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FA LER, K CELOE & Co PLC

Independent Auditor's Report

To the Honorable Mayor and
Members of the City Council:

Report on the Financial Statements

We have audited the accompanying {inancial statements of the governmental activities, the business type
activities, each major fund and the aggregate remaining fund information of the City of Centerville, lowa, (City) as
of and for the year ended June 30, 2013, and the related notes to the financial statements, which collectively
comprise the City's primary povernment finencial statements listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with the cash basis of accounting described in Note 1. This includes determining the cash basis of
accounting is an acceptable basis for the preparation of the financial statements in the circumstances. This includes
the design, implementation and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstalement, whether due to frand or error.

Auditor’s Responsibility .

Our responsibility is to express opinions on these financial statenients based on our audit. We conducted
our audit in accordance with U.S, generally accepted auditing standards and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the andit to obtain reasonable assurance about whether the financial
staternents are free-from material misstatenent.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements, The procecures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to frand or error. In making those risk
assessments, the auditor considers internal control relevant to the City’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the City’s internal control. Accordingly, we express ne
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.
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Basis for Adverse Opinion on Aggregate Discretely Presented Compenent Units

The [mancial statements referred to above do not include financial data for the City's legally separate
component units. The basis of cash receipts and disbursements require financial data for these component units to
be reported with the financial data of the City’s primary government unless the City also issues financial staiements
for the financial reporting entity that include the financial data for its component units. The City has not issued such
reporiing entity financial statements. The amount by which this departure would affect the receipts, dishursements
and the cash basis balances of the povernment-wide financial statement for the omitted discretely presented
component units has not been determined.

Adverse Opinion on Ageregate Discretely Presented Component Units

In our opinion, because of the significance of the matter described in the “Basis for Adverse Opinion on
Apgrepate Discretely Presented Component Units” paragraph, the financial statement referred 1o above does not
present fairly the financial position of the aggrepate discretely presented component units of the City as of Tune 30,
2013, and the changes in its cash basis financial pesition for the year then ended in conformity with the basis of
sceounting described in Note 1.

Unmedified Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective cash basis financial position of the governmental activities, the business type activities, each major fund
and the apgregate remaining fund information for the primary povernment of the City as of June 30, 2013, and the
respective changes in cash basis financial position for the year then ended in conformity with the basis of accounting
described in Noie 1.

Basis of Accounting

As described in Note 1, these financial statements were prepared on the basis of cash receipts and
disbursements, which is a basis of accounting other than U.S. generally accepted accounting principles. Our opinion
is not modifted with respect to this matter,

Other Matters
Supplementary and Other Information

Our audit was conducted for the purpose of forming opinjons on the financial statements that collectively
comprise the City’s primary government financial statements. Another auditor previously audited, in accordance
with the standards referred to in the third paragraph of this report, the primary government financial statements for
the eight years ended June 30, 2012 (which are not presented herein) and expressed unqualified opinions on those
Hnancial statemenis which were prepared on the basis of cash receipts and disbursements, The supplementary
information included in Schedules 1 through 6, is presented for purposes of additional analysis and is not a required
part of the primary government financial statements.

The supplementary information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the primary government financial statements.
Such information has been subjected 1o the anditing procedures applied in the andit of the primary government
financial statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the primary government financial statements
or 1o the primary government financial statements themselves, and other additional procedures in accordance with
U.3. generally accepted anditing standards. In our opinion, the supplementary information is fairly stated in ali
material respects in relation to the primary government financial statements taken as a whole.

The other information, Management’s Discussion and Analysis and the budgetary comparison infarmation
on pages § through 14 and 32 ihrough 33 has not been subjected to the anditing procedures applied in the andit of
the primary government financial statements and, accordingly, we do not express an opinion or provide any
assurance om it.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have aiso issued our report dated March 31, 2014
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, coniracts and grant agreements and other matters. The purpose of that report
is to describe the scope of our lesting of internal control over financial reporting and compliance and the results of
that testing and nol to provide an opinion on the internal contral over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Anditing Standards in considering
the City’s internal control over financial reporting and compliance.

FALLER, KINCHELQE & CO., PLC

March 31, 2014



MANAGEMENT’S DISCUSSION AND ANALYSIS

City of Centerville (City) 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 30,2013, We
encourage readers to consider this information in conjunction with the City’s financial statements, which follow.

2013 FINANCIAL HIGHLIGHTS

% Receipts of the City’s governmental activities decreased 11.3%, or approximately $536,000, from fiscal
year 2012 to fiscal year 2013. Bond proceeds decreased approximately $568,000. Operating grants,
contributions and restricted interest decreased approximately $124,000, sale of assets increased

~ approximately $46,000, and properiy tax increased approximately $95,000.

-
»

* Disbursements of the City’s governmental activities decreased 8.4%, or approximately $347,000, in fiscal
year 2013 from fiscal year 2012, Public safety, public works and capital projects disbursements decreased
approximately $34,000, $79,000 and $439,000, respectively. General government and debt service
disbursements increased approximately $68,000 and 564,000, respectively.

-
»

% The City’s total cash basis net assets increased 23.29%, or approximately $1,280,000, from June 30, 2012
to June 30, 2013. OF this amount, the cash basis net position of the governmental activities increased
approximately $377,000 and the cash basis net position of the business type activities increased
approximately $903,000.

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

Management’s Discussion and Analysis introduces the basic financial statements and provides an analytical
overview of the City’s financial activities.

The Government-wide Financial Statement consists of a Cash Basis Statement of Activities and Net
Position, This statement provides information about the activities of the City as a whole and presents
an overall view of'the City’s finances.

The Fund Financial Statements tell how governmental services were financed in the short term as well as
what remains for future spending. Fund financial statements report the City’s operations in more detail
than the government-wide financial statement by providing information about the most significant
funds.

Notes to Financial Statements provide additional information essential to a full understanding of the data
provided in the basic financial statements.

Other Information further explains and supports the financial statements with a comparison of the City’s
budget for the year.

Supplementary Information provides detailed information about the non-major governmental funds and the
non-major internal service funds, as well as the City's indebtedness.

BASIS OF ACCOUNTING

The City maintains its financial records on the basis of cash receipts and disbursements and the financial
statements of the City 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 finds in accordance with U. S. generally accepted accounting principles.
Therefore, when reviewing the financial information and discussion within this annual report, the reader should keep
in mind the Emitations resulting from the use of the cash basis of accounting.

8-



REPORTING THE CITY*S FINANCIAL ACTIVITIES
Govermnent-wide Financial Statement

One of the most important questions asked about the City’s finances is, “Is the City as a whole better off or
worse off as 4 result of the year’s activities?” The Statement of Activities and Net Position reports information
which helps answer this question.

The Staternent of Activities and Net Position presents the City’s net position. Over time, increases or
decreases in the City’s net position may serve as a useful indicator of whether the financial position of the City is
improving or deteriorating.

The Cash Basis Statement of Activities and Net Position is divided into two kinds of activities:
+ Governmental Activities include public safety, public works, culture and recreation, community and
economic development, general povernment, debt service and capital projects. Property tax and state and
federal grants finance most of these activities.

<+ Business Type Activities include the sanitary sewer system, storm sewer, and the airport. These
activities are financed primarily by user charges,

Fund Financial Statements
The City has three kinds of funds:

(N Governmental funds account for mest of the 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
fiunds include: 1) the General Fund, 2) the Special Revenue Funds, such as Road Use Tax and Local Option Sales
Tax, 3) the Debt Service Fund, 4) the Capital Projects Fund and 5) the Permanent Fund. The povernmental fund
financial statements provide a detailed, short-term view of the City’s general government operations and the basic
services it provides. Governmental fund information helps determine whether there are more or fewer financial
resources that can be spent in the near future to finance the City’s programs.

The required financial statement for governmental funds is a Statement of Cash Receipts, Disbursements
and Changes in Cash Balances.

(@) Proprietary funds account for the City’s Enterprise Funds and the Internal Service Fund.
Enterprise Funds are used to report business type activities. The City maintains Enterprise Funds to provide
separate information for the Sewer Fund, considered to be a major fund of the City. The City also maintains a Storm
Sewer Fund and an Airport Fund te provide separate information for these business activities, considered to be non-
major funds of the City. Internal Service Funds are an accounting device used to accumulate and allocate costs
internally among the City’s various functions.

The required financial statement for proprietary funds is a Statement of Cash Receipts, Disbursements and
Changes in Cash Balances. _ ' '

€)) Fiduciary funds account for resources held for others. The Fiduciary fund consists of the Water
Department Clearing Fund.

Reconciliations between the govemment-wide financial statement and the fund financial statements follow
the fund financial statements. -



GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net position may serve over time as a useful indicator of financial position. The City’s cash balance for
governmental activities increased from a year ago, increasing from approximately $3.178 million to approximately

$3.555 million. The analysis that follows focuses on the changes in cash basis net position of governmental
aclivities.

Changes in Cash Basis Net Positon of Governmental Activities
{Expressed in Thousands)

Year Ended June 30,
2013 2012
Receipts:
Program receipts:
Charpes for service b 318 387
Operating grants, contributions and restricted interest 906 1,030
Capital grants, coniributions and restricted interest ‘ 20 39
General receipts:
Property tax 1,857 1,762
Tax increment financing 201 198
Local option sales tax . 551 531
Grants and contributions not restricted
to specific purposes _ 52 54
Hotel-Motel tax 33 75
Bond proceeds (net of discount) 90 658
Unrestricted interest on investments i8 4
Other general receipts . ‘ 64 4
Sale of assets ' 46 : -
- Total receipts T 4,206 4,742
Disbursements:
Public safety 1,814 1,848
Public works ' " 495 574
Culture and recreation . 361 344
Community and economic development ' 72 16
General povernment : 413 345
Debt service ' 276 212
Capital projects , ' 377 816
Total disbursements . 3,808 4,155
Change in cash basis net position before transfers 398 587
Transfers, net 21 6
Change in cash basis net position 37 593
Cash basis net position beginning of year 3,178 2,585
Cash basis net positon end of year : ' 8 3,555 3,178
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. The City’s total receipts for governmental activities decreased 11.3%, or approximately $536,000, from
fiscal year 2012 to fiscal year 2013. The total cost of all programs and services decreased approximately $347,000,
or 8.4%, with no new programs added this year. The significant decrease in capital projects disbursements was
offset by an increase in general government disbursements. '

The City increased property tax receipts for fiscal year 2013 an average of 5.4%. This increased the City's
property tax receipts approximately $95,000 in fiscal year 2013.

The cost of all governmental activities this year was approximately $3.808 million compared 1o
approximately $4.155 million last year. However, as shown in the Statement of Activities and Net Position on page
16, the amount taxpayers ultimately financed for these activities was approximately $2.563 million because some of
the cost was paid by those directly benefited from the programs (approximately $318,000) or by other governments
and organizations which subsidized certain programs with grants, contributions and restricted interest
(approximately $926,000). Overall, the City's governmental activities program receipts, including
intergovernmental aid and fees for service, decreased in fiscal year 2012 from approximately $1,456,000 to
approximately $1,244,000, principally due to the receipt of less grant money.

Changes in Cash Basis Net Position of Business Type Activities
{Expressed in Thousands)

Year Ended June 30,
2013 2012
Receipts:
Program receipts:
Charges for service: _
Sewer 3 1,563 1,549
Storm sewer 51 83
Adrport. 127 143
Capital grants, contributions and restricted interest 679 443
General receipts:
Other general receipts 107 7
Bond proceeds (net of discount) ‘ 936 -
Total receipts : 3,503 2,225
Disbursements: .
Sewer 2,505 959
Storm sewer 9 738
Airport 107 142
Total disbursements 2,621 1,839
Change in cash basis net position before transfers 882 386
Transfers, net 21 (6)
Change in cash basis net position 903 380
Cash basis net position beginning of year 2,317 1,937
Cash basis net position end of year 5 3,220 2,317

-11-



Total business type activities receipts for the fiscal year were approximately $3.503 million compared to
approximately $2.225 million last year. The increase is due in large part to the bond proceeds of 936,000 as well
as the increase in capital grants of $236,000. The cash balance increased approximately $903,000 from the prior
year, primarily due to bonding through state revolving fund for major sewer improvements. Total disbursements
for the fiscal year increased 42.52% to approximately $2.621 million, primarily due to more sewer repair and
construction in fiscal year 2013.

INDIVIDUAL MAJOR GOVERNMENTAL FUND ANALYSIS

As the City completed the year, its governmental funds reported a combined fund balance of $3,493,392,
an increase of $382,670 from last year’s total of $3,110,722. The following are the major reasons for the changes in
fund balances of the major fiunds from the prior year.

The General Fund cash balance decreased $76,843 from the prior year to $367,570. This
decrease is primarily due to (he City spending more money from the General Fund than what it
receives in the General Fund.

The Special Revenue, Road Use Tax Fund cash balance increased by $137,885 to $470.444 as of
June 30,2013. A decrease in materials and purchase of equipment increased the cash balance in
this fund. The City intends to use this money to upgrade the condition of the City’s streets.

The Special Revenue, Local Option Sales Tax Fund cash balance increased by $194,432 to
1,855,070 as of June 30, 2013. The balance in this fund will be used for various projects such as
the payment of debt related to the purchase of a new fire truck, public library renovation,
payments to Centerville Schools for a school project, and payments to the Appanoose County
Railroad which is to be used for capital projects for the railroad. The City currently has
outstanding debt for a fire truck, which is paid out of this fund. This fund is also accumulating
regources for a pool project.

The Special Revenue, Employee Benefits Fund cash balance decreased by $34,141 to 5(8,747) as
of June 30, 2013. The decrease was due to rising employee benefits, such as an increase in the
required IPERS and MFPRS]I contributions and health insurance costs. .

INDIVIDUAL MAJOR BUSINESS TYPE FUND ANALYSIS

-
o

The Enterprise, Sewer Fund cash balance increased by $625,670 to $3,135,231 as of June 30,
2013, due primarily to an increase in sewer charges for service receipts. This money will be used
to fund major sewer upgrades in the future.

13-



BUDGETARY HIGHLIGHTS

Qver the course of the year, the City amended iis budget once. The budpet amendment was approved on
May 20,2013, The budget amendment increased receipts by $465,740 and disbursements by $589,067. The
increase in disbursements was to provide for additional disbursements in certain City departments.

Even with the budget amendments, actual disbursements for the public safety, culture and recreation,
general government and the capital projects functions were $2,084, $104,691, $27,035 and $38,052, respectively,
more than the amended budget. City personnel were unable to explain why the budget amendment was not amended
in sufficient amounts to ensure the actnal disbursement amounts incwrred did not exceed the disbursement amounis
budgeted.

DEBT ADMINISTRATION

At June 30, 2013, the City had $2,380,812 in bonds and other long-term debt ontstanding, compared to
$1,647,780 last year, as shown below,

Qutstanding Debt at Year-End

{Expressed in Thousands)
June 30,
2013 2012
General obligation bonds 3 1,405 1,645
Lease-purchase agreements - 3
Revenue note. 886 -
Total 3 2,381 1,648

Debt increased primarily as a result of newly issued debt necessary for sewer improvements.

The Constitution of the State of Towa limits the amount of general obligation debt cities can issue to 5% of
the assessed value of all taxable property within the City’s corporate limits. The City’s ontstanding peneral
obligation debt of $1,495,000 is significantly below its constitutional debt limit of $9,302,838.

More detailed information about the City’s long-term debt is presented in Note 3 to the financial
statements.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

The City’s elected and appointed officials and citizens considered many factors when setting the fiscal year
2014 budget, tax rates, and fees that will be charged for various City activities. These indicators were taken into
account when adopting the budget for fiscal year 2014. Receipts are budgeted to decrease by $520,687.
Disbursements are budgeted to decrease by $37,193. The City's future plans are to underiake several large street
projects in the coming years; expenses are likely to occur in both fiscal year 2014 and 2015. An increase in taxable
valuation will be realized in the near future due to a major commercial property coming onto the tax rolls.

The City has taken significant steps to enhance the appearance and function of the City through street,
storm water, sanitary sewer and other major infrastructure initiatives. These and future improvements, while
necessary, require the City to identify additional sources of funding other than cash reserves and general obligation
debi to maintain consistency of future tax levies. Like nearly all other municipalities the rising cost of employee
benefits has created a significant burden for the City. The City's required participation in the Municipal Fire and
Police Retirement System (MFPRSI) continues to put significant financial burden on the City which is unlikely to
change without major state legislative action.

13-



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 finances and to show the City’s accountability for the money it receives. If you have
questions aboul this repert or need additional financial information, contact Patrick Antonen, City Administrator,
312 East Maple, P.O. Box 578, Centerville, lowa 52544,

-14-



Primary Government Financial Staiements
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Functions / Programs;
Govemmenial getivisies:
Public sufety
Public works
Culre and recreation
Community and economic development
General government
Deb service
Capital projects
Totol governmenta activilies

Business type activities:
Sewer
Siorm sewer
Airport
Total business sype activities

Toal

General Receipts and Traosfers:
Properzy tax and other city tax levied for:
General purposes -
Debt seevice
Tax increment financing
Locel option sales tax
Gronts and contributiens not restricied
to specific purposes
Hotel-Motel tax
Bond proceeds {net of $6,910 discount)
Unrestricted interest on investments
Miscellancous
Sale of capital assets
Transfers
Total penernl receipts und trersfers

Change in cash basis net position

Cash basis et posiion beginning of year
Cash basis net position el of year
Cash Basis Net Position

Resticied:
Nonexpendable:
Cemetery perpetust care
Expendrble:
Streets
Usben renewal purposas
Local option sales iax
Debt service
Other purposes
Unrestricted

Totnl cash hosis net position

See notes to fingncial sintements,

City of Centerville

Casli Basis Statement of Activities and Net Position

As of and for the yesr ended June 30, 2043

Exhibit A

Program Receipts

NMet (Disbursements} Receipts and
Changes in Cash Basis Met Position

Operating Capital
Grants, Granis,
Contributions ~ Contributions
Charges for  and Restricted  znd Restricted  Governmental  Husiness Type

Disbursements Service Interest Interest Aciivities Activities Totnl
§ 1,813,832 206,680 141,494 15,000 (1,450,658} - {1,450,55R)
495,007 6,408 536,692 - 48,093 - 48,093
361,121 37,802 125,108 1,625 {96,586) - (96,586)
72,196 - - 3470 (68,726} - (68,726)
412,876 67,068 2,843 - {342,965) - (342,965)
275,703 . - - {275,703} - {275,703)
376,873 - - - (376,873} - (376.873)
3,807,608 317,958 506,137 20,095 (2,563,418) - (2,563.418)
2,545,326 1,563,349 - 350,000 - (391,977 (391,977)
8,557 90,808 - 129,387 - 211,638 211,638
106,800 126,677 - - - 19,877 19,877
2,620,683 1,780,834 - 679,387 - (150,462) {160,462)
5 6,428,291 2,008,792 606,137 699,482 (2,563,418) {160,462) (2,723,550)
1,669,791 - 1,669,791
187,419 - 187,419 .
200,916 - 200916
550,702 - 550,702
51,538 - 51,338
82,448 - B2 416
90,000 935,902 1,025,902
17,856 ' - 17,856
64,322 102,607 166,929
46,363 4,099 50,462
{21,285) 21,285 : -
2,940,068 1,063,893 4,003,961
376,650 903,431 1,280,081
3,178,342 2,316,862 5485204
¥ 3,554,992 3,220,293 6,775,285
5 169477 - 169,477
470,444 - 470,444
288,019 - 288,019
1,855,070 - 1,835,070
232,746 - 232746
197,653 - 197,653
341,583 3,220,293 3,561,876
5 3,554,892 3,220,293 6,775,283
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Receipts:

Property tax
Tax increment financing
Other city tax
Licenses and permits
Use of money and property
Injergovernmental
Charges for service
Miscelianeous

Toial receipts

Disbursements:

Operating:
Public safety
Public works
Culture and recreation
Comemunity and economic development
General government

Debt service

Capital projects

Total disbursements

Excess (deficiency) of receipis aver
(under} disbursements

Other [inancing sources (uses):
Bond procceds
Sale of capital assets
Opereting transfers in
Operating transfers out
Total other financing
sources (uses)

Chanpe in cash balances
Cash balances beginning of year

Cash balances end of year

Cash Basis Fund Balances

Nonspendable - Cemetery perpetusl care
Restricted for

Streets

Urban renewal purposes

Capital projects

Local option sules tax

Debt service

Other purposes
Unassigned

Total cash basis funed balances

See notes to financial statements.

City of Centerville

Exhibit B
Statement of Cash Receipts, Disbursements
and Changes in Cash Balances
Governmental Funds
As ol"and for the year ended June 30, 2013
Speeinl Revenue
Road Use  Local Option  Employee
General Tox Sales Trx Benefils Nonmgjor Total
5 918,538 - - 588,684 169,939 1,677,161
- . - - 200,916 200,916
232,837 - 550,702 63,716 17,480 864,735
28,148 - - - - 28,148
16,257 - 3,719 - 175 20,151
208,244 529,394 15,000 - - 752,638
182,808 - - - - 182,808
271,500 - 61,410 475 $,238 342,623
1,858,332 529,394 630,831 652,873 397,748 4,069,180
1,257,918 - 32,461 511921 7619 1,809,919
32,630 383,204 - 77,947 - 493,781
355,294 - 3,163 2,394 61 360,912
71,545 - - - 651 72,196
353,288 - - 58,916 “ 412,204
- - - - 275,703 275,703
- - 279,718 - 07,155 376,873
2,070,673 383,204 315,342 651,178 381,189 3,801,588
(212,343) 146,190 315,485 1,697 16,559 267,592
50,000 . . - - 00,000
42,356 - - - 4,007 46,363
35,838 - - - 427,804 4_63,642
{32,694 {8,305) {121,057) (35,838) (287,033 (484,927
135,500 (8,305) {121,057) {35,838) 144,778 115,078
(76,843) 137,885 194,432 {34,147) 161,337 382,670
444,413 332,559 1,660,638 25,3794 647,718 3,110,722
5 367570 470,444 1,855,070 (8.747) 805,055 3,493,392
A - - - - 169,477 169,477
- 470,444 - - - 470,444
- - - - 288,019 288,019
- - - - 142,659 142,639
- - 1855070 . - 1,855,070
- - - - 232,746 232,746
14,338 - - - 40,456 54,994
353,032 - - - (8,74T) (64,302) - 279,983
§ 367,570 470,444 1,835,070 {8,747) 809,055 3,493,392
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City of Centerville

Reconciliation of the Statement of Cash
Receipts, Disbursements and Changes in Cash Balances
to the Cash Basis Statement of Activities and Net Position -
Governmenta) Funds

As of and for the year ended June 30, 2013

Total governmental funds cash balances (page 17)

Amounts reported for governmental activities in the Cash Basis Statement
of Activities and Net Position are different becanse:

The Internal Service Funds are used by management to charge the costs of

self funding of the City's health insurance benefit plan to individual funds

and the cost of the flex plan. A portion of the cash balances of the Intemnal Service
Funds are included in governmental activities in the Cash Basis Statement of
Activities and Net Position,

Cash basis net position of governmental activities (page 16)

Change in cash balances (page 17)

Amounts reporied for governmental activities in the Cash Basis Statement
of Activities and Net Position are different becanse:

The Internal Service Funds are used by management to charge the costs of
self funding of the City's health insurance benefit plan to individual funds
and the cost of the flex plan. A portion of the change in cash balances

of the Internal Service Funds are reported with governmental activities

in the Cash Basis Statement of Activities and Net Position.

Change in cash basis net position of governmental activities (page 16)

See notes to financial statements.
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City of Centerville

Statement of Cash Receipts, Disbursements

and Changes in Cash Balances

Proprietary Funds

As of and for the year ended June 30, 2013

Operating receipts:
Use of money and property
Charges for service
Miscellanecus
Total operating receipts

Operating disbursements:
Governmental activities:
Public safety
Public works
Culture and recreation
Generzl government
Business type activilies
Total operating disbursements

Excess (deficiency) of operating receipts aver (ander)
operating disbursements

Non-operating receipts {(dishursements):
Intergovernmental
Sale of capital assets
Miscellaneous
Bond proceeds (net of $6,910 discount)
Debt service
Capital projects
Net non-operating receipts {disbursements)

Excess (deficiency) of receipts aver (under)
disbursements

Other financing sources {uses):

Operating transfers in

Operating transfers out

Total other financing sources {uses)

Change in cash balances
Cash balances beginning of year
Cash balances end of year
Cash Basis Fund Balances
Unrestricted

Tolal cash basis fund balances

See notes 1o financial statements,

Exhibit D
Internal
Enterprise Service
Sewer Nonmajor Total
5 - 30,250 30250 -
1,563,349 187,235 1,750,584 433,056
- - - 303,506
1,563,349 217,485 1,780,834 736,562
- - - 250,149
- - - 78,364
- - - 13,353
- - - 332,737
617,901 115,357 733,258 68,697
617,501 115,357 733,258 743,300
945 448 102,128 1,047,576 {6,738)
550,000 129,387 679,387 -
1,574 2,525 4,069 -
80,862 21,745 102,607 -
933,902 - 935,902 -
(60,983) - (60,983) -
{1,825,724) - (1,825,724) -
{318,369) "153,657 {164,712} -
627,079 235,785 882,864 {6,738)
- 32,694 32,694 -
{1,409) {16,000 {11,409) -
{1,40%) 22,694 21,285 -
625,670 278,479 504,149 (6,738)
2,509,561 (205,150) 2,304,411 80,071
$ 3,135,231 73,329 3,208,560 73,333
$ 3,135,231 73.329. 3,208,560 73,333
$3,135231 73,329 3,208,560 73,333
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City of Centerville

Exhibit E
Reconciliation of the Statement of Cash
Receipts, Disbursements and Changes in Cash Balances
to the Cash Basis Statement of Activities and Net Position -
Proprietary Funds

As of and for the year ended June 30, 2013
Total enterprise funds cash balances (page 19) $ 3,208,560
Amounts reported for business type activities in the Casli Basis Starement
of Activities and Net Position are different becanse:
The Internal Service Funds are used by management to charge the costs of
self funding of the City's health insurance benefit plan to individual funds and
the cost of the flex plan. A portion of the cash balances of the Internal Service
Funds are included in business type activities in the Cash Basis Statement of
Activities and Net Position. 11,733
Cash basis net position of business type activities (page 16) ¥ 3,220,293
Change in cash balances (page 19) F 904,149
Amounts reported for business type activities in the Cash Basis Statement
of Activities and Net Position are different because:
The Internal Service Funds are used by management to charge the costs of
self funding of the City's health insurance benefit plan to individual fimds
and the cost of the flex plan. A portion of the change in the cash balances of
the Internal Service Funds are reported with business type activities in the
Cash Basis Statement of Activities and Net Position. (718)
Change in cash basis net position of business type activities (pape 16) § 503,431

See notes to financial statements,
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City of Centerville

Exhibit F
Statement of Cash Receipts, Disbursements
and Changes in Cash Balances
Fidueiary Fund
As of and for the year ended June 30,2013
Agency
Water
Department
Clearing,
Additions: 7
Reimbursement from Water Department 5 207,975
Total additions 207,975
Deductions:
' Payments made on behalf of Water Department 207,975
Total deductions 207,975

Change in cash balances -

Cash balances beginning of year -

Cash balances end of year 5 -

See notes to financial statements,
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City of Centerville
Notes to Financial Statements

June 30, 2013

Summary of Significant Aceounting Policies

The City of Centerville {City) is a political subdivision of the State of Towa located in Appanoose County.
It was first incorporated in 1855 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 and recreation, commumity and economic development, and general government
services. The City also provides sewer and storm sewer utilities for its citizens.

A, Reporting Entity

Except as discussed below, for financial reporting purposes, the City has included all funds,
organizations, agencies, boards, commissions and authorities. The City has also considered all
potential component units for which it is financially accountable, and other organizations for which the
nature and significance of their relationship wiih the City are such that exclusion would cause the
City’s financial statements to be misleading or incomplete. The Governmental Accountin g Standards
Board has set forth criteria to be considered in determining financial accountability. These eriteria
include appointing a voting majority of an organization’s governing body, and (1) the ability of the
City to impose its will on that organization or (2) the potential for the organization to provide specific
benefits to, or impose specific financial burdens on the City.

These financial statements present the City (the primary government) and exclude the City’s
component units. The component units discussed below are not included in the City’s reporting entity
although its operational or financial relationships with the City are significant. '

Excluded Component Units

The Centerville Municipal Waterworks (Waterworks) was established under Chapter 388 of the Code
of Towa, is legally separate from the City, but has the potential to provide specific benefits to, or
impose specific financial burdens on the City. The Waterworks is governed by a five-member board
appointed by the Mayor and approved by the City Council. The Waterworks’ operating budget is
subject to the approval of the City Council. Complete financial statements of the component unit,
.which will issue separate financial statements, can be obtained from the Waterworks administrative
office. :

The Centerville Friends of Library has been incorporated under the provisions of the lowa Nonprofit
Corporation Act to operate exclusively for charitable purposes for the enhancement and improvement
of the Centerville Public Library. In accordance with criteria set forth by the Governmental
Accounting Standards Board, the Centerville Friends of Library meets the definition of a component
unit. Based on these criteria, the economic resources received or held by the Centerville Friends of
Library are substantially for the direct benefit of the City of Centerville Public Library.

The Centerville Friends of Parks has been incorporated under the provisions of the Jowa Nonprofit
Corporation Act to operate exclusively for charitable purposes for the enhancement and improvement
of the Centerville park system. In accordance with criteria set forth by the Governmental Accomting
Standards Board, the Centerville Friends of Parks meets the definition of a component unit. Based on
these criteria, the economic resources received or held by the Centerville Friends of Parks are
substantially for the direct benefit of the City"s park system.
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Jointly Governed Oreanizations

The City also participates in several jointly governed organizations that provide goods or services to
the citizenry of the City but do not meet the criteria of a joint venture since there is no ongoing
fmancial interest or responsibility by the participating governments. City officials are members of the
following boards and commissions: Appanoose County Assessor’s Conference Board, Appanoose
County Emergency Management Commission, Appanoose County Joint E911 Service Board and the
Rathbun Area Solid Waste Management Commission.

Basis of Presentation

Government-wide Financial Statement — The Cash Basis Statement of Activities and Net Position
(previously referred to as net assets) reports information on all of the nonfiduciary activities of the
City. For the most part, the effect of interfund activity has been removed from this statement,
Governmental activities, which are supported by fax and intergovernmental tevenues, are reported
separately from the business type activities, which rely to a significant extent on [ees and charges for
service.

The Cash Basis Statement of Activities and Net Position presents the City’s nonfiduciary net position.
Net paosition is reported in the following categories/components:

Nonexpendable restricted net position is subject to externally imposed stipulations which
require the cash balance to be maintained permanently by the City, including the City’s
Permanent Fund.

Expendable restricted net position results when constraints placed on the use of cash balances
are either externally imposed or imposed by law throngh constitutional provisions or enabling
legislation. -

Unrestricted net position consists of cash balances not meeting the definition of the preceding
categories. Unrestricted net position often have constraints on cash balances imposed by
management which can be removed or modified.

The Cash Basis Statement of Activities and Net Position demonstrates the degree to which the direct
disbursements of a given function are offset by program receipts. Direct disbursements are those
clearly identifiable with a specific function. Program receipts include 1) charges to customers or
applicants who purchase, use or directly benefit from goods, services or privileges provided by a given
function and 2) grants, contributions, and interest on investments restricted to meeting the operational
or capital requirements of a particular function. Property tax and other items not properly included
among program receipts are reported instead as general receipts,

Fund Financial Statemments - Separate financial statements are provided for governmental, proprietary
and the fiduciary fund, even though the latter are excluded from the povernment-wide financial
statement. Major individual governmental finds and major individual enterprise funds are reported as
separate columns in the fund financial statements. All remaining governmental funds and proprietary
funds are aggregated and reported as nonmajor povernmental funds, nonmajor enterprise finds and
internal service funds.

The City reports the following major governmental funds:
The General Fund is the general operating fund of the City. All general tax receipts from
general levies and other receipts not allocated by law or contractual agreement to some other
fund are accounted for in this fund. From the fund are paid the general operating
disbursements, the fixed charges and the capital improvement costs not paid from other finds.
Special Revenue:
The Road Use Tax Fund is used to account for road use tax allocation from the State of

lowa to be used for road construction and maintenance.
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The Local Option Sales Tax Fund is used to account for local option sales tax receipts
and other receipts 1o be used for projects financed with these manies.

The Employee Benefits Fund is used to account for property tax receipts and other
receipts to be used for the related payment of employee benefits.

The City reports the following major proprietary fund:

The Enterprise, Sewer Fund accounts for the operation and maintenance of the City’s
wastewater treatmenl and sanitary sewer system.

The City also reports the following additional proprietary funds:

An Internal Service Fund is utilized to account for the fimancing of goods or services
purchased by one department of the City and provided 10 other departments or agencies
on a cost reimbursement basis.

Additionally, the City reports a fiduciary fund which acts as a clearing account for payments
made by the City on behalf of the Waterworks and the related reimbursements from the
Waterworks,

Measurement Focns and Basis of Accounting

The City maintains its financial records on the basis of cash receipts and disbursements and the
financial statements of the City 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.S. generally accepted accounting principles. '

Under the terms of prant agreements, the City funds certain programs by a combination of specific
cost-reimbursement grants, categorical block grants and general receipts. Thus, when program
disbursements are paid, there are both restricted and unrestricted cash basis net assets available to
finance the program. It is the City’s policy to first apply cost-reimbursement grant resources to such
programs, followed by categorical block grants and then by general TECEIpLS.

When 2 disbursement in governmental funds can be paid using either restricted or unrestricted
resources, the City’s policy is generally to first apply the disbursement toward restricted fund balance
and then to less-restrictive classifications — committed, assigned and then unassigned fund balances.

Proprietary funds distinguish operating receipts and disbursements from non-operating iterns.
Operating receipts and disbursements generally result from providing services and producing and
delivering poods in connection with a proprietary fund’s principal ongoing operations. Alfl receipts
and disbursements not meeting this definition are reported as nen-cperating receipts and
disbursements.

. Governmental Cash Basiz Fund Balances

In the governmental fund financial statements, cash basis fund balances are classified s follows:

Nonspendable — Amounts which cannot be spent becanse they are legally or contractually .
required to be maintained intact. :

Restricted — Amounts restricted to specific purposes when constraints placed on the use of the
resources are either externally imposed by creditors, grantors, or state or federal laws or
imposed by law through constitutional provisions or enabling legislation.

Assigned — Amounts the City Council intends to use for specific purposes.

Unassigned ~ All amounis not included in the preceding classifications.
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E. Budpeis and Budsetary Accounting

‘The budpetary comparison and related disclosures are reported as Other Information. During the year
. ended June 30, 2013, disbursements exceeded the amounts budgeted in the public safety, culture and
recreation, general government and capital projects functions.

Cask and Pooled Investments

The City’s deposits in banks at June 30, 2013 were entirely covered by federal depository insurance or by
ihe State Sinking Fund in accordance with Chapter 12C of the Code of Iowa. This chapter provides for
additional assessments against the depositories to insure there will be no loss of public funds.

The City is authorized by statite 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.

At June 30, 2013, the City had no investments meeting the disclosure requirements of Government
Accounting Standards Board Statement No. 3, as amended by Statement No. 40.

Interest rate risk — The City’s investment policy limits the investment of operating funds (funds expected to
be expended in the current budget year or within 15 months of receipt) in instruments that mature within
397 days. Funds not identified as operating funds may be invested in investments with maturities longer
than 397 days, but the maturities shall be consistent with the needs and use of the City.

Notes Payable

Annual debt service requirements to maturity for general obligation notes are as follows:

Year

Ending General Oblipation Notes

June 30, Principal - Interest Total
2014 $ 990,000 24,913 1,014,913
2015 185,000 15,400 200,400
2016 150,000 10,935 200,935
2017 65,000 5,785 70,785
2018 65,000 2,925 67,925

51,495,000 59,958 1,554,958

Sewer Revenue Capital Loan Noies

On March 8, 2013, the City entered into an agreement with the Iowa Finance Authority and the Iowa
Department of Natural Resources (DNR) for the issuance of sewer revenue capital Joan notes of up to
$1,382,000 with interest of 1.75% per annum. The agreement also requires the City to annually pay .25%
servicing fee on the outstanding principal balance. The notes were issued pursuant to the provisions of
Chapter 384.24A and 384.83 of the Code of lowa to pay the cost of constructing improvements and

- extensions to the sewage treatment facilities. The City will draw down funds from the DNR upon request

to reimburse the City for cosis as they are incurred. At June 30, 2013, the City had drawn down $942,812
of the authorized amount, including an initiation fee of $6,910 (1% of the authorized borrowing for the
sewer capital loan notes) charged by the lowa Finance Authority which was withheld from the first
proceeds of the capital loan notes. A final repayment schedule has not been adopted. However, the City
paid principal of $57,000 and interest of $3,983 during fiscal year 2013 under a preliminary repayment
schedule.
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The City has pledped future sewer customer receipts, net of specified operating disbursements, to repay the
sewer revenue capital loan notes. The perceniage of net receipts required to pay annual principal and
interest on the sewer capital loan notes and the total amount of principal and interesi remaining to be paid
on the sewer capital loan notes at June 30, 2013 are not available since the final repayment schedule has not
been adopted for the sewer capital loan notes. For the current year, principal and interest paid and total
customer net receipts were $90,983 and $945,448, respectively.

The resolution providin g for the issuance of the sewer revenue capital loan notes issued under a foan
agreement between the City, the lowa Finance Authority and the lowa Department of Natural Resources
includes the following provisions:

(a) The sewer revenue capital loan notes will only be redeemed from the future earnings of the
enterprise activity and the note holders hold a lien on the future eamings of the funds.

(b) User rates shall be established at a level which produces and maintains net revenues equal to
at least 110% of the amount of principal and interest on the notes falling due in the same year,

(c) Monthly transfers of 1/6 of the installment of interest next due and 1/12 of installment
principal due shall be made to a sewer note sinking account for the purpose of making the
note principal and interest payments when due.

The City has not made the required transfers to the sewer note sinking account.
Inierfund Lonn

The General Fund loaned money to the Enterprise, Airport Fund. At June, 30, 2013, $57,718 was due from
the Enterprise, Airport Fund to the General Fund. The interest rate on this Ioan is 1.7%, with no set
repayment terms.

Pension and Retirement Benefits

lowa Public Employees Retirement System

The City contributes to the Iowa Public Employees Retirement System (IPERS) which is a cost-sharing
multiple-employer defined benefit pension plan administered by the State of Iowa. IPERS provides
retirement and death benefits which are established by state statute to plan members and beneficiaries.
IPERS issues a publicly available financial report that includes financial statements and required
supplementary information. The report may be obtained by writing to IPERS, P.O. Box 9117, Des Moines,

Towa, 50306-9117.

Plan members are required to contribute 5.78% of their annual covered salary and the City is required to
contribute §.67% of covered salary. Certain employees in special risk occupations and the City contribute
an actuarially determined contribution rate. Contribution requirements are established by state statute. The
City’s contribution to IPERS {or the years ended June 30, 2013, 2012 and 2011 were 583,706, $81,050 and
564,485, respectively, equal to the required contributions for each year.

" Municipal Firg and Police Retirement Systemn of Towa

The City contributes to the Municipal Fire and Police Retirement System of Iowa (the Plan), which is a
cost-sharing, multiple-employer defined benefit pension plan administered by a Board of Trustees. The
Plan provides retirement, disability and death benefits established by state statute to plan members and
beneficiaries. The Plan issues a publicly available financial report that includes financial statements and
required supplementary information. The report may be obtained by writing to Municipal Fire and Police
Retirement System of lowa, 7155 Lake Drive, Sujte 201, West Des Moines, 1A 50266.

Plan members are required to contribute 9.40% of earnable compensation and the City's contribution rate,
based upon an actuarially determined normal contribution rate, is 26.12% of earmable compensation.
Contribution requirements are established by state starute. The City’s contribution to the Plan for the years
ended June 30, 2013, 2012 and 2011 were $159,051, $164,755 and $125,914, respectively, which met the
required contribution for each year. '
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Other Postemployment Benefits (OPEB)

Plan Description — The City operates a single-employer health benefit plan which provides
medical/prescription drug benefits for employees and their families, former employees, and retirees and
their families. There are 34 active, no retired members and § former employees in the plan. Retired
participants must be age 55 or older at retirement. Former employees must have been employed by the
City on a full-time basis for over twenty years to qualify for the benefits.

The medical/prescription drug benefits are provided through a self-insured plan. Retirees under age 65 pay
the same premium for the medical/prescription drug benefits as active employees. However, for former
employees that have been employed by the City on a full-time basis for over twenty years, the City will pay
for 50% of the cost of the single health insurance premium to age 65.

Funding Policy — The contribution requirements of plan members are established and may be amended by
the City. The City currently finances the benefit plan on a pay-as-you-go basis. The most recent active
member monthly premiums for the City and plan members are $628.90 for single coverage and $1,478.39
for family coverage. The same monthly premiums apply to retirees and former employees. For the year
ended June 30, 2013, the City contributed $433,056 and plan members elipible for benefits contributed
$90,350 to the plan.

Compensated Absences

City employees accumulate a limited amount of earned but unused vacation, compensatory, and personal
hours for subsequent use or for payment upon termination, retirement or death. These accumulations are
not recognized as disbursemenis by the City until used or paid. The City’s approximate liability for earned
vacation, compensatory and persenal hours payable to employees at June 30, 2013, primarily relating to the
General Fund, is as follows:

Type of Benefit Amount
Personal time i 614
Compensatory time 36,813
Vacation 82,527
Total 5 119,934

This liability has been computed based on rates of pay in effect at June 30, 2013.
Related Party Transactions

The City had business transactions between the City and City officials totaling $47 during the year ended
June 30, 2013, _

Self-Insured Medical Plan

The City has a self-insured medical plan for City employees. A fixed monthly fee per participating
employee is paid to an insurance administrative company to administer the plan and evaluate claims. The
plan is funded by both employee and City contributions, and is administered through a service agreement
with TriStar Benefit Administrators.

The City escrows funds each month to be used to pay medical claims incurred. Except in one instance, the
maximum exposure by the City for one individual in a twelve-month periad is $25,000. For one individual,
the maximum exposure by the City in a twelve-month period is $150,000. Claims in excess of these
amounts are paid by the insurance administrative company through the purchase of stop loss insurance.

The maximum aggregate benefit to be paid by the insurance company in a contract year is $1,000,000, with
a $2,000,000 maximum per covered person over a lifetime. The City records the plan receipts and
disbursements in the Employee Health Fund as an Internal Service Fund. Monthly payments to the fund
are recorded as disbursements from the operating funds.
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Interfund Transfers

The detail of interfund transfers for the year ended June 30, 2013 is as follows:

Transfer to Transfer fom Amount
General Special Revenue:
Employee Benefits 3 35,838
Debt Service Special Revenue:
Road Use Tax 8,305
Local Option Sales Tax 121,057
Urban Renewal Tax Increment 287,033
Enterprise:
Sewer 1,409
417,804
Capital Projects: Enterprise:
Airport Censtruction Afrport 10,000
Enterprise: _ General
Storm Sewer 32,694
8 496336

Transfers generally move resources from the fund statutorily required to collect the resources to the fund
statutorily required to disburse the resources.

Risk Management

The City is a member in the lowa Communities Assurance Pool, as allowed by Chapter 670.7 of the Code
of Towa. The Towa Communities Assurance Pool (Peol) is a local government risk-sharing pool whose 679
members include various governmental entities throughout the State of Iowa. The Pool was formed in
August 1986 for the purpose of managing and funding third-party liability claims against its members. The
Pool provides coverage and protection in the following categories: general liability, automobile liability,
automobile physical damage, public officials liability, police professional liability, property, inland marine,
and boiler/machinery. There have been no reductions in insurance coverage from prior years,

Each member’s annual casualty contributions to the Pool fund current operations and provide capital.
Armual operating contributions are those amounts necessary to fund, on a cash basis, the Pool’s general and
administrative expenses, claims, claims expenses and reinsurance expenses due and payable in the current
year, plus all or any portion of any deficiency in capital. Capital contributions are made during the first six
years of membership and are maintained at a level determined by the Board not to exceed 300% of total
current members” basis rates or to comply with the requirements of any applicable regulatory authority
having jurisdiction over the Pool.

The Pool also provides property coverage. Members who elect such coverage make annual operating
contributions which are necessary to find, on a cash basis, the Pool’s general and administrative expenses
and reinsurance premiums, all of which are due and payable in the current year, plus all or any portion of
any deficiency in capital. Any year-end operating surplus is transferred to capital. Deficiencies in
operations are offset by transfers from capital and, if insufficient, by the subsequent year’s member
contributions.

The City’s property and casualty contributions to the risk pool are recorded as disbursements from its

operating funds at the time of payment to the risk pool. The City’s annual contributions to the Pool for the
year ended June 30, 2013 were $96,980.
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The Pool uses reinsurance and excess risk-sharing agreements to reduce its exposure to large losses. The
Pool retains general, automobile, police professional, and public officials’ liability risks up to $350,000 per
claim, Claims exceeding $350,000 are reinswred in an amount not o exceed $2,650,000 per claim. For
members requiring specific coverage from $3,000,000 to $15,000,000, such excess coverage is also
reinsured. Property and automobile physical damage risks are retained by the Pool up to $250,000 each
occurrence, each location, with excess coverage reinsured by Lexington Insurance Company.

The Pool’s interpovernmental contracts with its members provides that in the event a casualty claim or
series of claims exceeds the amount of risk-sharing protection provided by the member’s risk-sharing
certificate, or in the event that a series of casualty claims exhausts total members' equity plus any
reinsurance and any excess risk-sharing recoveries, then payment of such claims shall be the obligation of
the respective individual member. As of hune 30, 2013, settled claims have not exceeded the risk pool or
reinsurance coverage since the Pool's inception,

Members agree to continue membership in the Pool for a period of not less than one full year. After such
period, a member who has given 60 days’ prior written notice may withdraw from the Pool. Upon
withdrawal, payments for all claims and claims expenses become the sole responsibility of the withdrawing
member, regardless of whether a claim was incurred or reported prior to the member’s withdrawal.
Members withdrawing within the first six years of membership may receive a partial refund of their
casualty capital contributions. 1f a member withdraws afier the sixth year, the member is refunded 100% of
its casualty capital contributions. However, the refund is reduced by an amount of capital distributions
previgusly received by the withdrawing member and an amount equal to the annual casualty operating
contribution which the withdrawing member would have made for the one-year period following
withdrawal,

The City also carries commercial insurance purchased from other insurers for coverage associated with
workers compensation in the amount of $1,000,000 each accident, $1,000,000 memorandum limit, and
$1,000,000 each employee; and airport owners liability for various coverage limits. The City assumes
liability for any deductibles, and claims in excess of coverage limitations. Settled claims resulting from
these risks have not excesded commercial insurance coverage in any of the past three fiscal years.

Deficit Balances

The Special Revenue, Employee Benefit Fund had a deficit balance of $8,747 at June 30, 2013, This
deficit was the result of not levying enough property taxes. This deficit will be eliminated through an
increase in property taxes.

The Capital Projects, Airport Construction Fund had a deficit balance of $64,302 at June 30, 2013. This
deficit balance was a result of project costs incarred prior to a receipt of a grant. This deficit will be
eliminated from a transfer from the General Fund, and receipts from a grant.

Contingencies

The City receives payments in lieu of taxes from the local housing agency. The City is in the process of
determining whether some of these funds received in prior years from the local housing agency should have
been distributed to political subdivisions in the County. During the year ended Tune 30, 2009, the City paid
the Centerville Community School District a total of $50,000 as partial settlement of the payment in lieu of
tax amount. The City is still working with the Centerville Community School District and Appanoose
County in relation to this issue. The amount of funds the City received from the Jocal housing agency
which would be distributed to the political subdivisions, if any, is undeterminable.

The City participates in a number of Federal and State grant/loan programs. These programs are subject o
program compliance audits by the grantors or their representatives. Entitlement to these resources is
generally conditional upon compliance with the terms and conditions of grant and loan agreements and
applicable federal and state tegulations, including the expenditure of resources for allowable purposes. Any
disallowance resulting from a federal or state audit may become a liability to the City. The City’s
management believes such revisions or disallowances, if any, will not be material to the City.
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Commitments

The City awarded a contract for approximately $1.439 million for sewer cleaning and lining during the
fiscal year. The contract for this work was signed in fiscal year 2013, However, this project did not begin
until fiscal year 2014. The City intends to pay for this project with existing cash reserves.

The City entered into a contract for sewer repair. Approximately $150,000 remains to be paid on this
project. Itis anticipated that this project will be completed in fiscal year 2014. The City intends to pay for
this project from existing cash reserves.

The City can borrow an additional $439,188 in relation to its Sewer Revenue Capital L.oan Notes.
Fund Balances

The City’s restricted fund balance of $14,538 in the General Fund as of June 30, 2013 consists of
hotel/mote! tax monies.

The City has assigned fund balances in the general fund of $425,899, which exceeds the 5353,032 available
to be assigned. At June 30, 2013 this balance consists of funds assigned for the fire department, cemetery,
crime stoppers and the library. The City is unable to determine how much of the $353,032 available
assigned fiund balance should be allocated to the various programs. The Governmental Accounting
Standards Board indicates that a government should not report assigned fund balances if the assignment
would result in a deficit in the unassigned fund balance in the peneral fund; therefore, all genera! funds not
restricted are considered to be unassigned,

Litigation

The City is subject to pending litigation seeking damages of an unknown amount. The probability of loss,

if any, is undeterminable,

Subsequent Events

_ In fiscal year 2014, the City refinanced some of its debt, and issued $975,000 géneral obligation capital

loan notes.

In fiscal year 2014, the City entered into a lease to purchase police vehicles. The total amount of the lease
was 565,439. : :

In fiscal year 2014, the City purchased land adjoining the airport for a total cost of approximately
$472,000. This land will be paid for from existing cash reserves and from a grant from the Federal
Aviation Administration,

The City has evaluated subsequent events through March 31, 2014, which is the date that the financial
statements were available to be issued.
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City of Centerville
Notes to Other Information - Budgetary Reporting

June 30, 2013

The budgetary comparison is presented in accordance with Governmental Accounting Standards Board Statement
No. 41 for governments with significant budgetary perspective differences resulting from not being able to present
budgetary comparisons for the General Fund and each major Special Revenue Fund.

In accordance with the Code of lowa, the City Council annually adopts a buﬂget on the cash basis following
required public notice and hearing for all funds except for the Internal Service Funds. The annual budget may be
amended during the year utilizing similar statutorily prescribed procedures.

Formal and legal budgetary control is based upon nine major classes of disbursements known as functions, not by
fund. These nine functions are: public safety, public works, health and social services, culture and recreation,
community and economic development, general government, debt service, capital projects and business type
activities. Function disbursements required to be budgeted include dishursements for the General Fund, the Special
Revenue Funds, the Debt Service Fund, the Capital Projects Funds, the Permanent Fund and the Enterprise Funds.
Although the budget document presents function disbursements by fund, the legal level of control is at the
agpregated finction level, not by fund. During the year, one budget amendment increased budgeted disbursements
by $589,067. The budget amendment is reflected in the final budgeted amounts.

During the year ended June 30, 2013, disbursements exceeded the amounts budgeted in the public safety, cijture
and recreation, general government and capital projects functions.
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City of Centerville

Schedule 2
Schedule of Cash Receipis, Disbursements
and Changes in Cash Balances
Nonmajor Enterprise Funds
As of and for the year ended June 30, 2013
Enterprise
Storm Sewer Alrport Total
Operating receipts:
Use of money and property 5 - 30,250 30,250
Charges for service 90,808 96,427 187,235
Total operating receipts 90,808 126,677 217,485
Operating disbursements;
Business type activities 8,357 106,300 115,357
Total operating disbursements 8,557 106,800 115,357
Excess of operating receipts over
operating disbursements 82,251 19,877 102,128
Non-operating receipts {disbursements):
Intergovernmental 125,387 - 125387
Sale of capital assets - 2,525 2,525
Miscellaneous ) 6,745 15,000 21,745
Net non-operating receipts {disbursements) 136,132 17,525 153,657
Excess of receipts over
disbursements 218,383 37402 255,785
Other financing sources (uses):
Operating transfers in 32,694 - 32,694
Operating transfers out - {10,000) (10,000)
Total other financing sources {uses) 32,694 (10,000} 22,694
Change in cash balances 251,077 27402 278,479
Cash balances beginning of year (220,171) 15,021 (205,150)
Cash balances end of year § 30,906 42,423 73,329
Cash Basis Fund Balances
Unrestricted ' $ 30,906 42,423 73,329
Total cash basis fond balances - § - 30,906 42,423 73,329

See accompanying independent auditor's report.
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City of Centerville

Schedule 3
Schedule of Cash Receipts, Disbursements
and Changes in Cash Balances
Internal Service Funds
As of and for the year ended June 30, 2013
Employee Flex
Health Plan Total
Operating receipts:
Charges for service:
Personal service costs from operating fimds § 433,056 - 433,056
Miscellaneous:
Employee contributions and refunds 286,109 17,397 303,506
Total eperating receipts 719,165 17,397 736,562
Operating disbursements:
Governmental activities:
Public safety 250,149 - 250,149
Public works 78,364 - 78,364
Culture Emd recreation 13,353 - 13,353
General government 318,424 14,313 332,737
Business type activities 68,697 - 68,697
Total operating disbursements 728,987 14,313 743,300
Chf_mge in cash balances ] (9,822) 3,084 (6,738)
Cash balances beginning of year, 82,670 {2,599) 80,071
Cash balances end of year 72,848 - 485 73,333
Cash Basis Fund Balances
Unrestricted 5 72,848 485 73,333
Total cash basis fund balances $ 72,848 485 73,333

See accompanying independent auditor’s report.
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City of Centerviile

Schedule 3
Note Marturities
June 30, 2013
Genceral Obligation Notes
Refunding Capital
Capital Loan Notes Loan Notes Capital Loan Notes Capital Loan Notes
Issued May 1, 2003 Issued April 19,2011 Issued September 14, 2011 Issued December 20, 2012
Year Ending Interest Interest Interest Interest
June 30, Rates Amount Rates Amount Rates Amount Rates Amoumnt Total
2014 400% % 55000 1.20% § 180,000 0.75% % 665,000 2.75% § 90,000 990,000
2015 4.10% 55,000 1,70% 130,000 - - - - 185,000
2016 4.25% 60,000 2.00% 130,000 - - - - 190,000
2017 4.40% 65,000 - - - - - - 65,000
2018 4.50% 63,000 - - - - - - 63,000
5 300,000 § 440,000 663,000 § 50,000 § 1495000

See accompanying independent auditor's report,
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ALLER KINCHELOE & Co PLC

Independent Auditor’s Report on Internal Control

over Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

To the Honorable Mayor and
Members of the City Council;

We have zudited in accordance with U.S. generally accepted auditing standards and the standards
applicable to financial audits contained in the Government Auditing Standards issued by the Comptroller General of
the United States, the primary povernmert financial statements of the governmental activities, the business type
activities, each major fund and the aggrepate remaining fund information of the City of Centerville, Towa, (City) as
of and for the year ended June 30, 2013, and the related notes 1o financial statements, which collectively comprise
the City’s primary government financial statements, and have issued our report thereon dated March 31, 2014, Our
report expressed unmodified opinions on the primary govenment financial statements which were prepared on the
basis of cash receipts and disbursements, a basis of accounting other than U.S. generally accepied accounting
principles.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City's internal control
over financial reporiing to determine the audit procedures appropriate in the circumstances for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the City's internal control, Accordingly, we do not express an opinion on the effectiveness of the
City's internal control,

Our consideration of internal control was for the limited purpose described in the preceding paragraph and
was niot designed 1o ideniify all deficiencies in internal control that might be material weaknesses or significant
deficiencies and, therefore, material weaknesses or significant deficiencies may exist that were not identified.
However, as described in the accompanying Schedule of Findings, we identified deficiencies in internal control we
consider to be material wealnesses and significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not aflow
management or employees, in the normal course of performing their assigned functions, to prevent or detect and
carrect misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control such that there is a reasonable possibility a material misstatement of the City’s financial statements
will not be preveniad or detected and corrected an a timely basis. We consider the deficiencies in intermal contrel
described in the accompanying Schedule of Findings as items (A), (B), (D) and (E) to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal contral which is less
severe than a material weakness, yet important encugh 10 merit attention by those charged with governance. We
consider the deficiency described in the accompanying Schedule of Findings as item (C) to be a significant
deficiency.

4]-
Joel C. Faller, CPA Alan Kinchelog, CFPA Ryant Roof, CRA
2721 SW 30th Street Des Moines, lowa 50321-1409

{516) 362-5672 CPA@FKCcpa.com Fax (515) 362-5674



Compliance and Other Matiers

As part of obtaining reasonable assurance about whether the City's financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements, non-compliance 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 our
audit and, accordingly, we do not express such an opinion. The resulis of our tests disclosed no instances of non-
compliance or other matters that are required to be reporied under Government Auditing Standards. However, we
noted certain immaterial instances of non-compliance or other matters which are described in the accompanying
Schedule of Findings.

Comments involving statutory and other legal matiers about the Citys operations for the year ended June
30, 2013 are based exclusively on knowledge obtained from procedures performed during our audit of the financial
statements of the City. Since our audit was based on tests and samples, not all transactions that might have had an
impact on the comments were necessarily audited. The comments involving statutory and other legal matiers are not
intended to constitute legal interpretations of those siaiutes.

City’s Responses to Findinpgs

The City’s responses to the findings identified in our audit are described in the accompanying Schedule of
Findings. The City’s responses were not subjecied to the auditing procedures applied in the audit of the financial
staterpents and, accordingly, we express no opinion on them.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal contrel 2nd compliance
and the result of that testing and not to provide an opinion on the effectiveness of the City's internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the City’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

We would like to aclmowledge the many courtesies and assistance extended to us by personnel of the City
during the course of our audit. Should you have any questions concerning any of the above matiers, we shall be

pleased to discuss them with you at your convenience. .
o, LE
g
N7

FALLER, KINCHELOE & CO., FLC

March 31, 2014
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City of Centerville
Schedule of Findings

Year Ended June 30, 2013

Findings Related to the Financial Statements:

INTERNAL CONTROL DEFICIENCIES:

{A) Segregation of Duties — One important aspect of internal control is the segregation of duties among

(B}

employees to prevent an individual employee from handling duties which are incompatible. Although
one to three individuals are involved in the accounting duties of the City of Centerville (City), the
Centerville Public Library (Library) and the Centerville Municipal Airport (Airport), there is
msufficient segrepation of duties to prevent one individual from having control over each of the
tollowing areas:

1) Cash - reconciling bank accounts, initiating cash receipts and handling and recording
cash.

2) Investments — detailed record keeping, custody and reconciling.

3) Long-term debt - recording and recenciling. -

4) Receipts - collecting, depositing, posting and reconciling.

3) Accounting system — performing all general accounting functions and having
custody of City assels.

6) Disbursements — preparing checks, signing checks and access to the accountin
records. :

7) Petty cash — custody, reconciling and recording.

8) Payroil —recordkeeping, preparation and distribution.

Recommendation — We realize with a limited number of office employees, segregation of duties is ,
difficult. However, the City, the Library and the Airport should review their contral procedures to
obtain the maximum internal control possible under the circumstances utilizing currently available
staff, including elected officials. Evidence of review of reconciliations should be indicated by initials
of the independent reviewer and date of the review.

Response ~ The City, the Library and the Airport will review their control procedures to obtain the
maximum internal control possible with the limited staff they have.

Conclusion — Response acknow]edged.

Financial Reporting — Internal controls over financial reporting include actual preparation and review
of financial statements, including fooinote disclosure, for external reporting, as required by an other
comprehensive basis of accounting. The City does not have the internal resources to prepare the full-
disclosure financial statements required by an other comprehensive basis of accounting for external
reporting purposes. While this circumstance is not uncommeon for most small governmental entities, it
is the responsibility of management and those charped with governance, to prepare reliable financial
data, or accept the risk associated with this condition because of cost or other considerations.

Recommendation — With a limited number of office employees, gaining sufficient knowledge and
expertise to properly select and apply accounting principles and prepare full disclosure financial
statements for external reporting purposes is difficult. However, we recommend the City continue to
review operating procedures and obtain the internal expertise needed to handle all the aspects of
external financial reporting, rather than rely on external assisiance.

Response — The management officials will attempt to read relevant accounting literature and attend
professional education courses to improve in the ability to apply accounting principles. However, it is
not fiscally responsible to add additional staff at this time. - -

Conchision - Response accepted.
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(C) Alport Procedures ~ No evidence could be located that the Airport performed monthiy bank
reconciliations during the fiscal year. In addition, it appears the Alrport accounting records for fiscal
year 2013 were inaccurate and incomplete.

The Airport buys fiue] in bulk and resells the fuel to its customers. However, it does not appear the
Alrport has procedures in place to provide assurance that all fuel bought for resale is either on hand,
sold to customers, or used by the Airport on airport equipment.

The Airport collects most of its monies from the rental of its facilities and from fue] sales.
Documentation supporting these collections was inadequate to determine the amount of monies which
should have been collected and deposited 1o the Airpart bank account.

Recommendation — The Airport should perform monthly bank reconciliations and ensure the
accounting records are accurate and complete. In addition, the Airport should implement procedures to
provide assurance that all fuel is accounted for properly, and that all monies received by the Almport
from rent and fuel sales are properly coliected and deposited to the Airport bank account.

Response — We will review these issues,
“Conclusion — Response accepted.

(D) Receipts — Instances were noted where the Library did not always deposit receipts on a timely basis.
In addition, an immediate record of receipt was not made for some library receipts.

Procedures do not appear to be adequate in the collection of delinquent fire department related service
calls.

Recommendation - The Library should implement procedures to ensure all receipts are deposited on a
timely basis, and that an immediate record of receipt is made for all Library receipts. The City should
also implement procedures to ensure all monies are collected for fire department related service calls.

‘Response — We will attempt to implement these recommendations.
Conclusion — Response accepted,

(E} Material Adjustments/Bank Reconciliations — We proposed several adjusting journal entries that were
material to the City’s financial statements. Some transactions made by the City appeared to be made in
errar, and other transactions were either improperly recorded, ar were niot recorded at all on the City’s
accounting records. :

The City wrote and held two checks at fiscal year-end. The checks held at year end were material to
the City, and were held until the vendor provided the merchandise to the City in August, 2013, For the
cash basis of accounting, these two checks would not be considered disbursements wntil Aungust, 2013,

Adjustments were subsequently made by the City to properly record all of the above transactions on
the City’s financial statements. -

The City’s reconciled bank balance did not materially agree to its book balance during the fiscal year,

nor at June 30, 2013. It appears management of the City was aware of the problem, but it does not
appear the City took any action to correct this problem.

A4



City of Centerville
Schedule of Findings
Year Ended June 30, 2013
Recommendation — We recommend the City implement procedures to ensure all receipts and
disbursements are praperly recorded on the City’s accounting records. In addition, management of the
City should ensure the reconciled bank balance agrees to the book balance at each month end, and at
year end.
Response — We will attempt to implement these recommendations.
Conclusion — Response accepted.

INSTANCES OF NON-COMPLIANCE:

No matters were noted.
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Other Fihdings Related to Required Statntory Reporting:

(N

)

3

Certified Budget — Disbursements during the year ended June 30, 2013 exceeded the amounts
budgeted in the public safety, culture and recreation, general government and capital projects
functions. Chapter 384.20 of the Code of Iowa states, in part, “Public monies may not be expended or
encumbered except under an annual or continuing appropriation.”

The City’s budget was adopted by motion of the Council. Chapter 384.16 of the Code of Towa states,
in part, “... the Council shall adopt by resolution a budget ..."

The cash balances on the original budget did not agree 1o the beginning cash balances on the amended
budget. The beginning numbers on the budget amendment should always agree to the ending numbers
on the original budget.

Recommendation - The budget should have been amended in accordance with Chapter 384.18 of the
Code of lowa before disbursements were allowed to exceed the budget. Also, the budget should be
adopted by resolution of the Council in accordance with the Code of lowa reguirements. In addition,
the beginning numbers on the budget amendment should apree to the ending munbers on the original
budget.

Response — We will implement these recommendations.
Conclusion — Response accepted,

Questionable Disbursements - Certain disbursements which may not meet the requirements of public
purpose as defined in an Attorney Generul's opinion dated April 25, 1979 since the public benefits to

“ be derived have not been clearly documented were noted. These disbursements made by the

Centerville Municipal Afrport (Airport) are detailed as follows:

Paid to Purpose Amotint

Walmart and Fareway Snacks, pup‘and candy 555
According to the opinion, it is possible for such disbursements to meet the test of serving a public
purpose under certain circumstances, althongh such jtems will certainly be subject to a deserved close
scrutiny. The line to be drawn between proper and jmproper purpose is very. thin.
Recommendation ~ The Airport should determine and document the public purpose served by these
disbursements before authorizing any further payments. 1fthese disbursements are continued, the
Airport should establish written policies and procedures, including the requirement for proper
docnmentation.

Response — We will review this issue.

Conclusion — Response accepted,

Trave] Expense - No disbursements of City money for travel expenses of spouses of City officials or
employees were noted,
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(4) Business Transactions — Business transactions between the City and City officials or employees of the

5

©

(M

primary government are detailed as follows:

Name, Title, and Transaction
Business Connection Description Amount

Rob Lind, Council Member .
Owner of Centerville Greenhouses Supplies 547

In accordance with Chapter 362.5 (3) (j) of the Code of Jowa, the transactions with the Council
Member do not appear to represent a conflict of interest since total transactions with the individual
were less than $1,500 during the fiscal year.

Bond Coyerape — Surety bond coverage of City officials and employees is in accordance with statutory
provisions. The amount of coverage should be reviewed annually to ensure the coverage is adequate
for current operations.

Council Minutes — Except as noted below, no transactions were found that we believe should have

‘been approved in the Council minutes but were not.

Instances were noted where City Council minutes, and related claims, were not timely published as
required by Chapter 372.13 (6) of the Code of lowa. In addition, Afrport claims were not approved by
the City Council or published in the newspaper as required by Chapter 372.13 (6) of the Code of Jowa.

The City Council went into closed sessions during fiscal year 2013. However, instances were noted
where the minute records did not document the specific information regarding the closed sessions as
required by Chapter 21 of the Code of Towa, commenly known s the open-meetings law.

The City has established an airport commission by ordinance. During the year, one airport
commission minutes could not be located.

Recommendation — The City should ensure that all City Council minutes and related claims are timely
published as required per the Code of Towa. Airport claims should be approved by the City Council
and published in the newspaper, as required by the Code of Towa. The City should also comply with
Chapter 21 of the Code of Iowa in relation to closed sessions. In addition, all airport commission
mimtes should be retained,

Response — We will implement these recommendations.
Conclusion - Response accepted.

Deposits and Investments — Na instances of noncompliance with the deposit and investment provisions
of Chapters 12B and 12C of the Code of Towa and the City’s investment policy were noted. The
Special Revenue, Local Option Sales Tax Fund, the Special Revenue, Urban Renewal Tax Increment
Fund, the Capital Projects, Street Construction Fund and the Enterprise, Sewer Fund did not receive
any bank interest, even though this is required by Chapter 12C.9 of the Code of Iowa.

Recommendation — The Special Revenue, Local Option Sales Tax Fund, the Special Revenue, Urban
Renewal Tax Increment Fund, the Capital Projects, Street Construction Fund and the Enterprise, Sewer
Fund should receive bank interest as required by the Code of Towa.

Response — We will implement this recommendation.

Conclusion ~ Response accepted.
-47-



City of Centerville
Schedule of Findings

Year Ended June 30, 2013

(8) Revenue Notes — The City did not timely make the required transfers to the sewer note sinkin g account
as required by the sewer revenue note resolutions.

Recommendation ~ The City should make the necessary transfers as required by the sewer revenue
note resolutions.

Response — We are now making the required monthly transfers.
Conclusion — Response accepted.

(9) Donation ~ During fiscal year 2013, the City gave $20,000 to the YMCA for the replacement of a
boiler.

The Constitution of the State of Iowa prohibits governmental bodies from making a gift to a private
non-profit corporation. Article 11T Section 31 of the Towa Constitution states, *... no public meney or
property shall be appropriated for local, or private purposes, unless such appropriation, compensation,
or claim, be allowed by two thirds of the members elected to each branch of the General Assembly.”

Recommendation — The City should consult legal counsel to determine the disposition of this matter.
Response — We will implement this recommendation.
Conclusion — Response accepted.

(10) Compliance Issues — The City paid for approximately $8,000 in costs from the Special Revenue,
Employee Benefits und which were not related to employee benefits. The Code of Iowa requires that

only employee benefit costs be paid for from the Special Revenue, Employee Benefits Fund.

It does not appear that the City’s firemen are receiving overtime or compensatory time, as required by
the Fair Labor Standards Act. :

Recommendation — The City should implement procedures to ensure all costs charged to the Special
Revenue, Employee Benefits Fund are for employee benefits. In addition, the City should implement
procedures to ensure all employees are compensated in accordance with the Fair Labor Standards Act.

Response — We will implement the above recommendations.
Conclusion — Response accepted.

(11)Financial Condition — As documented in Note 12 in the Notes to the Financial Statements, the Special
Revenue, Employee Benefits Fund and the Capital Projects, Airport Construction Fund both had
deficit balances at June 30, 2013.

The City borrowed approximately $900,000 to help fund the construction costs of sewer improvement
projects. However, at June 30, 2013, the City had ovér 3,000,000 in cash in the Enterprise, Sewer
Fund. The City is paying several thousand dollars of interest on this debt, and the City is only
receiving an approximate .25% interest rate on the funds in the bank.

Recemmendation — The City should monitor the above finds in order to eliminate these deficits. In

addition, the City should review its financing procedures to ensure that it is in the best interesis of the
City. . .

-48-



City of Centerville
Schedule of Findings

Year Ended June 30, 2013

Response — We will monitor these funds and attempt to implement this recommendation.
Conelusion — Response accepted.

(12) Release of Claim — The City has not obtained release of claim forms from the Centerville Community
Scheol District and Appanoose County in relation to disputed payment in Heu of tax monies. It
appears that over four years ago the City met the terms of the agreements with the Centerville
Community School District and Appanoose County in relation to the disputed payment in Heu of tax
monijes. However, the City has not obtained release of claim forms from these entities in relation to
this issue.

Recommendation — The City should implement procedures to ensure release of claim forms are
obtained from the Centerville Community School District and Appanoose County in relation to the
disputed payment in lieu of tax monies.

Response — We are in the process of implementing this recommendation.
Conclusion — Response accepted.

(13) Public Hearing — The City did not properly publish a notice of public hearing on a sewer construction
project as required by Chapters 26,12 and 362.3 of the Code of Iowa., Specifically, the City did not
publish this notice between four and twenty days prior to the hearing as required by Chapter 26.12 of
the Code of Towa.

Recommendation — The City should implement procedures to ensure that the Code of Towa
requirements are met in refation to holding a public hearing on applicable construction projects.

Response - We will implement this recommendation.
Conclusion - Response accepted.

{14)Purchasing Policy — The City’s revised purchasing policy dated June 7, 2010, implies that a purchase
of products and materials in excess of $10,000 can be purchased by the department heads without the
City Council's prior approval if the department has the funds in #ts budget in order to cover the related
cost. In addition, it appears that the City’s departrnent heads have always had the authority to purchase
products and materials which cost less than $10,000 without the City Council’s prior approval.

Recommendation — The City Council should establish an appropriate maximum dollar amount that a
department head could spend without the City Council’s prior approval, regardless if the purchase was
in the City budget. In addition, the City should implement procedures to ensure department heads
follow this policy. '

Response — We will review this area in detail to come up with a workable solution.
Conclusion — Respense accepted.

{15)Sewer User Charge — The City did not increase its sewer user charge on July 1,2011 or on July 1,
2012, as required by City ordinance number 1292. In addition, the sewer user charge assessed to

customers cutside the City limits were not always properly charged as required by City ordinance
number 1252,

Recommendation - The City should implement proceduras to ensure its ordinance is complied with in
regards to the sewer nser charge. The City should also consult with legal counsel in relation to this

‘ issue,
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Response - We will implement this recommendation.
Conclusion — Response accepted.

(16)Electronic Check Retention ~ Chapter 554D.114 of the Code of Towa allows the City to retain
cancelled checks in an electronic format and requires retention in this manner to include an-image of
both the front and back of each cancelled check. The Centerville Public Library (Library) does not
receive an image of the back of each cancelled check for one bank account.

Recommendation — The Library should obfain and retain images of both the front and back of
cancelled checks as required by Chapter 554D.114 of the Code of Iowa.

Response — We will implement this recommendation.
Conclusion — Response accepted.
(17) Separately Maintained Records — The Library and the Airport maintain separate accounting records for

certain operations. These transactions and resulting balances are not included in the City’s accounting
records.

Recommendation — Chapter 384.20 of the Code of lowa states, in part, “A city shall keep accounts
which show an accurate and detailed statement of all public funds collected, received, or expended for
any city purpose.” For better accountability, financial and budgetary control, the financial activity and
balances of all City accounts should be included in the City’s accounting records and reporied to the
City Council on a monthly basis.

Response — We will attempt to implement this recommendation.

Conclusion — Response acknowledged.

(18) Chart of Accounts ~ The City has not fully implemented the Uniform Chart of Accounts for Iowa City
Governments approved by the City Finance Committee (CFC) on September 23, 2002.

Recommendation — To provide better financial mformatlon and control, the CFC chart of accounts, or
equivalent, should be followed.

Response — We will implement this recommendation to the best of our ability.
Conclusion — Respanse accepted.

(19) Miscellaneons — During our review, it appears that $30,411 is due from the Centervﬂle Municipal
Waterworks to the City.

The City paid sales tax on some purchases. As a governmental entity, the City is exempt from paying
sales tax to the State of Towa.

A former employee is still on a bank account signature card at the bank.
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Recommendation — The City should request monies due to them from the Centerville Municipal
Waterworks, In addition, the City should implement procedures to ensure sales tax is not paid on
purchases. Also, former employees should be removed from the signature cards at the bank.
Response — We will request this money from the Centerville Municipal Waterworks. In addition, we
will ensure that sales tax is not paid on additional purchases, and that all former employees are
removed from the signature cards at the bank.

Conclusion — Response accepted.

(20) Urban Rengwal Annual Report — The wrban renewal report was approved but was not certified to the
Iowa Department of Management on or before December 1, The report was filed on January 21, 2013.

Recommendation — The City should file the urban renewal report timely.
Response — This form will be filed timely in next year’s report.
Conclusion — Response accepted.

(21)Tax Increment Financing (TIF) — Chapter 403.19 of the Code of Jowa provides a municipality may
certify loans, advances, indebtedness and bonds (indebtedness) to the County Auditor which qualify
for reimbursement from the fund as provided in Chapter 403.19 of the Code of lowa. Such
certification makes it the duty of the County Auditor to provide for the division of property tax to
repay the certified indebtedness and, as such, the County Auditor shall provide available TIF
incremental property tax in subsequent fiscal years without further certification until the amount of
certified indebtedness is paid to the City. Indebtedness incurred is to be certified to the County
Auditor and then the divided property tax is to be used to pay the principat of and interest on the
certified indebtedness. In addition, Chapter 403.19 (3 ) (b) of the Code of Towa requires the City to
certify the amount of reductions resulting from the reduction of debt or for any other reason to the
County Auditor.

We noted the following related to the City’s TIF:

a) ‘The City refinanced a general obligation bond in fiscal year 2011 in order to reduce the
City’s interest costs. In prior years, the City used the TIF receipts to pay the principal
and interest on this bond since the proceeds of this bond were used on TIF projects.
However, the City has not certified to the County Auditor the amount of reductions
resulting from a reduction in interest charges on this bond.

b) The City paid $651 of legal fees from the Special Revenue, Urban Renewal Tax
Increment Fund. These costs do not represent TIF debt and, accordingly, are not
allowable uses of the tax increment financing receipts in accordance with Chapter 403.19
oi the Code of Jowa.

Recommendation — The City should work with TIF legal counsel to determine the proper disposition
of these matters.

Response — We will implement this recommendation.

Conclusion — Response accepted.
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{22) Sale of Property — The City sold lots which were paid for from the General Fund; however, the costs to
develop these lots were paid for from the Special Revenue, Urban Renewal Tax Increment Fund.
When these lots were sold, the proceeds fom the sale of these lots were credited to the General Fund.
Chapter 403.19 of the Code of lowa states that proceeds of the sale of real estate paid for with Tax
Increment Financing Funds should be eredited ta the Special Revenue, Urban Renewal Tax Increment
Financing Fund. As a result of the above, it is unclear if the City has met the requirements of Chapter
403.19 of the Code of Iowa in relation to the sale of these lots.

Recommendation ~ The City should work with its attorney in relation to proper disposition of the
above issues.

Response ~ We will consult our Attorney in relation to this.

Conclusion — Response accepted.



