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ALAN CHAP 'MAN Certtfied Public Accountant

401 douth Water » Tahlequah, Oklahoma 74464 » (918) 456-9991 * Fax (918) 436-9242 » chap@intellex,.com

INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and City Council
City of Pawhuska, Oklahoma

I have audited the accompanying financial statements of the governmental activities, the business type
activities, the aggrepate discretely presented component units, each major fund, and the aggregate remaining
fund information of the City of Pawhuska, Oklahoma, as of and for the year ended June 30, 2002, 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 of Pawhuska's management. My responsibility is to express
opinions on these financial statements based on my - avdit,

Except as discussed in the following paragraphs, I conducted my auwdit in accordance with auditing standards
generally accepted in the United Stares of America and the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United States. Those standards
regquire that | plan and perform the audit to obtain reasonable assurance ahout whether the basic financial
staternents 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 zignificant estimates made by management, as well as evaluating the overall
basic financial statement presentation. | believe that my audit provides a reasonable basis for my opinions.

The basic financial statements referred to above do not include financial data of the Pawhuska Hospital
Incorporated, which should be included in order to conform with the accounting principals generally
accepted in the united Siates of America, If the omitted component unit had been included, the user’s
conclusion ghout the overall financial position of the City may have been affected.

The City has not maintained a record of general fixed assets, and accordingly, a stalsment of general fixed
asses, a5 required by accounting principles generally accepted in the United States of America is not
included in the financial statements.  Also, detail records of property and equipment in the Emerprise Funds
are not maintained, and no depreciation has been recorded in current and prior vears. The amount that
should be recorded in the general fixed asset account group 15 not know

In my opinion, except for the matters mentioned in the preceding paragraphs, the financial statements
referred to above present fairly, in all material respects, the respective financial position of the of the
governmental activities, the business-type activities, and the agpgrepate discretely presented component units.
In my opinion the financial statements referred to above present fairly. in all material respects. the
respective financial position of each major fund, and the aggregate remaining fund information of the City of
Pawhuska, Oklahoma, as of June 30, 2012, and the respective changes in financial position, and, where
applicable, cash flows thereofl for the year then ended in conformity with accounting principles generally
accepted in the United States of America.
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Independent Auditor’s Report (continued)

In accordance with Government Auditing Standards, I have also issued my report dated October 10, 2012, on
my consideration of the City of Pawhuska's internal control over financial reporting and 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 1o 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 aodit.

The City has not presented the management discussion and analysis that accounting principles generally
accepted in the United States has determined is necessary to supplement, although not required 1o be a part of
the financial statements,

My audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Pawhuska, Oklahoma's basic financial statements. The introductory section, combining
and individual nonmajor fund financial statements, and statistical section are presented for purposes of
additional analysis and are not a required part of the basic financial statements, The combining and
individual nonmajor fund financial statements and the schedule of expenditures of federal awards have been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion,
are fairly stated in all material respects in relation to the basic financial statements taken as a whole. The
budgetary comparison information on pages 22 through 24 and the notes on page 25 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. They have not been subjected to the auditing procedures applied
in the audit of the basic financial statements and, accordingly, I express no opinion on them.

My audit was conducted for the purpose of forming an opinion on the financial statements taken as a whole,

The supplemental information as listed in the accompanying table of contents is presented for the purpose of
additional analysis and are not a required part of the financial statements of the Osage County Industrial
Authority. The accompanying schedule of expendiures of Federal Awards is presented for purposes of
additional analysis as required by U.5. Office of Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, and is also not a required part of the combined financial
statemedits. Such information has been subjected to the auditing procedures applied in the audit of the fund
type and account group within the combined financial statements and, in my opinion, is fairly stated in all
material respects in relation to the combined financial statements taken as a whole on the modified basis of
accounting described in Note 1

October 10, 2012

AT e sty

Alan Chapman CPA
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ASSETS

Cash and Cash Equivelants
Investments
Escrow
Origination Fees
Accounts Receivable
Total Assets

LIABILITIES

Bad Check Payable

Accounts Payahle

Sales Tax Kevenue Mote
Total Liabilities

NET ASSETS
Restricted

Llnrestricted
Total Met Assers

CITY OF PAWHUSKA, OKLAHOMA
STATEMENT OF NET ASSETS

MODIFIED CASH BASIS
JUNE 30, 2012
Primary Government
Governmental  Business-Type Component
Activities Activities Total Units
§ 2811288 5 1467651 % 4278939  § 1,397
416,905 416,905 -
- - 32,752
- - 17,519
96,112 096,112 -
3,324,305 1,467,651 4,791 956 71,668
(4800 (480
12 12 -
(468) (468) 400,000
4 - {320,729
3,324,773 1.467.651 4,792,424 1,307
5 3,324,773 b 1,467,651 5 4,792 424 b {328,332)

The accompanying motes and auditor's report are an inbegral pan of these fnancial siafements.
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ASSETS

Cash aead Cash Equivelands
[nvestmenis
Accounts Recervahle

Total Asseds

LIABILITIES AND FUND BALANCES

Liakdlines:
Bad Checks Payable
Accouris Fayahle
Deposits Payahle
[Crag 10 General Fund
Towml Liahilisies
Fund Balarces:
Unresersed
Torzl Fund Balances

Total Lizbilities and Fuand Balances

CITY OF PAWHIISKA, OKLAITOMA
BALANCE SHEET - MODIFIED CASH BASIS

GOVERNMENTAL FUNDS
JUNE 30y 212
1999 Sales Permament Dither Total
Cemeral Tax Improv  Improvement  Governmentnl  Governmental
Fund Fund Fumnd Funds Funids
5§ BdaBIs 3 BSAIRT 5 230804 § 871,383 2,811,288
a . . 4 16,505 416,905
36,335 21,028 - 18,728 W, 112
401,269 BE5.2L5 230,804 1307017 1,324,308
{i£R0) = = (450
. 12 12
4B Iz (468}
B, T49 BHS5. 215 230,804 1,307,005 331,773
§  BM.I69 § BESZIG 5 IA0E4 OB O LLMITOHT 5§ 3305

The iccampanying sdes angd audingr's repant are an imsgral peal o these Ninascial saiemges,
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Heyvenges:
Taxes
Palice Fines
Charges for Services
Licenses and Permits
Investment Income
Insarance Refunds
Billig Charge
Dipmations
Miscellancous
Haospical Billing Fee
(irants

Tanal Revermes

Expendivures:

Gemeral Gavermment-
Managerial
Mumicipal Coun
City Clerk
Alnormey
Crerieral
Economss Developmen

Mablic Safedy:

Police
Fire
Ambulance

Cemetery
Parks and Cemetary

Stresis:

Slreets

Airpart:
Adrpan

Culpare and Recreation:
Liheary
Lakes

Capizal Outlay

Total Expendimres

Excess {defeciency) of
Revenass Over Expendibures

Unher Financing Sources (Lises)
Transfers In
Transfers Clus

Tional Other Financing Sounses (Lwes)

Met Charge i Pund Balance
Fund Balances - Begonning

Fumnd Balances - Ending

CITY OF PAWHUSEA, OKLAHOMA
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCES - MODIFIED CASH BASIS

GOVERNMENTAL FUNDS

FOR THE YEAR ENDED JUNE 3, 2042

1999 Bales Permanent Oiher Tatal
General Tax Improv.  Improvement Governmental Governmental

Fumnd Fund Fuuml Funds Funds
§ $22,135 W63 5 AT 5 307,963
40,533 - - . 40,533
167,289 - 11,767 179,056
6,750 - . 24 877 £V e
- 7,332 431,242 50,574
20,308 : - 20,398
225,706 - X253, 706
25,000 GEG 25 BB
32475 EN 1) 65,570
10, 554 - 104, 564
- - A21.624 B2l 624
1,546,850 203,642 1,033,200 T ATE T2
91,315 U2 315
41,976 - 41,976
1 X850 - - EX 850
.75 - 0,750
672,348 - 672 348
- - TE2. 890 TE2.A94
543 500 - 545 500
328,317 4,861 333,178
156,954 i 256,954
A 3,547 193 366
204 _T4R - - 17633 2X2 381
L 3.780
114,412 - b1 137,182
10,252 . - - 10,202
T bl 185,885 155,497
2583, 740 LLET] SHT 645 3,672,285
1,136, 8505 a2 62 45,555 (T9E,573)
15667 24,000 24,0000 963 667
= . (60, (003 {60,000
015,667 24 000 {30, W0 o3, 657
(221,224) 202 762 24,000 4,555 1015 03
1122573 592,453 I, B4 1,297 450 3.219.680
0019 4 BRSNS PRIR . L307005 8§ 334973

&

The accompanyisg nolvs and audnor’s cepin and an inicgral pan of hese Firdmcial siaiEmcas



CITY OF PAWHUSKA, OKLAHOMA

STATEMENT OF NET ASSETS-MODIFIED CASH BASIS

PROPRIETARY FUND

FOR THE YEAR ENDED JUNE 30, 2012

ASSETS
CURRENT ASSETS
Cash and cash equivelants

Total Current Assets

Noncurrent Assets

Land and construction in progress

Other capital assets, net of accumulated depreciation
Total Noncurrent Assets

Total Assets

LIABILITIES
CURRENT LIABILITIES
Accounts Payvable
Total Current Liabilities

NONCURRENT LIABILITIES
Total Noncurrent Liabilities

Total Liabilities

NET ASSETS
Invested in capital assets, net of related debt
Restricted for debt reserve
Unrestricted
Total net Assets

Enterprise
Fund

51,467,651
1,467,651

1,467 651

1,467,651
51,467,651
-

The accompanying notes and auditor’s report are an integral part of these financial statements.
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CITY OF PAWHUSKA, OKLAHOMA
STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN FUND NET ASSETS - PROPRIETARY FUND
JUNE 30, 2012

Enterprise
Fund

OPERATING REVENUES
Charges for services:

Electric Unlity 280
Water and Sewer O86,. 277
Solid Wasie 449 566
Penalties 173,030
Total Operating Revenues 1,609,153
OPERATING EXPENSES
Electric Production 2,603,627
Electric Distribution 361,829
Water Production 386,219
Water Distribution 219 467
Disposal Plant 123,894
Sewer Collection 47,274
Solid Waste 400,936
Administration/General 401 287
Total Operating Expenses 4,544 533
OPERATING INCOME (2,935,380)
NON OPERATING REVENUES (EXPENSES)
Miscellaneous revenue 30,966
Total Non-Operating Revenues (Expenses) 30,966
Net Income (Loss) Before Transfers (2,904,414
TRANSFERS
Transfers in 3,962 532
Transtfers out (939,667)
CHANGES IN NET ASSETS 118,451
TOTAL NET ASSETS - BEGINNING 1,349 200
TOTAL NET ASSETS - ENDING § 1,467,651

The accompanying notes and auditor’s report are an integral part of these financial stalements.

-8-



CITY OF PAWHUSKA, OKLAHOMA
STATEMENT OF CASH FLOWS - MODIFIED CASH BASIS
PROPRIETARY FUND
FOR THE YEAR ENDED JUNE 30, 2012

Enterprise
Funds
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from Customers 5 1,609,153
Other 30,966
Personel Services (1,323,326)
Maimtenance and Operations (3,125,024)
Net Cash Provided by Operating Activities (2,808,231)
CASH FLOWS FROM NON CAPITAL FINANCING ACTIVITIES
Transfers 1o Other Funds (939 667)
Transfers from Other Funds 3,962,532
et Cash Provided by Noncapital Financing Activities 3,022,865
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Purchase of Capital Assets (96, 183)
Net Cash Used by Capital and Related Financing Activities (96, 183)
CASH FLOWS FROM INVESTING ACTIVITIES
Net Cash Provided by Investing Activities -
NET INCREASE IN CASH AND CASH EQUIVELANTS 118,451
BALANCE - BEGINNING OF THE YEAR [,342 200
BALANCE - END OF THE YEAR $ 1467651

The accompiny ey nobes and audicos™s repodt are an imegral part of dese fimanéial samonss,
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CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the City of Pawhuska, Oklahoma (oversight unit) conform to generally
accepted accounting principles for state and local governments except for the following:

The City of Pawhuska does not maintain accounting records for general fixed assets; and therefore,
a general fixed assets group is not included in the financial statements as required by accounting
principles generally accepted in the United States of America,

NOTE B - THE REPORTING ENTITY

The City Council, an elected five member group constituting an on-going entity, is the level of
government which has governance responsibilities over all activities related to the City of Pawhuska
within the jurisdiction of the City. The City receives funding from local, state, and federal
government sources; and must comply with the requirements of these funding source entities.
However, the City of Pawhuska is not ineluded in any governmental “reporting entity” as defined
in Section 2100, Codification of Governmental Accounting and Financial Reporting Standards, since
the Coungil members are elected by the public and have decision making authority, the power to
designate management, the responsibility to significantly influence operations, and primary
accountability for fiscal matters.

The City of Pawhuska provides various services, and consists of many different activities and smaller
accounting entities. These include a community hospital, a police force, a firefighting and
prevention force, a sewage treatment plant, a water treatment plant, a storm water drainage system,
atraffic control system, street lighting, a street maintenance torce (including construction, repair, and
snow and ice removal), a parks and recreation system, a rubbish collection, and a staff to provide the
necessary support to these service providers.

Criteria

The funds maintained by the City of Pawhuska do not include all activities or services provided to
the citizens of the City by various public trusts or 501¢(3) non-profits, that are considered to be
“Separate Legal Entities.” Such entities have been established to provide certain enterprise activitics
that otherwise would be provided by the City of Pawhuska, In evaluating how to define the City of
Pawhuska for financial reporting purpoeses, management has considered all potential component
units. The decision to include a potential component in the reporting entity was made by applving
the criteria established by the Governmental Accounting Standards Board (GASB). The basic-but
not the only-criterion for including a potential component unit within the reporting entity is the
governing body’s ability to exercise oversight responsibility. The most significant manifestation of
this ability is financial interdependency. Other manifestations of the ability to exercise oversight
responsibility include, but are not limited to, the selection governing authority, the designation of

=1 10}=



CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE B - THE REPORTING ENTITY (continued)

Criteria (continued)
management, the ability to significantly influence operation, and accountability for fiscal matters.

A second criterion used in evaluating potential component units is the scope of public service.
Application of this criterion involves considering whether the activity benefits the City and/or its
citizens, or whether the activity is conducted within the geographic boundaries of the City and is
penerally available to its patrons. A third criterion used 1o evaluate potential component units for
inclusion or exclusion from the reporting entity is the existence of special financing relationships.
regardless of whether the City is able to exercise oversight responsibilities. Based upon the
application of these criteria, the City has excluded the following component unit for which the City
has oversight responsibility.

Pawhuska Hospital Authority
The Pawhuska Hospital Authority is a 501¢(3) non-profit created to provide medical facilities for

the Pawhuska area, Audited financial statements for this component unit can be obtained at its
general offices.

Pawhuska Public Works Authorit

The Pawhuska Public Works Authority is a public trust created to assist the beneficiary,
governmental agencies and private enterprises in making the most efficient use of their resources and
powers in providing, expanding, improving, and operating and maintaining utility service. An
operational and procedural agreement bérween the city of Fawhuska and the Pawhuska Public Works
Authority provides that under a lease agreement between the two parties all funds of the Public
Works Authority be transferred to the City.

I d (TN Y estrial fevelopmen LAY 1 !

The Pawhuska Municipal Industrial Development Trust Authority is a public trust created on May
6, 1996, to promote and develop industry within and without the City of Pawhuska's territorial
boundaries,

Pawhuska Municipal Trust Authority
The Pawhuska Municipal Trust Authonity is a public trust created on October 1, 1986, 1o establish,

provide, maintain, construct, set aparl, promote, and conduct parks, play grounds, golf courses,
recreational centers, social and community centers, and other recreational facilities within and near
the territorial limits of the City of Pawhuska.

=11-



CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE C - BASIS OF PRESENTATION - FUND ACCOUNTING

The City uses funds and account groups to report on its financial position and the results of its
operations. Fund accounting is designed to demonstrate legal compliance and to aid financial
management by segregating transactions related to certain City functions or activities.

A fund is a separate accounting entity with a self-balancing set of accounts. An account group, on
the other hand, is a financial reporting device designed to provide accountability for certain assets
and liabilities that are not recorded in the funds because they do not directly affect net expendable
available financial resources.

Funds are classified into three categories: governmental, proprietary, and fiduciary. Each category,
in turm, is divided into separate “fund types.™ The City utilizes three fund categories and six fund
lypes.

GOVERNMENTAL FUND CATEGORY
Governmental funds are used to account for all or most of a government's general activities,
including the collection and disbursement of carmarked monies (special revenue funds), the
acquisition or construction of general fixed assets (capital projects funds), and the servicing of
general long-term debt (debt service funds).

General Fund - The General Fund is used to account for all financial transactions except those
required to be accounted for in another fund. Major revenue sources include state sales taxes and
charges for services (1.e. refuse revenues). Expenditures include all costs associated with the daily
operations of the City excepi for programs specially funded for building repairs and maintenance and
construction,

Special Revenuwe Fund - Special Revenue Funds are used to account for the proceeds of specific
revenue sources or grants (other than special assessments or expendable trusts) that are legally
restricted to expenditures for special purposes.

Capital Project Fund - Capital Project Funds are used to account for the acquisition of capital
facilities being financed from intergovernmental revenues or transfers from funds other than those
recorded in proprietary funds.

PROPRIETARY FUND CATEGORY
Proprietary funds are used to account for activities similar to those found in the private sector, where
the determination of net income is necessary or useful to sound financial administration. Goods or
services from such activities can be provided either to outside parties {enterprise funds) or to other
departments or agencies primarily within the City (internal service funds). The City has one
enterprise fund in this fiscal year, and does not have any internal service funds.

2




CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE C - BASIS OF PRESENTATION - FUND ACCOUNTING (continued)

FIDUCIARY FUND CATEGORY

Fiduciary funds are used to account for assets held on behalf of outside parties, including other
governments, or on behalf of other funds within the City, When these assets are held under the terms
of a formal trust agreement, either a nonexpendable trust fund or an expendable trust fund is used.
The terms “nonexpendable™ and “expendable™ refer to whether or not the City is under an obligation
to maintain the trust principal, Agency funds generally are used to account for assets that the City
holds on behalf of others as their agent and do not involve measurement of results of operations.

Expendable Trust Funds - These funds account for assets received and expended by the City as
trustee in essentially the same manner as governmental funds. These funds include:

Cemetery Care - A trust established to account for the portion of cemetery lot sales designated for
perpetual care and capital improvements of the cemetery.

Agency Funds - These funds are used to account for assets held by the City as a custodial trustee,
and do not involve measurement of results of operations. These funds include the Municipal Court
Bonds.

ACCOUNT GROUPS
Account groups are not funds, and consist of a self-balancing set of accounts used only to establish

accounting control over long-term debt and general fixed assets not accounted for in proprietary
funds.

General Long-Term Debt Account Group - This account group was established to account for all
long-term debt of the City, which would be offset by the amount available in the debt service fund
and the amount to be provided in future vears to complete retirement of the debt principal. It is alse
used to account for liabilities for capital leases, and vested amounts of compensated absences, No
liability is recorded for nonvesting accumulating rights to receive sick pay benefits.

Greneral Fixed Asset Account Group - This account group is used to account for property, plant, and
equipment. The City does not maintain a record of its generally fixed assets, and accordingly, a

statement of general fixed assets, required by accounting principles generally accepted in the United
States of America, is not included in the financial statements. Land, buildings, nonstructural
improvements, and all other phvsical assets in all funds are considered expenditures in the year of
acquisition, and are not recorded as assets for financial statement purposes. The City does not have
the information necessary to include this group in the financial statements. GASB Statement No.
#34 will require this information, and the City is working to meet the requirernent in the near future.

13-



CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS

JUNE 30, 2012
NOTE C - BASIS OF PRESENTATION - FUND ACCOUNTING (continued)
MEMORANDUM ONLY - TOTAL COLUMN

The total column on the financial statements in captioned “memorandum only” to indicate that it is
presented only to facilitate financial analysis. Data in this column does not present financial position
or results of operations in conformity with accounting principles generally accepted in the United
States of America, Neither is such date comparable to a consolidation. Interfund eliminations have
not been made in the aggregation of this data.

NOTE D - BASIS OF ACCOUNTING

Basis of accounting refers (o when revenues and expenditures or expenses are recognized in the
accounts and reported in the financial statements. Basis of accounting relates to the timing of the
measurements made regardless of the measurement focus applied.

All governmental funds are accounting for using the modified accrual basis of accounting. Their
revenues are recognized when they become measurable and available as net current assets, Tax
payer-assessed income, gross receipts, and sales taxes are considered “measurable” when in the
hands of intermediary collecting governments; and are recognized as revenue at that time.
Expenditures are generally recognized under the modified accrual basis of accounting when the
related fund liability is incurred.

Revenue Recognition
In applying the susceptible to accrual concept under the modified accrual basis, the following

revenue sources are deemed both measurable and available (i.¢. collectible within the current period
or soon enough thereafter to be used to pay obligations of the current period): taxes, services,
investment earnings, and fines and forfeitures, Reimbursements due for federally funded projects
are accrued as revenue at the time the expenditures are made, or when received in advance.

Other revenues, including licenses and permits, charges for services, and miscellaneous revenues are
recorded as revenue when received in cash because they are generally not measurable until actually
received.

The measurement focus of governmental fund accounting is on decreases in net financial resources
{expenditures) rather than expenses. Expenditures are measurable. and are recorded when the
related fund liability is incurred,

Reservations of Fund Equity
Fund balances are reserved for encumbrances as further explained in Note F.

-14-



CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE D - BASIS OF ACCOUNTING (¢continued)
Compensated Absences

Vested or accumulated vacation leave that is expected to be liquidated with expendable, available
financial resources has not been reported as an expenditure or a fund liability of the governmental
fund that will pay it. Rights to receive sick pay benefits have not been reported in the general long-
term debt account group. This practice differs from accounting principles generally accepted in the
United States of America. In accordance with provisions of the Statement of Financial Accounting
Standards No. #43, Accounting for Compensated Absences, no liability is recorded for nonvesting
accumulating rights to receive sick pay benefits. The amount of vacation and compensatory time
susceptible to accrual in accordance with SFAS No. #43, has been reflected in the general long-term
debt account group,

Interfund Transactions

(uasi-external transactions are accounted for as revenues, expenditures, or expenses. Transactions
that constitute reimbursements to a fund or expenditures/expenses initially made from it that are
properly applicable to another fund are recorded as revenues, expenditures or expenses in the fund
that is reimbursed.

All other interfund transactions, except quasi-external transactions and reimbursements, are reported
as transfers. Non-recurring or non-routine permanent transfers of equity are reported as residual
equity transfers. All other interfund transfers are reported as operating transfers.

LUse of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Accordingly, actual results could differ from those estimates.

NOTEE-B AND BUDGET

Under state law, the Mayor submits an annual budget to the Council for consideration and approval
no later than June 30. Such budget is based on expected cash expenditures by program within a fund
and estimated cash receipts by source for all funds, The City prepares its budget on the same basis
as the accounting records are maintained. The City follows these procedures in establishing the
budgetary data reflected in the financial statements.

* A proposed operating budget is submitted 1o the City Council for the fiscal year commencing on
July 1. The operating budget includes proposed expenditures and the means of financing them.

-15-



CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE E - BUDGETS AND BUDGETARY ACCOUNTING ( continued)

* Public hearings are conducted to obtain taxpayer comments.

* Prior to July 1, the budget is legally enacted by the City Council through passage of an ordinance.

* Any revisions that alter the total expenditures of any department generally must be approved by
the City Council. Budgeted amounts in the accompanying financial statements include transfers and
revisions to the original appropriations ordinance.

* The Combined Statement of Revenues, Expenditures, and Changes in Fund Balances - Budget and
Actual - General Fund, Special Revenue, and Capital Improvement Fund Tvpes is presented on the
budgetary basis to provide a comparison of actual results with the budget. The only entries necessary
1o reconeile this statement with the Combined Statement of Revenues, Expenditures, and Changes
in Fund Balances - All Governmental Fund Types would be the accrual entries for taxes receivable
that are made at the end of each year to conform to the modified accrual method of accounting.

NOTE F - ENCUMBRANCES

Encumbrances outstanding at year end represent the estimated amount of the expenditures ultimately
to result if unperformed purchase orders in process are completed. Encumbrances accounting, under
which purchase orders, contract, and other commitments for expenditure of monies are recorded in
order to reserve the portion of the applicable appropriation, is utilized as an extension of formal
budgetary integration in the governmental funds. Unencumbered appropriations lapse at the end of
the fiscal year. Encumbrances outstanding at vear end are carried forward to the new fiscal year,
Such encumbrances constitute the equivalent of expenditures for budgetary purposes, and
accordingly, the accompanying financial statements present comparisons of actual results to the
budgets of governmental funds on the same basis of accounting that the financial statements are
presented. The unencumbered balance of each appropriation lapse at year end reverts to the
respective fund from which it was appropriated, and becomes available for future appropriations.

Requirements for All Budgeted Funds

For day to day management control, expenditures plus encumbrances may not exceed budget at the
expenditure type level of each cost center. The Council may transfer unencumbered appropriations
within programs within funds. Appropriation control is by program within a fund. Council may,
by ordinance, transfer amounts among programs within and between funds.

-16-



CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE G - ASSETS, LIABILITIES, AND FUND EQUITY
Cash and fnvestments

Pooled cash and Investments a “pooled cash™ concept is used in maintaining the cash and investment
account in the accounting records. Under this method all cash is pooled for investment purposes,
and each fund has an equity in the pooled amount.

it ivalents
The City considers all cash on hand, demand deposits, and highly liguid investments, with an
original maturity of three months or less when purchased, to be cash and cash equivalents.

Inventories

Inventories for all funds generally consist of expendable supplies and items held for consumption
which are expenses at the time of purchase,

Reparting and Accounting

Total columns presented in the Combined Financial Statements are captioned “memorandum only™
to indicate that they are presented only to facilitate financial analysis. Data in these columns does
not represent financial position, results of operation, or changes in financial position in conformity
with accounting principles generally accepted in the United States of America. Neither is such data
comparable to a consolidation. Interfund eliminations have not been made in the aggregation of this
data.

Fund Balance

Fund Balance represents the fund not encumbered by purchase order, legal contracts, and outstanding
warrants. Restricted fund balances are legally or financially restrained from current appropriations.
Unrestricted fund balances can be used for current approved appropriations,

NOTE H - RETIREMENT PLANS
Employees and Plans

Each qualified employee is included in one of the three retirement plans in which the City of
Pawhuska participates. These are the Oklahoma Municipal Retirement Fund. the Oklahoma
Firefighters” Pension and Retirement System. and the Oklahoma Police Pension and Retirement
System, The City does not maintain the accounting records, hold the investments, or administer the
retirement funds. The retirement plans are statewide systems administered by the State of
Oklahoma.

sSummary of significant data for each of the retirement plans follows:

X



CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE H - RETIREMENT PLANS {continued)
Oklahoma Municipal Retirement Fund

The plan covers qualified city emplovees and provides certain retirement, death, and disability
benefits. The City contributes 6% of the total wages paid to covered employees. Contributions by
the City of Pawhuska amounted 10 §74,679.45, for the fiscal year ended June 30, 2012. Each
vovered employee contributes 3% of individual compensation. The plan provided for retirement
benefits upon reaching normal retirement age. Employees become vested after ten (10) vears of
service.

Oklahoma Firefighters Pension and Retirement System
Members of the City’s Fire Department participate in the Oklahoma Firefighters Pension and

Retirement System, a system administered by the State of Oklahoma, In conformity with state law,
the plan covers all full time firemen of the City of Pawhuska and provides certain retirement, death,
and disability benefits. In conformity with the state law, the plan does not purport to be an actuarial
funded plan; however, benefits are guaranteed by the State of Oklahoma, The contributions to the
plan are established by the State. and the City is required to contribute 13% of total compensation
paid to the firefighters. The firefighters contribute 8% of their compensation to the plan.
Contributions by the City to the system for the fiscal year ended June 30, 2012, amounted to
$27,618.03 paid primarily by the general fund.

i sion amnd Retirement Sy

Members of the City’s Police Department participate in the Oklahoma Police Pension and
Retirement System. a system administered by the State of Oklahoma. The plan covers full-time
police officers of the City, and provides retirement, death, and disability benefits, Inconformity with
state law, the plan does not purport to be an actuarial funded plan; however, benefits are guaranteed
by the State of Oklahoma. The contributions to the plan are established by the State, and the City
15 required to contribute 13% of total compensation paid to the police officers. The police officers
contribute 8% of their compensation to the plan. Contributions by the City to the system for the
fiscal year ended June 30, 2012, amounted to $27,636.47 , paid primarily by the General Fund.

NOTE I - REVENUE EXPENSE AND LIABILITIES
Compensated Absencey

In accordance with the provisions of the Statement of Financial Accounting Standards No, 43,
Accounting for Compensated Absences, no liability is recorded for nonvesting accumulating rights
to receive sick pay benefits or vacation leave. Vested accumulated rights to receive sick pay or
vacation leave would be reported in the general long-term debt account group,




CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS
JUNE 30, 2012

nsated Absen fi
Vacation leave is granted to all regular employees. The maximum amount of vacation leave that
may be accumulated in one calendar year is ten days. This liability reflects amounts attributable to
employee services already rendered cumulative probably for payment and reasonably estimated.

Sick leave earned approximately ten days a vear per employee and a maximum of 400 hours can be
accumulated. Sick leave is nonvesting, and the City does not record a liability for the cost of these
unused absences.

= DEBT

State statutes prohibit the City from becoming indebted in an amount exceeding the revenue to be
received for any fiscal year without approval of the City voters. The general long term debt of the
City consisted of a Note Payable

The following is a summary of the long-term debt transactions of the City for the year ended June
30, 2012:

Bonds
Payable Total
Balance, July I, 2011 § 500,000,000 5 S0, 00000
Additions 5 0.00 5 n.oo
Retirements £ (100,000,000 % (LDDDOO.0
Balance, June 30, 2012 £ 400,000.00 3 o (D, M0, )
Pw_rhuska Puhllis:l'ﬂ-'u!-ks Authority Sales Tu Revenue Moe, Amount
o et Qustandng
£60,000.00, final payment of $60.000.00 due August 1, 2015



CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS
JUNE 30, 2012

Long Term Debt (continued)
The annual debt service requirements for retirements of note principal and pavment of interest are
as follows:

Year ending
June 30 Principal Interest Total
2013 5 110,000,040 F 1545875 5 12545875
2004 5 110.000.00 5 1089375 £ 120,893.75
2015 5 120,000,000 5 22500 12622500
2016 5 6000000 5124500 § 6124500
Total % 400,000.00 5 3352250 5 43382250
NOTE K - CONTINGENT LIABILITIES

Amounts received or receivable from grantor agencies are subject 1o audit and adjustment by grantor
agencies. Any disallowed claims, including amounts already collected, may constitute a liability of
the applicable funds. The amount, if any, of expenditures which may be disallowed by the grantor
cannot be determined at this time although the City expects such amounts, if any, to be immaterial,

NOTEL-8 ] F FEDE TANCE
Grantor/Contract Award Revenue
Program Title _Amount  Recognized itures
Library Grants F 11606 8§ 11,606 b 11,606
Fire Department Grants 10,363 10,363 10,363
CDBG #14319 49,635 49,655 -
Diept. Of Commerce, Eeconomic Develop.

Econ. Adj/Disaster Approp. Program 750,000 725,000 750,000
Totals § B21624 3% 7965624 $ 771969

=)=



CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE COMBINED FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE M - OMITTED COMPONENT LNIT

The general purpose financial statements do not include financial data of the Pawhuska Hospital,
Incorporated, which should be included in order to conform with accounting principles generally
accepted in the United States of America. Audited financial statements were not available at the date
of this report.

N TERFU

Transfers between funds of the primary government and between the primary government and
discretely presented component units for the year ended June 30, 2012 were as follows:

Transfers In Transfers Ot
MAJOR FUNDS:
Ceneral Fund ¥ 015667 £ 0
Total Major Funds 5 015,667 % 0
ENTERPRISE FUNDS:
Electric Unlity Fund £ 3962532 § 691667
Solid Waste Administration Fund b [ b 24,0040
Water and Sewer Administration Fund 5 24,0040 5 224,000
Total Major Funds 5 3988532 5 039667
NOMNMAJOR FUNDS:
Economic Development Fund b 1] £ LRV
Permanent [mprovement fun 5 24,00 b L)
Total Nenmajor Funds 5 24,000 3 0,000
COMPOMENT LIMITS
Pawhuska Public Works Fund 5 f 8 3986532
Pawhuska Municipal Trust Awth. Fund £ &, (00 Y 0
Total Component Units 8 GRITE ¥ 3986532
TOTAL 5 4,986,199 3 dﬂﬂﬁ.]ﬂ

2.
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Beginning Bodpetary Fund Balanoe:

Resources {Infoaws);
Taxes:
Sales tax
Frapchise 1ax
Towml] Taxes

Imergovernmental:
Alcohodic Beverage Tax
Urtility Billing Charge
Hospaial Sarcharfe Fee
Toral Insergovernmental

Fines and Forfestures:
Palice Fines
Parking Fines
Juvenille Court
Diog Pouid
Tatal Fines and Porfeisures

Licenses amd Permits

Charges far Services:
Cemetery ol sales
Cemetery openfclosings
Cemetery Momumems
Libirary
Swimming Poal
ezl Cenber
Lake Faes
Community Cencer Renzal
Ambulance
Alrpon

Tonak Charges for Services

MisceBaneous:
Miscellaneoas
Renal Income
Cash Shor'Civer
Dcmations
Granis
Kern Check Charpe
I Laey of Taxes
Insurance Refunds

Total Miscellansous

Oitbver Financing Sowrces
Transfers From Chbir Fumds
Tional Oifser Fenancing $ources

Amounts Availghle for Appropriation

CITY OF PAWHUSEA, OKLAHOMA
BUDGETARY COMPARISON SCHEDULE - MODFIED CASH BASIS

GENERAL FUND

FOR YEAR ENDED JUNE 5, 20012

WVartamoe wilth
__ Budgeted Amounts __ Actual Final Budget
Original Final Amsanls Positive (Megative)
5 &1k, D0k 3 G0 K] 3 779,729 5 L, T2
73,000 75,000 61417 {13,583
685, 00K S 00 841,146 156,146
CRE L 5, (0 B, 960 15,550
250,004 230 (0 225,706 {4.2594)
112,000 112,000 10, 564 {743
407 000 A7 000 41E|3'E'|:| 4,260
41 40,000 40,533 333
5,000 5,000 3,515 {1,485
45 (W) 45,000 44,048 B33
] i, B3 &, TS TA0
000 5,003 9,500 4,500
12 12,000 11,315 {675}
1,500 L, S0HN 1.525 Bs
2,500 i 2483 317
4,500 4,500 &,207 I, 707
15,000 15,060 17. 2} 2.0
4,500 A, S0 5,160 sl
] 2,60} 2,192 b}
250,000 250,006} H4.834 (X25,144)
1.0 200 2 680 1,480
206, 100 Pl ] &3 607 {215,493}
10,000 T, 00K 182 18,220
e, M0 EREL B, 166 14, 16
. {16 {16
25,000 25,000
4,000 4,000 6,421 2.421
4.0 A0 20,358 12,358
R, 040 25 160,039 74,030
524,000 024,000 915,667 {8.333)
AL 024 (i) 915,667 {8,333
$ 2452100 & 2452100 0§ 2482516 3§ 10414
(Comminued)

23



CITY OF PAWHLSKA, OKLAHOMA
BUDGETARY COMPARISON SCHEDLULE - MODIFIED CASH BASIS

GNERAL FUND
FOR YEAR ENDED JUNE 30, 2012
Budgeted Amounis Actual Final Budget
Original Final Amounts  Positive{Negative)
Charges o Appropriztions (Ouiflows), o
Clerk/ Treasurer:
Personal Services 115,800 115,804 114,572 (1,228)
Maerials and Supplies 7.700 7,704 [.241 (5,459}
Odber Services and Charpes 2,800 2,80 50446 2,246
Caital Otlay = . - 5
Total Clerk/Treasurer 126,300 126,300 12,850 (5,441)
Arnorney:
Personal Services 30,600 300 24 599 (2,207
Other Services and Charges B0 1.800 o6 (9345
Tosml Astorney 31,400 32,500 29,759 (3.041)
Municipal Cowurt:
Personal Services 42 600 42,600 19,758 {2.841)
Materials and Supplics 1,400 [ 00 1,418 £
Uther Services and Charges GO0 K 200 200
Total Mumdcipal Court 44, 600 44,6080 41,5976 {2,624)
Police:
Personal Services 516,700 516, 700 513,674 {3, 026)
Materials and Supphies i, 204 &, 200 4,399 (o
Other Services and Charges 25,700 25,70 25,428 {27d)
Capital Dutlay . 2 3 3
Tatal Police S48 6040 S48, 600 545,500 {3, LK)
Fire:
Pessomal Services 316,100 316,100 35,012 (188}
Materinls and Supplics 2.050 2,050 2.286 236
Oaher Services and Charpes 12750 12,750 10.LIR (2,632
Total Fire 330,900 330,900 328,317 (2,583
atresi;
Persomal Services 185, 800 185,800 | B0, 685 (5,115)
Materials and Supplies 2. 500 2,500 2,857 357
Oiher Services and Charpes 12950 22,950 21,206 (1, 744)
Capital Outlay = ! 7 =
Total Siree 211,250 211,250 20,744 (6, 502)
Parks apd Cemetery:
Personal Services 1H4, 000 F B4, 000 174,365 {9.635)
Materials wnd Supplies 7, (N 7,000 6,108 (B52)
Dhiher Services and Charges 10,704 1, e 9,296 {1,408}
Capital Outlay - 5 N :
Toal Parks and Cemetery 201,700 201, T 189,760 {11,931)
(Contnued)

g, -



General Government:
Persanal Services
Matarials and Supplies
Other Services and Charges
Catal Outlay
Total General Government

Library:
Personal Services
Materials and Supplies
Other Services and Charges
Total Library

Adrport
Personal Services
Materials and Supplics
Other Services and Charges
Capital Outlay
Total Airport

Lakes;
Personal Services
Materials and Supplies
Other Services and Charges
Capital Cantlay
Todal Lakes

Ambulance:
Personal Services
Materials and Supplics
Other Services and Charges
Capital Outlay
Tal Lakes

Admunistrative:
Personal Services
Materials and Supgplics
Crther Services and Charpes
Toval Adminiserative

Total Charges to Appropriations

Ending Budgetary Fund Balance

CITY OF PAWHUSKA, OKLAHOMA
BUDGETARY COMPARISON SCHEDULE - MODIFIED CASH BASIS
GENERAL FUND

FOR YEAR ENDED JUNE 3, 2012

Budgeted Amounts Actual Final Budget
Original Final Amoints Wtivﬂifgﬂiw}
£ 246,500 § 246,500 8§ 222228 % (24,272
AT .50 &T.500 59,174 1,674
416,250 416,250 Z80, 9406 (35 30ud)
75, 000 75,000 72,712 (2,288
S5, 250 Bi5 250 745,059 {60, 191)
QR.850 98, 830 94,721 {4,129
2350 12,5350 11,405 [455)
Q200 9,200 4,159 (], 03y
120,400 120,400 114,412 (5,988)
5,000 5,000 3,780 (12200
5,000 5,000 3,TR( {1,220)
15000 1,500 252 (12085
12, 800k 12,800 10, (HH) (2, B
14,300 14,300 10,292 (4,008)
262240 262,240 221,263 (40.977)
5,250 5,250 23,641 18,39

11 (HHE 11,000 12,051 1,051
278 A5 278,490 256,954 {21,536)
93,600 93, 600 90k, 583 (3,017
104 L 55 55
2,750 2,750 1,577 (1,173)
065,450 05,450 Q1315 {4,133)
2814 640 2. 814,640 2,683,739 {130, %01
3 (362.540) F (3625400 § (221,123 % 141,317




CITY OF PAWHUSKA, OKLAHOMA
NOTES TO THE BUDGETARY COMPARISON SCHEDULE
JUNE 30, 2012

Budget Law
Under state law the Mayor submits an annual budget to the Council for consideration and

approval no later than June 30. Such budget is based on expected cash expenditures by
program within a fund and estimated cash receipts by source for all funds. The City follows
these procedures in establishing the budgetary data reflected in the financial statements.

A proposed operating budget is submitted to the City Council for the fiscal year
commencing July 1. The operating budget includes proposed expenditures and the
means of financing them.

Public hearings are conducted to obtain taxpayer comments.

Prior to July I, the budget is legally enacted by the City Council through passage of
an ordinance.

Any revisions that alter the total expenditures of any department, generally must be
approved by the City Council. Budgeted amounts in the accompanying financial
statements mclude transfers and revisions to the original appropriations ordinance.
The Combined Statement of Revenues, Expenditures, and Changes in Fund Balances
~- Budget and Actval - General Fund. Special Revenue, and Capital Improvement
Fund Types are presented on the budgetary basis to provide a comparison of actual
results with the budget. The only entries necessary to reconcile this statement with
the Combined Statement of Revenues, Expenditures, and Changes in Fund Balances
- All Governmental Fund Types would be the accrual entries for taxes receivable
that are made at the end of each year to conform to the modified accrual method of
accounting.

Basis of Accounting

The budget is prepared on the same modified cash hasis of accounting as applied to the
governmental funds in the basic financial statements. Revenues and expenditures are reported
when they result from cash transactions.

-25-
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ALAN CHJ'{P MAN Certified Public Accountant

401 South Water * Tuhlequah, Oklahoma 74464 + (918) 456-9991 « Fax (918) 456-9242 = chapiintellex.com

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

Honorable Mayor and Members of the City Council
City of Pawhuska, Oklahoma

I have audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the City of Pawhuska, Oklahoma, as of and for the
year ended June 30, 2012, which collectively comprise the City of Pawhuska, Oklahoma's
basic financial statements and have issued my report thereon dated October 10, 2012, Except
for the omission of the financial data of the Pawhuska Hospital Inc. and the omission of the
general fixed assets in the government wide and business type activities, 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.

Internal Control Over Financial Reporting

In planning and performing my audit, | considered City of Pawhuska, Oklahoma's internal
control over financial reporting as a basis for designing my auditing procedures for the purpose
of expressing my opinions on the financial statements, but not for the purpose of cXpressing an
opinion on the effectiveness of the City of Pawhuska, Oklahoma's internal control over
financial reporting. Accordingly, | do not express an opinion on the effectiveness of the City
of Pawhuska, Oklahoma’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, 1o
prevent or detect misstatements on a timely basis, A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the City of Pawhuska,
Oklahoma's ability to initiate, authorize, record, process, or report financial data reliably in
accordance with generally accepted accounting principles such that there is more than a remote
likelihood that a misstatement of the City of Pawhuska, Oklahoma's financial statements that is
more than inconsequential will not be prevented or detected by the City of Pawhuska,
Oklahoma's internal control,

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the City of Pawhuska, Oklahoma's internal control.

My consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all
28-



Compliance and Other Matters

deficiencies in internal control that might be 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.

As part of obtaining reasonable assurance about whether the City of Pawhuska, Oklahoma's
financial statements are free of material misstatement, 1 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 noncompliance or other matters that are required to be reported
under Govermment Auditing Standards,

I noted certain matters that [ reported to management of City of Pawhuska, Oklahoma, in a
separate letter dated October 10, 2012.

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

Ocrober 10, 2012

g a-.“'ﬁg,r'u,»::'.-:'#’

Alan Chapman, CPA
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HLAN CHHPMN Certified Public Accountant

401 South Water * Tahlequah, Oklahoma 74464 « (918) 456-9991 = Fax (918) 456-9242 « chap@intellex.com

P ON COMP CE WITH L1 EN PP1 LETOE

ANCE WITH OMB CIRC R A-
Honorable Mayor and Members of the City Council
City of Pawhuska, Oklahoma

Compliance

I have audited the compliance of the City of Pawhuska with the types of compliance requirements
described in the U5 Office of Management and Budget (OMB) Circular 4-133 Compliance
Supplement that is applicable to each of its major federal programs for the vear ended June 30,2012.
The City of Pawhuskas major federal programs are identified in the summary of auditor’s resulis
section of the accompanying schedule of findings and questioned costs. Compliance with
requirements of laws, regulations, contracts and grants applicable o each of its major federal
programs is the responsibility of The City of Pawhuska's management. My responsibility is to
express an opinion on The City of Pawhuska's compliance based on my audit.

Fhave conducted my audit of compliance in accordance with auditing standards generally accepted
inthe United States of America; the standards applicable 1o financial audits contained in Governmen
Auditing Standards, issued by the Comptroller General of the United States, and ()M ¢ fretdar A-
133, Audits of States, Local Governments, and Non-Prafit (rvganizations. Those standards and
OMB Circular A-133 require that | plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have
a direct and material effect on a major federal program occurred. An audit includes examining, on
@ lest basis, evidence about The City of Pawhuska's compliance with those requirements and
performing such other procedures as | considered necessary in the circumstances. [ believe that my
audit provides a reasonable basis for my opinion. My audit does not provide a legal determination
on The City of Pawhuska's compliance with those requirements,

In my opinion, The City of Pawhuska complied, in all material respects, with the requirements
referred to above that are applicable to each of its major federal programs for the vear ended June
30, 2012.

Imternal Control Over Complianee

The management of The City of Pawhuska is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts and grants
applicable to federal programs. In planning and performing our audit, [ considered The

-
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City of Pawhuska's internal control over compliance with requirements that could have a direct and
material effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing my opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133. but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance, Accordingly, I do not express an
opinion on the effectiveness of The City of Pawhuska's internal control over compliance,

A deficiency in internal contral over compliance exists when the desi £n or operation of a control
over compliance does not allow management or emplovees, in the normal course of performing their
assigned functions. to prevent or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal conirol over
compliance is a deficiency, or combination of deficiencies. in internal control over compliance, such
that there is a reasonable possibility that material nencompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected. on a timel v basis.

My consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control
over compliance that might be deficiencies, significant deficiencies, or material weaknesses. I did
not wdentify any deficiencies in internal control over compliance that I considered to be material
weaknesses, as defined above. However, I noted other matters involving the internal control over
financial reporting and its operation that [ have reported to the City’s management in a separate letter
dated October 10, 2012,

This report is intended solely for the information of the City Council, 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.

October 10, 2012
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Alan Chapman, CPA
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CITY OF PAWHUSKA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2012

Section | - Summary of Auditor's Results:

Financial Statements

Type of auditor’s report issued: | have audited the financial statements of The City of Pawhuska,
Pawhuska, Osage County, Oklahoma, as of and for the year ended June 30, 2012, and have issued
my qualified report thereon dated October 10, 2012, In my opinien letter, my report was qualified
because the City has not maintained a record of general fixed assets.

Internal Control Over Fin

Matenial weaknesses identified? NONME REPORTED
Reportable conditions identified not considered to be

material weaknesses? NONE REPORTED
Noncompliance material to financial statements noted? NONE REPORTED
Federal Awards

Internal Co v i rams:

Matenial weaknesses identified? NONE REEPORTED
Reportable conditions identified not considered to be

material weaknesses? NONE REPORTED

Type of Auditor’s Report Issued on Compliance for Major Programs:

In conjunction with the audited combined financial statements of The City of Pawhuska, Pawhuska,
Oklahoma, as of and for the year ended June 30, 2012, | have issued my unqualified report thereon
dated October 10, 2012, on compliance with requirements applicable 1o each major program and
internal control over compliance in accordance with OMB Circular A-133.

Any audit findings disclosed that are required 1o be
reported in accordance with Circular A-133, Section 510 (a)? NONE REPORTED

Identification of Major Programs:
EDA Grant (11.307) £ 750,000.00
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

The dollar threshold used to distinguish between type A and type B programs was $300,000.00.
YES NO
Auditee gqualified as low-risk auditec? X

Section 11 - Fi ial Stat  Findings:
No matters were reported.

Section 111 - Federal Award Findings and Questioned Costs:

No matters were reported and no questioned costs were identilied.



