCE 143184 152642 295826

The accompanying notes are an integral part of these financial statements.
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TOWN OF LOCUST GROVE, OKLAHOMA

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS

FOR THE YEAR ENDED JUNE 30, 2013

Net changes in fund balances — total governmental funds

($ 68601)

Amounts reported for governmental activities in the statement of activities are

different because:

Capital outlays to purchase or build capital assets are reported in

governmental funds as expenditures. However, for governmental

activities those costs are shown in the combined statement of net assets

and allocated over their estimated useful lives as annual depreciation in the

statement of activities. This is the amount by which capital outlay exceeds

depreciation outlay in the period.

Depreciation Expense

(25000)

Capital outlay

0

(25000)

Change in net assets

($ 93601)

The accompanying notes are an integral part of these financial statements.
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TOWN OF LOCUST GROVE, OKLAHOMA
STATEMENT OF NET ASSETS
PROPRIETARY FUND
JUNE 30, 2013

Locust Grove Public Works Authority

ASSETS

Current Assets:

Cash and Demand Deposits 306464
Accounts and Other Receivables (Net) 54345
Total Current Assets 360809
Restricted Assets (BOK) 213580
Non-current Assets:

Land 114246
Depreciable Property and Equipment 7180180
Less Accumulated Depreciation (1660524)
Total Non-current Assets 5633902
Other Assets:

Deferred Loan Costs (Net) 76174
Parts & Deposits 13581
Total Other Assets 89755
TOTAL ASSETS 6298045
LIABILITIES AND NET ASSETS

Current Liabilities:

Accounts Payable 39612
Current Portion of Notes Payable 97249
Total Current Liabilities 136861
Non-current Liabilities:

Meter Deposits Refundable 59039
Notes Payable, less Current Portion 1466752
Total Non-current Liabilities 1525791
TOTAL Liabilities 1662652
NET ASSETS

Invested in Capital Assets, Net of Related Debt 4069901
Restricted for Debt 213580
Unrestricted 351912
Total Net Assets 4635393
Total Liabilities and Net Assets 6298045

The accompanying notes are an integral part of these financial statements.
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TOWN OF LOCUST GROVE, OKLAHOMA
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
PROPRIETARY FUND
FOR THE YEAR ENDED JUNE 30, 2013

Locust Grove Public Works Authority

OPERATING REVENUES

Water, Sewer, and Trash Services 797576
Other Income 269
Total Operating Revenues 797846
OPERATING EXPENSES

Administrative Department 330062
Plant and Distribution Expenses 636140
Total Operating Expenses 966202
Operating Income (Loss) (168356)
Non-operating Revenues (Expenses)

Grants & Donations 0
Interest Income 642
Interest Expense (53027)
INCOME (LOSS) BEFORE TRANSFERS (220741)
TRANSFERS IN (OUT) 316987
NET INCOME (LOSS) 96247
NET ASSETS BEGINNING OF YEAR 4539146
NET ASSETS END OF YEAR 4635393

The accompanying notes are an integral part of these financial statements.
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TOWN OF LOCUST GROVE, OKLAHOMA
STATEMENT OF CASH FLOWS
PROPRIETARY FUND
FOR THE YEAR ENDED JUNE 30, 2013

Locust Grove Public Works Authority

Cash Flows From Operations:

Cash Received From:

Customers 795260
Cash Payments for:

Goods and Services 652000

Employees & Related Costs 336140
Net Cash Provided From Operations (192880)
Cash Flows From Capital Financing Activities:

Loan Reductions/Borrowings (Net) (193021)

Transfers Net 316987

Asset Purchases (0)
Net Cash From Capital Financing Activities 123966
Cash Flows From Investing Activities:

Interest Received 642

Interest Paid (53027)
Prior Period Adjustments 0
Net Increase (Decrease) in Cash (121299)
Beginning Cash 641343
Ending Cash 520044
Reconciliation of Income From Operations to Net Cash From Operations:

Operating Income (Loss) (168356)

Adjustments to Income From Operations:

Depreciation 75000

Change in Assets and Liabilities:

(Increase) Decrease in Receivables (2586)

(Increase) Decrease in Prepaid Expenses 0

Increase (Decrease) in Payables (100462)

Increase (Decrease) in Meter Deposits 3524
Net Cash Provided by Operations (192880)

The accompanying notes are an integral part of these financial statements.
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TOWN OF LOCUST GROVE, OKLAHOMA
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED JUNE 30, 2013

The accounting methods and procedures adopted by the Town of Locust Grove, Oklahoma, conform to generally accepted
accounting principles as applied to governmental entities. The following notes to the financial statements are an integral part of
the Town’s Basic Financial Statements.

1._ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Town complies with generally accepted accounting principles (GAAP), which includes all relevant Governmental
Accounting Standards Board (GASB) pronouncements. In the government-wide financial statements and the fund financial
statements for proprietary funds, Financial Accounting Standards (FASB) pronouncements and Accounting Principles Board
(APB) opinions issued on or before November 30, 1989, have been applied unless they conflict with or contradict GASB
pronouncements, in which case, GASB prevails. Although the Town has the option to apply FASB pronouncements issued after
that date to its business-type activities, it has chosen not to do so.

1A. FINANCIAL REPORTING ENTITY The Town of Locust Grove operates under an elected Mayor/Council form of
government. The Town’s major operations include public safety, fire protection, and general administrative services. As
required by generally accepted accounting principles, the financial statements of the reporting entity include those of the Town of
Locust Grove (the primary government) and its component unit. The component unit discussed below is included in the Town’s
reporting entity because of the significance of its operation and financial relationships with the Town.

1B. COMPONENT UNIT In conformity with generally accepted accounting principles, the financial statements of the Locust
Grove Public Works Authority have been included in the financial reporting entity as a blended component unit, as both entities
have the same board of trustees.

Additionally, the PWA is financially dependent upon the Town as a major source of its revenues is sales tax which can only be
assessed by the Town.

1C. BASIC FINANCIAL STATEMENTS The Town’s basic financial statements include both government-wide (reporting
the Town as a whole) and fund financial statements (reporting the Town’s major funds). Both the government-wide and fund
financial statements categorize primary activities as either governmental or business-type. The Town’s police, fire, park, streets,
library and general administration are classified as governmental activities. The Town’s water, sewer, and trash services are
classified as business-type activities.

1D. GOVERNMENT-WIDE FINANCIAL STATEMENTS The Statement of Net Assets and Statement of Activities display
information about the reporting government as a whole. They include all funds of the reporting entity. The statements
distinguish between governmental and business-type activities. Governmental activities are financed by taxes, intergovernmental
revenues, grants, fines, and other miscellaneous revenues. Business-type activities are financed by charges for services.

1E. FUND FINANCIAL STATEMENTS The financial transactions of the Town are reported in individual funds in the fund
financial statements. Each fund is accounted for by providing a separate set of self-balancing accounts that comprise its assets,
liabilities, reserves, fund equity, revenues, and expenditures/expenses. The following fund types are used by the Town:

Governmental Funds The measurement focus of governmental funds in the fund statements is current financial resources.
Generally, only current financial assets and liabilities are included on their balance sheets and only sources and uses of available
expendable resources are presented an their operating statements. Fund balance is used as their measure of available expendable
resources at the end of the period.
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Special Revenue Funds These funds are established to account for the proceeds of specific revenue sources other than special
assessments, expendable trusts, or major capital projects that are legally restricted to expenditures for specific purposes.

Proprietary Funds This fund accounts for operations that are organized to be self-supporting through user charges. The fund
included in this category is the Enterprise Fund established to account for operations that are financed and operated in a manner
similar to private business enterprises, where the intent is that cost of providing goods or services to the general public on a
continuing basis be financed or recovered primarily through user charges.

Fiduciary Fund Type This fund accounts for assets held by the Town as an agent for a governmental unit. This fund consist of
the C.L.E.E.T. Agency Fund which was established to provide for police officer training and other police related activities.

1F. BASIS OF ACCOUNTING Basis of accounting refers to the point at which revenues or expenditures/expenses are
recognized in the accounts and reported in the financial statements. It relates to the timing of the measurements made regardless
of the measurement focus applied.

Accrual Basis — Both governmental and business-type activities in the government-wide financial statements and proprietary
fund financial statements are presented using the accrual basis of accounting. Revenues are recognized when earned and
expenses are recognized when incurred.

Modified Accrual Basis - The governmental funds financial statements are presented using the modified accrual basis of
accounting. Under the modified accrual basis of accounting, revenues are recorded when susceptible to accrual (both measurable
and available). Available means collectable within the current period or within thirty days after year-end. Expenditures are
generally recognized when the related liability is incurred.

1G. BUDGETARY DATA Formal budgetary accounting is employed as a management control for the general fund of the
Town. Annual operating budgets are adopted each fiscal year through passage of an annual budget ordinance and amended as
required. The basis of accounting for budgetary purposes for this fund is the modified accrual, i.e., revenues are recognized when
received and expenditures are recognized when encumbered. The proprietary fund, Locust Grove Public Works Authority, also
adopts a budget and revenues are recognized when earned and billed and expenditures are recognized when encumbered.

The budget method authorized by Oklahoma Statute adopted by the Town for its general fund places a limit on the amount that
can be budgeted. The amount to be budgeted for the next fiscal year is the unreserved fund balance at the end of the fiscal year
plus 90% of its revenues for the year just ended.

All unencumbered budget appropriations lapse at the end of each fiscal year. None of the other governmental fund types
budgeted their funds.

1H. CASH AND CASH EQUIVALENTS Cash consist of monies deposited into demand deposit and time deposit accounts.

Cash equivalents consist of interest bearing certificates of deposit with a maturity of one year or less. These are considered cash
equivalents as they are readily converted to cash.

11. ACCOUNTS RECEIVABLE All receivables are reported at their net value. The Locust Grove Public Works Authority

bills customers for utility usage during the month. Accordingly, the estimated unbilled revenues are recognized at the end of each
fiscal year on a pro-rata basis. The estimated amount is based on billings during the month following the close of the fiscal year.

1J. DUE TO AND FROM OTHER FUNDS Inter-fund receivables and payables arise from inter-fund transactions and are
recorded by all funds affected in the period in which transactions are executed.

1K. INTEREST RECEIVABLE Interest on investments and certain receivables are recorded as revenue in the year the
interest is earned and is available to pay liabilities of the current period.
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1L. INVENTORIES Inventory of the Locust Grove Public Works Authority consists of utility materials and supplies that will
be expenses when used for repairs and/or capitalized when used for improvements and many of the items are in the nature of a
back-up to parts of the utility system. Thus, many of the inventory items will not be used in the next fiscal year. Accordingly,
inventory has not been classified as a current asset.

Inventory is stated at the value as of June 30, 2013. The value of the inventory on hand does not fluctuate much from year-to-
year, and it is the auditor’s opinion that the change in inventory would not likely be material.

1M. RESTRICTED ASSETS The Locust Grove Public Works Authority, based on certain loan agreements, is required to
fund and maintain prescribed amounts of cash which can be used only to service outstanding debt and unforeseen contingencies.
These amounts are included in the reserves for debt retirement, both current and reserve. Also included in restricted assets and
reserves are amounts for meter deposits held for customers, reserves for water and sewer improvements, reserves for emergencies
and equipment replacement and reserves for capital construction.

IN. CAPITAL ASSETS - Capital assets purchased or acquired with an original cost of $500 or more are reported at historical
cost or estimated historical cost. Contributed assets are reported at fair market value as of the date received. Depreciation on all
assets is provided on the straight-line basis over the following estimated useful lives of the assets:

Buildings 30 years
Utility Systems 40 years
Equipment 51010 years

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 for my review. The amount
by which this departure would affect the assets, net assets, and expenses of the Governmental and Business-Type Activities is not
readily determinable.

10. DEFERRED LOAN COSTS Deferred loan costs represent charges assessed to the PWA to enable the Authority to
receive its loan for the water treatment plant construction. These charges, as listed in Note 8, must be amortized over the life of
the loan, which is 27.75 years.

1P. LONG-TERM DEBT Long-term obligations of the Town are reported in the Enterprise Fund.

1Q. PENSIONS The provision for pension cost is recorded on an accrual basis, and the Town’s policy is to fund pension costs
as they accrue.

1R. REVENUES AND EXPENDITURES/EXPENSES When both restricted and unrestricted resources are available for use,
it is the government’s policy to use restricted resources first, and then unrestricted resources as needed. Program revenues in the
government-wide statements include charges paid by the recipients of the goods or services offered by the programs and grants
and contributions that are restricted to meeting the operational or capital requirements of a particular program. Revenues not
classified as program revenues are presented as general revenues. In proprietary funds, operating revenues and expenses result
from providing goods and services that are the funds principal ongoing operations. Revenues and expenses not meeting this
definition are non-operating revenues and expenses. Subsidies and grants to proprietary funds, which finance either capital or
current operations, are reported as non-operating revenue based on GASB-33. In applying GASB-33 to grant revenues, the
provider recognizes liabilities and expenses and the recipient recognizes receivables and revenue when the applicable eligibility
requirements, including time requirements, are met. Resources transmitted before eligibility requirements are met are reported as
advances by the provider and deferred revenue by the recipient.

1S. COMPENSATED ABSENCES Town employees are entitled to certain compensated absences based on their length of

employment. These are treated as current liabilities, as the Town’s policy has been to allow employees cash in unused vacation
time, in lieu of time off, and the time is likely to be used or paid for within the next fiscal year.
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2. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

State statues require that the Town’s and the Locust Grove Public Works Authority’s deposits exceeding $100,000 in a financial
institution be collateralized by securities. As of June 30, 2013 the institution was in compliance with this requirement for both
the Town and the Public Works Authority.

3. ACCOUNTS RECEIVABLE

All customers have meter deposits with the Authority. However, a reserve has been established for accounts exceeding 90 days
past due, as these amounts are unlikely to be collected. Meter deposits are often insufficient to fully fund these past due amounts.

4. PROPERTY, PLANT, AND EQUIPMENT

Activity for general fixed assets which are capitalized by the Town are summarized below:

Balances Balances
July 1, 2012 Additions Deletions June 30, 2013
Land $ 66850 $ - $ - $ 66850
Buildings & Other 601176 -- - 601176
Equipment 667177 8318 -- 675495
Totals $1335203 $ 8318 $ - $ 1343521

A summary of property, plant, and equipment by method of valuation is presented below:

Estimate of Original Cost $ 1317794
Value at Date of Donation for Donated Assets 25727
$ 1343521

Fixed assets consisting of certain improvements other than buildings, including roads, bridges, curbs and gutters, streets and
sidewalks, drainage systems, and lighting systems, have not been capitalized. Such assets normally are not movable and of value
only to the Town. Therefore, the purpose of stewardship for capital expenditures is satisfied without capitalizing these assets.
No depreciation has been provided on general fixed assets.

A summary of property, plant, and equipment of the proprietary fund is presented in the combining balance sheet of such fund.

The following table presents for the PWA the range of lives, depreciation method, and accumulated depreciation for each class of
depreciable asset.

Assigned Accumulated

Range of Lives Method Depreciation
Distribution System 40 Years Straight Line $ 1318551
Buildings & Improvements 30-40 Years Straight Line 120000
Equipment 5-10 years Straight Line 221973
$ 1660524
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5. DEFINED BENEFIT PENSION PLANS

Plan Description The Town contributes to the Oklahoma Firefighters Pension and Retirement System (the System), a cost-
sharing multiple-employer defined benefit pension plan administered by a 13-member board which acts as fiduciary for
investment of funds and the application of plan interpretations. The System provides retirement and disability benefits, annual
cost-of-living adjustments, and death benefits to plan members and beneficiaries. The System is a component unit of the State of
Oklahoma and is authorized under Title 11, Oklahoma Statutes 1981, sections 48-101 et seq. The System issues a publicly
available financial report that includes financial statements and required supplementary information for the plan and may be
obtained from their offices at 4545 n. Lincoln Blvd., Suite 265, Oklahoma City, OK 73105, or by calling 1-800-525-7461.

Funding Policy Volunteer firefighters are not required to contribute, but the Town is required to contribute $60 per volunteer
per year. The contribution requirements of the System are an established rate determined by Oklahoma Statute and are not based
on actuarial calculations. The Town made the required contribution to the System for the year ended June 30, 2013.

6. DEFERRED LOAN COSTS
Deferred loan costs are charges associated with obtaining the financing of the loan for the construction of the water treatment
facility and the extinguishment of existing indebtedness. The charges must be capitalized and amortized over the length of the

loan. The total deferred loan costs of $95754 are reported net of accumulated amortization of $19580 on the Authority’s balance
sheet.

A summary of the deferred loan costs is as follows:

Water Sewer

Loan Loan
Bond Council Fees $ 21854 $ 23400
PWA Council Fees 10000 11000
Financial Consultant Fees 16000 11000
OWRB Rating Fee 2500 --
Total Deferred Loan Costs 50354 45400
Less: Accumulated Amortization 10516 9064
Deferred Loan Costs, Net of Amortization $ 39838 $ 36336
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7. LONG-TERM DEBT
The following is a summary of the Authority’s long-term debt at June 30, 2013:

Variable rate (ranging 3.922% - 4.172%) note payable secured

by first mortgages on revenues derived from water and sewer services

and/or proceeds of sales tax authorized by Ordnance No. 80-2 Town of

Locust Grove, dated August 7, 1980. Payable in semiannual installments through

August 2023
Long-term Portion $ 1466752
Current Portion 97249
Total $ 1564001

The annual debt service requirements on the water loan, including interest, are as follows. The interest included is estimated at
the current 3.922% but is subject to fluctuation as market interest rates change.

FYE June 30 Amount
2014 108,652
2015 111,444
2016 114,515
2017 117,936
2018 121,317
2019 125,212
2020 129,404
2021 134,014
2022 138,772
2023 144,000
2024 74,114

The annual debt service requirements on the sewer loan, including interest, are as follows. The interest included is estimated at
the current 2.981% but is subject to fluctuation as market interest rates change.

FYE June 30 Amount
2014 127,152
2015 127,152
2016 127,152
2017 127,152
2018 127,152
2019 63,576
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The annual debt service requirements on the CRG loan, including interest, are as follows. The interest included is estimated at
the current 4.5%.

FYE June 30 Amount
2014 8,520
2015 8,520
2016 8,520
2017 8,520
2018 8,520
2019 8,520
2020 8,520
2021 8,520
2022 8,520

8. RESTRICTED ASSETS, CUSTOMER METER DEPOSITS, AND RESERVED RETAINED EARNINGS

The following is a summary of the restricted assets, which consist of cash and the related liability and reserve:

Amount Reserved for Debt Service (Reserve)

Cash and Cash Equivalents $ 206723

Amount Reserved for Debt Service (Current)
Cash and Cash Equivalents 6856
Total Reserved from Net Assets 213579

Liability for Customer Meter Deposits

Cash and Cash Equivalents 59039
Total Restricted Assets $ 272618

The Source and purpose of restricted assets is as follows:

@ Reserve for Debt Service (Reserve) - This reserve was established and fully funded at the issuance of the $1,675,000
indebtedness for the retirement of existing indebtedness and the construction of a new water plant. The reserve was

fully funded with a portion of the loan proceeds in an amount established by the Oklahoma Water Resources Board (ORWB).
This amount was $204,640 and the balance as of June 30, 2013 is $206,723. The initial funding amount ¢ an only be used in the
event the Authority cannot meet its current loan obligations, and the funds must be replenished within 12 months of such usage.
Any interest earned on the initial funding balance can be used to make current loan payments. See (b) below.

(b)  Reserve for Debt Service (Current) - Payments on the water system/debt refinancing loan are made on a semi-annual basis
from this fund; however, the PWA is required to fund this reserve on a monthly basis. The amount of monthly funding is
determined every six months by the OWRB, and as of June 30, 2013 this amount is $6,042. Interest revenue from the debt
service reserve (a) and this reserve can be used to lower the funding requirements of the Authority, and are used in the OWRB
calculations. The balance of this reserve as of June 30, 2013 is $6,856.
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(d) Reserve for Water and Sewer Improvements - This reserve was created in 1980 for the purpose of funding
improvements to the water system and is funded by a 1/2 cent sales tax. Funds can be used only for improvements to the water
and sewer treatment and distribution systems.

This reserve was required to fund payment of the former indebtedness of the PWA. When the indebtedness was retired, this
reserve was no longer a requirement. The new loan agreements secure as collateral the entire 1.5 cents sales tax received by the
PWA, but there are no provisions for the reservation of said sales tax.

(e) Reserve for Emergency and Equipment Replacement - This reserve was created by the Board in 1988 to provide for future
emergencies and equipment replacement. Funding of this reserve is at the discretion of the Board.

()] Customer Meter Deposits - This represents deposits required from utility customers and is reported as a liability.

9. FUND EQUITY

Reservations of fund balances of governmental funds are created to either (1) satisfy legal covenants that require that a portion of
the fund balance be segregated or (2) identify the portion of the fund balance that is not appropriable for future expenditures.
Specific reservations of the fund accounts are summarized below.

RESERVED RETAINED EARNINGS Reservations of retained earnings of the Locust Grove Public Works Authority represents
restricted assets that cannot be used to pay for operating activities.

10. RELATED PARTY TRANSACTIONS

The Locust Grove Public Works Authority, a related party, provides water, sewer, and trash services for the Town of Locust
Grove and operates as a component unit of the Town.

10. LAWSUITS

Lawsuits from various parties that may have been filed but haven’t went to court or been settled may have a direct effect on
theses financial statements. However, at the time of the audit the amount of the impact, if any, was not ascertainable.
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JUSTIN W. COWAN
CERTIFIED PUBLIC ACCOUNTANT

Locust Grove, OK PH: 918-479-6136

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

Board of Directors
Town of Locust Grove

I have audited the financial statements of the business-type activities of the Town of Locust Grove as of and for the year ended
June 30, 2013, which comprise the Town’s basic financial statements, and have issued my report thereon dated October 3, 2013.
I conducted my audit in accordance with generally accepted auditing standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States of America. The management’s
discussion and analysis on pages two through four are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America. | have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of measurement and presentation of
the supplementary information. However, I did not audit the information and express no opinion on it.

Internal Control Over Financial Reporting

In planning and performing my audit, | considered the Town of Locust Grove’s internal control over financial reporting as a basis
for designing my auditing procedures for the purpose of expressing my opinion on the basic financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Town of Locust Grove’s internal control over financial reporting.
Accordingly, I do not express an opinion on the effectiveness of the Town of Locust Grove’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 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.

My consideration of the internal control over financial reporting was for the limited purpose described in the first paragraph of
this section and would not necessarily identify all deficiencies in internal control that might be deficiencies, significant
deficiencies, or material weaknesses. | did not identify any deficiencies in internal control over financial reporting that | consider
to be material weaknesses, as defined above. However, | identified certain deficiencies in internal control over financial
reporting, described in the accompanying schedule of findings and responses that | consider to be significant deficiencies in
internal control over financial reporting. 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.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Town of Locust Grove’s financial statements are free of material
misstatement, | performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of my audit, and accordingly, | do not express
such an opinion. The results of my tests disclosed no instances of nhoncompliance or other matters that are required to be reported
under Government Auditing Standards.
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The Town’s response to the findings identified in my audit is described in the accompanying schedule of findings and responses.
I did not audit the Town’s response and, accordingly, I express no opinion on it.

| also noted a certain immaterial additional matter that | have reported to the Board of the Town in a separate letter dated
October 3, 2013.

This report is intended solely for the information and use of the Board of Directors, management, and all applicable federal and
state agencies, and is not intended to be and should not be used by anyone other than these specified parties

Justin W. Cowan
Certified Public Accountant

October 3, 2013
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Town of Locust Grove

SCHEDULE OF FINDINGS AND RESPONSES
For the Year Ended June 30, 2013

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.

Condition: Presently the same individuals that receive utility service related cash payments are also responsible for service
billing and adjustment, also balances the daily cash drawer, posts payments to subsidiary accounts receivable ledger 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 errors and fraud related to
utility billing and collection activities, including misappropriation of assets, could occur and not be detected on a timely basis.

Recommendation: | recommend that management and the board should consider a formal evaluation of the risks associated with
this lack of duties segregation over utility cash and receivables. 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.

Responsible Officials Response: The Town concurs with the recommendation. The Town will intends to make certain changes
in procedures that will improve the overall lack of segregation of duties and will have management play a greater role in
oversight in the billing, collection, and reconciliation function.

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 books and records), and (2) reporting government-wide and fund financial statements, including the related
footnotes (i.e., external financial reporting). Professional audit standards clearly indicate that the external financial statement
auditor cannot take the responsibility for any part of management’s control activities or be a component of the internal controls
over financial reporting.

Condition: As is common in many small to medium size entities, the Town has historically relied extensively on its independent
external auditor to provide the needed expertise to assist in the preparation of the financial statement footnotes. However,
management is responsible for the preparation and fair presentation of the financial statements in accordance with applicable
financial reporting, even if the auditor assists in drafting the financial statements. Accordingly, the Town’s ability to prepare
financial statements in accordance with (GAAP) is based, in part, on assistance from its external auditor, who cannot by
definition be considered a part of the Town’s internal controls.

Cause: Town personnel do not possess formal knowledge, expertise and education_relative to preparing GAAP financial
statements and related disclosures without assistance from the external auditor or another outside source. Professional standards
do not require that management possess the expertise the expertise to prepare the financial statements but to have the skills to
understand them. As a result, management was able to review the financial statements and related note disclosures and
sufficiently understand them to take full responsibility for them as required by professional standards.

Effect or Potential Effect: As a result of this condition, without assistance from its external auditors or another outside source, the
Town may lack the necessary internal controls over the preparation of financial statements in accordance with GAAP. The
condition could also place the external auditor in a questionable position regarding auditor independence.
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Recommendation: | recommend that the Town consider designing and implementing sufficient internal controls over financial
reporting by obtaining the necessary knowledge, expertise and continuing education to prepare financial statements in accordance
with generally accepted accounting principles without assistance from 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 expand their knowledge and
understanding of the presentation and disclosure requirements of the financial statements.
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TOWN OF LOCUST GROVE, OKLAHOMA

COMBINED STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL

(NON-GAAP BASIS) - GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2013

UNAUDITED
Budget Actual Variance
Revenues
Sales Tax $ 700,000 $ 657,275 $ (42,725)
Other Taxes 32,000 77,468 45,468
Fines and Forfeits 65,000 122,283 57,283
Fees and Services 20,000 29,370 9,370
Grants 10,000 6,879 (3,121)
Miscellaneous 50,000 86,172 36,172
Total Revenues 877,000 979,447 102,447
Expenditures
General Government 400,000 416,211 67,248
Public Safety 300,000 310,486 (15,631)
Fire Protection 50,000 24,258 30,016
Streets & Capital Outlay for Streets 10,000 21,153 (44,692)
Other Miscellaneous 6,000 0 6,000
Total Expenditures 766,000 772,108 (6,108)
Excess of Revenues Over
(Under) Expenditures $ 111,000 $ 207,339
Less Transfers to PWA (239,691)
Net Change in Net Assets (32,352)
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