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AN

| Ronald C. Cottrell, CPA
N

Independent Auditor’s Report

December 5, 2008

City Commissioners
City of Sallisaw
Sallisaw, Oklahoma

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

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
basic financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are
apfpropn'ate in the circumstances, but not for the {)urpose of expressing an opinion on the
eftectiveness of the City of Sallisaw’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the basic financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

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

In accordance with Government Auditing Standards, we have also issued our report dated
December 5, 2008, on our consideration of the City of Sallisaw’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracis, and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing ogntemal contirol over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be read in conjunction with this report in considering the results
of our audit.

1107 East 13th, Suite C Phone (918) 786-6062
Post Office Box 450422 Fax (918) 786-6082
Grove, Oklahoma 74345-0422 Email rccottrell@sbceglobal.net



Ronald C. Cottrell, CPA

The management’s discussion and analysis and budgetary comparison information on pages 3
through 12 and 42 through 45 are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain iimited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion
onit.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City otP Sallisaw’s basic financial statements. The accompanying
combining and individual nonmajor fund financial statements listed under supplementary
information in the table of contents are presented for purposes of additional analysis and are not
a required part of the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly. stated, in all material respects, in relation to the basic financial statements taken as a
whole.

Romata C. Cottautt. COA



City of Sallisaw, Oklahoma
Management’s Discussion and Analysis
June 30, 2008

The following discussion and analysis of the City of Sallisaw’s (the City) financial performance
provides an overview of the City’s financial activities for the fiscal year ended June 30, 2008.
Please read it in conjunction with the City’s financial statements, which begin on page 13.

Financial Highlights
% The assets of the City of Sallisaw exceeded its liabilities at the close of the most
recent fiscal year by $§ 16,413,240 (net assets). Of this amount, $ 4,800,771
(unrestricted net assets) may be used to meet the government’s ongoing obligations to
citizens and creditors.

During the year, the government’s total net assets increased by $ 1,071,087. This is
mainly attributed to an increase in capital asset investment net of related debt.

s As of the close of the current fiscal year, the City of Sallisaw’s governmental funds
reported combined ending fund balances of $ 2,443,202, an increase of $§ 302,504 in
comparison with the prior year. Approximately $ 1,391,763 is available for spending
at the government’s discretion (unreserved fund balance).

% At the end of the current fiscal year, unreserved fund balance for the general fund was
$ 494,975, or 9% of total general fund expenditures.

The City of Sallisaw’s total debt decreased by $ 266,555 during the current fiscal
year. The key factors in this decrease were:

e The pay off of various lease purchase agreements
¢ Reduction in the outstanding principal amounts on various bond issues, loans and
lease purchase payments.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City of Sallisaw’s basic
financial statements. The City of Sallisaw’s basic financial statements comprise three
components: 1) government-wide financial statements, 2) fund financial statements, and 3) notes
to the financial statements. This report also contains other supplementary information in
addition to the basic financial statements themselves.

Government-wide financial statements. The government-wide financial statements are
designed to provide readers with a broad view of the City of Sallisaw’s finances, in a manner
similar to a private-sector business.

The statement of net assets presents information on all of the City of Sallisaw’s assets and
liabilities, with the difference between the two reported as net assets. Over time, increases or
decreases in net assets may serve as a useful indicator of whether the financial position of the
City of Sallisaw is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows.
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Thus, revenues and expenses are reported in this statement for some items that will only result in
1cash flows in the future fiscal periods (e.g., uncollected taxes and earned but unused vacation
eave).

Both of the government-wide financial statements distinguish functions of the City of Sallisaw
that are principally supported by taxes and intergovernmental revenues (governmental activities)
from other functions that are intended to recover all or a significant portion of their costs through
user fees and charges (business-type activities). The governmental activities of the City of
Sallisaw include general government, public safety, public works, and culture and recreation.
The business-type activities of the City of Sallisaw include the Sallisaw Municipal Authority
which includes the city’s electric, water, wastewater, landfill, and sanitation utility operations.

The government-wide financial statements can be found on pages 13-14 of this report.

Fund Financial Statements. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives. The City of
Sallisaw, like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. All of the funds of the City of Sallisaw can
be divided into three categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However,
unlike the government-wide financial statements, governmental fund financial statements focus
on near-term inflows and outflows of spendable resources, as well as on balances of spendable
resources available at the end of the fiscal year. Such information may be useful in evaluating a
government’s near-term financing requirements.

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

The City maintains fourteen individual governmental funds. Information is presented separately
in the governmental fund balance sheet and in the governmental fund statement of revenues,
expenditures, and changes in fund balances for the general fund and the capital improvements
fund, both of which are considered to be major funds. Data from the other twelve governmental
funds are combined into a single, aggregated presentation. Individual fund data for each of these
nonmajor governmental funds is provided in the form of combining statements elsewhere in this
report.

The City adopts an annual appropriated budget for its general and capital improvements funds.
A budgetary comparison statement has been provided for these funds to demonstrate compliance
with this budget.

The basic governmental fund financial statements can be found on pages 15-17 of this report.

Proprietary funds. The City maintains two types of proprietary funds. Enterprise funds are used
to report the same functions presented as business-type activities in the government-wide
financial statements. The City uses an enterprise fund to account for its Municipal Authority
operation.



Internal service funds are an accounting device used to accumulate and allocate costs internally
among the City’s various functions. The City uses internal service funds to account for its
unemployment and employee health insurance funds. Because both of these services
predominantly benefit governmental rather than business-type functions, they have been
included within governmental activities in the government-wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary fund financial statements provide information
for the Sallisaw Municipal Authority, which is considered to be a major fund of the City. Both
internal service funds are combined into a single, aggregated presentation in the proprietary fund
financial statements. Individual fund data for the internal service funds is provided in the form
of combining statements elsewhere in this report.

The basic proprietary fund financial statements can be found on pages 18-20 of this report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are not reflected in the government-wide financial
statement because the resources of those funds are not available to support the City’s own
programs. The accounting used for fiduciary funds is much like that used for proprietary funds.

The basic fiduciary fund financial statements can be found on page 21 of this report.

Notes to the financial statements. The notes provide additional information that is essential to
a full understanding of the data provided in the government-wide and fund financial statements.
The notes to the financial statements can be found on pages 22—41 of this report.

Other information. In addition to the basic financial statements and accompanying notes, this
report also presents certain required supplementary information concerning the City’s actual
revenues and expenditures on a budgetary basis compared with the original and final budgets for
the general fund. Required supplementary information can be found on pages 4245 of this
report.

The combining statements referred to earlier in connection with nonmajor governmental funds
and internal service funds are presented immediately following the required supplementary
information on budget and actual revenues and expenditures for the general and capital
improvements funds. Combining and individual fund statements and schedules can be found on
pages 4652 of this report.

Government-Wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. In the case of the City, assets exceeded liabilities by $ 16,413,240 at the close of the
most recent fiscal year.

By far the largest portion of the City’s net assets (40%) reflects its investment in capital assets
(e.g., land, buildings, improvements, vehicles, and equipment); less any related debt used to
acquire those assets that is still outstanding. The City uses these capital assets to provide
services to citizens; consequently, these assets are not available for future spending. Although
the City’s investment in its capital assets is reported net of related debt, it should be noted that
the resources needed to repay this debt must be provided from other sources, since the capital
assets themselves cannot be used to liquidate these liabilities.



City of Sallisaw

Net Assets
June 30, 2008 and 2007
Governmental Business-Type
Activities Activities Totals
2008 2007 2008 2007 2008 2007
Current assets $ 3,501,725 $ 3,132,482 $ 8,243,236 $ 11,743,727 $ 11,744,961 $ 14,876,209
Capital and other
noncurrent assets 5,779,094 5,704,659 38,980,197 34,838,762 44,759,291 40,543,421
Total assets 9,280,819 8,837,141 47,223,433 46,582,489 56,504,252 55,419,630
Current liabilities 922,666 926,523 3,513,350 3,335,081 4,436,016 4,261,604
Long-term liabilities 259,764 223,465 35,395,232 35,592,408 35,654,996 35,815,873
Total liabilities 1,182,430 1,149,988 38,908,582 38,927,489 40,091,012 40,077,477
Net assets:
Invested in capital assets,
net of related debt 5,204,821 5,073,550 1,321,563 (3,122,847) 6,526,384 1,950,703
Restricted 1,501,805 1,452,992 3,584,280 7,554,483 5,086,085 9,007,475
Unrestricted 1,391,763 1,160,611 3,409,008 3,223,364 4,800,771 4,383,975
Total net assets § 8098389 §$ 7,687,153 $§ 8314851 $ 7,655000 $ 16413240 $ 15342,153

An additional portion of the City’s net assets (31%) represents resources that are subject to
external restrictions on how they may be used, for example, capital improvements and debt
service. The remaining balance of unrestricted net assets ($ 4,800,771) may be used to meet the
government’s ongoing obligations to citizens and creditors.

The government’s net assets increased by $ 1,071,087 during the current fiscal year. This is
mainly attributed to an increase in capital asset investment net of related debt.

City of Sallisaw
Statement of Activities
Years Ended June 30, 2008 and 2007

Governmental Business-Type
Activities Activities Totals
2008 2007 2008 2007 2008 2007
Program revenues:
Charges for services $ 469,176 $§ 374998 $ 15,246,936 $ 14,258,939 §$§ 15,716,112 $ 14,633,937
Grants/contributions 202,365 872,890 18,000 95,935 220,365 968,825
General revenues 6,237,548 6,096,860 401,604 830,025 6,639,152 6,926,885
Total revenues 6,909,089 7,344,748 15,666,540 15,184,899 22,575,629 22,529,647
Expenses:
General government 1,674,460 1,520,358 1,674,460 1,520,358
Public safety 2,339,381 2,373,164 2,339,381 2,373,164
Public works 1,598,733 1,587,301 1,598,733 1,587,301
Culture and recreation 670,048 659,279 670,048 659,279
Electric 6,974,877 7,438,573 6,974,877 7,438,573
Water 2,089,963 2,202,597 2,089,963 2,202,597



Governmental Business-Type

Activities Activities Totals
2008 2007 2008 2007 2008 2007
Wastewater 976,778 632,425 976,778 632,425
Landfill 1,080,360 732,431 1,080,360 732,431
Sanitation 437,293 398,093 437,293 398,093
Telecommunications 2,608,195 2,279,241 2,608,195 2,279,241
Administration/other 1,054,454 3,548,621 1,054,454 3,548,621
Total expenses 6,282,622 6,140,102 15,221,920 17,231,981 21,504,542 23,372,083
Increase in net assets before
transfers 626,467 1,204,646 444,620 (2,047,082) 1,071,087 (842,436)
Transfers, net (215,231) 195,072 215,231 (195,072) 0 0
Increase in net assets 411,236 1,399,718 659,851 (2,242,154) 1,071,087 (842,436)
Net assets, beginning 7,687,153 6,287,435 7,655,000 9,897,154 15,342,153 16,184,589
Net assets, ending $ 8,098,389 § 7,687,153 $§ 8,314,851 § 7,655000 $ 16,413,240 $ 15,342,153

Governmental activities. Governmental activities increased the City’s net assets by $ 411,236.

Key elements of this increase are as follows:

e The City has seen an increase in service and general revenues from the previous
year.
¢ A reduction in public safety expenses.

City of Sallisaw
Governmental Activities

Years Ended June 30, 2008 and 2007

Program Revenues Cost of Services

2008 2007 2008 2007
General government $ 150,939 § 34557 $§ 1,674460 $ 1,520,358
Public safety 177,301 335,193 2,339,381 2,373,164
Public works 332,236 867,595 1,598,733 1,587,301
Culture and recreation 11,065 10,543 670,048 659,279

Total governmental activities $ 671,541 § 1,247,888 §$ 6,282,622 $ 6,140,102

Business-type activities. Business-type activities increased the City’s net assets by $ 659,851.

The key elements in this increase are:

* An increase in total revenues of $481,641 from the previous year.
¢ A decrease in total expenses of $2,010,061 from the previous year.



