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BFCC
BEACHFLEISCHMAN

lndependent Auditors' RePort

Honorable Mayor and Members of the Town Council
Town of Huachuca City, Arizona

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type

activities, each major fund, áno ine aggregate remaining fund information of the Town of Huachuca City,

Arizona, as of and for the year enOeðluñe 30, 2016, and the related notes to the financial statements,

which collectively comprise ihe Town's basic financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in

accordance with acc'ounting principles generally accepted in the United States of America; this includes the

design, implementation anð maintenanðe of intôrnal 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 *ith audiiing standards generally accepted in the United States of America and the

standards applicable to financial áudits contained in Government Auditing Standards, issued by the

Comptroller öeneral 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 Thé 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.

ln making those risk assessments, the auditor considers internal control relevant to the entity's preparation

and fair fresentation of the financial statements in order to design audit procedures that are appropriate in

the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's

internal control. Accordingly, we'exþress no such oþinion. An audit also includes evaluating the

appropriateness of accounti-ng policies used and the reasonableness of significant accounting estimates

máOe'Oy 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.

BeachFleischman PC . beachfleischman.com

1985 East River Road, Suite#201 . Tucson, A285718-7176 ' 520.321'4600 ' ' 520'321.4040

2201 East Camelback Road, Suite #200 . Phoenix, AZ 85016-3431 . 1. 602.265.7011 . ': 602.265.7060
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Basis for Qualified Opinion on Capital Assets

Because of the inadequacy of accounting records, we were unable to form an opinion regarding the

amounts at which capitat assets and aicumulated depreciation ?fe_ recorded in the accompanying

lou"rn*"nt-wide finan'cial statements at June 30, 2016 (stated 9t $]!,-S]9,218 and $8,818,046) or the

ãmount of depreciation expense for the year then ended (stated at $556,292).

Qualified Opinion

ln our opinion, except for the effects of the matter discussed in the "Basis for Qualified opinion on Capital

Assets,, paragraph, ihe f¡nancial statements referred to above present fairly, in all material respects, the

respect¡ve t¡nänðiai position of the governmental activities, the business{ype activities, each major fund,

and the aggregate remaining fund information of Town of Huachuca City, Arizona, as of June 30, 2016, and

the changes in the financial potion thereof for the year then ended in accordance with the accounting

principleJgenerally accepted in the United States of America.

Other Matters

Req u ired S u ppl eme ntary I nform ation
Accounting principles generally accepted in United States of America require that the management's

discussion and analysisl nuogeiary comparison information, schedule of changes in the net pension liability

and related ratios, écheduleãf pénsion'contributions, and schedule of funding progress - post-retirement

health insurance sutsidy, as listäd in the table of contents, be presented to supplement the basic financial

statements. such infoimation, although not a part of the basic financial statements, is required by the

Governmental Accounting standards B-oard, whó considers it to be an essential part of financial reporting

for placing the basic finañcial statements in ãn appropriate operational, economic or historical context' We

have applied certain limited procedures to the required supplementary information in accordance with

auditing standards generally accepted in the United States of America, which consisted of inquiries of

management about- the methods of preparing the information and comparing the information for

consistency with management's responr"é to óur inquiries, the basic financial statements, and other

knowledge we obtained ãuring our audit of the basic financial statements. We do not express an opinion or

provide any assurance on the information because the limited procedures do not provide us with sufficient

evidence to express an opinion or provide any assurance'

Other lnformation
our audit was conducted for the purpose of forming opinions on the financial statements that collectively

comprise the Town of Huachuca òity, Arizona's bas-ic financial statements. The combining and individual

nonmajor fund financial statements are presented for purposes of additional analysis and are not a required

part of the basic financial statements.

The combining and individual nonmajor fund financial statements are the responsibility of management and

were derived from and relate direcily to the underlying accounting and other records used to prepare the

basic financial statements. Such information has beeñ subjected to the auditing proce_dures applied in the

audit of the basic financial statements and certain adð¡tional procedures, including comparing and

reconciling such information direcfly to the underlying accounting and other records used to prepare the

basic financial statements or to the basic financial êtaiements themselves, and other additional procedures

in accordance with auditing standards generally accepted in the United States of America. ln our opinion,

the combining and individual nonmajor-fund financial statements are fairly stated in all material respects in

relation to the basic financial statements as a whole.
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Other Reporting Required by Government Auditing Standards

ln accordance with Government Auditing Standards, we have also issued our report dated April27,2017'
on our consideration of the Town of Huãchuca City, Arizona's internal control over financial reporting and

on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements

and other matters. The purpose of that report is to describe the scope of our testing of internal control over

financial reporting and óomptiance and the results of that testing, and not to provide an opinion on internal

control over financial reporiing or on compliance. That report is an integral part of an audit performed in

accordance with Goveinmerl Auditing Siandards in considering the Town of Huachuca City, Arizona's

internal control over financial reporting and compliance'

%t^¿Y¿¿o/.-,*, ?C
Tucson, Arizona
April27,2017
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Management's Discussion and Analysis



As management of the Town of Huachuca City, Arizona (Jow-n¡., we offer readers of the

Town,s financial statements this narrative overview and analysis of ihe financial activities of the

Town for the fiscal year ended June 30, 2016.

FINANCIAL HIGHLIGHTS

The financial statements which follow the Management's Discussion and Analysis provide

significant key financial highlights for 2015-2016 as follows.

. The Town's total net position of governmental activities decreased $590,844 to
g4,i14,g27 and business-type activitiesiecreased $477,850 to $8,312,278 representing

34o/o and 66% respectively, 
-of 

tne total net position of $12,627,105'

. General revenues from governmental activities accounted for $801,947 in revenue, or

43% of all revenués from góueinrental activities. Program specific revenues in the form of

"nuig", 
for services and grants and contributions aécountèd for $1 ,071,157 or 57o/o of

total-governmental activitieé revenues. The Town had $1,605,801 of program revenues

related to business-type activities, an increase of $174,356 from the prior year.

. The Town had 92.45 million in expenses related to governmental activities, an increase of

1.2% from thã'-prio. fiscal y""r. 'The Town had $Z.t million in expenses related to

business-type aciivities, a deirease of 2% from the prior fiscal year'

o Among major funds, the General Fund had $1'7 million in revenues, which primarily

consisted or täies áno'rtrt" shãred revenues. The total expenditures of the General Fund

*ere $2.1 million. The General Fund's fund balance ciecreased from $(903'816) to
($Jp¿¿,064) due to a continued trend of expenses exceeding revenues for the fund.

. Total net position of the enterprise fu¡ds de-creased $477,850' Operating expenses of $2

million exceéded operating revenues of $1.6 million'

. The Town adopted GASB No. 72, Fair Value Measurement and Application, and No' 79

certain External lnvestment Pools and Pool Participants.

TOWN OF HUACHUGA CITY, ARIZONA
MANAGEMENT'S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2016

OVERVIEW OF FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the Town's basic

financial statements. The Town's basic financial statements comprise three components: 1)

government-wide financial statements, 2) fund financial statements, and 3) notes to the..financial

statements. This report also conta¡ns o{her supplementary information in addition to the basic

financial statements themselves.
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Government-wide financial statements. The government-wide financial statements are

designed to provide readers with a broad overview of the Town's finances, in a manner similar to

a pñvate-""ðto, business. The accrual basis of accounting is used for the government-wide

financial statements.

The sfafe ment of net position presents information on all of the Town's assets plus deferred

outflows of resources, less lìabilities and deferred inflows of resources, with the difference

reported as net position. Over time, increases or decreases in net position may serve as a

useful indicator oi whether the financial position of the Town is improving or deteriorating.

The statement of activities presents information showing how the Town's net position

changed during the most recent fiscal year. All changes in net position are reported as

soon as the underlying event giving risé to the change occurs, regardless of the timing of

related cash flows. Thul, revenues a-nd exp"nses are reported in this statement for some items

that will only result in casñ flows in future fiscal periods (e.g., uncollected taxes and earned but

unused compensated absences).

ln the government-wide financial statements the Town's activities are presented in the following

categories:

r Governmental activities - Most of the Town's basic services are included here, such

as general government, public safety, highways and streets, and culture and recreation'

Sales taxesl intergovernmental revenues, añO charges for services finance most of

these activities.

o Business-type activities - The services provided by the Town included here are

water, r"*éi, sanitation, and landfill. The services are primarily financed through user

fees and charges.

Fund Financial Statements. A fund is a grouping of related accounts that is used to maintain

control over resources that have been segiegated for specific activities or objectives. The Town

uses fund accounting to ensure and 
-demonstrate compliance with finance-related legal

requirements. All of thL funds of the Town can be divided into three categories: governmental

funds, proprietary funds, and fiduciary funds'

Governmental funds. Governmental funds are used to account for essentially the same

functions reported as governmental activities in the government-wide financial

statementr. ¡io*"u"r, unliké the government-wide financial statements, governmental fund

financial statements focus on neãr-term inflows of spendable resources, as well as on

balances of spendable resources available at the end of the fiscal year. Such information

may be usefuiin evaluating the Town's near-term financing requirements.
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Because the focus of governmental funds is narrower than that of the government-

wide financial statemen-ts, ¡t is useful to compare the information presented for

governmental funds with similar information presented for governmental activities in the

iou"rnr"nt-wide financial statements. By doing so, readers may better understand the

iong-term impact of the Town's near-term-financing decision. Both the governmental fund

balance sheet and the governmental fund staiement of revenues, expenditures and

changes in fund balances provide a reconciliation to facilitate this comparison between

governmental funds and governmental activities.

lnformation is presented separately in the governmental fund balance sheet and in the

governmental fund statemeni of reüenues, eipenditures and changes in fund balances for

the General Fund, which is considered a major fund. Data from the other governmental

funds are combined into a single, aggregated presentation. lndividual fund data for each

of these non-major governmeñtal tunOs is provided in the form of combining schedules.

proprietary funds. The Town maintains one type of proprietary fund. Enterprise funds are

ureä to report the same functions presented as business-type activities in the

governmentw¡Oe financial statements. The Town uses an enterprise fund to account

ør its utility operations. Proprietary funds provide the same type of information as the

government-wide financial statemenis, only in more detail. The proprietary fund financial

ãtatements provide information for the Water, Sewer, Sanitation and Landfill Funds, which

are considered to be major funds of the Town.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of

parties outr¡d" the government. Fiduciary funds are not reflected in the government-wide

financial statementJbec"use the resouices of those funds are not available to support

the Town's own programs. The accounting used for fiduciary funds is much like that used

for proprietary funds.

Notes to the financial statements. The notes provide additional information that is

essential to a full understanding of the data provided in the government-wide and fund

financial statements. The noteJ to the financial statements can be found immediately

following the basic financial statements.

other information. ln addition to the basic financial statements and accompanying notes,

this report also presents certain required supplementary informati_on concerning the Town's

budgei process. The Town adopts an annuai expenditure budget for all governmental funds.

A schedule of revenues, 
"*penditures 

and changes in fund balances - budget and actual

has been provided for the General Fund as required supplementary information. Further, the

Town presents required supplementary information relating to th9 police department's

participation in the Public Safety Personnel Retirement System (PSPRS).
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GOVERNMENT-WI DE FINANCIAL ANALYSIS

Net position may serve over time as a useful indicator of a government's financial position. ln the

case of the Tormn, assets and deferred outflows exceeded liabilities and deferred inflows by $12.6

million at the current fiscal year end.

A significant portion of the Town's net position reflects its investment in capital assets (e'g', land,

land improvements; buildings and improvements; infrastructure; vehicles, machinery, and

equipment; and construction in progress), less any related debt used to acquire those assets that

¡s'si¡U outstanding. The Town usês these capital assets to provide services to its citizens;

consequenly, theõe assets are not available for future spending. Although the Town's investment

in its capital âssets is reported net of related debt, it should be noted that the resources needed to

repay tfi¡s OeOt must be provided from other sources, since the capital assets themselves cannot

be used to liquidate these liabilities.

The following table presents a summary of the Town's net position for the fiscal years ended

June 30,2016 and June 30,2015.
2015

Business-type
Activities

2016
Governmental

Activities

2015
Governmental

Activities

2016
Business-type

Activities
2016
Total

2015
Total

$ (681,741) $ (2e1,781)

s.656.705

$5,634,380

10.761.172

$ó,504,911s6,316,121 s6,796,692

5 5 _-t 57.098 151 ll -1 14856

4. JJ 5.364.924 I I .673.219 I 16.395.552 17.619.767

21 1 00.1 95 2 I s.886 00- 195

250,561

372,831

198,498

350.305

196,476

3,164,525

211,764

3.252.951

446,977

3,537,356

410,262

3,603,256

Current and other assets

Capital assets, net

Total assets

Total Deferred outflows

Current liabilities

Long-term liabilities

Total liabilities

Total Deferred in{lows

Net investment in capital assets

Restricted

Unrestricted

Total net position

623 548.803 3.360.941 3 15 3.984-333 4-013.518

10.645 10.645

s,265,788

55 r,504

5,478,355

552,565

0.r25,249)

4,898,564

718,834

2.694.880

4,898,578 r0,164,352

1,270,338

1.192.4r5

10,376,933

552,565

2.766.301891.5s0

s__4tt4.u7 s-_499591 L3JI227S $-Å79!J2& -s12.Ø;\0s -s1i"695J99
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GOVERNMENT-WIDE FINANCIAL ALYSIS

The Town's financial position is the product of several financial transactions including the

net results of activitiei, th" acquisition and payment of debt, the acquisition and disposal of

capital assets, and the depreciation of capital assets.

Ghanges in net position. The Town's total revenues for the current fiscal year were.$3'5

million. The total cost of all programs and services was $4.5 million. The following table

presents a summary of the cËanles in net position for the fiscal years ended June 30, 2016

and June 30, 2015.

2016

Govemmental

Activities

2015

Govemmental

Activities

2016

Business-type

Activities

2015

Business-type

Activities

20t6

Total

2015

Total

Program revenues:

Chorges for services

Operating grants and contributions

Capital grants and contributions
General revenues:

Property taxes

Sales taxes

Franchise taxes

State shared revenues

Investment income
Miscellaneous

Total revenues

$$ 847,981
223,176

58,930
31r,220

13,615
309,105

R64,761 $
257,72r

3,921

g 2,296,206
257,721

3,921

65,586
329,572

13,633
306,s4t

8,395
54,649

1,605,801 I r,431,445 s2,453,782
223,176

65,586
329,572

13,633
306,54r

2,564 8,395

58,930
311,220

13,615
309,105

2,564
109,077109,077 54,649

896,384 I 65 I 3,48 r.469 3,336,224
,104

Expenses:

General govemment

Public safety

Highways and streets

Culture and recreation
Water
Sewer
Landfill
Sanitation

Total expenses

970,353
1,124,426

ttt,326
246,801

9',72,039

1,135,050
95,262

220,530

970,353
1,124,426

ltl,326
246,801
251,056
165,578

1,562,181
106"33 I

972,039
1, I 35,050

95,262
220,53Q
294,523
152,121

1,s85,441
95"393

2st,056
165,578

1,562,181
106.33 I

294,s23
l52,l2l

1,585,441
95.393

2.085-r46 2.127-478 4_538.052 4-550.359906 )

4',79,779 (479.779)

l 1"042) rr6.3 78) (1.069) fl.448) (12.1 I l) (17.826)

Transfers

Special item

Change in net position

Net position, beginning, as restated

Net position, ending

(590,844) (63,096)

4,968,767

(477,8s0)

8,790,128

(1,r68,865)

9.958,993

(1,068,694)

13.695,799

(1,231,961)

14.927,760.6714,905

$ 4,3 14.827 $ 4,905,671 98"312,278 $8.790,128 s 12.627,105 s r3.69s.799

program revenues decreased $55,246 for governmental activities and increased

$174,356 for business-type activities. The main reasons for the change in revenue for

governmental activities are small decreases in sales taxes and property taxes. For the

business-type activities, increases ¡n landfill rates and overall tonnage for the landfill

are reasons for the change in revenue.

I
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a Overall expenses decreased g12,307. The increase in expenses on the governmental

activities were more than offset by decreases in expenses on the business-type

activities.

2016 20t5

Governmental and Business-type activities. The following table presents the cost of

the Town,s major functional act¡vii¡es. The table also shows éach function's net cost (total

cost less charges for services generated by the activities and intergovernmental aid

provided for specific programs). Tie net cost 
-shows 

the financial burden that was placed

ôn the State and Town'staxpayers by each of these functions.

Total

Expenses

Net (Expenses)/

Revenue

Total

Expenses

Net (Expenses)/

Revenue

Governmental Activities

General government

Public safety

Highways and streets

Culture and recreation

Total

Business-type Activities

Water

Sewer

Landfill

Sanitation

Total

s 2,4s2,906 $ (1,3 81,74e) $

$ 970,353

1,124,426

lrl,326
246,801

(417,694)

(741,143)

23,560

72)

972,039

1,135,050

95,262

(4t2,413)

(-t00,177)

35,820

(127,545)

(36,792)

(572,005)

40,309

$ $ $

I 1

$ 251,056

165,578

1,562,181

106,331

s (97,740)

(56,356)

(351,237)

25,988

8 294,523

l52,l2l
1,585,441

95,393

$

a

a

a

g 2,085,146 s(479.345\ s 2.127,478 $( 696.033)

The cost of all governmental activities this year was $2.45 million, which represents a

increase of $30,025 from the pr¡or year.

The cost of all business-type activities this year was $2.1 million, a decrease of

$42,332 from the Prior Year.

The costs of governmental activities were financed by general revenues, which

are made up of primarily sales taxes and unrestricted state shared revenues

of $620,325.
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CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets. At year end, the Town had a net investment of $10.8 million in capital

assets, including 
-buildings, 

facilities, vehicles, computers, equipment, and

infrastructure assets. This amount represents a net increase prior to depreciation of

$202,60g from the prior fiscal year. Total depreciation expense for the current fiscal

year was $556,292.

The following schedule presents capital asset balances for the fiscal years ended June

30, 2016 and June 30, 2015.

20r6
Governmental

Activities

2015

Governmental

Activities

20f6
Business-type

Activities

20t5
Business-type

Activities

Non-depreciable assets

Depreciable assets

Less: Accumulated
depreciation

Total

$ 27,056 $ 27,056 $ 251,619 $ 25r,6t9

10,004,200 9,960,728 9,296,343 9,737,207

(4,627.182\ (4,331.079) Ø,190"864) ß 5)

$ 5,4 04.074 $ 5 70s $ 7"098 $ S 151

Additional information on the Town's capital assets can be found in Note 5

Debt Administrat¡on. At year end, the Town had $714,884 in capital lease

obligations outstanding, with $167,361 due within one year.

Additional information on the Town's long-term debt can be found in Notes 6 through 8.

FINANCIAL ANALYSIS OF THE TOWN'S FUNDS

As noted earlier, the Town uses fund accounting to ensure and demonstrate

compliance with finance-related legal requirements'

Governmental funds. The focus of the Town's governmental funds is to provide

information on near-term inflows, outflows, and balances of spendable resources. Such

information is useful in assessing the Town's financing requirements. ln particular,

unassigned fund balance may serve as a useful measure of the Town's net resources

available for spending at the end of the fiscal year.

The financial performance of the Town as a whole is reflected in its governmental funds.

As the Town completed the year, its governmental funds reported a combined

negative fund balance of ($841 ,253), a decrease of $441,910 from the prior year.

10



The General Fund is the principal operating fund of the Town. The decrease in fund

balance of $440,848 for the current fiscal year was due to decreases in revenue from

fines and forfeits and grants revenue, as well as increased highways and streets and

culture and recreation expenditures.

Proprietary funds. Net position of the enterprise funds in total at the end of the year

amounted to $8.3 milfion, a decrease oÍ $477,850 from the prior year.

BUDGETARY HIGHLIGHTS

A schedule showing the original and final budget amounts compared to the Town's

actual financial activity for the General Fund is provided in this report as required

supplementary information. The positive variance of $272,507 in general government

expenditures was a result of tower than expected costs for general government, public

safety and capital outlays. Revenues were also lower than expected, by $723,914, due to

less grants received and lower sales taxes than budgeted.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET AND RATES

The adopted combined operating and capital expenditure budget for fiscal year 2016 -

2017 totals $4,836,087, an increase of $162,331 or 3o/o greater than fiscal year 2015 -

2016.

General Fund

The budget for the General Fund increased $12,384 in fiscal year 2016 - 2017, an

increase bf approximately .01% due to estimated increases in city sales taxes and grants.

Enterprise Fund

The Town's budget for utility enterprise funds in total for fiscal year 2016 - 2017 are
consistent with the budgeted amounts for fiscal year 2015 - 2016.

CONTACTING THE TOWN'S FINANCIAL MANAGEMENT
This financial report is designed to provide our citizens, taxpayers, customers, and

investors and creditors with a general overview of the Town's finances and to demonstrate
the Town's accountability for the resources it receives. lf you have questions about this

report or need additional information, contact the Accounting Department, 500 North

Gonzales Blvd., Town of Huachuca City, Arizona 85616'

11
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TOWN OF HUACHUCA CITY, ARIZONA

STATEMENT OF NET POSITION

JUNE 30, 2016

Governmental
activities

Business-type
activities Total

Assets:
Current assets:

Cash and investments
Restricted cash and investments
Accounts receivable, net

Taxes receivable, net
Prepaid expenses
Due (to) from other funds

Total current assets

Noncurrent assets:
Capital assets, non-dePreciable
Capital assets, dePreciable, net

Total noncurrent assets

Total assets

Deferred outflows of resources:
Deferred outflows related to pensions

Total deferred outflows of resources

Liabilities:
Current liabilities:

Accounts payable

Accrued payroll and related benefits

Compensated absences PaYable
Unearned revenue
Customer deposits
Current portion of capital lease obligations

Total current liabilities

Noncurrent liabilities:
Capital lease obligations, net of current portion

Landfill closure and post-closure payable

Net pension liabilitY

Total noncurrent liabilities

Total liabilities

Deferred inflows of resources:
Deferred inflows of resources related to pensions

Total deferred inflows of resources

Net position:
Net investment in caPital assets

Restricted
Unrestricted

Total net Position

$ 498,067 $ 1,277,301
3,536,666

244,842

1.257.312

1,775368
3,536,666

268,336
34,576
19,434

$

23,494
34,576
19,434

(1,257 314

741

27,056
5,377,018

6.316.121 5.634.380

5.404.074

251,619
5 105 79

5 357 098

11.673.219

278,675
10,482,497

10.761.172

4.722.333 16 395 552

zþ.qq6215,886

215 886

50,507
64,841
35,529
44,164

28,451
19,440
15,004

21,680
111.841

215 886

78,958
84,281
50,533
44,164
21,680

167,36155.520

250.561 196.416 446.977

82,76-6 346,693
2,817,832

429,459
2,817,832

290.065290 065

372 831

623,392

3,164,525

3,360,941

3,537,356

3.984,333

5,265,788
551,504

(1,502,465)

4,898,564
718,834

2.694.880

10,164,352
1,270,338
1.192.415

$ 4.314.827 $

See notes to financ¡al statements

8.312.278 s 12,627,105
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TOWN OF HUAGHUCA CITY, ARIZONA

STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30,2016

Program revenues

Functions/Programs Expenses

Charges for

services

Operating

grants and

contributions

Primary government:

Governmental activities:

General government

Public safety

Highways and streets

Culture and recreation

Business{ype activities

Water
Sewer
Landfill

Sanitation

Total governmental activities

$ 970,353

1,124,426
111,326
246,801

546,716
300,936

5,943

82,347
134,886

$ $

329

2, 452.906 847,981 223,176

251,056
165,578

1,562,181
106,331

153,316
109,222

1,210,944
132,319

Total business-type activities

Total primary government

2,085,146 605,801

$ 4,538,052 $ 2,453,782 $ 223'176
+

General revenues:

Taxes:
Property taxes, levied for general purposes

Sales taxes

Franchise taxes

State shared revenues

lnvestment income

Miscellaneous

Special item - undocumented credit card expenses

Transfers

Total general revenues, special items and transfers

Change in net position

Net position, beginning of Year

Net position, end of Year



Net (expense) revenue and

change in net position

Capitalgrants
and

contributions

Governmental

activities

Business-type

activities Total

$$ $ (417,694)
(741,143)

23,560
(246,472)

$ (417,694)
(741,143)

23,560
(246,472)

( 381.749) (1,381, 749\

(97,740)
(56,356)

(351,237)
25,988

(97,740)

(56,356)
(3s1,237)

25,988

ø79.345\ Ø79,345\

$ (1,381,749) (47e,345) 1,861,094)

58,930
311,220

13,615

309,1 05

109,077
(11,042)

2,564

(1,069)

58,930
311,220

13,615

309,1 05

2,564
109,077

(12,111)

790,905

(590,844)

4,905,671

(477,850)
8,790,128

792

(1,068,694)

13,695,799

4951

$ 4,314,827 $ 8,312,278

See notes to financial statements.

$ 12 627 105
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TOWN OF HUACHUCA CITY, ARIZONA

BALANCE SHEET . GOVERNMENTAL FUNDS

JUNE 30,2OI6

General

Non-major
governmental

funds

Total
governmental

funds

Assets:
Cash and investments
Accounts receivable, net
Taxes receivable, net
Prepaid expenses

Total assets

Liabilities:
Accounts payable
Accrued payroll and related benefits
Due to other funds
Unearned revenue

Total liabilities

Fund balances:
Nonspendable
Restricted
Unassigned

Totalfund balances

Total liabilities and fund balances

$ 65,553 $ 510,018 $ 575,571

$
23,494
22,625
19.434

$ 498,067

11,951

$ 498,067
23,494
34,576
19,434

$ 47,618
61,123

1,257,312
44 164

$ 2,889
3,718

$ 50,507
64,841

1,257,312
44,164

1 I 217 6,607 1,4 16,824

19,434
551,504

(1,364,098) 48,093) 1 412 191

(1,344,664) 503,411 1.253\

5,553 $ 510,018 $ 575,571

19,434
551,504

(84

See notes to financial statements 14



TOWN OF HUACHUGA CITY, ARIZONA

RECONCILIATION OF THE BALANCE SHEET - GOVERNMENTAL FUNDS

TO THE STATEMENT OF NET POSITION

JUNE 30, 2016

Total fund þalances - governmental funds

Amounts reported for governmental activities in the statement of net

position are different because:

Net capital assets used in governmental activities are not financial

resources and, therefore, are not reported in the funds'

Certain liabilities are not due and payable in the current period and,

therefore, are not reported in the funds:

Compensated absences PaYable
Gapital lease obligations
Net pension liabilitY

Deferred outflows and inflows of resources related to pensions are

applicable to future periods and, therefore, are not reported in the funds:

Deferred outflows of resources related to pensions

Net position of governmental activities

$ (841,253)

5,404,074

(35,529)
(138,286)
(290,065)

215.886

$ 4314,8n_

See notes to financial statements. 15



TOWN OF HUACHUCA CITY, ARIZONA

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES'
GOVERNMENTAL FUNDS

YEAR ENDED JUNE 30, 2OI6

General

Non-major
governmental

funds

Total
governmental

funds

Revenues:
Property taxes
Sales taxes
Franchise taxes
Landfill land lease
Licenses and permits
lntergovernmental
Charges for services
Fines and forfeits
State shared revenues
Contributions and donations
Other

Total revenues

Expenditures:
Current:

General government
Public safety
Highway and streets
Culture and recreation

Capitaloutlay
Debt service:

Principal retirement
lnterest and fiscal charges

Total exPenditures

Deficiency of revenues over expenditures

Other financing sources:
Proceeds from capital leases

Total other financing sources

Special item:
Undocumented credit card expenses

Net change in fund balances

Fund balances (deficits), beginning of year

Fund balances (deficits), end of year

$ 58,930
311,220

13,615
530,000

16,716
34,301
55,1 1 3

246,152
309,1 05

5,943

182,932

58,930
311,220

13,615
530,000

16,716
217,233

55,1 1 3

246,152
309,1 05

5,943
109
87 104

667,819
1,191,430

107,955
246,801

43,472

61,665
6.431

$ $

109 077
690 72 182,9321

667,819
1,137 ,262

246,801
21,601

61,665
1

41 579

(451,407)

54,1 68
107,955

21,871

183 994

(1,062)

2.325.573

21.601

(452,469)

21.601

21,601 21,601

n1.042\ (1.042\

(440,848)

(903,816)

(1,062)

504,473

(441,910)

(399.343)

$ ,344,664 $ 503,411 $ (84 1,253)

See notes to financial statements. 16



TOWN OF HUACHUCA CITY, ARIZONA

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN

FUND BALANCES . GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2016

Net changes in fund balances - total governmentalfunds

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

$ (441,910)

Capital outlays are reported in governmentalfunds as expenditures.

However, in the Statement of Activities, the cost of those capital

assets is allocated over their estimated useful lives as

depreciation expense. ln the current period, these amounts are:

Capital outlay
Depreciation expense

Town pension contributions are reported as expenditures in the
governmentalfunds when made. However, they are reported as

deferred outflow of resources in the statement of net position

because the reported pension liability is measured a year before

the Town's report date. Pension expense, which is the change in

the net pension liability adjusted for changes in deferred outflows

and inflows of resources related to pensions is reported in the
statement of activities.

Pension contributions
Pension expense

Compensated absence expenses reported in the statement of
activities do not require the use of current financial resources

and, therefore, are not reported as expenditures in government funds.

Addition of capital lease agreements provides current financial

resources to governmental funds, but the agreement increases

Iong-term liabilities in the Statement of Net Position. Repayment of
capital lease obligations is an expenditure in the governmental

funds, but the repayment reduces long-term liabilities in the
Statement of Net Position. ln the current year, the amount
consists of:

Capital lease proceeds
Principal paid

Change in net position of governmental activities

43,472
(296,103)

71,646
(4,642)

(3,371)

(21,601)
61 665

See notes to financial statements.

j_@gsr
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TOWN OF HUACHUGA CITY, ARIZONA

STATEMENT OF NET POSITION - PROPRIETARY FUNDS

JUNE 30, 2016

Water

Assets:
Current assets:

Cash and investments
Restricted cash and investments
Accounts receivable, net
Due (to) from other funds

Total current assets

Noncurrent assets:
Capital assets, non-dePreciable
Capital assets, depreciable, net

Total noncurrent assets

Total assets

Liabilities:
Current liabilities:

Accounts payable
Accrued payroll and related benefits
Compensated absences PaYable
Customer deposits
Current portion of capital lease obligations

Total current liabilities

Noncurrent liabilities:
Capital lease obligations, net of current portion

Landfill closure and post-closure payable
Total noncurrent liabilities

Total liabilities

Net position:
Net investment in capital assets
Restricted
Unrestricted

Sewer

$ $ 293,963

4,493
(120,654\

12,528

(116,161) 306,491

1,012 1,969

2, 022.010 1 941 677
2, 023,022 1, 943,646

1,906,861 2, 250,137

11,579
2,443
2,428

17,190

620
2,372
2,060
3,690

33,640 8,742

33 640 I 742

2,023,022 1,943,646

(149,801) 297 749

Total net position $ 1, 873.221 $ 2,241,395



Enterprise Funds

Landfill Sanitation Total

$ 540,657
3,536,666

217,187
1 377 966

$ 442,681 $ 1,277,301
- 3,536,666

10,634 244,842
257 312

453 315 6,316,121
1

5, 672,476

248,638
1 140 066
1 388,704

251,619
5,105,479726

726
I
I 5,357 ,098

7, 061 ,1 80 455,041 673,21911

11,802
12,746
9,445

800
111.841

4,450
1,879
1,071

28,451
9,440
5,004
1,680

1 841
196,416

I
1

2
1 1

146,634 7,400

346,693
2,817,832

346,693
2,8 17,832

3, 164,525 3, 164,525

311,1593 7,400 3, 360,941

930,1 70
718,834

1,726 4,998,564
718,834

2 101 017 445.915 2,694.880

$ 447,641 $ 8,312,278$ 3,750,021

See notes to financial statements. 18



TOWN OF HUACHUCA GITY, ARIZONA

STATEMENT OF REVENUES, EXPENSES AND GHANGES IN FUND NET POSITION'
PROPRIETARY FUNDS

YEAR ENDED JUNE 30, 2OI6

Water Sewer

Operating revenues:
Charges for services

Total operating revenues

Operating expenses:
Cost of sales and services
Change in landfill closure and post closure
Depreciation

Total operating exPenses

Operating income (loss)

Nonoperating revenues (expenses):

lnvestment income
lnterest expense

Total nonoperating revenues (expenses)

lncome (loss) before sPecial item

Special item - undocumented credit card expenses

Changes in net position

Total net position, beginning of year

Total net position, end of Year

316
153,316 109,222

201,189 121,486

49,867 44 092
251 056 165,578

(97,740) (56 ,356)

(97,740) 56,356)

(97,740) 56,356)

1, 970,961 2, 297,751

$ 1,873,221 $ 2,241,395

$ 153 109 222



Enterprise Funds

Landfill Sanitation Total

$ 1,210,944
210 944

1,356,828
16,237

165 367
1, 538,432

(327,488)

19$1, 605,801
1 801

132
1 132,319

105,468 1,784,971
16,237

260.189863
106 331

25 988

2,061,397

(455,596)

2,564
(23,749)
Q!,185)

2,564
.749\

Q1 1 85)

(348,673) 25 988 476,781)(

(1,069) (1,069)

(349,742\ 25 988 (477,850)

4, 099,763 421 653 8 790,128

$ 3,750,021 $ 447,641 $ 8,312,278

See notes to financial statements. 19



TOWN OF HUACHUCA CITY, ARIZONA

STATEMENT OF CASH FLOWS. PROPRIETARY FUNDS

YEAR ENDED JUNE 30,2016

Cash flows from operating activities:

Cash received from customers
Cash payments to suppliers for goods and services

Cash payments to employees for services

Other operating cash payments

Net cash provided by (used in) operating activities

Cash flows from noncapital and related financing activities:

Advances (to) from other funds
Net cash provided by (used in) noncapital

financing activities

Cash flows from capitaland related financing activities:

Purchases of capital assets
lnvestment income

Principal paid on capital lease obligations

lnterest paid on capital lease obligations

Net cash used in capital and related

financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning
Cash and cash equivalents, ending

$

Water Sewer

156,718
(121 ,099)

(82,193)

109,722

(44,481)
(78,477)

$

ø6.574\ (13,23ô)

52 751

52 75'l

(6,177)

rc,177\

$

5,484
(2,284)

179
(2,080)

(13,236)

307 199
963

(746)
(1,e50)

479
1,245

Reconciliation of operating income (loss) to net cash

provided by (used in) operating activities:

Operating income (loss)

Adjustments to reconcile operating income (loss) to net

cash provided by (used in) operating activities:

Depreciation
Undocumented credit card expenses

Changes in operating assets and liabilities:

Accounts receivable
Accounts payable

Accrued payroll and related benefits

Customer deposits
Landfill closure and postclosure liability

Total adjustments

$ (97,740) $ (56,356)

49,867 44,092

51 166 43.120

Net cash provided by (used in) operating activities $ (46,574) $ (13,236)



Enterprise Funds

Landfill Sanitation Total

$ 1,237,582
(938,185)
(438,407)

(1,069)

130,230
(31,803)

(68,419)

$ 1,634,252
(1 ,135,568)

(667,496)
(1,069)

169,881)

$

140,079) 30,008

,385) 11,634)

4',11,634)

(152,959)
2,564

(101 ,039)
e3.749)

(159,136)

2,564
(101,039)

Q3.749)

(275,183) (z81.360)

(879,647)
4,956,970

30,008
412,673

(862,875)

5,676,842
$ 4,813,967

260,189
(1,069)

29,330
(25,01 1)

6,918
(87e)

16,237

g 4,077,323 $ 442,681

$ (327,488) $ 25,988 $ (455,596)

165,367
(1,069)

26,637
(25,185)

5,422

(2,045)
4,408

838
(44)

863

16,237
187,409 4,O20

008 $

285 715

$( 69.881)140.079) $ 30

See notes to financial statements. 20



Assets:
Cash and investments

Total assets

Net position:
Held in trust

TOWN OF HUACHUCA CIry, ARIZONA

STATEMENT OF FIDUCIARY NET POSITION

JUNE 30, 2016

Pension
Trust

$ 73,874

73,874

$ 73.874

See notes to financial statements. 21



TOWN OF HUACHUCA CITY, ARIZONA

STATEMENT OF CHANGES IN FIDUCIARY NET POSITION

YEAR ENDED JUNE 30,2OI6

Additions:
lnvestment income

Totaladditions

Deductions:
Distributions

Totaldeductions

Change in net position

Net position, beginning of Year

Net position, end of Year

Pension
Trust

$2 195

2 195

1,198rc
997

72,877

s 73.874

See notes to financial statements. 22



TOWN OF HUAGHUCA CITY, ARIZONA

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30,2016

1 Summary of significant accounting policies:

The accounting policies of the Town of Huachuca City, Arizona (Town) conform to accounting

principles geñeially accepted in the United States of America.qqpl':l?l" to governmental units as

þromütgatðo by thé GovernmentalAccounting Standards Board (GASB).

Reporting entity:
The Town is a municipal entity governed by an elected mayor and council. As required by

accounting principles generally aõcepted in tñe United States of America (GAAP), these financial

statements present thé Town and ité component units, entities for which the Town is considered

to be financìally accountable. Blended component units, although legally separate entities, are,

in substance, part of the Town's operations and so data from these units are combined with data

of the Town, the Primary government.

Town of Huachuca City, Arizona Municipal Property Corporation .- T_hg Town of Huachuca City,

Arizona, Arizona Municipal property Corporation'é (tr¡pc) board of directors consists of three

members which are appointed by ihe Town of Huachuca City, Arizona's Town Council. The

MpC, which is a nonpiofit corporätion incorporated under the laws of the State of Arizona, was

formed for the 
-ote 

purpose of assisting the Town in obtaining financing for various. projects of

the Town. The MpC debt service ls reported within the governmental activities in the

government-wide statements. As there was no activity during the year, separate financial

ðtatements are not prepared on a stand-alone basis.

Government-wide and fund financial statements:
The government-wide financial statements (i.e., the statement of net position and the statement of

activities) present financial information about the Town as a whole' The reported information

includes all of the nonfiduciary activities of the Town. These statements are to distinguish

between ¡re governmental and businesstype activities of the Town. Governmental activities

normally are supported by taxes and intergovernmental revenues, and are reported separately

from business-tyie activitíes, which rely toã significant extent on fees and charges for support.

For the most pårt, the effeci of internál activity has been removed from these statements' All

internal balances in the statement of net posiiion have been eliminated, with the exception of

those representing balances between the governmental activities and the business-type

activities, which arã presented as due to/from ofher funds and eliminated in the total column.

The statement of activities demonstrates the degree to which the direct expenses of a given

function or segment are offset by program revenues. Direct expenses are those that are clearly

identifiable w¡ífr a specific funótion ãr segment. Program revenues. include 1) charges to

customers or applicants who purchase, use, or directly benefit from.goods, services, or privileges

provided ny a iiven function or segment and 2) grants and contributions that are restricted to

meeting the of,erational or capital-requirementi ót a particular function or segment. Taxes,

investment income and other items noi included among program revenues are reported instead

as general revenues.

23
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TOWN OF HUACHUCA CITY' ARIZONA

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30' 2016

Summary of significant accounting policies (continued):

Government-wide and fund financial statements (continued):

Separate financial statements are provided foi governmental funds, proprietary funds and fiduciary

funds, even though the latter are excluded from the government-wide financial statements.

Major individuailävernmental funds and the major individual enterprise funds are reported as

seþarate columns in the fund financial statements'

Measurement focus, basis of accounting and financial statement presentation:

The gou"rnr"ni-wide financial siatements are reported using. the economic resources

measurement focus and the accrual basis of accounting, as are the proprietary fund.financial

statements. Revenues are recorded when earned and eipenses are recorded when a liability is

incurred, regardless of the timing of related cash_ flows. Property taxes are recognized as

revenues in the year for which tñey are levied. Grants and similar items are recognized as

revenue as soon äs all eligibility reqrir"ments imposed by the grantor or provider have been met.

As a general rule, the effãct of intärnal activity has been eliminated from the governmenþwide

financial statements; however, the effects of interfund services provided and used between

functions are reported as expenses and program revenues at amounts approximating their

external exchange value.

Governmental fund financial statements are reported using the current financial resources

measurement focus and the modified accrual basis of accounting. Revenues are recognized as

soon as they are both measurable and available. Revenues are considered to be available when

they are coílectible within the current period or soon enough thereafter to pay liabilities of the

curient period. For this purpose, thè Town considers revenues to be available if they are

collected within 60 days of tf'" end of the current fiscal period. Receivables that will not be

collected within the aváilable period have been reported as deferred inflows of resources on the

governmental fund financial siatements. Expenditures generally are recorded when a liability is

incurred, as under accrual accounting. However, debt service expenditures, as well as

expenditures related to compensated a-bren"es and claims and judgments, are recorded only

when payment is due. General capital asset acquisitions are reported as expenditures in

gou"rnré^tal funds. proceeds of general long{erm debt and acquisitions under capital lease

ágreements are reported as other financing sources'

property taxes, sales taxes, franchise taxes, licenses and permits, charges for services, and

investment income associaied with the current fiscal period are all considered to be susceptible

to accrual and have been recognized as revenues of the current fiscal period. Grants and similar

awards are recognized as revenue as soon as all eligibility requirements. imposed by tfq grantor

or provider havã been met, Miscellaneous revenue is not susceptible to accrual because

generally they are not measurable until received in cash. Unearned revenue arises when

resources are received by the Town before it has legal claim to them, as when grant monies are

received prior to meeting all eligibility requirements imposed by the provider.
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TOWN OF HUACHUCA CITY, ARIZONA

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2Of6

Summary of significant accounting policies (continued):

Measurement focus, basis of accounting and financial statement presentation (continued):

The focus of governmental fund finañcial statements is on major funds rather than reporting funds

by type. Eaãh major fund is presented in a separate column. Non-major funds are aggregated

añd-presented in a single column. Fiduciary funds are reported by fund type.

The Town reports the following major governmentalfunds:

General Fund - This fund is the Town's primary operating fund. lt accounts for all financial

resources of the Town, except those required to be accounted for in other funds.

The Town reports the following major proprietary funds:

Water Fund - This fund accounts for the operations, maintenance and construction of the

Town's water system and facilities'

Sewer Fund - This fund accounts for the operations of the Town's sewer system, including

the acquisition and construction of facilities and infrastructure necessary to support the

sewer system funded by the issuance of long-term debt and user fees.

Landfill Fund - This fund accounts for the operations of the Town's landfill, including the

acquisition and construction of facilities and infrastructure necessary to support the landfill

funded by user fees.

Sanitation Fund - This fund accounts for the operations of the Town's solid waste collections

and disposals.

Additionally, the Town reports the following fund types:

Fiduciary Fund - The Fiduciary Fund is an Agency Fund which accounts for resources held

by the Town on behalf of others and includes the Volunteer Firefighter's Relief and Pension

Trust Fund. The Volunteer Firefighter's Relief and Pension Trust Fund accounts for the

contributions to and earnings of thãvolunteer firefighte/s pension trust'

private-sector standards of accounting and financial reporting issued priorto December 1, 1989,

generally are followed in both the gõvernment-wide and proprietary fund financial statements to

ttre extent that those standards dJnot conflict with or contradict guidance of the Governmental

Accounting Standards Board. Governments also have the option of following subsequent

private-seõtor guidance for their business{ype activities and enterprise funds, subject to this

iame limitationl The Town has elected not to follow subsequent private-sector guidance.
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TOWN OF HUACHUCA CITY, ARIZONA

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2Of6

Summary of significant accounting policies (continued):

Measurement focus, basis of accounting and financial statement presentation (continued): 
.

proprietary funds distinguish opeiating revenues ?nd expenses from nonoperating items'

Oþerating revenues and expenses geñerally result from providing services and producing and

delivering goods in connection witñ a proþrietary fund's principal ongoing operations. The

principal opêrating revenues of the Townis enterprise fund are charges to customers' Operating

ä"p"nr"r ior theõe funds include the cost of sales and services and depreciation. All revenues

and expenses not meeting this definition are reported as nonoperating revenues and expenses.

Estimates:
The preparation of the basic financial statements in conformity with GAÔP requires management

to make estimates and assumptions that affect the reported amounts of assets and liabilities and

disclosure of contingent assets and liabilities at the date of the basic financial statements and the

reported amounts of revenues and expenses during the reporting period. Actual results could

differ from those estimates.

Cash and investments:
For purposes of the statement of cash flows, the Town considers all highly liquid in_vestments with

a maturity of three months or less when purchased to be cash equivalents. Cash and cash

equivalenis at year end were cash on hand, restricted and unrestricted cash in bank, and highly

liquid investments.

Nonparticipating interest-earning investment contracts are stated at cost. Money market

inv'estments anO participating inlerest investment contracts with a remaining maturity of one year

or less at time of'purchase ãr" stated at amortized cost. All other investments are stated at fair

value.

lnvestment income is composed of interest, dividends and net changes in the fair value of

applicable investments.

Cash and investments, restricted:
The Arizona Depariment of Environmental Quality (ADEO) require_s certain funds be set aside to

pay for future åorrr" and post closure costs of ihe Town's landfill. ADEQ recently specified that

apþroximately $3,536,000 should be set aside for this purpose, of which approximately

$2,217 ,OOO has been segregated in separate accounts.
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TOWN OF HUACHUCA GIry, ARIZONA

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2016

Summary of significant accounting policies (continued):

Fair value measurements:
During the year, the District implemented Governmental Accounting Standards Board (GASB)

Statémenté No. 72 Fair Vatue Measurement and Apptication and No. 79 Certain External

lnvestment pools and Poot Participants. Fair value is defined as the price to sell an asset or

transfer a liability between markei participants in an orderly exchange in the principal or most

advantageous mãrket for that asset or liability. Mutual funds are valued at quoted market prices'

The fair value for the commingled funds and qualifying alternative investments is determined

based on the investment's net asset value as a practical expedient. Considerable judgment is

required in interpreting market data used to develop the estimates of fair value. Accordingly, the

estìmates presented ¡ñ tfre financial statements are not necessarily indicative of the amounts that

could be realized in a current market exchange. The use of different market assumptions and

estimation methodologies may have a material effect on the estimated fair value.

Receivables and payables:
Activity between iunds that is representative of lending/borrowing arrangements outstanding at the

enC ôt the fiscal year is referred to as either "due to/from other funds" (i.e., the current portion of

interfund loans) ór "advances to/from other funds" (i.e., the noncurrent portion of interfund loans)'

All other outstanding balances between funds are reported as "due to/from other funds."

Alltrade and property tax receivables, are shown net of an allowance for uncollectibles.

Property tax:
property taxes are levied and collected by the Cochise County Treasurer on behalf of the Town.

eropelty taxes are levied on or before tl're third Monday in August that become due and payable

in two equal installments. Taxes become delinquent after the first business day of both

November and May.

The State Constitution and State law specify a property tax levy limitation system. The system

consists of two levies, a limited levy known as the primary property tax levy and an unlimited levy

referred to as the secondary levy, which may only be used to retire bonded indebtedness.

The primary tax levy is limited to an increase of 2o/o oyêr the previous year's maximum allowable

primary levy, plus-an increased dollar amount because of a net gain in property not taxed the

previoús year. Also, the primary property tax from all taxing jurisdictions for homeowners may

hot exceed 1% of the market vaiue of thelr homes. lf the combined primary property tax (for the

Town, County, School District, etc.) exceeds 1% of the market value of the homes, the school

districts will reduce their rate until the homeowners' aggregate rate is equal to or less than the

allowable 1%. The State will then subsidize the school districts for the reduced revenue. This

1% limitation applies to primary propertytaxes only and does not affectthe secondary property

tax levy.

There is also a control on the assessed value of property for primary tax purposes. The base year

for the new tax system is fiscal year 1978-79. From this base year, two assessed values evolve.
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YEAR ENDED JUNE 30, 2016

Summary of significant accounting policies (continued):

Property tax (continued):
The primary assessed values are allowed to increase by no more than 10 percent a year'. The

dollar amount of the secondary property tax levy is "unlimited" and the actual full cash value of

property is used in determining the tax rate.

Capital assets:
Capital assets, which include land; land improvements; buildings and improvements; machinery,

vehicles and equipment; construction in progress; and infrastructure assets (e.9., roads, bridges,

sidewalks, and' sìmilar items), are repó.teã in the applicable governmental or business-type

activities columns in the governmenrwioe financial statements. Capital assets are defined by the

Town as assets with anlnitial, individual cost of $5,000 or more and an estimated useful life of

more than one year. Such assets are recorded at historical cost or estimated historical cost if

actual historical cost is not available. Donated capital assets are recorded at estimated fair

market value at the date of donation. General government infrastructure capital assets include

only those assets acquired or constructed since July 1, 2003.

The costs of normal maintenance and repairs that do not add to the value of the asset or

materially extend the life of the asset are not capitalized.

Major ou¡ays for capital assets and improvements_are capitalized as.projects are constructed'

lnterest incurred during the constructiòn phase of capitai assels of business-type activities is

included as part of the ðapitalized value of the assets constructed'

certain capital assets of the Town are depreciated using the straight line method over the

following estimated useful lives:

Assets

Land improvements
Buildings
Building improvements
lnfrastructure
Machinery, vehicles and equiPment

Years

20
50
20
75

8-15

Compensated absences:
The Town's emptoyee vacation and sick leave policies generally provide for granting vacation and

sick leave with påy. The liability has been calculated using the vesting method, in which leave

amounts for both émployees whô currently are eligible to reðeive termination payments and other

employees wno are'expected to become eligible in the future to receive such payments upon

termination are included. The current and long-term liabilities for accumulated vacation and sick

leave are reported on the government-wide finãncial statements. A liability for these amounts is

reported in governmental funds only if they have matured, for example, as a result of employee

leave, resignations and retirements.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2OI6

Summary of significant accounting policies (continued):

Long-term obligations:
T-he amouni capitalized under capital leases is the lesser of the present value of the minimum

lease payments or the fair value of the leased properties at the beginning of the respective lease

terms. ln ttre government-wide and proprietary funds financial statements, capital leases and the

related lease obligations are reported as Íiabit¡t¡es. ln the fund financial statements, the

acquisition is reflected as an expenditure and other financing source'

Deferred outflows and inflows of resources:
The statement of net position includes separate sections for deferred outflows of resources and

deferred inflows of rèsources. Deferred outflows of resources represent a consumption of net

position that applies to future periods that will be recognized as an expense in future periods.

Deferred inflows of resources represent an acquisition of net position that applies to future

periods and will be recognized as a revenue in future periods.

Pensions:
For purposes of measuring the net pension liability, deferred outflows of resources and deferred

inflows of resources relaied to pensions, and pension expense, information about the pension

plan's fiduciary net position anà additions to/deductions from the plan's fiduciary net position

irave been deiermined on the same basis as they are reported by the plan. For this purpose,

benefit p"y*"ntr (including refunds of employee contributions) are recognized when due and

payable in accordance withlhe benefit terms. The ptan's investments are reported at fair value.

lnterfund activity:
Flows of caih from one fund to another without a requirement for repayment are reported as

interfund transfers. lnterfund transfers between governmental funds are eliminated in the

Statement of Activities. lnterfund transfers in the fund statements are reported as other financing

sources/uses in governmental funds and after nonoperating revenues/expenses in proprietary

funds.

Fund balance:
ln the fund financial statements, fund balance is divided into five classifications based on a

hierarchy of the constraints placed on the use of those resources. The classifications are based

on the relative strength of the constraints that control how the specific amounts can be spent.

The classifications are as follows:

Nonspendable - includes amounts that cannot be spent because they are not in spendable

form, or legally or contractually required to be maintained intact.

Restricted - amounts with constraints placed on their use that are either externally imposed

by creditors (such as through debt covenants), grantors, contributors, or laws or regulations

oi other goi"rnr"nts or imposed by law through constitutional provisions or enabling

legislation.
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Summary of significant accounting policies (continued):

Fund balance (cont'1Tfr3,)r0", 
amounts that can be used onty for the specific purposes- imposed by

formal action of the Town Council. These committed amounts cannot be used for any other

purpose unless the Town Council removes or changes the specified use by taking the same

iypå of action it employed to previously commit these amounts. The Town does not have a

fôrmal policy o¡. pro.edrres ior the uiilization of committed fund balance, accordingly, no

committed fund balance amounts are reported'

Assigned - amounts intended to be used by the Town for specific purposes but do not meet

the criteria to be classified as restricted oi committed. Fund balance may be assigned by

either the highest level of decision making, or by a body of an .official designated for that

purpose. Tñe Town does not have a fórmal óolicy for the utilization of assigned fund

balance, accordingly, no assigned fund balance amounts are reported'

Unassigned - the residual classification for the General Fund and includes all spendable

amounts not contained in the other classifications. ln other governmental funds, the

unassigned classification is used only to report a deficit balance resulting from overspending

for speiific purposes for which amouñts had been restricted, committed, or assigned'

The Town applies restricted resources first when expenditures are incurred for purposes for which

either restricted or unrestricted (committed, assigned, and unassigned) amounts are available'

Similarly, within unrestricted fund balance, committed amounts are reduced first followed by

assigned, and then unassigned amounts when expenditures are incurred for purposes for which

amounts in any of the unreétricted fund balance classifications could be used.

The table below Provides detail
classifications at Year end.

of the major components of the Town's fund balance

Non-major
governmental

funds

Fund balances:
Restricted:

Grants
Public safety
Highways and streets

Unassigned

Totalfund balances

$ $

Generalfund

6,338
30,479

514,687
(1 6641 (48 0931

$ll-344.66'!) $--50tr11-
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YEAR ENDED JUNE 30, 2016

Stewardship, compliance and accountability:

lndividual deficit fund balances:
At year end, the following major and non-major governmental funds reported deficits in fund

balance.

Deficit

Major funds:
General

Non-major governmental funds:
Grant opportunitY

Average maturities Fair value

$ 613,839
948,340
980 740

$ 1,344,664

48,093

3.

The deficits arose because of operations during the year and prior years. Deficit balances are a

result of accumulated expenditüres that are expecteo to be reimbursed at their completion by the

corresponding funding source.

Cash and investments:

The Arizona Revised Statutes (A.R.S.) authorize the Town to invest public monies in obligations of

the U.S. Government and its agenties, obligations of the State and certain local government

subdivisions, interest-bearing savings accountJand certificates of deposit, collateralized repurchase

agreements, certaìn ootigatiãns of Ú.s. corporations, and certain other securities. The statutes do

nót include any requiremänts for credit risk, custodial credit risk, concentration of credit risk, interest

rate risk, or foreign currency risk for the Town's investments.

Custodial Credit Risk - Deposits - Custodial credit risk is the risk that in the event of bank failure the

Town,s deposits tn"y noi be returned to the Town. The Town does not have a deposit policy for

custodial credit risk. At June 30, 2016, the carrying amount of the Town's deposits wqs !!'-8Q9-,115
and the bank balance was g2,928,20;1. lncludedln these deposits, the Town had $1,162,065 of

nonnegotiable certificates of deposit with maturities from one to three years.

At June 30, 2016, the Town's investments consisted of the following.

Municipal bonds
Negotiable certificates of deposit
Equities

6 - 10 years
1 -5 years

$ 2 919
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YEAR ENDED JUNE 30,2016

Cash and investments (continued):

lnterest Rate Risk - The Town does not have a formal investment policy that limits investment

maturities as a means of managing its exposure to fair value losses arising from increasing interest

rates.

Credit Risk - The Town invests in equity securities, certificates of deposit, U.S. government securities,

repurchase agreements, pooled inveétment funds established by the State Treasurer, bonds issued

by the state,lounty, incorporated cities, towns, or school districts, or cash and cash equivalents

with a local financiåi institution. The Town's investments in municipal bonds were rated Aaa by

Moody's lnvestors Service and AA- by Standard and Poor's.

Custodial Credit Risk - lnvestments - For an investment, this is the risk that, in the event of the failure

of the counterparty, the Town will not be able to recover the value of its investments or collateral

securities that are in the possession of an outside party. None of the Town's investments are

subject to custodial credit risk.

Concentration of Credit Risk - The Town does not have a formal policy with regard to concentration of

credit risk. More than S% of the Town's investments are in municipal bonds, certificates of deposits

and equities. n¡uÀ¡c¡par bonds, certificates of deposit and equities represent 25o/o,35% and 40o/o of

the Town's investments,

Fair value:

The District measures and categorizes its investments using fair value measurement guidelines

established by generally accepiêd accounting principles. These guidelines establish a three-tier

hierarchy of inpuls to valuation techniques used to measure fair value, as follows:

Level 1 - lnputs are unadjusted quoted prices for identical assets or liabilities in active markets that

the District has the ability to access.

Level 2 - lnputs, other than quoted market prices included within Level 1, are observable, either

directly or indirectlY.

Level 3 - lnputs are unobservable and significant to the fair value measurement'

Other investments at fair value - tnvestments for which fair value is measured at net asset value

per share (or its equivalent). Due to the inherent uncertainty of these estimates, these values

may differ materially from tñe values that would have been used had a ready market for these

investments existed.

4
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TOWN OF HUACHUCA CITY, ARIZONA

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 20{6

Fair value (continued) :

At June 30,2016, the fair value of investments measured on a recurring basis is as follows

Fair value

Other
investments
at fair value Level 1 Level 2 Level 3

Equities
Fixed income securities:

Municipal bonds
Certificates of dePosit

$ 980,740 $ $

$2. 919 $ $ s

$ 980,740 $

613,839
340

613,839
848.340

s 2.442.919:

The fair value of the Town's equities and fixed income securities are based on the closing price

reported on the active market on which the individual securities are traded.

Capital assets:

A summary of capital asset activity for the current fiscal year follows
Beginning Ending

balanceGovernmental activities balance lncrease Decrease

Capital assets, not being depreciated:
Land

Total capitalassets, not being depreciated

Capital assets, being dePreciated:
Land improvements
Buildings and imProvements
lnfrastructure
Machinery, vehicles and equiPment

Total capital assets being depreciated

Less accumulated depreciation for:
Land improvements
Buildings and imProvements
lnfrastructure
Machinery, vehicles and equiPment

Total accumulated dePreciation

Total capital assets, being depreciated, net

Governmental activities capital assets, net

2,994,199
1,590,502
3,491 ,155
1.884.872 43.472

$ 27,056

27.056

s s $ 27,056

7 056

2,994,199
1,590,502
3,491,155
1.928.344

9.960.728 43 472 10. 200

(1,044,295)
(674,322)

(1,275,462)
(1.337,000)

(1 13,460)
(31,810)
(42,597)

r108.236)

(1,157,755)
(706,132)

(1,318,059)
n 236)

Á I 079ì I 031 (4.627.182\

5,629,649 Q52.631\ 5. 018

s 5.404.074
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TOWN OF HUACHUCA GITY, ARIZONA

NOTES TO FINANGIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2016

5. Capital assets (continued):

Beginning
balance lncrease Decrease

Ending
balanceactivities

Capital assets, not being depreciated
Land

Capital assets, being dePreciated:
Buildings and imProvements
lnfrastructure
Machinery, vehicles and equiPment

Total capital assets being depreciated

Less accumulated depreciation for:
Land improvements
Buildings and imProvements
lnfrastructure
Machinery, vehicles and equiPment

Total accu m ulated dePreciation

Total capital assets, being depreciated, net

Business-type activities capital assets, net

$ 251.619$ - $ - $ 251,619

1 619
Totalcapitalassets, notbeingdepreciated 251.619

378,157
6,766,371

130,564 508,721
6,766,371

1. 679 572 2. 1 251

9.137.207 I 59,1 36

(4,e68) (1,878)
(98,405) (4,582)

(2,812,641) (90,537)
(1,014,661) (163.192)

9,296,343

(6,846)
(102,987)

(2,903,178)
(1,177,853)

t3.9 6751 I 89) ø.1 90 864)

5.206,532 (101.053)

$-u5gJ-ql $1101-0531 s

$ 84,686
76,046
45,829
89.542

s 296.103:

$ 49,867
44,092

863
165.367

$ 260.189:

5.105,479

s 5.357.098

Depreciation expense was charged to functions/programS aS follows

Govern mental activities:
General government
Public safety
Highways and streets
Culture and recreation

Total depreciation expense - governmental activities

Business-type activities:
Water
Sewer
Sanitation
Landfill

Total depreciation expense - business-type activities
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YEAR ENDED JUNE 30, 2016

Capital lease obligations:

The Town has entered into various long-term capital leases involving the acquisition of machinery,

vehicles and equipment. These leasðs qualify as capital leases for accounting purposes and,

therefore, have be'en recorded at the presänt üalue of ineir future minimum lease payments as of

their respective iñóeption dates. Th'ese commitments recorded in governmental activities are

expected to be funded by the Town's General Fund'

The assets acquired through capital leases are as follows:

Governmental
activities

Business-tyPe
activities

134.528

9-221.370- $-493,514-

The future minimum lease obligations and the net present value of these minimum lease payments at

year end were as follows:

Governmental Business-tYPe
activities activities

Machinery, vehicles and equiPment
Less accumulated dePreciation

Year ending
June 30,

2017
2018
2019
2020

Total minimum lease PaYments
Less amount representing interest
Net present value of minimum lease payments

Less amount due within one Year

$ 355,898 $ 822,525
011

$ 60,663 $
60,663
29,196

124,788
352,394

150,522 477,182
12236 18.648

138,286 458,534
55.520 I 11 841

$-92,760- $-34@3-
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TOWN OF HUACHUCA CITY, ARIZONA
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YEAR ENDED JUNE 30, 2016

7 Landfill closure and post-closure costs:

State and federal laws and regulations require the Town to place a final cover on its landfill site when

it stops accepting waste and-to perform òertain maintenance and monitoring functions at the site for

ã0 y""r" aftär ci-osure. Although closure and postclosure care costs will not be paid until near or

after the date that the landfill stops accepting wåste, the Town reports a portion of these closure and

postclosure care costs as an addition to'long{erm liabilities on the Statement of Net Position in each

þeriod based on the landfill capacity the Toi,vn used as of fiscal year end. The $2,817 ,832 reported

as landfill closure and postclosuré care liability at year end, represents the cumulative amount

reported to date based än prior closure ano poit cloêure costs recognized. As of June 30, 2016,

the estimated landfill ."pr"ity used was 63.5ó/o, and the estimated remaining life of the landfill is 24

years. The Town *¡tt r""ognize the remaining estimated cost of closure and postclosure care of

91,263,g20 as the remaining estimated capaõity is filled. These amounts are based on what it

would cost to perform all cloéure and postciosurô care in 2016. Actual costs will likely vary due to

inflation, changes in technology, or r"iirionr of applicable laws and regulations. Resources from

the Landfill ruñd will be used ó- iiquidate the landfill closure and postclosure payable.

8. Changes in long-term liabilities:

Long-term liability activity for the current fiscal year was as follows:

Beginning
balance Additions Reductions

Governmental activities:
Capital lease obligations
Compensated absences PaYable
Net pension liabilitY

Ending
balance

Due within
one vear

$ 178,350 $
32,158

21,601
56,348
59,332

$ (61,665) $ 138,286 $
(52,977) 35,529

55,
35,

520
529

733

$-
7,123

16.237

$ (101,039) $
(7,123)

290.065

458,534
15,004

$ 111,841
15,004

s 441.241 s 137.281 gJllaßø $--463,8sq- $--91-049-

Business-type activities:
Capital lease obligations
Compensated absences PaYable
Landfill closure and post-closure

costs payable

$ 559,573
15,004

2.801.595

9-3,316,172 $ 23,900- $ll-48.1æ) $--9¿9L3ia- $-120-945-

2 817 a3?
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YEAR ENDED JUNE 30, 2016

9. lnterfund receivables, payables and transfers

Due (to) from other funds:
At'Júne 30,2016, several governmental funds had negative cash.balances. Negative cash was

reduced by interfund borrowing with the Landfitt Fuñd. Reimbursement from all sources is

expected in the subsequent fiscal year'

Due from

Generalfund

Non-major
governmental

funds Total
Due to

Landfill Fund
g 1,257,312 $ $1,257,312

10. Contingentliabilities:

Federal and state grants and loans:
The Town has received a number of grants from both the federal and state governments. The

governmental funding is subject to cõmpliance audits by the respective governmental agencies'

Assessments from sücn audits, if any, are recorded when the amounts of such assessments are

reasonablY determinable.

Lawsuits:
The Town is a defendant in several lawsuits as of June 30, 2016. lt is the opinion of mana-gement

and Town counsel that the amount of losses resulting from these litigations at June 30, 2016

would not be material to the financial position of the Town.

11 Risk management:

The Town is exposed to various risks of loss related to torts; theft of, damage to, and destruction of

assets; errors and omissions; injuries to employees; and natural disasters'

The Arizona Municipal Risk Retention Pool is structured such that member premiums are based on

an actuarial review that will provide adequate reserves to allow the Pool to meet its expected

financial obligations. The pooi has the autñority to assess its members additional premiums should

reserves and annual premiums be insufficient to meet the Pool's obligations.

The Town is also insured by Arizona Municipal Workers Compensation Fund for potential worker

related accidents.
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11. Risk management (continued):

The Town continues to carry commercial insurance for other risks of loss. Settled claims resulting

from these risks have not exceeded commercial insurance coverage in any of the past three fiscal

years.

12. Deferred comPensation Plan:

The Town,s employees (other than volunteer firemen and police officers) are covered under a defined

contribution pånrion pàn (a01(k) plan), which provides ietirement benefits for all of the Town's full-

time employees. The plan ¡s'áO'm¡n¡stered by John Hancock. The provisions of the plan were

established by a pension board of the Town's council, which may amend the plan's provisions as

necessary.

Employees are required to complete a six-month probationary period and attain permanent status

before a certificaie in the p"nåion fund is issued'. Once a certificate is issued in an employee's-

name, So/o of the employee's gross wages per pay period for the previous five months of

employment are oeposited in the-pension tuno.' Uponcompletion of one year's service, all funds

OeóositeO on behalf of employees are 1}0o/o vested. The Town did not make any contributions

during the fiscal Year.

Withdrawals from the pension fund must meet the following criteria in accordance with Equitable Life

lnsurance policY:

a. Termination of emPloYment, or
b. Unforeseen emergencies, i.e., medical, dental, death, accident or other types of

emergencies

Employees may deposit funds from their paychecks, up to predetermined amounts or one-third of

their annuat wageå, whichever is less. Employees may be authorized to withdraw these deposited

funds for the splcified reasons noted above. 
-A 

written request to do so must be submitted to the

pension Board for its determination. Equity Life lnsurance requires that a balance of $300 remain in

an account prior to any withdrawals and in order to have an active certificate.

13. Firefighters' relief and pension fund:

The Volunteer Firefighters' Relief and Pension Fund (VFRPF) is a defined contribution plan to provide

pensions to voluntãer firefighters only. State statute requires that after a volunteer firefighter has 20

y""r, of service, he or snð ¡s entitled to a monthly pension, the amount of which is determined by

the board of trustees of the vFRpF, not to exceed-$150, as determined by the board of trustees. lf

an employee resigns before compleiing 20 years of service, he or she is entitled to a refund of his or

her contributions only. He or si're ¡s-not äntitled to any part of the. employer's contributions, the

amounts received from the state or earnings on any of the contributions. Some monies were

received from the State, however, no contributions were made by the employer or employees as

funds were available to provide for future benefits'
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14. Public Safety Personnel Retirement System (PSPRS):

The Town's police Officers are covered by the Public Safety Personnel Retirement System (PSPRS)'

This plan is a component unit of the State of Arizona.

At June gO, 20i6, the Town reported on the Statement Net Position and Statement of Activities the

following aggregate amounts related to PSPRS:

Governmental
activities

Net pension liability
Deferred outflows of resources
Deferred inflows of resources
Pension expense

$ 290,065
215,886

28

The Town reported g71,O44 of pension contributions as expenditures in the governmental funds

related to PSPRS.

plan description - Town police Officers who are regularly assigned hazardous duty participate in

the public Safety personnel Retirement System (PSPRS). The PSPRS administers an agent

multiple-employei defined benefit pension þlan and an agent multiple-employer defined benefit

healt'h insuranðe premium benefit (OPEB) plan (agent plans). A seven-member board known as the

Board of Trustees and the participating local boards govern the PSPRS according to the provisions

of A.R.S. Tiile 3g, Chapter S, Artìcle 4. The PSPRS issues publicly available financial reports that

include their financial siatements and required supplementary information. The reports are available

on the PSPRS website at www.psprs.com.

Benefits provided - The pSpRS provides retirement, health insurance premium supplement, disability,

and survivor benefits. State statute establishes benefit terms. Retirement, disability, and survivor

benefits are calculated on the basis of age, average monthly compensation, and service credit as

follows:

lnitial membershiP date:
Before January 1.2012 On or after Januarv 1.2012

25 years age 52.5

143

Years of service and
age required to receive
benefit

Final average salary is
based on

20 years any age
15 years age62

Highest 36 consecutive months
of last 20 years

Highest 60 consecutive
months of last 20 years
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14. Public Safety Personnel Retirement System (PSPRS) (continued):

lnitial membershiP date:
Before January 1,2012 On or after

Benefit percent per
year of service:

Normal retirement

Accidental disability
retirement

Catastrophic
disability
retirement

Ordinary disability
retirement

1 2012

50% less 2.Oo/o for each year of 2.5o/o per year of credited

credited service less than 20 service, not to exceed 80%
years OR plus 2.Oo/o to 2.5% for
each year of credited service over
20 years, not to exceed 80%

50% or normal retirement, whichever is greater

90% for the first 60 months then reduced to either 62.50/o or normal

retirement, whichever is greater

Normal retirement calculated with actual years of credited service or

20 years of credited service, whichever is greater, multiplied by years

of credited service (not to exceed 20 years) divided by 20

80% to 1OO% of retired member's pension benefit

80% to 1}0o/o of accidental disability retirement benefit or 100% of
average monthly compensation if death was the result of injuries

received on the job

Survivor benefit:

Retired memþers

Active member

Retirement and survivor benefits are subject to automatic cost-of-living adjustments based on excess

investment earning. pSpRS also provides temporary disability benefits ol 50o/o of the member's

compensation for up to 12 months.

Employees covered by benefit terms - At June 30, 2016, the following employees were covered by

the agent pension plan benefit terms:

lnactive employees or beneficiaries currently receiving
benefits

lnactive employees entitled to but not yet receiving benefits
Active employees

0
0
6

6

40



TOWN OF HUACHUCA CITY, ARIZONA

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2016

14. Public Safety Personnel Retirement System (PSPRS) (continued):

Contributions and annual OPEB cost - State statutes establish the pension contribution requirements

for active pSpRS employees. ln accordance with state statutes, annual actuarial valuations

determine employer contr¡-Out¡on requirements for PSPRS pension and health insurance premium

benefits. The'combined active member and employer contribution rates are expected to finance the

costs of benefits employees earn during the year, with an additional amount to finance any

unfunded accrued liability: Rates are a percentage of active members' annual covered payroll.

For the year ended June 30, 2016, active PSPRS members were required to contribute 11'650/o of the

members'annual covered payroll and the Town was required to contribute 19.59%, the aggregate

of which is the actuarially required amount. The health insurance premium portion of the

contribution rate was actuarially set at 1.14o/o of covered payroll.

The Town's contributions to the pension plan for the year ended June 30, 2015, were $71,044, which

included the required contributions for the health insurance premium benefit. During fiscal year

2116,the Town paid for the PSPRS pension and OPEB contributions from the General Fund.

pension liability - At June 30, 2016, the Town reported net pension liability of $290,065. The net

pension liabilúy was measured as of June 30,20;15, and the total pension liability used to calculate

ihe net pension liability was determined by an actuarial valuation as of that date.

pension expense and deferred outflows/inflows of resources - For the year ended June 30, 2016, the

Town recognized pension expense for PSPRS of $4,642. At June 30, 2016, the Town reported

deferred outflows of resources and deferred inflows of resources related to pensions from the

following sources:

Deferred
outflows of
resources

Deferred
inflows of
resources

Differences between expected and actual experience
Changes in assumptions or other inputs
Net difference between projected and actual earnings on

pension plan investments
Contributions subsequent to the measurement date

$ 128,484 $
10,079

5,677
'l 6'46

$ 215.886 s
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TOWN OF HUACHUCA CITY, ARIZONA

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2016

14. Public safety Personnel Retirement system (PSPRS) (continued):

The $71,646 reported as deferred outflows of resources related to PSPRS pensions resulting from

Town contribuiions subsequent to the measurement date will be recognized as a reduction of the

net pension liability in the year ending June 30,2017. Other amounts reported as deferred outflows

of resources and deferred inflows oi resources related to PSPRS pensions will be recognized in

pension expense as follows:

Year ending
JjJ@,

20,033
20,033
20,032
22,643
19,266
42 ?33

W-
Actuarial assumptions - The significant actuarial assumptions used to measure the total pension

liability are as follows:

2017
2018
2019
2020
2021

Thereafter

Actuarial valuation date
Actuarial cost method
lnvestment rate of return
Projected salary increases
lnflation
Permanent benefit increase
Mortality rates

June 30, 2015
Entry age normal
7.85o/o
4o/o - 8o/o

3o/o

lncluded
RP-2000 mortality table (adjusted by 105o/o

for both males and females)

$

Actuarial assumptions used in the June 30,2015 valuation were based on the results of an actuarial

experience study for the 5-year period ended June 30, 2011'

The long-term expected rate of return on PSPRS pension plan investments was determined to be

7.g5%'using a building-block method in which best-estimate ranges of expected future real rates of

return (expected retur-ns, net of pension plan investment expenses and inflation) are developed for

each major asset class.
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TOWN OF HUACHUCA GITY, ARIZONA

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2OI6

Public Safety Personnel Retirement System (PSPRS) (continued):

The target allocation and best estimates of geometric real rates of return for each major asset class

are summarized in the following table:

Asset Class Tarqet Allocation
Long-term expected

real rate of return

U.S. equity
Non-U.S. equity
Credit opportunities
Private equity
Real estate
GTAA
Real assets
Fixed income
Absolute return
Risk parity
Short-term investments

lOO o/"

Discount rate - The discount rate oÍ 7.85o/o was used to measure the total pension liability. The

projection of cash flows used to determine the PSPRS discount rate assumed that plan member

contr¡but¡ons will be made at the current contribution rate and that employer contributions will be

made at rates equal to the difference between the actuarially determined contribution rate and the

member rate. Based on those assumptions, the pension plan's fiduciary net position was projected

to be available to make all projected future benefit payments of current plan members. Therefore,

the long-term expected rate oi return on pension plan investments was applied to all periods of

projected benefit payments to determine the total pension liability.

Sensitivity of the Town's net pension liability to changes in the discount rate - The following table

presentó the Town's net pension liability calculated using the discount rate noted above, as well as

what the Town's net pen'sion liability would be if it were calculated using a discount rate that is 1

percentage point lower (6.85%) or 1 percentage point higher (8.85%) than the current rate:

16 o/o

14 o/o

13 o/o

11 o/o

10 o/o

10 o/o

I o/o

7 o/o

5%
4 o/o

2 o/"

6.23 %
8.25 o/o

7.08 o/o

9.50 %
4.48 o/o

4.38 o/o

4.77 o/o

2.92 o/o

4.11 %
5.13 o/o

0.75 o/o

1 % decrease
(6.85%)

Current
discount rate

(7.85o/o)
1% increase

(8 85%)

Town's net pension liability $ 402,286 $ 290,065 $ 199,079
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TOWN OF HUACHUGA CITY, ARIZONA

NOTES TO FINANCIAL STATEMENTS (CONTINUEÐ)

YEAR ENDED JUNE 30, 2016

14. Public Safety Personnel Retirement System (PSPRS) (continued)

Changes in the net pension liability -

Total pension
liability

(a)

Plan fiduciary
net position

Net pension
liability
(a) - (b)

Balances at June 30, 2015

Changes for the year:
Service cost
lnterest on the total pension liability
Differences between exPected and

actual experience in the
measurement of the pension liability

Contributions - employer
Contributions - emploYee
Net investment income
Adm inistrative expense
Other changes

Net changes

Balances at June 30, 2016

(b

$ 545,002 $ 302.066 $ 936

69,307
45,503

128,678
66,642
37,135
13,985

(727)
79 324

69,307
45,503

128,678
(66,642)
(37,135)
(13,985)

727
I 324\

243.488

$__78€-49q_

196.359

s 498.425

47.129

s 290.065

pension plan fiduciary net position - Detailed information about the pension plan's fiduciary net

position is available in the separately issued PSPRS financial report.

Agent plan OpEB actuarial assumptions - The health insurance premium benefit contribution

iequiräments for the year ended June 30, 2016 were established by the June 30, 2014 actuarial

valuations.

Actuarial valuations involve estimates of the reported amounts' value and assumptions about the

probability of events in the future. Amounts determined regarding the pla.ns' funded status and the

ännual réquired contributions are subject to continual revision as actual results are compared to

past expeitations and new estimates ãre made. The required schedule of funding progress for the

health insurance premium benefit presented as required supplementary information provides

multiyear trend iniormation that shows whether the actuarial value of the plans' assets are

increãsing or decreasing over time relative to the actuarial accrued liability for benefits'
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TOWN OF HUACHUCA GITY, ARIZONA

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2OI6

14. Public Safety Personnel Retirement System (PSPRS) (continued):

projections of benefits are based on (1) the plan as the Town and plans'members understand it and

inâude the types of benefits in force at the valuation date, and (2) the pattern of sharing benefit

costs between the Town and plans' members to that point. Actuarial calculations reflect a long-term
perspective and employ methods and assumptions designed to reduce shortterm volatility in

actuarial accrued liabilities and the actuarial value of assets. The significant actuarial methods and

assumptions used to establish the fiscal year 2016 contribution requirements are as follows:

Actuarial valuation date
Actuarial cost method
Amortization method
Remaining amortization period

Asset valuation method

June 30, 2014
Entry age normal
Level percent-of-pay closed
22years for unfunded
20 years for overfunded
7-year smoothed market value
80o/ol120o/o market
7.85%
4.Oo/o - 8.Oo/o

4.Oo/o

lnvestment rate of return
Projected salary increases
Wage growth

Agent plan OPEB trend information - Annual OPEB cost information for the health insurance premium

benefit for the current and 2 preceding years follows:

Year ending
June 30

Annual OPEB
cost

Percentage of
annual cost
contributed

Net
OPEB

obligation

2015
2014
2013

4,013
3,356
2,918

100o/o

1O0o/o

100o/o

$$

Agent plan OPEB funded status - The health insurance premium benefit plans' funded status as of

the most recent valuation date, June 30,2015, follow.

Health
insurance

Actuarial value of assets (a)
Actuarial accrued liability (b)
Unfunded actuarial accrued liability (b) - (a)

Funded ratio (a) / (b)
Covered payroll (c)
Unfunded actuarial accrued liability as a percentage of

covered payroll ((b) - (a) / (c))

$
$
$

$

26,399
26,399

0%
336,066

I o/o
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TOWN OF HUACHUCA CITY, ARIZONA

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
. BUDGET AND ACTUAL . GENERAL FUND

YEAR ENDED JUNE 30,2OI6

Budgeted
Amounts

--õr¡sinalffil Actual

Variance with
Final Budget

Positive
(Negative)

(16,907)
(146,780)

(485)

Revenues:
Property taxes
Sales taxes
Franchise taxes
Landfill land lease
Licenses and permits

lntergovernmental
Charges for services
Fines and forfeits
State shared revenues
Contributions and donations
Other

Total revenues

Expenditures:
Current:

General government
Public safety
Culture and recreation

Capital outlay
Debt service:

Principal retirement
lnterest and fiscal charges

Total exPenditures

Excess (deficiency) of revenues over expenditures

Other financing sources:
Proceeds from capital leases

Total other financing sources (uses)

Special item:
Unsupported credit card expenses

Net change in fund balances

Fund balances, beginning ofYear

Fund balances, end of year

2,414,086 1,690,172

$$ 75,837
458,000

14,100
530,000

16,103
354,010
44,380

288,587
313,320

26,350
293.399

58,930
311,220

13,615

530,000
16,716
34,301
55,113

246,152
309,1 05

5,943
109,077

613
(319,70e)

10,733
(42,435)

(4,215)
(20,407)

fi84.322\

$

(723.914\

765,539
1.297,985

278,152
72,410

667,8'19
1,137,262

246,801
21,601

97,720
160,723
31,351
50,809

(61,665)
(6.431)

61,665
6,431

2.414.086 2.141.579 272.507

(451,407) (996,421)

(21 .601)21.601
21,601 (21 ,601)

('t.042\ 11

(1,02e,064)

(903.816)

t440.848)

(903.816)

$ $ (1,344,664) $(1 ,932,880)

See accompanying note to this schedule. 46



TOWN OF HUACHUCA CITY, ARIZONA

SCHEDULE OF CHANGES IN NET PENSION LIABILITY AND RELATED RATIOS - AGENT RETIREMENT PLAN (PSPRS)

YEAR ENDED JUNE 30, 2OI6
(schedule to be built prospectively Írom2014; 2013 - 2005 information not available)

Reporting date
(Measurement date)

Total pension liability
Service cost
lnterest
Benefit changes
Difference between expected and

actual experience
Assumption changes
Benefit payments, including

refunds of employee
contributions

Net change in total Pension
liability

Total pension liability, beginning
Total pension liability, ending (a)

Plan fiduciary net position
Contributions - employer
Contributions - employee
Pension plan net ¡nvestment

income
Benefit payments, including

refunds of employee
contributions

Pension plan administrative
expense

Other
Net change in fiduciary net

position
Plan fiduciary net position,

beginning
Plan fiduciary net position,

ending (b)

Net pension liability (asset),
ending (a) - (b)

Plan fiduciary net position as a
percentage of total pension
liability

Covered valuation payroll

Net pens¡on liability as a
percentage of covered
valuation payroll

2016
(201 5)

$

545,002

$_299,199_

128,678 19,856
1 3,1 67

243,488 118,131

51,492 $
35,530
(1,914)

a26 871
s 545.002 $

2015
(2014\

2014
(2013)

2013
(2012\

2012
(201',!\

2011
(2010)

201 0
(2009)

2009
(2008)

2008
QO07\

2007
120061

$$69,307 $
45,503

$ $ $$$

$

s

$

$q

$ $

$

$

s

$

s q

$

s

$

$

$

s

$$

$

$

13,985 31,663

(727)
79 324 (8.282\

196,359 122,686

302 066 't 91 .583

ç Ãqa425, $ 31¿269 s

$ 290,065 $ 230,733 $

66,642 $
37,1 35

66,189 $
33,116

57.66 %

$ 325,470 $

q

$

$

o/o

$$$

63.21%

$ 336,066

o/o

$

%

%

$

o/oo/o

%

o/o

%

$

ao %

86.31 % 70.89 o/o % o/o

$ $

o/o o/o

$

o/o
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TOWN OF HUACHUGA CITY, ARIZONA

SCHEDULE OF PENSION CONTRIBUTIONS

YEAR ENDED JUNE 30, 2016
(schedule to be built prospectively from 2014;2013 - 2005 information not available)

Reporting date
(Measurement date)

Public Safety Personnel
Retirement System (PSPRS)

Actuarially determined contribution
Contributions in relation to the

actuarially determined
contribution

Contribution deficiency (excess)

Town's covered employee PaYroll

Contributions as a percentage of
covered employee payroll

$ 66,642 $ 66,189 $

66.642 66 1ß9

q $ s

336,066 325,470

19.83 % 20.34 o/o

2016
(2015)

2015
(2014\

2014
(2013)

20't3
(2012\

2012
(2011\

201'l
(2010)

20'lo
(2009)

2009
(2008)

2008
(2007\

2007
(2006)

$

ç

$ $ $ $

s

$

q

$

s q s

% % o/o o/o o/o % % o/o

48



TOWN OF HUACHUCA CITY, ARIZONA

SCHEDULE OF FUNDING PROGRESS . POST.RETIREMENT HEALTH ¡NSURANCE SUBSIDY.
AGENT RET¡REMENT PLAN (PSPRS)

YEAR ENDED JUNE 30, 2OI6

Health lnsurance Subsidy

Valuation
Date

June 30

Actuarial
Value of
Assets

Actuarial
Accrued
Liability

Funding
Liabilitv

Funded
Ratio

Annual
Covered
Payroll

Unfunded
Liability as %
of Covered

Payroll

2015
2014
2013

$ 0 $ 26,399 $
o 22,034
0 18,551

26,399
22,034
18,551

% $ 325,470o/o 234,594
% 249,717

0
0
0

8.11 o/o

9.39 %
7.43 o/o
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TOWN OF HUACHUCA CITY, ARIZONA

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

YEAR ENDED JUNE 30, 2016

Budgetary Basis of Accounting:

The Town prepares its annual budget on the modified accrual basis of accounting. Budgetary
comparison schedules for the general fund and any major funds are included as required
supplementary information to provide meaningful comparison of actual results to budget on a

budget basis.

2. Pension plan schedules

Actuarial determined contribution rates:
Actuarial determined contribution rates for PSPRS are calculated as of June 30 two years prior to

the end of the fiscal year in which contributions are made. The actuarial methods and

assumptions used to establish the contribution requirements are as follows:

Actuarial valuation date

Actuarialcost method

Remaining amortization period

Asset valuation method

Wage growth

Price inflation

Salary increase

lnvestment rate of return

Retirement age

Mortality

Assumed future permanent benefit increases

June 30,2013

Entry age normal

23 years; if the actuarial value of assets exceeded the
actuarial accrued liability, the excess was amortized over
an open period of 20 years and applied as a credit to
reduce the normal cost which otherwise would be
payable.

7 year smoothed market; 20o/o corridor

5o/o

3o/o - 4o/o approximate; no explicit price inflation
assumption is used in this valuation.

5% - 9o/o including inflation

8%, net of investment and administrative expenses

Experience-based table of rates that is specific to the
type of eligibility condition. Last updated for the 2012
valuation pursuant to an experience study of the period

July 1, 2006 - June 30, 201 1.

RP-2000 mortality table projected to 2015 using
projection scale AA (adjusted by 105o/o for both males
and females).

No explicit assumed permanent benefit increases
assumption
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Camp Naco Presewation
Variance -

Posit¡vê

Budqet Actual (Negative)

$4,500$$(4'5oo)
4'5oo (4,500)

commun¡tv DeveloDment Block Grant

Budset 
- 

A",u"r ,'iff:Ï[""t

Librarv HelD Grant
Variance -

Pos¡l¡ve

Budset Actual (Negative)

:::

Total
Variance -

Positive

Budqet Actual (Negative)

$ 475,270 $ 182,935 $ (292,335)

475,270 182,935 (292,335)

TOWN OF HUACHUCA CITY, ARIZONA

COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES'

BUDGET AND ACTUAL . NON-MAJOR SPECIAL REVENUE FUNDS

YEAR ENDED JUNE 30, 2016

Police Grants Highway User Revenue . ' .

Variance - Variance -

Pos¡t¡ve Positive

Budget Actual (Negative) Budget Actual (Negative) Budget

$ 135,000 $ 48,045 $ (86,955) $ 135,770 $ 134,890 $ (880) $ 200'000

135,000 48,045 (86,955) 135,770 134,890 (880) 200'000

200,000

135,000 54,168 80,832

Aclual

$-

Positive
(Negative)

$ (200,000)

(200,000)

Revenues:
lntergovernmental

Total revenues

Expenditures:
Cunent:

General govêmment
Public safety
Highway and streets
Culture and recreation

Câpital outlay

Totâl expenditures

200,000 204,500
135,000
135,770

54,1 68
107,955

21,871

204,500

80,832
27,815

(21,87'tl

4,5:04,50-0

135,770 107,955

21,871
27,8't5
(21,8711

135,000 54,168 80,832 135,770 129,826 5'944 2oo',ooo 200'000 ----_:- 475.270 183.994 29',1,276

- (1,05e) (1,059)
Excess (deficiency) of revenues
over expenditures

Other financing uses:
Transfers ¡n (out)

Total other f¡nancing usês

(6,r23) (6,1 23) 5,064 5,064

Special ¡tem:

Undocumented crèdlt card

Net change in fund balances
Fund balânces, beginning ofyear
Fund balânces, end ofyear

51



Report on Internal Control
and on Gompliance



BFCC
BEACHFLEISCHMAN

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND

ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS

PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable Mayor and Members of the Town Council
Town of Huachuca City, Arizona

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 Generaì 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 Town of

Huachuca City, Arizona (the Towñ¡, as of and for the year ended June 30, 2016, and the related notes to

the financial statements, which coilectively comprise the Town of Huachuca City, Arizona's basic financial

statements and have issued our report thereon dated April2T , 2017 .

lnternal Gontrol Over Financial Reporting
ln planning and performing our audit of the financial statements, we considered the Town's internal control

over finaniial reporting (internal control) to determine the audit procedures that are appropriate in the

circumstances for the-pùrpose of expressing our opinions on the financial statements, but not for the

purpose of expressing än opinion on ihe effectiveness of the Town's internal control. Accordingly, we do

not'express an opinioñ on the effectiveness of the Town of Huachuca City, Arizona's internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and

was not designed to identify all deficiencies in internal control that might be material weaknesses or

significant def-iciencies and tñerefore, material weaknesses or significant deficiencies may exist that were

no1 identified. However, as described in the accompanying schedule of findings and responses, we

identified certain deficiencies in internal control that we consider to be material weaknesses and significant

deficiencies.

A deficiency in internal controlexists when the design or operation of a control does not allow management

or employées, in the normal course of performing tfreir assigned functions, to prevent, or detect and

correci, misstatements on a timely basis. A material weakness is a deficiency, or a combination of

deficiencies, in internal control such that there is a reasonable possibility that a material misstatement of

the entity's financial statements will not be prevented, or detected and corrected on a timely basis' We

consideithe deficiencies described in the accompanying schedule of findings and responses to be material

weaknesses. [2016-001, 2016-002, 2016-003, 201 6-0041'

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 deficiencies described in the accompany schedule of findings and responses

to be significant deficiencies. [2016-005, 2016-006, 2016'007' 2016'0081.

BeachFleischman PC . beachfleischman.com

1985 East River Road, Suite #201 . Tucson, A285718-7176 ' 520.321'4600 ' : 520'321.4040

2201 East Camelback Road, Suite #200 . Phoenix, A285016-3431 ' I 602.265.7011 ' I 602.265.7060
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Compliance and Other Matters
ns pärt of obtaining reasonable assurance about whether the Town's financial statements are free from

material misstatemãnt, we performed tests of its compliance with certain provisions of laws, regulations,

contracts, and grant agreements, noncompliance with which could have a direct and material effect on the

determination õt 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 disclósed no instances of noncompliance or other matters that are required to be

reported under Government Auditing Standards.

Town of Huachuca City, Arizona's Response to Findings
The Town's response tó'tne findings identified in our audit is described in the accompanying schedule of

findings and responses. The Townis response was not subjected to the auditing procedures applied in the

audit óf the financial statements and, accordingly, we express no opinion on it.

Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance

and.the results of that testing, an-d not to provide an opinion on the effectiveness of the Town's internal

control or on compliance. irris report is an integral part of an audit per-formed 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'

Z3t"¿7¿*>Jr-,*-, 2C

Tucson, Arizona
April2T ,2017
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TOWN OF HUACHUGA CITY, ARIZONA

SCHEDULE OF FINDINGS AND RESPONSES

YEAR ENDED JUNE 30, 2016

F¡NDINGS RELATED TO FINANCIAL STATEMENTS REPORTED IN ACCORDANGE WITH

G OVE RN M ENTAL AU D IT I N G S TA'VDARDS

2016-001

Criteria:
The Town is responsible for establishing and maintaining a system of internal control and procedures over

credit card purchases.

Condition / Context:
r Per review of the credit card policy outlined in the Town Code, we noted credit cards are authorized

for the certain users. However, during our testing of credit card transactions, we noted credit

cards were issued to other Town employees.
. During our review of credit card transactions, we noted several instances of purchases made with

Town credit cards that did not have sufficient supporting documentation.
r ln addition to unsupported transactions, we noted purchases made with the Town credit cards that

did not have adequate documentation on the receipts, According to the Town Code, "the

purpose of the charge and the name of the individual involved must be clearly written on the

receipt;" however, a severaltransactions reviewed did not contain this documentation.
r During our review of credit card transactions, we noted three instances where the Town credit card

was used by an employee for non-business purposes.

Effect:
lnsufficient oversight and record keeping over the credit card purchases can lead to unauthorized

expenditures and inaccurate recognition and reporting of cash disbursements.

Cause:
Credit card policies and procedures adopted in the Town Code are not being adhered to.

Recommendation:
We recommend the Town adhere to the credit card policies and procedures adopted in the Town Code,

including limiting credit cards to the approved authorized users and requiring adequate supporting

documentation fór all business purposes only. We recommend the Town enforce that every credit card

transaction be supported with a proper itemized receipt and that receipts for all meals, fuel purchases, and

grocery purchases include adequate details (e.g. purpose of the meal and everyone in attendance, town

vehicle and mileage, event, etc.) to ensure that transactions are properly recorded to the appropriate

department and aõcount. Additionally, the Town should follow and enforce the policy for personal use of

thé Town's credit cards established in the Town Code. Further, credit cards should only be used by the

authorized user on the card,

This is a repeat finding from the prior year.
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TOWN OF HUACHUCA CITY, ARIZONA

SCHEDULE OF FINDINGS AND RESPONSES

YEAR ENDEÐ JUNE 30, 2016

View of responsible officials and planned corrective actions:
The Town is in the process of developing new credit card policies. Update corrective action on credit card

policies is in final stages by the Town Council.

2016-002

Criteria:
The Town is responsible for establishing and maintaining a system of internal control and procedures over

capital assets.

Condition / Context:
. We noted the Town is not adequately tracking capital asset additions, disposals and depreciation

expense causing the capital asset detail to be materially incorrect. The Town's capital asset

detail includes capital assets that are no longer owned by the Town and is missing the historical

cost for capital assets that are used in current operations.

Effect:
lnsufficient monitoring and record keeping surrounding capital assets can lead to inaccurate recognition

and reporting of such assets and can make the assets more susceptible to theft.

Cause:
Limited staff size, limited available resources, and delegation of roles and responsibilities.

Recommendation:
We recommend performing a physical inventory of all capital assets and reconciling it to the capital asset

detail. We also recommend maintaining depreciation schedules for all capital assets to ensure that

depreciation expense is calculated accurately each year. Further, capital purchases and disposals should

be coded correctly in the system, according to the modified accrual basis of accounting for governmental

funds and according to the full accrual basis of accounting for enterprise funds, at the time of purchase or
disposal to minimiie errors and to provide accurate monthly information to management, Mayor and

Council.

This is a repeat finding from the prior year.

View of responsible officials and planned corrective actions:
The Town has purchased a bar code scanner in order to inventory and track the Town's capital assets.

However, the Town is still in the process of reconciling that listing to the depreciation schedule. lf approved

by the Town Council, a physical inventory of the Town's capital assets will be done prior to June 30,2017 '
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20r6-003

Criteria:
The Town is responsible for establishing and maintaining a system of internal control and procedures over

the payroll process.

Condition / Context:
o ln our review of employee payroll transactions, we noted one instance of a rate change for that was

not appropriately signed, and another instance that was improperly completed.
e During our review, we noted that multiple individuals have the ability to make changes to pay rates

and withholding rates in the payroll system, which leads to insufficient segregation of duties.

. ln our review of employee payroll transactions, we noted certain exempt employees do not prepare

time sheets and there is no formal documentation of approved use of paid-time-off and sick

time.
. We further noted there is no independent review of payroll by the Finance Director prior to or after

processing.
. During our testing, we noted the certain employees received two instances of Miscellaneous Pay

during the year. The first instance was documented with support and was mis-classified on the

payroll report. The second instance was not accompanied by any support.

Effect:
lnsufficient internal controls over the payroll processes could result in inaccurate recognition and reporting

of payroll expenditures.

Cause:
Limited staff size, limited available resources, and delegation of roles and responsibilities

Recommendation:
We recommend the Town update its payroll procedures requiring documentation of approved wage rates in

all personnel files, limiting access to changing pay rates in the system, implementing a level of review by

the Town Clerk and/or Finance Director, designating alternative employees to approve time sheets when

necessary so all time sheets can be approved timely. ln addition, we recommend all employees prepare

time sheéts in order to formally document use of paid-time-off and sick time. We also recommend the Town

maintain support for all payroll transactions, and the support should show timely and appropriate approvals

for any non-recurring pay transactions.

This is a repeat finding from the prior year.

View of responsible officials and planned corrective actions:
The Finance Clerk's access to change pay rates has been restricted and all personnel files have been

updated. The Town Clerk is reviewing alltimesheets and payroll registers. Salaries and benefits expenses

are recorded based on allocations that were predetermined for each employee.
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2016-004

Criteria:
The Town is responsible for establishing and maintaining a system of internal control to ensure accurate

financial reporting.

Condition / Context:
. The Town does not have a policy for review and documentation of approval of adjusting journal

entries posted to the general ledger during the fiscal year and for year-end closing.

. Bank reconciliations contained errors as certain deposit transactions were recorded twice'

. Significant balance sheet accounts were not reconciled on a timely basis.

o Significant adjustments were not prepared timely as part of the year-end closing.

o Transactions within the business-type funds are being recorded on the cash basis of accounting.

These funds should be maintained on the full accrual basis of accounting. lncorrect recording

of these transactions can cause significant misstatements in capital assets and long-term

liability accounts.
. Monthly financial reports were not prepared on a timely basis.
. The Finance Director did not regularly present monthly financials at the Town Council meetings;

therefore, significant variations from budget were not discussed and addressed timely.

Effect:
lnsufficient oversight procedures resulted in misstatement of the interim financial statements

Cause;
Limited staff size, limited available resources, and delegation of roles and responsibilities

Recommendation:
The Town should strengthen and enforce its policies and procedures over the review of adjusting journal

entries. Bank reconciliations should be prepaied and reviewed, and any unreconciled variances should be

investigated as part of the month-end close. Deposits and wire transfers should be recorded separately in

the acðounting software so amounts are easily identifiable. Policies and procedures surrounding month-end

and year-endilose, including reconciliation añd review of all significant accounts and recording of transfers

betwêen funds, should be pu1 in place to ensure that the Mayor and Council are receiving current, accurate

information.

The Town should utilize and customize reports from their accounting system so that reports can be

generated efficien¡y and directly from this software. Governmental and business-type activities should be

þresented separateiy. Further, io ensure the Major and Council are aware of the key financial information,

ihe monthly financiaireports should be presented by the Finance Director at the Council meetings.

This is a repeat finding from the prior year.
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View of responsible officials and planned corrective actions:
The Finance Director will make arrangements to present the financial information to the Council. The plan

is to present quarterly. The first 2 quãrters of the fiscal year were presented in February 2017. _The 
quarter

ending March 31, 2iJ1T will be presented in May 2oi7 , and the quarter ending June 30, 2017 will be

presented in August 2017.

2016-005

Criteria:
The Town is responsible for establishing and maintaining a system of internal control and procedures over

the cash receipts Process.

Condition / Context:
r ln our review of cash receipts, we noted when checks are scanned remotely to the bank, the copies

of the checks are shredded after one month. There is a list of checks deposited, which only

includes the amount of the checks. There is no information, such as check number, customer,

purpose, etc. retained in the Town's records. Therefore, certain items coded to the incorrect

general ledger accounts cannot be investigated to determine after the fact if the coding was

correct.
. ln our review of cash receipts, we also noted several instances where receipts selected for testing

did not have evidence of the Town Clerk's review on the deposit slip. Review of the deposit slip

is necessary to ensure that all of the cash receipts were deposited.

o We noted instances of lack of controls around the cash receipts process at the library, including

custody of keys, daily close outs, reconciliation of cash to daily tapes, handling of cash shorts,

custody of cash on hand, and timely depositing and recording in the general ledger.

Effect:
lnsufficient segregation of duties surrounding the cash receipt process can lead to inaccurate recognition

and reporting of cash receiPts.

Cause;
Limited staff size, limited available resources, and delegation of roles and responsibilities.

Recommendation:
We recommend the Town Clerk continue to review deposits for accuracy and completeness' We further

recommend the Town strengthen policies for all library cash handling procedures.

This is a repeat finding from the prior year.
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view of responsibte officiats and planned corrective actions:
The Town has a limited staff size and has segregated duties as much as possible given its size. Whenever

the Town Clerk was not available to perforri- a-review of the deposits, another employee performed this

task to ensure the accuracy and compieteness of deposits. New personnel at the library were not aware of

the policies and procedureå for cash receipts and disbursements. The proper procedures for cash receipts

and disbursements have been communicaied to the library and will be followed moving foruvard.

2016-006

Criteria:
The Town is responsible for establishing and maintaining a system of internal control and procedures over

the cash disbursements Process.

Condition / Context:
¡ purchase orders were not prepared and approved consistently prior to purchases being made'

o During our review of cash disbursement transactions, we noted several transactions were recorded

to an incorrect general ledger account.
. Council approval of disbursements is not adequately documented.

Effect:
lnsufficient segregation of duties surrounding the cash disbursements process can lead to inaccurate

recognition and reporting of cash disbursements'

Cause:
Limited staff size, limited available resources, and delegation of roles and responsibilities.

Recommendation:
We recommend the Town include review procedures over the cash disbursements process, so that all

expenses recorded can be reviewed for proper coding to general ledger accounts. We also recommend

Council approve the listing of disbursemènts and retain a óopy with the minutes. Further, we recommend

that purchäse orders be piepared and approved prior to purchases being made.

This is a repeat finding from the prior year'

view of responsible officiats and planned corrective actions:

officials from the Town have responded to this comment in previous reports and continue to work on

making improvements.
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2016-007

Criteria:
The Town is responsible for establishing and maintaining a system of internal control and procedures over

the investment of public monies by the Town.

Condition / Context:
. During our testing of investments, we noted the Town holds equity securities, which is not an

approved investment type in the Procurement and lnvestment Policies adopted in the Town

Code.

Effect:
lnvestments made outside the Town's investment policy could expose the Town to additional risks

Cause:
lnvestment policies and procedures adopted in the Town Code are not being adhered to

Recommendation:
We recommend the Town adhere to the investment policies and procedures adopted in the Town Code,

including investing the Town's funds in the approved investment types.

This is a repeat finding from the prior year.

View of responsibte officials and planned corrective actions:
The Town plans to transfer these equity securities to an investment type approved in the Town Code'

2016-008

Criteria:
The Town is responsible for establishing and maintaining a system of internal control and procedures over

the lnformation Technology.

Condition / Context:
. During our review of the lnformation Technology processes of the Town, we noted backups are

being performed but they are failing every other day. We also noted backups are stored on-site.

o We also noted the Town does not enforce password expiration policy.

r A business continuity plan has not been created to plan for continuing business activities in the

event of significant problems or loss of employees within the lT department.

Effect:
lnadequate policies and procedures surrounding lnformation Technology could result in being hacked and

the loss or interruption of important financial data'
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Cause:
Limited staff size and limited available resources.

Recommendation:
We recommend the Town look into why the backups are failing. As a general rule, we recommend the

Town store backups offsite periodically ór on the cloud and devélop a business continuity plan to prevent

business interruptions. We also recommend the District enforce password expirations.

view of responsible officials and planned corrective actions:
We concur with the finding and the Town Council will address it'
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