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INDEPENDENT AUDITOR'S REPORT
ON
BASIC FINANCIAL STATEMENTS

Honorable Mayor and
Members of the Board of Aldermen
City of Lucedale, Mississippi

We have audited the accompanying financial statements of the governmentzl activities,
the business-type activities, each major fund and the aggregate remaining fund information of
City of Lucedale, Mississippi, as of and for the year ended September 30, 2006, which
collectively comprise the basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the city's management. Our responsibility is to
express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information for the primary
government of City of Lucedale, Mississippi, as of September 30, 2006, and the respective
changes in financial position and cash flows thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.



In accordance with Government Auditing Standards, we have also issued our report dated
January 9, 2007, on our consideration of City of Lucedale, Mississippi's internal control over
financial reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts and grants. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit. )

The Management’s Discussion and Analysis is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted prircipally of
inquires of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion
on it.

Our audit was conducted for the purpose of forming opinions on the financial
statements that coilectively comprise City of Lucedale, Mississippi’s basic financial
statements. The accompanying Schedule of Expenditures of Federal Awards is presented
for purposes of additional analysis as required by U.S. Office of Management and Eudget
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and
is not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, is fairly stated, in all material respects, in relation to the basic
ﬁnancial staternents taken as a whole.

Wmdham and Lacey, PLLC ;

January 9, 2007



CITY OF LUCEDALE

MANAGEMENT’S DISCUSSION AND ANALYSIS



CITY OF LUCEDALE

Management’s Discussion and Analysis
For the Year Ended September 30, 2006

INTRODUCTION
The discussicn and analysis of the City of Lucedale’s financial performance provides an overall
narrative review of the City’s financial activities for the year ended September 30, 2006. The
intent of this discussion and analysis is to lock at the City’s performance as a whole; readers
should also review the notes to the basic financial statements and the financial staternents to
enhance their understanding of the City’s financial performance.

The City of Lucedale is located in south Mississippi on Highway 98 and Highway 63
approximately 60 miles southeast of Hattiesburg and 140 miles southeast of Jackson. The
population, according to the 2000 Census, is 2,458. The local economic base is driven mainly by
the manufacturing and retail industries as well as government employment.



OVERVIEW OF THE FINANCIAL STATEMENTS

.

This discussion and analysis is intended to serve as an introduction to the City’s basic
financial statements. The City’s basic financial statements comprise three components: 1)
Government-wide financial statements, 2) Fund ﬁn_anci_al_statements and 3) Notes to the basic
financial statements. Required Supplementary fnformation is included in addition to the basic

financial statements.

Figure 1 — Required Components of the City's Annual Report

l

Management's | - Basic Financial | Required
Discussion and f Statements . Supplementary
Analysis _i f Information
Government- . Fund Financial Notes to the
Wide Financial Statements ; Financial
Statements : Statements

Summary % Detail

Figure 1 shows how required parts of this annual report are arranged and relate to or.e another.

Figure 2 summarizes the major features of the City’s financial statements, including the portion
of the City’s government they cover and the types of information they contain. The remainder of
this section of Management’s Discussion and Analysis explains the structure and content of each
of the statements.



Figure 2- MajofAFeatures of the City’s Government-Wide and.Fund Financial Statements

Government- | Fund Financial Statements
Wide
Financial
Statements
Governmental Proprietary
Funds Funds
Scope Entire City All activities of the City that are not Activities of the City that
government business-type or fiduciary in nature operate similar to private
(except businesses
fiduciary
funds) and
component
units

Required financial
statements

® Statement

of net
assets

Statement
of activities

Balance sheet

Statement of revenues, expenditures
and changes in fund balances

Statement of net
assets

L Statement of
revenues, expenses and
changes in net assets

Statement of cash
flows

Accounting basis Accrual Modified accrual accounting and Accrual accounting and
and measurement accounting current financial resources focus economic resources focus
focus and economic
resources
focus
Type of asset/ All assets and Only assets expected to be used up and All assets and liabilities,
liability liabilities, liabilities that come due during the year both financial and
information both financial or soon thereafter; no capital assets capital, and short and

and capital
and short and
long term

included

long term

Type of inflow/
outflow
information

All revenues
and expenses
during year,
regardless of
when cash is
received or
paid

Revenues for which cash is received
during or soon after the end of the year;
expenditures when goods or services are
received and payment is due during the

year or soon thereafter

All revenues and
expenses during year,
regardless of when cash
is received or paid




FINANCIAL HIGHLIGHTS

The City of Lucedale is financially stable. The Cify has committed itself to financial excellence
for many years by using sound financial planning, budgeting and strong internal controls. The
City is committed to maintaining sound fiscal management to meet the challenges cf the future.

The City of Lucedale continues to grow both economically and in population. This has allowed -
the City to maintain a steady growth in tax revenues without a significant tax increase.

Total net assets increased $977,322. The City’s ending cash balance increased by $694,527,
which represents a 50% increase from the prior fiscal year. This increase is due primarily to
increases in sales tax collections.

The City had $3,409,368 in total revenues in its governmental funds. Property tax revenues
account for $302,873 or 8.9% of total revenues. Federal, state and local revenues 1ir: the form of
reimbursements, shared revenue or grants, account for $2,601,275 or 76% of total revenues.

The City had $2,877,356 in total expenses in its governmental funds, which represents an
increase of $23,084 or 0.8% increase from the prior fiscal year.

Among major funds, the General Fund had $3,409,150 in revenues and $2,877,356 in
expenditures. The General Fund’s fund balance increased $583,074 over the prior year.

Among business-type major funds, the Water/Sewer Fund had $937,557 in total revenues and
$460,152 in expenditures. The Water/Sewer Fund increased by $477,405 over the prior year.
The increase in revenues is due in part to federal and state grants for various water/sewer
projects.

Capital assets of governmental activities, net of accumulated depreciation, decreased by $14,921.
Capital assets of business type activities, net of accumulated depreciation, increased by
$379,774.

Long-term debt decreased by $79,389.
Government-wide Financial Statements. The government-wide financial statements are

designed to provide readers with a broad overview of City finances, in a manner similar to
private-sector businesses.



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

The statement of activities presents information showing how net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the underlying event -
giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues
and expenses are reported in this statement for some items that will result in cash flows in future
fiscal periods.

Both of these government-wide financial statement distinguish functions of the City that are
principally supported by taxes and intergovernmental revenues (governmental activities) from
other functions that are intended to recover all or part of their costs through user fees and charges
(business-type activities). The governmental activities of the City include general government;
public safety; public works (streets and bridges); health and welfare; culture and recreation;
urban and economic development; and interest on long-term debt.

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

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

Because the focus of governmental funds is narower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
By doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the “Governmental Funds Balance Sheet” and the “Governmental
Funds Statement of Revenues, Expenditures, and Changes in Fund Balances” provide a
reconciliation to facilitate this comparison between governmental funds and govermmental
activities.



The City maintains individual governmental funds in accordance with the Municipal Audit and
Accounting Guide issued by the Mississippi Office of the State Auditor. Information is
presented separately in the governmental funds Balance Sheet and in the governmental funds
Statement of Revenues, Expenditures, and Changes in Fund Balances for all major funds. All
other non-major funds are combined together and presented in these reports as other
governmental funds.

Proprietary funds are used to account for resources used to operate the City’s water and sewer
systems. The accrual basis of accounting is used for fiduciary funds.

Notes to the financial statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.

In addition to the basic financial statements and accompanying notes, this report also presents
Required Supplementary Information concerning the City’s budget process.

The City adopts an annual operating budget for all governmental funds. A budgetary
comparison statement has been provided for the General Fund and each additional major fund.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net Assets - Net assets may serve over time as a useful indicator of government’s financial
position. In the case of the City of Lucedale, assets exceeded liabilities by $6,586,170 as of
September 30, 2006 and $5,550,777 as of September 30, 2005.

By far, the largest portion of the City’s net assets (70%) reflects its investment in capital assets,
(e.g. streets, bridges, land, buildings, mobile equipment, water/sewer infrastructure, furniture &
equipment) less related outstanding debt used to acquire such assets. The City uses these capital
assets to provide services to its citizens.

The City’s financial position is a product of several financial transactions including the net
results of activities, the acquisition and payment of debt, the acquisition and disposal of capital
assets and the depreciation of capital assets.



The following table presents a summary of the Clty s net assets for the fiscal years ended
September 30; 2006 and 2005:

Governmental Activities Business-type Activities
2006 2005 2006 2005
Current assets . - 8§ 2,295,135 1,778,674 § 312,836 267,956
Restricted cash 52,061 38,514 212,245 204,948
Capital assets, net 2,657,934 2,672,855 1,941,193 1,561,419
Total assets h) 5,005,130 4,490,043 § 2,466,274 2,034,223
Current liabilities 3 389,908 432,809 § 126,591 92,638
Long-term debt outstanding 368,735 447,543
Total liabilities b 389,908 432,809 § 495,326 540,781
Net assets
Invested in capital assets,
net of related debt $ 2,657,934 2,672,855 § 1,520,316 1,061,153
Restricted 59,113 38,514 212,245 204,548
Unrestricted 1,898,175 1,345,865 238,387 227,442
Total net assets $ 4,615,222 4,057.234 % 1,970,948 1,493,543

Changes in Net Assets - The City of Lucedale’s total revenues for the fiscal year ended
September 30, 2006 was $4,278,471. The total cost for all services provided was $3,301,149.
The increase in net assets was $§977,322. The following table presents a summary of the changes
in net assets for the fiscal years ended September 30, 2006 and 2005.
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Revenues: - i ' . 2006 2005

Program revenues:

Charges for services 3 703,712 738,446
Operating grants and contributions 374,143 327,293
Capital grants and contributions 423259, . 320,732
General revenues;
Taxes 2,630,990 2,110,153
Unrestricted grants and contributions 9,692 9,690
Interest 55,635 40,579
Other 81,040 9,752
Total Revenue § 4278471 3,556,645
Expenses:
General government $ 399,316 395,922
Public safety 1,070,159 1,053,029
Public works 1,143,214 1,056,561
Heaith and welfare 3,200 3,200
Culture and recreation 161,015 253,384
Urban and economic development 64,093 61,232
Water and sewer services 460,152 442,675
Total Expenses $ 3,301,149 3,266,001
Increase in net assets 3 977,322 290,644

Governmental Activities -The following table presents the cost of six major functional activities
of the City: General Government, Public Safety, Public Works, Health and Welfare, Culture and
Recreation, and Urban and Economic Development.

Total Net

-~ Costs Costs

General government $§ 399316 $ 399316
Public safety 1,070,159 1,005,315
Public works 1,143,214 609,349
Health and welfare 3,200 (17,043)
Culture and recreation 161,015 153,699

Urban and economic development 64,003 64,093

11



FINANCIAL ANALYSIS OF THE CITY’S FUNDS

Governmental funds - At the close of the fiscal yéar, the City of Lucedale’s governmental funds
reported a combined fund balance of $1,912,921, an increase of $532,012.

The General Fund is the principal operating fund of the City. The increase m the fund balance of
the General Fund for the fiscal year was $531,794.

BUDGETARY HIGHLIGHTS (of General Fund and Major Funds only)

Over the course of the year, the City of Lucedale revised its annual operating budget on several
occasions. Budget amendments are explained as follows:

. Amendments were made to transfer money from the fund from which
expenditures were paid to funds where the expenditures were actually budgeted.
Additionally, changes were made to reflect increases and decreases in revenues
and expenditures.

Even with these adjustments, actual disbursements exceeded original budget amounts by
$197.547.

A schedule showing the original and final budget amounts compared to the City’s actual
financial activity for the General Fund and other major funds is provided in this report as
required supplementary information.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets - As of September 30, 2006, the City of Lucedale’s total capital asscts were
$8,823,749. This includes streets, bridges, other infrastructure, land, buildings, mobile
equipment, furniture and equipment, and water sewer infrastructure.

Total accumulated depreciation as of September 30, 2006 was $4,224,622, including $263,473 of
depreciation expense for the year. The balance in total net capital assets was $4,599,127 at year-
end.

Additional information on the City’s capital assets can be found in “Notes to Financial
Statements” of this report.

Debt Administration - On September 30, 2006, the City of Lucedale had $420,876 long-term
debt outstanding. This includes general obligation bonds and water/sewer revenue bonds. Of this
debt $80,752 1s due within one year.

The State of Mississippi limits the amount of debt a City can issue to generally 15% of the total

assessed value. Debt issued to fund water and sewer projects is exempted from these limits; as a
result, the City’s entire legal debt capacity is available.

12



Additional information on the City of Lucedale’s long-term debt can be found in “Notes to
Financial Statements” of this report. ) ‘

CURRENT/FUTURE ITEMS OF IMPACT

Currently, various government entities including the school district and George County are the
City’s largest employers. Manufacturing is the second largest provider of jobs; however, retail is
fast becoming a major employer and force in the local economy. The impact of retail
development in the City is significant. According to one source, Lucedale has the fifth highest
per capita sales tax rebate of the state’s approximately three hundred municipalities.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and investors and
creditors a general overview of the City’s finances and to demonstrate the City’s accountability
for the funds it receives. If you have questions about this report or need additional “inancial
information, please contact the City Clerk’s Office at 5126 Main Street, Lucedale, Mississippi
39452,

13



CITY OF LUCEDALE

BASIC FINANCIAL STATEMENTS

The basic ﬁnanmal statements included integrated sets of financial statements as required by the
: : GASB. The sets of statements include:

Government-wide financial statements
Fund financial statements
Governmental funds
Proprietary (enterprise) fund

In addition, the notes to the financial statements are included to provide informarion that is
essential to user’s understanding of the basic financial statements

14



City of Lucedale
Statement of Net Assets
September 30, 2006

ASSETS

Current Assets:
Cash .
Property tax receivable
Fines receivable, net
Accounts receivable, net
Sales tax receivable
Total current assets
Noncurrent Assets:
Restricted cash
Capital assets, net {Note 1)
Total noncurrent assets

Total Assets

LIABILITIES

Current Liabilities:
Claims payable
Accrued interest payable
Deferred revenue
Current portion of long-term debt
Other current liabilities
Total current liabilities
Noncurrent Liabilities:
Long-term liabilities (Note 2)
Customer meter deposits payable
Total noncurrent liabilities

Total Liabilities

NET ASSETS -

Invested in capital assets, net of related debt

Restricted for:
Public safety
Unemployment compensation
Unrestricted {deficit)
Total Net Assets

The notes to the financial statements are an integral part of this statement.

Exhibit 1

5

Governmental Business-type
> _Activities Activities Total
1,564,847 254364 1,819,211
283,700 ’ 283,700
44,367 44,367
66,243 58,472 124,715
335,978 335,978
2,295,135 312,836 2,607,971
52,061 212,245 264,306
2,657,934 1,941,193 4,599,127
2,709,995 2,153,438 4,863,433
5,005,130 2,466,274 7,471,404
106,208 42,092 148,300
1,816 1,816
283,700 283,700
80,752 80,752
1,931 1,931
389,908 126,591 516,499
340,125 340,125
28,610 28,610
0 368,735 368,735
389,908 465,326 885,234
2,657,934 1,520,316 4,178,250
52,061 52,061
7,052 7,052
1,898,175 450,632 2,348,807
4,615,222 1,970,948 0,586,170
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City of Lucedale
Balance Sheet
Governmental Funds
September 30, 2006

_ _ASSETS

Cash

Property tax receivable

Fines receivable

Sales tax receivable

Other receivables
Total Assets

LIABILITIES & FUND BALANCES
Liabilities:
Claims payable
Deferred revenue
Total Liabilities

Fund Balances:
Unreserved:
General fund
Public safety
Unemployment compensation
Total Fund Balances

Total Liabilities and Fund Balances

Amounts reported for governmental activities in the Statement of
Net Assets (Exhibit 1} are different because:
Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds (Note 1):
Capital assets net of depreciation as of QOct. 1, 2005
Plus capital outlay expenditures made during the year
Less depreciation expense recorded during the year
Less net book value of capital assets sold during the year
Other long-term assets are not available to pay for current-period
expenditures and, therefore, are deferred in the funds
Net Assets of Governmental Activities

Exhibit 3

Other Total
General Governmental Governmental
Fund Funds Funds
£ 1,609,856 7,052 1,616,908
291,307 291,307
44,367 44,367
335,978 335,978
58,636 58,636
$ 2,340,144 7,052 2,347,196
$ 106,208 106,208
328.067 328,067
434275 0 434,275
1,853,808 1,853,808
52,061 52,061
7,052 7.052
1,905,869 7,052 1,912,921

$ 2,340,144 7,052

2,672,855

143,119

= {158,040}
2,657,934
44,367

* The notes to the financial statements are an integral part of this statement.

17
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City of Lucedale

Statement of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds
For the Year Ended September 30, 2006

REVENUES
Property taxes
Licenses and permits
Fines and forfeitures
Intergovernmental revenues
Charges for services
Interest income
Miscellaneous

Total Revenues

EXPENDITURES
Current:
General government
Public safety
Public works
Health and welfare
Culture and recreation
Urban and economic development
Total Expenditures

Excess (Deﬁciency,) of Revenues
Over (Under) Expenditures

Other Financing Sources {(Uses)
Transfers in (out)

Total Other Financing Sources and Uses

Net Change in Fund Balances
Fund Balances - Beginning

Fund Balances - Ending

The notes to the financial statements are an integral part of this statement.

~

Exhibit 4

Other Total

General Governmental Governmel}tal
Fund Funds " Funds
302,873 302,873
167,550 167,550
63,082 63,082
2,601,275 2,601,275
145,001 145,001
43,983 218 44,201
85,386 85,386
3,409,150 218 3,409,368
399,386 399,386
1,103,948 1,103,948
1,140,213 1,140,213
3,200 3,200
115,166 115,166
64,163 64,163
2,826,076 0 2,826,076
583,074 218 583,292
(51,280) (51,280)
(51,280) 0 (51,280)
~531,794 218 532,012
1,374,075 6,834 1,380,909
1,905,869 7,052 1,912,921

18



City of Lucedale Exhibit 5
Reconciliation of the Statement of Revenues,

Expenditures and Changes in Fund Balances of

Governmental Funds to the Statement of Activities

For the Year Ended September 30, 2006

Net Change in Fund Balances -- Total Governmental Funds (Exhibit 4) 3 532,012

Amounts reported for govemménta'l acfivities in the Statement of Activities (Exhibit 2)
are different because:

Governmental funds report capital outlays as expenditures. However, in the
Statement of Activities the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense. Thus, the change in net
assets differs from the change in fund balances by the amount that depreciation

(3158,040) exceeded capital outlays ($143,119) in the current period. (14,921)

Revenues in the statement of activities that do not provide current financial resources

are not reported as revenues in the funds. Fine revenue. (17,174)
Change in Net Assets of Governmental Activities (Exhibit 2) . g 499917

The notes to the financial statements are an integral part of this statement.
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City of Lucedale Exhibit 6
Statement of Net Assets

Proprietary Fund

September 30, 2005

Business-type

Activity
Water/Sewer
ASSETS -
Current Assets:
Cash 3 254,364
Accounts receivable, net 58,472
Total current assets 312,836
Noncurrent assets:
Restricted cash and cash equivalents 212,245
Capital assets, net 1,941,193
Total noncurrent assets 2,153 438
Total Assets $ 2,466,274
LIABILITIES
Current Liabilities:
Claims payable b 42,082
Accrued interest payable 1,816
Current portion of long-term debt 80,752
Other current liabilities 1,931
Total current liabilities 126,591
Noncurrent Liabilities:
Long-term liabilities 340,125
Customer meter deposits payable 28610
Total noncurrent liabilities 368,735
Total Liabilities 495,326
NET ASSETS
Invested in capital assets net of related debt 1,520,316
Restricted for debt service 212,245
Unrestricted 238,387
Total Net Assets b 1,970,948

The notes to the financial statements are an integral part of this statement.
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City of Lucedale

Statement of Revenues, Expenses and Changes in Fund Net Assets

Proprietary Fund
For the Year Ended September 30, 2006

OPERATING REVENUES
Charges for services
Total Operating Revenues

OPERATING EXPENSES

Personal services

Contractual services

Materials and supplies

Depreciation expense

Qther operating expenses
Total Operating Expenses

Operating Income (Loss)

NQONOPER
ATING REVENUES (EXPENSES)
Interest income
Interest expense
Capital contribution - federal and state grants
Transfers in (out)

Total Nonoperating Revenue (Expenses)

Change in Net Assets
Total Net Assets - Beginning

Total Net Assets - Ending

The notes to the financial statements are an integral partof this statement.
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Exhibit 7

Business-type
Activity

Water/Sewer .

478,144

478,144

142,344
112,406
69,064
105,433
10,320

439,567

38,577

11,433
(20,385)
396,700

51,280

438,828

477,405

1.493,543

1,970,548




City of Lucedale

Statement of Cash Flows

Proprietary Fund

For the Year Ended September 30, 2006

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers $
Payments to suppliers

Net Cash Provided (Used) by Operating Activities

CASH FLOWS FROM CAPITAL FINANCING ACTIVITIES
Acquisition and construction of capital assets
Principal paid on long-term debt
Interest expense paid
Receipts from (payments to) other funds
Receipts from other governments
Net Cash Provided (Used) by Capital Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest on investments

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents - Beginning of Year

Cash and Cash Equivalents - End of Year 3

Reconciliation of operating income (loss) to
net cash provided (used) by operating activities;
Operating income (loss) b
Adjustments to reconcile operating income (loss)
to cash provided (used) by operating activities:
Depreciation
Change in assets and liabilities: _
(Increase) decrease in accounts receivable
Increase (decrease) in claims payable
Increase (decrease) in customer deposits
Other, net
Total adjustments

Net Cash Provided (Used) by Operating Activities b

The notes to the financial statements are an integral part of this statement.
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Exhibit 8

Business-type
Activity

Water/Sewer

499,500
(301,108)

198,352

(485,206)
(79,389)
(21,277)

51,280
396,700

(137,892

11,433

71,933

394,676

466,609

38,577

105,433

19,756
32,320
1,600
706

159,815

198,392




CITY OF LUCEDALE

Notes to Financial Statements
For the Year Ended September 30, 2006

Summary of Significant Accounting Policies.
Reporting Entity.

The City of Lucedale (City) is a code-charter municipality governed by an elected mayor and
five aldermen. The accompanying financial statements present the City and its component units,
entities for which the City is considered to be financially accountable. Blended component units,
although legally separate entities, are, in substance, part of the City’s operations. Each discretely
presented component unit is reported in a separate column in the government-wide financial
statements to emphasize that it is legally separate from the City.

~ In evaluating how to define the City for financial reporting purposes, management has
considered all potential component units. The decision to include a potential component unit in
the reporting entity was made by applying the criteria set forth in GAAP.

There are no component units required to be included in these financial statements.
Government-wide and Fund Financial Statements.

The government-wide financial statements (i.e., the statement of net assets and the statement of
changes in net assets) report information on all of the nonfiduciary activities of the primary
government and its component units. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities, which normally are supported by taxes
and intergovernmental revenues, are reported separately from business-type activities, which rely
to a significant extent on fees and charges for support.

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 with a specific function or segment. Program revenues include 1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, ar privileges
provided by a given function or segment and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general
Fevenues.

Separate financial statements are provided for governmental funds and proprietary funds. Major

individual governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements.
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CITY OF LUCEDALE

Notes to Financial Statements
For the Year Ended September 30, 2006

Measurement Focus, Basis of Accounting and Financial Statement Presentation.

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are recognized as
revenue as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the City considers revenues to be available if they are collected
within 60 days of the end of the current fiscal period. Expenditures generally are recorded when
a liability is incurred, as under accrual accounting. However, debt service expenditures, as well
as expenditures related to compensated absences and claims and judgments, are recorded only
when payment is due.

Property taxes, franchise taxes, licenses and interest associated with the current fiscal period are
all considered to be susceptible to accrual and so have been recognized as revenues of the current
fiscal period. All other revenue items are considered to be measurable and available only when
cash is received by the City.

The City reports the following major governmental fund:

The general fund is the City’s primary operating fund. It accounts tfor all financial resources of
the general government, except those required to be accounted for in another fund.

The City reports the following major proprietary fund: ~
The water and sewer fund accounts for the activities of the water and sewer system.

Private-sector standards of accounting and financial reporting issued prior to

December 1, 1989, generally are followed in both the government-wide and proprietary fund
financial statements to the extent that those standards do not conflict with or contradict guidance
of the Governmental Accounting Standards Board. Governments also have the option of
following subsequent private-sector guidance for their business-type activities and enterprise
funds, subject to this same limitation. The City has elected not to follow subsequent private-
sector guidance.

As a general rule the effect of interfund activity has been eliminated from the government-wide
financial statements.
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CITY OF LUCEDALE

Notes to Financial Statements
For the Year Ended September 30, 2006

Amounts reported as program revenues include 1) charges to-customers or applicants for goods,
services or privileges provided, 2) operating grants and contributions, and 3) capital grants and
contributions, including special assessments. Internally dedicated resources are reported as
general revenues rather than as program revenues. Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the water and sewer enterprise fund are charges to customers for
sales and services. The City also recognizes as operating revenue the portion of tap fees
intended to recover the cost of connecting new customers to the system. Operating expenses for
enterprise funds include the cost of sales and services, administrative expenses, and depreciation
on capital assets. All revenues and expenses not meeting this definition are reported as
nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use
restricted resources first, then unrestricted resources as they are needed.

Assets, Liabilities and Net Assets or Equity.
l. Deposits and Investments.

State law authorizes the county to invest in interest bearing time certificates of deposit for
periods of fourteen days to one year with depositories and in obligations of the U.S. Treasury,
State of Mississippi, or any county, municipality or school district of this state. Further, the city
may invest in certain repurchase agreements.

Cash includes cash on hand, demand deposits, all certificates of deposit and cash equivalents,
which are short-term highly liquid investments that are readily convertible to cash (generally
three months-or less). Investments in governmental securities are stated at fair value. However,
the city did not invest in any governmental securities during the fiscal year.

2. Receivables and Payables.

Activity between funds that are representative of lending/borrowing arrangements outstanding at
the end of the fiscal year are referred to as either “due to/from other funds” (i.e., the current
portion of interfund loans) or “advances to/from other funds” (i.e., the non-current portion of
interfund loans). All other outstanding balances between funds are reported as “due to/from
other funds.” Any residual balances outstanding between the governmental activities and
business-type activities are reported in the government-wide financial statements as “internal
balances.”
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CITY OF LUCEDALE

Notes to Financial Statements
For the Year Ended September 30, 2006

Advances between funds, as reported in the fund financial statements, are offset by a fund
balance reserve account in applicable governmental funds to indicate that they are not available
for appropriation and are not expendable available financial resources.

All trade receivébles are shown net of anallowance for uncollectibles.
3. Restricted Assets.

Certain proceeds of the City’s enterprise fund revenue bonds, as well as certain resources set
aside for their repayment, are classified as restricted assets on the balance sheet because they are
maintained in separate bank accounts and their use is limited by applicable bond covenants.

4. Capital Assets.

Capital assets, which include property, plant, equipment and infrastructure assets (e.g., streets,
bridges, sidewalks and similar items), are reported 1n the applicable governmental or business-
type activities columns in the government-wide financial statements. Capital assets are defined
by the City as assets with an initial, individual cost of more than $500 (amount not rounded) and
an estimated useful life in excess of one year. Such assets are recorded at historical cost or
estimated historical cost if purchased or constructed. Donated capital assets are recorded at
estimated fair market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction phase of capital assets of business-type activities, if any,
is included as part of the capitalized value of the assets constructed.

.. Property, plant and equipment of the primary government, as well as the component units, is
depreciated using the straight line method over the following estimated useful lives:

Assets Years

Land n/a

Infrastructure 20-50

Buildings 40

Improvements other than buildings : 20

Machinery & equipment 5-10
5. Compensated Absences.

There is no liability for unpaid accumulated sick leave or vacation since the City does not have a
policy to pay any amounts when employees separate from service with the City.
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CITY OF LUCEDALE

Notes to Financial Statetnents
For the Year Ended September 30, 2006

6. Long-term Obligations.

In the government-wide financial statements, and proprietary fund types in the fund financial
statements, long-term debt and other long-term obligations are reported as liabilities in the
applicable governmental activities, business-type activities or proprietary fund type statement of
net assets. Bond premiums and discounts, if any, as well as issuance costs, are deferred and
amortized over the life of the bonds using the straight-line method. Bonds payable are reported
net of the applicable bond premium or discount. Bond issuance costs, if any, are reported as
deferred charges and amortized over the term of the related debt.

7. Equity Classifications.
Government-wide Financial Statements:
Equity is classified as net assets and displayed in three components:

Invested in capital assets, net of related debt — Consists of capital assets including restricted
capital assets, net of accumulated depreciation and reduced by the outstanding balances of any
bonds, notes or other borrowings attributable to the acquisition, constructions or improvements
of those assets.

Restricted net assets — Consists of net assets with constraints placed on the use either by external
groups such as creditors, grantors, contributors, or laws and regulations of other governments; or
law through constitutional provisions or enabling legislation.

Unrestricted net assets — All other net assets not meeting the definition of “restricted” or
“Invested in capital assets, net of related debt.”

Fund Financial Statements:

Governmental fund equity is classified as fund balance. Fund balance is classitied as reserved or
unreserved with unreserved classified as designated and undesignated.

Unreserved fund balance represents the amount available for budgeting future operations.
Reservations of fund balance represent amounts that are not appropriable or are legally
segregated for a specific purpose.

8. Property Tax Revenues.

Numerous statues exist under which the City may levy property taxes. The selection of
authorities is made based on the objectives and responsibilities of the City. Restrictions
associated with property tax levies vary with the statutory authority. The amount of increase in
certain property taxes is limited by state law. Generally, this restriction provides that these tax
levies shall produce no more than 110% of the amount which resulted from the assessments of
the previous year.
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CITY OF LUCEDALE

Notes to Financial Statements
For the Year Ended September 30, 2006

The Board of Aldermen, each year at a meeting in September, levies property taxes for the
ensuing fiscal year which begins on October 1. Real property taxes become a lien cn January 1
of the current year, and personal property taxes become a lien on March 1 of the current year.
Taxes on both real and personal property, however, are due on or before February 1 of the next
succeeding year. Taxes on motor vehicles and mobile homes become a lien and"are due in the
month that coincides with the month of original purchase.

Accounting principles generally accepted in the United States of America require property taxes
to be recognized at the levy date if measurable and available. All property taxes are recognized
as revenue in the year for which they are levied. Motor vehicle and mobile home taxes do not
meet the measurability and collectibility criteria for property tax recognition because the lien and
due date cannot be established until the date of original purchase occurs.

9. Intergovernmental Revenues in Governmental Funds.

Intergovernmental revenues, consisting of grants, entitlements and shared revenues, are usually
recorded in Governmental Funds when measurable and available. However, the “available”
criterion applies for certain federal grants and shared revenues when the expenditure is made
because expenditure is the prime factor for determining eligibility. Similarly, if cost sharing or
matching requirements exist, revenue recognition depends on compliance with these
requirements.

Changes in Accounting Standards.

For the fiscal year ended September 30, 2006, the city implemented Governmental Accounting
Standards Board (GASB) Statement No. 40, Deposit and Investment Risk Disclosures, an
amendment of GASB Statement No. 3. GASB Statement No. 40 addresses common deposit and
investment risks related to credit risk, concentration of credit risk, interest rate risk and foreign
currency risk. The provisions of this new statement have been incorporated into the financial
statements and the accompanying notes. -

For the fiscal year ended September 30, 2006, the city implemented Governmental Accounting
Standards Board (GASB) Statement No. 42, Accounting and Financial Reporting for Impairment
of Capital Assets and for Insurance Recoveries. GASB Statement No. 42 requires governments
to report the effects of capital asset impairment in their financial statements when impairment
occurs.
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~ CITY OF LUCEDALE

Notes to Financial Statements
For the Year Ended September 30, 2006

Prior Period Adjustment.
A summary of significant fund equity adjustments is as follows:
Exhibit 2 - Statement of Activities

Explanation Amount

Fine revenues deferred in governmental funds in the prior year were not
recognized as revenue in prior year net assets under full-accrual basis.
of accounting $ 58,071

Detailed Notes on All Funds.
A. Cash.

At year-end, the City’s carrying amount of deposits was $1,388,990 and the bank balance was
81,483,617. The collateral for public entities’ deposits in financial institutions is held in the
name of the State Treasurer under a program established by the Mississippi State Legislature and
is governed by Section 27-105-5, Miss. Code Ann. (1972). Under this program, the entity’s
funds are protected through a collateral pool administered by the State Treasurer, Financial
institutions holding deposits of public funds must pledge securities as collateral against those
deposits. In the event of failure of a financial institution, securities pledged by that institution
would be liquidated by the State Treasurer to replace the public deposits not covered by the
Federal Depository Insurance Corporation.

Custodial Credit Risk — Deposits. Custodial credit risk is the risk that in the event of the failure
of a financial institution, the City will not be able to recover deposits or collateral securities that
are in the possession of an outside party. The City does not have a formal policy for custodial
credit risk. However, the Mississippi State Treasurer manages that risk on behalf of the City.
Deposits above FDIC coverage are collateralized by the pledging financial institution’s trust
department or agent in the name of the Mississippi State Treasurer on behalf of the City.
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CITY OF LUCEDALE

Notes to Financial Statements
For the Year Ended September 30, 2006

B. Receivables.

Receivables as of year-end for the City’s individual major funds and nonmajor funds in the
aggregate, including the applicable allowances for uncollectible accounts, are as follows:

Water and
Sewer .

General Fund Total

Receivables:
Sales tax A 335,978 335,978
Property taxes 291,307 291,307
Accounts 95,727 95,727
Garbage charges 18,513 18,513
Franchise fees 40,123 40,123
Fines 485,081 485,081
Gross receivables 1,171,002 95,727 1,266,729
Less: allowance for uncollectibles (440,714) (37,255) (477.969)
Net total receivables $ 730,288 58,472 788,760

Governmental funds report deferred revenue in connection with receivables for revenues that are
not considered to be available to liquidate liabilities of the current period. At the end of the
current fiscal year, the various components of deferred revenue reported in the governmental
funds were as follows:

Property taxes receivable: General fund 5 269,350
Fines receivable: General Fund 58,072
Total deferred for governmental funds 3 327,622

C. Transfers In/Out.

Transfer in:

Water/Sewer
Fund

Transfer out:
General Fund b 51,280
Total transfers out 3 51,280

The principal purpose of the transfers was for the matching portion of grants for various water/sewer
construction projects.



CITY OF LUCEDALE

Notes to Financial Statements
For the Year Ended September 30, 2006

D. Capital Assets.

~,

Capital asset activity for the year ended September 30, 2006 was as follows:

Primary Government

Governmental activities:

Capital assets, not being depreciated:
Land

Total capital assets, not being depreciated

Capital assets, being depreciated:
Buildings
Improvements other than buildings
Streets
Bridges
Machinery and equipment

Total capital assets being depreciated

Less: Accumulated depreciation for:
Buildings
Improvements other than buildings
Streets
Bridges
Machinery and equipment

Total accumulated depreciation

Total capital assets, being depreciated, net
Govemmental activities capital assets, net

Business-type activities:

Capital assets, not being depreciated:
Construction in progress

Total capital assets, not being depreciated

Capital assets, being depreciated:
Water system
Sewer system
Total capital assets, being depreciated
Less: Accumulated depreciation

Total capital assets, being depreciated, net

Business-iype activities capital assets, net

Beginning Ending
Balance Increases Decreases Balance

$ 145,169 10,000 155,169
145,169 10,000 0 155,169
1,310,725 14,987 1,325,712
144,208 144 208
1,916,463 1,916,463

9,920 9,920
1,523,848 118,132 1,641,980
4,905,164 133,119 0 5,038,283
(150,345) (26,214) (176,559)
(31,3006) (5,768) (37,074)
(968,102) (28,050) (996,152)
(9.920) (9,920)
(1.217,805) (98,008) (J,315,813)
(2,377478) (158.,040) 0 _(2,535518)
2,527,686 (24,921) 0 2,502,765

$ 2,672,855 (14,921 0 2,657,934
$ 0 309,150 309,150
0 309,150 0 309,150

777,938 37,227 815,165
2,367,152 138,830 2,505,982
3,145,090 176,057 0 3,321,147
(1,583,671) (105,433) (1,689,104)
1,561419 70,624 0 1,632,043

$ 1,561,419 379,774 0 1,941,193
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CITY OF LUCEDALE

Notes to Financial Statements
For the Year Ended September 30, 2006

Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental activities:

General government $ 11,726
Public safety ’ . e : 34,218
Public works 62,068
Culture and recreation 49,498
Urban and economic development 530
Total depreciation expense - governmental activities by 158,040

Business-type activities:
Water and sewer $ 105,433

Total depreciation expense - business-type activities h 105,433
E. Long-term Debt.

General Obligation Bonds

The City issues general obligation bonds to provide funds for the acquisition and construction of
major capital facilities. General obligation bonds have been issued for business-type activities.

General obligation bonds are direct obligations and pledge the full faith and credit of the City.
General obligation bonds currently outstanding are as follows:

Purpose Interest Rates Amount
Governmental activities $ 0
Business-type activities:

1999 Refunding bonds 4.0-6.0% 155,000
Total b 155,000

Annual debt service requirements to maturity for general obligation bonds are as follows:

Year Ending Business-type Activities

September 30 Principal Interest
2007 $ 50,000 5,448
2008 4 55,000 3,255
2009 50,000 1,050
Total $ 155,000 9,753
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CITY OF LUCEDALE

Notes to Financial Statements
For the Year Ended September 30, 2006

b

Revenue Bonds

The City also issued water and sewer revenue bonds in 1977 and 2002 to provide funds for the

construction of water and sewer infrastructure. These bonds will be repaid from revenues

generated from operations of the water and sewer systems.

Revenue bonds currently outstanding are as follows:

Purpose Interest Rates Amount
Governmental activities $ 0
Business-type activities:

2002 Water system rural development bond 4.5% 138,305

1977 Revenue bonds 5.0% 127,572
Total S 265,877
Annual debt service requirements to maturity for revenue bonds are as follows:
Year Ending Governmental Activities
September 30 Principal In-erest
2007 3 30,752 12,392
2008 32,240 10,904
2009 ' 33,800 9,344
2010 35,436 7,708
2011 37,152 5,992
2012-2016 96,496 12,935
Total $ 265,877 59,274

Changes in Long-term Liabilities

Long-term liability activity for the year ended September 30, 2006, was as follows:

Beginning Ending  Due Within
Balance  Additions  Reductions Balance One Year
Governmental Activities: '
Governmental activity long-term liabilities  $ 0 0 0 0 0
Business-type Activities:
Bonds payable:
General obligation bonds 3 205,000 (50,000} 155,000 50,000
Revenue bonds 295266 0 {29,390) 265,876 30,752
Business-type activity long-term liabilities $ 500,266 0 {79,390) 420,876 80,752
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CITY OF LUCEDALE

Notes to Financial Statements
For the Year Ended September 30, 2006

.

Other Information.
A. Contingent Liabilities.

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

The City is party to legal proceedings, many of which occur in the normal course of
governmental operations. It is not possible at the present time to estimate the ultimate outcome
or liability, if any, of the City with respect to the various proceedings; however, the City’s legal
counsel believes that any ultimate liability resulting from these lawsuits will not have a material
adverse effect on the financial condition of the City.

B. Pension Plan.

Plan Description. The City of Lucedale contributes to the Public Employees’ Retirement System
of Mississippi (“PERS”), a cost-sharing, multiple-employer, defined benefit pensior: plan. PERS
provides retirement and disability benefits, annual cost-of-living adjustments, and death benefits
to plan members and beneficiaries. Benefit provisions are established by state law and may be
amended only by the State of Mississippi Legislature. PERS issues a publicly available financial
report that includes financial statements and required supplementary information. That
information may be obtained by writing to Public Employees’ Retirement System, PERS
Building, 429 Mississippi Street, Jackson, MS 39201-1005 or by calling (601) 359-3589 or
1-800-444-PERS.

Funding Policy. PERS members are required to contribute 7.25% of their annual covered salary
and the City of Lucedale is required to contribute at an actuarially determined rate. The current
rate is 10.75% of annual covered payroll. The contribution requirements of PERS’ members are
established and may be amended only by the State of Mississippi Legislature. The City of
Lucedale’s contributions to PERS for the years ending September 30, 2006, 2005 ard 2004 were
$117,604, $105,325 and $100,390 respectively, equal to the required contributions for each year.

C. Risk Management.
The City classifies risks of loss in the following categories: torts; theft of damage to and

destruction of assets; errors and omissions; injuries to employees; and natural disasters. Risk of
loss resulting from any of the above is mitigated through the purchase of commercial insurance.
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CITY OF LUCEDALE

REQUIRED SUPPLEMENTARY INFORMATION

Required supplementary information includes financial information and disclosures that are
required by the GASB but are not considered a part of the basic financial statements. Such
information includes:

Budgetary Comparison Schedule

Notes to the Required Supplementary Information
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City of Lucedale

Budgetary Comparison Schedule -
Budget and Actual (Non-GAAP Basis)
General Fund -

For the Year Ended September 30, 2006

REVENUES

Taxes

Licenses and permits

Fines and forfeitures
Intergovernmental revenues
Charges for services
Interest earned
Miscellaneous revenues

Total Revenues

EXPENDITURES

General government

Public safety

Bublic works

Health and welfare

Culture and recreation

Urban and economic development
Total Expenditures

Excess of Revenues
over (under) Expenditures

OTHER FINANCING SOURCES (USES)
Fire insurance proceeds
Transfers out
Federal assistance
Total Other Financing Sources and Uses
Net Change in Fund Balance
Fund Balances - Beginning

Fund Balances — Ending

$

Yariance with

Actual Final Budget

~ Original ~ Final (Budgetary Positive

Budget Budget Basis) {Negative)
269,550 285,981 285,981
138,200 167,550 167,550
65,000 63,082 63,082
1,669,000 2,265,262 2,265,262
138,250 145,001 145,001
30,000 43,983 43,983
53,188 85,386 85,386

2,363,188 3,056,245 3,056,245 0
427,525 399,386 399,386
1,204,969 1,103,948 1,103,948
798,040 1,140,213 1,140,213
3,200 3,200 3,200
123,695 115,166 115,166
71,100 64,163 64,163

2,628,529 2,826,076 2,826,076 0

(265,341) 230,169 230,169 0
(51,280) (51,280}
365,886 365,886

0 314,606 314,606 0

(265,341) 544,775 544,775 0

265,341 987,481 987,481 0

0 1,532,256 1,532,256 0

The accompanying notes to the Required Supplementary Information are an integral part of this statement.
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CITY OF LUCEDALE

Notes to the Required Supplementary Information
For the Year Endéd September 30, 2006

Budgetary Information.

Statutory requirements dictate how and when the county's budget is to be prepared.
‘Generally, in the month of August, prior to the ensuing fiscal year beginning each October 1,
the Board of Aldermen of the City, using historical and anticipated fiscal data and proposed
budgets submitted by the various department managers for their respective department,
prepares an original budget for each of the Governmental Funds for said fiscal year. The
completed budget for the fiscal year includes for each fund every source of revenue, each
general item of expenditure, and the unencumbered cash and investment balances. When
during the fiscal year it appears to the Board of Aldermen that budgetary estimates will not
be met, it may make revisions to the budget.

The City's budget is prepared principally on the cash basis of accounting. All appropriations
lapse at year-end, and there are no encumbrances to budget because state law does not
require that funds be available when goods or services are ordered, only when payment is
made.

Basis of Presentation.

The Budgetary Comparison Schedule - Budget and Actual (Non-GAAP Basis) presents the
original legally adopted budget, the final legally adopted budget, actual amounts on a
budgetary (Non-GAAP Basis) and variances between the final budget and the actual
amounts. The schedule is presented for the General Fund and each major fund.
Budget/GAAP Reconciliation.

The major differences between the budgetary basis and the GAAP basis are:

1. Revenues are recorded when received in cash.(budgetary) as opposed to when susceptible
to accrual (GAAP).

2. Expenditures are recorded when paid in cash (budgetary) as opposed to when susceptible
to accrual (GAAP).
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The following schedule reconciles the budgetary basis schedules to the GAAP basis financial
" statements for the General Fund and each major fund:

Governrnental
Fund Types
General
Fund
Net Change in Fund Balance — Budget (Cash Basis) $ 544,775

Increase (decrease):

Net adjustments for revenue accruals 112,981)
Net Change in Fund Balance GAAP Basis $ 531,794
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City of Lucedale
Schedule of Expenditures of Federal Awards
September 30, 2006 :

A

Federal Grant Agency or Federal
Federal Grantor/Pass-through Grantor/ CFDA Identification Pass-through Disbursements/
Program Title Number Number Number Expenditures
Major Programs:
U. S. Department of Homeland Security/Federal
Emergency Management Agency/Mississippi
Emergency Management Agency/Hurricane
Disaster Assistance 97.036 FEMA-1604-DR-MS FEMA-1604-DR-MS § 337,758
Total Major Programs 337,758
Non-Major Programs:
U.S. Department of Homeland Security/
MS Department of Public Safety/
ODP Homeland Security Grant Program 97.067 05HS239 05HS239 11,089
U.3. Dept. of Justice/MS Dept. of Public Safety
Hurricane Relief Grant 16.738 2006-DH-BX-0438 2006-DH-BX-0438 4,243
U.S. Department of Housing and Urban Dev./MS
Development Authority/Community Development
Block Grant/Water Tank Cleaning & Painting 14.228 1122-05-239-PF-01 1122-05-239-PF-01 256,700
Total Non-Major Prdgrams 312,032
Total Major and Non-Major Programs A 649.790

Basis of Presentation:

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of the City of Lucedale and is presented
on the modified accrual basis of accounting. The information in this schedule is presented in accordance with the requireinents of OMB
Circular A-133, dudits of States, Local Governments and Non-Profit Organizations. Therefore, some amounts presented in this schedule
may differ from amounts presented in, or used in the preparation of, the basic financial statements.
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Windham and Lacey, PLLC

Certified Public Accountants

2708 Old Brandon Road N Members:
Pearl, MS 39208 American Institute of CPAs
(601)939-8676 ‘ Mississippi Socicty of CPAs

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE
WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND
INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

Honorable Mayor and
Members of the Board of Aldermen
City of Lucedale, Mississippi

Compliance

We have audited the compliance of City of Lucedale, Mississippi, with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended
September 30, 2006. City of Lucedale, Mississippi's major federal programs are identified in the
summary of auditor's results section of the accompanying Schedule of Findings and Questioned Costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its
major federal programs is the responsibility of City of Lucedale, Mississippi's management. Our
responsibility is to. express an opinion on City of Lucedale, Mississippi's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct and
material effect on a major federal program occurred. An audit includes examining, on a test basis,
evidence about City of Lucedale, Mississippi's compliance with those requirements and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination on City of Lucedale,
Mississippi's compliance with those requirements.

In our opinion, City of Lucedale, Mississippi, complied, in all material respects, with the
requirements referred to above that are applicable to each of its major federal programs for the year
ended September 30, 2006.
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Internal Control Over Compliance

The management of City of Lucedale, Mississippi, is responsible for establishing and
maintaining effective internal control over compliance with requirements of laws, regulaticns, contracts
and grants applicable to federal programs. In planning and performing our audit, we considered City of
Lucedale, Mississippi's internal control over compliance with requirements that could have a direct and
material effect on a major federal program in order to determine our auditing procedures for the purpose
of expressing our opinion on compliance and to test and report on internal control over compliance in
aceordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that noncompliance with applicable requirements of laws, regulations,
contracts and grants that would be material in relation to a major federal program being audited may
occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. We noted no matters involving the intemal control over compliance and its
operation that we consider to be material weaknesses.

This report is intended solely for the information and use of management and federzl awarding

agencies and pass-through entities and is not intended to be and should not be used by anyone other than
these specified parties.

V/72e

Windham and Lacey, PLLC
January 9, 2007
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Windham and Lacey, PLLC

Certified Public Accountants

2708 Old Brandon Road Members:
Pearl, MS 39208 American Institute of CPAs

(601)939-8676 _ Mississippi Society of CPAs

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

Honorable Mayor and
Members of the Board of Aldermen
City of Lucedale, Mississippi

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information of City of Lucedale,
Mississippi, as of and for the year ended September 30, 2006 which collectively coraprise City
of Lucedale, Mississippi’s basic financial statements and have issued our report thereon dated
January 9, 2007. We conducted our audit in accordance with auditing standards gererally
accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered City of Lucedale, Mississippt's
internal control over financial reporting in order to determine our auditing procedures for the
purpose of expressing our opinion on the primary government financial statements and not to
provide an opinion on the internal control over financial reporting. Our consideration of the
internal contro! over financial reporting would not necessarily disclose all matters ir: the internal
control that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements caused by error or fraud in amounts that would be
material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
We noted no matters involving the internal control over financial reporting and its operation that
we consider to be material weaknesses.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether City of Lucedale, Mississippi's
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grant agreements, noncompliance with
which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to te reported
under Government Auditing Standards.

This report is intended solely for the information and use of management and is not
intended to be and should not be used by anyone other than this specified party.

W “_V&;?,/ZC
Windham & Lacey, PLLC

January 9, 2007
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Windham and Lacey, PLLC

Certified Public Accountants

2708 Old Brandon Road Members:
Pearl, MS 39208 ' . L . i American Institute of CPAs
(601)939-8676 ) ) Miss:ssippi Society of CPAs

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH STATE
LAWS AND REGULATIONS

Honorable Mayor and
Members of the Board of Aldermen
City of Lucedale, Mississippi

We have audited the financial statements of the governmental activities, the
business-type activities, each major fund and the aggregate remaining fund information
City of Lucedale, Mississippi, as of and for the year ended September 30, 2000, and have
issued our report thereon dated January 9, 2007. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the
procedures prescribed by the Office of the State Auditor, and accordingly, included such
tests of the accounting records and such other auditing procedures as we considered
necessary in the circumstances.

As required by the state legal compliance audit program prescribed by the Office
of the State Auditor, we have also performed procedures to test compliance with certain
state laws and regulations. Our procedures were substantially less in scope than an audit,
the cobjective of which is the expression of an opinion on the county's compliance with
these requirements. Accordingly, we do not express such an opinion.

With respect to the items tested, the results of those procedures and our audit of
the primary government financial statements disclosed no instances of noncompliance
with state laws and regulations.

This report is intended solely for the information and use of management ar.d
federal awarding agencies and pass-through entities and is not intended to be and should
not be used by anyone other than these specified parties.

Windham and Lacey, PLLC W

January 9, 2007
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CITY OF LUCEDALE

Schedule of Findings and Questioned Costs
For the Year Ended September 30, 2006

Section |: Summary of Auditor’s Results

Financial Statements:
1. Type of auditor’s report issued on the financial statements:
2.  Material noncompliance relating to the financial statements?
3. Internal control over financial reporting:
a. Material weaknesses identified?
b. Reportable conditions identified that are not considered to be
material weaknesses?
Federal Awards:
4.  Type of auditor’s report issued on compliance for major federal
programs:
5.  Internal control over major programs:
a. Material weaknesses identified?
b. Reportable conditions identified that are not considered to be
material weaknesses? -
6.  Any audit findings reported as required by Section _ .510(a) of

Circular A-1337
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CITY OF LUCEDALE

Schedule of Findings and duestioned Costs
For the Year Ended September 30, 2006

7. Federal programs identified as major programs:

Department of Homeland Security/Federal Emergency
Management Agency
Hurricane Disaster Assistance, CFDA #97.036

The dollar threshold used to distinguish between type A and type B
programs: $300,000

Auditee qualified as a low-risk auditee? No

8.  Pnor fiscal year audit findings and questioned cost relative to federal
awards which would require the auditee to prepare a summary
schedule of prior audit findings as discussed in Section __ .315(b)
of OMB Circular A-1337 No

Section 2: Financial Statement Findings

The results of our tests did not disclose any findings related to the financial statements that are required
to be reported by Government Auditing Standards.

Section 3: Federal Award Findings and Questioned Costs

The results of our tests did not disclose any findings and questioned costs related to federal awards.
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