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ciITY OF NICHOL.S HILLS

December 30, 2011

To the Honorable Mayor and Members of the City Council of (he
City of Nichols Hills, Oklahoma:

We are pleased (o submit lo you the Comprehensive Annual Financial Report (hereafter referred to as CAFR) of the
City of Nichols Hills for the fiscal year ended June 30, 2011, We believe the information, as presented, is accurate
in all material aspects and that all disclosures necessary 1o enable the reader 1o gain an adequate understanding of the
City’s financial affairs have been included. The Management's Discussion and Analysis on pages 9-14 provide
additional narrative and detailed analysis of the city’s financial affairs. It is the responsibility of the management of
the City to prepare the CAFR.

The City of Nichols Hills provides many municipal services including public safety, streets, parks, general
administration, and public utililies. For financial reporting purposes, all funds, agencies, boards, commissions and
authorities over which the City Council has financial accountability are included in this report. Financial
accountability is determined by several different factors including fiscal dependence, ability to impose will upon the
entity’s governing body, provision of specific financial burdens or benefits and separate legal entity status. After a
careful evaluation of these factors, the City has included in this financial report the Nichols Hills Municipal
Authority, as well as all funds of the City.

Governmental Structure

The City of Nichols Hills operates as a Council/Manager form of govemnment. The legislative authority of the City
is vested in a three member elected City Council. The mayor is elected from among the council itself. The City
Council also serves as trustees of the Nichols Hills Municipal Authority. The Mayor and Council appoint a City
Manager, who is the chief executive officer of the city, and also appoint a City Treasurer. Responsibility for the
day-to-day operations of the City rests with the City Manager.

Economic Condition and OQutleok

Nichols Hills is a small community covering approximately two and one half square miles with the majority of the
town being residential in nature. The two major sources of operational income are sales tax and water revenues, The
sales tax increased by almost $327,976 over the last fiscal year while water revenue increased by approximately
$966,845 over the same period.

Water sales are dependent upon weather conditions and are very hard 1o predict. The city changed all of the water
meters in town and installed new more accurate meters. These included a radio read system which made for a more
efficient system allowing us 1o capture as much revenue as possible. We are hopeful that water sales will hold steady
or increase in the future,

Declining sales tax continues to be at the forefront our concern. The only grocery store in Nichols Hills closed in
late October 2011, Thus stimulating ongoing concern of the continued decline of lenants in the Nichols Hills Plaza
and increased business growth on the borders of our city limits haunt potential sales tax revenues.

TowN HALL = 6407 AVONDALE DRIVE © NICcHOLS HiLLs, OKLAHOMA 73116-6431 © 405/843-6637, Fax 405/842-8409
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Major Initiatives

The City of Nichols Hills will continue use of General Obligation Bonds to improve infrastructure. Street repair
continues as the main focus. Among the streets scheduled for upcoming repairs are Coventry/Guilford and
Dorchester/Camden projects, along with the painling of the 2 million gallon ground storage tank.

Independent Audit

The financial statements of the City and its component units for the fiscal year ended June 30, 2011, have been
audited by a firm of Independent Public Accountants, and their opinion is included in the Financial Section of this

report.

The financial statements are the responsibility of the City. The responsibility of the Independent Public Accountants
is to express an opinion on the City’s financial statements based on their audit. An audit is conducted in accordance
with generally accepted auditing standards and Government Auditing Standards. Those standards require that the
audit be planned and performed in a manner (o obtain reasonable assurance as to whether the financial statements
are free of material misstatement.

Awards

The Government Finance Officers Asscciation of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Nichols Hills for its Comprehensive Annual
Financial Report (CAFR) for the fiscal years ended June 30, 1997 through 2010. The Certificate of Achievement is
a prestigious national award recognizing conformance with the highest standards for preparation of state and local
government financial reports,

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable and
efficiently organized Comprehensive Annual Financial Report, the contents of which conform to program standards.
The CAFR must satisfy both generally accepted accounting principles and applicable legal requirements.

A Certificale of Achievement is valid for a period of one year only. We believe our current report continues to
conform to the Certificate of Achievement program requirements, and we are submitting it to GFOA.

Acknowledgment

We would like to thank our consultants, Crawford & Associates, P.C., for their professional guidance and
experience. And also, thanks to our auditors, Arledpe & Associates, P.C. for their assistance in this process.

Finaily, to the Nichols Hills City Council we extend heartfelt thanks for their support. It is their commitment to
financial reporting excellence that allows the citizens of Nichols Hills to be fully informed about their municipal
government finances. We are proud to convey the Council’s commitment to our citizens and to all readers of the
2010-11 CAFR.

David Pogla Kristi Hort
City Manager Finance Director
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‘| Arledge

& Associates, P.C.

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and Members of the City Council
City of Nichols Hills, Okiahoma

We have audited the accompanying financial staternents of the governmental activities, the business-type
aclivities, each major fund, and the aggregate remaining fund information of the City of Nichols Hills,
Oklahoma as of and for the year ended June 30, 2011, which collectively comprise the City's basic
financial statements as listed in the table of contents. These financial statements are the responsibility of
the City's management. Our responsibllity is to express opinions on these financial statements based on

our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Governmen! Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstaternent. 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 the significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financiel statemenls referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of lhe City, as of June 30, 2011, and the respeclive
changes in financial position, and cash flows, where applicable, thereof for the year then ended in
conformity with accounting principles generally accepted in the Unlted States of America.

In accordance with Government Audlting Standards, we have also issued our report dated Decemnber. 27,
2011, on our consideration of the City's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and nol to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral parl of an audil performed in
accordance with Government Auditing Standards and should be consldered in assessing the results of

our audit.

Accounting principles generally accepted in the United States of America require thal the management's
discussion and analysis, budgetary comparison information, and the retirement plan and other post-
employment benefits funding schedules, as listed in the Table of Contents, be presented to supplement
the basic financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary information
in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing the
Information for consistency with management's responses to our inquiries, the basic financial statements,
and other knowledge we obtained during our audit of the basic financial statements. We do not express
an opinion or provide any assurance on the information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance.

: .
309 N. Bryant Ave. - Edmond, OK 73034 - 405.348.0615 - Fax 405.348.0931 - www.jmacpas.com
Member of AKCPA and OSCPA



Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City's financial statements as a whole. The introductory section, other supplementary
information, and statistical section are presented for purposes of additional analysis and are not a
required part of the financial statements. The other supplementary information, as listed in the Table of
Contents, is the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements and certain additionat
procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the financial statements or to the financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated in atl material respects in relation to the
financial statements as a whole. The introductory and statistical sections, as listed in the Table of
Contents, have not been subjected to the auditing procedures applied in the audit of the basic financial
stalements and, accordingly, we do not express an opinion or provide any assurance on it.

%J&Agp ¢ Yscoccates re.

Edmond, Oklahoma
December 27, 2011



CITY OF NICHOLS HILLS, OKLAHOMA
MANAGEMENT’S DISCUSSION & ANALYSIS
For the fiscal year ended June 30, 2011

Qur discussion and analysis of the City of Nichols Hills financial performance provides an overview of the Citys
financial activities for the fiscal year ended June 30, 2011, Please read it in conjunction with the City’s financial
Statements.

FINANCIAL HIGHLIGHTS

e  For the fiscal year ended June 30, 2011, the City’s total net assets increased by $2,231,817 or 10.5% from the
prior year.

« During the year, the City’s expenses for governmental activities were $7,039,624 and were funded by
program revenues of $1,401,432 and other general revenues that totaled $6,648,989. This resulted in an
increase in governmental activities net assets of $758,319.

¢ The City’s business-lype aclivities reported revenues and transfers of $3,884,203 and expenses of
$2,410,705, resulting in an increase in net assets of $1,473,498.

¢ At June 30, 2011, the General Fund reported an unassigned fund balance of $2,545,242, which is an increase
of 9.4% from the prior year.

e  For budgetary reporting purposes, the General Fund reported resources available for appropriation in excess
of estimates of $250,597 or 4.6%, while expenditures were over the final appropriations by $49,522 or 0.9%.

OVERVIEW OF THE FINANICAL STATEMENTS

The financial statements presented herein include all of the activities of the City of Nichols Hilis (the “City™) and its
component unit using the integrated approach as prescribed by GASB Statement No. 34. Included in this report are
governmental-wide statements for each of two categories of activities — governmental and business-type.

The povemment-wide financial statements present the compleie financial picture of the City from the economic
resources measurement focus using the accrual basis of accounting. They present governmental activities and

business-type activities separately and combined. These statements include all assets of the City (including
infrastructure) as weil as all liabilities (including long-term debt).

Reporting the City as a Whole

The Statement of Net Assets and the Statement of Activities

One of the most frequently asked questions about the City’s finances is, “Has the City’s financial condition improved,
declined or remained steady over the last year?” The Statemnent of Net Assets and the Statement of Activities report
information about the City 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. All of the current year’s revenues
and expenses are laken into account regardless of when cash is received or paid.

These two statements report the City’s net assets and changes in them from the prior year. You can think of the City’s
net assets — the difference between assets and liabilities ~ as one way to measure the City’s financial condition, or
position. Over time, increases or decreases in the City’s net assets are one indicator of whether its financial health is
improving or deteriorating, However, you must consider other nonfinancial factors, such as changes in the City’s tax
base and the condition of the City’s roads, to assess the overall health of the City.

As mentioned above, in the Statement of Net Assets and the Statement of Activities, we divide the City into two kinds
of activities;

» Governmental activities -- Most of the City’s basic services are reported here, including the police, fire, general
administration, streets, and parks. Sales taxes, franchise fees, fines, and state and federal grants finance most of
these activities.



CITY OF NICHOLS HILLS, OKLAHOMA
MANAGEMENT’S DISCUSSION & ANALYSIS
For the fiscal year ended June 30, 2011

*  Business-type activities — For these activities, the City charges a fee to customers 1o help cover all or most of the
cost of the services it provides. The City’s water and wastewater utilities are reported here.

Reporting the City’s Most Significant Funds

Fund Financial Statements

The fund financial statements provide detailed information about the most significant funds - not the City as a whole.
Some funds are required to be established by State law and by bond covenants. However, management establishes
many other funds to help it control and manage money for particular purposes or to show that it is meeting legal
responsibilities for using certain taxes, grants and other money.

Governmental funds -- Most of the City’s basic services are reported in governmental funds, which focus on how
money flows into and out of those funds and the balances left at vear-end that are available for spending. These funds
are reported using an accounting method called modified accrual 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 City’s general government operations and the basic services it provides. Governmental fund information
belps determine whether there are more or fewer financial resources that can be spent in the near future to finance the
City’s programs. The differences of results in the governmental fund financial statements to those in the government-
wide financial statements are explained in a reconciliation following each governmental fund financial statement.

Proprietary funds — When the City charges customers for the services it provides — whether to outside customers or to
other units of the City — these services are generally reported in proprietary funds. Proprietary funds are reported in
the same way that business-type activities are reported in the Statement of Net Assets and the Statement of Activities.
In fact, the City’s enterprise funds are the same as the business-type activities we report in the government-wide
statements bul provide more detail and additional information, such as cash flows.

A FINANCIAL ANALYSIS OF THE CITY AS A WHOLE
Net Assets
The City’s combined net assets increased from $21.3 million to $23.5 million between fiscal years 2010 and 2011.

Looking at the net assets of governmental and business-type activities separately, governmental activities increased
and the business-type activities decreased.

% Inc. % Inc. % Inc.
Governmental Aclivilies {Dec.) Business-Type Acliviles {Dec ) Totat (Dec.)
2011 2010 2011 2010 2011 2010
Currenl assels $ 12,117,860 510,535,307 15% § 1,406,718 3 B42,710 119% $ 13,524,578 $ 14,178,027 21%
Capital assals. nal 13482225 10,8942.414 23% 19,184,874 18,721,928 2% 32 667.099 29,664,342 10%
Total assats $ 25600085 $21,477.721 19% _$ 20,591,502 § 19,364,648 6% 3 48,191,677 3 40,842 369 13%
Long-lerm debl oulslanding 21,286,841 18,133,856 17% 272,577 497,658 45% 21,659,418 18,631.514 16%
Olher tiabililias 1,055,599 844,538 25% 83,411 104,885 -20% 1,139,010 949,423 20%
Tolal labiities 5 22,342,440 $18,978,294 8% _§ 355988 3 502543 -A1% 522,698,426 § 19,580 837 i6%
Nel assel
Invested in capital assels,
net of relaled dabl (7.597.775) (2,302,260} 230% 18,952,874 18,266.928 A% 11,355,089 15,964,668 -2%%
Reslricied 482,303 363,430 3% 450,593 437,464 3% 932,896 800,858 16%
Unresiricted 10,373,117 4,438,157 134% 832,137 57,709 1342% 11,205,254 4 455 G668 149%
Total nel nssels 3 3!257 645 3 2498327 30%  § 20.235604 $ 1&57525105 8% 3 23,483,249 521,261,432 10%

in



CITY OF NICHOLS HILLS, CKLAHOMA
MANAGEMENT'S DISCUSSION & ANALYSIS
For the fiscal year ended June 30, 2011

The increase in current assels and long-lerm debt outstanding reported in the govermmental activities is due to the
2011 GO Bond issue proceeds. The increase in capital assets reported in the governmental activities is due to the
addition of a fire truck and a drainage project in the current year, The increase in other liabilities reported in the
povernmental activities is mainly due to the increase in net pension and OPEB obligations. The increase in current
assets and unrestricted net assets reported in the business-type activities is due 1o a decrease in internal balances and
an increase in accounts receivable. The decrease in long-term debt outstanding is due to the OWRE loan balance cnly
having one year remaining,

Change in Net Assets

For the year ended June 30, 2011, net assets of the primary government changed as follows:

Govermmanial % Inc Binmoss-Type % Inc % Ing
Aclies [Dec ] Acvtes (Dec ) Tolal Dec)
2011 2010 2011 2010 2011 2010
Revanuss
Program ravanues - Charges for services $ 1015032 $ B58.405 2% $ 3,017,559 H 2428371 40% §4 633,482 $ 3382770 3%
Program revenues - Olher 365,490 303.42¢ 2T% . - 385.4%0 303.420 7%
Taxew nrxi other genaral revenue o 8
Taxes 8.210.738 5,708,725 ™ - - 8.210.730 5.700.725 ™
Intsgovesnmental 47300 42,143 12% - - 47,100 42,143 12%
Invesiment mcome AL 100.480 ~30% 3re? 4145 -B% 80,053 113.805 20%
Miscailsneous 314,007 A01.393 -22% 2,390 - 100% 324,308 401 382 “10%
Tolal evatives 8051421 7 811,555 8% 3,630,725 2430516 A9% 11,6882 148 10,042,071 16%
Expsnsas
Genaral povammert 1815027 1,680,504 A% . - 1815827 1,880,504 4%
Pubbc safaly 3273.040 A.351.308 -2% . - 3273 046 3.351.292 2%
Highways and sireets 387,524 502,325 -35% - - 87524 582.325 -35%
Cullure and recresiian 155.427 101,284 ~“% - - 155,427 161.284 %
Puble works £30.060 710,087 31% - - 936,060 T10.967 31%
Intaresi on long-term debt 671.051 862 507 1% - - ar1.031 882,507 1%
Walar o o 1,880,153 1,613,517 21% 1,080,153 1,513,517 3%
W aslawater =~ = 430,552 872318 <51% 430 552 B12318 1%
Total sapanses 7,030,824 7,174 005 2% 2410705 2,385,835 1% 9450328 9558840 1%
Excess [deficancy) bafora Lexnafars. 1.011.797 437,550 131% 1.220.020 44 6881 2031% 2231817 402,231 303%
Translers 253 478 153410 -Z285% 253,478 {153,410} +205%
Change In net assels 3 758319 5 590900 8% § 1473408 3 (108,720} -1455% $2,231 817 5 48220 353%

The increase in other program revenues reported in the governmental activities is due to grant revenue related to
capital projects. Investment income decreased due to the decrease in interest rates. Miscellaneous revenue decreased
in the governmental activities due to a large insurance reimbursement in the prior year. Program revenues in the
business-type activities increased and water expense increased due to increased water consumption. The transfers
between the governmental and business-type activities is directly related to construction projects funded through
general obligation issue proceeds and fluctuate from year 10 year.

Governmental Activities

To aid in the understanding of the Statement of Activities some additional explanation is given, Of particular interest
is the format that is significantly different than a typical Statement of Revenues, Expenditures, and Changes in Fund
Balance. You will notice that expenses are listed in the first column with revenues from that particular program
reported to the right. The result is a Net (Expense)/Revenue. The reason for this kind of format is to highlight the
relative financial burden of each of the functions on the City’s taxpayers. It also identifies how much each function
draws from the general revenues or if it is self-financing through fees and grants or contributions. All other
governmental revenues are reported as general. It is important to note all taxes are classified as general revenue even
if restricted for a specific purpose.

11



CITY OF NICHOLS HILLS, OKLAHOMA
MANAGEMENT’S DISCUSSION & ANALYSIS
For the fiscal year ended June 30, 2011

For the year ended June 30, 2011, total expenses for governmental activities amounted to approximately $7 million.
Of these total expenses, the program revenues funded $1.4 million through service charges and grants and other
contributions, while (axpayers and other general revenues funded the remainder of $6.4 million. As a result,
governmental activities net assets increased by $758,319.

Net Revenue (Expense) of Governmental Activities

Net Revenue Net Revenue

Total Expensc (Expense) Total Expense (Expense)
of Services of Services of Services of Services
2011 2011 2010 2010

General government $1,615,627 ($1,336,373) $1.689,504 ($1.371.420»
Public safety 3,273,946 (2,731,314) 3,351,398 (2,998,091)
Highways and streets 387,524 (348,371) 592,325 {557,66()
Culture and recreation 155,427 {155,427 161,284 (161,284)
Public Works 936,069 (395,676) 716,987 {163,209)
Interest on long-tenn debt 671,031 (671,031) 662,507 (662,507}
Total $7,039,624 ($5,638,192) $7.174,005 ($3.914.171)

Business-Type Activities

Net Revenue

Net Revenue (Expense) of Business-Type Activities

Net Revenue

Total Expense (Expense) Total Expense (Expense)
of Services of Services of Services of Services
2011 2011 2010 2010
Water $1,980,153 $697,902 £1,513,517 5$185,799
Wastewaler 430,552 508,952 872,318 (145,263}
‘Total 52,410,705 31,206,854 $2,385,835 $40,536

In the business-type activities, the charges for services in FY2011 were sufficient to cover expenses.

A FINANCIAL ANALYSIS OF THE CITY'S FUNDS

As the City completed its 2011 fiscal year, the governmental funds reported a combined fund balance of $11.2 millign
or a 14.7% increase from the prior year. The enterprise fund reported net assets of $20.2 million or a 7.9% increase
from 2010.

At June 30, 2011, the General Fund reporied an unassigned fund balance of 2,545,242, which is an increase of 9.2%

from prior year. The City issued Series 2011 General Obligation Bonds in the amount of $5,400,000 for capital
projects.
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CITY OF NICHOLS HILLS, OKLAHOMA
MANAGEMENT’S DISCUSSION & ANALYSIS
For the fiscal year ended June 30, 2011

General Fund Budgetary Highlights

Over the course of the year, the City Council minor budget revisions. The General Fund reported resources available
for appropriations in excess of estimates of $250,597 (4.56%) and expenditures over final appropriations by $49,522
(0.9%). The excess resource available is due to actual beginning fund balance exceeding the estimate by 89.6%.

Capital Asset and Debt Administration

Capital Assets

At June 30, 2011, the City had approximately $32.7 million invested in capital assets, nel of depreciation, including
police and fire equipment, buildings, park facilities, water lines, sewer lines and systems. (See table below).

Primary Government Capital Assets
(Net of nccumulated depreciation)

Governmental Business-Type
Aglivities Activitics Totsl
2010 2011 2010 2011 2010 2011
Land 588,000 $88,000 £195,742 $195,742 £283,742 §283,742
Buildings 86,121 373,061 255,688 233,960 341,309 607,021
Imp. other than buildings 37,430 40,516 616,986 570,860 654,416 611,376
Machinery, furniture and equipment 794,204 1,579,894 407,918 408,944 1,202,122 1, 988,838
Inlrasiructure 5,827,209 8,895,583 - - 5,827,209 R,805,583
Utility improvements - - 14,470,116 17,037,803 14,470,116 17,037,803
Construction in progress 4,109,450 2,505,171 2,775,478 737,565 6,884,928 3,242,736
Totals 510,942,414 513,482,225 518,721,928 519,184 874 529,664,342 532,667,099

This year’s more significant capital asset additions are street and drainage improvement projects totaling
approximately $3.0 million, while the depreciation expense for all assets totaled $1.4 million. See Note 3.D. for

additional information.

Long- Term Debt Administration

At year-end, the City had approximately $21.6 million in outstanding long-term debt. (See table below). These debts
are further detailed below and excludes any unamortized debt premiums, discounts, or refunding charges.
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CITY OF NICHOLS HILLS, OKLAHOMA
MANAGEMENT’S DISCUSSION & ANALYSIS
For the fiscal year ended June 30, 2011

Primary Government Long-Term Debt

Total
Governmental Business-Type Percentape
Activities Actlvitles Total Change

2010 2011 20140 2011 2010 2011 2009-2010
G.0. Bonds payable $17,950,000 521,080,000 - - $17,950,000 $21,080,000 17.4%
Notes payable - - 5455,000 $235,000 455,000 235,000 -48.4%
Acerued comp absences 198,868 206,841 22,338 16,806 221,206 223,647 1.1%
Lhility deposits - - 20,320 20,770 20,320 20,770 2.2%
Totals $18,148,868 521,286,841 $497,658 $272,576 518,646,526 $21,559,417 15.6%

For the year ended June 30, 2011, the City incurred an additional $5.4 million of general obligation bonds for capital
improvements. See Note 3.E. for additional information.

Economic Factors and Next Year’s Budget and Rates

The City of Nichols Hills will continue use of General Obligation Bonds to improve infrastructure. Street repair
continues as the main focus. Among the streets scheduled for upcoming repairs are Coventry/Guilford and
Dorchester/Camden projects, along with the painting of the 2 million gallon ground storage tank.

Declining sales tax continues to be at the forefront our concern. The continued decline of tenants in the Nichols Hiils
Plaza and increased business growth on the borders of our city limits haunt potential sales tax revenues.

Contacting the City’s Financial Management

This financial report is designed to provide our citizens, taxpayers, customers and creditors with a general overview of
the City’s fihances and to show the City’s accountability for the money it receives. 1f you have questions about this
report or need additional financial information, contact the City Clerk’s Office al 6407 Avondale Dr., Nichols Hills,
Oklahoma 73116 or phone at (405) 843-6637.
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ASSETS

Cash and cash equivalents

investments

Deposils with insurance pool

Interest receivable

Accounts receivable, net

Franchise tax receivable

Court fines receivable, net

Other receivables

Internal balances

Due from other governments

Prepaid assets

Capital assets
Non-depreciable assets
Depreciable assets, net

Unamortized debt issuance costs

Total assets

LIABILITIES
Accounts payable and accrued expenses
Accrued interest
Long-term liahilities
Due within one year
Compensated absences
Bonds and notes payable
Due in more than one year
Meter deposit liability
Bonds and notes payable
Compensated absences
Net pension obligation
Net OPEB obligation
Total liabilities

NET ASSETS

Invested in capital assets, net of related debt

Restricted for:
Debt service
Streets
Public safety
Unrestricted
Total net assets

City of Nichols Hills
Statement of Net Assets

June 30, 2011

Governmental Business-type

Activities Activities Total
$ 841,446 $ 927,586 1,769,032
9,556,627 501,194 10,057,821
192,485 - 192,485
22,807 93 22,900
- 604,335 604,335
48,649 - 48,649
152,300 - 152,300
361 - 361
626,490 (626,490) -
435,774 - 435,774
48,835 - 48,835
2,593,171 833,307 3,626,478
10,889,054 18,251,567 29,140,621
192,086 - 192,086
$ 25,600,085 $ 20,591,592 46,191,677
464,740 77,423 542,163
- 5,988 5,988
20,684 1,681 22,365
2,100,000 235,000 2,335,000
- 20,770 20,770
18,980,000 - 18,980,000
186,157 15,126 201,283
525,673 - 525,673
65,186 - 65,186
22,342,440 355,988 22,698,428
(7,597,775) 18,952,874 11,355,099
412,472 450,593 863,065
45,251 - 45,251
24,580 - 24,580
10,373,117 832,137 11,205,254
3 3,257,645 P 20,235,604 23,493,249

See accompanying notes to the basic financial statements
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City of Nichols Hills

Reconciliation of the Governmental Funds Balance Sheet to the Statement of Net Assets

June 30, 2011

Total fund balance, governmental funds

Amounts reported for governmental activities in the Statement of Net Assets

are different because:

Capital assets used in governmental activities are not current financial
resources and therefore, are not reported in the funds, net of accumulated
depreciation of $9,367,373.

Certain other long-term assets are not available to pay current fund liabilities

and therefore, are deferred in the funds:
Court fines receivable
Interest receivable
Receivable from other governments

Certain assets are not reported in the funds on the current financial

resources measurement focus however, in the government-wide financial

statements are reported due to the use of the economic resources focus:
Unamortized bond issue costs

Certain liabilities are not due and payable from current financial resources
and therefore, are not reported in the funds:
General obligation bonds payable, net of unamortized refunding cost
Accrued compensated absences
Net pension obligation
Other postemployment benefits

Net Assets of Governmental Activities in the Statement of Net Assets

See accompanying notes to the basic financial statements
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212,988

192,086

(21,080,000
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(21,877,700
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City of Nichols Hills

Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances of
Governmental Funds to the Statement of Activities
For the Year Ended June 30, 2011

See accompanying notes to the basic financial statements

N

Net change in fund balances - total governmental funds: 5 1,443,478
Amounts reported for Governmental Activities in the Statement of Activities are
different because:
Governmental funds report capital outlays and bond issue costs as
expenditures while governmental activities report depreciation and
amortization expense to allocate those expenditures over the life of the assets:
Capital asset purchases capitalized 3,028,713
Bond issue costs capitalized 49,215
Amartization of issue costs (23,691)
Amortization of refunding costs (15,012)
Depreciation expense {488,903)
2,550,322
Revenues in the Statement of Activilies that do not provide current financial
resources are not reported as revenues in the funds:
Deferred revenue 32,514
Debt proceeds provide current financial resources to governmental funds, but
issuing debt increases long-term liabilities in the Statement of Net Assets.
Repayment of debt principal is an expenditure in the governmental funds; but
the repayment reduces long-term liabilities in the Statement of Net Assets:
Bond proceeds received (5,400,000}
General obligation bond principal payments 2,270,000
(3,130,000)
Some expenses reported in the statement of activities do not require the use
of current financial resources and these are not reported as expenditures in
governmental funds:
Accrued compensated absences (7,973)
Net pension obligation {97.829)
Other posternployment benefits {32,593)
(138,395)
Change in net assets of governmental activities $ 758,319




City of Nichols Hills
Statement of Net Assets
Proprietary Funds
June 30, 2011

Enterprise Fund

Nichols Hills
Municipal
Authority
ASSETS
Current assets:
Cash and cash equivalents 3 450,235
Restricted cash and cash equivalents 222,024
Investments 501,194
Accounts receivable, net 604,335
Accrued interest receivable 93
Total current assets 1,777,881
Non-current assets:
Restricted cash and cash equivalents 255,327
Capital assets:
Non-depreciable assets 933,307
Depreciable assels, net 18,251,567
Total non-current assets 19,440,201
Total assets 21,218,082
LIABILITIES
Current liabilities:
Accounts payable 77,423
Accrued interest payable 5,988
Due to other funds 626,490
Compensated absences, current portion 1,681
Notes payable, current portion 235,000
Total current liabilities 046,582
Non-current liabilities:
Compensated absences 15,126
Meter deposit liability 20,770
Total non-current liabilities 35,896
Total liabilities 982,478
NET ASSETS
Invested in capital assets, net of related debt 18,952,874
Restricted for debt service 450,593
Unrestricted 832,137

Total net assets

5 20,235,604

See accompanying notes to the basic financial statements
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City of Nichols Hills
Statement of Revenues, Expenses and Changes in Fund Net Assets
Proprietary Funds
For the Year Ended June 30, 2011

Enterprise Fund

Nichols Hills
Municipal
Authority
REVENUES
Charges for services:
Water charges 2,632,575
Wastewater charges 939,504
Water taps 22,950
Penalties 22,530
Total operating revenues 3,617,559
OPERATING EXPENSES
Administrative 497,156
Waler and wastewater operations 981,684
Depreciation expense 911,563
Amortization expense 2,291
Total operating expenses 2,392,694
Operating income 1,224,865
NON-OPERATING REVENUES (EXPENSES)
Interest and investment revenue 3,797
Miscellaneous revenue 9,369
interest expense {18,011)
Total non-operating revenue {expenses) {4,845)
Income before contributions and transfers 1,220,020
Capital contributions 1,337,747
Transfers in 64,826
Transfers out (1,149,095)
Change in net assets 1,473,498
Total net assets - beginning 18,762,106
Total net assets - ending 20,235,604

See accompanying notes to the basic financial statements
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Cily of Nichols Hllls
Stalement of Cash Flows
Propyietary Funds

For the Year Ended June 30, 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Receipis from cuslomers

Paymenis 1o suppliers

Payments {o employees

Receipls of customer meler deposits

Refunds of cusiomer meler deposils

Interfund receipls/paymenls

Net cash provided by operating activitles

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Translers from other funds
Trans{ers |o olher lunds
Netl cash provided by (used in) noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Purchases of capital assels
Principal paid on debl
Interest and fiscal agen! [ees paid on debl
Net cash provided by {used in) capltal and related financlng acllvities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of invesimenls
Interest and dividends

Net cash provided by (used In) Invesiing acilvilles

Net Increase {decrease) In cash and cash equivalents
Balances - beginning of year

Balances - end of year

Reconclliallon 1o Statement of Net Assets:
Cash and cash equivalents
Reslricled cash and cash equivalents - currenl
Reslricled cash and cash equivalents - noncumenl

Tolal cash and cash equivalents, end of year

Reconcillation of operaiing Income (loss) to net cash provided by
operating activities:
Operaling income
Adjustments to reconcile operaling income to net cash provided
{used) by operaling aclivities:
Deprecialion expense
Amorlizalion expense
Miscellaneous revenue
Change in assets and liabililies;
Due from other funds
Due o other funds
Accounts receivable
Accounls payable
Deposits subject o refund
Accrued compensated absences

Net cash provided by operating activities

Noncash actlvities:
Cenlribuled capital asseis

See accompanying noles lo the baslc financial stalemenls
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Enterprise Fund

Nichols Hills
Municipal
Authority

% 3,428,455
{899,020)
(601,221)

12,263
{11,813)
(324,682)

1.603.982

64,026
1.149.095

— (1.149,095)
{1.084.269)

(36,762)
{220,000)
23,615

—(23:615)
280.377

(400,630)

(157,313)
1,084,899

$ 927,586

$ 450,235
222,024
255,327

A

$ 1,224,865

911,563
2,291
9,368

98,505
{423,187)
{198.473)
{15.870)
450
{5.531)

§ 1.603.982
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CITY OF NICHOLS HILLS, OKLAHOMA
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CITY OF NICHOLS HILLS, OKLAHOMA
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2011

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City’s accounting and financial reporting policies conform with accounting principles generally accepted in the
United States of America (GAAP). Accounting principles generally accepted in the United States of America (GAAP)
includes all relevant Governmental Accounting Standards Board (GASB) pronouncements. In the government-wide
financial statements and the fund financial statements for the proprietary funds, Financial Accounting Standards Board
(FASB) pronouncements and Accounting Principles Board (APB) opinions issued on or before November 30, 1989,
have been applied unless those pronouncements conflict with or contradict GASB pronouncements, in which case
GASB prevails. The accounting and reporting framework and the more significant accounting policies are discussed in
subsequent subsections of this Note,

1.A. FINANCIAL REPORTING ENTITY

The City’s financial reporting entity is comprised of the following:
Primary Government: City of Nichols Hills
Blended Component Unit; Nichols Hills Municipal Authority

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

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

BLENDED COMPONENT UNIT

A blended component unit is a separate legal entity that meets the component unit criteria described above and whose
govemning body is the same or substantially the same as the City Council or the component unit provides services
entirely to the City. The component unit fund is blended into those of the City’s by appropriate fund category to

comprise the primary government presentation.

The component unit that is blended into the reporting fund categories of the City’s report is presented below.

Component Unit Brief Description/Inclusion Criteria Reporting Fund
Nichols Hills Municipal Created December 29, 1987, to finance, Enterprise Fund
Authority (NHMA) develop and operate the water and waste-

water activities of the City. Current City
Council serves as entire governing body

(Trustees). Debt issued by the Authority
requires 2/3rds approval of City Council.

This component unit does not issue a separate annual financial report.
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1.B. BASIS OF PRESENTATION
Government-Wide Financial Statements:

The statemeni of net assets and statement of activities display information about the City as a whole. They include all funds
of the reporting entity. The statements distinguish between governmental and business-type activities,. Governmental
activities generally are financed through taxes, intergovernmental revenues, and other non-exchange revenues. Business-type
activities are financed in whole or in part by fees charged to extemal parties for goods or services,

Fund Financial Statements:

Fund financial statements of the reporting entity are organized into funds, each of which is considered to be separate
accounting entities. Each fund is accounted for by providing a separate set of self-balancing accounts which constitute ils
agsets, liabilities, fund equily, revenues, and expenditures/expenses. Funds are organized into two major categories:
governmental and proprietary. The City presently has no fiduciary funds. An emphasis is placed on major funds within the
governmental and proprietary categories. A fund is considered major if it is the primary operating fund of the City or meets
the following criteria:

a. Total assets, liabilities, revenues or expenditures/expenses of that individual governmental or enterprise fund
are at least 10 percent of the corresponding total for all funds of that category or type, and

b. Total assets, liabilities, revenues or expenditures/expenses of the individual governmental fund or enterprise
fund are at least 5 percent of the corresponding total for all governmental and enterprise funds combined.

The funds of the financial reporting entity are described below:
GOVERNMENTAL FUNDS
General Fund

The General Fund is the primary operating fund of the City. It is used to account for all activities except those legally or
administratively required to be accounted for in other funds.

Special Revenue Funds

Special Revenue Funds are used to account for the proceeds of specific revenue sources that are either legally restricted to
expenditures for specified purposes or designated to finance particular functions or activities of the City. The reporting
entity includes the following special revenue funds:

Street and Alley Fund
E-911

Debt Service Fund
The Debt Service Fund is used 1o account for ad-valorem taxes levied by the City for use in retiring general obligation

bonds, court-assessed judgments, and their related interest expense and fiscal agent fees. State law refers 1o this fund as the
Sinking Fund.
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Capital Project Funds

Capital Project Funds are used to account for resources restricted for the acquisition or construction of specific capital
projects or items. The reporting entity includes the following capital project funds:

Capital Improvement Fund
GO Bond Fund

PROPRIETARY FUNDS

Enterprise Fund

Enterprise funds are used to account for business-like activities provided to the general public. These activities are
financed primarily by user charges and the measurement of financial activity focuses on net income measurement simnilar (o
the private sector. The reporting entity includes the following enterprise fund:
Nichols Hills Municipal Authority Fund (Water and Wastewater)
MAJOR AND NON-MAJOR FUNDS

The funds are further classified as major or non-major as foliows:

Muajor: Non-Major:
General Fund Special Revenue Funds:
Street and Alley Fund
Debt Service Fund E-911 Fund
Capital Project Funds:
Capital Improvement Fund
GO Bond Fund
Enterprise Fund:

Nichols Hills Municipal Authority
1.C. MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

Measurement focus is a term used to describe “how” transactions are recorded within the various financial stalements, Basis
of accounting refers to “when™ transactions are recorded regardless of the measurement focus applied.

Measurement Focus

+

In the government-wide Statement of Net Assets and the Statement of Activities both governmental and business-type
activities are presented using the economic resources measurement focus as defined in item 2. below.
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In the fund financial statements, the “current financial resources” measurement focus or the “economic resources”
measurement focus is used as appropriate:

1. All governmental fund types utilize a “current financial resources” measurement focus. Only current financial assets
and liabilities are generally included on their balance sheets. Their operating statements present sources and uses of
available spendable financial resources during a given period. These funds use fund balance as their measure of
available spendable financial resources at the end of the period.

2. Proprietary fund types utilize an "economic resources” measurement focus. The accounting objectives of this
measurement focus are the determination of operating income, changes in net assets (or cost recovery), financial
position and cash flows. Ali assets and liabilities (whether current or noncurrent, financial or nonfinancial) associated
with their activities are reported, Proprietary fund equity is classified as net assets.

Basis of Accounting

In the government-wide Statement of Net Assets and Statement of Activities both governmental and business-type activities
are presented using the accrual basis of accounting. Under the accrual basis of accounting, revenues are recognized when
eamned and expenses are recorded when the liability is incurred or economic asset used. Revenues, expenses, gains, losses,
assets and liabilities resulting from exchange and exchange-like transactions are recognized when the exchange takes place.

In the fund financial statements, governmental funds are presented on the modified accrual basis of accounting. Under this
modified accrual basis of accounting, revenues are recognized when “measurable and available”. Measurable means
knowing or being able to reasonably estimate the amount. Available means collectible within the current period or soon
enough thereafter to pay current liabilities. Expenditures (including capital outlay) are recorded when the related fund
liability is incurred. All proprietary funds utilize the accrual basis of accounting.

1.D. ASSETS, LIABILITIES AND EQUITY

Cash and Cash Equivalents

For the purpose of financial reporting, cash and cash equivalents, includes all demand and savings accounts, and certificates
of deposit or short-term investments with an original maturity of three months or less. Investmenis in open-ended mutual
fund shares are also considered cash equivalents and are reported at the fund’s current share price.

Invesiments

Investments are reported at fair value which is determined using selected bases. Securities traded on a national or
international exchange are valued at the last reported sales price at current exchange rates, All non-negotiable certificates of
deposit are carried at cost. Additional cash and investment disclosures are presented in 3.A.

Receivables

In the government-wide statements, receivables consist of all revenues eamed at year-end and not yet received. Allowances
for uncollectible accounts receivable are based upon historical trends and the periodic aging of accounts receivable. Major

receivable balances for the governmental activities include sales tax, franchise tax, grants and court fines. Business-type
activities report utilities and interest earnings as its major receivables.
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In the fund financial statements, governmental funds are presented on the modified accrual basis of accounting. Under this
modified accrual basis of accounting, revenues are recognized when “measurable and available”. Material receivables in
governmental funds include revenue accruals such as sales tax, franchise tax, court fine receivables, and grants and other
similar inlergovernmental revenues since they are usually both measurable and available. Available has been defined by the
City as collected within 60 days of year end, Non-exchange transactions collectible but not available are deferred in the fund
financial statements in accordance with the modified accrual basis, but not deferred in the government-wide financial
statements in accordance with the accrual basis. Interest and investment earnings are recorded when eamed only if available
to pay current liabilities since they would be considered both measurable and available. Proprietary fund material
receivables consist of all revenues eamed at year-end and not yet received. Utility accounts receivable and interest eamings
comprise the majority of proprietary fund receivables. Allowances for uncollectible accounts receivable are based upon
historical trends and the periodic aging of accounts receivable.

Inventories

Due to their immaterial nature, the City has chosen to record consumable materials and supplies as expenditures/expenses at
the time of purchase, and, therefore, no balances for inventory on-hand are reported on the balance sheet.

Capital Assets

The accounting treatment over property, plant and equipment (capital assets) depends on whether the assets are used in
governmenial fund operations or proprietary fund operations and whether they are reported in the government-wide or fund
financial statements. The threshold for capital asset additions is $1,000.

Governmeni-Wide Statements

In the government-wide financial statements, property, plant and equipment are accounted for as capital assets. All capital
assets are valued at historical cost, or estimated historical cost if actual is unavailable, except for donated capital assets
which are recorded at their estimated fair value at the date of donation.

Prior to July 1, 2003, governmental activities’ infrastructure assets were not capitalized. These assets have not yet been
valued or recorded as capital assets. Only infrastructure additions afier July 1, 2003 have been included in the balances of
capital assets.

Depreciation of all exhaustible capital assets is recorded as an allocated expense in the Statement of Activities, with
accumulated depreciation reflected in the Statement of Net Assets. Depreciation is provided over the assets' estimated useful
lives using the straight-line method of depreciation. The range of estimated useful lives by type of asset of the City is as
follows:

Buildings 20-50 years
Equipment 1-20 years
Wastlewater lines 50 years
Waterlines 50 years
Streets 20-50 years

Fund Financial Statements
In the fund financial statements, capital assets used in governmental fund operations are accounted for as capital outlay

expenditures of the governmental fund upon acquisition. Capital assets used in proprietary fund operations are accounted for
the same as in the government-wide statements,
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Restricted Assets

Restricted assets reported in the fund financial statements include current assets that are legally restricted as to their use. The
primary restricted assets are related to utility customer deposits and trustee accounts restricted for debt service.

Long-Term Debt

Accounting treatment of long-term debt varies depending upon the source of repayment and whether the debt is reported in
the govemment-wide or fund financiai statements.

All long-term debt to be repaid from governmental resources and business-type resources are reported as liabilities in the
government-wide statements. The long-term debt consists primarily of general obligation bonds payable, notes payable, and
accrued compensated absences.

Long-term debt of governmental funds is not reported as liabilities in the fund financial statements. The debt proceeds are
reported as other financing sources and payments of principal and interest reported as expenditures. The accounting for
proprietary funds is the same in the fund financial statements as it is in the government-wide statements.

Compensated Absences

The City’s policies regarding vacation and compensatory time permit employees to accumulate varying amounts as
determined by management and contracts with employee groups.

The liability for these compensated absences is recorded as long-term debt in the government-wide staternents. The current
portion of this debt is estimated based on historical trends. In the fund financial statements, governmental funds report only

the compensated absence liability payable from expendable availabie financial resources if due and payable at period end for
terminated employees, while the proprietary funds report the liability as it is incurred.

Equity Classification
Government-Wide Financial Statements:
Equity is classified as net assets and displayed in three components:
1.Invested in capital assets, net of related debt — Consists of capital assets including restricted capital assets, net of
accumulated depreciation and reduced by the outstanding balances of any bonds, mortgages, notes or other
borrowings that are attributable to the acquisition, consiruction, or improvement of those assets.
2.Restricted net assets — Consists of net assets with constraints placed on the use either by 1) external groups such as
creditors, grantors, contributors, or laws or regulations of other governments, or 2) law through constitutional

provisions or enabling legislation.

3.Unrestricted net assets — All other net assets that do not meet the definition of “restricted” or “invested in capital
assets, net of related debt™.

It is the City’s policy to first use restricted net assets prior to the use of unrestricted net assets when an expense is incurred
for purposes for which both restricted and unrestricted net assets are availahle.

Fund Financial Statements:
Governmental fund equity is classified as fund balance. The City has implemented GASB54, Fund balance and

governmental fund definitions. Due 1o this statement’s implementation, fund balance is further classified as nonspendable,
restricted, committed, assigned and unassigned. These classifications are defined as:
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a. Nonspendable - includes amounts that cannot be spent because they are either (a) not in spendable form or (b) legally or
contractually required to be maintained intact.

b. Restricted — consists of fund balance with constraints placed on he use of resources either by (a) external groups such as
creditors, grantors, contributors, or laws or regulations of other governments, or (b) law through constitutional
provisions or enabling legislation.

¢. Committed — includes amounts that can only be used for specific purposes pursuant to constraints imposed by formal
action of the City’s highest level of decision-making authority. The City’s highest level of decision-making authority is
made by ordinance.

d. Assigned - includes amounts that are constrained by the City’s intent 1o be used for specific purposes but are neither
restricted or committed. Assignments of fund balance may be made by city council action or management decision
when the city council has delegated that anthority. Assignments for transfers and interest income for governmental
funds are made through the budgetary process.

¢. Unassigned - represents fund balance that has not been assigned to other funds and has not been restricted, committed,
or assigned to specific purposes within the general fund, or represents deficit fund balances in non-general governmental
funds.

It is the City’s policy to first use restricted fund balances prior to the use of unrestricted fund balance when an expense is
incurred for purposes for which both restricted and unrestricted fund balances are available. The City’s policy for the use of
nnrestricted fund balance amounts require that committed amounts would be reduced first, followed by assigned amounts and
then unassigned amounts when expenditures are incurred for purposes for which amounts in any of those unrestricted fund
balance classifications could be used.

Proprietary fund equity is classified the same as in the government-wide statements,

1.E. REVENUES, EXPENDITURES AND EXPENSES
Sales Tax

The City presently levies a four-cent sales tax on taxable sales within the City. The sales tax is collected by the Oklahoma
Tax Commission and remitted to the City in the month following receipt by the Tax Commission. Sales tax proceeds are
recorded in the General Fund. Sales tax accrued is included under the caption “Due from other governments”.

Property Tax

Under State law, municipalities are limited in their ability o levy a property tax. Such tax may only be levied to repay
principal and interest on general obligation bonded debt approved by voters and any court-assessed judgments.

Al the present time the City levies a property tax to fund the annual debt service requirements of thirteen generai obligation
bond issues.

The property tax levy, as determined by the City’s debt service needs, is submitted to the County Excise Board for approval.
County assessors, elected officials, determine the taxable value of real estate and personal property in the County. A State
Board of Equalization hears complaints on real estate values with the power to equalize assessments. Under present State
law, the ratio of assessed value to true value cannot be less than 11 percent nor more than 13 %2 percent.

Property taxes levied by the City are billed and collected by the County Treasurer’s Office and remitted to the City in the
month following collection. Property taxes are levied normally in October and are due in equal installments on December 31
and March 31. Property taxes unpaid for the fiscal year are attached by an enforceable lien on property in the following
October. Property taxes levied, but not collected during the year or within 60 days of year-end are reported as deferred
revernue.
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For the year ended June 30, 2011, the City’s net assessed valuation of taxable property was $113,357,714. The taxes levied
by the City per $1,000 of net assessed valuation for the year ended June 30, 2011 was §29.37.

Program Revenues

In the Statement of Activities, revenues that are derived directly from each activity or from parties outside the City’s
taxpayers are reported as program revenues. The City has the following program revenues in each activity:

General government Licenses and permits, other charges, capital grants

Public safety Court fines and animal license fees; pension plans on-behalf payments by state; capital
grants.

Highways and streets Operating grants and contributions include motor fuel and commercial vehicle intergovemmental
rEvenues,

Public works Sanitation service charges,

All other govemnmental revenues are reported as general. It is important to note that all taxes are classified as general
revenue even if restricted for a specific purpose.

Operating Revenues and Expenses

Operating revenues and expenses for proprietary funds are those that result from providing services and producing and
delivering goods and/or services. It also includes all revenue and expenses not related to capital and related financing,
noncapital financing, or investing activities. Non-operating revenues and expenses are those related to capital and related
financing, non-capital financing, or investing activities.

Expenditures/Expenses

In the government-wide financial statements, expenses are reported on the accrual basis and are classified by function for
both governmental and business-type activities.

In the fund financial statements, expenditures/expenses are classified as follows:
Governmental Funds - By Character: Current (further classified by function)
Capital Qutlay
Debt Service

Proprietary Funds - By Operating and Non-Operating

In the fund financial statements, governmental funds report expenditures of financial resources. Proprietary funds report
expenses relating to the use of economic resources,

1LLF. INTERNAL AND INTERFUND BALANCES AND ACTIVITIES

In the process of aggregating the financial information for the government-wide statement of net assets and staternent of
activities, some amounts reported as interfund activity and balances in the fund financial statements have been eliminated or
reclassified.

Fund Financial Statements:

Interfund activity, if any, within and among the governmental and proprietary fund categories is reported as follows in the
fund financial statements:
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1. Interfund loans - amounts provided with a requirement for repayment are reported as interfund receivables
and payables.
2. Interfund services - sales or purchases of goods and services between funds are reported as revenues and
expenditures/expenses,
3. Interfund reimbursements - repayments from funds responsible for certain expenditures/expenses to the

funds that initially paid for them are not reported as reimbursements but as adjustments to
expenditures/expenses in the respective funds.

4. Interfund transfers - flow of assets from one fund to another where repayment is not expected are reported as
transfers in and out.

Government-Wide Financial Statements;
Interfund activity and balances, if any, are eliminated or reclassified in the government-wide financial stalements as follows:
1. Intemal balances - amounts reported in the fund financial statements as interfund receivables and payables
are eliminated in the governmental and business-type activities columns of the statement of net assets, excepl
for the net residual amounts due between governmental and business-type activities, which are reported as
Internal Balances.
2. Internal activities - amounts reported as interfund transfers in the fund financial statements are eliminated in
the government-wide statement of activities except for the net amount of transfers between governmental

and business-type activilies, which are reported as Transfers - Internal Activities.

The effect of interfund services between funds are not eliminated in the statement of activities,

1.G. USE OF ESTIMATES
The preparation of financial statements in conformity with generally accepted accounting principles requires management to

make estimates and assumptions that affect certain reported amounts and disclosures; accordingly, actual results could differ
from those estimates,

NOTE 2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
By its nature as a local government unit, the City and its component unit are subject to various federal, state and local laws

and contractual regulations. An analysis of the City’s compliance with significant laws and regulations and demonstration of
its stewardship over City resources follows:

2.A, FUND ACCOUNTING REQUIREMENTS

The City complies, in all material respects, with all state and local laws and regulations requiring the use of separate funds.
The legally required funds used by the City include the following.
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Fund Required By
Debt Service Fund (Sinking Fund) State Law
Municipal Authority Fund Bond Indenture

2.B. REVENUE RESTRICTIONS

The City complied, in all material respects, with the restrictions placed over certain revenue sources from state or local
requirements. The primary restricted revenue sources include:

Revenue Source Lepal Resirictions of Use

Gasoline Excise & Commercial Vehicle Tax Street and Alley Purposes

Water and Wastewater Revenue Debt Service and Utility Operations
Ad-Valorem Tax Debt Service on General Obligation Bonds
E-911 Revenue E-911 Emergency Services Purposes

Sinking Fund Interest Income Retirement of General Obligation Bond Debi
Net Surplus Revenue of Municipal Authority Transfer to City General Fund

2.C. DEBT RESTRICTIONS AND COVENANTS

General Obligation Debt

Article 10, Sections 26 and 27 of the Oklahoma Constitution limits the amount of outstanding general obligation bonded debt
of the municipality for non-utility or non-street purposes to no more than 10% of net assessed valuation. For the year ended
June 30, 2011, the City comptied with the legal debt limit. Of the $§21,080,000 outstanding general obligation bonded debt ,
all but $938,500 is utility and street related.

Oklahoma Water Resources Board {OWRB) Promissory Note

The loan agreement relating to the promissory note of the Nichols Hills Municipal Authority contains a number of
restrictions or covenants that are financial related. These include covenants such as a required flow of funds through special
accounts, a coverage requirement and required reserve account balances. The following schedule presents a brief summary
of the most significant requirements and the Authority’s level of compliance thereon as of June 30, 2011,

Requirement Level of Compliance
a. Flow of Funds - Debt Service, The Authority maintained all required accounts
Debt Service Reserve and made the required payments into such accounts.
b. Promissory Note Coverage Requirement - For the year ended June 30, 2011, the
Net operating revenues available must equal City met the maximum annual debt service
125% of maximum annual debt service on all requirement with nel operating revenues
obligations payable from the Authority, being 860% of maximum annual debt service.
c. Reserve Account Requirement - Account Balance in account at June 30, 2011, was
balance should be no less than $235,286. $255,327.
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2.D. FUND EQUITY / NET ASSET RESTRICTIONS

Restricted Net Assets

Restricted net assets at the government-wide financial statements are required to restrict funds in accordance with various
laws and regulations, specifically those laws and regulations dealing with debi service and the use of restricted revenues. See
Note 3.G. for details of restricted net assets.

Budgetary Compliance

For the year ended June 30, 2011, the City complied, in all material respects, with the applicable budget laws with the
following noted exceptions of expenditures exceeding final budgel:

General Fund - Council (22)
General Fund - Treasurer (10,687)
General Fund - Sanitation (70,790)
General Fund - Transfer out (134,733)

NOTE 3. DETAIL NOTES - TRANSACTION CLASSES/ACCOUNTS

The following notes present detail information to support the amounts reported in the basic financial statements for its
various assets, liabilities, equily, revenues and expenditures/expenses.

3.A. CASH AND INVESTMENTS

The City of Nichols Hilis held the following deposits and investments at June 30, 2011:

Carrying

Type of Deposits and Investments Value
Deposits:

Demand deposits 5 1,137,391
Time deposits 10,232,881

Credit

Investments: Maturity Rating

Open-ended Mutual Funds -trustee accounts N/A AAAM 456,581
Total Deposits and Investments § 11,826,853
Reconciliation to Statement of Net Assets:

Cash and cash equivalents 5 1,769,032

Investments 10,057,821

§ 11,826,853

2R



CITY OF NICHOLS HILLS, OKLAHOMA
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2011

Custodial Credit Risk — Exposure to custodial credit risk related to deposits exists when the City holds deposits that are
uninsured and uncollateralized; collateralized with securities held by the pledging financial institution, or by its trust
department or agent but not in the City’s name; or collateralized without a written or approved collateral agreement.
Exposure to custodial credit risk related to investments exists when the City holds investments that are uninsured and
unregistered, with securities held by the counterparty or by its trust department or agent but not in the City’s name.

At June 30, 2011, all deposits were collateratized. Custody credit risk is not applicable to mutual funds because they are
nol evidenced by a specific security.

Investment Credit Risk - Investment credit risk is the risk that an issuer or other counterparty to an investment will not
fulfill its obligations. The City has no formal policy limiting investments based on credit rating, but discloses any such
credit risk associated with their investments by reporting the credit quality ratings of investments in debt securities as
determined by nationally recognized statistical rating organizations—rating agencies—as of the year end, Investments of a
City (excluding Public Trusts) are limited by State law to the following:

a. Direct obligations of the U. S. Government, its agencies and insirumentalities 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 of Oklahoma is
pledged,

b. Certificates of deposit 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
Jjudgments, 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 irust 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 mutual funds regulated by the SEC and in which investments consist of the investments mentioned in the
previous paragraphs a,, b., ¢., and d.

Public trusts created under O.8. Title 60, are not subject to the above noted investment limitations and are primarily
govemned by any restrictions in their trust or bond indentures. For the year ended June 30, 2011, the City and its included
component unit complied, in all material respects, with the above noted investment restrictions.

Unless there is information to the contrary, obligations of the U.S. government or obligations explicitly guaranteed by the
U.S. povernment are not considered to have credit risk and do oot require disclosure of credit quality,

Ag noted in the schedule of deposits and investments above, at June 30, 2011, all of the City’s investments were in mutual
funds rated AAAm by Standard and Poor’s.

Investment Interest Rate Risk — Interest rate risk is the risk that changes in interest rates will adversely affect the fair value

of an investment. The City has no formal investment interest rate risk policy. The City discloses its exposure to interest rate
risk by disclosing the maturity dates of its various investments.
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Concentration of Investment Credit Risk - Exposure to concentration of credit risk is considered to exist when investments
in any one issuer represent a significant percent of total investments of the City (any over 5% are disclosed). Invesiments
issued or explicitly guaranteed by the U.S. government and investments in mutval funds, external investment pools, and
other pocled investments are excluded from this consideration. The City has no formal concentration of investment credit
risk policy.

Al June 30, 2011, the City had no concentration of credit risk as defined above,

3.B. RESTRICTED ASSETS

The amounts reported as restricted assets in the proprietary fund financial statements are comprised of cash and cash
equivalents held by the trustee bank on behalf of the public trust {Authority)} related to its promissory note accounts as
described in Note 2.C, in addition to utility deposits held for refund. The restricted assets as of June 30, 2011 were as
follows:

Non-Current

Tvype of Restricted Assets Curreni Assets Assets
Cash and Cash Equivalents:
Utility Deposits $20,770 -
Promissory Note Trustee Accounts:
Debt Service Account 201,254 -
Reserve Account - $255.327
Total Restricted Assels $222.024 $255,327

3.C. ACCOUNTS RECEIVABLE

Accounts receivable of the business-type activities consist of customer utilities. Receivables detail at June 30, 2011 is as
follows:

Service receivables $629,031 Court receivable $671,064
Allowance for doubtful accounts (24.696) Allowance for doubtful accounts {518,764)
Total accounts receivable $604,335 Total accounts receivable $152,300
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3.D. CAPITAL ASSETS
Capital asset activity for the fiscal year ended June 30, 2011, was as follows:
Balance at Balance at
July 1, 2010 Additions Disposals June 30, 2011
Governmental aciivities:
Capital assets not being depreciated:
Land $88,000 - - 588,000
Constroction in progress 4,109,450 51,759,172 $3,363,451 2,505,171
Total capilal assets not being depreciated 4,197,450 1,759,172 3.363.451 2,593,171
Other capital assets:
Buildings 486,094 288,533 - 774,627
Improvements 135,809 5,778 - 141,587
Machinery, fumiture and equipment 2,770,085 075,230 - 3,745,315
Infrastructure 12,231,446 3,363,452 - 15,594 808
Total other capilal assets at historicai cost 15,623,434 4,632,993 - 20,256,427
Less accumulated depreciation for;
Buildings 399,973 1,593 - 401,566
Improvements 98,379 2,692 - 101,071
Machinery, furmnilure and equipment 1,975,881 189,540 - 2,165,421
Infrastruciure 6,404,237 295,078 - 6,699,315
Total accumulated depreciation 8,878,470 488,903 - 9,367,373
Other capital assets, net 6,744,964 4,144,090 - 10,889,054
Governmental activities capital assets, nel 510,942 414 $5,903,262 £3,363,451 $13,482,225
Balance at Balance at
July 1, 2010 Additions Disposals June 30, 2011
Business-tvpe activities;
Capital assels not being depreciated:
Land §195,742 - - $195,742
Construction in progress 2,775,478 %1,320,019 $3,357,932 737,565
Total capital assets not being depreciated 2,971,220 1,320,019 3,357,932 933,307
Other capital assets:
Buildings 564,061 - - 564,061
Improvements 024,618 - - 924,618
Machinery, furniture and equipment 1,141,453 54,491 - 1,195,944
Utility improvements 25,817,049 3,357,931 - 29,174,980
Total other capital assets at historical cost 28,447,181 3412422 - 31,859,603
Less accumulated depreciation [or:
Buildings 308,373 21,728 - 330,101
Improvements 307,632 46,126 - 353,758
Machinery, furnilure and equipment 733,535 53,465 - 787,000
Utility improvements 11,346,933 790,244 - 12,137,177
Total accumulated depreciation 12,696,473 911,563 - 13,608,036
Other capital assets, nel 15,750,708 2,500,859 - 18,251,567
Business-type activities capital assets, nel 518,721,928 $3,820,878 $3,357,932 §10,184,874
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Depreciation expense was charged to functions in the Statement of Activities as follows:

Govermmmental Activities:

General Government $54,575
Public Safety 131,546
Highways and Streets 164,870
Culture and Recreation 2,965
Public Works 134.947

Total depreciation expense for governmental activities $.488.903

Business-Type Activities:

Water $506,427
Wastewater 405.136
Total depreciation expense for business-type activities $911,563

3.E. LONG-TERM DEBT

The reporting entity’s long-term debt is segregated between the amounits to be repaid from governmental activities and
amounts to be repaid from business-type activities.

Govermnmental Activities

Al June 30, 2011, the povernmental long-term debt of the financial reporting entity consisted of the following:

General Obligation Bonds:

$1,665,000 General Obligation Bonds, Series 1997, due in annual instalhments
of $120,000 through July 1, 2011, with interest at 4.5% to 7.5% with final payment
of $105,000 due July 1, 2012, with interest at 4.5%. $105,000

$1,245,000 General Obligation Bonds, Series 1998, duc in annual installments
of £90,000 through July 1, 2012, with interest at 4.25% to 6.5% with final payment
of $75,000 due July 1, 2013, with interest at 4.6%. 165,000

$1.,500,000 General Obligation Bonds, Series 2001, due in annual instaliments of
$125,000, with interest at 4.00% to 4.45%, with final installiment due
July 1, 2014, 375,000

$1,320,000 General Obligation Bonds, Series 2002, due in annual installments of
$110,000, with interest at 4.85% to 6.85%, with final installment due July I, 2015 440,000

$2,160,000 General Obligation Bonds, Series 2003, due in annual installments of
$180,000, with interest at 2.25% to 4.40%, with final installment due July 1, 2016 900,000

$2,635,000 General Obligation Bonds, Series 2004, due in annual installments
of $215,000 through July 1, 2016, with interest at 3.0% to 4.5% with final payment
of $270,000 due July 1, 2017, with interest at 4.3%. 1,345,000

$2,500,000 General Obligation Bonds, Series 2005, due in annual installments

of $205,000 through July 1, 2017, with interest at 2,9% 1o 4.0% with final payment

of $245,000 due July 1, 2018, with interest at 3.8%. 1,475,000
$2,500,000 General Obligation Bonds, Series 2006, due in annual installments

of $205,000 through July 1, 2018, with interest at 3.65% to 5.0% with final payment

of $245,000 due July 1, 2019, with interest at 3.9%. [,680,000
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