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The Honorable William Cull, Mayor and
Members of the City Council
City of Bry Ridge, Kentucky

We have audited the accompanying financial statements of the govermnmental aclivities, the
business-type activities, each major fund, and the aggregate remaining fund information of
City of Dry Ridge, Keniucky, as of and for the year ended June 30, 2004, which collectively comprise
the Cily's basic financial statements as listed in the table of contents. These financial statements are
the responsibility of City of Dry Ridge, Kentucky, management. Our responsibility is to express an
opinion on these financial statements based on our acudit,

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable fo financial audits contained in Government Audifing
Standards, issued by the Comptroller General of the United States. Those standards reguire 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 amounis and disclosures in the financial statements. An audit also includes assessing the
accounting principles. used and significant. estimates made.by.management;-as-well-as evaiuating

the overdli financial statement presentation. We believe that our audit provides ¢ reasonable basis for
our opinions. e '

In our opinion, the financial statements referred to above present fairly, in all materict respects, the
respective financial position of the governmental activities, the business-type activilies, each major
fund, and the aggregate remaining fund information of the City of Dry Ridge, Kentucky, as of
June 30, 2004, and the respective changes in financial peosition ‘and cash flows, where applicable,
thereof for the year then ended in conformity with accounting principles generally accepted in the
United States of America. .. S : o ' o ' ' :

The management's discussion and analysis and budgetary comparison information on pages 2
through 8, 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 imited procedures, which consisted principdlly of inquiries of management regarding
the methods of measurement and presentation of the supplementary information. However, we did
not audit the information and express no opinion on it,

In accordance with Government Auditing Standards, we have also issued o report dated
May 10, 2005 on our consideration of the City's intermnal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, confracts and grants. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should
be read in conjunction with this report in considering the results of our audit.

Hoats » ..

May 10, 2005

“HE WHO WALKS WITH INTEGRITY WALKS SECURELY*” PROVERBS 10:9



MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

Our discussion and analysis of City of Dry Ridge, Kentucky's financial performance provides an
overview of the City's financial activities for the fiscal year ended June 30, 2004. Please read it in
conjunction with the City's basic financial statements, which begin on page 9.

Financial Highlights

The assets of the City exceeded its liabilities af the close of the most recent year by
$4.093,151 (net assets).

As of the close of the current fiscal year, the City's governmental funds reporfed combined
ending fund balances of $1,276,247. This was an increase of $303,492 in comparison to the prior
year.

At the end of the curent fiscal year, unreserved fund balance for the general fund was
$1.251,938 or 98% of the total general fund expenditures.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net Assets and
the Statement of Activities {on page 9 and 10} provide information about the activities of the
City as a whole and present longer-term view of the City’s finances. Fund financial statements
start on page 11. For governmentat activities, these statements tell how these services were
financed in the short term as well as what remains for future spending. Fund financial statements
dalso report the City's operations in more detail than the goverinment-wide statements by
providing information about the City’s most financially significant funds, ' '

‘Reporﬁng the City as a Whole
The Statement of Net Assets and the Statement of Activities

One of the most important questions asked about the City's finances is "Is the City as a whole
better off or worse off as a result of the years activities?” The Statement of Net Assets and ihe
Statement of Activities report informalion about the Cily as a whole and about its activities in a
way that helps answer this question. These statements include dll assets and liabilities using the
accrual basis of accounting, which is similar to the accounting used by most private-sector
companies. Accrual of the current year's revenues and expenses are taken into account
regardiess of when cash is received or paid.




These two statements report the City's nef assets and changes in them. You can think of the
City's net assets, the difference between assets, what the citizens own, and liabilities, what the
citizens owe, as one way to measure the Cily's financial health, or financial position. Over time,
increases or decreases in the City’s net assels are one indicator of whether its financial health is
improving or deteriorating. You will need to consider other non-financial factors, however, such
as changes in the Cily's property tax base, income tax base, and the condition of the City’s
capital assets (roads, buildings, and equipment) to assess the overall health of the City.

In the Statement of Net assets and the Statement of Activities, we divide the City into two kinds
of activities:

¢ Govermnmental activities: most of the City’s basic services are reported here, including

the street maintenance, parks and recreation, and general adminisirafion. Income
taxes, property taxes, and state and federal grants finance most of these activities.

e Business-type activities: the City charges o fee to customers to help it cover il or
. most of the cost of certain services it provides. The City's water and sewer sales and
- service operations are reported in this activity. '

Reporiing the City's Most Significant Funds

Fund Financial Statements

Our analysis of the City's major funds begins on page 5. The fund financial statements begin.on..

page 11 and provide detailed information about the most significant-funds - not the City as a
whole. Some funds are required to be established by the State law. However, the City Council
establishes many other funds to help it control and manage money for particular purposes or to
show that it is meeting legal responsibilities for grant funds {Ex. Municipal Road Aid Fund). The
City's two kinds of funds, governmental and proprietary, use different accounting approaches. -

Governmental funds: Most of the City's basic services are reported in governmental funds, which
focus on how money flows into and out of those funds and the balances left at year-end that
are available for spending. These funds are reported using an accounting method called
modified accrual accounting, which measures cash and dll other financial assets that can
readily be converted to cash. The governmental fund statements provided a detaited short-term
view of the Cily's general government operations and the basic services it provides.
Governmental fund information helps you determine whether there are more or fewer financial
resources that can be spent in the near future to finance the City's programs. We describe the
relationship (or differences} between governmental activities {reported in the Statement of Net
Assets and the Statement of Activilies) and governmental funds in  reconciliation beside the
fund financial statements.



Proprietary Funds: When the City charges customers for the full cost of the services it provides
whether to outside customers or to other units of the City, these services are reported in
proprietary funds. Proprietary funds are reported in the same way that alt activities are reported
in the Statement of Net Assets and the Statement of Activities. In fact, the City's enterprise funds
{a component of proprietary funds) are the same as the business-type activities we report in the
government-wide statements but provide more detail and additional information, such as cash
flows, for proprietary funds.

THE CITY AS A WHOLE

For the year ended June 30, 2004, net assets changed as follows:

Govemmentdl Business-type:
Activities Activities Total
Beginning net assets $ 1483403 % 1937240 § 3,420,843
Increcse {decrecse) in net assets 429,512 242,796 672,308
Ending net asseis $ 1.913,115 2,180,034 4,093,151

The schedule above shows an increase of 29% for governmental aciivities and an increase of
13% for business-type activities resulting due to annual revenues exceeding annuadl expenses.

Governmental Activities -+

To aid in the understanding of the Statement of Activities some additional explanation is given.
Of particular interest is the format that is significantly different than o typical Statement of
Revenues, Expenses, and Changes in Fund Balances. You will notice that expenses are listed in
the first column with revenues from that particular program reported to the right. The result is a
net (expense}/revenue. The reason for this kind of format is to highlight the relative financial
burden of each of the functions on the City's taxpayers.

Business-type Actlvities
In reviewing the net {expense)/revenue, the water sales and service function showed net

operating income for the year of $12,155. This function also had $241,350 in capital contributions
and $10,709 in net non-operating expensess,




THE CITY'S FUNDS

GENERAL FUND BUDGETARY HIGHLIGHTS

The current year budget relied on the expectation of increases in property taxes and licenses
and permits. The actual resulis were in line with budgeted expectations. Aclual revenue
categories exceeded budgeted amounts by $218 thousand. Actudl expenditures were
$95 thousand under budgeted amounts. As a result, the City ended the year with a fund
balance that was $313 thousand more than what was budgeted.

The following schedule presents a summary of general and speciat revenue fund revenues and
expenditures for the fiscal year ended June 20, 2004, and the amount and percentage of
increases and decreases in relation to the prior year.

Increcse Percent
FYE 2004 Percent of {Decrease) Increcse
Revenues Amount Total From FYEO3 {Decrecse)
Taxes $ 369.156 23.19% % 18,500 501%
licenses and permits 719,081 45.18% 71,656 9.96%
Intergovernmental 246,936 1551% 146,882 59.48%
Charges for services 233,359 14.66% (414} 0.18%
Fines and-forfeitures s d 805 0:30% 2,705 100.00%
interest 13,962 0.88% 1,165 8.34%
Miscellcneous 4,395 0.28% {3,699) -84.16%
Total revenues 3 1,591,694 100,00% $ 236,795

The decrease in charges for services is the result of a decrease in squad run fees.

The decrease in miscellaneous income is the result of a decrease in miscellaneous receipts.



Percent increcse Percent

FYE 2004 of {Decrecse) Increase

Expenditures Amount Total From FYE Q3 {Pecrease)
General government $ 176,584 13.76% $ (326) 0.18%
Police 300,000 23.38% 4,188 1.40%
Fire 496,383 38.69% 92,398 18.61%
Public works 86,435 6.74% {17,263} -19.97%
Recreation 32210 2.51% 30,143 93.58%
Debt service 20,534 1.60% (25,759) ~125.43%
Capital outiay 170,745 13.31% 87,236 51.09%
Total Expenditures $ 1,282,893 100.00% % 170,617

General government expenditures decreased as a result of lower professional fees in the current
year.

Police expenditures increased as g resuit of higher fees for the interlocal agreement in the
current year.

Fire expenditures increased as a result of increased personnel.costs in. the-currentyear=—=

Public works expenditures decreased as o result of lower repair and maintenance costs in the
current year,

Recreation expenditures increased as a result of increased park maintenance costs in the
current year.

Debt service expendilures decreased as a result of debt balances being fower in the current
year,

Capital outlay expenditures increased as a result of increased purchases of capital equipment
in the current year. :



CAPITAL ASSET AND DEBT ADMIN

Capital Assets

ISTRATION

At the end of 2004, the city had $5.1 million invested in a broad range of capital assets, including
buildings, park facilities, roads, and the utility system. This amount represents a net increase of

$650 thousand or 14.5%, over las

Land

Buildings

Utility system
Infrastructure
Improvements
Vehicles
Equipment
Furniture & fixtures
Totails

This year's major additions included:

Debt

t year,
Governmental Business-type
Activities Activities
2004 2003 2004 2003
$ 35000 35000 % 2000 $ 2,000
451,008 451,008 - -
- - 3,660,466 3,206,634
27.450 - - -
1,332 - - -
591,367 471,732 - -
182,885 138,605 114,345 111,296
9,923 9,425 - -
$  1.298965 1,105770 % 3776831 $ 3319930
Purmper ruck $ 119,635
Utility-system imprevements 453,832
Infrastructure 22,450
New computers 4,489
Total $ 610,406

At year-end, the City had $478 thousand in outstanding debt compared to $294 thousand last
year, That is an increase of 63% as shown in the following fable,

Governmental

Business-type

Activities Aclivities Totals

2004 2003 2004 2003 2004 2003
Kentucky infrastructure
Authorily
{packed by fee revenues) $ - % - $ 242001 § 252876 $ 242001 $ 252,876
Rural development bond
foacked by fee revenues) - - 202,000 - 209,000 -
Capital lecse 27,155 41,241 - - 27,155 41,241
Totals $ 27,155 % 41241 % 451001 $ 252876 3 478,156 $ 294,117




CONTACTING THE CITY'S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with Q
general overview of the City's finances and to show the City's accountability for the money it
receives. If you have questions about this report or need additional financial information,
contact the City Clerk/Treasurer at 31 Broadway, Dry Ridge, Kentucky,

Witliam Cuill
Mayor




Primary Government
Governmental | Business-type
Activities Activities Total
ASSETS
Current Assets:
Cash and cash equivalents $ 1,027,008 1 § 442,291 1,469,389
Receivables 267,100 136,114 403,214
Prepaid insurance 61,924 - 61,924
Due from other funds - 17,967 17,967
Capital assets:
Land 35,000 2,000 37,000
Buildings 451,008 - 451,008
Utility system - 3,660,466 3,660,466
Infrastructure 27,450 - 27,450
Improvements 1,332 - 1,332
Vehicles 594,367 591367
Equipment 182,885 114,365 297,250
Furniture & fixtures 9,923 - 9,623
Less accumulated depreciation (646,249) (1,638,760) (2,285,009)
TOTAL ASSETS 2,008,838 2,734,443 4,743,281
LIABILITIES
Current liabilities:
Accounts payable 39,090 75,036 114,126
Accrued liabilities 11,511 13,224 24,735
Customer deposits - 38,600 38,600
Due to other funds 17,967 - 17,967
Noncurrent liabilities:
Due within one year 17,837 11,880 29,717
Due in more than one year 9,318 415,617 424,935
TOTAL LIABILITIES 95,723 554,357 650,080
NET ASSETS
Invested in capital assets, net of related debt 625,561 1,710,574 2,336,135
Restricted for:
Special revenue 24,309 - 24,309
Unrestricted 1,263,245 469,462 1,732,707
TOTAL NET ASSETS $ 1,913,115 2,180,036 4,093,151
See accompanying notes. 9






o) Dieto.other.funds

ASSETS
Cash and cash equivalents
Taxes receivable
Other receivables
Prepaid insurance
TOTAL ASSETS

LIABILITIES AND FUND BALANCES
Liabilities:

Accounts payable

Accrued liabilities

Deferred revenue
Total liabilities

und balances:
Unreserved, reported in:
General fund
Municipal aid fund
Total fund balances

Net assets of governmental activities,

Long-term liabilities are not due and payable in the current period
and therefore are not reported in the funds.

Municipal Total
General Aid Governmental

Fund Fund Funds
$ 1,002,789 ) 8 24309 18 1,027,098
183,786 - 183,786
83,314 - 83,314
61,924 - 61,924
b 1,331,813 | § 24309 [ $ 1,356,122
3 39,090 1 § - $ 39,090
11,511 - 11,511
7,967 = 17,967
11,307 - 11,367
79,875 - 79,875
1,251,938 - 1,251,938
- 24,309 24,309
1,251,938 24,309 1,276,247

TOTAL LIABILITIES AND FUND BALANCES $ 1,331,813 | % 24,309
Amounts reported for governmental activities in the statement of net assets are different because:
Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds. 652,716
Other long-term assets are not available to pay for current-period

expenditures and therefore, are deferred in the funds, 11,307

(27,155)

1,913,115

See accompanying notes.
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Municipal Total
General Aid Governmental
Fund Fund Funds
REVENUES
Taxes $ 369,i56 | § - $ 369,156
Licenses and permits 719,081 - 715,081
Intergovernmental 246,936 29,686 276,622
Charges for services 233,359 - 233,359
Fines and forfeitures 4,805 - 4,805
Interest 13,962 199 14,161
Miscellaneous 4,395 - 4395
TOTAL REVENUES 1,591,694 29,885 1,621,579
EXPENDITURES
Current:
General govermment 176,584 - 176,584
Police 300,000 - 300,000
Fire 496,383 - 496,183
Public works 86,435 - 86,435
Streets - 12,744 12,744
Recreation 32,210 - 132,210
Debt service principal 18,426 - 18,426
Debt service interest 2,110 2,110
Capital outlay 170,745 22,450 193,195
TOTAL EXPENDITURES 1,282,893 35,194 1,318,087
Excess (deficiency) of revenues
over (under) expenditures 308,801 (5,309) 303,492
Net change in fund balances 308,801 (5,309) 303,492
Fund balances - beginning 943,137 29,618 972,755
Fund balances - ending $ 1,251,938 | § 24,309 | 1,276,247

See accompanying notes.
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For the Year Ended June 30 2004

Amounts reported for governmental activities in the statement of activities {page 10) are
different because:

Net change in fund balances - total governmental fund (page 12)

Governmental funds report capital outlays as expenditures. However, in the
statement of activilies the cost of those assets is allocated over their estimated
useful tives and reported as depreciation expense. This is the amount by which

capital outlays exceeded depreciation in the curvent period

The issuance of tong-term debt (¢.g., bonds, leases_provides current financial
resources lo governmental funds, while the repayment of the principal of long-term

however, has any effect on net assets. This amount is the net effect of these differences
in the treatment of long-term debt and related items.

Change in net assets of governmental activities

debt consumes the current financial resources of governmental funds. Neither transaction,

$ 303,492

107,594

18,426

5 __ 129512

See accompanying notes. 13




Variance with
Final Budget -
Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
REVENUES
Taxes: .

Property $ 335700 3 36100 {5 369,156 | 8,056
Licenses and permyits 600,000 615,000 719,081 104,081
Intergovernmental 373,100 178,200 246,936 68,736
Charges for services 202,000 202,000 233,359 31,359
Fines and forfeitures 4,700 4,700 4,805 105
Interest 9,560 10,000 13,962 3,962
Miscellaneous 1,600 2,900 4,395 [,495

TOTAL REVENUES 1,526,000 1,373,900 [,591,694 217,794
EXPENDITURES
Current:
General govermment 195,825 206,025 176,584 29,441
Police 300,000 300,000 300,000 -
Fire 669,915 528,850 496,383 32 467
Public works 103,400 103,400 86,435 16,965
.Recreation 20,000¢ 48,0007 32300 15,790
Debt service principal - 19,000 18,426 574
Debt service interest - 2,100 2,110 (1w
Capital outlay 170,835 170,835 170,745 90
TOTAL EXPENDITURES 1,459,975 1,378.210 1,282,893 95317
Excess (deficiency) of revenues

over (under) expenditures 66,025 (4.310) 308,801 313,111
Net change in fund balances 66,025 (4,310) 308,301 313,111
Fund balances - beginning 943,137 943,137 943,137 -
Fund balances - ending $ 1,009,162 % 938,827 1%  1,251938(% 313,111

See accompanying notes. ' 14




Variance with

Final Budget -
Budgeted Amounts Actual Positive
Original Final Amounts {Negative)
REVENUES
Intergovernmental $ 25000 | § 25,000 | § 20,686 | § 4,686
Interest 500 500 199 (301)
TOTAL REVENUES 25,500 25,500 29,885 4,385
EXPENDITURES
Current;
Streets 16,050 16,050 12,744 3,306
Capital outlay 22,450 22,450 22,450 -
TOTAL EXPENDITURES 38,500 38,500 35,194 3,306
Excess (deficiency) of revenues
over {under) expenditures (13,000 . (13,000)}- (5,309 7,691
Net change in fund balances (13,000) (13,000) (8,309 - . 7,691
Fund balances - beginning 29,618 29,618 29,618 -
Fund balances - ending $ 16,618 | $ 16,618 § § 24,309 1 § 7,691
See accompanying notes. 15



ASSETS
Current Assets:
Cash and cash equivalents
Accounts receivable
Due from general fund
Total current assets

Noncurrent assets:
Capital assets:
Land
Utility system
Equipment
Less accumulated depreciation
Total capital assets (net of
accumulated deprecation)
Total noncurrent assets

$

396,322

{1,638,760)

2,138,071
2,138,07}

442,291
136,064
17,967

2,000
3,660,466
114,365

Total current labilities

Noncurrent fiabilities:
Bonds payable

Total noncurrent liabilities

TOTAL LIABILITIES

NET ASSETS

Unrestricted
TOTAL NET ASSETS

Invested in capital assets, net of related debt

TOTAL ASSETS 2,734,393
LIABILITIES
Current liabilities: :
“Accounts payable 75,036
Accrued liabilities 6,696
Accrued interest payable 6,528
Customer deposits 38,600
Bonds payable - current 11,880

T80

415,617

554,357

.

2,180,036

415,617

1,710,574
469,462

See accompanying notes.
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Operating revenues:
Sewer service
Water service
Water station
Waste collection
Miscellaneous

Total operating revenues

Operating expenses:
Cost of sales and services
Depreciation

Total operating expenses

Operating income (loss)

939,696

927,541

529,854
352,380
11,057
39,821
6,584

838,764
88,777

12,155

' Nohoperating revenues {expenses):
Interest income
Interest expense
Total nonoperating revenues (expenses)
Incotne (loss) before contributions
Capital contributions
Change in net assets

Total net assets - beginning

Total net assets - ending

$

(16,646)

5,937

(10,709)

241,350

1,937,240

2,180,036

1,446

242,796

See accompanying notes.
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CASH FLOWS FROM OPERATING ACTIVITIES

Receipts from customers and users $ 034,544

Payments to suppliers {633,990)

Payments to emiployees {206,423)
NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES 94,131

CASH FLOWS FROM CAPITAL
AND RELATED FINANCING ACTIVITIES

Bond proceeds 209,000
Capital contributions 241,350
Purchases of capital assets (456,901)
Principal paid on capital debt (10,875)
Interest paid on capital debt {16,646)
NET CASH PROVIDED (USED) BY CAPITAL
AND RELATED FINANCING ACTIVITIES oA 345072)

See accompanying notes. 18




CASH FLOWS FROM INVESTING ACTIVITIES
Interest income
NET CASH PROVIDED (USED} BY INVESTING ACTIVITIES

Net increase in cash
Cash - beginning of period
Cash - end of period

Reconciliation of operating income to net cash
provided (used) by operating activities
Operating income (loss)
Adjustments to reconcile operating income

$

$

376,295

442,291

12,155

5,937
3,937

65,996

to net cash provided (used) by, oo

operating activities:
Depreciation expense
Change to beginning net assets - T
{increase) decrease in accounts receivable
(Increase) decrease in due from other funds
Increase (decrease) in accounts payable
Increase (decrease) in acrrued liabilities
Increase (decrease) in customer deposits
Increase (decrease) in due to other funds
Total adjustments
Net cash provided by operating activities

$

13,179

88,777 |

(7,501)
(17,967)
4,391
(1,153)

(100)
81,976
94,131

See accompanying nofes. 19



NOTES TO FINANCIAL STATEMENTS. Cn

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City of Dry Ridge, Kentucky, have been prepared in
conformity with generally accepted accounting principles {GAAP) as applied to
government units. The Governmental Accounting Standards Board (GASB) is the
accepted standard-setting body for establishing governmentat accounting and
financial reporting principies.  The significant accounting policies of the City are
- described below.

Financial Reporting Entity

The City of Dry Ridge Is a municipal corporation governed by an elected Mayor and six-
member City Council. As required by generally accepted accounting principles, these
financial statements present all activities for which the City is considered to be financially
accountable.

Government-wide Financial Statements

The government-wide financial statements fi.e., the statement of net assets and the
statement of changes in net assets) report information on ail of the non-fiduciary
activities of the City. For the most part, the effect of inter-fund activity has been
removed from these statements, Governmental activities, which are normally supported

by taxes and interqovemmenialwrevenuesrGre‘Arepor’red<-separ0'rely"‘rrom“bUSihé‘@“s“sf’rype

activities, which rely to a significant extent on fees and charges for support,

The statlement of activities demonstrates the degree to which direct expenses of q given
function are offset by program revenues, Direct expenses are those clearly identifiable
with a specific function. Program revenues include 1} charges to customers or
applicants who purchase, use or directly benefit from goads, . services :or privileges
provided by a given function or segment and 2} granits and confributions that are
resiricted 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. S

Amounts paid o acquire capital assets are capitdlized as assets in the government-wide
financial statements, rather than reported as an expenditure. Procesds of long-term
debt are recorded as a liability in the government-wide financial statements, rather than
as other financing sources. Amounts paid to reduce long-term indebtedness of the City
are reported as a reduction of the related liability, rather than as an expenditure,

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
financial statements. Revenues are recorded when earned and expenses are recorded
when a liability is incurred, regardiess 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.

20




NOTES T0 FINANCIAL STATEMENTS. .~

June30,2004

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 pefiod or soon
enough thereafter to pay the liabilities of the current period. For this purpose, the
government considers revenues to be available if they are collected within 40 days of
the end of the current fiscat 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.

The City reports on the following funds;
The general fund is the City's primary operating fund. i accounts for all financial
resources of the general government, except for those required to be accounted for in

another fund.

The special revenue is used to account for the proceeds of specific revenue sources that
are restricted fo expenditures for specific purposes.

The City reports on the following proprietary fund:

“Theproprietaryfund-accounts*for fhe activities of the Cily’s water and sewer sales and
services function, L ' -

Proprietary funds distinguish operating re\'renue_s and expenses from non-operating
revenues and expenses.  Operating revenues and expenses generally result from
providing services in connection with a proprietary fund's principal ongoing operations.
All revenues and expenses not meeting this definition are reported as non-operating
revenues and expenses. :

Aéseﬂf._s, ligbilities and net assets or equily |

Cash and Cash Equivalents

Cash and cash equivalents including demand deposits as well as shori-term investments
with an initial maturity date within three months of the date acquired by the City. The
City is authorized by state statute to invest in: ' L

Obligations of the United States and of its agencies and instrumentdiities,
Cerlificates of deposit.

Banker's acceptances,

Commercidl paper.,

Bonds of other states or local governments,

Mutual funds

A R
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Property Tax Receivable

Properly taxes are levied as of November 1 values assessed on January 1. The billings are
considered past due 60 days after the respective tax biling date at which time the
applicable property is subject to lien, and penaities and interest are assessed.

Short-Term Inter-fund Receivables/FPayables

During the course of operation, numerous transaciions occur between individual funds
for goods provided or services rendered. These receivables and payables are classified
as “due from/to other funds” on the balance sheet. Short-term inter-fund loans are
classified as “inter-fund receivables/payables”,

Fixed Assefs

General capital assets are those assets not specifically related to activities reported in
the propriety fund. These assets are reported in the governmental activities column of
the government-wide statement of net assets. Capital assets used by the proprietary
fund are reported in the business type activities column of the government-wide
statement of net assets,

The accounting and reporting ireatment applied to capital assets associated with a

fund.are. determined-by:its-measurement-focus: General capital assets are Iohg-lived

assets of the City as a whole. When purchased, such assets are recorded as
expenditures in the governmental funds and capitdlized (recorded and accounfed for)
in the General Fixed Asset Account Group. Infrastructure such as street, traffic signals
and signs are. capitdlized. The valuation. basis for general capital assets are historical
costs, or where historical cost is not available, estimated historical ‘cost based on
repiacement cost, . : g O R

Capital assets used in operations are depreciated over their estimated useful lives using
the straight-ine method in the government-wide financial statements. Depreciation is
charged as an expense against operations and accumulated depreciation is reported
on the respective balance sheet, The range of lives used for depreciation purpoeses for
each fixed asset class are as follows:

Buildings o . 40 years

Public Bomain infrastructure 40 years
improvements 10 years
Vehicles 7 years
Machinery & Equipment 5years
Fumniture & Fixtures Syears
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Compensated Absences

Vested or accumulated vacation leave that is expected to be liquidated with
expendable avdilable financial resources is reported as an expenditure and a fund
liability of the governmental fund that will pay it. Vacation pay and sick pay {for
qudlifying employees) is accrued when incurred and reported as o fund liability.

Long-term Obligations

The accounting treatment of long-term debt depends on whether the assets are used in
governmental fund operations or proprietary fund operations and whether, they are
reported in the government-wide or fund financial statements,

In the government-wide financial statements, and propriefary 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.

Long-term debt for governmenial funds is not reported as liabilities in the fund financial
statements. The debt proceeds are reported as revenue and payment of principle and
interest reported as expenditures. The accounting for the proprietary fund is the same in
the fund statements as it is in the government-wide statements.

Fund Equity

Net assets is the difference between assets and Iicbiiifie'é. 'Net assets invested in capital
assets, net of related debt are capital assets, less accumulated depreciation and any
outstanding debt related to the acquisition, construction or improvement of those assets.

In the fund financial stalements, government 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.

Revenues, Expenditures and Expenses

Operating Revenues and Expenses

Operating revenues and expenses for the proprietary fund are those that result from
providing services and producing and delivering goods and/or services. It also includes
alf revenue and expenses net related to capital and related financing, non-capital
financing or investing activities.
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Inter-fund Transactions

Quasi-external transactions are accounted for as revenues, expenditures or expenses.
Transactions that constitute reimbursements to a fund for expenditures/expenses initicillty
made from it that are properly applicable to another fund, are recorded  qs
expendifures/expenses  in the reimbursing  fund  and  as  reductions of
expenditures/expenses in the fund that is reimbursed.

Use of Esfimates

Management uses estimates and assumptions in preparing financial statements. These
estimates and assumptions affect the reported amounts of assets and liabilities, the
disclosures of confingent assets and ligbilities, and the reported revenues and
expenditures. Actual results could differ from those astimates,

NOTE B ~ STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

The Cily follows these procedures in establishing the budgetary data reflected in the
financiat statements:

A, In aécordonce with City ordinance prior to June 1, the Mayor submits to the City
Council, a proposed operating budget for the fiscal year commencing the following
July 1. The operating budget includes proposed expenditures and the means of
financing them for the upcoming year. : '

B. A public meeting is conducted to obftain taxpayer comment.

C. Prior to June 30, the budget is legally enacted through passage of an ordinance.

D. The Mayor is required by Kentucky Revised Statute to present a quarterly report to the
City Council explaining any variance from the approved budget,

. Appropriations continue in effect untit @ new budget is adopted,
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NOTE C - DEPOSITS

The City madintains deposits with financial institutions insured by the Federal Deposit
Insurance Corporation (FDIC). As allowed by law, the depository bank should pledge
securities along with FDIC insurance at least equal to the amount on deposit at all times.
As of June 30, the City had cash and cash equivalents of $1,469,389.

NOTE D - CAPITAL ASSETS AND DEPRECIATION

Capital assets activily for the year ended June 30, 2004 was as follows:

Balance Balance
June 30, Retirements/ June 30,
2003 Additions Deletions 2004
Governmental aciivities:

Land $ 35000 3% - 3 - 3 35,000
Buildings 451,008 - - 451,008
Infrastructure - 27,450 - 27,450
Improvements - 1,332 . - 1,332
Vehicles : 471,732~ 119,635 - TTTIE91,367
Equipment ' 138,605 44,280 - . 182,885
o Fumiture & fixtures o 9,425 - 498 - 9,923
. Subfotal 7 1,105770 ¢ 193,195 - 1,298,945

Accumulated depreciation: e
Buildings _ {241,250) ' {11,275) - . {252,525)
. Infrastructure Y . - (574) - {574}
- improvements - {40) _ (40}
Vehicles ' (247,943) (41.637) - (289,580)
Equipment ' (67,289) (30,101) - (97,390}
Furniture & fixtures ) {4,166) (1.974) {6,140}
Subtotal {560,648) {85.601) - (646,249}
Net capital assets $ 545,122 % 107,594 % - 3% 652,716
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Depreciation was charged to functions as follows:

Govermmentd aclivities;

Cenerd Govemment $ 9730
Fre 56,575
Public Works 12,523
Parks 6,773
Totd Govemment acivities deprediation expense $ 85,601

The following is a summary of changes in fixed assets in the proprietary fund:

Balance Balance
June 30, Retirements/ June 30,
2003 Additions Deletions 2004
Business-type activities: '
Not being depreciated _
Ltand $ 2000 $ - 3% -3 2,000
Subtotal 2,000 - - 2,000
Other capital assets: :
-Utility system o 3,206,634 . 453,832 - 3 660,466
Equipment - 111,296 3,069 114,365
. Subtotal Lo 3,319,930 e 456,901 - 3,776,831
 Accumulated depreciation ' o
Utility system {1,489.507) (81,344) - - {1,570,851)
Equipment (60,476} (7,433) (67,909)
Subtotal (1,549,983 {88,777) - (1,638,760)
" Net capital assets $ 1,769,947 % 368,124 § - $ 2,138,071
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NOTE E - LONG-TERM DEBT
Bonds payable — enterprise funds

The City has the following bonds payable in connection with water and sewer line
improvements. Revenues from the water and sewer system are pledged for the payment
of the principal and interest on the notes.

Date of Interest Maturity Balance

Issuance Rate Date 06/30/2004
07/01/1993 5.200% 07/01/2016 % 242,001
09/25/2003 3.500% 01/01/2043 209,000

$ 451,001

The following is a schedule of future debt service requirements to maturity at
June 30, 2004:

Year ended KIA BOND RURAL DEVELOPMENT.

June-30; ~Principal Interest— Principal Interest
2005 11,880 12,161 - 3,658
2006 12,654 11,497 2,000 7.315
2007 13,569 10,777 2,100 7.245
2008 14,540 9,997 2,200 7172
2009 14,412 9,178 2,300 7,095
2010-2014 86,274 31,766 13,300 34,185
2015-2019 88,672 5,661 16,900 31,612
2020-2024 - - 21,500 28,350
2025-2029 - - 27,200 24,213
2030-2034 - - 34,600 18,953
2035-2039 - - 43,700 12,299
2040-2044 - - 43,200 3.857

Total 242,001 21,037 209,000 185,954

Capital Leases

The City has entered into lease agreements for financing the acquisition and
construction of various fixed assets. The assetfs recorded under capital leases include
$143,100 in machinery and equipment.

These lease agreements qualify as capital leases for accounting purposes (titles transfer

at the end of the lease terms) and, therefore, have been recorded at the present value
of the future minimum lease payments as of the date of their inception.
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The following is a schedule of the future minimum lease payments under these capital
leases, and the present value of the net minimum lease payments at June 30, 2004.

Year Ended
June 30 Amount
2005 18,957
2006 9,479
Total minimum lease payments 28,436

Less amount representing
interest (1.281)

Present value of future

minimum lease payments $ 27,155

NOTE F - CLAIMS AND JUDGMENTS

Amounts received or receivable from grantor agencies are subject to audit and
adjustment by grantor agencies, principally the federal government. Any disallowed

claims including amounts already collected, may constitute a liability of the applicable

funds—;—Thefamounts,*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.

NOTE G - EMPLOYEE RETIREMENT SYSTEM
County Employees Retirement System (CERS)

City employees who work at least 100 hours per month participate in the County
Employees Retirement System (CERS). Under the provision of Kentucky Revised Statute
61.645, the Board of Trustees of Kentucky Retirement Systems administers the CERS.

The plan issues separate financial statements, which may be obtained by request from
Kentucky Retirement Systems, 1260 Louisville Road, Frankfort, Kentucky 40601,

Plan Description — CERS is a cost-sharing multiple-employer defined benefit pension plan
that cover substanfial all regular full-time members employed in positions of each county
and school board, and any additional eligible local agencies electing to participate in
the System. The plan provides for refirement, disability, and death benefits to plan
members. Retirement benefits may be extended to beneficiaries of plan members under
certain circumstances. Cost-of-living (COLA) adjustments are provided at the discretion
of the state legislature.
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Non-hazardous Contributions — For the year ended June 30, 2004, plan members were
required to contribute 5% of their annual creditable compensation.  Participating
employers were required to contribute at an actuarially determined rate. Per Kentucky
Revised Statute Section 61.565(3), normal contribution and past service contribution rates
shall be determined by the Board on the basis of an annual valuation last preceding July
1 of a new biennium. The board may amend contribution rates as of the first day of July
of the second year of a biennium, if it is determined on the basis of a subsequent
actuarial valuation that amended contribution rates are necessary to satisfy
requirements determined in accordance with actuarial bases adopted by the Board.
For the year ended June 30, 2004, participating employers contributed 7.34% of each
employee's creditable compensation. The actuarially determined rate set by the Board
for the year ended June 30, 2004 was 7.34% of creditable compensation. Administrative
costs of Kentucky Retirement System are financed through employer contributions and
investment earnings.

Hazardous Contributions — For the year ended June 30, 2004, plan members were
required to contribute 8% of their annual creditable compensation. The state was
required to contribute at an actuarially determined rate. Per Kentucky Revised Statute
Section 61.565(3), normal contribution and past service contribution rates shall be
determined by the Board on the basis of an annual valuation last preceding the July 1 of
a new biennium. The Board may amend contribution rates as of the first day of July of
the second year of a biennium, if it is determined on the basis of a subsequent actuarial
valuation that-amended contribution rates are ‘necessary fo satisfy requirements
determined in accordance with actuarial bases adopted by the Board. For the year
ended June 30, 2004, participating employers contributed 18.51% of each employee's
creditable compensation. The actuarially determined rate set by the Board for the year
ended June 30, 2004 was 18.51% of creditable compensation. Administrative costs of KRS
are financed through employer contributions and investment earnings.

The required contribution and the actual percentage contributed for the City the current
and previous two years are as follows:

Year Contribution Contributed

2004 $ 58,655 100%
2003 $ 46,286 100%
2002 $ 38,600 100%

NOTE H — CONTINGENT LIABILITIES

The City is a defendant in various lawsuits. Although the outcome of these lawsuits is not
presently determinable, in the opinion of the City's Attorney the resolution of these
matters will not have a material adverse effect on the financial condition of the
government,
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NOTE { - RISK MANAGEMENT

The City is exposed fo various risks of losses related to torls; theft of, damage to, and
destruction of assets; errors and omissions: injuries to employees, and natural disasters.
The City has obtained insurance coverage through a commercial insurance company.,
In addition, the City has effectively managed risk through various employee education
and prevention programs through the efforts and cooperation of its risk manager and
department heads. All risk general liability management activities are daccounted for in
the General Fund. Expenditures and claims are recognized when probable that a loss
has occurred and the amount of loss can be reasonably estimated.

The City Attorney estimates that the amount of actual potential claims against the City
as of June 30, 2004, will not materially affect the financial condition of the City.
Therefore, the General Fund contains no provision for estimated claims. No claim has
exceeded insurance coverage amounts in the past three fiscal years.

NOTE J - FRAUD

Subsequent to the current financial statement date, imeguiarities were discovered in the
financial records of the City Clerk's Office. An investigation by our Certified Public
Accouniants disclosed that an employee of the City had misappropriated funds
amounting to $83,357 over a three yvear period, A criminal investigation led to a plea

additional payment fo reimburse the city for accounting and legal costs. The total
payment recovered by the city on December 2, 2004 amounted to $105,089. The city
recorded a receivable as of June 30, 2004 in the General Fund in the amount of $83,357.
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GERALD D. HUNT PS.C.
CERTIFIED PUBLIC ACCOUNTANT

73 CAVALIER BLVD. 8TE, 111 PHONE: (859) 746-3939
FLORENCE, KY 41042 - FAX: (859) 746-0251
EMAIL: gdhunt@fuse.net

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

The Honorable William Cull, Mayor and
Members of City Council
City of Dry Ridge, Kentucky

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 Dry Ridge, Kentucky (the City), as of and for the year
ended June 30, 2004, which collectively comprise the City's basic financial statements and have issued our report
thereon dated May 10, 2005. 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 Comptroiler General of the United States.

Internal Control Over Financial Reporting

In.planning. and;psrforming:our:auditFWs;nonsidereditheECiLy;siinternal—,Gantml_:oyer:fmaneialg;epcrting:in:arder:f'te:::::;:;m.:

determine our auditing procedures for the purpose of expressing our opinions on the financial statements and not to
provide an opinion on the internal control over financial reporting. However, we noted certain matters involving the
internal control over financial reporting and its operation that we consider to be reportable conditions, Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of
the internal control over financial reporting that, in our judgment, could adversely affect the City’s ability to record,
process, sununarize, and report financial data consistent with the assertions of management in the financial
statements. Reportable conditions are described below.

.Docgnnen{a[fon ofAccounﬁng Policies and Procedires. o e o i s e

Background

Cominunication is an essential component of a comprehensive framework of internal controls. One method of
communication that is particularly effective for controls over accounting and financial reporting is the formal
documentation of accounting policies and procedures. A well-designed and properly maintained system of
documenting accounting policies and procedures enhances both accountability and consistency. The resulting
documentation also can serve as a useful training tool for staff, '
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Recommendation

Every City should document its accounting policies and procedures. Traditionally, such
documentation has taken the form of an accounting policies and procedures manual. Accounting
policies and procedures should be promulgated by an appropriate level of management to emphasize
their importance and authority. The documentation of accounting policies and procedures should be
updated periodically according to a predetermined schedule. Changes in policies and procedures that
occur between these periodic reviews should be updated in the documentation promptly as they
occur. A specific employee should be assigned the duty of overseeing this process, Management is
responsible for ensuring that this duty is performed consistently. The documentation of accounting
policies and procedures should be readily available to all employees who need it. It should delineate
the authority and responsibility of all employees, especially the authority to authorize transactions
and the responsibility for the safekeeping of assets and records. Likewise, the documentation of
accounting policies and procedures should indicate which employees are to perform which
procedures. Procedures should be described as they are actually intended to be performed rather
than in some idealized form. Also, the documentation of accounting policies and procedures should
explain the design and purpose of control-related procedures to increase employee understanding of
and support for controls.

Enhancing Management Involvement with In ternal Control

Background

While a City’s independent auditors and similar outside parties often can provide valuable assistance
to management in meeting its internal-control-related responsibilities, their contribution can never

e a substitute for management’s direct and informed involvement with internal control. Ultimately,
it is the responsibility of appropriate elected officials to ensure that the managers who report to them
fulfill their responsibility for implementing and maintaining a sound and comprehensive framework
of internal control.

Recommendation

We recommend that the City Clerks and appropriate elected officials obtain the information and
training needed to meaningfully take responsibility for internal control. In particular, they should
obtain a sound understanding of the essential components of a comprehensive framework of internal
control. They also should ensure that all employees responsible in any way for internal control
receive the information and training they need to fulfill their particular responsibilities, Documented
internal control procedures should include some practical means for lower level employees to report
instances of management override of controls that could be indicative of fraud.

We further recommend that management periodically evaluate relevant internal control procedures
to satisfy themselves that those procedures 1) are adequately designed to achieve their intended
purpose, 2) have actually been implemented, and 3) continue to function as designed. Evaluations
should also encompass the effectiveness and timeliness of the City’s response to indications of
potential control weaknesses generated by internal control procedures. In addition, we recommend
that upon completion of any evaluation of internal control procedures management determine what
specific actions are necessary to remedy any disclosed weaknesses. A corrective action plan with an
appropriate timetable should be adopted. There should be follow-up on the corrective action plan to
ensure that it has been fully implemented on a timely basis.
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Use a Lockbox System

Currently, most tax and customer payments are received by employees in the City Clerk’s office, who
process and deposit them. To more effectively manage cash, we suggest that a lockbox system be
established for as many revenue sources as possible. This process, while perhaps somewhat more
costly in terms of bank charges, is more efficient and will insure maximum cash control and the
timely deposit of all taxpayer and customer remittances.

Segregation of Duties: Cash Disbursements, Payroll, General Ledger, and Bank Reconciliation

Due to the limited numberof people working in the office, many critical duties are combined and
given to the available employees. Presently, a single individual prepares and signs checks, reconciles
bank accounts, performs all payroll duties as well as maintains the general ledger. To the extent
possible, duties should be segregated to serve as a check and balance on the employee’s integrity and
to maintain the best control system possible.

Cash Management

While clearly there generally exists an excess of cash balances, there are currently no plans in place
that could take advantage of this situation. Our review of the year-end cash balances and related
activity indicated that management could much more effectively control and manage cash, which
would result in an improved utilization of the City’s funds and earnings from this practice. The
~ following procedures are suggestions on how to improve this area: i S—_—

e - Cash-flow analysis should be prepared and reviewed periodically by management.

o Immediate and long-term cash needs should be forecasted and updated periodically based
upon management’s review and changing conditions,

o Excess cash on hand should be used to reduce the City's outstanding debt or be invested in
short-term investments.

Consider Using an Outside Payroll Service

Currently, the City’s payroll is prepared internally by the accounting department by using the
payroll system included in the accounting software. We recommend that an outside payroll service be
considered so that the administrative time, which includes preparing the payroll and filing the
quarterly and year-end reports, could be better utilized in other areas. Since payroll is one of the
largest city expenses it is important that a segregation of duties be maintained.

A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements
caused by errvor or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. Our consideration of the internal control over financial
reporting would not necessarily disclose all matters in the internal control that might be reportable
conditions and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses. However, we believe none of the reportable conditions
described above is a material weakness.

33



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, 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 no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards,

This report is intended for the information of the Mayor, City Council and management. However,
this report is a matter of public record and its distribution is not limited,

'M&" 4 »Z;%‘Z B ’7‘!}“5.@:70

May 10, 2005
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