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INDEPENDENT AUDITOR'S REPORT




450 c’aum.trgj club Rdﬂd, Suite 155
Eugene OR 97401

INDEPENDENT AUDITOR’S REPORT

Mayor and Members of the City Council
City of Lowell
Lane County, Oregon

Report on the Financial Statements

We have audited the accompanying-modified cash basis-financial statements of the
governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the City of Lowell, Oregon, as of and for the year ended June 30,
2016, and the related notes to the financial statements, which collectively comprise the 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 the modified cash basis of accounting as described in note 1; this
includes determining that the modified cash basis of accounting is an acceptable basis for the
preparation of financial statements in the circumstances. Management is also responsible for 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.

Auditors' 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 accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free 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 auditors'
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 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 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.

Phone 541 255 2888 FAX 541 345 3358
mw.emﬁml,o{c,pa.com



Opinions

In our opinion, the financial statements referred to above present fairty, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each minor
fund and the aggregate remaining fund Information-modified cash basis-of the City of Lowell, as of
June 30, 2016, and the respective changes in financial position thereof for the year then ended in
accordance with the modified cash-basis of accounting.

Other Matters
Other information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the basic financial statements. The Management's Discussion and Analysis on
pages i-vii is presented as additional information and is not a required part of the basic financial
statements. We have applied certain limited procedures to this 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 to our inguiries, the
basic financial statements, and other knowiedge 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 exprass an opinion
or provide any assurance.

The combining statements of remaining aggregate fund information and the budgetary schedules
presented as supplementary information on pages 23-36 are for the purposes of additional analysis
and are nota required part of the basic financial statements. The supplementary information is the
responsibility of management and was derived from and relate directly to the underlying
accounting and other records used to prepare the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themseives, and other
additional procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinion, the supplementary information is fairly stated, in
all material respects, in relation to the basic financial statements as a whole.

Report on Other Legal and R egulatory Requirements
Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
January 31, 2017, on our consideration of the City's internal control over financial reporting and
on our tests of its compliance with certain provisions of faws, regulations, contract, 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 and compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards in
considering the City's internal control over financial reporting and compliance.




Other Reporting Required by Oregon Minimum Standards

In accordance with Minimum Standards for Audits of Oregon Municipal Corporations, we have
also issued our report dated January 31, 2017, on our consideration of the City’s internal control
over financial reporting and on tests of its compliance with the provisions of Oregon Revised
Statutes as specified in Oregon Administrative Rules OAR 162-10-000 to 162-10-320, 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,

Ewerald CPA Group LLP

Eugene, Oregon
January 31, 2017
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CITY OF LOWELL
MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Year Ending June 30, 2016

The management of the City of Lowell, Oregon presents this narrative overview and analysis
to facilitate both a short and a long-term analysis of the financial activities of the City for
the fiscal year ended June 30, 2016. This Management’s Discussion and Analysis (MD&A) is
based on currently known facts, decisions, and conditions that existed as of the date of the
independent auditor's report. Please read it in conjunction with the City's financial
statements which follow this section.

Financial Highlights

The City's Total Assets as of June 30, 2016 are $8,927,386, a decrease of $243,268 over
the previous year primarily as a resuit of capital asset depreciation.

The City's Total Liabilities are $1,730,992, a decrease of $67,885 over the previous year,
primarily as a result of debt principle payments.

The Net Position of the City (assets minus liabilities) as of June 30, 2016 is $7,196,3%94, a
decrease of $175,383 from the previous year, primarily as a result of a decrease in the
capital assets (depreciation) from the water and sewer funds.

The City's governmental funds reported combined ending balances of $733,875, an increase
of $3,627 over the previous fiscal year. All but $123,608 is restricted for specific purposes
or assigned for future expense.

The City's proprietary funds reported combined ending net position of $3,315,339, down
$134,554 from the previous fiscal year.

Overview of the Financial Statemenis

The following discussion and analysis is intended to serve as an introduction to the City's
basic financial statements and other required supplementary information. The City's basic
financial statements are comprised of four components:

Government-wide financial statements
Fund Financial statements

Notes to the basic financial statements
Supplementary information

Government-wide financial statements. The government-wide financial statements are
designed to provide readers with a broad overview of the City’s finances, in a manner
similar to a private-sector business. The Statement of Net Assets presents information on all
of the City’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 is improving or deteriorating. The Statement of
Activities presents information showing how the City's net assets changed during the most
recent fiscal year. Both of the government-wide financial statements distinguish functions of
the City that are principally supported by taxes, fees, and inter-governmental 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).
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CITY OF LOWELL
MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Year Ending June 30, 2016

The governmental activities of the City include the following:

General Government

Public Works, Streets

Infrastructure Systerns Development
Debt Reserve

Blackberry Jam Festival

The Business-type activities of the City include the foliowing:

Water Utility
Sewer Utility

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 uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. All of the funds of the City can be divided into two
categories: Governmental funds and Proprietary funds.

Governmental funds. Governmental funds are used to account for activities where the
emphasis is placed on available financial resources, rather than upon net income
determination. Therefore, unlike the government-wide financial statements, governmental
fund financial statements focus on the acquisition and use of current spendable resources,
as well as on balances of spendable resources available at the end of the fiscal year. Such
information may be useful in evaiuating a government’s near-term reqguirements.

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 decisions. By doing so, readers may better understand the long-term impact of the
government’s near-term financial decisions. Both the governmental fund Balance Sheet and
the governmental fund Statement of Revenues, Expenditures, and Changes in Fund
Balances provide reconciliation to facilitate this comparison between governmental funds
and governmental activities. These reconciliations can be found on pages 4 and 6 in the
basic financial statements.

The City maintains seven 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 each of those
funds.

The City adopts an annual appropriated budget for all governmental funds. To demonstrate
compliance with the budget, budgetary comparison statements have been provided on
pages 25-33,

Proprietary funds. Proprietary funds are used to account for activities where the emphasis
is placed on net income determination. The City maintains one type of proprietary fund
known as enterprise fund. Enterprise funds are used to report the same functions presented
as business-type activities in the government-wide financial statements. The City uses
enterprise funds to account for its water utility and sewer utility operations and for reserves
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CITY OF LOWELL
MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Year Ending June 30, 2016

for water and sewer utility capital improvements. The water and sewer funds, both of which
are considered to be major funds of the City, are combined with their associated reserve
fund in the basic financial statements,

The City also adopts an annual appropriated budget for all proprietary funds. The
proprietary fund financial statements can be found on pages 7-9 in the basic financial
statements. To demonstrate compliance with the budget, budgetary comparison statements
have been provided for the enterprise funds on pages 33 through 36.

Notes to the basic financial statements. The notes, contained on pages 10-22, provide
additional information that is essential for a full understanding of the data provided in the
government-wide and fund financial statements. They are an integral part of the basic
financial statements and should be read in conjunction with them,

Suppiementary information. The combining statements and schedules referred to eariier,
contained on pages 23 through 36, follow the notes in this report.

Government-wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a government's
financial position. In the case of the City, assets exceeded liabilities by $7,196,394 at the
ctose of the most recent fiscal year.

The largest portion of the City’'s net position (81.1%) refiects its investment in capital assets
(e.g. land, buildings, improvements, equipment, and infrastructure, net of accumulated
depreciation), less any related debt used to acquire those assets that are still outstanding,
The City uses these capital assets to provide services to citizens. Consequently, these
assets are not available for future spending. Although the City's investment in its capital
assets is reported net of related debt, it should be noted that the resources needed to repay
this debt must be provided from other sources since the capital assets themselves cannot
be used to liquidate these liabilities.

City of Lowell — Net Position

Governmental Activities

2016 2015 Change Yo
Assets
Current and other asssets $ 733,875 $ 740,430 $ (6,555) -0.9%
Capital assets (net) 3,147,180 3,191,637 (44,457) -1.4%
Total Assets $ 3,881,055 $ 3,832,067 $ (51,012) -1.3%

Liabilities and deferred inflows

Current and other liabilifies $ - $ 10,183 $ (10,183) -
Noncurrent liabilities - - - -
Total Liabilities - 10,183 (10,183) -
Net position
Net investment in capital assets 3,147,180 3,191,637 (44,457 -1.4%
Restricted 509,972 537,810 (27,838) -5.2%
Unrestricted 223,903 192 437 31,466 16.4%

Total net position $ 3,881,055 $3,921,884 $ (40,829} -1.0%




CITY OF LOWELL
MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Year Ending June 30, 2016

The entire balance of unrestricted net position may be used to meet the government's
ongoing obligations to citizens and creditors within the fund they are located. The City's
current and other assets equal $821,737, a decrease of $16,070 from the previous year.
The City's total non-current liabilities equal $1,730,992, a decrease of $57,702 from the
previous fiscal year.

City of Lowell — Statement of Activities

Governmental Activities

2016 2015 Change )

Revenues
Charges for services $ 39,547 $ 28,687 % 10,860 37.9%
Operating grants and contributions 15,626 69,629 (54,003} -77.6%
Capital grants and contributions - 125,000 (125,000} -100.0%
Property taxes 131,105 126,539 4,566 3.6%
Francise fees 74,085 91,153 (17,068} -18.7%
interest income 3,628 2,718 910 33.5%
Transfers {60,126) (60,226) 100 -0.2%
Utllity deposits (3,484) 3,780 (7,264) -192.2%
Miscellaneous 104,535 4,623 99,912 2161.2%
Total revenues 304,916 351,903 (86,987) -22.2%

Expenses
General government 280,159 270,210 9,949 3.7%
Highways and streets 42,499 31,917 10,582 33.2%
Cuiture and recreation 23,087 13,259 9,828 74.1%
Water - - - -
Sewer - - - -
Total expenses 345,745 315,386 30,356 9.6%
Change in net position (40,829) 76,517 {117,346) -153.4%
Beginning net position 3,921,884 3,845,367 76,517 2.0%
Ending net position $ 3,881,055 $3,921,884 $ {40,829) ~1.0%




CITY OF LOWELL
MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Year Ending June 30, 2016

Business-type Activities Totat Government-Wide
2016 2015 Change % 2016 2015
Revenues
Charges for services $ 525,457 $ 493,547 3 31,910 6.5% § 565,004 $ 522,234
Operating grants and contributions - - - - 15,626 69,629
Capital grants and contributions - - - 0.0% - 125,000
Property taxes - - - - 131,105 126,539
Francise fees - - - G.0% 74,085 91,153
Interest income - 244 (244) -100.0% 3,628 2,962
Transfers 60,126 60,226 (100} - - -
Utilicy deposits - - - - (3,484) 3,780
Miscellaneous - i2,331 {12,331) -100.0% 104,535 16,954
Total revenues 585,583 566,348 18,235 3.4% ROO,499 958,251
Expenses
General govermnmeant - - - - 280,159 270,210
Highways and streets - - - - 42,499 31,917
Culture and recreation - - - - 23,087 13,259
Water 344,914 318,125 26,78% 8.4% 344,914 318,125
Sewer 375,223 393,260 {(18,037) -4.6% 375,223 393,260
Total expenses 720,137 711,385 B,752 1.2% 1,065,882 1,026,771
Change in net pasition (134,554) (145,037) 10,483 -7.2%
Beginning net position 3,449,893 3,594,930 {145,037 -4,0% 7,371,777 7,440,297
Ending net position $3,315,339 $3,449,893 $ ({134,554) -3.9% $7,196,394 $ 7,371,777

Fund-based Financial Analvsis

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

Governmental funds. The focus of the City’s governmentat funds is to provide information
on near-term inflows, outflows, and balances of spendable resources. Such information is
useful in assessing the City's financing requirements. In particular, unreserved fund balance
may serve as a useful measure of a government’s net resources available for spending at
the end of the fiscal year.

As of the end of the current fiscal year, the City's governmental funds reported combined
ending fund balances of $733,875, all of which is unrestricted for use within the respective
funds, Those ending fund balance are accounted for as follows:

2016 2015 Change Y%
General Fund $123,608 $ 94,227 $ 29,381 31.2%
Personnel Liabilities Fund 23,968 19,368 4,600 23.8%
Street Fund 123,466 106,343 17,123 16.1%
SDPC Fund 279,526 269,361 10,165 3.8%
Equipment Fund 30,188 28,888 1,300 4,5%
BBJ Festival Fund 17,763 18,094 (331) -1.8%
Debt Service Fund 106,980 162,106 (55,126) -34.0%
Utility Deposit Fund 28,376 31,861 (3,485) -10.9%
Total Governmental Funds $733,875 $730,248 $ 3,627 0.5%
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Proprietary funds. The City's proprietary funds provide the same type of information
found in the government-wide financial statements

2016 2015 Change %
Water Operating Fund $ 1,598,059 $1,659,804 ¢ (61,745) -3.72%
Water Reserve Fund 7,876 3,938 3,938 100.00%
Sewer Operating Fund 1,705,884 1,784,206 (78,322) -4.39%
Sewer Reserve Fund 3,520 1,945 1,575 80.98%
Total $ 3,315,339 $3,449,803 $ (134,554) -3.90%
Budgets

For the year ending June 30, 2016, in the Utilities Deposit Fund, expenditures exceeded
budgeted materials and services (refunds) by $938. In the Debt Reserve Fund transfers out
exceeded the budgeted amount by $55,126. In the Blackberry Jam Festival Fund
expenditures exceeded budgeted materials and services by $3,145. The appropriation
resolution budgeted $161,783 for debt service that should have been in the transfers out
category, so technically there is an over expenditure.

Capital Asset and Debt Administration

Capital assets. The City’s investment in capital assets for its governmental and business-
type activities as of June 30, 2016 was $8,105,649 (net of accumulated depreciation), This
investment in capital assets includes iand, right-of-way, buiidings and improvements,
improvements other than buildings (such as parks and park improvements), equipment,
and infrastructure (streets, water, storm water, and wastewater). Additional information on
the City’s capital assets can be found on pages 16-17 of the annual financial report.

Long-term Debt. At the end of the current fiscal year, the City had total non-current
liabilities of $1,730,512. None of this debt is paid with general obligation bonds. All of it
consists of long term ioans payable by revenue generated by Water and Sewer Utilities,
Water and Sewer System Development Charges, Reimbursement District Assessments
and/or existing Debt Reserve for business activities debt of $1,730,512 and a current
portion of $58,816.

The decrease over the previous year ($58,183) reflects principal payment on long-term
debt. Additional information on the City's long term debt can be found on pages 17-19 of
the annual financial report.

Economic Factors and Next Year’s Budgets and Rates

In preparing the budget for FY 2016-17 the City considered various economic factors and
used the following assumptions:

Property Taxes. The City has forecasted a 3% increase in assessed value for properties
within the city limits, with a collection rate of 95%,

Vi




CITY OF LOWELL
MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Year Ending June 30, 2016

Population. The City's 2015 population estimate, provided by the Population Research
Center at Portland State University, is 1,065. It is assumed that during the upcoming fiscal
year the City’s population will continue to increase by approximately 1.6% per year. This
assumption affects the estimates for SDC fees, building permit fees, state shared revenues
(i.e. gasoline tax), water and sewer services.

Personnel Services. The personnel services budget includes a 5.0% step increase for
employees that receive a satisfactory performance evaiuation. No cost-of-living adjustment
was included.

Medical Benefits. It was assumed that medical benefit premiums will increase
approximately 2.5%. The City budgets 100% of the health care premium cost for
employees,

Retirement Benefits. The City's total employer contribution rafe to the Public Employee
Retirement System (PERS) is 9.38% of empioyee salaries for the Oregon Public Service
Retirement Plan (OPSRP) General Service Plan. The City does not pick up the employee's
share of 6% PERS contribution.

Risk Management. The City's insurance carrier, CIS, provides an annual not-to-exceed
rate estimate which is used for budgeting purposes. These are provided below along with
the budgeted contingency and capital improvement and repiacement reserves:
e« Property insurance will not increase.
¢« Automobile insurance will not increase.
« Liability insurance will increase by 9.0%
» Worker's compensation insurance rates will increase 7.2%
¢ Budgeted operating contingency is $87,570 which represents 1 month of operating
expenses. Reserves for capital replacement and improvements are $171,545, and
reserves for future expenditures, which includes expenditures for capital projects and
new development, are $349,591,

Reqguests for Information

The financial report is designed to provide a general overview of the City’s finances for
those with an interest in the government's finances. Questions concerning any of the
information provided in this report or requests for additional financial information should be
addressed to:

Jared Cobb
City Administrator
City of Lowell
P, O, Box 490
Lowell, OR 97452

vii
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CITY OF LOWELL
Statement of Net Position
Modified Cash Basis
June 30, 2016

Business-
Governmental type
Activities Activities Total
ASSETS
Cash and equivalents 5 733,875 $ 87,862 $ 821,737
Capital assets 3,569,721 9,272,532 12,842,253
Less: Accurulated depreciation {422,541) (4,314,063) (4,736,604)
Net Capital assets 3,147,180 4,958,469 8,105,649
Total Assets $ 3,881,055 $ 5,046,331 $ B,927,386
LIABILITIES
Deferred Revenues $ - $ 480 $ 480
{ong-term liabilities
Due within one year
Bonds, capital leases and contracts - 59,815 59,819
Cue in more than one year
Bonds, capital leases and contracts - 1,670,693 1,670,693
Total liabities - 1,730,992 1,730,992
NET POSITION
Invested in capital assets, net of related debt 3,147,180 3,227,857 6,375,137
Restricted for:
Streets 123,466 - 123,466
Capital projects (SDC funds) 279,526 - 279,526
Debt Service 106,980 - 106,980
Unrestricted 223,903 87,382 311,285
Total net position $ 3,881,055 $ 3,315,339 $ 7,196,394

The accompanying notes are an integrat pari of these financial statements

1




Functions/Programs
Primary government
Govemnmental Activities
General Governiment
Highways and Streets
Culture and Recreation

Total govemmental activities

Business-type activities:
Water FD
Sewer D

Total business-type activities
Total primary govermnment

CITY OF LOWELL
Statement of Activities
Modified Cash Basis
For the Year Ended June 30, 2016

Program_Revenue

Primary Government

Net {Expense) Revenue and Changes in Net Position

Operating Business-
Charges for Grants and Governmaental type .
Expenses Services Contributions Activitias Activities Jotal
$ 280,159 $ 14,909 $ 6,497 $  {258,75%) § - 5 (258,753)
42,499 3,042 - (39,457) - (39,457)
23,087 21,596 9,129 7,638 - 7,638
345,745 39,547 15,626 (290,572} - (290,572)
344,914 250,726 - - (94,188) (94,188)
375,223 274,731 - - {300,492) {100,492}
720,137 525,457 - - (194,680) {194,680}
$ 1065882 g 565,004 $ 15,626 (290,572} (194,680) {485,252}
General revenues:
Taxes:
Property taxes, tevied for general purposes 131,106 - 131,105
Property taxes, levied for debt service - - -
Utility deposits (3,484) - {3,484)
Franchise taxes 74,085 - 74,085
Unrestricted investment eamings 3,628 - 3,628
Miscelianeous 104,535 - 104,535
Transfers (60,126} 60,126 -
Total general ravenues, special items, and transferss 249,743 60,126 309,862
Change in net pasition (40,829} (134,554 {175,383)
Net pesition - beginning 3,921,884 3,449,893 7,371,777
Net position - ending $ 3,881,055 % 3,315,339 4 7,196,394

The accompanying notes are an integral part of these financial statements
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CITY OF LOWELL
Balance Sheet
Modified Cash Basis
Governmental Funds
June 30, 2016

Other Total
Debt Resarve Governmental Governmental
General Fund Street Fund SDC Fund Fund Funts Funds
ASSETS
Cash and cash equivalents $ 123,608 $ 123,466 3 279,526 $ 106,980 $ 100,295 § 733,875
Total assets $ 123,608 § 123,466 % 279,526 4 106,980 $ 190,295 5 733,875
Fund Equity:
Restricted for
Streets k3 - $ 123,465 $ - [ - $ % 123,466
SPC - - 279,526 - 279,526
Debt service - - - 106,980 - 106,980
Assigned for:
Blackberry Jam Festival - - - 17,763 17,763
Capital projects funds - - - 30,188 30,188
Personnel Babilities - - - - 23,968 23,968
Utility Depaosits - - - 28,376 28,376
Unassigned 123,608 - - - - 123,608
Total fund patances 123,608 123,466 279,526 106,980 100,295 733,875
Total liabliities and fund balances $ 123,608 $ 123,466 $ 279,526 $ 106,980 $ 100,255 $ 733,875

The accompanying notes are an integral part of these financial statements
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CITY OF LOWELL
Reconciliation of the Governmental Funds Balance Sheet to the Statement of
Net Position
Modified Cash Basis
June 30, 2016

Total fund balance, govermnmental funds $ 733,875

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

Capital assets used in governmental activities are not current

financial resources and therefore are not reported in this fund

financial statement, but are reporied in the governmentai activities

of the Statement of Net Position. 3,147,180

Net Position of Governmental Activities in the Statement of Net Position ¢ 3,881,055

The accompanying noies are an integral part of these financial statemenis
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CITY OF LOWELL

Statement of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds
Maodified Cash Basis
For the Year Ended June 30, 2016

Other Total
Dabt Reserve Governmental Governmental
General Fund Street Fund Fund Funds Funds
REVENUES
Property Taxes $ 131,105 $ - $ - $ - $ 131,105
Fees and fines 3,042 - - - ¢,779
Licenses and permits 71,823 110 - - 71,933
Intergovemnmental 23,043 63,097 - - 86,140
Investrent earnings 3,641 - - 9 3,650
Miscelianeous 41,529 15 - - 41 544
Blackberry Jam Festival receipts - - - 20,869 20,969
Total revenues 274,183 63,222 - 20,978 365,120
EXPENDITURES
Current;
General government 167,384 - - 3,700 201,084
Public Safety 10,486 - - - 30,486
Highways and Streets 686 42,499 - - 43,185
Culiure and recreation 2,318 - - 20,809 23,127
Deposit Refunds - - - 3,485 3,485
Total Expenditures 230,874 42,499 - 27,994 301,367
Excess (deficiency) of revenues over
expenditures 43,309 20,723 - (7,016) 63,753
OTHER FINANCING SOURCES (USES)
Transfers in 500 - - 9,600 13,528
Transfers out (14,428) {3,600) (55,126) {500} (73,654)
Total other financing sources and uses {13,928) (3,600) (55,126) 9,100 (60,126}
Net change in fund balances 29,381 17,123 {55,126) 2,084 3,627
Fund halances - beginning 04,227 106,343 162,106 98,211 730,248
Fund balances - ending $ 123,608 $ 123,466 s 106,980 g 100,295 $ 733,875

The accompanying notes are an integral part of these financial statements
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CITY OF LOWELL

Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund

Balances of Governmental Funds to the Statement of Activities
Modified Cash Basis

For the Year Ended June 30, 2016

Net change in fund balances - total governmental funds: $ 3,627

Amounts reported for Governmental Activities in the Statement of
Activities are different because:

Governmental funds report outlays for capital assets as
expenditures because such outiays use current financial
resources. In contrast, the Statement of Activities reports only
a portion of the outlay as expense. The outlay is allocated over
the assets' estimated useful lives as depreciation expense for the

period,

This is the amount by which capital outlays $0 exceeded

depreciation $44,457 in the current period. (44,457)
Rounding 1
Change in net position of governmental activities % {40,829)

The accompanying notes are an integral part of these financial statements
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ASSETS

Current assels:
Cash and cash equivalents
Inter-fund loan receivable

Total current assets
Non-current assets:
Capital Assets:
Capital Assets

Less Accumulated depreciation

Totai non-cument assets

Total assets

LIABILITIES
Current Liabilities:

Interfund loan payable
Defemed revenue
Bonds, notes and loans payable

Total current liabilities
Non-current Habilities:

Bonds, notes and ioans payable
Total non-current liabllities

Total kabilities
NET POSITION

invested In capital assets,
net of related debt

Unrestricted

Total net position

CITY OF LOWELL
Statement of Net Position
Proprietary Funds
Madified Cash Basis
June 30, 2016

Enterprise Funds

Water Water Sawer Sewer
Operating Reserve Jotal Water Operating Reserve TotalSewer
Fund Fund Fund Fund Fund Fund Totat
% 59,353 $ 7,876 $ 67,229 $ 17,143 $ 3,520 & 20,633 % 87,862
40,000 - 40,000 - - - 40,000
99,353 7,876 147,228 17,113 3,520 20,633 127,862
4,437,940 - 4,437,940 4,834,592 - 4,834,592 9,272,632
(1,897,928) - (1,897,928) (2,416,135) - (2,416,135} {4,314,063)
2,540,012 - 2,540,012 2,418,457 - 2,418,457 4,958,469
$ 2,639,365 $ 7,876 $ 2,647,241 $ 2,435,570 3 3,520 $ 2,439,090 $ 5,086,331
$ - $ - $ - $ 40,000 $ - $ 40,000 $ 40,000
480 - 480 - - - 480
32,308 - 32,308 27,511 - 27,511 59,819
32,788 - 32,788 67,511 - 67,511 100,299
1,008,518 - 1,008,518 662,175 - 662,175 1,670,693
1,008,518 - 1,008,518 662,175 - 662,175 1,670,693
1,041,306 - 1,041,306 729,686 - 729,686 1,770,992
1,499,186 - 1,499,186 1,728,771 - 1,728,771 3,227,957
98,873 7,876 106,742 {22,887} 3,520 (19,367) 87,382
§ 1,598,059 % 7.876 & 1,605935 $ 1,705,884 % 3,620 35 1,705,404 $ 3,315,33%

The accompanying notes are an integral part of these financial statements
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Statement of Revenues, Expenses and Changes in Fund Net Assats

CITY OF LOWELL

Maodified Cash Bagis
Praprietary Funds
For the Year Ended June 30, 2016

Enterprise Funds

Water Water Sewer Sewer
Operating Reserve Total Water Operating Resarve TotalSewer
Fund Fund Fund Fund Fund Fund Totatl

REVENUES

Charges for services -3 247,628 -3 - 3 247,628 271,899 F - F 271,892 H 519,527

Miscellaneous 3,008 - 2,098 2,832 - 2,832 5,230
Total operating revenues 250,726 = 250,726 274,731 - 274 731 525,457

OPERATING EXPENSES

Personal services 128,396 - 128,396 128,411 - 128,411 256,807

Contractual services 15,184 - 15,184 12,443 - 12,443 27,627

Utilities 19,937 - 19,937 25,954 - 25,954 45,891

Repairs and maintenance iB,155 - 18,155 20,623 - 20,623 38,778

Other supplies and expenses 28,888 - 28,888 35,064 - 35,064 63,252

Insurance claims and expenses 6,244 - 6,244 6,244 - 5,244 12,488

Dapreciation 93,154 - 95,154 119,726 - 119,726 214 880
Total Operating Expenses 311,958 - 311,958 348,465 - 348_ 465 660 423
Operating incomz (loss) {61,232) - (61,232} {73,734) - {73,734} (134,566}

NON-OPERATING REVENUES (EXPENSES)

Interest expense {32,856) - (32,956} (26,758} - {26,758) {59,714}
Total non-operating revenue (expenses} {32,956) - (32,9563 {26,758} - {26,758) {59,714}
Income {laoss) befare conatributions and transfers {94,1i88) - (94,188} (100,492) - (100,492} (194,680}

Transfers in 39,3281 3,938 43,319 23,745 1,575 258,320 68,639

Transfers out {6,938) - (6,938) {1,575} - (1.575) (5,513}

Change in net position (61,745} 3,938 (57,807} (78,322) 1,575 {76,747) (124,554}

Tatzl net position - beginning 1,652,804 3,938 1,663,742 1,784,206 1,945 1,786,151 3,449,893

Total net position - ending § 1,558,059 k3 7,876 & 1,605,935 5 1,705,884 s 3,520 & 1,700,404 $ 3,315,330

The accompanying notes are an integral part of these financial statements
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CITY OF LOWELL
Statement of Cash Flows -~ Proprietary Funds
Modified Cash Basis
For the Year Ended June 30, 2016

Enterprise Funds

Water Water Total Sewer Sewer
Operating Reserve Water Operating Reserve TotalSewer
Eund Fund Fund Fund Fund Fung Total
CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from customers $ 248,108 3 - $ 248,108 4 271,888  §% - % 271,899 % 520,007
Miscellanieous operating revenue 3,098 - 3,008 2,833 - 2,833 5,431
Payments to suppliers (88,408) - {88,408) {100,328} - (100,328} (188,736)
Payments to employees {128,396) - {128,395) (128,411) - (128,411} _ (256,807)
Net cash provided {used} by operating activities 34,402 - 34,402 45,993 - 45,993 80,395
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVETIES!
Payments on Loans (31,125) - {35,125) {27,058) - (27,058) (58,183
Purchases of capital assets - - - - - - -
Interest paid on capital debts (32,956) - (32,956) {26,758) - (26,758) {59,714)
Transfers 32,443 3,938 36,381 22,171 1,575 23,746 60,127
Due to/due from (42,765} - (42,765) 42,765 - 42,765 -
Inter-fund loan 40,000 40,000 {40,000) - (40,000) -
Net cash provided (used) by capital related financing activities {34,403} 3,938 {30,465} {28,880) 1,575 (27,305) {57,770)
Net increase (decrease) in cash and cash equivalents (1) 3,938 3,937 17,113 1,575 18,688 22,625
Cash Balances - beginning of the year 59,354 3,938 63,292 - 1,945 1,945 65,237
Cash Balances - end of the year $ 59,353 $ 7876 $ 67,229 ¢ 17,113 ¢ 3520 $ 20,633 $ B7,8862
RECONCILIATION OF OPERATING INCOME TO NET
CASH PROVIDED (USED)} BY OPERATING ACTIVITIES:
Gperating income {Loss) $ (61,232) & - % (61,232) % (73,734) § - % {73,734)  $(134,965)
Adjustments to reconcite aperating income:
Depreciation expense 95,154 - 95,154 119,726 - 118,726 214,880
Rounding - - - 1 - 1 i
Change in assets and liabilities:
Increase {decrease) in deposits 480 - 480 - - 480
Net cash pravided {used) by operating activities S 34,402 $ - 5 34,402 $ 45993 & - § 45,993 ¢ 80,395

The accompanying notes are an integral part of these financial statements
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CITY OF LOWELL
NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Reporting Entity

The City of Lowell, Oregon, operates under a Council-Manager form of government. The
governing body consists of five elected council members, of which one is selected as Mayor by a
majority of the Council.

The City of Lowell, Oregon, is a primary government. A primary government is financially
accountable for the organizations (component units) that make up its legal entity. The City has
considered all organizations for which the City is financially accountable. Financial accountability
may be evidenced by the ability to appoint the voting majority of the governing body, and either
it is able fto impose its will on that organization or there is a potential for the organization to
provide specific financial benefits to, or to impose specific burdens on, the primary government;
or a fiscal dependency or intergovernmental relationship so close that exclusion from the primary
government would render the financial statements incomplete or misleading. The City has
determined that there are no component units required to be included in these financial
statements,

B. Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net position and the statement
of activities) report information on the entire City. For the most part, the effect of inter-fund
activity has been removed from these statements.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segments are offset by program revenues, Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include grants and
contributions that are restricted to meeting the operational or capital requirements of a particular
function or segment. Taxes and other items not properly included among program revenues are
reported instead as general revenues.

Separate financial statements are provided for governmental funds. General and other
governmental other funds are reported as separate columns in the fund financial statements.

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

The government-wide financial statements are reported using a modified cash basis of
accounting. This basis recognizes assets, liabilities, net assets/fund equity, revenues and
expenditures when they result from cash transactions with a provision for capital assets and
depreciation and recognition of long-term debts. The modified cash basis of accounting is a
comprehensive basis of accounting other than accounting principles generally accepted in the
United States of America. This basis of accounting is specifically allowed under Oregon rules, and
the City considers the use of this basis to be an appropriate reflection of the City's financial
status and results of operations.
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CITY OF LOWELL
NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)
The City reports the following major governmental funds:
The General Fund is the general operating fund of the City. It is used to account for all financial
sources except for those required to be accounted for in another fund. The principal revenue

sources are property taxes.

The Street Fund accounts for receipts for state gasoline taxes and interest. The monies are
expended primarily for the repair and maintenance of the City roads and buildings.

The System Development Charge (SDC) Fund accounts for receipts of the City's system
development charges and related expenses.

The Debt Reserve Fund accounts for resources set aside for payments on current and future debt
incurred.

The City reports the following major proprietary funds:

The Water Fund accounts for the operations of the City's water department. Primary revenues
are the sale of water to users and connection fees.

The Sewer Fund accounts for the operations of the City's sewer department. Primary revenues
are charges for services and connection fees.

Additionally, the City reports the following fund types:

Special Revenue Funds are primarily operating funds that account for specific taxes or other
revenue sources, which are legally restricted to finance particular functions or activities.

Capital Projects Funds are used to account for financial resources to be used for the acguisition
or construction of major capital facilities.

As a general rule the effect of inter-fund activity has been eliminated from the government-wide
financial statements.

Amounts reported as program revenues include operating grants and contributions and capital
grants and contributions, including special assessments. Internally dedicated resources are
reported as general revenues rather than as program revenues. Likewise, general revenues
include all taxes.

When both restricted and unrestricted resources are available for use, it is the City's policy to
use restricted resources first, then unrestricted resources, as they are needed.
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CITY OF LOWELL
NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)
D. Assets, Liabilities, and Net Assets
Cash and investments

The cash and investments reported on the statement of net assets include checking account,
state Local Government Investment Pool (LGIP), and petty cash balances. The City invests in
the LGIP, which is managed by the State Treasurer's office. These investments are managed in
accordance with the “prudent person rule” and administrative regulations of the State Treasurer,
which may change. Eligible investments are those allowed by Oregon law and are not leveraged
and do not contain any derivative products. The City reports the fair value of their position in
the pool as the same as the value of the pool shares.

Receivables and payables

Activities between funds that are representative of iending/borrowing arrangements outstanding
at the end of the fiscal year are referred to as either "due to/from other funds" or "advances
to/from other funds". All other outstanding balances between funds are reported as "due to/from
other funds.”

Lane County makes all assessments of property value, and levies and collects the taxes for the
City. Assessments of property values are as of January 1 of each year. Real property taxes are
levied and attach as an enforceable lien on property on luly 1. Taxes are payable in three
installments on November 15, February 15, and May 15. A 3% discount is allowed for payment
in full on November 15, Property taxes unpaid and outstanding on May 16 are considered to be
delinquent.

For the current year the City levied taxes at the rate of 2.1613 per $1,000 of assessed value
within the City limits. Measure 50 establishes the permanent rate and allows for an increase of
the assessed value of 3% per year.

Capital assets

Capital assets, which include property, plant and equipment, are reported in the government-
wide financial statements. Capital assets are defined by the government as any capital purchase,
donation or dedication of land, infrastructure, buildings and/or equipment that exceeds $5,000
for a single acguisition, Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed, Donated caplital assets are recorded at estimated fair market vaiue at
the date of donation,

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets lives are not capitalized.
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CITY OF LOWELL
NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Property, plant, and equipment of the City are depreciated using the straight-line method over
the following estimated useful lives:

Assets Years
Equipment 10
Buildings 20
infrastructure 40

Long-term Obligations

General obligation bonds and other revolving loans, issued for sewer and water system
construction, are reported as long-term debts in the government-wide financial statements.

Fund balance

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

Usé of Estimates

The preparation of basic financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates.

2. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY
Budgetary Compliance

Budgets are prepared and adopted, and expenditures are appropriated, in accordance with
Oregon Local Budget Law. Budgets are adopted on the cash-basis of accounting, which is not in
conformity with generally accepted accounting principles, but is an acceptable method for
Oregon Municipal Corporations under Oregon Local Budget Law. All annual appropriations lapse
at fiscal year-end. The City does not use encumbrance accounting.

On or before June 30 of each vyear, the City enacts a resolution approving the budget,
appropriating the expenditures, and levying the property taxes. Prior to enacting this resoiution,
the proposed budget is presented to a budget commitiee consisting of members the City Council
and a like number of interested citizens. The budget committee presents the budget to the City
Council for budget hearings prior to enactment of the resolution.
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CITY OF LOWELL
NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

2. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY (Continued)

The budget is prepared by fund, and line item, and includes information of the past year, current
year estimates, and requested appropriations for the next fiscal year. Expenditures may not
exceed legally budgeted appropriations at the level of materials and services, personal services,
capital outtay, debt service, transfers out, or other expenditures for each fund.

During the fiscal year, in the Utility Deposit Fund, expenditures exceeded budgeted materials and
services (refunds) by $938. In the Debt Reserve Fund Transfers Out exceed the budgeted
amount by $55,126. In the Blackberry Jam Festival Fund expenditures exceeded budgeted
materials and services by $3,145. The appropriation resolution budgeted $161,783 for debt
service that should have been in the transfer category, so technically there is an over
expenditure,
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CITY OF LOWELL
NOTES TC THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

3. CASH AND INVESTMENTS

Cash and investments consist of the following as of June 30, 2016:

Cash in bank $294,785
Cash on hand 250
Loca!l governmment investment pool (LGIP) 526,703
Total $821,737

Deposits: Deposits with financial institutions are comprised of bank demand deposits and a
certificate of deposit. Total bank balances of the checking accounts and certificate of deposit, as
shown on the banks’ records at year-end were $323,282 and $2,540, respectively. The amount
in the LGIP was $526,704.

Custodial credit risk - deposits: This is the risk that, in the event of a bank failure, the District’s
deposits may not be returned to it. In order to minimize this risk, the State of Oregon
established the Public Funds Collateralization Program (PFCP).

PFCP is an application created by the Office of the State Treasurer (OST) to facilitate bank
depository, custodian and public official compliance with Oregon Revised Statues 295 (ORS})
effective on July 1, 2008, Requirements described on PFCP for depositery banks, custodian banks
and local governments are set forth as the following:

Banks are required to report quarterly to the State Treasurer, providing guarter-end public funds
balance in excess of the FDIC limits, net worth, and FDIC capitalization information. The FDIC
assigns each bank with a capitalization category quarterly, either well capitalized, adequately
capitalized or undercapitalized. The PFCP calculates, based on this information, the bank’s
minimum collateral {maximum liability) that must be pledged with the custodian for the next
quarter, The maximum liability is reported to the bank, OST and custodian,

The custodian banks hold the collateral pledged by the banks. OST provides the custodian the
maximurm liability for each bank. Banks will request security pledges, releases and substitutions
through the PFCP. The custodian will process the transactions as approved by OST and maintain
an inventory of piedged securities. OST will monitor that adequate collateral is pledged at all
times and that all banks comply with the requirements of ORS.

Public officials are required to verify that deposit accounts in excess of deposit insurance limits
are only maintained at financial institutions included on the list of qualified depositories found on
the OST's web site. Public officials are also required to report at least annually, or within 10 days
of a change, the banks they do business with, and contact information for the public official. It is
the responsibility of the public official to ensure compliance with these requirements in order to
eliminate personal liability in the event of a bank loss.

The City’s depository bank was listed on the Treasurer's web site, “Qualified Depositories for
Puhlic Fund”, throughout the fiscal year.
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CITY OF LOWELL
NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

3. CASH AND INVESTMENTS (Continued)

Investments: The only investments held by the City at June 30, 2016, were funds in the LGIP,
which is part of the Oregon Short-Term Fund (OSTF). The OSTF is a cash and investment pool
available for use by all state agencies and eligible iocal governments. Then LGIP is an apen-
ended, no-icad diversified portfolio offered to eligible participants who by law are made
custodian of, or have control over, any public funds. The City's investment in the LGIP is carried
at cost, which approximates fair value. The State of Oregon’s investments policies used in
administering the LGIP are governed by statute and the Oregon Investment Council (the
Council). The State Treasurer is the investment officer for the Council and is responsible for the
funds on deposit in the state treasury. The OST's investments in short-term securities are limited
by the perifolio rules established by the OSTF Board and the Council. In accordance with Cregon
statutes, the investments funds are invested, and the investments of those funds managed, as a
prudent investor would do - exercising reasonable care, skill, and caution. The LGIP's portfolio
rules provide that broker/dealers meet certain gualifications and that investments and delivered
to and held by a third-party custodian that hold the securities in the State of Oregon’s name. The
LGIP is not registered with the Securities Exchange Commission and is not rated.

4. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2016 was as follows:
Governmental activities: Beginning Ending
Balance Additions Deletions Balance

Capital assets:
Non-depreciable capital assets:

Land and land improvements $1,969,035 % - $ - $ 1,969,035
Capital assets being depreciated -
Buitdings and improvements 1,548,242 - - 1,548,242
Fumiture, fixtures and equipmentEquipment 52,444 - - 52,444
Capital assets being depreciated 1,600,686 - - 1,600,686

Total Capital assets 3,569,721 - - 3,569,721

Accumulated depreciation:

Buildings and improvemgnts 327,810 43,837 - 371,647
Furniture, fixtures and eguipment 50,274 620 - 50,894
Total accumulated derpeciation 378,084 44,457 - 422,541
Capital assets, net, governmental activities $3,191,637 % (44,457} § - $ 3,147,180

Governmental activities;

General government % 12,121
Highways and streets 31,205
Culture and recreation 1,131
Total depreciation expense - government activities % 44,457

4. CAPITAL ASSETS (Continued)
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CITY OF LOWELL

NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

Business type activities: Beginning Ending
Balance Additions Balance
Capital assets:
Non-depreciable capital assets:
Land and land improvements $ 92,179 & - $ 92,179
Capital assets being depreciated
Buildings and improvements 9,085,448 - 9,085,448
Furniture, fixtures and equipment 94,905 - 94,905
Capital assets being depreciated 9,180,353 - 9,180,353
Totai 9,272,532 - 9,272,532
Accumulated depreciation:
Buildings and improvements 4,003,635 211,031 4,214,666
Furniture, fixtures and equipment 95,547 3,850 99,397
Total accumulated derpeciation 4,099,182 214,881 4,314,063
Capital assets, net, business type activities $ 5,173,350 § (214,881) $ - % 4,958,469
Business type activities:
Water 4 95,154
Sewer 119,726
Total depreciation expense - business-type activities $ 214,881

5. LONG-TERM DEBT
SAFE DRINKING WATER REVOLVING | QAN FUND

On August 7, 2002, the City was granted a Water Drinking Revolving Loan in the amount of
$223,000 from the State of Oregon Economic and Community Development Department
(OECDD). The loan was the part of total amount of $868,000 for the Project of Construction of
Water System Improvements, which consisted of Oregon Community Development Block Grant
($645,000) and this loan. The loan agreement requires 20 annual payments and carries an
interest rate of 4.59%, and maturity date on December 1, 2020. The balance of the loan at June
30, 2016 was $75,656.

WASTEWATER PROJECT LOAN

On December 4, 2002, the City was granted a loan for Phase I of its Water/Wastewater
construction project in the amount of $425,000 from the State of Oregon Economic and
Community Development Department (OECDD), Proceeds in the amount of $161,939 were
received during the 2002-03 fiscal year, with the remaining loan proceeds of $263,061 received
during the 2003-2004 fiscal year. The joan agreement requires 25 annual payments and carries
an interest rate of 5.35%, and maturity date on December 1, 2027. The balance of the loan at
June 30, 2016 was $260,220.
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CITY OF LOWELL
NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

5. LONG-TERM DEBT (continued)

PIONEER STREET RELOCATION PROJECT EOAN

On May 11, 2005, the City was granted a loan for the Pioneer Street Water/Sewer Line
Relocation Project in the amount of $200,000 from the State of Oregon Economic and
Community Development Department (OECDD). The loan principal is split between the Water
and Sewer Funds equally. The loan agreement requires 24 annual payments of $14,845
beginning December 1, 2006, and carries an interest rate of 5.17%, and maturity date is
December 1, 2029. The balance of the loan at June 30, 2016 was $145,294 apportioned
$£72,648 to the water fund and $72,645 to the sewer fund.

REVENUE WATER LOAN

On April 6, 2012, a water revenue loan for capital improvements to the water system including
improving the water treatment faciiity, constructing a water storage reservoir and extending
water services in the amount of $948,000 was entered into with the United States Department of
Agriculture, Rural Development Utilities Services (RUS). The loan agreement requires 40 annual
payments of $39,380 beginning April 6, 2012, carries an interest rate of 2.75% and a maturity
date of April 6, 2052. The balance of the loan at June 30, 2016 was $892,523.

REVENUE SEWER [ OAN

On April 6, 2012, a sewer revenue loan for capital improvements to the sewer system inciuding
extending sewer services in the amount of $372,000 was entered into with the United States
Department of Agriculture, Rural Development Utilities Services (RUS). The loan agreement
requires 40 annual payments of $15,744 beginning April 6, 2012, carries an interest rate of
2.75% and a maturity date of April 6, 2052. The balance of the loan at June 30, 2016 was
$356,819.

The changes in long-term debt were as follows:

Balance Balance Due within

Fund 07/01/15 Additions  Repayment 06/30/16 one year

Business Oregon (formerly OECDD} Drinking Water (S0006) Water $ 88,855 % - 4 13,199 $ 75,656 $ 13,804
Business Oregon (formerly OECDD) Pioneer St Reloc, (JO5001) Water/Sewer 76,134 - 3,486 72,648 3,667
USDA Water Revenue Loan Water 906,962 - 14,435 892,523 14,836
Subtotal Water Fund 1,071,951 - 31,124 1,040,827 32,307
Business Cregon {formerly OECDD) Wastewater (G2002) Sewer 278,019 - 17,799 260,220 17,514
Business Cregon {formerly GECOD) Pioneer St Reioc. (305001} Sewer 76,133 - 3,487 72,646 3,666
USDA Sewer Revenue Loan Water/Sewer 362,592 - 5,773 356,819 5,832
Subtotal Sewer Fund 716,744 - 27,059 689,685 27,512
Totals $1,788,695 3 - % 58,183 $1,730,512 § 59,819
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CITY OF LOWELL
NOTES TC THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

5. LONG-TERM DEBT (continued)
Long-term debt service requirements are as foliows:

Year Ending

June 30, Principal Interest Total
2017 $ 59,818 $ 45,342 $ 105,160
2018 61,527 43,757 105,284
2019 63,308 42,109 105,417
2020 65,166 40,393 105,559
2021 67,104 38,608 105,712

2022-2026 292,905 171,889 464,794

2027-2031 250,586 138,647 389,233

2032-2036 164,799 110,821 275,620

2037-2041 188,740 86,880 275,620

2042-2046 216,159 59,461 275,620

2047-2051 262,638 28,058 290,696

2052-2056 37,761 1,038 38,799

Total $1,730,512 $ 805,964 $ 2,498,715

6. INTERFUND BALANCES AND TRANSFERS

The Operating transfers for the year are as follows:
Transfer Transfer

Description Out In

Transfer out From General Fund $14,428 $ -
Transfer in to SDC Fund from General Fund - 2,956
Transfer in to SDC Fund from General Fund - 472
Transfer in to Sewer Operating Fund from General Fund - 8,00C
Transfer in to Equipment Fund from General Fund - 1,000
Transfer in to Personnel Lliability Fund General Fund - 2,000
Transfer out from Street Fund 3,600 -
Transfer in to Eguipment Fund from Street Fung - 3,000
Transfer in to Personnel Liability Fund from Street Fund - 600
Transfer out from Street Fund - -
Transfer out from Biack Berry Jam {BBI) Fund 500 -
Transfer in to General Fund from Biack Berry Jam (BB2) Fund - 500
Transfer out from Debt Reserve Fund 55,126

Transfer in to Water Operating Fund from Debt Reserve Fund - 35,381
Transfer in to Sewer Operating Fund frem Debt Reserve Fund - 15,745
Transfer out from Water Fund 6,938 -
Transfer in from Water Operating Fund to Personnel Liability Fund - 2,000
Transfer in from Water Operating Fund to Equipment Fund - 1,000
Transfer in from Water Operating Fund to Water Reserve Fund - 3,938
Transfer out from Sewer Operating fund to Sewer Reserve Fund 1,575 -
Transfer in from Sewer Operating Fund to Sewer Reserve Fund - 1,575
Total Transfers $82,167 $82,167

19



CITY OF LOWELL
NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

6. INTERFUND BALANCES AND TRANSFERS (Continued)

Transfers are used to move revenues that budget requires to collect and expend them, use
unrestricted revenues collected in the general fund to finance various programs accounted for in
other funds in accordance with budgetary authorizations, and transfer residual equity to the
general fund.

An amount of $40,000 in the Water Operating Fund was recorded as an interfund loan from the
Sewer Fund.

7. PENSION PLAN
A. Plan Description

The City contributes to the State of Oregon Public Employees Retirement System (PERS), a cost-
sharing multipie-emiployer defined benefit pension plan administered by the Oregon Public
Employees Retirement System. PERS provides retirement and disability benefits, annual cost-of-
living adjustments and death benefits to plan member and beneficiaries. The Oregon Public
Employees Retirement Fund ("OPERF") applies to the City’'s contribution for qualifying empioyees
who were hired before August 29, 2003. Oregon Revised Statutes 238 assigns the authority to
establish and amend benefit provisions to the PERS Board of Trustees and the State Legislature.

In the 2003 legistative session, the Oregon Legislative Assembly created a successor plan for
PERS. The Oregon Public Service Retirement Pian ("OPSRP") is effective for all new employees
hired on or after August 29, 2003, and applies to any Inactive PERS members who return to
employment following a six month or greater break in service. The new plan consists of a
defined benefit program (the “Pension Program”) and a defined contribution portion (the
Individual Account Program or “IAP"). The Pension Program portion of OPSRP provides a life
pension funded by employer contributions. Benefits are calculated by a formula for members
who attain normal retirement age. The formula takes into account final average salary and years
of service and a factor that varies based on type of service {general versus police or fire).

Beginning January 1, 2004, all PERS member's contributions go into the IAP portion of OPSRP.
PERS members retain their existing PERS accounts, but any future member contributions are
deposited into the member’s IAP, not the member's PERS account. Those employees who had
established a PERS membership prior to creation of OPSRP will be members of both the PERS
and OPSRP system as long as they remain in covered emplioyment.

Both PERS and OPSRP are administered by the Oregon Public Employees Retirement Board
("OPERB™), The comprehensive annual financial report for the funds administered by the OPERB
may be obtained by writing to Oregon Public Empioyees Retirement System, P.O. Box 23700,
Tigard, Oregon 97281-3700, by calling (503) 598-7377, or by accessing the PERS web site at
www,pers.state.or.us.
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CITY OF LOWELL
NOTES TO THE BASIC FINANCIAL STATEMENTS

Faor the Year Ended June 30, 2016

7. PENSION PLAN {Continued)
B. Funding Policy

Members of PERS are required to contribute 6.00% of their salary covered under the plan, which
is invested in the OPSRP Individual Account Program. The City is required by ORS 238.225 to
contribute at an actuarially determined rate for all the qualifying employees under the OPERF
plan, and a general service rate for the qualifying employees under the OPSRP plan. The OPERF
and OPSRP rates in effect for the year ended June 30, 2016 were 14.59% and 9.38%
respectively., The contribution requirements for plan members are established by ORS Chapter
238 and may be amended by an act of the Oregon Legislature.

C. Annual Pension Cost

Employer contributions are calculated in conformance with the provisions of GASB Statement No.
27 as a percentage of covered payroll, Therefore, the contributions transmitted to the System
are equal to the Annual Required Contribution (ARC), and there is no Net Pension Obligation
(NPO} necessary to amortize any unmade contributions.

For the year ended June 30, 2016, the City's annual pension cost of $17,606 was equal to the
required and actual contributions of the City. The required contribution was determined as part
of the December 31, 2013, actuarial valuation using the entry age actuarial cost method.
Significant actuarial assumptions used in the vaiuation include (a) a rate of return on the
investment of present and future assets of 8.0% per year, (b) projected salary increases of 4.5%
per year attributable to general wage adjustments, with additional increases for promotion and
longevity that vary by age and service, (c) projected automatic cost-of-living benefit increases of
2.0% per year, and (d) CPI increases of 3.5% per year, and {e) demographic assumptions that
were chosen to reflect the best estimate of emerging experience of the members of the System.

D. Three-year Trend Information

Three-year trend information for the City of Lowell is as follows:

Fiscal Year Ending Annual Pension Cost Percentage of APC Net Pensicon
(APC) Contributed Obligation
06/30/14 $ 18,515 100% 0
06/30/15 $ 17,606 100% 0
06/30/16 $ 18,183 100% 0

8. CONTINGENCIES

Amounts received or receivable from grantor agencies are subject to audit and adjustment by
grantor agencies. Any disallowed claims, including amounts atready collected, may constitute a
liability of the applicable funds. The amount, if any, of expenditures which may be disallowed by
the grantor agencies cannot be determined at this time although management expects such
amounts, if any, to be immaterial.,




CITY OF LOWELL
NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2016

8. CONTINGENCIES {Continued)

Management believes that there are no liabilities that could result from pending suits, judgments
or claims where the amount in excess of insurance coverage would be material to the financial
statements,

9. RISK MANAGEMENT

The City is operated under various risks and the City participates in various insurance programs
to hedge against those risks. The insurance coverage includes general and auto liability,
property/mobile equipment, boiler & machinery, excess earthquake, excess crime and others.
There have been no losses in excess of insurance coverage for the past three years.
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CITY OF LOWELL
Balance Sheet
Other Governmental Funds
Modified Cash Basis
June 30, 2016

Blackberry Personnel Total
Jam Festival Equipment Liabilities Utility Deposit Governmental
Fund Fund Fund Fund Funds
ASSETS '
Cash and cash equivalents $ 17,763 % 30,188 % 23,968 % 28,376 $ 100,295
Total assets $ 17,763 % 30,188 ¢ 23,968 & 28376 § 100,295
Fund balances:
Assigned $ 17,763 ¢ 30,188 ¢ 23,968 3 28,376 % 100,295
Total fund balances 17,763 30,188 23,968 28,376 100,295

Total liabifities and fund balances $ 17,763 $ 30,188 % 23,968 & 28,376 $ 100,295
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REVENUES
Investment earnings

Blackberry Jam Festival receipts

Total revenues

EXPENDITURES
Current:
General government
Culture and recreation
Deposit Refunds

Total Expendituras

Excess {deficiency) of revenues over

expenditures

OTHER FINANCING SOURCES (USES)

Transfers in
Transfers out

Total other financing sources and uses
Net change in fund balances

Fund balances - beginning

Fund balances - ending

CITY OF LOWELL
Statement of Revenues, Expenditures and Changes in Fund Balances
Other Governmental Funds
Modified Cash Basis
Forthe Year Ended June 30, 2016

Blackberry Total-Other
Jam Festival  Equipment Utility Governmenta
Fund Fund Deposit Fund | Funds

3 - $ 9

20,969 - 20,969
20,978 20,978
3,700 3,700

20,809 - - 20,809

- 3,485 3,485

20,809 3,700 3,485 27,994
169 {3,700) (3,485) (7,016)

5,000 9,600
(500) - - (500

(509) 5,000 9,100

{331} 1,300 {3,485) 2,084

18,094 28,888 31,861 98,211
17,763 & 30,188 $ 28,376 100,295
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CITY OF LOWELL
Budget and Actual (with Variances)
General Fund
Forthe year ended June 30, 2016

Actual Variance with
Amounts, Final Budget -
Budgetary Posifive
Budgeted Amounts Basis {Negative)
Original Final
- REVENUES
Property Taxes $ 130,415 $ 130,415 $ 131,105 $ 690
Fees and fines 1,500 1,500 3,042 1,542
Licenses and permits 77,801 77,901 71,823 (6,078)
Intergovernmental 23,200 23,200 23,043 (157)
Investment earnings 433 433 3,641 3,208
Miscellaneous 10,500 10,500 41,529 31,029
Total revenues 243,949 243,049 274,183 30,234
EXPENDITURES
Current:
Personal services 134,443 134,443 111,623 22,820
Materials and services 144,940 144,940 119,251 25,689
Capital Outlay 2,000 2,000 - 2,000
Contingency 14,195 14,195 - 14,195
Total Expenditures 295,578 285,578 230,874 64,704
Excess (deficiency) of revenues
over expenditures (51,629) (51,629) 43,309 94,938
OTHER FINANCING SOURCES {USES)
Transfers in - 560 500 -
Transfers out (14,428) (14,428) (14,428) -
Total other financing sources and uses (14,428) (13,928) (13,928) -
Net change in fund balances (66,057) (65,557} 29,381 94,938
Fund balances - beginning 87,557 87,557 94,227 6,670
Fund balances - ending $ 21,500 $ 22,000 $ 123,608 $ 101,608
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CITY OF LOWELL
Budget and Actual {with Variances)
Street Fund
For the year ended June 30, 2016

Actual Variance with
Amounts, Final Budget -
Budgetary Positive
Budgeted Amounis Basis {Negative)
Original Final
REVENUES
iicenses and permits $ 500 $ 500 $ 110 $ (390)
Intergovenmental 60,380 60,380 63,097 2,717
Investment earnings 50 50 - (50)
Miscellaneous - - 15 15
Taotal revenues 60,530 60,930 63,222 2,292
EXPENDITURES
Current:
Personal Services 24,780 24,780 18,171 6,609
Materials and Services 27,950 27,950 24,328 3,622
Capital Outlay 66,924 66,924 - 66,924
Contingency 42,676 42,676 - 42,676
Total Expenditures 162,330 162,330 42,499 119,831
Excess (deficiency) of revenues
over expenditures {101,400) (101,400} 20,723 122,123
Transfers out (3,600) (3,600) (3,600) -
Total other financing sources and use: (3,600) (3,600) {3,600) -
Net change in fund balances (105,000) (105,000) 17,123 122,123
Fund balances - beginning 105,000 105,000 106,343 1,343
Fund batances - ending $ - $ - $ 123,466 $ 123,466
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CITY OF LOWELL
Budget and Actual (with Variances)
SDC Fund
For the year ended June 30, 2016

Actual Variance with
Amounts, Final Budget -
Budgetary Positive
Budgeted Amounts Basis (Negative)
Original Final
REVENUES
SDC Fees $ 55,500 $ 55,500 3 6,737 $ (48,763)
Investment earnings 200 200 - (200)
Total revenues 55,700 55,700 6,737 (48,963)
EXPENDITURES
Current:
Capital Outlay 256,656 256,656 - 256,656
Total Expenditures 256,656 256,656 - 256,656
Excess (deficiency) of revenues
over expenditures (200,856) {200,956) 6,737 207,693
OTHER FINANCING SQOURCES (USES)
Transfers in 3,428 3,428 3,428 -
Transfers out {30,996) (30,996) - 30,996
Total other financing sources and useg (27,568) (27,568) 3,428 30,996
Net change in fund balances (228,524) {228,524) 10,165 238,689
Fund balances - beginning 228,524 228,524 269,361 40,837
Fund balances - ending $ - $ - $ 279,526 $ 279,526
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REVENUES
Investment earnings

Total revenues

EXPENDITURES

Current:
Principal

Total Expenditures

CITY OF LOWELL

Budget and Actual (with Variances)

Debt Reserve Fund
For the year ended June 30, 2016

Excess (deficiency) of revenues

over expenditures

OTHER FINANCING SOURCES (USES)

Transfers out

Total other financing sources and uses

Net change in fund balances
Fund bafances - beginning

Fund balances - ending

Actual Variance with
Amounts, Final Budget -
Budgetary Positive
Budgeted Amounts Basis (Negative)
Original Final
$ 500 500 - § (500)
500 500 (500)
161,783 161,783 - 161,783
161,783 161,783 161,783
{161,283) (161,283) - 161,283
- (55,126) 55,126
(55,126) 55,126
{161,283} (161,283) {55,126) 106,157
161,283 161,283 162,106 823
$ - - $ 106,980 $ 106,980
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EXPENDITURES
Current:
General government
Personal Services

Total Expenditures
Excess {deficiency) of revenues
over expenditures

OTHER FINANCING SOURCES (USES)
Transfers in

Total other financing sources and

Net change in fund balances

Fund balances - beginning

Fund balances - ending

CITY OF LOWELL
Budget and Actual (with Variances)
Personnel Liabilities Fund
For the year ended June 30, 2016

Actual Variance with
Amounts, Final Budget -
Budgetary Positive
Budgeted Amounts Basis (Negative)
Original Final

$ 23,968 $ 23,968 % - $ 23,968
23,968 23,968 - 23,968
(23,968) {23,968) 23,968
4,600 4,600 4,600 -
uses 4,600 4,600 4,600 -
(19,368) (19,368) 4,600 23,968
19,368 19,368 19,368 -
% - $ - $ 23,968 $ 23,968
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CITY OF LOWELL

Budget and Actual {with Variances)
Blackberry Jam Festival Fund
For the year ended June 30, 2016

Actual Variance with
Amounts, Final Budget -
Budgetary Positive
Budgeted Amounts Basis (Negative)
Qriginal Final

REVENUES
Festival revenue % 13,310 $ 13,310 $ 20,969 $ 7,659
Investment earnings 10 10 9 (1)

Total revenues 13,320 13,320 20,978 7,658
EXPENDITURES
Current:
Materials and Services $ 18,164 $ 17,664 $ 20,809 $ (3,145)
Contingency 6,740 6,740 - 6,740

Total Expenditures 24,904 24,404 20,809 3,595

Excess (deficiency} of revenues
over expenditures (11,584) {11,084) 169 11,253

OTHER FINANCING SOURCES (USES)
Transfers out - (500) {500)

Total ather financing sources and use: - (500} (500)
SPECIAL ITEM

Net change in fund balances (11,584) {11,584} (331) 11,253
Fund balances - beginning 11,584 11,584 18,094 6,510
Fund balances - ending $ $ - % 17,763 $ 17,763
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CITY OF LOWELL
Budget and Actual (with Variances)
Utility Deposit Fund
For the year ended June 30, 2016

Actual Variance with
Amounts, Final Budget -
Budgetary Positive
Budgeted Amounts Basis (Negative)
Original Final :
REVENUES
Utility deposits $ 2,000 $ 2,000 $ - $ (2,000)
Total revenues 2,000 2,000 - (2,000)
EXPENDETURES
Current:
Matertals and services
Refunds 2,547 2,547 3,485 {938)
Contingency 29,319 29,319 - 29,319
Total Expenditures 31,866 31,866 3,485 28,381
Excess {deficiency) of revenues
over expenditures (29,866) (29,866) {3,485) 26,381
Net change in fund balances (29,866) {29,866) {3,485) 26,381
Fund balances - beginning 28,866 29,866 31,861 1,995
Fund balances - ending $ - % - 3 28,376 $ 28,376




CITY OF LOWELL
Budget and Actual {with Variances)
Equipment Fund
For the year ended June 30, 2016

Actual Variance with
Amounts, Final Budget -
Budgetary Positive
Budgeted Amounts Basis {Negative)
Original Final
EXPENDITURES
Current:
Capital Outlay $ 36,388 $ 36,388 $ 3,700 $ 32,688
Tota!l Expenditures 36,388 36,388 3,700 32,688
Excess (deficiency) of revenues over
expenditures (36,388) {36,388) {3,700) 32,688
OTHER FINANCING SOURCES (USES)
Proceeds from sale of capital assets 2,500 2,500 - 2,500
Transfers in 5,000 5,000 5,000 -
Totai other financing sources ang uses 7,500 7,500 5,000 2,500
SPECIAL ITEM
Net change in fund balances (28,888) {28,888) 1,300 30,188
Fund balances - beginning 28,888 28,888 28,888 -
Fund balances - ending % - 4 - $ 30,188 $ 30,188
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CITY OF LOWELL
Budget and Actual {with Variances)
Water Operating Fund

For the year ended June 3@, 2016

Actual Variance with
Amounts, Final Budget -
Budgetary Positive
Budgeted Amounts Basis {Negative)
Original Final
REVENUES
Charges for services ¢ 218,526 $ 218,526 $ 243,069 $ 24,543
Water connections and permits 3,800 3,800 3,919 119
Reimbursement of SDC fees 2,882 2,982 640 (2,342}
Investment eamings 150 150 - {130}
Miscellaneous 6,600 6,000 3,100 (2,900}
Total revenues 231,458 231,458 250,728 19,270
EXPENDITURES
Current:
Personal services 140,224 140,224 128,396 11,828
Materials and services 111,625 111,625 88,408 23,217
Debt Service:
Principal 30,738 30,738 31,125 (387)
Interest and other charges 33,342 33,342 32,956 386
Contingency 47,034 47,034 - 47,034
Total Expenditures 362,963 362,963 280,885 82,078
Excess (deficiency) of revenues over
expenditures {131,505) (131,505) {30,157} 101,348
OTHER FINANCING SOURCES {USES)
Transfers in 39,381 39,381 39,381 -
Transfers out {6,938) {6,338) {6,938)
Total other financing sources and uses 32,443 32,443 32,443
Net change in fund balances {99,062) (99,062) 2,286 101,348
Fund balances - beginning 99,062 99,062 96,587 {2,475)
Fund balances - ending $ - $ 98,873 $ 98,873
Reconciliation to modified cash basis:
Net capital assets 2,540,012
iong-term debt (1,040,826}
Net position, modified cash basis $ 1,598,059
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CITY OF LOWELL
Budget and Actual (with Variances}
Water Reserve Fund
For the year ended June 30, 2016

Actual Variance with
Amounts, Final Budget -
Budgetary Positive
Budgeted Amounts Basis (Nedgative)
Original Final
EXPENDITURES
Current:
Capltal Outlay $ 7,876 $ 7,876 $ - 3 7,876
Total Expenditures 7,876 7,876 - 7,876
Excess (deficiency) of revenues
over expenditures (7,876) (7,876) - 7,876
OTHER FINANCING SOURCES (USES)
Proceeds from capital ieases - - - -
Transfers in 3,538 3,938 3,938 -
Total other financing sources and uses 3,838 3,938 3,938 -
Net change in fund balances (3,938) (3,938) 3,938 7,876
Fund balances - beginning 3,938 3,938 3,938 -
Fund balances - ending $ - $ - $ 7,876 $ 7,876
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CITY OF LOWELL
Budget and Actual (with Variances)
Sewer Operating Fund

For the year ended June 30, 2016

Actual Variance with
Amounts, Final Budget -
Budgetary Positive
Budgeted Amounts Basis {Negative)
Original Final
REVENUES
Charges for services $ 264,476 $ 264,476 $ 271,225 $ 6,749
Sewer connections and permits 200 200 115 {85)
Reimbursement of SDC fees 2,863 2,863 559 (2,304)
Investment eamings 150 150 - (150)
Miscellaneous 4,975 4,975 2,833 (2,142)
Total revenues 272,664 272,664 274,732 2,068
EXPENDITURES
Current:
Personal services 132,405 132,405 128,411 3,994
Materials and services 112,175 108,404 100,327 8,077
Debt Service: -
Principal 23,684 25,880 27,059 {(1,179)
Interest and other charges 27,953 27,953 26,758 1,195
Total Expenditures 296,217 294,642 282,555 12,087
Excess {deficiency} of revenues over
expenditures (23,553) {21,978) (7,823) 14,155
OTHER FINANCING SOURCES (USES)
Transfers in 54,741 54,741 23,745 (30,996)
Transfers out - (1,575) {1,575) -
Total other financing sources and uses 54,741 53,166 22,170 (30,996)
Net change in fund balances 31,188 31,188 14,347 {16,841)
Fund balances - beginning (31,188) (31,188) (37,234 (6,046)
Fund balances - ending $ - $ - (22,887) $ (22,887}
Reconclliation to modified cash basis:
Net capltal assets 2,418,458
Long-term debt (689,686)
Net position, modified cash basis $ 1,705,885
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CITY OF LOWELL
Budget and Actual (with Variances)
Sewer Reserve Fund
For the year ended June 30, 2016

Actual Variance with
Amounts, Final Budget ~
Budgetary Positive
Budgeted Amounts Basis {Negative)
Original Final
EXPENDITURES
Current:
Capital Outlay $ 1,945 5 1,945 $ - $ 1,945
Total Expenditures 1,945 1,945 - 1,945
Excess (deficiency) of revenues
over expenditures (1,945) {1,945) - 1,945
OTHER FINANCING SOURCES (USES)
Transfers in - - 1,575 {1,575)
Total other financing sources and uses - - 1,575 (1,575)
Net change in fund balances {1,945} (1,945) 1,575 3,520
Fund balances - beginning 1,945 1,945 1,945 -
Fund balances - ending $ - $ - $ 3,520 % 3,520
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REPORT OF THE INDEPENDENT AUDITORS REQUIRED BY
THE STATE OF OREGON MINIMUM STANDARDS FOR
AUDITS OF OREGON MUNICIPAL CORPORATIONS




450 Countiy Clidd Rondl Suite 155
Bugene OR 97401

REPORT OF THE INDEPENDENT AUDITORS REQUIRED BY THE STATE OF
OREGON MINIMUM STANDARDS FOR AUDITS OF OREGON MUNICIPAL
CORPORATIONS

Honorable Mayor and City Council
City of Lowell

107 East Third Street

Post Office Box 490

Lowell, Oregon 97452

We have audited the basic financial statements of City of Lowell (the City) as of and for the
year ended June 30, 2016, and have issued our report thereon dated January 31, 2017.

Compliance

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 grants, including the provisions of Oregon Revised Statutes as
specified in Oregon Administrative Rules 162-10-000 through 162-10-320 of the Minimum
Standards for Audits of Oregon Municipal Corporations, noncompliance with which could have a
direct and material effect on the determination of financial statements 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.

We performed procedures to the extent we considered necessary to address the required
comments and disclosures which included, but were not limited to the following:

" Deposit of public funds with financial institutions (ORS Chapter 295).
= Indebtedness limitations, restrictions and repayment.

5 Budgets legally required (ORS Chapter 294).

| Insurance and fidelity bonds in force or required by law.

" Programs funded from outside sources.

" Highway revenues used for public highways, roads, and streets.

" Authorized investment of surplus funds (ORS Chapter 294),

" Public contracts and purchasing (ORS Chapters 279A, 279B, 279C).

Phone 541 255 28887 FOX 541 345 3358
www.emedecpa.com



Honorable Mayor and City Council
City of Lowell
Page 2 of 2

In connection with our testing nothing came to our attention that caused us to believe the City
was not in substantial compliance with certain provisions of laws, regulations, contracts, and
grants, including the provisions of Oregon Revised Statutes as specified in Oregon
Administrative Rules 162-10-000 through 162-10-320 of the Minimum Standards for Audits of
Oregon Municipal Corporations.

Budgets

During the fiscal year, in the Utility Deposit Fund, expenditures exceeded budgeted materials
and services (refunds) by $938. In the Blackberry Jam Festival Fund expenditures exceeded
budgeted materials and services by $3,145. In the Debt Reserve Fund Transfers Out exceed
the budgeted amount by $55,126. The appropriation resolution budgeted $161,783 for debt
sarvice that should have been in the transfer category, so technically there is an over
expenditure. The City should properly identify transfers out in its appropriation resolution and
identify the corresponding transfers in in its budget documentation. Transfers out must always
equal transfers in.

OAR 162-10-0230 Internal Controf

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

Communication on the City’s internal control over financial reporting is issued in the Report on
Compliance and on Internal Control over Financial Reporting Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards on pages 39-44.

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

and the Oregon Secretary of State, and is not intended to be used and should not be used by
anyone other than these specified parties,

EMERALD CPA GROUP, LLP

Certified Public Accountants

Eugene, Oregon
January 31, 2017
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REPORT ON INTERNAL CONTROL OVER FINANCING REPORTING AND
ON COMPLIANCE AND OTHER MATTER BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS




450 Country Club Road, Suite 155
Eugene OR 97401

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

INDEPENDENT AUDITOR'S REPORT

Honorable Mayor and City Council
City of Lowell
Lowell, Oregon

We have audited 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, the financial statements of
the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the City of Lowell (the City) as of and for the year ended June
30, 2016, and the related notes to the financial statements, which collectively comprise the
City's basic financial statements, and have issued our report thereon dated January 31, 2017.
The report on all opinion units was qualified because management was unable to reconcile
cash in financial institutions with cash reported in the general ledger and we were unable to
obtain sufficient appropriate audit evidence to determine the fairness of the cash balances.
This caused us to have an inability to carry out audit procedures to obtain sufficient and
appropriate audit evidence over those individual amounts contained therein.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements, we considered the City'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 statements, but not for the purpose of expressing an opinion on the effectiveness of
the City’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the City's internal control,

Our consideration of internal control was for the limited purposed described in the preceding
paragraph and was not deasigned to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, as described in the
following paragraphs, we identified certain deficiencies in internal control that we consider to
be material weaknesses and significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
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www.ememwlcpa.com



deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the City’s financial statements will not be prevented,
or detected and corrected on a timely basis, Finding 2016-2 is a material weakness.

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 accompanying
paragraphs to be a significant deficiencies (Findings 2016-1, 2016-3, and 2016-4).

Prior Year Findings

Finding 2015-1 Material Weakness: Segregation of duties and review,
This finding has been changed from a material weakness to a significant deficiency and
incorporated into Finding 2016-1 Significant Deficiency: Segregation of duties.

Finding 2015-2 Material Weakness: General ledger maintenance,
This finding has been incorporated into Finding 2016-2 Material Weakness: Inadequate
accounting software.

Finding 2015-3 Material Weakness: Cash reconciliation.
This finding has been cleared. The City has engaged an experienced independent contractor to
monthly reconcile cash.

Finding 2015-4 Material Weakness: Federal and state payroil reports not in
agreement with general ledger and with each other.

This finding has been incorporated into Finding 2016-2 Material Weakness: Inadequate
accounting software.

Finding 2015-5 Significant Deficiency: Financial statements.
This finding has been carried forward to Finding 2016-3 Significant Deficiency: Financial
statements,

Finding 2015-6 Significant deficiency: Oregon Public Emplioyees Retirement System
{PERS) paymentis not in agreement with general ledger reports.

This finding has been incorporated into Finding 2016-2 Material Weakness: Inadequate
accouniing software,

Finding 2015-7 Significant deficiency: inappropriate governmental revenue funds.
This finding has been carried forward in Finding 201&-4 Significant deficiency:
inappropriate governmental revenue funds.

Finding 2015-8 Compliance finding - Failure fo require an audit according to
Government Auditing Standards for the years ending June 30, 2013 and 2014.

This finding has been cleared. The audits for the years ending June 30, 2015 and 2016 have
been conducted according to Government Auditing Standards.

Finding 2016-]1 Significant deficiency: Segregation of duties and review.

Condition

A fundamenta! element of internal control is the segregation of certain key duties. The basic
idea underlying the segregation of duties is that no employee should be & position both to
perpetrate and conceal errors or fraud in the normal course of their duties. Because the city
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has a limited number of personnel, it is not always possibie to adeguately segregate
accounting duties (assigning the responsibility for authorizing transactions, recording
transactions, and reconciling accounting records to different people within the City). There are
two employees involved in the finance functions but their duties often over lap and the same
person is respensible for receipting revenues, preparing checks, and entering transactions.
However, an independent contract has been engaged to conduct cash reconciliations and
supervision and review have been increased during the 2015-16 fiscal year.

Criteria

The city council and the city administrator are responsible for establishing and maintaining
internal controls that allow for the fair presentation of financial statements and the prevention
of fraud.

Effect

The risk of misstatement in the financial statements and the threat of fraud increase when
there is not proper segregation of duties.

Recommendation

We recommend that the City council continue its scrutiny and oversight of the financial
function to supplement the work of the administrative staff,

Respeonse

Staff made a number of changes in FY 2017 to improve internal controls, including hiring a
contract accountant, requiring employee logins for the accounting system to track activity, and
reguiring an empioyee other than the City Clerk fo open and initial bank statements. Additional
policies and procedures will be researched, adopted, and implemented to improve internal
controls in FY 2017 and FY 2018,

Finding 2016-2 Material Weakness: Inadequate accounting software.
Condition

The general ledger is not capable of producing a summary trial balance. The trial balance for
use in the current audit had to be pieced together from three different reports - the balance
sheet, the revenue report and the expenditure/expense report. The program does not
automatically carry forward the fund balances that have to be made by a journal entry. In
producing reports, the software defaults from calendar dates to council meeting dates making
it difficult to produce detail to reconcile external reports to the Internal Revenue Service, the
Oregon Department of Revenue and the Oregon Public Employees Retirement Systern. These
deficiencies cause additional work for the annual audit and prevent the City's administration
and council from having accurate up-to-date financial information.

Criteria

The general ledger contains the City's books of original account and is the basis of internal
financial control for the City. There should be controls in the accounting program that do not
permit unbalanced entries in total or by fund and all balance sheet amounis should be rolled
forward when the old fiscal year is closed and the new fiscal year begins. Detail reports should
be produced using calendar dates rather than council meeting dates,
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Effect

In the absence of a well maintained general ledger the City foses financial and budgetary
control and the annual audit is delayed.

Cause

The City experienced turnover in administrative staff when the current accounting software
was adopted and for some time thereafter. This situation prevented adequate evaluation of the
software complicated on the provider end by the software being under development when it
was adopted. Subsequent attempts to correct software deficiencies were unsuccessful as the
provider apparently lacked knowledge of the requirements for fund accounting software.

Recommendation

We recommend that the City explore replacement of the current general ledger software for a
package that is both user friendly and has the necessary controls. It is our understanding that
the City administrative staff has exhausted efforts to correct the deficiencies of the current
accounting software.

Response

Staff will make a recommendation to the City Council to purchase and implement new
accounting software in FY 2017 capable of producing accounting reports that are consistent
with generally accepted accounting principles. The recommendation will be submitted to the
City Council by May 1, 2017.

Finding 2036-3 Significant Deficiency: Financial statements.

Condition

The city does not have a system of internal controls that wouid enable management to prepare
the financial statements and related in accordance with the modified cash basis of accounting.
As such, management requested us to prepare a draft of the financial statements, including
related footnote disclosures.

Criteria

Management is responsible for establishing and maintaining internal controls and for the fair
presentation of the financial position, results of operations, cash flows and disclosures in the

financial statements, in conformity with the modified cash basis of accounting.

Effect

The risk of misstatement in the financial statements increases when management is not able to
apply the modified cash basis of accounting in recording the entity’s financial transactions or
preparing its financial statements, including the related notes.

Cause

Prior to the issuance of SAS 112 and SAS 115, which categorically stated management’s
responsibifity for the financial statements and removed any ambiguities in the guidance with
respect to preparation of the financial statements, the City relied on the external auditors to
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assist with the financial statements and related notes without being subject to control
deficiencies.
Recommendation

The outsourcing of these services is not unusual in cities of your size and is a result of
management’ cost benefit decision to rely on our accounting expertise rather than incurring
this internal resource cost. The City may consider the following possible actions:

e Provide training opportunities for its staff that would enable it to become more familiar
with the financial statements prepared using the modified cash system of accounting.

e Hire an external Certified Public Accountant or other experienced professional to
prepare or confirm that the accounting records, financial statements and related
disclosures are in accordance with the modified cash basis of accounting.

¢ Take no action. The City may find that the costs outweigh the benefits to adhere to this
standard. No action will result in a continuing deficiency in the City's internal controls
over the preparation of the financial statements.,

Response

Staff will utilize the services of a contract accountant to prepare or confirm the accounting
records, financial statements and related disclosures in accordance with the modified cash

basis of accounting for FY 2017,
Finding 2016-4 Significant deficiency: inappropriate governmental revenue funds
Condition

The City maintains two funds as governmental revenue funds; the personnel liabilities fund and
the utility deposit fund.

Criteria
The Governmental Accounting Standards Beard (GASB) in its guidance in GASB 54 requires
that revenue funds have specific restricted or committed revenue sources. In addition, the

personnel liabilities fund contains amounts that belong in the water and sewer funds and the
amounts in the utility deposit fund belong entirely in the water and sewer funds.

Effect

The City is out of compliance with accounting standards and the liabilities are understated in
the water and sewer funds.

Cause

The City was not aware of current governmental accounting standards.

Recommendation

The personnel Habilities fund should be dissolved and the cash transferred to the general fund,
the street fund and the sewer and water funds where presumably, the liabilities arose. The

Utilities deposit fund should also be dissoived and the cash transferred to the water and sewer
funds.
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Response

The Personnel Liabilities Fund was closed and the cash was transferred to the originating funds
in FY 2017. The Utilities Deposit Fund will be closed and the cash will be transferred to the
Water Fund by June 30, 2017,

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
faws, regulations, contracts, and grant agreements, noncompliance with which couid 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
instance of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

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 result of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government auditing Standards in considering the entity's
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

EMERALD CPA GROUP, LLP
Certified Public Accountants

Eugene, Oregon
January 31, 2017
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