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INDEPENDENT AUDITORS’ REPORT

To the Town Council
Town of Kearny, Arizona

Report on the Financial Statements

We have audited the accompanying financial statements of the govermnmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of Town
of Kearny, Arizona, as of and for the year ended June 30, 2013, and the related notes to the
financial statements, which collectively comprise the Town’s basic financial statements as listed
in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepied 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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.



We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.

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, and
each major fund of the Town of Kearny, Arizona, as of June 30, 2013, and the respective changes
in financial position, and, where applicable, cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

The Town of Kearny has not presented the Management’s Discussion and Analysis that
accounting principles generally accepted in the United States of America has determined is
necessary to supplement, although not required to be part of, the basic financial statements. Such
missing information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context.

Accounting principles generally accepted in the United States of America require that the
budgetary comparison information on pages 32 to 35 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential
part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses {0 our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 11, 2013, on our consideration of the Town of Kearny, Arizona’s internal control over
financial reporting and on 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 internal control over financial reporting or on



compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering Town of Kearny, Arizona’s internal control over financial
reporting and compliance.

oty 4 froell

December 11, 2013



TOWN OF KEARNY, ARIZONA
Staternent of Net Position

June 30, 2013
Primary Government
Governmenial Business-type
Adlivilies Activilies Total
ASSETS
Cash and cash equivalents $ 1976746 § - 1,876,746
Cash and cash equivalents Testricted - 75314 75314
Acoounts receivable - nel - 208473 208,473
Taxes recci vable 21,744 . 21,744
Due from other governments 67,739 - 67,739
Interactivity balances 128,567 (128,567 -
Loans receivable 166,819 - 166,819
Capital assets, not being depreciated 76,832 71274 148,106
Capital assdts, b&ng depreciated, net 7,967,279 2,380,192 10,347,471
Toln] nssels 10,405,726 2,606,686 13012412
LIABILITIES
Accounts payable 43,570 35877 79453
Accrued cx penses 64,183 36642 100825
Refundwble deposits - 26,896 26,896
Deflerred loun revenue 166,819 - 166,819
Noncurrent liabilities
Due wilhin one yeuar 82949 98,264 181,213
Due in more thin one year 27,649 033,548 961,197
Total linbilities 385,176 1,131,227 1,516,403
NETPOSITION
Invested in capital assets,
netofrelated debt 8,044,111 1,330,375 0,374,486
Restricied for:
Debt service - 24,209 24,209
Highways and streets 612,892 - 612892
Public safety 10,163 . 10,163
Replacements . 24,209 24,209
Unrestricted (deficit) 1,353,384 96,666 1450050
Total net position § 10020550 § 1475459 11496,009

The accompanying notes are integral to these financial statements.
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TOWN OF KEARNY, ARIZONA
Reconcilintion of the Balance Sheet to the Statement of Net Position
Governmental Funds
June 30, 2013

Fund balances-total governmental funds $ 2,063,237

Amounts reported for governmental activities in the
Statement of Net Position are different because:

Capital assets used in governmenial activities
are not financinl resources and therefore, are
not reported in the funds. 8,044,111

Some receivables are not available to pay for
current-period expendilures and therefore,
are deferred in the funds. 23,800

Some liabilitics, including bonds payable, are
nat due and payable in the current period

and there fore, are not reported in the funds. (110,598)
Net position of governmental activities $ 10,020,550

The accompanying notes are integral to these financial statements.
-7-
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TOWN OF KEARNY, ARIZONA
Reconciliation of the Statement of Revenue, Expenditures,
and Changes in Fund Balances to the Statement of Activities
Governmental Funds
Year Ended June 30, 2013

Net change in fund batances-1otal governmental funds 5 357,254

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

Governmental funds report capital outlays as expenditures.
However, in the Statement of Aclivities the cost of
those assels is allocaled over their estimated use ful
lives and reported as depreciation expense.
Current year depreciation (400,247)

Revenue in the Sutement of Activities that do not provide
cumrent financial resources are not reported as revenue
in the funds. (49,265)

Repayment of debt principal is an expenditure in the

governmental funds, but the repayment reduces

long-term liabilities in the Statement of Net Position.

Debt principal repaid 5,036

Some e xpenses reported in the State ment ol Activities

do not require the use of current financial resowces

and therc fore, are not reported as e xpenditures in

governmental funds,

Decrease in compensated absences payable 15,314
Change in net position of governmental activities 3 (71,908)

The accompanying notes are integral to these financial statements.
.9.



TOWN OF KEARNY, ARIZONA
Statement of Net Position

Proprietary Funds
June 30, 2013
Busitcss type Activitics—-Enierprise Funds
Utilities Sanitation Ambulance
Fund Fund Fund Tatu)
ASSETS
Current assels
Resricied cash $ 75314 s $ - s 75314
Accounts receivable - net 80,503 19,066 108,894 208,473
Due from other funds . 69,685 199,294 268,979
Total current assels 155.827 88,751 308,188 552,766
Noncurrent assets
Capital assets, nel of accumulated
depreciation, where opplicable:
Land TLIM . . 71,274
Unilities sysiems, net 1,298,951 . F298.95(
Buildings, net 45077 . 345,077
Equipment, nct 590.604 12,836 61,724 736,164
‘Total noncurrent assels 2,305,906 82.836 62.724 2,451,466
Tuotal nssels 2,461,733 171,587 30912 3,004,232
LIABILITIES
Current labllithes
Accounts payable 215 2944 11,359 35817
Accrued eapenses 18,194 1,264 7180 36,642
Refundable depaosits 26,896 - . 26,896
Due 10 ather funds 3197.546 - . 397,546
Compensated absences, current portion 23322 2,678 15,84} 42211
Revenue bonds payable, cumrent portion 37.000 - - 37,000
Noles payable, current portion 19,053 - - 19,053
Total current linbHitics 553,985 6,890 34,350 595,225
Nancurrent lHabilitles
Compensaled obsences, nei of current portion 1.907 893 5270 14,070
Revenue bonds payable, net of current portion 715,000 . 775,000
Notes payable, net of current ponion 144,478 . - 144,478
‘Totol noncurrent liabilities 937,385 BY3 5,290 933,548
Total liabilitics 1,481.37() 1,783 39,620 1,528,773
Nel pasition
Invesied in capital assets,
net of related debt 1,330,375 - - 1.330,375
Restricted for:
Debt service 24,209 - . 24,205
Replacements 24,200 . . 24,209
Unsestricted {deficit) (398,430} 163,804 331,292 96,666
‘Tolal nel position S 080,363 5 163,804 3 331,292 $ 1475459
o e e e —

The accompanying notes are integral io these financial statements.
-10-



TOWN OF KEARNY, ARIZONA
Statement of Revenue, Expenses, and Changes in Fund Net Position
Proprietary Funds
Year Ended June 30, 2013

Business.lype Aztivitics - Enterprise Funds

Utilitics Sanitation Ambulance
Fund Fund Fund Total
Operatiog revenue
Charges for services
Sewer (net of bad dehts of $190449) s 260,934 s - 5 . b 260,934
Water {nct of bad debts of $28574) 384,527 - 384,527
Sanitation (net of bad debts ol $2755) . 256,566 - 256,566
Ambulance {net of bad debis of $298449) - 349.564 349,564
Total operating revenue 643 461 256,566 349,564 1,251,391
Operating cxpenses
Persannel 176.326 58417 267,568 442311
Depreciotion 154,647 20,309 25,046 WLO02
Cther 13,956 102,009 4,464 120,429
Utilities 101,196 . 2,559 103,755
Repairs and maintenance 54,880 31443 10,268 96,591
Professional services 76,297 1,729 18.436 96,462
Materials and supplics 34,604 15,533 24,822 74,960
Insurance 8,648 7207 10.810 26,665
Tolat operating cxpenses 620,554 236,647 301574 1,161,175
Operating Income (loss) 24.907 19919 45,590 90,416
Noneperaling revenue (expenses)
Investment income - 61 132 1493
Intcrest expense (46,443) {40) {46,483}
Totul nenoperating
revenue {expenses) {46,443) 61 02 (46,290)
Income {luss} hefore coniributions
and translers (21,536) 19,980 45,682 44,126
Capila] grant contributions 130,779 - - 130,779
Fronslers au (83,000) (37,000) {37.0010% (157,000)
Increase {decrease) in net position 26,243 (17.02() 8.682 17905
Tatal act position, beginning of year 954,120 180,824 322,610 1,457,554
Tatat net position, end af year } 980,363 3 163,804 3 131,292 M

The accompanying notes are integral 1o these financial siatements.
-

1,475,459



TOWN OF KEARNY, ARIZONA
Statement of Cash Flows
Proprietary Funds
Year Ended June 30, 2013

Busincss type Activitics -Cnlerprise Funds

Utlities Sunitulion Ambutance
Fand Fund Fund Total
Caush Nows [rom operating activilies
Receipts from cusiomers S 634,789 3 58,423 S 350214 $ 124342
Payments to sapplics and provides of
goods and services (334.251) (188.572) (105,650} {628.486)
Payments to cmployees (130.6901) (312805) (168,389) {334,BE5)
MNet cosh provided (used) by
operaling nctivities 167,834 37046 76,175 283,055
Cash fbws [rom nonca pitwd
Ninancing acilvities
Trunsfers to other funds (B3.000) (37.000) 137,000} ((57,000)
Interfurd bans (45,367) (107) 139.267) {84,741)
Nel osh provided (used) by
moacupital Bnamcing activities {128.367) {37,107 (76,267) {241,741)
Cash (ows from cupital ond related
financing uctivites
Capiinl graat contributions 237,706 231,706
Frincip | paid on long-lerin deby {54,680) - {5.680)
Parchmes of capial ussls (152.344) (152343)
fnterest paidl (47,583) - {40) (47.623)
Nel cash provided (uscd) by
capitul nnd reluted Ganneing
aclivilies {16.901) - {40y [16.941)
Cash [faws from Investing nclivities
Inlerest received on imestmenis 61 132 193
Net cosh prrovided (used) by
inved ing activitles - 6 132 193
Mt increaw: (decrease) b ash 24,566 - . 1,566
Cash and cash equivalents, beginning of year 50,748 . - 50.744
Cashond cash egubalents, end of year S 73,314 $ . 5 . S 75.53 14

The accompanying notes are integral to these financial statements.
-12-



TOWN OF KEARNY, ARIZONA
Statement of Cash Flows
Proprietary Funds
Year Ended June 30, 2013

Busineas- type Activities -Cnternxise Rimds
Uiilities Sanitation Ambulance
Fumd fumd Fund Total

Reconcilintinn of nperating income (los)
to net cash provided (wsed ) by
operating activities
Operating income (o ss) 5 239m s 19919 5 4550 5 90416
Adjustmens 1o reconcile operating income
{less} 1 nercash provided (used) by
operating aelivities:

Depreciation 158 a7 20,309 25016 200,00
Rud dehis 47623 2,755 208449 8827
{Increae) decrease in:
Accounts receiva ble (58 452) (898) (297,99 (357,349)
Increase (decrense) ing
Accounts puyable 155 i6,147) 5,375 3283
Accrucd exunses an - 1B L4068
Refunduble deposis is? iy
Compnsted ubsomees payab it 4K 1,108 (5477) {3,889}

Nel cash provided (used) by
opurating activitles H 16984 5 37046 £ 76175 S 241,055

The accompanying notes are integral 1o these financial statements.
-13-



TOWN OF KEARNY, ARIZONA
Statement of Fiduciary Net Position

Fiduciary Funds
June 30, 2013
In ves iment
Trust
Fund
ASSETS
Cash and cash cquivalenis 85079
LIABILITIES
Totol liahilities -
NETPOSITION
Held in trust {or i nvesimen trust panid pants $ 85,079

The accompanying notes are integral 1o these financial statements.
-14 -



TOWN OF KEARNY, ARIZONA
Statement of Changes in Fiduciary Net Position
Fiduciary Funds
Year Ended June 30, 2013

Investmentl
Trust
Fund
Additions
State fire insurance premiums § 2,126
Conuributions {rom participants 1,331
Investment income 81
Totul additions 3,532
Deductions
Distributions lo participanis 2,784
Change in net position 748
Net position, beginning of year 84,331
Net pasition, end of year 3 85079

The accompanying notes are integral to these financial statements.
-15-



TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the Town of Keamy, Arizona have been prepared in
conformity with U.S. generally accepted accounting principles applicable to governmental units
adopted by the Governmental Accounting Standards Board (GASB). A summary of thc Town’s
more significant accounting policies follows.

A. Reporting Entity

The Town is a general purpose local government that is governed by a separately elecied Town
Council. The accompanying financial statements present the activities of the Town (the primary
government).

B. Basis of Presentation

The basic financial statemenis include both government-wide statements and fund statements.
The government-wide statements focus on the Town as a whole, while the fund statements focus
on major funds. Each prescntation provides valuable information that can be analyzed and
compared between years and between governments to enhance the usefulness of the information.

Government-wide statements—provide information about the primary government (the Town).
The statements include a stalement of net assets and a statement of aclivities. These statements
report the financial activities of the overall government, except for fiduciary activities. They also
distinguish between the governmental and business-type activities of the Town. Governmental
activities generally are financed through taxes and intergovernmental revenues. Business-type
activities are financed in whole or in part by fees charged to external parties.

A statement of activitics presents a comparison between direct expenses and program revenues
for each function of the Town's governmental activities and segment of its business-type
activities. Direct expenses are those that are specifically associated with a program or funclion
and, therefore, are clearly identifiable to a particular function. The Town does not allocaie
indircct expenses to programs or functions. Program revenues include:

charges 10 customers or applicants for goods, services, or privileges provided,
* operating grants and contributions, and
¢ capital grants and contributions.

Revenues that are not classified as program revenues, including internally dedicated resources
and all taxes, are reported as general revenues.

Generally, the effect of interfund activity has been eliminated from the government-wide
financial statements to minimize the double counting of internal activities. However, charges for

-16-



TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

interfund services provided and used are nol eliminaled if the prices approximate their cxtcrnal
exchange values.

Fund statements—provide information about the Town’s funds, including fiduciary funds.
Separate statements are presented for the governmental, proprictary, and fiduciary fund
categories. The emphasis of fund statements is on major governmental and enterprise funds, each
displayed in a separate column. All remaining governmental and enterprise funds are aggregated
and reported as nonmajor funds. Fiduciary funds are aggregated and reported by fund type.

Proprictary fund operating revenues, such as charges for services, result from transactions
associated with the fund’s principal activity in which each party receives and gives up essentially
equal values. Nonoperating revenues, such as subsidies and investment carnings, result from
transactions in which the parties do not exchange equal values. Revenues generated by ancillary
activities are also reported as nonoperating revenues.

The Town reports the following major governmental funds:

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

The HURF/LTAF Fund accounts for specific revenue received from the State of Arizona
Highway User Revenuc Fund, Local Transportation Assistance Fund, and Pinal County
Transportation Excise Tax Fund that is legally restricted to expenditures for specified purposes.

The Grants Fund accounts for specific revenue sources that are restricted to expenditures for
specified purposes as defined by the grantor. The Town's grants include various police, fire,
welfare, and community development block grants (CDBG).

The Town reports the following major enterprise funds:

The Utilities, Sanitation, and Ambulance Funds account for operations that are financed and
operated in a manner similar to private business enterprises, in which the intent of the Town
Council is that the costs {expenses, including depreciation) of providing goods or services 1o the
general public on a continuing basis be financed or recovered primanily through user charges; or
for which the Town Council has decided that periodic determination of revenue earned, expenses
incurred, or nel income is appropriate for capital maintenance, public policy, management
control, accountability, or other purposes.

i



TOWN OF KEARNY, ARIZONA
Notes te Financial Statements
June 30, 2013

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
E. Allowance for Uncollectible Accounts

Allowances for uncollectible accounts receivable in the proprietary funds are estimated by the
Town. The amount recorded as uncollectible at June 30, 2013 in the Utilities, Sanitation, and
Ambulance Funds, respectively, were $33,087, $11,029, and $300,000.

F. Property Tax Calendar

Property taxes are recognized as revenue in the fiscal year they are levied and collected or if they
are collected within 60 days subsequent to fiscal year-end. Property taxes not collected within 60
days subsequent to fiscal year-end or collected in advance of the fiscal year for which they arc
levied are reported as deferred revenve.

The Town levies real property taxes on or before the third Monday in August that become due
and payable in two equal installments. The [irst installment is due on the first day of October and
becomes delinquent after the first business day of November. The second installment is duc on
the first day of March of the next year and becomes delinquent after the first business day of
May.

Property taxes receivable consist of uncollected property taxes as determined [rom the records of
the County Treasurer’s Office, and at June 30, 2013, the uncollected property taxes and relaled
allowances for uncollectible amounts (if any) were as follows:

General
Fiscal Year Fund
2012 - 2013 $ R,776
Prior 1,976
Net tota! $ 10,752

That portion of property taxes receivable not collected within 60 days aflter Junc 30, 2013, has
been deferred and, consequently, is not included in current-year revenue in the governmental
fund financial stalements.
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TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

G. Capital Assets

Capital assets are reported at actual cost. Donated assets are reported at estimated fair value at the
lime received.

Capitalization thresholds (the dollar values above which asset acquisitions are added to the capital
asset accounts), depreciation methods, and estimated useful lives of capital assets reported in the
government-wide statements and proprietary funds are as follows:

Capiulization Depreciation Estimated
Threshold Method Useful Life
Land ) 5,000 N/A N/A
Construction in progress 5,000 NA N/A
Buildings 5.000 Straight-line 40
Equipment 5,000 Straight-line 15
Infrastructure 5,000 Straight-line 25
Udlily systems 5,000 Straight-line 30

H. Investment Income

Investment income is composed of interest, dividends, and net changes in the fair value of
applicable investments.

I Compensaled Absences

Compensated absences consist of vacation leave earned by employees based on services alrcady
rendered.

Employees may accumulate up 10 120 hours of vacation depending on years of service, but any
vacation hours in excess of the maximum amount that are unused at year-end are forfeited.
However, employees may request in writing to the Town Manager to have excess bours carried
forward. Upon termination of employment, all unused and unforfeiled vacation benefits are paid to
employees. Accordingly, vacation benefits are accrued as a liability in the financial statements.

Employees may accumulate 240 hours of sick leave. Generally, sick leave benefits provide for
ordinary sick pay and are cumulative but are forfeited upon termination of employment. Because
sick leave benefits do not vest with employees, a liability for sick leave benefits is not accrued in the
financial statements.
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TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
A R Fund Balance Reporting

The Governmental Accounting Standards Board (GASB) Statement No. 54 requires fund
balances to be properly reported within one of the fund balance calegories listed below:

1. Nonspendable fund balance includes amounts that cannot be spent because they are either

not in spendable form or legally or contractually required to be maintained intact such as

fund balance associated with inventories, prepaids, long-term loans and notes receivable

{unless the proceeds are restricted, commilted, or assigned),

Restricted fund balance includes amounts that can be spent only for the specific purposes

stipulated by constitution provisions or cnabling legislation, or external resource

providers,

3. Commirtted fund balance includes amounts that can be used only for the specific purposes
determined by a formal action of the town council,

4. Assigned fund balances are intended to be used for specific purposes but do not meet the
criteria to be classified as restricted or committed, and

5. Unassigned fund balance is the residual classification for the Town's governmental funds
and includes all spendable amounts not conlained in other classifications.

A% ]

The Town’s policy for committed fund balances is through formal resolutions passed through the
clected town council. The process of rescinding a commiited fund balance requires the same
process.

The Town's policy for assigned fund balances is through motions passed by the elected town
council. Assigned fund balances do not require a formal resolution.

When expenditures incur for purposes for which both restricted and unrestricted (committed,
assigned, or unassigned) amounts are available, the Town's policy is to apply the expenditure
first o restricted, and then to unrestricted in the following order of committed, assigned, and then
unassigned.

K. Impact of Recently Issued Accounting Principles

In December 2010, the GASB issued Statement 62, Codification of Accounting and Financial
Reporting Guidance Contained in Pre-November 30, 1989 FASB und AICPA Pronouncements.
GASB 62 incorporales into the GASB's authoritative literature certain accounting and financial
reporting guidance that is included in the following pronouncements issued on or before
November 30, 1989, which does not conflict with or contradict GASB pronouncements:
Financial Accounting Standards Board (FASB) Statements and Interpretations, Accounting
Principles Board Opinions, and Accounting Research Bulletins of the American Institute of



TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Certified Public Accountants'(AICPA) Committee on Accounting Procedure. This statement is
effective for periods beginning afier December 15, 2011. The adoption of GASB 62 docs not
have any impact on the Town's financial statements.

In June 2011, the GASB issued Statement 63, Financial Reporting of Deferred Ouiflows of
Resources, Deferred Inflows of Resources, and Net Position. GASB 63 provides guidance for
reporting deferred outflows of resources, deferred inflows of resources, and net position in a
statement of financial position and related disclosures. The statement of net assets is renamed
the statement of net position and includes four components: assets, deferred outflows of
resources, liabilities, and deferred inflows of resources. The provisions of this Statement are
effective for financial statements for periods beginning after December 15, 2011.

NOTE 2 - DEPOSITS AND INVESTMENTS

Arizona Revised Siatutes {A.R.S.) authorize the Town to invest public monies in the State
Treasurer’s investment pool; U.S. Treasury obligations; specified state and local government
bonds; and interest-earning investments such as savings accounts, certificates of deposit, and
repurchase agreements in eligible depositories. The slatutes require collateral for demand
deposits, certificates of deposit, and repurchase agreements at 101 percent of all deposils not
covered by federal depository insurance.

The Town has not formally adopted deposit and investment policies that limit the Town’s
allowable deposits or investments and address the specific types of risk to which the Town is
exposed.

Deposits—At June 30, 2013, the carrying amount of the Town's total nonpooled cash in bank
was $536,097, and the bank balance was $542,224. Of the bank balance, $250,000 was covered
by federal depository insurance. The remainder was covered by collateral held by the pledging
financial institution in the Town’s name.

Restricted cash — Restricled cash in the Utilities Fund consists of monies restricted for refundable
customer deposits in the amount of $26,896, $24,209 for debt reserve requirements, and $24,209
for system repairs and replacements.

Investments—The Town reported investments in the State Treasurer’s Invesiment Pool 5 with a
reported amount of $1,547,404. The Standard and Poor’s credit quality rating of the pool is
AAA. The Town reported investments in the State Treasurer's Investment Pool 7 with a reported
amount of $48,447. The State Treasurer’s Investment Pool 7 is unrated. The State Board of
Investment provides oversight for the State Treasurer's pools, and the Local Government
Investment Pool Advisory Commitiee provides consultation and advice to the
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TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE 2 - DEPOSITS AND INVESTMENTS - Continued

Treasurer. The fair value of a participant’s position in the pool approximates the value of that
participant's pool shares. Those shares are not identified with specific investments and are not
subject to custodial credit risk.

NOTE 3- DUE FROM OTHER GOVERNMENTS

Amounts due from other governments in the General Fund at June 30, 2013 consisted of $13,896
in state-shared revenue from sales 1axes, $3,376 in state-shared revenue from auto licu taxcs,
$17,015 in local sales taxes collected by the Swate of Arizona, and $16,200 from the Town of
Hayden for police services.

Amounts due from ather governments in the HURF/LTAF Fund at June 30, 2013 consisted of
$5,939 in county-shared revenue from county road taxes and $11,313 in state-shared revenue
from highway user revenue fund (HURF) laxes.



TOWN OF KEARNY, ARIZONA
Notes to Financizl Statements
June 30, 2013

NOTE 4- CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2013, was as follows:

Balance Balance
July 01,2012 Increases Decrenses June 30,2013
Governmental activities:
Capital osscts no1 bein g depreciated:
Land S 76832 8§ - 3 $ 76.832
Capital assats being depreciated:
Buildings 1,468,209 . 1,468,299
Eyuipment 2,563,255 - 2,563,255
Infmstructuce 10,892,205 - 10,892,205
Total 14,923,759 - 14,923,759
Less accumulated depreciation lor:
Buiklings 877,006 31,502 908,508
Equipment 2,086,901 81,198 2,168,099
Infrastructure 3,592.326 287.547 1.879.873
Total 6,556,233 400,247 6,956,480
Total cupital ussus being
depreciated, nd 8367526 {400,247y 1.967.2719
Governmantal nctivitics capiwl assats, ret $ 8,444,358 $ (400,247} § 3 8044111
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TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE 4 - CAPITAL ASSETS - Continued

Balance Balance
July 01,2012 Increases Decreuscs June 30,2013
Business-type aclivilies:
Capial assets not being depreciated:
Land 5 711,274 $ - b 71,274
Capital assets being depreciated:
Buildings 487,904 - 487,904
Lhility systems 2,516,296 112,210 . 2,628,506
Equipment 2047315 - - 2,047,315
Totn) 5051515 112,210 - 5,163,725
Less accumul ated depreciation for:
Build ings 126,606 16,221 - 142,827
Utility systems 1,224,586 104,969 - 1,329,555
Equipment 1,232,339 78,812 - 1,311,151
Total 2,583,531 200,002 2,783,533
Tolal capital usscts being
deprecinted, not 2467984 (87,792) 2,380,192
Business-type activities capital assets, net $ 2539258 5  (87.792) - 5 2451466
Depreciation expense was charged to functions as follows:
Governmental activities:
Culture and recreation $ 146994
General government 99,354
Highways und streets 79,361
Public safety 69,036
Welfare 5,502
Toll governmental activities depreciation expense $ 400,247
Business-type activities:
Utlities $ 154,647
Ambulance 25,046
Saniwtion 20,309
Total business-type aclivities depreciation expense 5 200,002



TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE 5~ LONG -TERM LIABILITIES

The following schedule details the Town’s long-term liability and obligation activity for the year
ended June 30, 2013.

Balance Balance Duc within
July0l.30(2 Additions Reductions June 3, 2013 onc ycar
Governme ntal activilics:
Capital lcases payable 5 5p36 8§ - s 5036 S . 5
Conpemsated nhsernces 125812 25,000 40,314 110,598 82949

s 130948 S 500 S 45350 S o598 8 82949

Business-1ype activiti cs:

Revenue bonds myeble $ 848000 § - 3 6000 S Moo S 37.000
Nolespayable 182211 - 18,680 163,531 19,853
Compemsated abserces 60,70 10,000 13,889 56,281 42211

S 1090381 $ 10000 § 683569 S 1,182 § 98,264

Bonds—The Town's bonded debt consists of various issues of revenue bonds that are generally
callable with interest payable semiannually. Bond proceeds primarily pay for acquiring or
constructing capital facilities. Revenue bonds are repaid from charges for services in the
proprictary funds. Bonds outstanding at June 30, 2013, were as follows:

Original Muturity Interest Ouistanding
Description Amount Ranges Rules Principal
Revenue bonds 3 2,275,000 2008-2038 4.30-6.70% § 812,000

-26-



TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE 5- LONG -TERM LIABILITIES - Continued

Noles payable--The Town has acquired water infrastructure assets under contract agreements at
a total purchase price of $350,000.

Origina Maiurity Inerest Oustanding
Description Amount Ranpes Rates Principal
Notes payable 3 350,000 2020 2.00-341 % S 163,531

The following schedule details debt service requirements to matwrity for the Town’s bonds and
notes payable at June 30, 2013.

Business4 ype Activilies

Yea
Ending Revenue Bonds Notes Payable
June30 Principal Intcrest Principal Interest
2014 $§ 37000 s 39500 § 19053 5 3569
2015 15,000 38,750 19,434 3,089
2016 20,000 38,000 19,823 2599
2017 20,000 37,000 20,219 2,100
2018 20,000 36,000 20,624 1,590
2019.23 115,000 164,250 64,378 1,612
2024-28 160,000 131,000 - -
2029-33 211,000 86,850 - -
2034-38 214 .000 27,550 - -
Total $ 812,000 $ 598800 % 163,531 S 14559
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TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE 6 - RISK MANAGEMENT

The Town is exposed 10 various risks of loss related to torts; theft of, damage to, and destruction
of assets; errors and omissions; injuries 1o employees; and natural disasters. The Town carries
commercial insurance for all such risks of loss, including workers’ compensation and employees’
health and accident insurance. Settled claims resulling from these risks have not cxcccded
commercial insurance coverage in any of the past three fiscal years.

NOTE 7 - RETIREMENT PLANS

Plan Descriptions — The Town contributes to the two plans described below. Benefils are
established by state statute and generally provide retirement, death, long-term disability, survivor,
and health insurance premium benefits. The retirement benefits are generally paid at a
percentage, based on years of service, of the retirees’ average compensation. Long-term
disability benefits vary by circumstance, but generally pay a percentage of the employce’s
monthly compensation. Health insurance premium benefits are generally paid as a flat dollar
amount per month towards the retiree’s health care insurance premiums, in amounts based on
whether the benefit is for the retirce or for the retirec and dependents

The Arizona State Retirement System (ASRS) administers cost-sharing multiple-employer
defined benefit pension, health insurance premium, and long-term disability plans that cover
employees of the State of Arizona and participating political subdivisions and school districts.
The ASRS is governed by the Arizona State Relirement System Board according lo the
provisions of A.R.S. Title 38, Chapler 5, Article 2. The system issues a publicly available
financial report that includes financial statements and required supplementary information. This
report may be obtaincd by writing to the Arizona State Retirement System, 3300 N. Central
Ave., P.O. Box 33910, Phoenix, Arizona, 85067-3910 or by calling (602) 240-2000 or 1 (800)
621-3778.

The Public Safery Personnel Retirement System (PSPRS) administers agent multiple-employer
defined benefit pension and health insurance premium plans that cover public safcty personncl
who are regularly assigned hazardous duty as employees of the State of Arizona or one of ils
political subdivisions. The PSPRS, acting as a common investment and administrative ageat, is
governed by a five-member board, known as The Fund Manager, and the participating local
boards according to the provisions of A.R.S. Title 38, Chapter 3, Article 4. The PSPRS issues a
publicly available financial report that includes financial statements and required supplementary
information. This report may be obtained by writing to the Public Safety Personnel Retirement
System, 3010 East Camelback Road, Suite 200, Phoenix, Arizona 85016-4416, or by calling
(602) 255-5575.

Funding Policy — The Arizona State Legislature establishes and may amend active plan
members' and the Town's contribution rates for both ASRS and PSPRS.
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TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE 7 - RETIREMENT PLANS - Continued

Cost-sharing plans — For the year ended June 30, 2013, active ASRS members and the Town
were each required by statute to contribute at the actvarially determined rate of 11.15 percent
(10.90 percent for retirement and 0.25 percent for long-term disability) of the members' annual
covered payroll. The Town’s contributions to ASRS for the years ended June 30, 2013, 2012,
and 2011, were $60,271, $59,423, and $69,690, respeclively, which were equal 1o the required
contributions for the year.

Agent plans — For the year cnded June 30, 2013, active PSPRS members were required by statute
Lo contribute 9.55 percent of the members’ annual covered payroll, and the Town was required to
contribute at the actwarially determined rate of 21.08 percent, of which 1.76 percent was the
health insurance premium portion.

The contribution requirements for the year ended June 30, 2013, were established by the June 30,
2013 actuarial valuations, and those actuarial valuations were based on the following actuarial
methods and assumptions.

Actuarial valuations involve estimates of the value of reported amounts and assumptions about
the probability of events in the future. Amounts determined regarding the funded status of the
plans and the annual required contributions are subject to continual revision as actual results are
compared to pasl expectations and new estimates are made. The required schedule of funding
status presented below provides multiyear trend information that shows whether the actuarial
value of the plans’ assets are increasing or decreasing over time relative (o the actuarial accrued
liability for benefits.

Projections of benefits are based on 1) the plans as understood by the Town of Kearny, Arizona
and plan members and include the types of benefits in force at the valuation daie, and 2) the
pattern of sharing benefit costs between the Town and plan members to that point. Actuanial
calculations reflect a long-term perspective and employ methods and assumptions that are
designed to reduce short-term volatility in actuarial accrued liabilities and the actuarial value of
assets. The significant actuarial methods and assumplions used to establish the fiscal year 2013
contribution requircments are as follows:

Acwarial valuation date June 30, 2013
Actuarial cost method Entry Age Normna!
Amonization method Level percent-of-pay closed
Remaining amortization period 23 years for underfunded actuarial liability, 20
Assel vatuation method T-year smoathed market
Actuarial assumptions:
Investment rate of retum 1.85%
Projected salury increases 4.50% - B.50%
Payroll growth 4,50%

-29.



TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013

NOTE 7 - RETIREMENT PLANS — Continued

Trend Information — Annuval pension cost information for the current and two preceding years
follows for each of the agent plans.

Year Annual fercentag Net

Ended Pension of APC Pension
Plan June 30 Cost (APC) ‘oniribute Obligation
Pension 2013 3 48,629 100 % $ -
2012 39,755 100 -

201 31,949 100 -

Health Insurance 2013 $ 3,903 100 % s -
212 3,805 100 -

2011 3,884 100 -

Schedules of Funded Status — Following are the schedules of funded status of the plans as of the
most recent valuation date, June 30, 2013, and the previous two fiscal years. The fiscal year
2013 actuarial methods and assumptions vsed for the schedules are not significantly different
than the fiscal year 2012 actuarial methods and assumptions as described on page above.

Pensfon
Unflunded
Actuarial Liability as
Value of Actuarini Funding Annual Percentage of
Actuarial Plan Accrucd {Liability) Funded Covered Covered
Valuation Asscts Liability Excess Ratio Payroll Payrall
Datc {a) {b) {b-a) (wb) {c) {[a-bl/c)
06/30/13 $ 1690548 5 1,934,207 § 243,659 87.4 % $ 203073 120.0 %
06130712 1,467,089 1,782,226 315,137 823 217,033 145.2
06/30/11 1,423,215 1,654,018 230,803 86.0 177,053 130.4
Health Insurance
Unfunded
Acluurial Liabitity ns
Value of Acluarial Funding Annual Percentage of
Acluarial Plan Accrucd {Liability) Funded Covered Covered
Valuation Assels Linbility Excess Ratio Payroll Payroll
Datc (a) ()] (b-a} {ab) (c) {[a-blfc)
06/30/13 § - 8 39,124  § 39,124 0.0% 3 203,073 193%
06/30/12 - 41,923 41,923 0.0 217,033 19.3
0630/ - 43,008 43,098 0.0 177,053 243



TOWN OF KEARNY, ARIZONA
Notes to Financial Statements
June 30, 2013
NOTE 8 - INTERFUND BALANCES AND ACTIVITY

Interfund receivables and payables—Interfund balances at June 30, 2013, were as follows:

Payable o
Payable General Sanitation Ambulance
from Fund Fund Fund Totw)
Utilities Fund 3 128,567 5 69,685 3 199294 § 397,545

The interfund receivables and payables above were necessary in order to fund the ongoing
activities of the Utilities funds in current and prior periods.

Interfund transfers—Interfund transfers for the year ended June 30, 2013, were as follows:

Transfer to
Transfer General Grants
from Fund Fund Total
HURFATAF Fund $ 130,000 b} - $ 130,000
General Fund - 3,91 3911
Utilities Fund 83,000 . 83,000
Samitation Fund 37,000 : 37,000
Ambulance Fuad 37,000 - 37,000

$ 287000 & 3ol $ 200911

The interfund transfer from the HURF/LTAF Fund to the General Fund was o reimburse the
General Fund for expenditures paid from the General Fund for administration of HURF, LTAF,
and Pinal County Excise Tax monies. Transfers from the Utilities, Sanitation, and Ambulance
Funds to the General Fund were done to help meet the need of the General Fund to pay for
current year cxpenditurcs.



TOWN OF KEARNY, ARIZONA
Required Supplementary Information
Budgetary Comparison Schedule
General Fund

Year Ended June 30, 2013
Budgewd Amounts Acwal Varignce with
Original Final Amounts Final Budget
Revenue
Taxes 5 709,128 § 709,128 $ B74,666 $ 165,538
Intergovernmenial 479,112 479,112 505,327 26,215
Fines and forfeitures 20,200 20,200 16,307 (3,893)
Licenses and permits 475 475 425 (50)
Charges lor services 12,800 12,800 23,046 10,246
Investment income 1,000 1,000 9470 8,470
Other revenue 77.000 77.000 18,084 {58,916}
Toinl revenos 1,299,715 1,299,715 1447325 147 610
Expenditures
Curment
Geneml government 536,443 536,443 391,084 145,359
Public salety 760,037 760,037 804,130 (44 .093)
Highways and streets 136,250 136,250 121,474 14,776
Culwre and recreation 143,740 143,740 120,888 22 852
Debtservice
Principal 10,245 10,245 5035 5,210
Interest - - 87 {87)
Tetal expenditures 1,586,715 1,586,715 1,442,698 144,017
Excess (deficiency) ofrevenue
over {(under) expendiiures {287.000) (287,000) 4,627 291,627
Other finond ng sources (uses)
Trunslers 287,000 287.000 283,089 G391
Net change in find balanc: - - 287,716 287,716
Fund baences, beginning of year 1,152,466 1,152,466 1,152,466 -
Fund balances, end of year 5 1,152,466 $ 1,152,466 $ 1,440,182 § 287716

See accompanying notes to budgetary comparison schedule.
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Revenue
Intergovemmen tal
Investment income
Other revenue

Totul revenuoe

Expenditures
Current
High ways and streets

Excess (deficimcy) ofrevenue
over (und er) expenditures

Other finundng souraes (uses)
Transfers

Net change in fond baluee
Fund balances, beginning of year
Fund balanoes, end of year

TOWN OF KEARNY, ARIZONA

Required Supplementary Information

Budgetary Comparison Schedule
HURF/LTAF Fund
Year Ended June 30, 2013

Budgeted Amounts Actsal Variance with
Original Final Amounis Final Bud get
§ 201,283 S 208,283 5 191,705 S 9,578)
480 480 580 100
500 500 - {500)
202,263 202,263 192,285 9,978)
351,900 351,900 67.508 284.392
(149,637) (149,637) 124,777 274 414
(130,000) (130,000) {130,000} -
(279,637) (279,630 (5.223) 274 414
618,t15 618,115 618,115 -
$ 338,478 $ 338,478 $ 612,892 $ 274414

See accompanying notes to budgetary comparison schedule,
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Revenue
Intergovernmental

Expenditures
Current
General povernment
Public safety
Culture and recreaion
Total expenditures

Excess (deficioncy) ofrevenue
over (under) expenditures

Other finandng seurces (uses)
Transfers

Net change in fund balmnoe
Fund bamoes, beginning of year
Fumd balances, end of year

TOWN OF KEARNY, ARIZONA
Required Supplementary Information
Budgetary Comparison Schedule
Grants Fund
Year Ended June 30, 2013

Budpeted Amounts Aclual Variance with
Original Finual Amounls Final Bud gel
5 1,801.800 $ 1,891,800 S 64,900 $ (1,826,900)
1,360,000 1,360,000 . 1,360,000
530,000 530,000 530,000
1,800 t,800 1,800
1,891,800 1,891,800 - 1,891,800

. 5 64,900 64,900

- - 3911 3,911

. 68,811 63,811

(68.811) (68,811) 68811 .
$ (68311) § (68,81 $ - $ 683811

See accompanying notes 1o budgetary comnparison schedule.
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TOWN OF KEARNY, ARIZONA
Required Supplementary Infermation
Notes to Budgetary Comparison Schedules
June 30, 2013

NOTE 1 - BUDGETING AND BUDGETARY CONTROL

A.R.S. requires the Town to prepare and adopt a balanced budget annually for each governmental
fund. The Town Council must approve such operating budgets on or before the third Monday in
July to allow sufficient time for the legal announcements and hearings required for the adoption
of the property tax levy on the third Monday in August. A.R.S. prohibits expenditures or
liabilities in excess of the amounts budgeted.

Expenditures may not legally exceed appropriations at the department level. In certain instances,
transfers of appropriations between departments or from the contingency account to a department

may be made upon the Town Council’s approval. With the exception of the General Fund, each
fund includes only one department.

NOTE 2 - BUDGETARY BASIS OF ACCOUNTING

The Town's budget is prepared on a basis consisient with generally accepted accounling
principles.
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1535 W, Harvard Avenue, Suite 101 - Gilbert, Arizona 85233
Tel: (480) 635-3200 - Fax: (480) 6353201

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

To the Town Council
Town of Kearny, Arizona

We have audited, in accordance with the avditing standards generally accepied in the Uniled
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the governmental activities, the business-type activities, and each major fund of
Town of Kearny, Arizona, as of and for the year ended June 30, 2013, and the related notes to the
financial statements, which collectively comprisc Town of Kearny, Arizona's basic financial
statements and have issued our report thereon dated December 11, 2013.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial stalements, we considered Town of Kcamny,
Arizona's internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions
on the financial statcments, but not for the purpose of expressing an opinion on the effectiveness
of Town of Kearny, Arizona's internal control. Accordingly, we do not express an opinion on
the effectivencss of Town of Kearny, Arizona’s internal control.

Our consideration of internal controt was for the limited purpose described in the preceding
paragraph and was not designed 1o identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therelore, material weaknesses or significant
deficiencies may exist that were not identified. However, as described in the accompanying
schedule of findings and responses, we identificd certain deficiencies in internal control that we
consider to be material weaknesses and significant deficiencics.

A deficiency in internal control exists when the design or operation of a control does not allow
management or cmployees, in the normal course of performing their assigned functions, to
prevent, or detect and cormrect, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstaiement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. We consider the deficiencies described in the
accompanying schedule of findings and responses as (09-02 and 10-01 to be material weaknesses.
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A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that
is less severe than a material weakness, yet important enough to merit attention by those charged
with governance. We consider the deficiency described in the accompany schedule of findings
and responses as 13-01 1o be a significant deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Town of Kearny, Arizona’s financial
statements are free from 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 resulis of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Governiment
Auditing Standards.

Town of Kearny, Arizona’s Response to Findings

Town of Kearny, Arizona’s response to the findings identified in our audit is described in the
accompanying schedule of findings and responses. Town of Kearny, Arizona’s responsc was not
subjected lo the auditing procedures applied in the audit of the financial statements and,
accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not 1o provide an opinion on the cffectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Governmment Auditing Standards in considering the entity’s
interna) control and compliance. Accordingly, this communication is not suitable for any other

purpose.

December 11, 2013
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TOWN OF KEARNY, ARIZONA
Schedule of Findings and Responses
June 30, 2013

Financial Statement Findings

Audit findings and responses are as follows:

Item: 09-02
Subject: Segregation of Dutics (Repeat Finding)

Criteria/Specific Requirements: Management should separate imporant duties related to
recording transactions in the accounting records of the Town, reconciling accounting records to
external documents such as bank statements, and custody of cash.

Condition: The Town's size and structure limit the options available to the Town for
scgregation of duties.

Effect: A material misstalement could occur due to error or fraud and not be discovered by
management in a reasonable amount of time.

Cause: Duc to the size of the Town, management is limited in the options available to them to
segregale imporiant duties.

Recommendation: Management should separate the functions of billing, receiving cash, and
recording cash payments to the greatest extent possible. This will help to prevent malerial
misstatements due to error or fraud that would not be detected in a timely manncr by
management. Cross training and/or a cross-check of the receipling clerk’s transactions will help
o minimize the effects of the Town's small staff size.

In addition, someone independent of recording transactions in the accounting records and
independent of reconciling accounting records to the bank statements receive and review bank
statements and completed bank reconciliations. That person should review these items al lcast
monthly and cvidence their review by initialing and dating the items reviewed.

Response: Management understands this finding and is continually working to implement and
improve procedures lo properly segregate responsibilities related to recording transactions,
reconciling accounting records to exlernal documents such as bank statements, and custody of
cash, to the extent possible.
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TOWN OF KEARNY, ARIZONA
Schedule of Findings and Responses
June 30, 2013

1 Item: 10-01
| Subject: Review of utility billing adjustments (Repeat Finding)

Criteria/Specific Requirements: The billing adjustment function should be segregated from the
cash receipting and billing functions. If it cannot be segregated, someone apart from such
functions should review billing adjustments on a regular basis.

Condition: Billing adjustments are often initiated by the same employee who collects cash and
prepares bills for utility services.

Effect: A malerial misstalement could occur due to error or fraud and not be discovered by
management in a reasonable amount of time.

Cause: Due to the size of the Town, management is limited in the options available to them to
segregate important duties.

Recommendation: Management should designate a responsible employce to review utility
billing adjustments on a monthly basis.

Response: Management agrees with this finding and will assign a separate employee apart from
the cash receipting function and the billing function to review billing adjustments.
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TOWN OF KEARNY, ARIZONA
Schedule of Findings and Responses
June 30, 2013

| Item: 13-01
| Subject: Ambulance receivables

Criteria/Specific Requirements: Management has the responsibility for the safekeeping of all
assets of the Town, including accounts receivable, as well as 1o ensure that all collection attempts
have been made for ambulance services provided by the Town. For all accounts that are deemed
uncollectible, management must follow Town policy for writing off such accounts.

Condition: During the transition from the Town managing ambulance receivables (o the billing
company handling ambulance receivables, it was found that many receivables had not been
transferred 1o the billing company for collection.  Alter discussions with management, it was
found that management failed to reconcile the Town's ambulance receivables recorded in their
billing system with the new billing company’s system. Only accounts with current year billings
and payments were transferrcd 1o the billing company. Management had failed to maintain an
accounting of those receivables not transferred to the billing company.  According to
management, most, if not all, of these accounts were considered uncollectible and were written
off. However, management did not follow its policy for writing off these ambulance receivables.

Effect: A material misslalement could occur due to error or fraud and not be discovered by
management in a rcasonable amount of time.

Recommendation: We recommend that management reconcile the Town's old billing system
with the records that are now at the new billing company. Town policy should be foliowed for

writing off any receivables.

Response: Management agrees with this finding and will reconcile the two billing systems.
Management will follow Town policy for writing off all receivables.
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CoLBYy &
C&P PowELL, PLC

1535 W, Harvard Avenue, Suite 101 - Gilbert, Arizona 85233
Tek: (480) 635.3200 - Fax: (480) 635-3201

INDEPENDENT AUDITORS’ REPORT ON
COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO THE USES OF HIGHWAY
USER REVENUE FUND MONIES IN
ACCORDANCE WITH ARS TITLE 28, CHAPTER
18, ARTICLE 2

To the Town Council
Town of Kearny, Arizona

We have audited, in accordance with auditing standards generally accepled in the United States
of America and Government Auditing Standards, issued by the Comptroller General of the
United States, the financial stalements of the governmental activities, business-lype aclivities,
and each major fund of the Town of Kearny, Arizona as of and for the year ended June 30, 2013,
which collectively comprise the Town's basic financial statements, and have issued our report
thercon dated December t1, 2013,

In connection with our audit, nothing came to our attention that caused us to belicve that the
Town failed to use highway user revenue fund monies received by the Town pursuanl to Arizona
Revised Statutes Title 28, Chapter 18, Article 2 and any other dedicated stale iransportation
revenues received by the Town solely for the authorized transportation purposes. However, our
audit was not directed primarily toward obtaining knowledge of such noncompliance.

This report is intcnded solcly for the information and use of management and the members of ihe
Arizona State Legislature and is not intended to be and should not be used by anyone other than
these specified parties. However, this report is a matter of public record, and its distribution is
not limited.

oty 4§ frell

December 11, 2013
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