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BRENT MILLIKAN & COMPANY, P.A.

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

The Honorable Mayor, and
Members of the City Commission
City of Lake Helen, Florida

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of City of Lake Helen, Florida,
as of and for the year ended September 30, 2008, which collectively comprise the City’s basic financial
statements as listed in the table of contents. These financial statements are the responsibility of City of
Lake Helen, Florida’s management. Our responsibility is to express opinions on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the City of Lake Helen, Florida, as of September 30,
2008, and the respective changes in financial position, and cash flows, where applicable, thereof for the
year then ended in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated November 30,
2009, on our consideration of the City of Lake Helen, Florida’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

205 MAGNOLIA ST. ¢ NEW SMYRNA BEACH, FL 32168-7125 e (3806) 42';'31333 e DAYTONA (386) 248-0240 e FAX (386) 427-5823 e www.bmcpa.com
MEMBER: American Institute of Certified Public Accountants and AICPA Private Companies Practice Section



The Honorable Mayor, and
Members of the City Commission

City of Lake Helen, Florida

Page 2 of 2

The management’s discussion and analysis and required supplementary information on pages 3 through
10 and pages 40 through 45, are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Bret Millibr $ Co., Chs

November 30, 2009



MANAGEMENT’S DISCUSSION AND ANALYSIS

As financial management of the City of Lake Helen, Florida, (hereinafter referred to as the “City”), we
offer the readers of these basic financial statements this narrative overview and analysis of the City’s
financial activities for the fiscal year ended September 30, 2008. This discussion and analysis is designed
to assist the reader in focusing on the significant financial issues and activities and to identify any
significant changes in financial position. We encourage readers to consider the information presented here
in conjunction with the financial statements, which follow this section, taken as a whole.

Financial Highlights

e The total assets of the City of Lake Helen, Florida exceeded its liabilities at the close of the most
recent fiscal year by $5,266,949 (net assets). Of this amount, $913,907 (unrestricted net assets) may
be used to meet the City’s ongoing obligations to citizens and creditors.

e The City’s total net assets increased by $382,673 in fiscal year 2008. Net assets of the City’s
governmental activities (General, Stormwater Management and General Trust funds) increased by
$409,456 (11.6%), while net assets of its business type activities (Water Utility Fund) decreased by
$26,783 (2.0%). The decrease in the Water Utility Fund assets closely approximates the budget
expenditure of $27,650 in Water Utility reserve funds anticipated to be necessary to avoid scheduled
water rate increases for fiscal year 2008.

e The City’s governmental funds reported combined ending fund balances of $1,021,306 at the end of
the current fiscal year, a decrease of $70,652 in comparison to the $1,091,958 reported at the end of
the prior fiscal year. Approximately one-half of this amount ($619,091), is available for spending at
the City’s discretion (unreserved fund balance). The decrease in governmental fund balances closely
approximates $69,092 in unbudgeted expenditures approved by the City Commission to be funded
from City reserves for the Lake Helen-Cassadaga Cemetery fence construction, Hopkins Hall and
City Hall restoration, and installation of an audio-video system in the new City Commission
Chambers.

e At the end of the 2008 fiscal year, unreserved fund balance for the General Fund was $599,765 or
24.6% of the total fiscal year 2008 General Fund expenditures. This represents a decrease of $91,120
from the amount reported at the end of 2007.

e The City’s total long-term debt increased by $12,193 during the fiscal year, due to scheduled current-
year principal maturities/reductions on these obligations, new debt agreements, and new capital lease
obligations.

Overview of the Financial Statements

The City’s basic financial statements are comprised of three parts: 1) management’s discussion and
analysis, 2) the basic financial statements, including notes to the financial statements, and 3) required
supplementary information, including budgetary comparisons and fiduciary fund data.

Management’s discussion and analysis (MD&A) is intended to serve as an introduction to the basic
financial statements and required supplementary information. The MD&A represents management’s
examination and analysis of the City’s financial condition and financial performance as a whole.
Summary financial statement data, key financial and operational indicators used in the strategic plan,
budget, and other management tools were used for this analysis.



The basic financial statements include two kinds of statements that present different views of the City.
The first two statements consist of entity-wide financial statements that provide both the short- and long-
term financial information about the City’s overall financial status, including its governmental activities
and its business-type activities. These statements report information about the City using full accrual
accounting methods and economic resources focus as utilized by similar business activities in the private
sector. Information concerning all of the City’s assets and liabilities, both financial and capital, and short-
term and long-term debt are included. Likewise, all revenues and expenses received during the year,
regardless of when cash is received or paid are reported. However, rate-regulated accounting principles
applicable to private sector utilities are not used by governmental utilities. The remaining statements are
fund financial statements that focus on individual parts of the City government, reporting the City’s
operations in more detail than the government-wide financial statements. The governmental funds
statements tell how general government services like public safety were financed in the short-term as well
as what remains for future spending. Proprietary fund statements offer short- and long-term financial
information about the activities the government operates like businesses, such as the City’s water utility
system. Fiduciary fund statements provide information about the financial relationships in which the City
acts solely as a trustee or agent for the benefit of others (like the retirement plan for the City’s police
officers), to whom the resources in question belong.

The financial statements also include notes which provide required disclosures and other information that
are essential to a full understanding of material data provided in the statements. The notes present
information about the City’s significant accounting policies, account balances and activities, material
risks, obligations, commitments, contingencies and subsequent events, if any.

In addition to the basic financial statements and accompanying notes, this report also presents certain
required supplementary information that further explains and supports the information in the financial
statements. This section also contains budgetary comparisons for the City’s governmental fund activities.

Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the
City’s finances in a manner similar to a private-sector business. The basic financial statements of the City
include a statement of net assets and a statement of activities, which are described as follows:

e A statement of net assets presents information on all of the City’s assets and liabilities at the end
of its fiscal year, with the difference between the two reported as net assets. Over time, increases
or decreases in net assets may serve as a useful indicator of whether the City’s financial position
is improving or deteriorating. Net assets increase when revenues exceed expenses. Increases to
assets without a corresponding increase to liabilities results in increased net assets, which
indicates an improved financial condition.

e The statement of activities presents the results of business operations over the course of the fiscal
year and information as to how the City’s net assets changed during the year. All changes in net
assets are reported as soon as the underlying event giving rise to the change occurs, regardless of
the timing of the related cash flows. Thus, revenues and expenses are reported in this statement
for some items that will only result in cash flows in future fiscal periods (e.g., delinquent taxes
and earned but unused personal leave).

Both of the government-wide financial statements distinguish functions of the City that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other functions that are
intended to recover all or a significant portion of their costs through user fees and charges (business-type
activities). The governmental activities of the City include general government services, public safety
(police and building inspection), streets, stormwater management, solid waste management, and
recreation and leisure services. The business-type activities of the City include its water utility system.
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Fund Financial Statements

The fund financial statements provide more detailed information about the City’s most significant funds -
not the City as a whole. A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The City uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements. All of the funds of the City
can be divided into three categories: governmental funds, proprietary funds and fiduciary funds.

Governmental Funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources available at
the end of the fiscal year. These funds are reported using the modified accrual accounting method, which
measures cash and all other financial assets that can be readily converted into cash. Such information may
be useful in evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the government’s near-term financing
decisions. Both the governmental fund balance sheet and the governmental fund statement of revenues,
expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities. These reconciliations can be found on pages 14 and 16.

The City maintains three individual governmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and
changes in fund balances for the general fund and general trust fund, both of which are considered to be
major funds. Since only one other non-major fund exists (stormwater management fund), it is separately
identified and aggregated with the City’s major funds.

Proprietary Funds. Services for which the City charges customers a fee are generally reported in
proprietary funds. Proprietary fund financial statements, like the government-wide statements, provide
both long- and short-term financial information. The City’s single enterprise fund (water utility system) is
the only item included in the business-type activities presented in the government-wide statements. Since
the accounting for these operations is similar to that provided in the government-wide financial
statements, the fund financial statements provide limited supplemental information in more detail, such as
cash flows data. The basic proprietary fund financial statements can be found on pages 17 to 19 of this
report.

Fiduciary Funds. The City is the trustee, or fiduciary, for its employees’ pension plans. Fiduciary funds
are used to account for resources held for the benefit of parties outside the government and are separately
reported in the statements of fiduciary net assets and changes in fiduciary net assets. Fiduciary funds are
not reflected in the government-wide financial statement because the resources of those funds are not
available to support the City’s own programs. Rather, the City is responsible for ensuring that the assets
reported in these funds are used for their intended purposes. These statements can be found on pages 20 to
21 of this report.

Financial Analysis of the City as a Whole

Net Assets. As noted previously, net assets may serve over time as a useful indicator of a government’s
financial position. This year, the City’s combined total assets exceeded liabilities (net assets) by
$5,266,949 at the end of 2008, compared to $4,884,276 at the end of 2007. This represents a total increase
of $382,673 or 7.8% over the amount reported at the end of the prior fiscal year.
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The following is a summary of net assets at year end:

Net Assets
September 30, 2008 and 2007

Governmental Activities Business-Type Activities Total
2008 2007 2008 2007 2008 2007
Assets:
Current and other assets................. $ 1,388,804 1,580,723 548,624 502,502 1,937,428 2,083,225
Capital assets, Net........cccccevverernnns 2,866,334 2,435,995 2,281,666 2,303,138 5,148,000 4,739,133
Total asSets .....covevveveereireiienns 4,255,138 4,016,718 2,830,290 2,805,640 7,085,428 6,822,358
Liabilities:
Long-term debt outstanding........ 10,691 - 1,341,001 1,339,499 1,351,692 1,339,499
Other liabilities....................... 306,527 488,254 160,260 110,329 466,787 598,583
Total liabilities ...........cccoeevneee 317,218 488,254 1,501,261 1,449,828 1,818,479 1,938,082
Net assets:
Invested in capital assets,
net of related debt................. 2,855,643 2,435,995 940,665 963,639 3,796,308 3,399,634
Restricted..........coooeviiiieninnn. 402,215 401,221 154,519 94,244 556,734 495,465
Unrestricted .......cccooveeeieneienenn, 680,062 691,248 233,845 297,929 913,907 989,177
Total net assets ........ccceeveunee. $ 3,937,920 3,528,464 1,329,029 1,355,812 5,266,949 4,884,276

The most significant component of the City’s net assets (72.1%) is, by far, its investment in capital assets
(land, buildings and equipment), less any related debt used to acquire or construct those assets that are
still outstanding. The City uses these capital assets to provide services to citizens; consequently, these
assets are not available for future spending. Although the City’s investment in its capital assets is reported
net of related debt, it should be noted that the resources needed to repay this debt must be provided from
other sources, since the capital assets themselves cannot be used to liquidate these liabilities.

An additional portion of the City’s net assets (10.6%) represents resources that are subject to external
restrictions on how they may be used. Consequently, the remaining 17.3% of unrestricted net assets,
representing amounts that can be used to finance day-to-day operations without constraints established by
debt covenants, enabling legislation, or other legal requirements, totaled $913,907 at the end of 2008,
compared to $989,177 at the end of the prior fiscal year.

Changes in Net Assets. While the statement of net assets shows a snapshot of the City’s financial
position at the end of the fiscal year, the statement of changes in net assets provides answers as to the
nature and source of those changes. During 2008, the City’s total revenues increased to a total of
$2,934,851 from $2,611,282 for the prior year. Approximately 20.5% of the City’s revenue came from
property taxes, and 20.6% of every dollar raised came from some other type of tax. Another 32.4% came
from fees charged for services, while most of the remaining revenue is state and federal financial
assistance, along with interest and other earnings.

The total cost of routine governmental programs and services for general government decreased $78,578,
(12.1%) from 2007. This decrease is due to decreases in operating expenditures and differences attributed
to capital expenditures as compared to depreciation. The total cost of routine programs and services for
public safety, physical environment, and transportation increased $90,745 (9.5%) from 2007. This
increase is due to a combination of increased personal expenditures and increased solid waste service
expenses. The cost of routine programs and services for culture and recreation increased $221,223
(102.1%). This increase is, for the most part, the result of reporting as a General Fund expense, costs
incurred in operating the Creative Arts Café restaurant. The total costs of routine program and services for
business-type activities remained relatively stable with a slight decrease of approximately 1.4%
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The following is a summary of changes in net assets at year end:

Changes in Net Assets
For the Fiscal Years Ended September 30, 2008 and 2007

Governmental Activities Business-Type Activities Total
2008 2007 2008 2007 2008 2007
Revenues:

Program revenues:
Charges for services............... $ 492,208 269,235 459,566 486,588 951,774 755,823
Operating grants/other............ 92,398 69,707 - - 92,398 69,707
Capital grants/other............... 516,859 128,404 1,000 2,000 517,859 130,404
General revenues: - -
Property taxes..........cccooeeeeens 601,053 658,198 - - 601,053 658,198
Other taxes..........covevevinnnnn. 605,799 625,543 - - 605,799 625,543
Intergovernmental................. 94,713 107,767 - 107,120 94,713 214,887
Other revenues..................... 66,835 142,445 4,420 14,275 71,255 156,720
Total revenues................... 2,469,865 2,001,299 464,986 609,983 2,934,851 2,611,282

Expenses:

General government................. 571,972 650,550 - - 571,972 650,550
Public safety..........cccooveeeints 634,377 592,011 - - 634,377 592,011
Physical environment................ 135,281 141,497 - - 135,281 141,497
Transportation................coeu. ... 280,082 225,487 - - 280,082 225,487
Culture/recreation.................... 437,983 216,760 - - 437,983 216,760
Water and sewer utilities............ - - 491,769 498,878 491,769 498,878
Interest on long-term debt........... 714 - - - 714 -
Total expenses.................. 2,060,409 1,826,305 491,769 498,878 2,552,178 2,325,183
Transfers in (OUt)............cccvenee. - - - - - -
Increase in net assets........... $ 409,456 174,994 (26,783) 111,105 382,673 286,099

Governmental Activities

Revenues for the City’s governmental activities increased to $2,469,865 during 2008. This represents an
increase of $468,566, or 23.4%, more than last year’s reported revenues of $2,001,299. This increase was
primarily attributable to the reporting of Creative Arts Café restaurant sales, and revenues derived from

grants for capital improvements.

The following is a summary of the City’s governmental revenues - by source:

Salestaxes i
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20%
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Governmental expenses totaled $1,826,305, which represents an increase of $234,104, or 12.8% from the
prior year’s total of $2,060,409. This increase in reported expenditures is primarily attributable to the
reporting of Creative Arts Café restaurant expenses, due to the Café operating for an entire year.

The following is a summary of the City’s governmental expenses - by function:

Cultureand mterest onlong-

recreation term debt General
211% 0% government
18%

Physical
environment
6%

Transportation,

0.
14% Public zafety

31%

Business-Type Activities

The major source of operating revenues for the City’s business-type activities is charges for services
(potable water), which decreased $27,022 during the year to a total of $459,566, which is 5.6% below
utility billings of $486,588 in 2007. This decrease was attributable to decreased consumption for the year
compared to the prior fiscal year. Investment income decreased from $14,275 in 2007 to $4,420 in 2008,
largely as a result of financial trends experienced on a national level. Customer contributions (in the form
of impact fees) totaled $1,000 for the year, down $1,000 from $2,000 received in 2007.

Operating expenses of the water utility fund decreased 1.4% in 2008 to $491,769 from $498,878 incurred
in 2007. Included in these totals are interest and depreciation expense of $24,522 and $75,051 in 2008 and
$75,144 and $76,985 in 2007, respectively.

Financial Analysis of the City’s Funds

As stated previously, the City uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmental Funds. The focus of the City’s governmental funds is to provide information on near-
term inflows, outflows, and balances of spendable resources. Such information is useful in assessing the
City’s financing requirements. In particular, unreserved fund balance may serve as a useful measure of a
government’s net resources available for spending at the end of the fiscal year. As the City completed the
year, its governmental funds reported a combined fund balance of $1,021,306, which was $70,652, or
6.5%, less than the $1,091,058 reported last year.

The general fund is the chief operating fund of the City. As of September 30, 2008, the unreserved fund
balance in the general fund totaled $599,765. This unreserved fund balance represents approximately
24.6% (12.8 weeks) of the City’s spending requirements experienced during 2008.

The Stormwater Management Fund is a special revenue fund which was established to separately account
for the collection and disposition of the City’s annual stormwater utility fees. At the end of 2008, there
was a fund balance of $19,326, an increase of $20,616 from amounts reported at the end of 2007.
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Proprietary Fund. The City’s proprietary fund financial statements provide the same type of information
found in the government-wide financial statements, but in more detail.

Unrestricted net assets of the Water Utility Fund at the end of the year amounted to $233,845 which is
$64,084 less than last year’s reported amount of $297,929. Other factors concerning the finances of this
fund have already been addressed in the discussion of the City’s business-type activities.

General Fund Budgetary Highlights

Actual earned revenues were $54,108 greater than the amounts originally anticipated to be received
during the year in the City’s General Fund. Actual expenses incurred were $158,025 greater than
originally anticipated. The result was a net difference of unanticipated expenses over unanticipated
revenues of $103,917. Approximately $58,000 in anticipated grant revenues supporting capital
improvement projects, for which expenses were incurred in 2008, was not received in time to be
recognized as revenue received for this fiscal year, but, instead, will be included in revenue received in
fiscal year 2009 (this will be unanticipated revenue for 2009). Also, $69,092 in unanticipated expenses
was associated with projects/purchases not originally budgeted for, but later approved by the City
Commission to be funded by the use of City reserve funds. These projects/purchases included: (a)
construction of Lake Helen-Cassadaga Cemetery fence; (b) Hopkins Hall restoration; (c) City Hall
restoration; and (d) purchase of an audio-video system for the new City Commission Chambers.

Capital Assets and Debt Administration

Capital Assets. At September 30, 2008, the City had $5.148 million invested in a broad range of capital
assets, including land buildings, park facilities, police equipment, public works equipment and water
lines. This investment in capital assets, net of depreciation, for all activities is reflected in the following
schedule, which reflects a $408,867 increase in capital assets since the prior year.

Capital Assets
For the Fiscal Years Ended September 30, 2008 and 2007

Governmental Activities Business-Type Activities Total
2008 2007 2008 2007 2008 2007

Land....cocooviiii i $ 477,526 438,997 - - 477,526 438,997

Construction work in progress........ - 566,787 52,779 120,546 52,779 687,333

BuildingS.......cooovveviiiiiiiiee e, 1,494,850 676,698 - - 1,494,850 676,698
Improvements other

than buildings................cooee 1,240,224 1,051,456 2,800,736 2,680,190 4,040,960 3,731,646

Machinery and equipment............. 647,997 615,667 363,977 363,177 1,011,974 978,844

Accumulated depreciation............. (994,263) (913,610) (935,826) (860,775) _(1,930,089) _ (1,774,385)

Nettotal..........cooeevvvininnis $ 2.866.334 2,435,995 2,281,666 2,303,138 5,148,000 4,739,133

During 2008, the City invested $564,571 in capital assets which includes: land purchased in the
Stormwater Management Fund in the amount of $36,500; completions to the Multiuse Trail and Trailhead
Facilities of $83,210; rehabilitation costs associated with City Hall and Hopkins Hall of $324,730; costs
associated with the construction of the Lake Helen-Cassadaga Cemetery fence of $29,613; audio-visual
equipment for the City Commission Chamber of $16,116; costs associated with well improvements of
$52,779; and other miscellaneous items in the amount of $21,623. This compares to capital spending of
approximately $470,118 in 2007.



Long-Term Debt. The City has revenue note obligations payable to the State of Florida, Department of
Environmental Protection Drinking Water State Revolving Fund Loan Program totaling $1,341,001 at
year end compared to $1,339,499 one year earlier. The proceeds of these loans, which were drawn in
increments over preceding years, are used to finance the construction of improvements to the City’s
potable water system. Under these agreements, the City must repay these loans with semiannual
payments. The City also entered into two capital lease obligations during the year, where the obligations
must be recognized as long-term liabilities, the balance at year end totaled $10,691. More detailed
information about the City’s long-term debt is presented in Note 9 to the financial statements.

Economic Factors and Next Year’s Budgets and Rates

Many factors are considered each year by the City Commission in its efforts to establish an operating
budget, to evaluate its personnel needs, and to develop uniform user fees that are reasonable, and more
importantly, capable of cost recovery. Some of the major factors considered in this process are the local
economy, civilian labor force, unemployment rates, and inflation rates.

e The most recent estimates available for unemployment data in Volusia County, Florida are
compiled by the Florida Agency for Workforce Innovation on the Florida Research and
Economic Database (FRED). This agency estimates a countywide unemployment rate of 7.2% at
the end of September 2008, which is significantly higher than the 4.3% rate experienced one year
earlier. These estimates are consistent with the State of Florida 6.9% and 4.4% unemployment
rates at September 2008 and 2007, respectively.

e Inflationary trends for Volusia County compare favorably with those trends experienced at the
state and national levels.

The budgets adopted for the General Fund, Stormwater Utility Fund and Water Utility Fund for 2008-
2009 utilized the prior year’s final adopted budgets as the baseline from which priority setting and
decisions were made to formulate the new budgets, as well as analysis of previous, current and projected
revenue and expenditure trends.

Requests for Information

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with a
general overview of the City’s finances and to demonstrate the City’s accountability for the money it
receives. Questions concerning any of the information provided in this report, or requests for additional
information should be addressed to the Office of the City Administrator, City of Lake Helen, Florida,
P.O. Box 39, Lake Helen, Florida 32744-0039.
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STATEMENT OF NET ASSETS

September 30,

2008

CITY OF LAKE HELEN, FLORIDA

Primary Government

Governmental Business-type
Activities Activities Total
Assets:
Cash and cash equivalents...........cccccoooeiieiiniieneieee e $ 500,397 43,434 543,831
YT 0 41T ] F R 703,555 89,717 793,272
Receivables, Net..........ocvviiiiiie e 154,060 149,728 303,788
(@] 1 01T G T (TR - 20,757 20,757
Internal DAlanCES..........ooovviiiiic e 30,792 (30,792) -
Temporarily restricted assets:
Cash and cash equivalents...........cccccooeieirniene i, - 217,111 217,111
INVESTMENTS. ... e - 58,669 58,669
Capital assets:
1= Lo T 477,526 - 477,526
BUIAINGS.....oiiiieiee e 1,494,850 - 1,494,850
Improvements other than buildings...........cccocveveiiiiienenne 1,240,224 2,800,736 4,040,960
Machinery and equUIPMEeNt...........ccooverriiieiene e 647,997 363,977 1,011,974
Less: accumulated depreciation...........cccoevvvvrirenenennenn (994,263) (935,826) (1,930,089)
Construction WOrk in progress..........oceveeerenrereereeeienennns - 52,779 52,779
TOtal ASSELS......vviieiceiii e 4,255,138 2,830,290 7,085,428
Liabilities:
ACCOUNTS PAYADIE. ...t 78,411 56,854 135,265
Accrued lHabilItIeS. ..o 127,263 45,201 172,464
Due to pension trust fund..........ccoccooovveienecis i 17,122 - 17,122
Deposits/unearned rEVENUE. .........cccvvveereeeene e see e eiee e 83,731 58,205 141,936
Long-term debt:
Due Within 0N Year..........ccooivvveiiieiiece e 2,287 79,828 82,115
Due in more than 0Ne Year...........ccoevvvirerineneseseeeenee 8,404 1,261,173 1,269,577
Total lHabilities.......cooovvveiiiiee e 317,218 1,501,261 1,818,479
Net Assets:
Invested in capital assets, net of related debt........................ 2,855,643 940,665 3,796,308
Restricted for:
Capital ProJECLS. ......covieeieeeeeee e 43,801 95,238 139,039
DD SBIVICE. ..eiii e ettt et e e e e e s e e ee s - 59,281 59,281
Reserved for law enforcement.........ccccoeevee v, 8,262 - 8,262
Reserved for other PUIPOSES........cccvvveiererieneieee e 350,152 - 350,152
UNFESEIICIE. ... 680,062 233,845 913,907
Total NEL ASSELS.....vvieeiireie e $ 3,937,920 1,329,029 5,266,949

The accompanying notes are an integral part of the financial statements.
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STATEMENT OF ACTIVITIES
For the Year Ended September 30, 2008
CITY OF LAKE HELEN, FLORIDA

Program Revenues

Charges Operating Capital
For Grantsand  Grants and
Functions / Programs Expenses Services  Contributions Contributions
Primary Government:
Governmental activities:

General government..........ccoocveveeeveeieneseeeenn $ 571,972 12,833 6,170 268,600

Public safety.........ccoiiieiicee 634,377 61,360 3,404 400

Physical environment...........ccccoocvovniiiiniennnn. 135,281 211,222 - 28,850

TranSportation..........cceeeeeeveeeene s 280,082 - - 1,100

Culture/recreation.........ccceevecvveeeeeciee e e 437,983 206,793 82,824 217,909

Interest on long-term debt............ccovviriiinennn. 714 - - -

Total governmental activities............cc.c........ 2,060,409 492,208 92,398 516,859

Business-type Activities:

Water UtTHTIES. ..o 491,769 459,566 - 1,000

Total primary government..........cc.ccoecvveveeeenne. $ 2,552,178 951,774 92,398 517,859
General revenues:

Property taxes, levied for general purposes...........c.........

Local option gax taXesS.......ccovveiereeieneneeneseeee e

ULility SErviCe taXes........ccovveiererieie e

State-casualty insurance premium taX..........cccocvvevevrneenne

Franchise fees.........cooiiiiiiic

SAIES TAXES. ...t

Intergovernmental reVenuES...........cccovvvverenencriciesinnns

INVEStMENE AMINGS.......veiiiriieeeee e

MiSCEllaNEOUS..........oiiiiieiec e

Total general revVenues...........ccocvevvveeveieeieseeeees

Change in Net aSSetS.......cccevverrreeieie e

Net assets - beginning of year.............cccceoeiiiiiiiiiciee,

Net assets - end Of Year........ccocvveviiieiiie e

The accompanying notes are an integral part of the financial statements.

12



Net (Expense) Revenue and
Changes in Net Assets

Primary Government

Governmental Business-type

Activities Activities Total
(284,369) (284,369)
(569,213) (569,213)

104,791 104,791
(278,982) (278,982)
69,543 69,543
(7114 (7114
(958,944) (958,944)
(31,203) (31,203)
(958,944) (31,203) (990,147)
601,053 - 601,053
56,415 - 56,415
248,639 - 248,639
15,638 - 15,638
151,596 - 151,596
133,511 - 133,511
94,713 - 94,713
39,341 4,420 43,761
27,494 - 27,494
1,368,400 4,420 1,372,820
409,456 (26,783) 382,673
3,528,464 1,355,812 4,884,276
$ 3,937,920 1,329,029 5,266,949




BALANCE SHEET
GOVERNMENTAL FUNDS
September 30, 2008

CITY OF LAKE HELEN, FLORIDA

General Total
Stormwater Trust Governmental
General Management Fund Funds
Assets:
Cash and cash equivalents........................ $ 499,457 940 - 500,397
INVESEMENES......ooviiiiiieie e 353,555 - 350,000 703,555
Receivables, net:
Delinquent taxes..........ccooveverveeenennnnnn. 2,192 - - 2,192
ACCOUNTS....oviiiiriiie e 28,702 - 152 28,854
Due from other funds..........coocoevvevireinne 30,792 21,269 - 52,061
Due from other governments................... 123,014 - - 123,014
Total 8ssets........covvveiieiiiinneen, $1,037,712 22,209 350,152 1,410,073
Liabilities and Fund Balances:
Liabilities:
Accounts payable..........cccoovviiiieiinenns $ 78411 - - 78,411
Accrued liabilities.........ccccvevvveeieieee 124,335 2,883 - 127,218
Due to other funds.......cccccceeevieeivciiee e, 38,391 - - 38,391
DEPOSItS....oeeeieeseeeeeeeeee e 80,391 - - 80,391
Deferred revenues..........ccccoevevereeeenennnnn. 64,356 - - 64,356
Total liabilities............ccocvviiiinenen. 385,884 2,883 - 388,767
Fund Balances:
Reserved for:
Capital projects.........cceevvvreeenerenaiennnns 43,801 - - 43,801
Law enforcement........ccccoecveeeiviveneenen, 8,262 - - 8,262
Other purposesS........ccccveeeveeeeneie e - - 350,152 350,152
Unreserved:
Designated...........ccovevveirinineienciee 133,080 19,326 - 152,406
Undesignated...........coceeveevrereninennennes 466,685 - - 466,685
Total fund balances...........cccceevennnn. 651,828 19,326 350,152 1,021,306
Total liabilities and fund balances $ 1,037,712 22,209 350,152
Amounts reported for governmental activities in the statement of net assets are different because:
Capital assets (net of accumulated depreciation) used in governmental activities are not
financial resources and, therefore, are not reported in the funds............cccccovoviienieiennine 2,866,334
Other long-term assets are not available to pay current-period expenditures and,
therefore, are deferred iN the FUNGS. ........occveeeeeeeeeeeeeeeee ettt ettt et e e e e e s e e ee s 61,016
Accrued interest is not due and payable in the current period and, accordingly, is not
rEPOrted 1N TNE TUNDOS.....c.eiiiiiiee s (45)
Long-term liabilities are not due and payable in the current period and, therefore, are not
rEPOrted 1N ThE TUNDS.......eiiiiii s (10,691)
Net assets of governmental aCtIVITIES...........cooviiiiie i $ 3,937,920

The accompanying notes are an integral part of the financial statements.
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

For the Year Ended September 30, 2008

CITY OF LAKE HELEN, FLORIDA

General Total-
Stormwater Trust Governmental
General Management Fund Funds
Revenue:
Property taxes........coceeieeiieiii it $ 599,372 - - 599,372
Local option gas taXesS........ccevverereereeneree e 56,415 - - 56,415
Utility Service taxes.........ccooveerierieeneneeie e 248,639 - - 248,639
Other tAXES.ueie et 27,623 - - 27,623
Franchise feeS.......covcveiiiiii e, 151,596 - - 151,596
Permits and other fees........cccovcveeeivcieie v, 18,766 489 - 19,255
Intergovernmental revenue............cccccoeceveveenennens 724,816 28,850 - 753,666
Charges fOr SErVICES.........cverueriereieeie e 163,342 48,384 - 211,726
Creative Arts Café revenue..........cceceeveeevceeeveee e, 206,793 - - 206,793
Fines and forfeitures........oovveeivviee v 42,449 - - 42,449
INVeStMENt arnings.........cccovveeerereerese e 25,958 - 13,383 39,341
Miscellaneous reVENUE..........coccverevicvvereseireee e 52,485 - - 52,485
Total FEVENUE.......ooveeec e 2,318,254 77,723 13,383 2,409,360
Expenditures:
Current:
General government..........cccocvveveveveeeeneneeneenn 939,875 - - 939,875
Public safety........cooeviieiie e 617,930 - - 617,930
Physical environment...........cccccoocovovniiiivniennne. 164,216 - - 164,216
TransSportation.........cccoeeeeeveeeene s 215,050 57,107 - 272,157
Culture/recreation.........ccceeveeeveeeveciee e 495,856 - - 495,856
Debt Service:
Principal retirement............ccocooeivnieii i 1,467 - - 1,467
=] =) O 669 - - 669
Total expenditures...........cceceeeeveerenenie e 2,435,063 57,107 - 2,492,170
Excess of revenue over (under) expenditures (116,809) 20,616 13,383 (82,810)
Other Financing Sources (Uses):
Transfers in (OUL)........ccoovvviiiiiree e 13,531 - (13,531) -
Capital lease proceeds...........ccocveverveeeneieeneenennn. 12,158 - - 12,158
Total other financing sources (USes).............. 25,689 - (13,531) 12,158
Net change in fund balances............ccccccoeene.. (91,120) 20,616 (148) (70,652)
Fund balances, beginning of year............c.ccocevvvenne. 742,948 (1,290) 350,300 1,091,958
Fund balances, end of year............ccocevviiieieiniiennne $ 651,828 19,326 350,152 1,021,306

The accompanying notes are an integral part of the financial statements.
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RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

For the Year Ended September 30, 2008

CITY OF LAKE HELEN, FLORIDA

Net change in fund balances - total governmental funds.............cccccoocvviveiiiinennnne $ (70,652)

Amounts reported for governmental activities in the statement of activities are
different because:

Governmental funds report capital outlays as expenditures. However, in the
statement of activities the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense. This is the
amount by which capital outlays exceeded depreciation in the current period:

Expenditures for capital aSSets.........cccvvoveieriiiiieiiiiie e 510,993
Less: current year provision for depreciation............c.ccocvvvverereieinennnnn (80,654) 430,339

Revenues in the statement of activities that do not provide current financial
resources are not reported as revenues in the funds:

Delinquent taxes receivable - end of year..........ccocco oo 2,192
Delinquent taxes receivable - beginning of year............ccocvviiiiviiennnnns (511) 1,681

Under the modified accrual basis of accounting used in the governmental

funds, revenues are not considered available if they are not received within

one hundred eighty days of the close of the year. In the statement of activities,

however, which is presented on the accrual basis, revenues are reported

regardless of when the financial resources are available. This adjustment

represents the change in funds not collected within one hundred eighty days

Of the CloSe OF the YEAT.........o i 58,824

The issuance of long-term debt provides current financial resources to
governmental funds, while the repayment of the principal of long-term debt
consumes the current financial resources of the governmental funds.
Neither transaction, however, has any effect on net assets. The amount of
items that make up these differences in the treatment of long-term debt

and related items are:

Proceeds from capital 18aSeS.........ccuovviieiiiiiiere e (12,158)
PriNCIpal PAYMENTS. .....coviiriiiieieee e 1,467 (10,691)

Under the modified accrual basis of accounting used in the governmental
funds, expenditures are not recognized for transactions that are not normally
paid with expendable available financial resources. In the statement of
activities, however, which is presented on the accrual basis, expenses and
liabilities are reported regardless of when financial resources are available.
This adjustment reflects the (increase) decrease in liabilities that will be paid
in future years:

Accrued interest on long-term debt............ccooviiiiiiniicic e (45)
Change in net assets of governmental activities...............ooooiii i, $ 409,456

The accompanying notes are an integral part of the financial statements.
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STATEMENT OF FUND NET ASSETS
WATER UTILITY PROPRIETARY FUND
September 30, 2008

CITY OF LAKE HELEN, FLORIDA

Assets:
Current Assets:
Cash and cash eqUIVAIENTES..........ceiriiiere e $ 43,434
LA VZET L] T 89,717
Accounts receivable (NEL)........coviviieieii e 149,728
Restricted cash and cash eqUIVaIENTS...........ccccvveieieiincic s 217,111
RESIICIEA INVESTMENTS.....civiiiiiec e 58,669
TOtAl CUMTENE ASSELS. ... veiiieeie ittt e e srre e 558,659
Noncurrent Assets:
Unamortized debt ISSUANCE COSES........civorrireiireeeeeireeeeeseeeeseeeeesseeeeesseeeeesans 20,757
Capital assets:
Improvements other than buildings.........ccccocveveii i 2,800,736
Machinery and eqUIPIMENT..........ccoviiiiiieieie e 363,977
CONSLIUCLION IN PrOGIESS...c.vievieieiiesteesiesteeeestesteseesresteeseeseesreeseesresreeseeseenes, 52,779
Less: accumulated depreCiation..........cocveveieiisieenienn e (935,826) 2,281,666
TOotal NONCUITENT ASSELS.....vviiivie ittt e e srre e 2,302,423
L I0] = = 1T=] £ TSRS 2,861,082
Liabilities:
Current Liabilities:
Accounts payable and accrued Habilities........c.ccovvvverivienieniecn e 80,371
DUE 10 ONEE TUNDS......eeeeee ettt ettt ettt e e et e e e e e e e se e e e s aeneeeen, 30,792
CUSTOMET UEPOSITS. .e.viivrerieiieiie ettt eenes 58,205
Notes payable - cUrrent Maturities........ccccooveveiienin s 79,828
Total CUrrENt HADIIITIES. ...coeveeeeeeeeee ettt e, 249,196
Noncurrent Liabilities:
CompeNSAtEd aDSENCES. .....cveviiiiiieriesie e 21,684
NOLES PAYADIE. ... .cieiieii e e e 1,261,173
Total noncurrent [abIlITIES. .......cceivieiiie e 1,282,857
TOtal HADTTIES...cicvvicieiiceee e 1,532,053
Net Assets:
Invested in capital assets, net of related debt...........ccccccevviiiiiiiiic e 940,665
RESLIHICLE FOr BT SEIVICE. .. vttt et e e e et e e et e e e renees 59,281
Restricted for utility @XPanSioN..........ccccuviiiiieieieiiee e 95,238
L0 a1 =) (o3 (<o PR 233,845
TOLAL NET ASSELS. ...ttt ettt et e e et ettt e st e seneeeseeseeanee $ 1,329,029

The accompanying notes are an integral part of the financial statements.
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STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS
WATER UTILITY PROPRIETARY FUND

For the Year Ended September 30, 2008

CITY OF LAKE HELEN, FLORIDA

Operating Revenues:

Charges TOr SEIVICES. ......eiierieieeeeeie ettt sttt ste e see e e neeneas $ 459,086
IVHISCRIANBOUS. ...ttt e e s s b e e e s sb e e e e s sab e e e e s saraneeans 480
Total OPerating FEVENUES.........civeeeiereeeesie e see et e see e eeas

Operating Expenses:

PEISONAI SEBIVICES. ... ettt ettt e e e e e s ettt e e e e e re ettt e eeeeereenreneees 176,115
Materials and SUPPIIES........covirmiieieeie e 78,357
UBHHTIES. ... e 31,197
MaintenanCe and FEPAITS........civeriereeie et 33,764
CONLTACTUAL SEBIVICES.....cc ittt et et e st b e e e s sb b e e e s sabeneesaaes 71,827
OFNEE BXPENSES. ...ttt ettt nne s 936
DEPIECIALION. ... 75,051

Total OPerating EXPENSES.......veveieiieeerieeee e eeee e see e sie e eneesee e eeeseens

OPErating INCOME. .....c.eeiiiieiieieeree et sie e te et e et e neesaeereeneea

Nonoperating revenue (expense):

INVESTMENT BAIMINGS. ....e ettt st s see e 4,420
Interest and debt EXPENSE.......c.eii i (24,522)

Total nonoperating revVenue (EXPENSE).......ueeveverereerrrreaeeseeeeeeneeseeanens
Income before CONtriBULIONS..........cccooviiiiriieiecee e
Capital CONLITBULIONS. ........eiiiiie e
Change N NEL ASSELS......eeeiieiieie ettt
Net assets, beginning Of YEar.........ccco i

Net aSSELS, BNA OF YA .......ciiiiee ittt et

The accompanying notes are an integral part of the financial statements.
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459,566

467,247

(7,681)

(20,102)
(27,783)
1,000

(26,783)
1,355,812

$ 1,329,029



STATEMENT OF CASH FLOWS
WATER UTILITY PROPRIETARY FUND
For the Year Ended September 30, 2008

CITY OF LAKE HELEN, FLORIDA

Cash Flows From Operating Activities:

Cash receiVEd FrOM CUSTOMIEBLS. ....oveeieeieeee et e e ettt e e e e e e et r et e e e s e seaaereeees $ 465,910
Cash Paid t0 SUPPIIEIS......ooe et (151,523)
Cash paid for personal SEIVICES. ........ccoieiieieieeee e (169,333)
Net cash provided by (used in) operating activities............cc.cccccevvennnne. 145,054
Cash Flows From Capital and Related Financing Activities:
Advances from other fUNGS............cooiiiii e (30,341)
Proceeds from long-term debt..........ooo i 37,369
Payments of long-term debt prinCipal............ccoooiiiiiniiiice (35,867)
INEEIESE PAYMENTS.... .o (27,671)
Capital CONIIBULIONS. ... ....eeiiie e 1,000
Acquisition and construction of capital aSSets............ccooviriiriinineneiecen, (53,579)
Net cash provided by (used in) capital and related financing activities. (109,089)
Cash Flows From Investing Activities:
INterest earnings rECEIVEM.........ccoiiiiii ettt 4,420
ACQUISITION OF INVESTMENTS. ..o (1,591)
Net cash provided by (used in) investing activities...........cc.cccocvevvernnnens 2,829
Net increase (decrease) in cash and cash equivalents..............cc.ccoeneee. 38,794
Cash and cash equivalents, beginning of Year...........ccccooveieiienieic i 221,751
Cash and cash equivalents, end Of Year...........ccooovvveie e $ 260,545

Reconciliation of cash and cash equivalents:

UNTESEIICIEU. ettt ettt e e e e et e e et e et e et e s e e reeeaeeeeeeseeeeeneseeens $ 43,434
[T L o1 (=T TR TPPTRRRTRT 217,111
TOLAl - Q1L SOUICES. ...ttt ettt e et eeeeeeeanas $ 260,545

Reconciliation of Operating Income to Net Cash Provided by Operating Activities:
Operating INCOME (10SS)......uverueeeeieieee ettt eeas $ (7,681)
Adjustments to reconcile net operating income to net cash provided
by operating activities:

=T o] T -1 (o PR 75,051
Changes in assets and liabilities:
Accounts receivable (NBL)..........ccviiiriieci e 6,754
VL] 1 (0] =TT 20,000
ACCOUNTES PAYADIE. ... 44,558
ACCIUE HADITITIES. .. .veiii i 1,439
ComMPENSALE BDSENCES. ... .eiveeeeieeerierie ettt eees 5,343
CUSEOMET AEPOSITS. ...ttt (410)
Net cash provided by operating activities............ccooevevivieiriieeienens $ 145054

The accompanying notes are an integral part of the financial statements.
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STATEMENT OF FIDUCIARY NET ASSETS

MUNICIPAL POLICE OFFICERS' RETIREMENT TRUST FUND
September 30, 2008

CITY OF LAKE HELEN, FLORIDA

Assets:
Cash and cash eqUIVAIENES...........c.ooiiiie e $ 11,785
Receivables:
0 0] (o)< SRR 17,122
Investments in mutual funds at fair VAIUE............ooovvecrieeeeee e 408,861
L0 ] r= 1 EXT =) £ RPN 437,768
[IE: Lo 1] L= TR -
Net Assets:
Held in trust for pension DENeFits.........c.ooo e $ 437,768

The accompanying notes are an integral part of the financial statements.
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STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
MUNICIPAL POLICE OFFICERS' RETIREMENT TRUST FUND
For the Year Ended September 30, 2008

CITY OF LAKE HELEN, FLORIDA

Additions:
Contributions from:
EMPIOYEES. ...t $ 1,836
=0T 0] (o)< o (O 11 TS SR 59,040
State-Casualty Insurance Premium TaXeS........ccocveereiveininienineneeeseeeeeas 15,638
TOtal CONTIIDULIONS. ...ttt et e e e e e e areeeees 76,514

Investment income:
Net investment earnings, including appreciation (depreciation)

in fair value of INVESTMENLS..........cooiiiiiiiiieeee e (58,631)
B0 ] r= 1 I (o [0 1) (0] LT 17,883
Deductions:
AdMINISIrAtIVE BXPENSES. ... eeiueiieeeeirieeiee et eee et e e ste e see e e eeseesseeseeseeeneeseeas 2,053
Total dedUCTIONS. ..o 2,053
L R L[ =T TR 15,830
Net Assets Held in Trust for Pension Benefits:
Beginning Of YEAI........cooii e 421,938
ENG OF YBAT ..ot $ 437,768

The accompanying notes are an integral part of the financial statements.
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NOTES TO THE FINANCIAL STATEMENTS
September 30, 2008
CITY OF LAKE HELEN, FLORIDA

NOTE1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City of Lake Helen, Florida (the “City”), have been prepared in
conformance with accounting principles generally accepted in the United States of America, as applicable
to governmental units. The Governmental Accounting Standards Board (GASB) is the accepted body for
promulgating governmental accounting and financial reporting principles. The following is a summary of
the City’s significant accounting policies:

A. Reporting Entity

The City of Lake Helen, Florida, is a municipal corporation created by the Laws of Florida, located in
Volusia County. The City was originally incorporated under the general Laws of Florida in October,
1888, and adopted its first charter in April, 1945, under the provisions Senate Bill No. 627 and the
Municipal Home Rule Power Act, F.S. Ch. 166. The legislative branch of the City is composed of an
elected five-member City Commission consisting of the Mayor and four commissioners. The City
Commission is governed by the City Charter and by state and local laws and regulations. The City
Commission is responsible for the establishment and adoption of policy. The execution of such policy is
the responsibility of the Commission-appointed Administrator.

The accompanying financial statements present the financial position, results of operations and cash flows
of the applicable funds controlled by or dependent on the City. In evaluating the City as a reporting entity,
management has addressed all potential component units for which the entity may or may not be
financially accountable and, as such, be included within the City’s financial statements. No component
units exist which would require inclusion in the City’s financial statements.

B. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of changes
in net assets) report information on all of the nonfiduciary activities of the primary government. For the
most part, the effect of interfund activity has been removed from these statements. Governmental
activities, which normally are supported by taxes and intergovernmental revenues, are reported separately
from business-type activities, which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment is offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Indirect costs are included in the program expense reported for individual
functions and activities. Program revenues include (1) charges to customers or applicants who purchase,
use, or directly benefit from goods, services, or privileges provided by a given function or segment and
(2) grants and contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among program revenues are
reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds,
even though the latter are excluded from the government-wide financial statements.
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NOTES TO THE FINANCIAL STATEMENTS - (Continued)
September 30, 2008
CITY OF LAKE HELEN, FLORIDA

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial statements.
Revenues are recorded when earned and expenses are recorded when a liability is incurred, regardless of
the timing of related cash flows. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed
by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or as soon enough thereafter to pay liabilities of the current period. For this purpose, the
government considers revenues to be available if they are collected within 180 days of the end of the
current fiscal period. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, as well as expenditures related to compensated absences
and claims and judgments, are recorded only when payment is due.

Taxes, intergovernmental revenue, licenses and permits, charges for services, and interest associated with
the current fiscal period are all considered to be susceptible to accrual and so have been recognized as
revenues of the current fiscal period. All other revenue items are considered to be measurable and
available only when cash is received by the government.

The City reports the following major governmental funds:

o The General Fund is the City’s primary operating fund. It accounts for all financial resources of
the general government, except those required to be accounted for in another fund.

« The General Trust Fund accounts for the financial resources related to the investment of proceeds
from the sale of the City’s electric distribution system in 1981.

« It should be noted that the City’s Stormwater Management (special revenue) Fund is separately
captioned in the accompanying government-wide financial statements since it is the only non-
major fund of the City.

The City reports the following major proprietary fund:

. The Water Utility Fund accounts for the activities of the City’s potable water utility system,
including the pumping, treatment and distribution systems.

Additionally, the City reports the following fund type:
« The Pension Trust Fund accounts for the activities of the Municipal Police Officers’ Retirement

Trust Fund, which accumulates financial resources to pay pension benefits to qualified police
officers.
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Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally
are followed in both the government-wide and proprietary fund financial statements to the extent that
those standards do not conflict with or contradict guidance of the Governmental Accounting Standards
Board. Governments also have the option of following subsequent private-sector guidance for their
business-type activities and enterprise funds, subject to this same limitation. The City has elected not to
follow subsequent private-sector guidance.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use
restricted resources first, then unrestricted resources as needed.

As a general rule the effect of interfund activities has been eliminated from the government-wide
financial statements.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing operations. The principal operating revenues of
the City’s enterprise fund are charges to customers for sales and services. The City recognizes as
operating revenue the portion of impact fees intended to recover the cost of connecting new customers to
the system. Operating expenses for the enterprise fund include the cost of sales and services,
administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses.

D. Assets, Liabilities, and Net Assets or Equity
1. Deposits and Investments

The City’s cash and cash equivalents are considered to be cash on hand, demand deposits, and short-term
investments with original maturities of three months or less from the date of acquisition.

All of the City’s investments are reported at fair value, with the exception of investments in the 2a7-like
pools (State Board of Administration Local Government Surplus Trust Fund Pool) which are stated at
cost, or amortized cost, and are the same as the fair value of pool shares. All fiduciary (police pension)
fund investments are stated at fair value.

2. Receivables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end
of the fiscal year are referred to as either “due to/from other funds” (i.e., the current portion of interfund
loans) or “advances to/from other funds” (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as “due to/from other funds.” Any residual balances
outstanding between the governmental activities and business-type activities are reported in the
government-wide financial statements as “internal balances.”

Trade receivables and amounts due from other governments are reported net of allowance for
uncollectible accounts which is upon management's analysis of historical trends. Utility operating sales
are generally recognized on the basis of cycle billings rendered quarterly. Unbilled accounts receivable
are accrued by the City at year end to recognize sales revenue earned between the last meter reading date
made in mid-September through the end of the fiscal year.
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3. Inventories and Prepaid Items

The cost of inventory is accounted for on the consumption basis wherein inventories are charged as
expenditures when used, rather than when purchased. All inventories are valued at cost, which
approximates market, by using the first-in, first-out valuation method. The effect of this method is to flow
the costs of the materials and supplies in the order in which they are purchased and to assign a balance
sheet inventory valuation more nearly at current replacement value.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as
prepaid items in both government-wide and fund financial statements.

4, Restricted Assets

Certain proceeds of the City’s revenue note obligations, as well as certain resources set aside for their
repayment, are classified as restricted assets in the government-wide financial statements because their
use is limited by applicable legal indentures imposed by other governmental agencies. The restricted
assets are used to report resources set aside to 1) provide a reserve for debt service, 2) provide a reserve
for maintenance and replacement costs, and 3) acquire capital assets.

5. Capital Assets

Capital assets, which include property, plant, equipment, certain infrastructure assets, office furniture,
fixtures and equipment, are reported in the applicable governmental or business-type activities in the
government-wide financial statements. Property, plant and equipment with initial, individual costs that
equal or exceed $750 and have estimated useful lives of over one year are recorded as capital assets.
Infrastructure assets are capitalized when their costs exceed $5,000 and possess useful lives of more than
one year. Such assets are recorded at historical cost or estimated historical cost. Donated capital assets are
recorded at estimated fair market value at the date of donation.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Interest
incurred during the construction phase of capital assets of business-type activities is included as a
component of the capitalized value of the asset constructed.

Depreciation is provided for using the straight-line method calculated on a service-life basis to amortize
the cost of the assets over their economic estimated useful lives which are as follows:

BUIAINGS ..o 15-40 vyears
Source of SUPPIY Plant.......cccove i 25-50 vyears
Pumping plant and water treatment plant...........ccccoovevevviir e, 25-50 vyears
Transmission and distribution plant ... 25-50 vyears
INFFASTIUCTUNE ... 15-50 years
EQUIPMENT.... .o 2-25 years

As a Phase 3 government, the City is not required to report major general infrastructure assets
retroactively and, as such, has elected to not include these assets in their basic financial statements. As a
result, the governmental activities column in the government-wide financial statements does not reflect
those infrastructure asset projects completed before October 1, 2001. However, it does reflect those assets
that were completed subsequent to that date as improvements other than buildings.
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6. Compensated Absences

It is the City’s policy to permit employees to accumulate earned paid time off credits for unused vacation,
illness or injury, and personal leave benefits. The portion of employees payroll costs paid subsequent to
year-end attributable to services performed prior to year-end, and accumulated unpaid paid time off
credits are recorded and recognized as a liability in the government-wide and fund financial statements.
The amount of paid time off available to employees increases each year with the length of employment as
follows:

Annual Personal

Leave Leave
010 5 YEAIS SEIVICE ..c.viivieieciesie ettt 10 days 12 days
6 10 10 YEAIS SEIVICE ...cuveviieiiiiiiiiienie e 15 days 12 days
OVEr 11 YEArS SEIVICE ...eoiviieeeierieeiee e eieanee e ee e 20 days 12 days

City employees may accumulate personal leave up to a maximum of 360 hours. All employees will
receive 25% of accumulated personal leave benefits upon retirement or death.

7. Deferred Revenue

Deferred revenues are reported when potential revenue does not meet both the "measurable” and
"available" criteria for recognition in the current period. Deferred revenues also arise when resources are
received by the City before it has a legal claim to them, as when grant monies are received prior to the
incurrence of qualifying expenditures. In subsequent periods, when both revenue recognition criteria are
met, or when the City has a legal claim to the resources, the liability for deferred revenue is removed and
revenue is recognized.

8. Long-term Obligations

In the government-wide financial statements, and proprietary fund types in the fund financial statements,
long-term debt and other long-term obligations are reported as liabilities in the applicable governmental
activities, business-type activities, or proprietary fund type statement of net assets. Debt issuance costs are
deferred and amortized over the life of the obligations using the effective interest method.

9. Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for amounts that
are not available for appropriation or are legally restricted by outside parties for use for a specific
purpose. Designations of fund balance represent tentative management plans that are subject to change.
10. Use of Estimates

Management uses estimates and assumptions in preparing financial statements in accordance with
generally accepted accounting principles. Those estimates and assumptions affect the reported amounts of

assets and liabilities, the disclosure of contingent assets and liabilities, and the reported revenue and
expenses. Actual results could vary from the estimates assumed in preparing the financial statements.
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NOTE 2 - RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. Explanation of Certain Differences between the Governmental Fund Balance Sheet and the
Government-Wide Statement of Net Assets

Following the governmental fund balance sheet is a reconciliation between fund balance - total
governmental funds and net assets — governmental activities as reported in the government-wide
statement of net assets. A detailed explanation of these differences is provided in this reconciliation.

B. Explanation of Certain Differences between the Governmental Fund Statement of Revenues,
Expenditures and Changes in Fund Balance and the Government-Wide Statement of
Activities

Following the governmental fund statement of revenues, expenditures, and changes in fund balances,

there is reconciliation between net changes in fund balances — total governmental funds and changes in

net assets of governmental activities as reported in the government-wide statement of activities. A

detailed explanation of these differences is provided in this reconciliation.

NOTE3 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

A. Budgetary Information

An annual budget was adopted for the City’s governmental funds. The basis on which the budgets were

prepared is consistent with generally accepted accounting principles. The City uses the following

procedures in establishing the budgetary data reflected in the accompanying financial statements:

« On or before July 1st, the City Administrator submits a preliminary budget to the City Commission
for the ensuing fiscal year.

« Budget workshop sessions are scheduled by the City Commission, as needed.

« A general summary of the budget and notice of public hearing is published in a local newspaper.

« Prior to October 1st, the budget is legally enacted through passage of an ordinance.

« The City Commission, by ordinance, may make supplemental appropriations in excess of those
estimated for the year up to the amount of available revenue in accordance with Sections 54 to 57
of the City Charter. Prior to the end of the fiscal year, supplemental appropriations are made for

unanticipated spending requirements by the Commission.

« The City Commission must approve all inter-departmental budget amendments and/or
appropriations transfers. Budgetary control is exercised at the fund level.

« Every appropriation lapses at the close of the fiscal year.
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B.  Excess of Expenditures over Appropriations

During the year ended September 30, 2008, expenditures exceeded budgetary appropriations in the
following fund:

General Fund (major) — actual expenditures ($2,435,063) exceeded budgetary appropriations
($2,277,038) by $158,025 during 2008. This amount is primarily the result of unbudgeted
expenditures related to the Creative Arts Café (part of the Culture/recreation function in the
General Fund). This amount was funded through unbudgeted revenues generated by the Café. The
City intends to separate this activity from the General Fund in the upcoming year by establishing
a separate proprietary fund.

NOTE4 - PROPERTY TAX CALENDAR

Under Florida law, the assessment of all properties and the collection of all county, municipal and school
district property taxes are consolidated in the offices of the County Property Appraiser and County
Finance Director. The laws of the state regulating tax assessment are also designed to assure a consistent
property valuation method statewide. State Statutes permit municipalities to levy property taxes at a rate
of up to 10 mills. The millage rate assessed by the City (2007 tax levy) was 4.2 mills for ad valorem taxes
collected by the City during the year ended September 30, 2008. The property tax calendar is as follows:

Valuation Date January 1
Property Appraiser prepares the assessment roll with values as of
January 1, submits preliminary roll for approval by the State

and notifies each taxing authority of their respective valuations. July 1

City Commission holds two required public hearings and adopts a
budget and ad valorem tax millage rate for the coming fiscal year. September

Property Appraiser certified the assessment roll and all real and
tangible personal property taxes are due and payable (Levy date). November 1

A Notice of Taxes is mailed to each property owner on the
assessment roll. Taxes are paid November through March,

with the following applicable discounts: November 1
Month Paid Discount
November .....c.cccoevvvvivererinnne 4%
December ......cccocveveiiviienei 3%
January oo 2%
February ..., 1%
March ..o None

All unpaid taxes on real and tangible personal property become
delinquent. April 1
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A list of unpaid tangible personal property taxes and a list of unpaid
real property taxes are advertised. April/May

Tax certificates are sold on all real estate parcels with unpaid real
property taxes (Lien date). June 1

A court order is obtained authorizing the seizure and sale of

personal property if the taxpayer fails to pay the delinquent taxes August
NOTE 5 - CASH DEPOSITS AND INVESTMENTS
Deposits. At September 30, 2008, the carrying value of the City’s cash deposit accounts was $755,442 and
the bank balance totaled $764,318. The cash deposits are held by banks that qualify as public depositories
under the Florida Security for Public Deposits Act as required by Chapter 280, Florida Statutes and are

fully insured. Amounts do not include $5,500 in cash funds on hand at the end of the fiscal year.

Investments. As of September 30, 2008, the City had the following investments and maturities:

Investment Maturities (Years)

Fair Less From From Over
Investment Type Value Than 1 1-5 6-10 10
Certificates of deposit.............. $ 563,501 563,501 - - -
Local Government Surplus
Funds Trust fund................. 288,104 288,104 - - -
Ad Valorem tax certificates....... 336 - 336 - -
Mutual Fund - Bonds.............. 180,278 - - 180,278 -
Equity Securities - Domestic...... 198,576 198,576 - - -
Equity Securities - International.. 30,007 30,007 - - -
TotalS...ov v $1,260,802 1,080,188 336 180,278 -

Interest Rate Risk. Generally, the City limits its exposure to fair value losses arising from increases in
interest rates by limiting the investment of its operating funds in investments with maturities of less than
one year. Substantially all of the City’s surplus funds are invested in the City’s certificates of deposit, or in
the Local Government Surplus Funds Trust Fund. Investments held in the City’s Police pension trust funds
are generally held to maturity to provide a stable investment interest rate platform which is vital to the
projection of actuarial pension costs in the future. While potential current period fair value losses can
occur with these investments in any given year, the ultimate realization of fair value losses is mitigated by
the holding of these investments to maturity. Investments in U.S. Treasuries typically include discounted,
fixed-price notes and bonds that mature within one to fifteen years. The fair values of these investments
are less sensitive to interest rate increases since they are held to maturity. Investments in U.S. agencies
typically include long-term, fixed-rate collateralized mortgage obligations with maturities of greater than
ten years. Their fair values are particularly sensitive to prepayments by mortgagees, which may result from
a decline in interest rates, and inversely sensitive to changes in interest rates. Investments in fixed rate
domestic corporate bonds are generally made to guaranty the production of cash flows necessary to fund
the plan’s required payments and operating expenses. These fixed rate investments earn slightly higher
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rates of return, which are necessary to support the plan’s blended interest rate assumptions. Their fair
values are inversely sensitive to changes in interest rates.

Credit Risk. The provisions of Section 218.415, Florida Statutes, require that the investment activity of the
City be conducted in accordance with a written investment plan adopted by the governing body. Under that
plan, allowable investment instruments include: bonds, notes, certificates of indebtedness, treasury bills, or
other securities which are guaranteed by the full faith and credit of the United States of America, interest
bearing savings accounts, interest bearing certificates of deposit and interest bearing time deposits,
including those held with the Florida State Board of Administration investment pool.

Investments in the City’s pension trust fund are limited by state statutes (Chapter 185, Florida Statutes)
and by an investment policy adopted by the fund’s Board of Trustees. The basic allowable investment
instruments include obligations of, or obligations the principal and interest of which are guaranteed by, the
U.S. Government; time deposits or savings accounts of a national bank, a state bank insured by the Federal
Deposit Insurance Corporation, or a savings, building and loan association insured by the Federal Savings
and Loan Insurance Corporation; money market accounts that invest in U.S. Government obligations;
bonds issued by the State of Israel; and bonds, stocks or other evidence of indebtedness issued or
guaranteed by a corporation organized under the laws of the U.S., any state or organized territory of the
U.S., or the District of Columbia.

Custodial Credit Risk. Custodial credit risk is the risk that in the event of a bank failure, the City’s
deposits may not be returned to it. Pursuant to the applicable provisions of Chapter 280, Florida Statutes,
The Florida Security for Public Deposits Act ("the Act"), the State of Florida, Department of Financial
Services, Division of Treasury, Bureau of Collateral Management have established specific requirements
relative to the security and collateralization for public deposits. Accordingly, banks qualifying as a public
depository in the State of Florida must adopt the necessary procedures outlined in these statutes and meet
all of the requirements of this chapter to be designated by the State’s Chief Financial Officer as eligible to
receive deposits from municipal depositors. Collateral having a market value equal to 50% of the average
daily balance for each month of all public deposits in excess of any applicable depository insurance is
required to be pledged or deposited with the State’s Chief Financial Officer to secure such deposits.
Additional collateral, up to a maximum of 125% may be required if deemed necessary under the
conditions set forth in the Act. Securities eligible to be pledged as collateral are generally limited to
obligations of the United States government and any state thereof and are held in the name of the State
Chief Financial Officer’s office. Compliance with the provisions of Chapter 280, Florida Statutes, is
monitored by a Qualified Public Depository Oversight Board with members appointed by the State Chief
Financial Officer.

At September 30, 2008, the carrying amount of the City’s deposits in the Local Government Surplus Funds
Trust Fund was $288,104, all of which was covered by collateral securities in accordance with the Act.
The carrying amount of the City’s $563,501 investment in certificates of deposit was collateralized with
securities pledged or deposited to the State’s Chief Financial Officer (under statutory provisions mentioned
above) by the City’s depository banks. All remaining deposits of the City were adequately covered by
federal depository insurance and the statutory provisions of the Act. All investments held by the City’s
police and fire pension trust funds were uninsured, unregistered and held by the Plans’ trustees.
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NOTE6 - RECEIVABLES
A summary of receivables at September 30, 2008, is as follows:

Governmental Business-type

Type Activities Activities Total

Delinquent taxes receivable.............c.ccoviiiiin e, $ 2,192 - 2,192
Accounts receivable............ooo 28,854 137,382 166,236
Unbilled accounts receivable.............cccooviiiinl. - 15,343 15,343
Due from other governments...........covvveveveivennnnsn. 123,014 - 123,014
154,060 152,725 306,785

Less: allowance for doubtful accounts..................... - (2,997) (2,997)
Net receivables...........coooiiiii i, $ 154,060 149,728 303,788

NOTE 7 - INTERFUND BALANCES

The outstanding balances between funds result mainly from the time lag between the dates reimbursable
expenditures occur, when transactions are recorded in the accounting system, and when payments between
funds are made. Individual fund interfund receivables and payables at September 30, 2008, are comprised
of the following:

Due Due
Fund From To

General:

Stormwater Management.........oe vt e $ - 21,269

Water UtIlity.. ..o 30,792 -
Stormwater Management:

(=T T | 21,269 -
Water Utility:

(=T T | - 30,792

LI 1 1 $ 52061 52,061
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NOTE8 - CAPITAL ASSETS
The following is a summary of changes in capital assets during the year:
A. Governmental Activities

Balances Balances
9/30/2007 Additions Deletions 9/30/2008

Capital assets not being depreciated:

Land....cooeeie i $ 438,997 38,529 - 477,526
Construction in Progress..........co.veeenn.. 566,787 131,093 (697.,880) -
Total capital assets not being depreciated.. __ 1,005,784 169,622 (697,880) 477,526
Capital assets being depreciated:
Buildings.......oovvviiiiiii 676,698 818,152 - 1,494,850
Improvements other than buildings.......... 1,051,456 188,768 - 1,240,224
Machinery and equipment.................... 615,667 32,330 - 647,997
Total capital assets being depreciated......._ 2,343,821 1,039,250 - 3,383,071
Less accumulated depreciation for:
Buildings.......cooov v (249,031) (20,177) - (269,208)
Improvements other than buildings.......... (142,048) (22,372) - (164,420)
Machinery and equipment.................... (522,531) (38,104) - (560,635)
Total accumulated depreciation.............. (913,610) (80,653) - (994,263)
Total capital assets being depreciated, net. 1,430,211 958,597 - 2,388,808
Total capital assets, net........................ $ 2,435,995 1,128,219 (697,880) 2,866,334

Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental Activities:

General gOVEIMMENT. .. ... vt e e e e et et e e ee e e e e $ 14,092
PUBliC Safety. ... 20,447
Physical enVIFONMENT. .. ..ot e e 7,565
TranSPOITAtiON. .. ... e, 10,632
CUIUre/reCreatioN. .. ...t 27,917
Total depreciation expense - governmental activities.................... $ 80,653
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B. Business-Type Activities

Balances Balances
9/30/2007 Additions Deletions 9/30/2008

Capital assets not being depreciated:

Construction in Progress..........co.veeen... $ 120,546 52,779 (120,546) 52,779
Capital assets being depreciated:

Improvements other than buildings.......... 2,680,190 120,546 - 2,800,736

Machinery and equipment.................... 363,177 800 - 363,977

Total capital assets being depreciated.......__ 3,043,367 121,346 - 3,164,713
Less accumulated depreciation for:

Improvements other than buildings.......... (548,917) (62,877) - (611,794)

Machinery and equipment.................... (311,858) (12,174) - (324,032)

Total accumulated depreciation.............. (860,775) (75,051) - (935,826)

Total capital assets being depreciated, net. 2,182,592 46,295 - 2,228,887

Total capital assets, net........................ $ 2,303,138 99,074 (120,546) 2,281,666

There was no capitalized interest on outstanding tax-exempt debt obligations charged to completed and
uncompleted projects during the year. There was no interest earnings recognized from the temporary
investment of tax-exempt debt proceeds during the year. Depreciation expense for the year totaled
$75,051.

NOTE9 - LONG-TERM DEBT

The City’s long-term debt outstanding at September 30, 2008, is as follows:

Governmental Activities

Balance Current
Due Maturities
Capital Lease Obligations:

$8,158 capital lease for machinery and equipment, for the City's general

government activities, dated 3/10/2008, payable in monthly installments

of $174 through 2/10/2013, interest rate of 10.545%, secured with

machinery and equipment with a book value of $7,206 as of 9/30/2008. $ 7,347 1,379
$4,000 capital lease for machinery and equipment, for the City's police

department, dated 1/28/2008, payable in monthly installments of $102

through 12/28/2011, interest rate of 10.759%, secured with machinery

and equipment with a book value of $3,467 as of 9/30/2008.............. 3,344 908

Total governmental activities long-termdebt......................ool . $ 10,691 2,287
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A summary of changes in the City’s governmental activities long-term debt for the year is as follows:

Balances Balances
9/30/2007 Additions Deletions 9/30/2008

Capital Lease Obligations:

$8,158 capital lease dated 3/10/2008........ $ - 8,158 (811) 7,347
$4,000 capital lease dated 1/28/2008........ - 4,000 (656) 3,344
TotalS. .o, $ - 12,158 (1,467) 10,691

Annual debt service requirements to maturity, including principal and interest, on long-term debt
obligations are as follows:

Capital Lease Capital Lease

dated dated
Fiscal Year 3/10/2008 1/28/2008 Total
September 30, 2009........couiiiiii $ 2,088 1,224 3,312
September 30, 2010.......ccvuiieie e 2,088 1,224 3,312
September 30, 2011......ccciii 2,088 1,224 3,312
September 30, 2012.......coouiiiiie e 2,088 306 2,394
September 30, 2013......cooii 870 - 870
Total requirements..........coveviiiiiiie e e 9,222 3,978 13,200
I ] (=] (=) (1,875) (634) (2,509)
NEL AMOUNT... ..ttt e e e $ 7,347 3,344 10,691
Business-Type Activities
Balance Current
Due Maturities

Notes Payable:
State of Florida, Department of Environmental Protection-Drinking Water
State Revolving Fund Loan Agreement, 3.05% to 3.57% construction
loan dated 6/14/2000 in the amount of $1,377,456, with amendments
authorizing additional financing of $318,512, providing for an amended
obligation totaling $1,695,969, due semi-annually with payments of
$59,273 beginning 10/15/2003 through 4/15/2022.......................... $ 1,303,632 73,624

State of Florida, Department of Environmental Protection-Drinking Water
State Revolving Fund Loan Agreement, 2.77% construction loan dated
dated 6/5/2008 in the amount of $219,850 (amount drawn to date
$37,369), due semi-annually with payments of $7,341 until adjusted by

a final amendment, beginning 9/15/2009.............ccceiiiiiie i 37,369 6,204
Total business-type activities long-termdebt...........................o. $ 1,341,001 79,828
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A summary of changes in the City’s business-type activities long-term debt for the year is as follows:

Balances Balances
9/30/2007 Additions Deletions 9/30/2008

Notes Payable:
State of Florida Department of
Environmental Protection-Clean Water
State Revolving Fund Loans:

$1,695,969 loan dated 6/14/2000....... $ 1,339,499 - (35,867) 1,303,632
$219,850 loan dated 6/5/2008........... - 37,369 - 37,369
Totals. ... $ 1,339,499 37,369 (35,867) _ 1,341,001

Annual debt service requirements to maturity, including principal and interest, on long-term debt
obligations are as follows:

$1,695,969 $219,850
loan dated loan dated

Fiscal Year 6/14/2000 6/5/2008 Total
September 30, 2009.......c.it i $ 118,547 7,341 125,888
September 30, 2010......cvi it 118,547 14,682 133,229
September 30, 2011 .. ..o 118,546 14,682 133,228
September 30, 2012, .. ..oi it 118,546 2,987 121,533
September 30, 2013...... it 118,547 - 118,547
September 30, 2013 through 2018.............ccceevveennne. 592,731 - 592,731
September 30, 2019 through 2022............cccvvvennenen. 474,185 - 474,185
Total requirements... ..o iie i e 1,659,649 39,692 1,699,341
LESS: INTEIESE. ..t e, (356,017) (2,323) (358,340)
NEt AMOUNT. ...t i e e e e e $ 1,303,632 37,369 1,341,001

As a part of the Loan Agreement of the $1,695,969 loan dated June 14, 2000, the City is required to
establish and maintain a Loan Payment Reserve Account with a balance of at least $46,864 through
maturity and to make mandatory monthly payments to a Loan Payment Sinking Fund sufficient to service
the loan obligation. The City must also make mandatory monthly payments to a Loan Payment Sinking
Fund sufficient to service the loan obligation for the $219,850 loan dated June 5, 2008 beginning no later
than March 15, 2009. The notes payable to the State of Florida, Department of Environmental Protection,
State Revolving Fund Loan are secured by pledged revenues of the City collected in the Water Utility
Fund.
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NOTE 10 - EMPLOYEES’ PENSION PLANS
A. Florida Retirement System

Plan Description. The City contributes to the Florida (public employee) Retirement System of the State of
Florida, a cost-sharing multiple-employer retirement system created in December, 1970, that acts as a
common investment and administrative agent for municipalities and other qualifying political subdivisions
in the State of Florida. The defined benefit pension plan, which is administered by the State of Florida,
Department of Management Services, Division of Retirement, provides retirement and disability benefits
and death benefits to plan members and beneficiaries. All retirement legislation must comply with Article
X, Section 14 of the State Constitution and with Part VII, Chapter 112, Florida Statutes. The Florida
Retirement System issues a publicly available financial report that includes financial statements and
required supplementary information for the plan. That report may be obtained by writing to Division of
Retirement, P. O. Box 9000, Tallahassee, FL 32315-9000, or calling (850) 488-5706.

Funding Policy. The funding methods and determination of benefits payable are provided in the various
acts of the Florida Legislature, which created the fund, including subsequent amendments thereto. The
policy provides for monthly employer contributions at actuarially determined rates that, expressed as
percentages of annual covered payroll, are adequate to accumulate sufficient assets to pay benefits when
due based upon plan assumptions. Employer contribution rates are established by state law as a level
percentage of payroll. Employer contribution rates are determined using the entry-age actuarial cost
method. The consulting actuary recommends that rates based on the annual valuation, but actual
contribution rates are established by the Florida Legislature. If an unfunded actuarial liability reemerges as
a result of future plan benefit changes, assumption changes, or methodology changes, it is assumed any
unfunded actuarial liability would be amortized over 30 years, using level dollar amounts. Except for gains
reserved for rate stabilization, it is anticipated future actuarial gains and losses are amortized on a rolling
10% basis, as a level dollar amount.

The City’s contributions to the plan for the fiscal years ended September 30, 2008, 2007, and 2006 totaled
$71,425, $71,875, and $63,159, respectively. There were no employee contributions made during these
years. The following is a summary of employer contribution percentages for qualifying compensation paid
to general participants and special risk participants in effect during each of the past three fiscal years (rates
specified below include an additional 1.11% for the City’s option to include the health insurance subsidy
contribution):

Regular Special
Employees Risk
From July 1, 2005 to June 30, 2006..........cccevvevrvrerenenieneenns 7.83% 18.53%
From July 1, 2006 to June 30, 2007 .........cccoervevrvninienienieneenns 9.85% 20.92%
From July 1, 2007 to June 30, 2008..........ccccoerveveinrerererennes 9.85% 20.92%
From July 1, 2008 to September 30, 2008...........cccecvvevvvernnnne. 9.85% 20.92%
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B. Municipal Police Officers’ Retirement Trust Fund - Defined Benefit Pension Plan

Plan Description. The City contributes to the Florida Municipal Pension Trust Fund Defined Benefit Plan
and Trust (the “Plan’), a single-employer defined benefit plan which is administered by Florida League of
Cities, Inc., P. O. Box 1757, Tallahassee, FL 32302-1757. Under Resolution No. 95-5, the City established
this Plan for all full-time sworn police officers hired on or after January 1, 1996, by temporarily revoking
its prior participation in the Florida Retirement System pursuant to Chapter 95-338, Laws of Florida with
respect to such employees. As of October 1, 2008, there were 5 active participating members enrolled in
the Plan, and one deferred (terminated) vested participant only due a refund of employee contributions.
There were no retired, disabled (receiving benefits from the Plan), beneficiaries receiving benefits nor any
terminated employees entitled to but not yet receiving benefits from the Plan. The funding methods,
determination of benefits payable, and cost-of-living adjustments provided to members and beneficiaries
are provided pursuant to the applicable provisions of Chapter 185, Florida Statutes. This statute provides,
in general, that funds are to be accumulated from employee contributions, City contributions, State
appropriations (from casualty insurance premium excise taxes), and income from investments from
accumulated funds. The act also provides that should the accumulated funds at any time be insufficient to
meet and pay the benefits due, the City shall supplement the funds by an appropriation from current funds
or from any revenue which may be lawfully used for said purposes in an amount sufficient to make up the
deficiency. No stand-alone financial report is issued for the Plan.

Basis of Accounting. The financial statements of the Plan are prepared using the accrual basis of
accounting. Plan member contributions are recognized in the period in which the contributions are due.
The City’s contributions are recognized when due and a formal commitment to provide the contributions
has been made. Benefits and refunds are recognized when due and payable in accordance with the terms of
the plan.

Method Used to Value Investments. Plan investments are reported at fair value and are managed by an
independent third party money manager. Investments that do not have an established market are reported at
estimated fair value. Performance reporting, administrative expenses, and the City’s asset valuation are
based on the custodians’ determination of value. Administrative costs of the Plan are financed through
investment earnings or, at the exclusive annual option of the City, from expense reimbursements made by
the City.

Funding Policy. The contribution requirements of Plan members and the City are established and may be
amended by the State Legislature. Plan members are required to contribute 1% of their annual covered
salary. The City is required to contribute at an actuarially determined rate; the current rate is 30.19% of
annual covered payroll. State appropriations (from casualty insurance premium excise taxes) received by
the City are used to reduce the annual commitment of the City.
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Annual Pension Cost and Net Pension Obligation. The City’s annual pension cost and net pension
obligation of the Plan based on the actuarial valuation dated October 1, 2008 is as follows:

2006/2007 2007/2008

Plan Year Plan Year

Annual required contribution ..o $ 64,948 70,858
Interest on net pension obligation...........cccccceveviveiieviec e, 0 0
Adjustment to annual required contribution...............c..cc.o..... 0 0
ANNUal PENSION COSE ....vvvieiiiieiere e 69,948 70,858
Contributions Made .........ccooviiiiiiie e (54,992) (59,041)
Increase (decrease) in net pension obligation............c..c.c....... 9,956 (8,102)
Net Pension Obligation (NPO):

Beginning of Year..........ccoovii i 0 9,956

ENd OF YEAr ..o $ 9,956 1,854

The City’s annual required contribution for the current year was determined as part of the October 1, 2008,
actuarial valuation using the aggregate actuarial cost method. Under this method, the present value of
pension benefits, less all assets, are equated to the present value of future employer contributions, and of
future employee contributions, if any. The actuarial assumptions included (a) 7.50% per annum investment
rate of return, (b) projected salary increases of 5.36% per year. Both (a) and (b) included an inflation
component of 3.50%. The assumptions did not include any post-retirement benefit increases. The actuarial
value of assets was determined using techniques that smooth the effects of short-term volatility in the
market value of investments over a four year period. There was an unfunded actuarial liability at October
1, 2008 in the amount of $48,129.

NOTE 11 - EXCESS EXPENDITURES OVER REVENUES

The General Fund incurred expenditures in excess of revenues in the amount of $91,120. This was an
anticipated planned use of General Fund surplus funds.

The General Trust Fund incurred expenditures in excess of revenues in the amount of $148.

NOTE 12 - RISK MANAGEMENT

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters, all of which are insured by general
liability insurance. Commercial insurance policies are also obtained for all risks of loss, including
workers’ compensation and employee health and accident insurance. Settled claims resulting from these
risks have not exceeded commercial insurance coverage in any of the last three years.
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NOTE 13 - COMMITMENTS AND CONTINGENCIES

Amounts received or receivable from grantor agencies in current and prior years are subject to audit and
adjustment by grantor agencies, principally the federal and state governments. Any disallowed claims,
including amounts already collected, may constitute a liability of the applicable fund(s). The amount, if
any, of expenditures which may be disallowed by the grantor cannot be determined at this time although
the City expects such amounts, if any, to be immaterial.

The City is from time to time engaged in routine litigation incidental to the conduct of its municipal

affairs. In the opinion of the Counsel to the City, no other legal proceedings are pending or threatened
which may materially affect the financial condition of the City.
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REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

For the Fiscal Year Ended September 30, 2008

CITY OF LAKE HELEN, FLORIDA
Variance with
Final Budget

Budgeted Amounts Actual Favorable
Original Final Amounts  (Unfavorable)
Revenue:
Taxes:
Property taxXes.......ocooveeereeneie e $ 620,000 620,000 599,372 (20,628)
Local option gas taXes........cccevereeeereneerinsnanes 60,000 60,000 56,415 (3,585)
State-casualty insurance premium tax................. - - 15,638 15,638
Utility Service taxes........cccovvvevveerenenienrseereee. 244,500 244,500 248,639 4,139
Local buSINESS taXes........covvvveeeirriieeiiiieeessvieeens 10,500 10,500 11,985 1,485
935,000 935,000 932,049 (2,951)
Permits and Fees:
Franchise feeS.......oovviveiicii e, 141,000 141,000 151,596 10,596
Building permits.........cccooeieiviiinieiee e 10,000 10,000 14,074 4,074
Other permits and fees.........ccccceveverrieiceerenennnen, 8,500 8,500 4,692 (3,808)
159,500 159,500 170,362 10,862
Intergovernmental Revenue:
State grantS.......coveveeereiiee e 104,000 104,000 114,062 10,062
State Shared Revenues:
State revenue sharing proceeds.............ccccuenee.. 98,000 98,000 88,069 (9,931)
Mobile home lICENSES. ......coeevvvveeiiieee e 6,000 6,000 5,602 (398)
Alcoholic beverage licenses..........cccccceeerennen. 750 750 148 (602)
Local half-cent sales taX........ccccceevvvvecvveeereennnn, 150,000 150,000 133,511 (16,489)
Motor fuel tax rebate.........ccevveeeeiiveciiiiieeeeie 1,000 1,000 894 (106)
Other Shared Revenues:
County and other grants............cccocveevereinennnne. 536,346 536,346 382,530 (153,816)

896,096 896,096 724,816 (171,280)

Charges for Services:

General government...........ccoceeeeeveveerenneceeniene 250 250 643 393
Public safety.........ccooviiiniiccc 300 300 350 50
Garbage/solid Waste...........cccoovrieriiireiiieieen 160,000 160,000 162,349 2,349

206,793 206,793

Creative Arts Café revenue.......c.ccceveveevveeeenennn, - -
160,550 160,550 370,135 209,585

Fines and Forfeitures:
COUIE CASES. ..ttt e e e 47,500 47,500 29,618 (17,882)

Local ordinance violations.........cccccccvveeeiveveneeenn - - 12,831 12,831
47,500 47,500 42 449 (5,051)
Miscellaneous Revenues:

INVeStMENt earningsS........ccocvevevveeerere e 40,500 40,500 25,958 (14,542)
Rents and royalties...........cccccooeiiicveieniiie e 2,000 2,000 7,345 5,345
Development impact fees..........cccevevvrveinienens 6,000 6,000 2,300 (3,700)
Miscellaneous reVeNUES.........ccveevveeeeiieecieeieeneens 17,000 17,000 42 840 25,840
65,500 65,500 78,443 12,943

Total FEVENUE.....eeeeeeeeeeeeeeeee e, 2,264,146 2,264,146 2,318,254 54,108
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Variance with

Final Budget
Budgeted Amounts Actual Favorable
Original Final Amounts  (Unfavorable)
Expenditures:
General Government:
Legislative:
Personal SErVICES........vvvvveeeiiiieeiieieee e e $ 24,100 24,100 24,866 (766)
Operating expenditures............cooerereeiennnnnns 3,800 3,800 2,234 1,566
Capital outlay........ccoevviiiiiiie e - 16,116 16,116 -
27,900 44,016 43,216 800
Executive:
Personal services 110,600 110,600 108,257 2,343
Operating expenditures 2,000 2,000 687 1,313
112,600 112,600 108,944 3,656
Financial and Administrative:
Personal SErVICES........vvvvveeeiiiieeiiieeee e 38,100 38,100 43,154 (5,054)
Operating expenditures............cooervreevernnnnns 25,000 25,000 33,080 (8,080)
63,100 63,100 76,234 (13,134)
Legal Counsel:
Operating expenditures............cooervreeiennannns 45,000 45,000 59,012 (14,012)
Other General Government:
Personal SErVICES........vvvviveeiieieeiieeeee e v 128,200 128,200 104,821 23,379
Operating expenditures............cooervreeierennnns 150,300 179,912 181,769 (1,857)
Capital outlay..........ccooveiiriiiiiecee 582,846 606,210 365,879 240,331

861,346 914,322 652,469 261,853

Total general government...............cccoe..... 1,109,946 1,179,038 939,875 239,163

Public Safety:
Law Enforcement:

Personal SErVICES........uvvvveeeieiieeiiieeee e 464,700 464,700 507,675 (42,975)
Operating expenditures............cooervreeiennennns 79,000 79,000 80,163 (1,163)
Capital outlay..........ccovveiiiiiiiirecee 1,500 1,500 4,000 (2,500)
545,200 545,200 591,838 (46,638)
Protective Inspections:

Operating expenditures............ccooervreeiennnnnns 16,500 16,500 21,569 (5,069)

Emergency and Disaster Relief Services:
Operating expenditures............cooerereeienennnns - - 4,523 (4,523)
Total public safety.........ccccooerviiiiiiicnne, 561,700 561,700 617,930 (56,230)

Physical Environment:
Garbage/Solid Waste Control Services:
Operating expenditures..........c.ccooerereeiernannns 160,000 160,000 164,216 (4,216)

Total physical environment ....................... 160,000 160,000 164,216 (4,216)
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Variance with
Final Budget

Budgeted Amounts Actual Favorable
Original Final Amounts  (Unfavorable)
Transportation:
Road and Street Facilities:
Personal SErVICES........uvvvvveeiiieeeiiieeee e $ 120,450 120,450 126,790 (6,340)
Operating expenditures..........c.coeervreeeenennnns 91,000 91,000 85,553 5,447
Capital outlay........cccoevviiiiiiiie e - - 2,707 (2,707)
Total transportation...........cc.cccecvveveveeneenenn. 211,450 211,450 215,050 (3,600)
Culture/Recreation:
Parks and Recreation:
Personal SErVICES........uvvvveeeiiiieeiiieeee e 96,850 96,850 80,537 16,313
Operating expenditures............ccooervreeiennnnnns 65,500 65,500 99,217 (33,717)
Capital outlay..........ccovreiiiiiiiiecee 2,500 2,500 83,210 (80,710)
164,850 164,850 262,964 (98,114)
Creative Arts Café:
Personal SErVICES........vvvviveeiieieeiieeeee e v - - 64,804 (64,804)
Operating expenditures............cooervreeierennnns - - 165,508 (165,508)
Capital outlay........cccoevviieiiieie e - - 2,580 (2,580)
- - 232,892 (232,892)
Total culture/recreation...........ccccceeeveruennen. 164,850 164,850 495,856 (331,006)
Debt Service:
Principal.......cccooooeiii - - 1,467 (1,467)
INEEIEST. ...t - - 669 (669)
Total debt service.......cccoovveevvicciii - - 2,136 (2,136)
Total expenditures...........ccoeveeercinicnnnen. 2,207,946 2,277,038 2,435,063 (158,025)
Excess of revenue over (under)
EXPENAITUIES. ..o 56,200 (12,892) (116,809) (103,917)
Other Financing Sources (Uses):
Transfers in (OUL).......cccooeveveieeeie e, - - 13,531 13,531
Capital lease proceeds..........cccocveveverveiennnnns - - 12,158 12,158
Appropriated fund balance................cccceeueneen. (56,200) 12,892 - (12,892)
Total other financing sources (Uses)........... (56,200) 12,892 25,689 12,797
Net change in fund balance........................ - - (91,120) (91,120)
Fund balance, beginning of year..........cc.cccccoeeveenene 742,948 742,948 742,948 -
Fund balance, end of year...........cccocvovvieneiiennnee $ 742948 742,948 651,828 (91,120)




REQUIRED SUPPLEMENTARY INFORMATION
BUDGETARY COMPARISON SCHEDULE - STORMWATER MANAGEMENT FUND
For the Fiscal Year Ended September 30, 2008
CITY OF LAKE HELEN, FLORIDA
Variance with

Final Budget
Budgeted Amounts Actual Favorable
Original Final Amounts  (Unfavorable)
Revenue:
Permits and Fees:
Stormwater PErmMitS........cccoovevereeieeieneneserieeeneas $ - - 489 489
Intergovernmental Revenue:
Grants from other governments............cc.cccce..... 30,000 30,000 28,850 (1,150)
Charges for Services:
Stormwater management..........cocceevveeveerienienne. 47,000 47,000 48,384 1,384
Total revenue.........ccocoveeevecee 77,000 77,000 77,723 723
Expenditures:
Transportation:
Stormwater Management:
Personal SErVICES........uvvviveeiiiieeiieeeee e v 9,850 9,850 8,866 984
Operating expenditures...........ccooervreeierennnns 60,000 60,000 11,741 48,259
Capital outlay........cccoeviiiiiiie e - 36,500 36,500 -
Total transportation...........cc.cccecvveverenenenn. 69,850 106,350 57,107 49,243
Total expenditures...........ccooovvevevenencinne. 69,850 106,350 57,107 49,243
Excess of revenue over (under)
EXPENTITUIES. ... 7,150 (29,350) 20,616 49,966
Other Financing Sources (Uses):
Appropriated fund balance................ccoceeuenen. (7,150) 29,350 - (29,350)
Total other financing sources (Uses)........... (7,150) 29,350 - (29,350)
Net change in fund balance........................ - - 20,616 20,616
Fund balance, beginning of year..........cc.cccoceevennene (1,290) (1,290) (1,290) -
Fund balance, end of year...........cccccvoviieneiiennnene $ (1,290) (1,290) 19,326 20,616
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Budgeted Amounts Actual
Original Final Amounts Variance
Revenue:

INvestment arnings..........ccoveeveeeenenieeeseeee e $ - - 13,383 13,383
Total reVenue.........ccoceveeeveccc - - 13,383 13,383

Other Financing Sources (Uses):
Transfers in (OUL)......cccoocveeriieereee e - - (13,531) (13,531)
Total other financing sources (Uses)........... - - (13,531) (13,531)
Net change in fund balance........................ - - (148) (148)
Fund balance, beginning of year..........cc.cccccvevennene 350,300 350,300 350,300 -
Fund balance, end of year...........cccccveviiiniiinnnnne $ 350,300 350,300 350,152 (148)
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MUNICIPAL POLICE OFFICERS' RETIREMENT TRUST FUND
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CITY OF LAKE HELEN, FLORIDA

SCHEDULE OF FUNDING PROGRESS (1)

Actuarial UAAL as a
Actuarial Actuarial Accrued Unfunded Percentage
Valuation Value of Liability AAL Funded Covered of Covered
Date Assets (AAL) (UAAL) Ratio Payroll Payroll
10/01/03 $114,340 $114,340 $0 100.0% $142,931 0.0%
10/01/06 $242,346 $242,346 $0 100.0% $204,913 0.0%
10/01/08 $349,903 $398,032 $48,129 88.0% $193,463 24.9%

SCHEDULE OF EMPLOYER CONTRIBUTIONS

Annual Annual

Year Required Percent Pension Percent

Ended Contribution Contributed Cost Contributed
09/30/03 $21,911 100% $21,911 100%
09/30/04 $26,543 100% $26,543 100%
09/30/05 $28,096 100% $28,096 100%
09/30/06 $29,604 100% $29,604 100%
09/30/07 $64,948 100% $64,948 100%
09/30/08 $70,858 100% $70,858 100%

The information presented in the required supplementary schedules was determined as part of the actuarial

valuations at the date indicated. Additional information as of the latest actuarial valuation follows:

Valuation date October 1, 2008
Actuarial cost method Aggregate
Amortization method Not applicable
Amortization period Not applicable
Asset valuation method Market value
Actuarial assumptions:
Investment rate of return 7.50%
Projected salary increases 5.36%
Includes inflation at 3.50%
Cost-of-living adjustments 0.00%

(1) Plans that use the aggregate actuarial cost method in accordance with the parameters of GASB
Statement No. 25, Financial Reporting for Detfined Benefit Pension Plans and Note Disclosures for
Detined Contribution Plans, are required to present the required schedule ot employer contributions.
They are not required to present a schedule of funding progress but should disclose that the aggregate
method is used as required by paragraph 40a. (GASB #25, footnote 17)
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BRENT MILLIKAN & COMPANY, P.A.

CERTIFIED PUBLIC ACCOUNTANTS

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

The Honorable Mayor, and
Members of the City Commission
City of Lake Helen, Florida

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of City of Lake Helen, Florida, as of and for the
year ended September 30, 2008, which collectively comprise the City of Lake Helen, Florida’s basic
financial statements and have issued our report thereon dated November 30, 2009. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered City of Lake Helen, Florida’s internal control over
financial reporting as a basis for designing our auditing procedures 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 of Lake Helen, Florida’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the City of Lake Helen, Florida’s internal control over financial
reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the City of Lake Helen, Florida’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there is
more than a remote likelihood that a misstatement of the City of Lake Helen, Florida’s financial statements
that is more than inconsequential will not be prevented or detected by the City of Lake Helen, Florida’s
internal control. We consider the deficiencies described in the accompanying schedule of findings and
responses as 2008-1 through 2008-5 to be significant deficiencies in internal control over financial
reporting.
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The Honorable Mayor, and
Members of the City Commission

City of Lake Helen, Florida

Page 2 of 2

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

Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies and, accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses. However, of the significant deficiencies
described above, we consider items 2008-1 through 2008-4 to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether City of Lake Helen, Florida’s financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed instances of noncompliance or other matters that are required to
be reported under Government Auditing Standards and which are described in the accompanying schedule
of findings and responses as item 2008-6 through 2008-8.

We noted certain matters that we reported to management of City of Lake Helen, Florida, in a separate
letter dated November 30, 2009.

City of Lake Helen, Florida’s response to the findings identified in our audit is described in the
accompanying schedule of findings and responses. We did not audit City of Lake Helen, Florida’s
response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management, the City Commission, others

within the entity, and federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

Bret Millibr $ Co., Chs

November 30, 2009
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SCHEDULE OF FINDINGS AND RESPONSES
Year Ended September 30, 2008
CITY OF LAKE HELEN, FLORIDA

Internal Control Over Financial Reporting

2008-1 Year End Closing Procedures

During the conduct of the current and prior years’ audits, we continued to note that the City is
experiencing significant delays in its accounting and reporting processes. We have observed this is mainly
due to an understaffed finance department and turnover of accounting personnel. The lack of accounting
staff results in neglect of accounting duties and contributes to delays in processing accounting
information, including cash receipts and cash disbursements processing. This, we believe, is a situation
that breeds inefficiency and weakens internal controls. As a direct result of these conditions, you have
continued to experience increasing delays in performing essential year-end closing procedures that are
essential to both the City’s financial reporting requirements and the related independent audit process.
This year, we also noted that the City was not adequately prepared for the annual audit of the financial
statements causing a substantial delay in our audit process. This included obtaining an accurate final
general ledger and the development of adequate supporting schedules for balances in the general ledger.
Due to significant changes in Government Auditing Standards, issued by the Comptroller General of the
United States pertaining to independence, our firm can no longer assist the City in the preparation of
workpapers or development of account balances that we must also audit. Furthermore, we noted that no
formal procedures have been developed or employed to provide adequate assurance that all pre-closing
accounting activities have been appropriately resolved and/or completed prior to the closing of the
accounting records and rollover to the subsequent accounting period. All of the above factors contributed
to the significant delays in the ability to finalize the year-end financial statements. In addition, the audited
financial statements often include material adjusting journal entries in order for account balances to be
reported in conformity with generally accepted accounting principles and to correct potential material
misstatements. Also, the delay in the audit function limits the use of the final financial statements in the
preparation of the budget for the upcoming year.

Recommendation: We strongly recommend that formal written year-end closing procedures be
established and strictly followed to ensure that all pre-closing requirements are timely recognized
and resolved prior to performing the City’s mandatory accounting closeout procedures, as well as
reducing the non-financial administrative responsibilities for the accounting staff. This can be
achieved by either hiring additional employees in the administrative department, or by
transferring the administrative duties to other employees who have more available time. This
change will greatly benefit the organization with more efficient accounting processes that produce
more timely financial statements, which will aid in the planning and budgeting process.

Auditee Response: Staff turnover and staff workload continues to contribute to the issues raised.
Staff will recommend to the City Commission that consultant assistance be employed to assist in
addressing the Auditor’s recommendation.

2008-2 Cash Disbursements

During our in-depth review of the City’s accounting systems, internal control environment and operating
procedures and controls related to the cash disbursements function, we continued to note that a significant
number of these tasks, most of which are typically delegated to more than one individual for control
purposes, are the sole responsibility of a single employee due to the limited number of staff available in
the finance area. At the present time, this person is responsible for preparing vendor checks, maintaining
all related procurement documentation, receiving and reviewing unopened bank statements and cancelled
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checks, preparing bank reconciliations, and recording all related financial accounting data (by data entry
into the City’s computer systems) associated with these functions. The existence of these conditions
(primarily from the limitations on the number of personnel) causes the City to assume substantial
additional risks from its lack of ability to appropriately delegate these essential control responsibilities to
more than one individual to strengthen administrative oversight and to ensure significant independent
review of these functions.

Recommendation: In order to mitigate the increased risk of potential misappropriation of funds,
and the subsequent unidentified concealment of such activities, we continue to recommend that
procedures be considered to ensure that an independent person receives and reviews unopened
bank statements and cancelled checks. Similarly, we also recommend that an independent person
be designated to review and approve all completed bank reconciliations. These important control
procedures usually take no more than one hour each month to complete and to provide an
independent cursory and/or supervisory function that can help prevent or detect improper or
unauthorized disbursements. Note that this comment is not meant to imply that we identified
unauthorized disbursements, but that additional controls could reduce the risks.

Auditee Response: As noted, current staffing levels limit the City’s ability to fully implement the
Auditor’s recommendation. Staff believes that partial implementation of the recommendation
(receiving and reviewing unopened bank statements and cancelled checks) can be achieved with
limited difficulty with current staffing. However, since the Finance Manager is the sole employee,
and supervisor, of the Finance Department, implementing the recommendation to have an
independent person review and approve all completed bank reconciliations (which task is
performed by the Finance Manager), is not accomplishable without employing outside assistance.

2008-3 Convert to Computerized Asset System for Property and Equipment

As has been the case for many years, we continued to note that the City has developed computerized
spreadsheets to document its fixed assets inventories. As these records are separately produced and
maintained, they are not integrated into the City’s automated financial accounting systems. Instead, the
records are updated annually on a manual, batch entry basis. While reviewing the City’s records, we also
continued to note the existence of several assets that had not been correctly recorded in the City’s records.
Similarly, we also noted that due to a lack of physical inventory procedures, there may be assets recorded
in the City’s records that are no longer in use.

While asset capitalization thresholds have changed substantially over the years, many governmental units
have implemented policies that specifically place emphasis on monitoring their investments in assets that
are susceptible to misappropriation or theft. Typically, these investments are composed of electronic
equipment and other personal property that are small in size relative to their costs (i.e., desktop/laptop
computers, printers, audio/visual equipment, firearms, etc.). The asset types in question are (1) used more
frequently, (2) capable of being shared by more than one employee, (3) readily usable by virtually
everyone in, or outside, of their work environment, and (4) more susceptible to theft for these reasons.
While your current capitalization policies require the inventorying of these asset types, we noted that no
steps were taken during the year to document the performing of an annual physical inventory of tangible
personal property. Although Section 41, Chapter 2006-122, Florida Laws, repealed the Auditor General
of Florida’s rulemaking authority as it relates to governing the management and inventorying of tangible
personal property, we noted that no similar authoritative procedures have been developed by the City that
require these procedures.
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Recommendation: We continue to strongly recommend the City consider converting this
important process to a formal computerized asset management system designed to accumulate
asset cost, calculate depreciation expense and provide for documenting location and custodial
control. These types of fixed asset accounting systems have been refined over the years and now
can be purchased at a very reasonable cost. This will eliminate a significant amount of manual
record keeping duties, make operations more efficient and provide more accurate information
with which to make business decisions regarding fixed assets.

We also recommend that you should perform a complete physical inventory of the City’s fixed
assets, which will be the best and most efficient method for developing an accurate listing of all
fixed assets. Additionally, this will allow the City to develop procedures whereby the fixed asset
listing is reconciled to the general ledger, which will ensure an accurate accounting for assets.
Specifically, the listing should include the following data:

Description of the asset

Cost, voucher number, and vendor name

Date placed in service

Estimated useful life

Depreciation method

Depreciation expense and accumulated depreciation for the year
Date asset was retired and selling price if applicable

Complete information such as the above on all fixed assets would provide excellent control for
the safeguarding of these assets, which are a significant cost of the City. A better assessment and
evaluation could also be made regarding the reliability of certain fixed assets, and the timing and
need for their essential replacement.

We also recommend that performing annual physical inventory counts of tangible personal
property delegated to the City’s department heads for custody and control is a good accounting
practice, a strong deterrent to theft, and the best means possible to adequately control your
government’s more prevalent fraud risks over property and equipment. Furthermore, we
recommend that you should consider adopting the Rules of the Auditor General, Chapter 10.400,
as they currently exist and are amended in the future, until such time as the Florida Department of
Financial Services issues revised rulings over the custodial maintenance of these assets.

Auditee Response: Staff has investigated the potential for addressing this recommendation and
has determined that a software module is available for the City’s new financial management
system software that will allow for the implementation of computerized asset management. The
City Commission will be apprised of the availability and cost of the module, and a determination
will be made as to whether the implementation of the recommendation warrants the purchase of
the module.
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2008-4 Payroll Process and Reconciliation

During the current year’s audit, we noted that the City had not performed a bank reconciliation for payroll
accounts since September 2007. Although the reconciliation process has become more difficult in recent
years due to the City maintaining separate payroll accounts in each of its operating funds, timely
reconciliations will substantially increase control over cash and payroll expenditures. Monthly
reconciliations will allow for all differences to be investigated on a timely basis by accounting personnel
so that errors and adjustments can be quickly identified and corrected. Due to limited accounting staff,
bank reconciliations are performed and reviewed by the same person, therefore, there is not a proper form
of checks and balances in place. An appropriate process would include a review by another staff member,
such as the City Clerk, or City Administrator. Similarly, the payroll liabilities and expenditures in the
general ledger did not reflect the actual activity during the year. The lack of reconciliation leads to
inaccurate stated account balances during the year, as well as year-end, which leads to misleading reports
issued to management.

Recommendation: We strongly recommend that procedures be in place to ensure that all cash
accounts are reconciled on a monthly basis and in a timely manner, and that all discrepancies are
identified, investigated, and resolved. We would also suggest that a procedure be in place that
allows for a member of management to review reconciliations and investigate discrepancies
independently for a stronger control of cash. Likewise, we propose that a similar process be in
place to reconcile payroll liability and expenditure accounts to actual activity. This can be
accomplished by reconciling payroll to W-2 income forms and other forms which are required by
the Internal Revenue Service, as well as retirement and pension plans. An employee other than the
payroll processor should review these reconciliations and perform an independent review of
payroll records for stronger controls over cash and payroll related expenditures.

Auditee Response: Staff will recommend to the City Commission that consultant assistance be
employed to assist in addressing the Auditor’s recommendation.

2008-5 Accounts Payable Reconciliation

During the current year’s audit, we continued to note that the City is experiencing difficulty in reconciling
the computerized accounts payable subsidiary ledger with the general ledger. This was because the
accounts payable subsidiary is a “real time” application. There were entries posted to the general ledger
for year end after the close of year end, but since there were also credits posted to the subsidiary ledger
after year end the accounts payable aging analysis did not agree with the general ledger. As a result of
these actions, we were not able to ascertain that monthly reconciliations between the balances in the
general ledger, the subsidiary ledger and the open invoices were being performed. The lack of this control
feature allows for differences to occur and accumulate over a period of time. Ultimately, the
determination of the actual payables balance is virtually impossible without a significant time investment
in a lengthy reconciliation process.

Recommendation: We recommend that the accounts payable aging analysis should be printed on
the last day of the year and be reconciled to the general ledger on a timely basis. All additional
accounts payable applicable to the prior year should be accumulated and posted by journal entry
to a new accounts payable account set up for this purpose. By use of this method one could easily
identify the individual components of the accounts payable detail. We also suggest that the open
invoice file be reconciled with the balance in the general ledger at the end of every month. If any
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differences exist, they should be investigated and resolved promptly. These procedures will
ensure that the balance in the general ledger reflects the accurate accounts payable balance
supported by the subsidiary system.

Auditee Response: The City is in the process of implementing a new financial management system
that should be instrumental in addressing the Auditor’s recommendation.

Compliance and Other Matters

2008-6 Net Pension Obligation

In 1995, the City established a defined benefit pension plan for its municipal police officers pursuant to
the provisions of Chapter 185, Florida Statutes. Since the assets and related plan commitments had not
accumulated to amounts of relative significance overall, the trustees previously elected to not contract
with an actuary to perform annual actuarial valuations.

In recent years, we have noted that significant plan changes and amendments have been made without
first obtaining the necessary actuarial information that adequately measures and discloses the total effect
of the related pending plan amendments. As a result, pension plan liabilities have substantially increased
between the periods of the actuarial valuations solely because of these significant plan amendments.
Furthermore, the amounts required to be contributed to the plan by the City are not adequately calculated
or contributed in a timely manner, some of which have been materially over- or under-funded.

During the current year, we also noted that the City did not contribute the full amount of the required
contribution to the police plan, which was required to be supplemented in the fiscal year ending
September 30, 2009.

Recommendation: We recommend that you encourage the plan’s trustees to include in the
actuarial valuations the City’s assumed pension obligations and mandatory contribution
requirements for two years, rather than the current method of only calculating one year and
having no guidelines to follow for the second. We also recommend that all required plan
contribution and funding deficiencies be corrected at the earliest possible convenience.

Auditee Response: Pension Trust Fund actuarial valuations are performed biennially, per Trust
Fund stipulations. Annual outstanding pension obligations, if any, are corrected by the City upon
notification by the FMIT (Pension Plan Trustee). The Auditor’s recommendation has been
previously provided to the FMIT. The FMIT has not acted upon the recommendation.

2008-7 Audit Filing Requirements

During the past year, the City experienced significant difficulties and delays in preparing for its annual
audit. As a direct result of the delay, this year the City did not submit its” Annual Financial Report to the
Department of Financial Services no later than 12 months after the end of the fiscal year as is required
pursuant to Section 218.32(1), Florida Statutes. Similarly, the City did not submit a copy of its audit report
to the Florida Auditor General no later than 12 months after the end of the fiscal year as is required
pursuant to Section 218.39(1), Florida Statutes.

52



SCHEDULE OF FINDINGS AND RESPONSES - (Continued)
Year Ended September 30, 2008
CITY OF LAKE HELEN, FLORIDA

Recommendation: We recommend that procedures be implemented to ensure compliance with all
federal, state, and local audit completion requirements. We also recommend that management
review Finance Department staffing and assess the capabilities of personnel to determine what
action may be required to accelerate the delivering of its annual report in the next fiscal year.

Auditee Response: City financial staff turnover, subsequent ,financial staff transition issues, and
extended financial staff learning curve issues resulted in the noted difficulties. The current year’s
situation was an anomaly and is not expected to occur in future years.

2008-8 Long-term Debt Rate Coverage

During the current year, the City failed to maintain the required rate coverage of 1.15 times the sum of the
semiannual loan payments due for its’ State of Florida, Department of Environmental Protection-
Drinking Water State Revolving Fund Loan Agreement, dated June 14, 2000. Pursuant to Article V,
Section 5.01 of the Loan Agreement, the City shall maintain rates and charges for the services furnished
by the Water System which will be sufficient to provide, in each Fiscal Year, Pledged Revenues equal to
or exceeding 1.15 times the sum of the Semiannual Loan Payments due in such Fiscal Year. Accordingly,
the City did not comply with this long-term debt covenant.

Recommendation: We recommend that the City review its current billing rates to ensure that all
normal operating and maintenance expenses are covered, as well as all debt service requirements.
A billing rate study would be beneficial to ensure that the City is correctly charging for services
similarly to that of neighboring municipalities of similar size and environment, and a in depth
review of operating and maintenance expenses being charged to the Water Utility Fund, to ensure
that only Water Utility activities are being allocated to the abovementioned Fund.

Auditee Response: Water rate increases were delayed in order to minimize financial impact to
consumers during the current recession. SRF loan payments have been made on time and without
financial difficulty. The Water Utility Fund has sufficient reserves available to address loan
*““coverage” issues should they arise. Staff will conduct a rate study in Fiscal Year 2009-2010.
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BRENT MILLIKAN & COMPANY, P.A.

CERTIFIED PUBLIC ACCOUNTANTS

The Honorable Mayor, and
Members of the City Commission
City of Lake Helen, Florida

We have audited the financial statements of the City of Lake Helen, Florida, as of and for the fiscal year
ended September 30, 2008, and have issued our report thereon dated November 30, 2009.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America; and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. We have issued our Independent Auditor’s Report
on Internal Control over Financial Reporting and Compliance and Other Matters, and Schedule of
Findings and Responses. Disclosures in that report and schedule, which are dated November 30, 2009,
should be considered in conjunction with this management letter.

Additionally, our audit was conducted in accordance with Chapter 10.550, Rules of the Auditor General,
which governs the conduct of local governmental entity audits performed in the State of Florida. This
letter includes the following information, which is not included in the aforementioned auditor’s report or
schedule:

e Section 10.554(1)(i)1., Rules of the Auditor General, requires that we determine whether or not
corrective actions have been taken to address findings and recommendations made in the
preceding annual financial audit report. Corrective actions have been taken to address findings
and recommendations made in the preceding annual financial audit report, except as noted in the
accompanying pages under the heading Prior Year Matters.

e Section 10.554(1)(i)2., Rules of the Auditor General, requires our audit to include a review of the
provisions of Section 218.415, Florida Statutes, regarding the investment of public funds. In
connection with our audit, we determined that the City of Lake Helen, Florida, complied with
Section 218.415, Florida Statutes.

e Section 10.554(1)(i)3., Rules of the Auditor General, requires that we address in the management
letter any recommendations to improve financial management. In connection with our audit, our
recommendations are noted in the accompanying pages under the headings Prior Year Matters
and Current Year Matters.

e Section 10.554(1)(i)4., Rules of the Auditor General, requires that we address violations of
provisions of contracts or grant agreements, or abuse, that have an effect on the financial
statements that is less than material but more than inconsequential. In connection with our audit,
we did not have any such findings.
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The Honorable Mayor, and
Members of the City Commission

City of Lake Helen, Florida

Page 2 of 2

e Section 10.554(1)(i)5., Rules of the Auditor General, provides that the auditor may, based on
professional judgment, report the following matters that have an inconsequential effect on
financial statements, considering both quantitative and qualitative factors: (1) violations of
provisions of contracts or grant agreements, fraud, illegal acts, or abuse, and (2) control
deficiencies that are not significant deficiencies. In connection with our audit, our
recommendations are noted in the accompanying pages under the heading Current Year Matters.

e Section 10.554(1)(i)6., Rules of the Auditor General, requires that the name or official title and
legal authority for the primary government and each component unit of the reporting entity be
disclosed in this management letter, unless disclosed in the notes to the financial statements. The
City of Lake Helen, Florida, is a municipal corporation created under the general Laws of Florida,
October, 1888. The City adopted its first charter in April, 1945, under the provisions of Senate
Bill No. 627 and the Municipal Home Rule Power Act, Florida Statutes Chapter 166. The legal
authority for the primary government is disclosed in Note 1 of the notes to financial statements.
The City of Lake Helen, Florida reported ho component units.

e Section 10.554(1)(i)7.a., Rules of the Auditor General, requires a statement be included as to
whether or not the local governmental entity has met one or more of the conditions described in
Section 218.503(1), Florida Statutes, and identification of the specific condition(s) met. In
connection with our audit, we determined that the City of Lake Helen, Florida, did not meet any
of the conditions described in Section 218.503(1), Florida Statutes.

e Section 10.554(1)(i)7.b., Rules of the Auditor General, requires that we determine whether the
annual financial report for the City of Lake Helen, Florida, for the fiscal year ended September
30, 2008, filed with the Florida Department of Financial Services pursuant to Section
218.32(1)(a), Florida Statutes, is in agreement with the annual financial audit report for the fiscal
year ended September 30, 2008. In connection with our audit, we determined that these two
reports were in agreement.

e Pursuant to Sections 10.554(1)(i)7.c. and 10.556(7), Rules of the Auditor General, we applied
financial condition assessment procedures. It is management’s responsibility to monitor the City
of Lake Helen, Florida’s financial condition, and our financial condition assessment was based in
part on representations made by management and the review of financial information provided by
same.

Pursuant to Chapter 119, Florida Statutes, this management letter is a public record and its distribution is
not limited. Auditing standards generally accepted in the United States of America require us to indicate
that this letter is intended solely for the information and use of management, and the Florida Auditor
General, and is not intended to be and should not be used by anyone other than these specified parties.

Bret Mibllib ¢ bo., Cho

November 30, 2009
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PRIOR YEAR MATTERS

Section 10.554(1)(i)1., Rules of the Auditor General, requires that we address in the management letter, if
not already addressed in the auditor's report on compliance and internal control, whether or not corrective
actions have been taken to address findings and recommendations made in the preceding annual financial
audit report. All prior year matters have been appropriately resolved, except for the following:

New Accounting Pronouncements

As we have discussed with management during the past several years, the provisions of Governmental
Accounting Standards Board (GASB) Statements No. 43, 45 and 47, relating to accounting and reporting
by employers for post-employment benefits other than pensions, known as “OPEB,” will become
effective for the fiscal year beginning October 1, 2009. Implementing the provisions of these new
accounting pronouncements may be more difficult to comply with, since the financial data required may
need to be compiled by non-finance personnel from other departments of the City and will also require
consultation with your current insurance providers and underwriters.

These new standards have the potential for tremendous increases in the expenses and liabilities reported
in the financial statements of many governmental entities even when an employer that provides no
postretirement benefits, such as medical, dental, long-term care or life insurance, but permits retired
employees to continue health insurance by paying 100% of the premium, may have an employer expense
under the new GASB rules. This stems from an implicit rate subsidy for retirees, which the GASB
considers to be an OPEB.

Recommendation: We continue to recommend that management should consider taking
immediate steps to consult with an actuary to identify the data that will need to be compiled for
determining the extent of the financial information necessary for inclusion in the City’s financial
statements.

Auditee Response: Staff will recommend that the City Commission seek consultant assistance to
address the Auditor’s recommendation.

Perform a Fraud Risk Assessment

Due to the proliferation of automated information systems technology, the overall risk associated with
fraudulent financial activities is much greater than it was in past years. In light of the spate of notorious
frauds involving large companies in the last few years, there may be a misperception that fraud affects
only large business organizations. However, fraud occurs in organizations of all sizes, and almost any
employee may be capable of perpetrating a fraudulent act given the right set of circumstances. For
governmental organizations, one of the primary fraud risks is the ever-present risk of misappropriation of
assets (theft), particularly fraudulent cash disbursements and unauthorized use of City equipment. The
opportunity to commit and conceal fraud exists where there are assets susceptible to misappropriation and
inadequate controls to prevent or detect the fraud.

Recommendation: To address this risk, we continue to strongly recommend that the City conduct
a formal risk assessment to identify, analyze, and manage the risk of asset misappropriation. Risk
assessment, including fraud risk assessment, is one element of internal control. Thus, ideally, the
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City’s internal control should include performance of this assessment, even though our annual
financial statement audits include consideration of fraud.

Such a fraud risk assessment can be informal and performed by a management-level individual
who has extensive knowledge of the City that might be used in the assessment. Ordinarily, the
management-level individual would conduct interviews or lead group discussions with personnel
who have extensive knowledge of the City, its environment, and its processes. Consideration
should also be made to perform the assessment city-wide and include all departmental areas. The
fraud risk assessment process should consider the City’s vulnerability to misappropriation of
assets. When conducting the self-assessment, the following matters should be considered:

« What individuals in the City have the opportunity to misappropriate assets? These are
individuals who have access to assets susceptible to theft and to records that can be
falsified or manipulated to conceal the theft.

« Are there any known pressures that would motivate employees with the opportunity
to misappropriate assets? Pressures may relate to financial stress or dissatisfaction. In
assessing whether these pressures may exist, you should consider whether there is
any information that indicates potential financial stress or dissatisfaction of
employees with access to assets susceptible to misappropriation.

« What assets of the City are susceptible to misappropriation?

« Are there any known internal control weaknesses that would allow misappropriation
of assets to occur and remain undetected?

« How could assets be stolen? Assets can be stolen in many ways besides merely
removing them from the premises. For example, cash can be stolen by writing checks
to fictitious employees or vendors and cashing them for personal use. Inventory or
other assets can be stolen through sales to fictitious customers. Assets can also be
stolen by unauthorized trading in securities.

« How could potential misappropriation of assets be concealed? Because many frauds
create accounting anomalies, the perpetrator must hide the fraud by running through
an adjustment to another account. Generally, fraud perpetrators may use accounts that
are not closely monitored for those purposes

« What factors might indicate that the City has a culture or environment that would
enable management or employees to rationalize committing fraud?

Once areas vulnerable to fraud have been identified, a review of the City’s operational systems,
procedures, and existing controls relating to the identified areas should be conducted. The City
should also consider what additional controls need to be implemented to reduce the risk of fraud
at all departmental levels.

Auditee Response: Staff will recommend to the City Commission that a committee be appointed,
as has been done in the past, to perform this task.
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Turnover of Accounting Personnel and Managerial Oversight Function

The City’s recent turnover in the finance department has lead to conflicting procedures and priorities, a
growing backlog of current transaction processing, lost and misplaced documentation, and frequent
duplication of effort due to the lack of coordinated efforts. This accounting function disorganization will
continue to weaken internal controls until corrected and the ability to produce accurate financial
statements is clearly in question. Due to the turnover in this important position, we believe that the City
must also consider the importance of the oversight function as it relates to the basic accounting and
recordkeeping requirements of the City. This will result in the lack of a higher-level supervisory or review
function typically performed by a Chief Financial Officer (CFO) or equivalent.

Recommendation: We strongly recommend that the City should consider the development of a
process to implement efforts to retain sufficient accounting personnel, as well as train and expand
the knowledge of such personnel. Many of the special accounting issues for local government
units have become increasingly complex and require extensive expertise to ensure that the
accounting and reporting are accurate and in accordance with applicable standards. We
recommend that you should consider the appointment of a CFO, either hired or contracted and
possibly on a part-time basis, who could provide the needed higher-level accounting supervisory
role consistently throughout the year.

Auditee Response: As noted earlier, financial staff turnover, and subsequent financial staff
transition issues, resulted in the described issues. The City’s current Finance Manager is in the
process of implementing a new financial management system that should prove beneficial in
addressing the Auditor’s concerns. Staff will discuss with the City Commission the potential for
the utilization of consultant assistance to provide additional support to the Finance Department.

Uniform Accounting Policies and Procedures Manual

We continued to note that the City’s Finance Department has never fully developed a formal, written,
accounting policies and procedures manual. While personnel have direct and easy access to management
and selected financial management software manuals and documentation when questions arise, we noted
that no formal tracking of routine accounting procedures is maintained. We also noted that some finance
personnel have developed their own handwritten notebooks outlining specific procedures relating to their
jobs. However, these procedures have not been formally documented or integrated with established
departmental policies and directives.

Recommendation: We continue to recommend that management establish a standard accounting
and operating procedures manual outlining all fiscal policies to be followed. The preparation and
maintenance of written standard procedures is very useful and serves to:

e Establish consistent City accounting practices.
Establish and designate accounting and bookkeeping responsibilities.

o Reduce the likelihood of coding errors and assist in the preparation of timely and accurate
monthly financial statements.

e Aid in review by management for adherence to City policies.

e Aid in exchange of management ideas.

e Provide the City with a source of information that will not be lost if key personnel leave.
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e Aid in the training of new employees, especially in the event of an untimely resignation
of key accounting staff.

o A well-devised accounting manual can also help to ensure that all similar transactions are
treated consistently, that accounting principles used are proper, and that records are
produced in the form desired by management.

e Also, in the process of the comprehensive review of existing accounting procedures, for
the purpose of developing the manual, management might discover procedures that can
be eliminated or improved to make the system more efficient and effective.

This manual should include (1) a summary of the City’s detailed general ledger chart of accounts,
(2) a detailed explanation of functional and object account content, (3) an appropriately detailed
description of all accounting procedures and routines, (4) a linear organization chart for all
accounting functions, and (5) complete definitions of individual job authority and associated
responsibilities. All such information must be developed in conformance with the Uniform
Account System adopted by the Florida Department of Financial Services. Management should
also periodically review each Department’s compliance with standard procedures.

We recognize that the preparation of the manual will be a very time consuming task so that
implementation may take several years. However, we believe that action should be taken by the
City to establish priorities and a timetable for the completion of the manual.

Auditee Response: Financial staff workload demands prelude said staff from preparing the
recommended accounting manual. Staff will recommend to the City Commission that consultant
assistance be sought to aid in this task.
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CURRENT YEAR MATTERS

Section 10.554(1)(i), Rules of the Auditor General, requires that we address in the management letter, if
not already addressed in the auditor's report on compliance and internal control: (1) any recommendations
to improve financial management; (2) violations of provisions of contracts or grant agreements, or abuse
that have an effect on the financial statements that is less than material but more than inconsequential; and
based on professional judgment, (3) matters that have an inconsequential effect on financial statements,
considering both quantitative and qualitative factors: (a) violations of provisions of contracts or grant
agreements, fraud, illegal acts, or abuse, and (b) control deficiencies that are not significant deficiencies.
The following is a summary of our current year findings and recommendations:

Accounting for Police Trust Fund State Insurance Tax Premiums

The City has established a Municipal Police Offers’ Retirement Trust Fund under the guidelines of
Chapter 185, Florida Statutes. As a participating city, the City of Lake Helen receives an annual
distribution of a portion of the casualty insurance premium tax levied by the State of Florida on casualty
insurance premiums generated within the municipal boundaries. While the dedicated taxes received from
the State of Florida to supplement this retirement trust fund are legally restricted and properly deposited
into the retirement plan when received, we noted that the accounting treatment in the General Fund had
precluded the City from reporting the respective pension costs, as required by generally accepted
accounting principles. Accordingly, the revenue and the corresponding expenditure are not budgeted in
the General Fund and actual amounts received and disbursed are netted.

Recommendation: We understand that the State of Florida Division of Retirement requires these
taxes to be deposited into each pension trust fund; however, this requirement should not result in
treating these taxes as direct revenues of the pension trust funds. The General Fund of the City
should record the Annual Pension Cost for each pension, usually based on the actuarially
determined Annual Required Contribution, as Public Safety personal service expenditures, and
the revenue should be recorded as taxes received by the State on behalf of the City in accordance
with the provisions of GASB Statement No. 24.

Auditee Response: Staff will incorporate the Auditor’s recommendation into future practice.

Credit Cards

During the audit process, we noted that the City issued credit cards to a number of employees, and that
several purchases are made with these cards monthly. During our review of expenditures and other
substantive work, we found that the purchases were not always completely supported or maintained,
including the lack of receipts, and in some cases only a receipt with a total purchase amount was
provided. The lack of substantiation could result in claims for reimbursable type grants being denied or
disallowed. This practice results in the serious internal control weaknesses and could result in the
payment of unsubstantiated expenses, as well as a loss from reimbursable type grant revenues. We also
found that some credit card purchases were also charged sales tax. The City should never encounter sales
taxes on purchases. Although these amounts are immaterial individually and in total, the City is incurring
expenses in which it should never be charged.
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Recommendation: We strongly recommend that the City enforce existing policies upon credit
card holders and make certain that all purchases are adequately supported with receipts, invoices,
and other documentation in order to substantiate all expenses. We also recommend that the City
take the time to setup and/or convey all necessary information to all vendors to avoid having sales
taxes applied on purchases.

Auditee Response: As noted in the Auditor’s comments, the issues related to use of City credit
cards are currently minor, or immaterial, in nature. However, administrative staff believes such
issues should be addressed in order to avoid the occurrence of more significant future problems.
Administrative staff will prepare administrative guidelines for the use of credit cards and for the
reimbursement of expenses incurred in the use of credit cards. Said guidelines will also be
presented for City Commission approval for incorporation into the City’s Policies and
Procedures Manual.

Accurate Postings

During our audit procedures, we noted numerous posting errors, which required that corrections be made
to ensure accurate financial reporting. This particular type of error is such that some may never be
discovered. Posting errors should occur only on a very limited basis. Due to this, we encountered extreme
difficulty in obtaining accurate balances for balance sheet accounts, as well as income accounts. Although
some of these errors were noted by the City and subsequently corrected through adjusting journal entries,
we found that the City had incorrectly entered the activity through its’ initial journal entries. A review of
all proposed entries and coding activities would dramatically decrease these errors.

Recommendation: We recommend that the City implement procedures to guarantee that all
activity is reviewed before entry to the general ledger system to ensure accurate financial
reporting throughout the year.

Auditee Response: Financial staff turnover, and subsequent staff transition issues, resulted in the
above-described issues. There has been a significant learning curve experienced by Finance
Department staff, but as staff gains experience with City and State financial codes, these issues
will be minimized in the future.
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