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INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and
Members of the City Council

" We have audited the accom panying statement of cash receipts, disbursements and changes in cash balances of the City of Lovilia, lowa
-Capital Projects Fund as of and for the year ended June 30, 2004, These financial statemenis are the responsibility of the City of Lovilia,
lowa Capital Projects Fund's management. Our responsibility is to express an opinion on this financial statement based on our audit

We conducted our audit in accordance with U S generally accepted auditing standards, Chapter 11 of the Code of lowa and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards and provisions require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement An auditincludes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluaiing the overalt financial statement presentation. We believe our audit provides (1 rea’.onable basis for our

opinion

As discussed in Note 1, the financial statement presehfé' only the Capital Projects Fund and does not puiport to, and does not, present
fairly the financial position of the City of Lovilia, lowa as of June 30, 2004, and the changes i=.its{financial position for the year then ended
in conformity with accounting principles generally accepted in the United States of Amelica

As described in Note 1, these financial statements were prepared on the badie af cash receipts and disbursements, which is a
comprehensive basis of accounting other than U S. generally accepted accounting ori'iciples. Also, as permitted by the Code of lowa, the
accounting records of the City of Lovilia, lowa Capital Projects Fund have nb0ttheen audited for all prior years

In our opinion, the financial statement referred to above presents fairy,V . rall material respects, the results of the cash transactions of the
City of Lovilia, lowa Capital Projects Fund as of and for the vzar wnded June 30, 2004, in conformity with the basis of accounting
described in Note 1

- As described in Note 5, during the year ended June 30, 2004, the City adopted Governmental Accounting Standards Board Statement
No 34, Basic Financial Statements — and ManagetientsDiscussion and Analysis — for State and Local Governments; Statement No. 37,
. Basic Financial Statements — Management’s [liscyssion and Analysis - for State and Local Governments: Omnibus, and Statement No.

-~ 38, Certain Financial Statement Note Disglosurey’

In accordance with Government Ruitiia Standards, we have also issued our reports dated June 2, 2005 on our consideration of the City
of Lovilia, lowa Capital Projects(Funa's’internal control over financial reporting and our tests of its compliance with certain provisions of
laws, regulations, contracte,and grants. Those reports are an integral part of an audit performed in accordance with Govermnment Auditing
Standards and should\bayread in conjunction with this report in considering the results of our audit

Management's Discussion and Analysis on pages 2 through 3 is not a required part of the financial statements, but is supplementary
information required by the Governmental Accounting Standards Board. We applied limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the supplementary information We did notauditthe
information and express no opinion on it :
. Our audit was performed for the purpose of forming apinions on the financial statements that collectively comprise the City of Lovilia, lowa
Capital Project Fund’s financial statements. Other supplementary information, including the Schedule of Expenditures of Federal Awards
“required by U S Office of Management and Budget (OMB) Circular A-133, is presented for purposes of additional analysis andis nota
required part of the financial statements Such information has been subjected to the auditing procedures applied in our audit of the
financial statements and, in our opinion, is fairly stated in afl material respects in relation to the aforementioned financial statements taken

as a whole

ANDERSON, LARKIN& CO PC

Otiumwa, lowa
June 2, 2005




MANAGEMENT'S DISCUSSION AND ANALYSIS

City of Lovilia, lowa Capital Projects Fund provides this Management’s Discussion and Analysis of its financial
statements. This narrative overview and analysis of the financial activities is for the fiscal year ended June 30, 2004. We
encourage readers to consider this information in conjunction with the Capital Projects Fund’s financial statements, which

follow

Because the Capital Projects Fund is implementing new reporting standards for this fiscal year with significant
changes in content and structure, much of the information is not easily comparable to prior years. However, in future
years, comparisons will be more meaningful and will go further in explaining the Fund’s financial position and results of

operations
2004 FINANCIAL HIGHLIGHTS

» Receipis of the Capital Projects Fund increased 234%, or approximately $134,394, from fiscal 2003
to fiscal 2004. Increases in grant receipts account for all of this increase In addition to grant
receipts, the Capital Projects Fund received $546,827 in note proceeds during (he year ended
June 30, 2004,

« Disbursements increased 1229%, or approximately $686,632, in fiscal 2004 frorisfiscal 2003. Capital
outlay disbursements account for all of this increase.

« The Capital Projects Fund’s total cash basis net assets decreased.241%, or approximately $3,911
from June 30, 2003 to June 30, 2004

USING THIS ANNUAL REPORT
The annual report consists of a series of financiz! statements and other information as follows:

Management’'s Discussion and Analysis infrosuces the financial statement and provides an analytical
overview of the Capital Projects Fun/’s financial activities.

The Financial Statement tells ko' tha fund was financed in the short term as well as what remains for future
spending

Notes to financial stalements provide additional information essential to a full understanding of the data
provided in the fiftqiiciai statement.

Other Suppigmentary Information includes the Schedule of Expenditures of Federal Awards

Basis of Accounting

The Capital Projects Fund maintains its financial records on the basis of cash receipts and disbursements and the
financial statements of the Capital Projects Fund are prepared on that basis. The cash basis of accounting does not give
effect to accounts receivable, accounts payable and accrued items. Accordingly, the financial statements do not present
financial position and results of operations of the funds in accordance with U 8. generally accepted accounting principles.

Therefore, when reviewing the financial information and discussion within this annual report, the reader should keep in
mind the limitations resulting from the use of the cash basis of accounting.

REPORTING THE CAPITAL PROJECTS FUND’S FINANCIAL ACTIVITIES

Fund Financial Statement

1)  Governmental funds account for most of a City's basic services. These focus on how money flows into and
out of those funds, and the balances at year-end that are available for spending. The governmental funds include: 1) the
Capital Projects Fund The financial statement provides a detailed, short-term view of the Capital Projects Fund’s
operations. Fund information helps determine whether there are more or fewer financial resources that can be spentin

the near future to finance the Capital Projects Fund’s operations.
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The required financial statement is a statement of cash receipts, disbursements and changes in cash balances.

FINANCIAL ANALYSIS

Net assets may serve over time as a useful indicator of financial position. The Capital Projects Fund’s cash
balance decreased from a year ago, decreasing from $1,500 to $(2,411). The analysis that follows focuses on the
changes in cash balances

Changes in Cash Basis Net Assets

Year ended June 30,

2004 2003
Receipts:
fntergovernmental $191,765 $57,371
Note proceeds 546,827 -
Total receipts 738,592 574371
Disbursements:

Capital outtay 742,503 55,871
Change in cash basis net assets {3,471%) 1,500
Cash basis net assets beginning of year 4,500 -
Cash hasis net assets end of year $_(2.411) $ 1,500

The Capital Projects Fund's total receipts increased. v 4187%, or $681,221. The total cost of all programs
increased by approximately $688,632, or 1229%. The increase in receipts was the result of increases in grant receipts
and loan proceeds.

The cost of all fund activities this vear was $742,503 compared to $55,871 last year The increase in
dishursements was the result of increases il capital outlay disbursements.

CONTACTING THE CAPITAL PRG.ZCT S FUND'S FINANCIAL MANAGEMENT

This financial repop’ s designed fo provide our citizens, taxpayers, customers, and creditors with a general
overview of the City of dovilia, lowa Capital Projects Fund’s finances and to show the Capital Projects Fund's
accountability for thi tponey it receives. If you have questions about this report or need additional financial information,
coniact Doran Haywod, City Clerk, P.O. Box 145, Lovilia, lowa.
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CITY OF LOVILIA, IOWA
CAPITAL PROJECTS FUND

STATEMENT OF CASH RECEIPTS, DISBURSEMENTS,

AND CHANGES IN CASH BALANCES
YEAR ENDED JUNE 30, 2004

Receipts:
intergovernmental

Disbursements:
Capital cutlay

Deficiency of receipts under disbursements

Other financing sources:
Note proceeds

Deficiency of receipts and other financing sources under expenditures
Balance beginning of year

Balance end of year

See Notes to Financial Statements

(550,738)

546,827
(3,911)
1,500

$ _(2411)



CITY OF LOVILIA, IOVWA
CAPITAL PROJECTS FUND

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2004

NOTE 1: SUMMARY OF SIGNIFICANT ACCCUNTING POLICIES

The City of Lovilia, lowa Capital Projects Fund is a political subdivision of the State of lowa located in Monroe
County. The City was first incorporated in 1900 and operates under the Home Rule provisions of the
Constitution of lowa. The City operates under the Mayor-Council form of government with the Mayor and
Council Members elected on a non-partisan basis. The City provides numerous services to citizens including
public safety, public works, culture, recreation, public improvements and general administrative services.

A. Reporting Entity

The financial statement presents only the Capital Projects Fund and does not purport to, and does not,
present fairly the financial position of the City of Lovilia, lowa, as of June 30, 2004, ard the changes in its
financial position for the year then ended in conformity with accounting principles generallyaccepted in the
United States of America. '

The Fund has also considered all potential component units for which it is finansially accountable, and other
organizations for which the nature and significance of their relationshig'with the Fund are such that exclusion
wouid cause the Fund’s financial statements to be misleading orfncomiplate. The Governmental Accounting
Standards Board has set forth criteria to be considered in determining financial accountability. These criteria
include appointing a voting majority of an organization’s g2 t=rning body and (1) the ability of the Fund to
impose its will on that organization or (2) the potential for tha.zrganization to provide specific benefits to or
impose specific financial burdens on the Fund.

lt was determined that the City of Lovilia, lowa'Zapital Projects Fund does not have any component units that
meet the criteria listed in the preceding pérzgraph,

B. Fund Accounting

The accounts of the City ofiLovilia, lowa Capital Projects Fund are organized on the basis of funds, which is
considered to be a sendraip dccounting entity. The operations of the Fund are accounted for by providing a
separate set of se!/=halafcing accounts which comprise its receipts, disbursements and fund balances. The
Fund and its desiga.ed purpese is as follows:

Cdpital Prejects Fund — The Capital Projects Fund is utilized to account for all resources used inthe
accaisiion and construction .of capital facilities.

[

C. Basis of Accounting

The City of Lovilia, lowa Capital Projects Fund maintains its financial records on the basis of cash receipts
and disbursements and the financial statements of the Fund are prepared on that basis. The cash basis of
accounting does not give effect to accounts receivable, accounts payable and accrued items. Accordingly,
the financial statements do not present financial position and results of operations ofthe fund in accordance
with U 8. generzally accepted accounting principles

NOTE 2: CASH AND INVESTMENTS

The Fund’s deposits in banks at June 30, 2004 were entirely covered by federal depository insurance or by the
State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This chapter provides for additional
assessments against the depoesitories fo insure there will be no loss of public funds.




NOTE 4:

NOTE 5:

CITY OF LOVILIA, IOWA
CAPITAL PROJECTS FUND

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2004

1 CASH AND INVESTMENTS (Continued)

The City of Lovilia, lowa Capital Projects Fund is authorized by statute to invest public funds in obligations of the
United States government, its agencies and instrumentalities; certificates of deposit or other evidences of deposit
at federally insured depository institutions approved by the City Council; prime eligible bankers acceptances;
certain high rated commercial paper; perfected repurchase agreements; certain registered open-end
management investment companies; certain joint investment trusts; and warrants or improvement certificates of
a drainage district.

: RISK MANAGEMENT

The City of Lovilia, lowa Capital Projects Fund is exposed to various risks of loss related totarts; theft; damage to
and destruction of assets; errors and omissions; injuries to employees; and natural dis¢sters, These risks are
covered by the purchase of commercial insurance. The City of Lovilia, lowa Capita] Prejests Fund assumes
liability for any deductibles and claifms in excess of coverage limitations. Settled ciainis fram these risks have not
exceeded commercial insurance coverage in any of the past three fiscal years. TheyFund is covered by the City
of Lovilia, lowa’s insurance policies.

DEFICIT FUND BAL ANCE

The City of Lovilia, lowa Capital Projects Fund had a deficit ba.=zce of $2,411 at June 30, 2004. The deficit
balance was a result of project costs incurred prior to avi ilanility of funds. The deficit will be eliminated with a
transfer from the sewer revenue fund

ACCOUNTING CHANGE AND RESTATEMENTY

Governmental Accounting Standards Board Statement No. 34 Basic Financial Statements - and Management's
Discussion_and Analysis - for Staté and Docal Governments; Statement No. 37, Basic Financial Statements —
and Management’s Discussion(and Analysis — for State and Local Governments: Omnibus; Statement No. 38,
Certain Financial Statement2iote Disclosures, were implemented for the year ended June 30,2004 . As a result
of implementing the aforeinentioned statements, no restatement of beginning net assets is necessary.




CITY OF LOVILIA, IOWA
CAPITAL PROJECTS FUND

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2004

Agency
CFDA  Pass-through Program
Grantor/Program Number Number Expenditures
Indirect:

U S. Department of Housing and Urban Development:
lowa Department of Economic Development:

Community Development Block Grant 14.228 02-WS-077  § 191,765
Environmental Protection Agency:

lowa Department of Natural Resources:

Capitalization Grants for Clean Water State Revolving Funds 66 458  ©85182233-02 460,306

&/ 652,071

Basis of Presentation - The Schedule of Expenditures of Federal Awards includes the fedetal grant activity of the City of
Lovilia, lowa Capital Projects Fund and is presented in conformity with an other comgishensive basis of accounting. The
information on this schedule is presented in accordance with the requirements of CME Circular A-133, Audits of States

Lacal Governments, and Non-Profit Organizations Therefore, some amountsipresented in this schedule may differ from

amounts presented in, or used in the preparation of, the financial statexants.

See Accompanying Independent Auditor's Report



INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE
AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING

To the Honorable Mayor and
Members of the City Council:

We have audited the financiaf statements of the City of Lovilia, lowa Capital Projects Fund as of and for the year ended June 30,
2004, and have issued our report thereon dated June 2, 2005, Our report expressed an unqualified opinion on the financial statement
which was prepared in conformity with an other comprehensive basis of accounting. We conducted our audit in accordance with U.S.
generally accepted auditing standards, Chapter 11 of the Code of lowa, and the standards applicable to financial audits contained in
Govermnment Auditing Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the City of Lovilia, lowa Capital Projects Fund’s financial statement is free of
material misstatement, we performed tests of its compliance with certain provisions of laws( regulations, contracts and grants, non-
compliance with which could have a direct and material effect on the determinatio)y of finevicial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our atdit.4nd, accordingly, we do not exprass such
an opinion. The results of our tests disclosed no instances of non-compliancesfaat are required to be reported under Government
Auditing Standards.

Internal Control OvenFiriancial Reporting

tn planning and performing our audit, we considered the City/G7 Lavilia, lowa Capital Projects Fund’s internal control over financial
reporting in order to determine our auditing procedures for the Gulpose of expressing our opinion on the financial statements and not
to provide assurance on the internal controf over financiaitepsiting. However, we noted certain matters involving the internal control
over financial reporting and its operation that we consider to be reportable conditions. Reportable conditions involve matters coming to
our attention relating to significant deficiencies ¥ thig design or operation of the internal control over financial reporting that, in our
judgment, could adversely affect City of Lovilfa, ipwa Capital Projects Fund's ability to record, process, summarize and report financial
data consistent with the assertions of mafiacemeént in the financial statements. Reportable conditions are described as item 11-A-04 in
the accompanying Schedule of Findir s and Questioned Costs.

A material weakness is a conJitiari which the design or operation of one or more of the internal control components does not
reduce to a relatively low vl e risk that misstatements in amounts that would be material in relation to the financial statements
being audited may odsur and rot be detected within a timely period by employees in the normal course of performing their assigned
functions. Our consia #ation of the internal control over financial reporting would not necessarily disclose all matters in the internal
control that might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses. However, we believe the reportable condition described above is a material weakness.

This report, a pubfic record by law, is intended solely for the information and use of the officials, employees and cifizens of the City of
Lovilia, lowa and other parties to whowm the City of Lovilia, lowa Capital Projects Fund may repart. This report is not Intended fo be
and should not be used by anyone other than these specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by personnel of the City of Lovilia, lowa Capital
Projects Fund during the course of our audit. Should you have any questions concerning any of the above matters, we shall be
pleased to discuss them with you at your convenience.

ANDERSON, LARKIN & CO P.C,

Ottumwa, lowa
June 2, 2005




INDEPENDENT AUDITCR'S REPORT CN COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLAINCE

To the Honorable Mayor and
Members of the City Council

Compliance

We have audited the compliance of the City of Lovilia, lowa Capital Projects Fund with the types of compliance requirements
described in the U S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplementsiiat are applicable to its
major federal program for the year ended June 30, 2004, The City of Lovilia, lowa Capital Projects Fund’< majgr foderal program is
identified in Part | of the accompanying Schedule of Findings and Questioned Costs. Compliance”with thesrequirements of laws,
regulations, contracts and grants applicable to its major federal program is the respensibility of the City/of Lévilia, lowa Capital Project
Fund’s management.  Our responsibility is to express an opinion on the City of Lovilia, lowa Capital Projects Fund's compliance

based on our audit,

We conducted our audit of compliance in accordance with U.S. generally accepted euditilly standards, Chapter 11 of the Code of
lowa, the standards applicable to financial audits contained in Government Aufiling Staridards, issued by the Comptroller General of
the United States, and OMB Circular A-133, Audits of States, Local Governmen is; 2nd Non-Profit Grganizations. Those standards
and provisions require that we plan and perform the audit to obtain reasgrable &&surance about whether non-compliance 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 a test basis, evidence about the (it of bovilia, lowa Capital Projects Fund’s compliance with those
requirements and performing such other procedures as we coisicered necessary in the circumstances. We believe our audit
provides a reasonable basis for our opinion. Qur audit doel st provide a legal determination on the City of Lovilia, lowa Capital
Projects Fund's compliance with those requirements.

In our opinion, the City of Lovilia, lowa Capital BiGjects Fund complied, in all material respects, with the requirements referred to
above that are applicable to its major federalpsograin tor the year ended June 30, 2004

Internal Control Qver Compliance

The management of the City o20\1liz, lowa Capital Projects Fund is responsible for establishing and maintaining effective internal
control over compliance witareguivements of laws, regulations, contracts and grants applicable to federal programs. In planning and
performing our audithwe \considered the City of Lovilia, lowa Capital Projects Fund's internal control over compliance with
requirements that col!d1ave a direct and material effect on a major federal program in order to determine our auditing procedures for
the purpose of expresting our opinion on compliance and to test and report on internai control over compliance in accordance with

OMB Circular A-133,

We noted a matter involving the internal control over compliance and its operation that we consider to be a reportable condition.
Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of the
internat conirol over compliance that, in our judgment, could adversely affect the City of Lovilia, lowa Capital Projects Fund's ability to
administer its major federal program in accordance with applicable requirements of laws, regulations, confracts and grants,
Reportable conditions are described as item I1-A-04 in the accompanying Schedule of Findings and Questioned Costs.

A material weakness is a condition in which the design or operation of one or more of the intemal control components does not
reduce to a relatively low level the risk that non-compliance with applicable requirements of laws, regulations, contracts and grants
that would be material in relation to a major federal program being audited may oceur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. Our consideration of the internal control over compliance
would not necessarily disclose all matters in the internal control that might be reportable conditions and, accordingly, would not
necessarily disclose all reportable conditions that are also considered to be material weaknesses. However, we believe the

reportable condition described above is a material weakness.




This report, a public record by law, is intended solely for the information and use of the officials, employees and citizens of the City of
Lovilia, lowa and other parties to whom the City of Lovilia, iowa Capital Projects Fund may report, including federal awarding agencies
and pass-through entities. This report is not intended to be and should rot be used by anyone other than these specified parties.

ANDERSON, LARKIN & CO P.C.

Ottumwa, lowa
June 2, 2005
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PART I:

CITY OF LOVILIA, [OWA
CAPITAL PROJECTS FUND

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30. 2004

SUMMARY OF INDEPENDENT AUDITOR'S RESULTS:

PART II:

{a) An unqualified opinion was issued on the financial statements which were prepared on the basis of cash
receipts and disbursements, which is a comprehensive basis of accounting other than U.S. generally
accepied accounting principles.

(b) Reportable conditions in internal control over financial reporting were disclosed by the audit of the
financiat statements, including a material weakness.

(¢} The audit did not disclose any non-compliance which is material to the financial statements.

(d) A reportable condition in internal control over the major program was disclosed, by the audit of the
financial statements, including a material weakness.

{e)} An unqualified opinion was issued on compliance with requirements appiicanleto the major program.

(fy The audit disclosed audit findings which are required 1o be _repGriad, in accordance with Office of
Management and Budget Circular A-133, Section 510(a).

{g) The major program was CFDA Number 66.458 - Capiterization Grants for Clean Water State Revolving
Funds.

(h) The dollar threshold used to distinguish betwéernlype A and Type B programs was $300,000.
(i} The City of Lovilia, lowa Capital Frojedts’iund did not qualify as a low-risk auditee.

FINDINGS RELATED TO THE FINANCiAL STATEMENTS:

11-A-04

Instances of Non-Complian(:e

No matters were ngigau

Reportable Zoidifions

Segregition of Duties — One important aspect of internal control is the segregation of duties among

employees to prevent an individual employee from handling duties which are incompatibie. For the year
ended June 30, 2004, the City Clerk had control over each of the following areas for the City of Lovilia, lowa
Capital Projects Fund:

(1) Accounting system — performing all general accounting functions and having custody of assets.
(2} Cash — handling and recording
(3) Receipts — collecting, depositing and posting.

(4} Disbursements — purchasing, preparing checks and recording.
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CITY OF LOVILIA, IOWA
CAPITAL PROJECTS FUND

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2004

PART II:  FINDINGS RELATED TO THE FINANCIAL STATEMENTS: (Continued)
Recommendation
We realize that with fwo part-time office employees, segregation of duties is difficult However, the City of
Lovilia, lowa Capital Projects Fund should review its operating procedures to obtain the maximum internal
control possible under the circumstances. The Fund should consider involving City Council members.
Response
We will consider the above recommendations.
Conclusion
Response accepted.
PART lill. FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS:
Instances of Non-Compliance
No matters were noted.
Reportable Condition
CFDA Number 66 458: Capitalization Grants for Clean Water State Revolving Funds
Pass-through Agency Number: C3192233-02
Federal Award Year: 2004
Environmental Protection Agenvty
Passed through the lowa Dépariinent of Natural Resources
HI-A-04

Segregation of Dutiee Qver'rederal Receipts and Disbursements — The City of Lovilia, lowa Capital Projects
Fund did not prioihy segregate collection, deposit and record-keeping for receipts and authorization,
payment andecord-keeping for disbursements, including those related to federal programs. See item 1I-A-

04.
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