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LARSON & ROSENBERGER 117

INDEPENDENT AUDITORS’ REPORT

November 23, 2010

Honorable Mayor
Members of the City Council
City of Santaquin, Utah

Mayor and Council Members:

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the
City of Santaquin, as of and for the year ended June 30, 2010, which collectively comprise the
City of Santaquin’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the City of Santaquin’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 Compiroller General of the United States. Those standards
require that we plan and perform the audit fo 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 of the City of Santaquin, as of June
30, 2010, and the respective changes in financial position and cash flows, where applicable, for
the year then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Governmment Auditing Standards, we have also issued a report dated
November 23, 2010, on our consideration of the City of Santaquin’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grants. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and
should be read in conjunction with this report in considering the results of our audit.
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The Management’s Discussion and Analysis beginning on page 5, the budgetary comparison
information beginning on page 47 and the supplement for the Modified Approach for
Infrastructure Reporting beginning on page 48 are not a required part of the basic financial
statements but is supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Santaquin’s basic financial statements. The combining non-
major fund financial statements beginning on page 52, are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The combining non-major
fund financial statements have been subjected to the auditing procedures applied in the audit of
the basic financial statements and, in our opinion, are fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

%*M}uﬂ

Larson & Rosenberger, LLP
Certified Public Accountants



MANAGEMENT’SDISCUSSION AND ANALY SIS



Santaquin City
M anagement’s Discussion and Analysis
June 30, 2010

As management of Santaquin City, we offer readers of the Santaquin City financial statements
this narrative overview and analysis of the financial activities of the City for the fiscal year ended
June 30, 2010. It is designed to provide an overview of the City's financial activity. Itisalso
intended to assist the reader in focusing on significant financid issues, including identifying
changesin the City's financial position (its ability to address the next and subsequent years
challenges), identifying any material deviations from the approved budget, and identifying
individual fund issues or concerns. We encourage readers to consider the information presented
here in conjunction with the City's financial statements.

FINANCIAL HIGHLIGHTS

The total net assets of Santaquin City decreased by $313,035 to $27,132,421. The
governmental net assets increased by $35,790 and the business-type net assets decreased
by $348,825.

The total net assets of $27,132,421 consist of $23,230,195 in capital assets net of related
debt and $3,902,226 in other net assets.

The General Fund (the primary operating fund) had a decrease in its fund balance of
$316,884.

REPORTING THE CITY ASAWHOLE

The discussion and analysisisintended to serve as an introduction to Santaguin City's basic
financial statements. Santaquin City'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 includes other supplementary information, in addition to the basic
financid statements.

The government-wide financial statements are designed to provide readers with a broad

overview of Santaquin City's finances, in a manner similar to the financia statements of a
private-sector business.

The statement of net assets presents information on all of Santaquin City's assets and
liabilities, with the difference between the two reported as net assets. Over time, increases
or decreases in net assets may serve as a useful indicator of whether the financial position
of Santaquin City isimproving or deteriorating. However, other non-financial factors
need to be considered.



The statement of activities presents information showing how the City's net assets
changed during the fiscal year reported. 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 all of the current year's revenues and expenses are taken into account
regardless of when cash isreceived or paid.

Both of the government-wide financial statements distinguish functions of Santaquin City that
are principally supported by taxes and intergovernmental revenues (governmental activities)
from other functions that are intended to recover all or asignificant portion of their costs through
user fees and charges (businesstype activities).

REPORTING THE CITY'SMOST SIGNIFICANT FUNDS

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

Governmental funds - these funds are used to account for the same functions reported as
governmental activitiesin the government-wide financia statements. These fund
statements focus on how money flows into and out of these funds and the balances | eft at
year-end that are available for spending. These funds are reported using an accounting
method called modified accrual accounting, which measures cash and other financia
assets that can be readily converted to cash. The governmental fund statements provide a
detailed, short-term view of the City's general government operations and the basic
servicesit provides. Governmental fund information helps users determine whether there
are more or fewer financia resources that can be spent in the near future to finance the
City's programs. We describe the relationship (or differences) between governmental
activities (reported in the Statement of Net Assets and the Statement of Activities) and
governmental fundsin areconciliation included with the fund financial statements.

The only major governmental funds(as determined by generally accepted accounting principles)
is the General Fund and the Capital Projects Fund. The other governmental funds are determined
to be non-major and are included in the combining statements within this report.

Proprietary funds - Santagquin City maintains one type of proprietary fund. Enterprise
funds are used to report the same functions presented as business-type activitiesin the
government-wide financial statements. Santaquin City uses enterprise fundsto account
for its Water Utility, Sewer Utility and Gas Utility. The City no longer offers gas
services. As determined by generally-accepted accounting principles all Santaquin City’s
enterprise funds meet the criteriafor major fund classification.



GOVERNMENT-WIDE FINANCIAL ANALYSIS

Asnoted earlier, net assets may serve over time as a useful indicator of a government's financial
position. In the case of Santaquin City, assets exceed liabilities by $27,132,421.

By far the largest portion of Santaquin City's net assets ($23,230,195) reflectsits investment in
capital assets (e.g., land, buildings, and machinery and equipment), less any related debt used to
acquire those assets that is still outstanding. The City uses these capital assets to provide services
to citizens; consequently, these assets are not available for future spending. Although the City's
investment in its capital assetsis reported net of related debt, it should be noted that the resources

needed to repay this debt must be provided from other sources, since the capital assets
themselves cannot be used to liquidate these liabilities.

The following two tables are summaries of the net assets and changes in net assets of Santaquin

City:
June 30, 2010 and 2009
Governmental Activities Business-type Activities Tota
2010 2009 2010 2009 2010 2009
Current and other assets $ 915157 $ 1,616,086 $ 2943048 $ 4484100 $ 3858205 $ 6,100,186
Capital assets 11,982,532 11,546,476 20,574,933 20,956,647 32,557,465 32,503,123
Total assets 12,897,688 13,162,561 23,517,981 25,440,747 36,415,669 38,603,309
Other liabilities 379,514 296,617 263,467 527,445 642,981 824,062
Long-term liabilities outstanding 1,504,545 1,888,106 8,228,159 8,519,936 9,732,704 10,408,042
Total liabilities 1,884,059 2,184,723 8,491,626 9,047,381 10,375,685 11,232,104
Net assets:
Invested in capital assets, net
of related debt 10,493,785 9,672,982 12,736,410 11,895,853 23,230,195 21,568,835
Restricted 622,489 841,283 2,505,147 4,677,697 3,127,636 5,518,980
Unrestricted (102,644) 463,575 877,234 (105,834) 774,590 357,741
Total net assets $ 11013630 $ 10977840 $ 16,118,791 $ 16,467,616 $ 27,132,421 $ 27,445,556

** Remaining part of page intentionally left blank**



Revenues:
Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions
General revenues:
Property taxes
Other taxes
Unrestricted investment earnings
Total revenues

Expenses:
General government
Public safety
Highways and public improvements
Sanitation
Parks, recreation and public property
Cemetery
Operating Expenses (Business Type)
Impact fee reimbursement
Interest Expense
Total expenses
Increase in net assets before transfers
Transfers
Increase in net assets
Net assets - beginning
Net assets - ending

Changesin Net Assets
June 30, 2010 and 2009

Governmental Activities Business-type Activities Total
2010 2009 2010 2009 2010 2009
$ 1281614 $ 1,197963 $ 1933993 $ 1667379 $ 3215607 $ 2,865,342
356,884 305,092 - - 356,884 305,092
262,881 201,168 687,600 1,781,972 950,481 1,983,140
1,607,221 1,569,226 - - 1,607,221 1,569,226
16,127 63,213 12,914 108,673 29,041 171,886
97,808 86,734 95,220 111,570 193,028 198,304
3,622,535 3,423,396 2,729,727 3,669,594 6,352,262 7,092,990
750,582 735,954 750,582 735,954
1,692,540 1,798,497 1,692,540 1,798,497
501,561 407,811 501,561 407,811
375,689 392,270 375,689 392,270
852,042 862,086 852,042 862,086
54,535 14,410 - - 54,535 14,410
- - 2,094,908 1,913,594 2,094,908 1,913,594
87,660 83,681 87,660 83,681
- - 255,781 41,001 255,781 41,001
4,226,949 4,211,027 2,438,349 2,038,276 6,665,298 5,848,387
(604,413) (787,631) 291,378 1,631,318 (313,035) 843,687
640,203 849,915 (640,203) (849,915) - -
35,790 62,284 (348,825) 781,403 (313,035) 843,687
10,977,840 10,915,556 16,467,616 15,686,213 27,445,456 26,601,769
$ 11013630 $ 10977,840 3 16,118,791 $ 16,467,616 $ 27,132,421 $ 27,445,456

FINANCIAL ANALYSISOF GOVERNMENT'SFUNDS

The focus of the City's governmental funds is to provide information on near-term inflows,

outflows, and balances of spendable resources. Such information is useful in assessing the City's

financing requirements.

As of June 30, 2010, the City's governmental funds (General, Capital Projects, Special Revenue
and Permanent Fund) reported combined fund equity of $706,552. This represents a decrease of
$767,841 from last year's ending balances.

The General Fund is the chief operating fund of the City. All activities which are not required to
be accounted for in separate funds, either by state or local ordinance or by a desire to maintain a

matching of revenues and expenses, are accounted for in this fund.

Taxes continue to be alarge source of revenue in the Genera Fund. The largest element of taxes
issalestax, asit has been for the last severd years.

As stated earlier, the City maintains several enterprise funds to account for the business-type

activities of the City. The separate fund statements included in this report provide the same

information for business-type activities as is provided in the government-wide financial
statements. However, the differenceis that the fund statements provide much more detail.



GENERAL FUND BUDGETARY HIGHLIGHTS

During the fiscal year, the General Fund original budget was amended from an original budget
expenditure total of $4,198,257 to afinal budget of $3,864,966. This decrease was made to
coincide with the lack of General Fund revenues.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital assets- Santaquin City'sinvestment in capital assets for its governmental and
business-type activities as of June 30, 2010 amounts to $23,230,195 (net of accumulated
depreciation). Thisinvestment in capital assetsincludes land, buildings, systems, improvements,
machinery and equipment, and infrastructure.

Major capital asset events during thisfiscal year included the following:

Completion of the Summit Ridge Well Upgrade
Completion of the Sunset Trail Park — Summit Ridge
500 S Culinary Water Line

Long-term debt - At June 30, 2010 the City had total long-term debt outstanding of $9,732,704.
Of thisamount, $678,815 is due within 12 months of the fiscal year.

Additional information on the outstanding debt obligations of the City can be found in the
footnotes to this report.

ECONOMIC FACTORSAND NEXT YEAR'SBUDGET AND RATES

The General Fund budget for fiscal year ending June 30, 2011 reflects an increase of
approximately 8.0% over the final budget for the fiscal year ended June 30, 2010.

Some capital improvements budgeted for in the FY 2011 budget include:

400 East Property Purchase/Project
City website upgrade
Ahlin Pond water line

REQUESTSFOR INFORMATION

This financial report is designed to provide a general overview of Santaquin City's finances for
all those with an interest in the City's finances. Questions concerning any information provided
in this report or requests for additional financial information should be addressed to: City
Recorder, Santaquin City, 45 West 100 South Santaquin, UT 84655
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Santaquin City
STATEMENT OF NET ASSETS
June 30, 2010

Primary Government

Governmental Business-type
Activities Activities Totals
ASSETS
Cash and cash equivalents $ 536,987 $ 249,103 $ 786,090
Receivables:

Trade accounts (net of allowance) 107,428 277,055 384,483
Internal balances (84,103) 84,103 -
Restricted Assets:

Cash and cash equivalents 354,844 2,332,787 2,687,631
Capital assets (net of accumulated depreciation):

Buildings 3,460,409 - 3,460,409

Improvements other than buildings - 19,838,199 19,838,199

Equipment 639,623 85,206 724,829
Capital assets (not being depreciated):

Land 617,660 124,032 741,692

Water shares - 527,496 527,496

Infrastructure 7,264,840 - 7,264,840

Constructionin progress - 1,022,311 1,022,311

Total assets 12,897,688 24,540,292 37,437,980
LIABILITIES
Accrued liabilities 208,605 226,307 434,912
Compensated absences 170,909 37,160 208,069
Bond issuance costs (net of amortization) - (70,125) (70,125)
Closure and post closure liabilities 15,798 - 15,798
Noncurrent Liabilities:

Due within one year 357,257 321,558 678,815
Due in more than one year 1,131,490 7,906,601 9,038,091

Total liabilities 1,884,059 8,421,501 10,305,560
NET ASSETS
Invested in capital assets, net of related debt 10,493,785 12,736,410 23,230,195
Restricted for:

Parks and recreation 28,550 - 28,550

Bond requirements - 832,765 832,765

Water assessments - 287,863 287,863

Impact fees 577,066 260,147 837,213

Money in lieu of water - 1,124,372 1,124,372

Liabilities 16,873 - 16,873
Unrestricted (102,645) 877,234 774,589
Total net assets $ 11,013,629 $ 16,118,791 $ 27,132,420

The notes to the financial statements are an integral part of this statement.
13



Function/Programs
Primary government:
Governmental activities:
General government
Public safety
Highways and public improvements
Sanitation
Parks, recreation, and public property
Cemetery
Total governmental activities

Business-type activities
Water
Sewer
Total business-type activities
Total primary government

(The Statement of activities
continues on following page

Santaquin City
STATEMENT OF ACTIVITIES
June 30, 2010

Net
Program Revenues (Expense)
Operating Capita Revenue
Charges for Grants and Grantsand (to Next
Expenses Services Contributions Contributions Page)

$ 750582 $ 264222 $ - $ 262,831 $ (223479
1,692,540 294,695 - - (1,397,845)
501,561 173,884 328,436 - 759
375,689 428,376 - - 52,687
852,042 107,937 28,448 - (715,657)
54,535 12,500 - - (42,035)
4,226,949 1,281,614 356,884 262,881 (2,325,569)
1,685,812 1,336,285 - 415,000 65,473
752,537 597,708 - 272,600 117,771
2,438,349 1,933,993 - 687,600 183,244
$6,665,298 $ 3215607 $ 356,884 $ 950,481 (2,142,325)

The notes to the financial statements are an integral part of this statement.
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CHANGESIN NET ASSETS:

Net (expense) revenue
(from previous page)
General revenues:
Taxes
Unrestricted investment earnings
Miscellaneous
Transfers
Total general revenuesand transfers
Change in net assets
Net assets - beginning
Net assets - ending

Santaquin City
STATEMENT OF ACTIVITIES (continued)
June 30, 2010

Governmental  Business-type

Activities Activities Total
$ (2,325,569) $ 183244 $ (2,142,325)
1,607,221 - 1,607,221
16,127 12,914 29,041
97,808 95,220 193,028

640,203 (640,203) -

2,361,359 (532,069) 1,829,290
35,790 (348,825) (313,035)
10,977,840 16,467,616 27,445,456
$ 11013630 $ 16,118791 $ 27,132,421

The notes to the financial statements are an integral part of this statement.
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Santaquin City
BALANCE SHEET — GOVERNMENTAL FUNDS
June 30, 2010

Other Totd
General Capital Projects Governmental ~ Governmental
Fund Fund Funds Funds
ASSETS
Cash and cash equivaents $ 515058 $ 21929 $ - $ 536,987
Accountsreceivable
Trade accounts (net of allowance) 107,428 - - 107,428
Due from other funds 39,644 28,071 394,986 462,701
Restricted assets:
Cash and cash equivalents 45,423 - 309,421 354,844
Total assets $ 707553 $ 50,000 $ 704407 $ 1,461,960
LIABILITIESAND FUND BALANCES
Liabilities
Accrued liabilities $ 208085 % - $ 520 % 208,605
Due to other funds 420,650 - 126,154 546,804
Total liabilities 628,735 - 126,674 755,409
Fund balances:
Reserved for:
Parks and recreation 28,550 - - 28,550
Impact fees and grants - - 577,066 577,066
Liabilities 16,873 - - 16,873
Designated for:
Senior citizens - - 667 667
Capita projects - 50,000 - 50,000
Other 39,400 - - 39,400
Undesignated (6,005) - - (6,005)
Total fund baances 78,819 50,000 577,733 706,552
Totd liabilitiesand fundbalances $ 707554  $ 50,000 $ 704407 $ 1,461,961

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

STATEMENT OF REVENUES, EXPENDITURES, AND

CHANGESIN FUND BALANCE —GOVERNMENTAL FUNDS

June 30, 2010

Other Total
Generdl Capita Projects Governmental Governmental
Fund Fund Funds Funds
REVENUES
Taxes $ 1607221 $ - - $ 1,607,221
Licensesand permits 252,340 - - 252,340
I ntergovernmental revenues 328,436 - 28,448 356,884
Charges for services 850,220 - 5,170 855,390
Fines and forfeitures 173,884 - - 173,884
I nterest income 16,127 - - 16,127
Miscellaneous 97,428 - 380 97,808
Total revenues 3,325,656 - 33,998 3,359,654
EXPENDITURES
Current:
General government 928,992 - - 928,992
Public safety 1,429,347 112,047 161,466 1,702,860
Highways and public improvements 437,444 83,729 - 521,173
Parks, recreation and public property 631,270 361,198 456,817 1,449,285
Sanitation 374,503 - - 374,503
Cemetery 53,766 - - 53,766
Total expenditures 3,855,322 556,974 618,283 5,030,579
Excess revenues over (under)
expenditures (529,666) (556,974) (584,285) (1,670,925)
OTHER FINANCING SOURCES (USEYS)
Transfersin 1,043,789 314,510 112,912 1,471,211
Transfers out (831,008) - - (831,008)
Impact fees - - 262,881 262,881
Tota other financing sources and uses 212,781 314,510 375,793 903,084
Excess of revenues and other sources
over (under) expenditures and other uses (316,885) (242,464) (208,492) (767,841)
Fund balances - beginning of year 395,703 292,464 786,225 1,474,392
Fund balances - end of year $ 78819 $ 50,000 $ 577,733 $ 706,552

The notes to the financial statements are an integral part of this statement.
17



Santaquin City
RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS
June 30, 2010

Total Fund Balances for Governmental Funds $ 706,552

Amounts reported for governmental activitiesin the statement of net assetsare
different because:

Capital assets used in governmental activities are not financial resources and, therefore,
are not reported in the funds. 11,982,532

Long-term liabilities, including bonds payabl e, | eases payabl e and compensated

absences are not due and payable in the current period and therefore are not reported
in the funds. (1,659,656)

Total Net assetsof governmental activities $ 11,029,428

The notes to the financial statements are an integral part of this statement.
18



Santaquin City

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES

AND CHANGESIN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES
June 30, 2010

Net changesin fund balances - total governmental funds

Amountsreported for governmental activitiesin the statement of activitiesare
different because:

Governmental funds report capital outlays as expenditures. However, in the
datement of activitiesthe cost of those assetsisallocated over their estimated
useful lives and reported as depreciation expense. Thisisthe amount by which
depreciation exceeded capital outlaysin the current period.

Repayment of bond principal is an expenditure in the governmental funds, but
the repayment reduces long-term ligbilities in the statement of net assets.

Some expenses reported in the statement of activities do not require the use of

current financial resources and, therefore, are not reported as expendituresin
governmental funds. This represents the change in compensated absences payabl e and
closure and post closure cod liability.

Changein net assets of gover nmental activities

The notes to the financial statements are an integral part of this statement.
19
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ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable:
Trade accounts
Allowance for doubtful accounts
Due from other funds
Restricted Assets:
Restricted cash and cash equivalents
Total current assets

Non-current assets:
Land
Buildings
Less: Accumulated depreciation
Improvements other than buildings
Less: Accumulated depreciation
Machinery and equipment
Less: Accumulated depreciation
Water shares
Construction in progress
Total noncurrent assets
Total assets

LIABILITIES
Current liabilities:
Accrued liabilities
Compensated absences
Due to other funds
Current portion of long term debt
Total current liabilities

Noncurrent liabilities:
Bonds payable
Unamortized bond costs
Accumulated amortization
Total noncurrent liabilities

Total liabilities

Net Assets:

Invested in capital assets, net of related debt

Reserved for:

Money in lieu of water

Bond requirements

Water assessaments

Impact fees
Unreserved

Total net assets

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

Santaquin City
STATEMENT OF NET ASSETS—-PROPRIETARY FUNDS

June 30, 2010
Total
Water Sewer Gas Enterprise
Fund Fund Fund Funds

$ 166,078 $ 83,025 $ - 249,103
221,913 67,842 - 289,755
(12,700) - - (12,700)
527,232 - - 527,232
2,135,036 197,751 - 2,332,787
3,037,559 348,618 - 3,386,177
14,032 110,000 - 124,032
211,292 - - 211,292
(211,292) - - (211,292)
18,689,659 9,963,530 - 28,653,189
(3,987,669) (4,827,321) - (8,814,990)
200,555 212,146 - 412,701
(200,555) (126,940) - (327,495)
527,496 - - 527,496
- 1,022,311 - 1,022,311
15,243,518 6,353,726 - 21,597,244
18,281,077 6,702,344 - 24,983,421
222,814 3,493 - 226,307
18,580 18,580 - 37,160
- 443,129 - 443,129
197,000 124,558 - 321,558
438,394 589,760 - 1,028,154
6,347,000 1,559,601 - 7,906,601
(82,500) - - (82,500)
12,375 - - 12,375
6,276,875 1,559,601 - 7,836,476
6,715,269 2,149,361 - 8,864,630
9,334,532 3,845,007 - 13,179,539
1,124,372 - - 1,124,372
635,014 197,751 - 832,765
287,863 - - 287,863
260,147 - - 260,147
(76,120) 510,225 - 434,105
$ 11565808 $ 4552983 $ - 16,118,791
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Santaquin City
STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN FUND NET ASSETS—-PROPRIETARY FUNDS
June 30, 2010

Total
Water Sewer Gas Enterprise
Fund Fund Fund Funds
Operating revenues:
Charges for sales and services $ 1,336,285 $ 597,708 % - $ 1,933,993
Miscellaneous 83,230 11,990 - 95,220
Total operating revenues 1,419,515 609,698 - 2,029,213
Operating expenses:
Salaries and wages 132,866 132,867 - 265,733
Employee benefits 26,388 32,448 - 58,836
Materials and supplies 85,695 48,253 - 133,948
Depreciation 968,064 433,261 - 1,401,325
Amortization 4,125 - - 4,125
Utilities and telephone 120,020 47,972 - 167,992
Transfer and distribution 30,871 2,494 - 33,365
Professional services 10,978 9,360 - 20,338
Travel and training 7,981 1,265 - 9,246
Total operating expenses 1,386,988 707,920 - 2,094,908
Operating income 32,527 (98,222) - (65,695)
Nonoperating revenues (expenses):
Interest income 12,719 195 - 12,914
Impact fees collected 215,000 272,600 - 487,600
Impact fees reimbursed (67,500) (20,160) - (87,660)
Interest expense (231,324) (24,457) - (255,781)
Grant revenue 200,000 - - 200,000
Total nonoperating revenues (ex penses) 128,895 228,178 - 357,073
Other Financing Sour ces (Uses)
Trandersin 477,672 - 248,665 726,337
Transfers out (1,138,384) (228,156) - (1,366,540)
Total other financing sources (uses) (660,712) (228,156) 248,665 (640,203)
Net income (10ss) (499,290) (98,200) 248,665 (348,825)
Change in net assets (499,290) (98,200) 248,665 (348,825)
Total net assets - beginning 12,065,098 4,651,183 (248,665) 16,467,616
Total net assets - ending $ 11565808 $ 4,552,983 % - $ 16,118,791

The notes to the financial statements are anintegral part of this statement.
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STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS
June 30, 2010

Total
Water Sewer Gas Enterprise
Fund Fund Fund Funds
Cash Flows From Operating Activities
Receipts from customers $ 139656 $ 594290 $ 523 $ 1,991,469
Other cash receipts 83,230 11,990 - 95,220
Payments to suppliers (466,522) (109,485) (22) (576,029)
Payments to employees (177,966) (177,966) (21,475) (377,407)
Net cash provided (used) by
operating activities 835,398 318,829 (20,974) 1,133,253
Cash Flows From Non-Capital and Related
Financing Activities
Transfersin 477,672 - 248,665 726,337
Transfers out (1,138,384) (228,156) - (1,366,540)
Net cash provided (used) by non-capital
and related financing activities (660,712) (228,156) 248,665 (640,203)
Cash Flows From Capital and Related
Financing Activities
Decrease (increase) in internal balances (48,877) (77,819) (227,691) (354,387)
Proceeds from capital grants 200,000 - - 200,000
Payment on notes and bonds payable (171,000) (120,777) - (291,777)
Impact fees collected 215,000 272,600 - 487,600
Impact fees reimbursed (67,500) (20,160) - (87,660)
Interest paid on debt (231,324) (24,457) - (255,781)
System improvements and asset purchases (871,184) (1,170,738) - (2,041,922)
Net cash provided (used) by capital
and related financing activities (974,885) (1,141,351) (227,691) (2,343,927)
Cash Flows From Investing Activities
Interest income 12,719 195 - 12,914
Net cash provided (used) by
investing activities 12,719 195 - 12,914
Net increase (decrease) in cash and
cash equivalents (787,480) (1,050,483) - (1,837,963)
Cash and cash equivalents, July 1 3,088,594 1,331,259 - 4,419,853
Cash and cash equivalents, June 30 $ 2301114 $ 280,776 $ - $ 2,581,890

The notes to the financial statements are anintegral part of this statement.
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Santaquin City

STATEMENT OF CASH FLOWS (continued)

Reconciliation of operatingincome to
net cash provided (used) by operating
activities:
Operating income
Adjustments to reconcile operating
income to net cash provided (used) by
operating activities:
Depreciation expense
Amortization expense
(Increase) decrease in accounts receivable
Increase (decrease) in accrued liabilities

Increase (decrease) in compensated absences
Total adjustments

Net cash provided (used) by
operating activities

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

June 30, 2010

Total
Water Sewer Gas Enterprise
Fund Fund Fund Funds
$ 32527 $ (98,222) $ - $ (65,695)
968,064 433,261 - 1,401,325
4,125 4,125
60,371 (3,418) 523 57,476
(210,977) (141) (22) (211,140)
(18,712) (12,651) (21,475) (52,838)
802,871 417,051 (20,974) 1,198,948
$ 835398 $ 318,829 $ (20,974) $ 1,133,253
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Santaquin City
NOTESTO THE FINANCIAL STATEMENTS
June 30, 2010

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City complies with generally accepted accounting principles (GAAP). GAAP includes all relevant
Governmental Accounting Standards Board (GA SB) pronouncements. In the government-wide financia
statements and the fund financial statements for the proprietary funds, Financia Accounting Standards
Board (FASB) pronouncements and Accounting Principles Board (APB) opinionsissued on or before
November 30, 1989, have been applied unless those pronouncements conflict with or contradict GASB
pronouncements, in which case, GASB prevails. For enterprise funds, GASB Statement Nos. 20 and 34
provide the City the option of electing to apply FASB pronouncementsissued after November 30, 1989.
The City has elected not to apply those pronouncements. The accounting and reporting framework and the
more significant accounting policies are discussed in subsequent subsections of this Note.

1.A.  FINANCIAL REPORTING ENTITY

Santaquin City is a political subdivision of the State of Utah. The City is governed by a mayor and an
elected board of five council members. The financia statements of Santaquin City may include those of
separately administered organizations that are controlled by or are dependent on the City. Control or
dependence is determined on the basis of financial interdependence, selection of governing authority,
designation of management ability to significantly influence operations and accountability for fiscal
matters. Using these criteria no potential component units are included in the City’ s financial statements.

The accounting policies of Santaquin City, Utah, conform to generally accepted accounting principles as
applicable to governmental units. The following is a summary of the more significant of such policies.

The City' sfinancial reporting entity comprises the following:

Primary Government: City of Santaguin
Component Units: None

1.B. BASISOF PRESENTATION

Government-wide Financial Statements:

The Statement of Net Assets and Statement of Activities display information about the reporting
government as awhole. They include all funds of the reporting entity except for fiduciary funds. The
statements distinguish between governmental and business-type activities. Governmental activities
generaly are financed through taxes, intergovernmental revenues, and other non-exchange revenues.
Businesstype activities are financed in whole or in part by fees charged to external parties for goods or
services.

Fund Financial Statements:

Fund financia statements of the reporting entity are organized into funds, each of which is considered to
be separate accounting entities. Each fund is accounted for by providing a separate set of self-balancing
accounts that constitute its assets, liabilities, fund equity, revenues, and expenditure/expenses. Funds are
organized into three major categories. governmental, proprietary, and fiduciary. An emphasisis placed on
major funds within the governmental and proprietary categories. A fund is considered mgjor if it isthe
primary operating fund of the City or meets the following criteria:
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a. Total assets, liabilities, revenues, or expenditures/expenses of that individual
governmental or enterprise fund are at least 10 percent of the corresponding tota for
al funds of that category or type; and

b. Tota assets, liabilities, revenues, or expenditures/expenses of the individual
governmental fund or enterprise fund are at least 5 percent of the corresponding total
for all governmental and enterprise funds combined.

The funds of the financial reporting entity are described below:
Governmental Funds

General Fund

The General Fund is the primary operating fund of the City and aways classified as
amajor fund. It isused to account for all activities except those legally or

administratively required to be accounted for in other funds.

Specia Revenue Funds

Specia Revenue Funds are used to account for the proceeds of specific revenue
sources that are legally restricted to expenditures for certain purposes.

Capital Project Fund
The Capital Project Fund is used to account for resources designated for the
acquisition or construction of specific capital projects or items. The reporting entity
includes only one Capital Project Fund and it is used to account for the acquisition
of capital assets with transfers made from the General Fund.

Permanent Fund
The Permanent Fund accounts for assets held by the City pursuant to a trust
agreement. The principle portion of this fund type must remain intact, but the
earnings may be used for perpetual care of the cemetery.

Proprietary Fund

Enterprise Fund

Enterprise funds are used to account for business-like activities provided to the
general public. These activities are financed primarily by user charges and the
measurement of financial activity focuses on net income measurement similar to the
private sector. The reporting entity includes the water, sewer, and gas funds.
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Major and Non-major Funds
The funds are further classified as magjor or non-mgjor as follows:

Fund Brief Description

Major:

Generd See above for description.

Capital Projects See above for description.

Enterprise Funds:

Water and Sewer Accounts for revenues and expenditures of
water, sewer and gas utilities.
Nonmajor:
Special Revenue Funds:
Senior Citizens Special Revenue Funds are used to account for
the proceeds of specific revenue sources that
arelegally restricted to expenditures for certain
purposes.
Internet Grant See above for description
Library Grant See above for description
Redevel opment Agency See above for description
Park Impact Fees See above for description
Capital Projects Fund See above for description
Permanent Fund:

Cemetery Perpetua Care See above for description
Enterprise Fund

Gas See above for description

1.C. MEASUREMENT FOCUSAND BASISOF ACCOUNTING

Measurement focus is aterm used to describe “which” transactions are recorded within the various
financial statements. Basis of accounting refersto “when” transactions are recorded regardl ess of the
measurement focus applied.

Measurement Focus
On the government-wide Statement of Net Assets and the Statement of Activities, both governmental and

business-like activities are presented using the economic resources measurement focus as defined in item
b. below.

In the fund financial statements, the “current financia resources’ measurement focus or the “economic
resources’ measurement focus is used as appropriate;

a.  All governmenta funds utilize a* current financial resources’ measurement focus. Only
current financia assets and liabilities are generally included on their balance sheets. Their
operating statements present sources and uses of available spendable financia resources
during a given period. These funds use fund balance as their measure of available spendable
financial resources at the end of the period.

b.  The proprietary fund utilizes an “economic resources’ measurement focus. The accounting
objectives of this measurement focus are the determination of operating income, changesin
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net assets (or cost recovery), financial position, and cash flows. All assets and liabilities
(whether current or noncurrent) associated with their activities are reported. Proprietary fund
equity is classified as net assets.

c.  Agency funds are not involved in the measurement of results of operations; therefore,
measurement focus is not applicable to them.

Basis of Accounting

In the government-wide Statement of Net Assets and Statement of Activities, both governmental and
business-like activities are presented using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized when earned and expenses are recorded when the liability isincurred
or economic asset used. Revenues, expenses, gains, losses, assets, and liabilities resulting from exchange
and exchange-like transactions are recognized when the exchange takes place.

In the fund financial statements, governmental funds and agency funds are presented on the modified
accrual basis of accounting. Under this modified accrual basis of accounting, revenues are recognized
when “measurable and available.” M easurable means knowing or being able to reasonably estimate the
amount. Available means collectible within the current period or within sixty days after year end.
Expenditures (including capital outlay) are recorded when the related fund liability isincurred, except for
general obligation bond principal and interest which are reported when due.

All proprietary funds utilize the accrual basis of accounting. Under the accrual basis of accounting,
revenues are recognized when earned and expenses are recorded when the liability isincurred or
economic asset used.

1.D. ASSETS, LIABILITIES, AND EQUITY

Cash and I nvestments

For the purpose of the Statement of Net Assets, “cash, including time deposits’ includes al demand,
savings accounts, and certificates of deposits of the City. For the purpose of the proprietary fund
Statement of Cash Flows, “cash and cash equivalents’ include all demand and savings accounts, and
certificates of deposit or short-term investments with an original maturity of three months or less.
Investments of the promissory note trustee accounts are not considered cash equivalents.

Investments are reported at amortized cost. Fair value is based on quoted market price. Additional cash
and investment disclosures are presented in Notes 2.B. and 3.A.

I nterfund Receivables and Payables

During the course of operations, numerous transactions occur between individual funds that may result in
amounts owed between funds. Those related to goods and services type transactions are classified as “ due
to and from other funds.” Short-term interfund loans are reported as “interfund receivables and payables.”
Long-term interfund loans (noncurrent portion) are reported as “ advances from and to other funds.”
Interfund receivables and payabl es between funds within governmental activities are eliminated in the
Statement of Net Assets. See Note 3.G. for details of interfund transactions, including receivables and
payables at year-end.

Receivables

In the government-wide statements, receivables consist of all revenues earned at year-end and not yet
received. Allowances for uncollectible accounts receivable are based upon historical trends and the
periodic aging of accounts receivable. Major receivable balances for the governmental activitiesinclude;
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property taxes, salestaxes, and class“C” road funds. Business-type activities report utilities as their major
receivables.

In the fund financial statements, material receivables in governmental funds include revenue accruals
such as sales tax, franchise tax, and grants and other similar intergovernmental revenues since they are
usually both measurable and available. Non-exchange transactions collectible but not available are
deferred in the fund financial statementsin accordance with modified accrual, but not deferred in the
government-wide financial statementsin accordance with the accrual basis. Interest and investment
earnings are recorded when earned only if paid within 60 days since they would be considered both
measurable and available. Proprietary fund material receivables consist of al revenues earned at year-end
and not yet received. Utility accounts receivable and interest earnings compose the majority of proprietary
fund receivables. Allowances for uncollectible accounts receivabl e are based upon historical trends and
the periodic aging of accounts receivable.

Fixed Assets

The accounting treatment over property, plant, and equipment (fixed assets) depends on whether the
assets are used in governmental fund operations or proprietary fund operations and whether they are
reported in the government-wide or fund financial statements.

Government-wide Statements

In the government-wide financial statements, fixed assets are accounted for as capital assets. All fixed
assets are valued at historical cost or estimated historical cost if actual is unavailable, except for donated
fixed assets which are recorded at their estimated fair value at the date of donation.

Depreciation of al exhaustible fixed assetsis recorded as an allocated expense in the Statement of
Activities, with accumulated depreciation reflected in the Statement of Net Assets. Depreciation is
provided over the assets' estimated useful lives using the straight-line method of depreciation. The range
of estimated useful lives by type of asset is as follows:

Governmental Business-Type
Activities Activities
Description Estimated Lives Estimated Lives
Buildings and Improvements 30-45 years 30-45 years
Machinery and Equipment 10-15 years 10-15 years
Vehicles 5-10 years 5-10 years

Fund Financial Statements

In the fund financial statements, fixed assets used in governmentd fund operations are accounted for as
capital outlay expenditures of the governmenta fund upon acquisition. Fixed assets used in proprietary
fund operations are accounted for the same as in the government-wide statements.

Restricted Assets

Restricted assets consist of various cash balances that are restricted asto their use. Certain cash balances
are restricted by provisions of the bond resolutions. These include the bond, and emergency repairs
accounts in the enterprise funds. Customer deposits and Impact and other fees are also restricted in the
enterprise funds. Class C Road revenue not spent is restricted in the general fund to be used for future
roadwork and funds are held for the fire department to be used for future expenditures.
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Long-term Debt
The accounting treatment of long-term debt depends on whether the assets are used in governmental fund
operations or proprietary fund operations and whether they are reported in the government-wide or fund
financial statements.

All long-term debt to be repaid from governmental and business-type resourcesis reported as liabilitiesin
the government-wide statements. The long-term debt consists primarily of bonds payable, capital |eases
payable and accrued compensated absences.

Long-term debt for governmental fundsis not reported as liabilities in the fund financial statements. The
debt proceeds are reported as other financing sources and payment of principle and interest reported as
expenditures. The accounting for proprietary fund isthe samein the fund statements asit isin the
government-wide statements.

Compensated Absences

It isthe City’s policy to permit employees to accumulate earned but unused vacation and sick pay
benefits. No liahility is reported for unpaid accumulated sick leave. The liability for these compensated
absences is recorded as long-term debt in the government-wide statements. The current portion of this
debt is estimated based on historical trends. In the fund financia statements, governmental funds report
only the compensated absence liability payable from expendable available financial resources, whilethe
proprietary funds report the liability asit isincurred.

Equity Classifications

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

a Invested in capital assets, net of related debt—Consists of capital assetsincluding
restricted capitd assets, net of accumulated depreciation and reduced by the outstanding
balances of any bonds, mortgages, notes, or other borrowings that are attributable to the
acquisition, construction, or improvement of those assets.

b. Restricted net assets—Consists of net assets with constraints placed on the use either by
(1) external groups such as creditors, grantors, contributors, or laws or regul ations of
other governments; or (2) law through constitutional provisions or enabling legislation.

C. Unrestricted net assets—Al|l other net assets that do not meet the definition of “restricted”
or “invested in capital assets, net of related debt.”
Fund Statements

Governmental fund equity is classified as fund balance. Fund balance is further classified as reserved and
unreserved, with unreserved further split between designated and undesignated. Proprietary fund equity is
classified the same as in the government-wide statements. See Note 3.H. for additional disclosures.

1.E. REVENUES, EXPENDITURES AND EXPENSES

Property taxes, franchise taxes, licenses, interest and specia assessments are susceptible to
accrual. Sales taxes collected and held by the state at year-end on behalf of the City are a'so
recognized as revenue. Other receipts and taxes become measurable and available when cash is
received by the City and are recognized as revenue at that time.
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Entitlements and shared revenues are recorded at the time of receipt or earlier if the susceptible to accrual
criteriaare met. Expenditure-driven grants are recognized as revenue when the qualifying expenditures
have been incurred and all other grant requirements have been met.

Property taxes are based on the assessments against property owners. Tax levies on such assessed values
are certified to Utah County prior to the commencement of the fiscal year. Property taxes become alien
on January 1 and are levied on the first Monday in August. Taxes are due and payable on November 1,
and are delinquent after November 30 of each year. Property taxes are collected by the Utah City
Treasurer and remitted to the City shortly after collection.

Sales taxes are collected by the Utah State Tax Commission and are remitted to the City
monthly.

Operating Revenues and Expenses

Operating revenues and expenses for proprietary funds are those that result from providing services and
producing and delivering goods and/or services. It also includes all revenue and expenses not related to
capital and related financing, noncapital financing, or investing activities.

Expenditures/Expenses
In the government-wide financial statements, expenses are classified by function for both governmental
and business-type activities.

In the fund financial statements, expenditures are classified as follows:
Governmental Funds—By Character:

Current (further classified by function)
Debt Service
Capital Outlay

Proprietary Fund—BYy Operating and Non-operating

In the fund financial statements, governmental funds report expenditures of financial resources.
Proprietary funds report expenses relating to use of economic resources.

Interfund Transfers

Permanent reallocation of resources between funds of the reporting entity is classified as interfund
transfers. For the purposes of the Statement of Activities, al interfund transfers between individual
governmenta funds have been eliminated.

** Remaining part of page intentionally left blank **
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NOTE 2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

By its nature as a local government unit, the City is subject to various federal, state, and local laws and
contractual regulations. An anaysis of the City’ s compliance with significant laws and regul ations and
demonstration of its stewardship over City resources follows.

2.A. FUND ACCOUNTING REQUIREMENTS

The City complies with al state and local laws and regulations requiring the use of separate funds. The
legally required funds used by the City include the following:

Fund Required By
General Fund State Law

2.B. DEPOSITSAND INVESTMENTSLAWSAND REGULATIONS

The City maintains a cash and investment pool that is available for use by all funds. In addition,
investments are separately held by several of the City funds. Deposits are not collateralized, nor
are they required to be by State statute.

The City follows the requirements of the Utah Money Management Act (Utah Code Annotated 1953,
Section 51, Chapter 7) in handling its depository and temporary investment transactions. Thislaw
requires the deposit of City fundsin a"qualified depository." The Act defines a"qualified depository" as
any financial institution whose deposits are insured by an agency of the federal government and which
has been certified by the Commissioner of Financia Institutions as meeting the requirements of the Utah
Money Management Act and adhering to the rules of the Utah Money Management Council.

The Utah Money Management Act also defines the types of securities allowed as appropriate temporary
investments for the City and the conditions for making investment transactions. Investment transactions
are to be conducted through qualified depositories or primary reporting deders.

Certain assets are restricted by provisions of the revenue bond resolutions. The resolutions a so describe
how these restricted assets may be deposited and invested. Restricted cash may only be deposited in state
or national banks meeting certain minimum net worth requirements or invested in securities representing
direct obligations of or obligations guaranteed by the U.S. government, agencies of the U.S. government,
any state within the territorial United States of America, repurchase agreements or interest bearing time
deposits with state or national banks meeting certain minimum net worth requirements, or certain other
investments.

Statutes authorize the City to invest in negotiable or non-negotiable deposits of qualified depositories and
permitted negotiabl e depositories; repurchase and reverse repurchase agreements; commercial paper that
isclassified as “first tier” by two nationally recognized statistical rating organizations, one of which must
be Moody’ s Investor Services or Standard & Poor’ s bankers' acceptances; obligations of the United
States Treasury including bills, notes, and bonds; bonds, notes, and other evidence of indebtedness of
political subdivisions of the State; fixed rate corporate obligations and variable rate securitiesrated “A” or
higher, or the equivalent of “A” or higher, by two nationally recognized statistical rating organizations,
shares or certificates in amoney market mutual fund as defined by the Act; and the Utah Public
Treasurers Investment Fund.
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The Utah Public Treasurers Investment Fund (PTIF) is an externa deposit and investment pool wherein
governmental entities are able to pool the monies from several entities to improve investment efficiency
and yield. These moneys are invested primarily in money market securities and contain no withdrawal
restrictions. As such, the moneys invested in this fund are not insured and are subject to the same market
risks as any similar investment in money market funds.

2.C. REVENUE RESTRICTIONS

The City has various restrictions placed over certain revenue sources from state or local requirements.
The primary restricted revenue sources include:

Revenue Source Legal Restrictions of Use

Sales Tax Sales Tax Revenue Bond Payments
Water and Sewer Debt Service and Utility Operations
B & C Road Funds Eligible B & C Roads

Federal and State Grants Specific to Grant

For the year ended June 30, 2010, the City complied, in all material respects, with these revenue
restrictions.

2.D. DEBT RESTRICTIONSAND COVENANTS

General Long-term Debt

No debt in excess of total revenue for the current year shall be created by any city unless the proposition
to create such debt shall have been submitted to a vote of qualified electors. Cities shall not contract for
debt to an amount exceeding four percent of the fair market value of taxable property in their
jurisdictions. For the year ended June 30, 2010, the City had $1,659,656 of outstanding general long-term
debt.

Other Long-term Debt

Cities may incur alarger indebtedness for the purpose of supplying such city water, sewer, or electricity
when such public works are owned and controlled by the municipality. The additional indebtedness shall
not exceed four percent for first and second class cities and eight percent for third class cities. For the year
ended June 30, 2010, the City had $8,265,319 of such indebtedness.

Notes and Bonds Payable

The various loan agreements rel ating to the notes payabl e issuances contain some restrictions or
covenants that are financial related. These include covenants such as debt service coverage requirement
and required reserve account balances. The following schedule presents a brief summary of the most
significant requirements and the Authority’s level of compliance thereon as of June 30, 2010.

Requirement Level of Compliance

a. Bonds Payable Coverage:
Net water operating revenues (excluding depreciation) must equal 1.25 times the annual
debt service plus the unfunded portion of the Debt Service Reserve Requirement to be
due and payable for the forthcoming year on the 1991 Water Revenue Bonds, Series A &
B.
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Net sewer operating revenues (excluding depreciation) must equal 1.20 times the annual
debt service plus the unfunded portion of the Debt Service Reserve Requirement to be
due and payable for the forthcoming year on the 1993 Sewer Revenue Bonds, SeriesA &
B.

b. Reserve Account Requirement:
Various escrows are set up as reserves to make the annual debt payments. Minimum
balances are required to be kept in each of the escrows.

2.E. FUND EQUITY RESTRICTIONS

Deficit Prohibition

Utah Code 10-6-116(4) indicates the only the “fund balance in excess of 5% of total revenues of the
genera fund may be utilized for budget purposes.” The remaining 5% must be maintained as a minimum
fund balance. The maximum in the general fund may not exceed 18% of the total estimated revenue of the
general fund. (10-6-116(2)) The City was within the limitations allowed by law.

The following funds carried a negative fund balance or retained earnings as of June 30, 2010:

Amount
Public Safety Impact Fees 126,154

2.F. BUDGETARY BASISOF ACCOUNTING

Whilethe City is reporting financial position, results of operations and changes in fund balance on the
basis of generally accepted accounting principles (GAAP), the budgetary basis as provided by law is
based upon accounting for certain transactions on a basis of cash receipts, disbursements and
encumbrances. The Statement of Revenues, Expenditures, and Changes in Fund Balances - Budget and
Actua presented for the general fund are presented on the budgetary basis to provide a meaningful
comparison of actual results with the budget. There were no funds or departments that were in excess of
budgeted expenditures at June 30, 2010.

** Remaining part of page intentionally left blank **
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NOTE 3. DETAIL NOTESON TRANSACTION CLASSES/ACCOUNTS

The following notes present detail information to support the amounts reported in the basic financia
statements for its various assets, liabilities, equity, revenues, and expenditures/expenses.

3.A. CASH AND INVESTMENTS

Deposits

Deposits— Custodial Credit Risk:

Custodid credit risk isthe risk that in the event of abank failure, the City’ s deposits may not be returned
toit. The City does not have a policy for custodia credit risk. As of June 30, 2010, The City’s custodial
credit risk for depositsis as follows:

Balance
Custodial Credit Risk June 30, 2010
Depository Accounts  Insured $ 250,000
Uninsured and uncol lateralized 212,892
Total Depository Accounts $ 462,892

I nvestments

As of June 30, 2010 the government had the following investments and maturities:
[nvestment Maturity in Years

Less More
Fair Vaue Than 1 1-5 6-10 Than 10
Investmentsin Public
Treasurers Investment Fund $3,447,004 $ 3,447,004 $ - $ - $ -
Total Fair Value $ 3447004 $ 3,447,004 $ - $ - $ -

Interest Rate Risk— Interest rate risk isthe risk that changesin interest rates will adversely affect the fair
value of an investment. The City’s policy for managing its exposure to fair value loss arising from
increasing interest rates isto comply with the State’s Money Management Act. Section 51-7-11 of the Act
requires that the remaining term to maturity of investments may not exceed the period of availability of
the fundsto be invested.

Credit Risk — The City follows the requirements of the Utah Money Management act (Section 61, chapter
7 of the Utah Code) in handling its depository and investing transactions. City funds are deposited in
gualified depositories as defined by the Act. The Act a so authorizes the City to invest in the Utah Public

Treasurers' Investment Fund (UPTIF), trade commercial paper, bankers' acceptances, repurchase
agreements, corporate bonds, restricted mutual funds, and obligation of government entities within the
State of Utah. The UPTIF is invested in accordance with the Act. The State Money Management Council
provides regulatory oversight for the UPTIF. The degree of risk of the UPTIF depends upon the
underlying portfolio. The act and Council rules govern the financial reporting requirements of qualified
depositories in which public funds may be deposited and prescribe the conditions under which the
designation of adepository shall remain in effect. If aqualified depository should becomeindligible to
hold public funds, public treasurers are notified immediately. The City considers the actions of the
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Council to be necessary and sufficient for adequate protection of its investments. The City has no
investment policy that would further limit its investment choices. The UPTIF is unrated.

The deposits and investments described above are included on the Statement of Net Assets as per the

following reconciliation:

Reconciliation to Government-wide Statement of Net Assets:

Per Statement of Net Assets:

Investments
Deposits
Other cash on hand

Total

Unrestricted Cash
Restricted Cash

Total

3.B. RESTRICTED ASSETS
The restricted assets as of June 30, 2010, are as follows:

Type of Restricted Asset

$ 3,447,004
23,706

3,011

$ 3473721
$ 786,090
2,687,631

$ 3473721

Cash/Time Deposits

Business-Type Activities:

Bond Regquirements $ 832,765
Water Assessments 287,863
|mpact Fees 260,147
Money in lieu of water 1,124,372
Subtotal 2,505,147

Governmental Activities:
Parks & Recreation 28,550
Impact Fees 577,066
Liabilities 16,873
Subtotal 622,489
Grand Total $ 3,127,636

3.C. ACCOUNTSRECEIVABLE
Accounts receivabl e for the business-type activities consist of utilities receivable from the water and
sewer utilities. Accounts receivable of the governmental activities consists of a garbage receivable,
landfill, and capital vehicle and equipment. Receivables detail at June 30, 2010, is as follows:

Accounts Receivable
Allowance for
Doubtful Accounts

Net Accounts Receivable $

Governmentd Activities Business-Type Activities Total

$ 120,128 % 289,756 $ 409,884
(12,700) (12,700) (25,400)
107,428  $ 277,056 $ 384,484
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3.D. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2010, was as follows:

Balance at Balance at
July 1, 2009 Additions Disposals June 30, 2010
Governmental Activities:
Land $ 617660 $ - $ - $ 617,660
Buildings 3,846,579 409,014 - 4,255,593
Machinery and Equipment 2,260,120 56,529 - 2,316,649
Infrastructure 6,968,139 296,701 - 7,264,840
Congruction in Progress - - - -
Totals at historical cost 13,692,498 762,244 - 14,454,742
L ess Accum. Depreciation
Buildings (668,697) (126,487) - (795,184)
M achinery and Equipment (1,477,325) (199,701) - (1,677,026)
Infrastructure - - - -
Total Accum. Depreciation (2,146,022) (326,188) - (2,472,210)
Governmental Activities
capital assets, net $ 11,546,476 $ 436,056 % - $ 11,982,532
Businesstype activities:
Land $ 124,032 $ - $ - $ 124,032
Buildings & Improvements 211,292 - - 211,292
Improvemetns Other Than Buildings 27,779,935 873,254 - 28,653,189
M achinery and Equipment 412,701 - - 412,701
Water Rights 381,139 146,357 - 527,496
Condruction in progress - 1,022,311 - 1,022,311
Totals at historical cost 28,909,099 2,041,922 - 30,951,021
L ess Accum. Depreciation
Buildings & Improvements (211,292) - - (211,292)
Improvemetns Other Than Buildings (7,402,387) (1,375,878) - (8,778,265)
Machinery and Equipment (338,773) (25,447) - (364,220)
Total Accum. Depreciaiton (7,952,452) (1,401,325) - (9,353,777)
Business-type activities
capital assets, net $ 14,937,050 $ 640597 $ - $ 21,597,244

**The remaining part of this page intentionally left blank**

36



Santaquin City
NOTESTO THE FINANCIAL STATEMENTS
June 30, 2010
Depreciation expense was charged to governmental activities asfollows:

General government $ 35,357
Public safety 190,278
Highways and public improvements 39,989
Parks and recreation 59,795
Cemetary 769

Total depreciation expense: $ 326,188

3.E. ACCOUNTSPAYABLE

Payables in the general fund are composed of payroll items such as payroll taxes, insurance and benefits.

**The remaining part of this page intentionally left blank**
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3.F.LONG-TERM DEBT

The reporting entity’ s long-term debt is segregated between the amounts to be repaid from governmental
activities and amounts to be repaid from business-type activities.

Governmental Activities:

As of June 30, 2010, the City had $1,659,656 in governmental long-term debt.

Compensated Absences $ 170,909

Bonds Payable

Excise Tax Revenue Bonds, Series 2002

Original Principal $525,000 @ 2.8% to 4.95% 231,000

Sales Tax Revenue Bonds, Series 2005

Origina Principa $1,300,000 @ 4.25% 845,000
Total Bonds Payable 1,076,000

Capital Leases
Kroger Building

Origina Principal $60,000 @ 5.5% 20,221

Zions Bank - Park Lights

Origina Principal $56,000 @ varies¥% 5,480

Zions Bank - Snow Plow

Original Principal $92,500 @ 4.34% 6,812

Bank of America- Ambulance

Original Principal $64,000 @ 4.355% 40,373

Bank of America- Fire Truck

Original Principal $250,000 @ 4.355% 157,730

Ford Motor - Police Car

Original Principal $31,816 @ 7.05% 6,780

Ford Motor - Police Car

Original Principal $30,782 @ 7.05% 6,560

Ford Motor - F500 Truck

Original Principal $20,850 @ 7.05% 4,151

Ford Motor - Police Car

Origina Principa $36,929 @ 6% 9,519

Ford Motor - Police Car

Original Principal $40,843 @ 5.9% 16,764

Ford Motor - F150 Truck

Original Principal $16,665 @ 6.9% 4,295

Zions Bank - Fire Truck

Original Principal $83,000 @ 4.13% 43,676

Ford Motor - F150 Truck

Original Principal $38,843 23,230

Zions Bank - Komatsu L oader

Origina Principal $107,500 @ 4.37% 67,156

Total Capital Leases 412,747

Total General Long-Term Debt $ 1,659,656
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Businesstype Activities:
As of June 30, 2010, the long-term debt payable from proprietary fund resources consisted of the
following:

Compensated Absences $ 37,160

Notes Payable & Revenue Bonds:
1993 Sewer Bond - Series B

Original Principal $1,307,000 @ 0% 396,000

1993 Sewer Bond - SeriesA

Original Principal $1,000,000 @ 0% 538,000

1993 Sewer Bond - Series D

Original Principa $,509,200 @ 5.45% 423,737

1993 Sewer Bond - SeriesC

Original Principal $333,000 @ 5.45% 277,037

2003 Zions Line of Credit

Original Principal $174,097 @ 0% 49,385

1991 Water Bond - Series A

Origina Principa $765,000 77,000

2007 Pressurized Irrigation Bond - Series 2005

Origina Principal $6,600,000 @ 3.5% 6,467,000
Total Notes Payable and Revenue Bonds 8,228,159

Total Long-term debt $ 8,265,319

Changesin Long-term Debt
The following is asummary of changes in long-term debt for the year ended June 30, 2010:

Balance Bdance
Type of Debt July 1, 2009 Additions Deductions  June 30, 2010
Governmental Activities:
Compensated Absences $ 154922 $ 15987 % - $ 170,909
Bonds Payable 1,305,000 - (229,000) 1,076,000
Capitd Leases Payable 568,494 - (155,747) 412,747

Total Governmental Debt  $ 2,028416 $ 15,987 $ (384,747) $ 1,659,656
Business-type Activities:

Compensated Absences 89,998 - (52,838) 37,160
Revenue Bonds Payable 8,519,936 - (291,777) 8,228,159
Total Business-type Debt $ 8,609,934  $ - $ (344,615) $ 8,265,319

The revenue bonds are payable only from the net revenues of the water and sewer systems, as
defined in the bond ordinances. The ordinances further provide that the City establish certain
accounts and reserves for bond payment and that all revenues of the system are to be used for
operation and maintenance costs of the systems, principa and interest on the bonds, and
establishment of the defined debt repayment reserves and capital facilities replacement account.

39



Santaquin City
NOTESTO THE FINANCIAL STATEMENTS
June 30, 2010
Annual Debt Service Requirements

The annual debt service requirements to maturity, including principal and interest, for long-term debt as
of June 30, 2010, are as follows:

Capital Leases
June 30 Business-type Governmentd

2011 $ - $ 141,635
2012 - 107,381
2013 - 90,615
2014 - 50,853
2015 - 38,789
Thereafter - 25,859

Total commitment - 455,132

Less Interest Portion - 42,385

Net Capital Leases  $ - $ 412,747

Notes and bonds payable
Business-Type Governmentd
Y ear Ending

June 30 Principal I nterest Principal Interest
2011 $ 321,558 $ 262,680 $ 239,000 $ 44,613
2012 342,660 256,392 250,000 33,594
2013 371,813 249,328 138,000 22,015
2014 403,471 239,911 143,000 16,044
2015 419,388 229,433 150,000 9,818
2016-2020 2,224,014 955,307 156,000 3,515
2021-2025 2,661,559 558,871 - -
2026-2030 1,268,252 135,998 - -
2031-2034 215,444 28,389

Tota $ 8228159 § 2916309 $ 1,076,000 $ 129599

** Remaining part of page intentionally left blank **
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3.G. INTER-FUND TRANSACTIONS AND BALANCES

Operating Transfers

Governmental Activities:
General Fund
Senior Citizens
Capital Projects
Cheiften Museum
Library Fund
Recreation Fund
Public Safety
Santaquin Days
Total Governmental Activities
Business-type Activities:
Water
Sewer
Pressurized Irrigation
Gas
Water Impact Fees
Total Business-type Activities

Grand Totals

Due to/from other funds:

Governmental Activities
General Fund
Senior Citizens
Park Impact Fee
Public Safety Impact Fee
State Grant - PSDG
Capita Projects Fund
Total Governmental Activities
Business-type Activities
Water
Sewer
Total Business-type Activities
Grand Totals

TransfersIn Transfers Out
$ 884,088 $ 831,008
17,827 -
314,510 -
1,821 -
61,735 -
83,674 -
95,085 -
12,470 -
1,471,210 831,008
- 579,531
- 228,156
- 558,852
248,665 -
477,672 -
726,337 1,366,539
$ 2,197,547 $ 2,197,547
Due from DueTo
Other Funds Other Funds
$ - $ 379,749
182 -
393,086 -
- 126,154
461 -
28,071 -
421,800 505,903
527,232 -
- 443,129
527,232 443,129
$ 949,032 $ 949,032
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3.H. FUND EQUITY

Restricted Fund Equity
Government Business-Type
Activities Activites Totas

Net Assets
Invested in Capital Assets, Net of Related Debt $ 10,493,785 $ 12,630,129 $ 23,123,914
Restricted for:

Parks and recreation 28,550 - 28,550
Bond Requirements - 832,765 832,765
Water assessments - 287,863 287,863
Impact fees 577,066 260,147 837,213
Money in lieu of water - 1,124,372 1,124,372
Ligbilities 16,873 - 16,873
Unrestricted (Deficit) (102,644) 983,515 880,871
Total Net Assets $ 11013630 $ 16118791 $  27,132421

NOTE 4. OTHER NOTES

4A. EMPLOYEE PENSION AND OTHER BENEFIT PLANS

The City participates in the following employee pension systems:
Local Governmental —Cost Sharing Defined Benefits Pension Plans

Plan Description. The City contributes to the Local Governmental Noncontributory Retirement
System (Noncontributory System), and the Public Safety Noncontributory Retirement System
(Public Safety Noncontributory System) for employers with (without) social security coverage,
all of which are cost-sharing multiple-employer defined benefit pension plans administered by
the Utah Retirement Systems (Systems). The Systems provide retirement benefits, annual cost
of living adjustments, death benefits and refunds to plan members and beneficiariesin
accordance with retirement statutes established and amended by the State Legislature.

The Systems are established and governed by the respective sections of Chapter 49 of the Utah
Code Annotated 1953 (Chapter 49) as amended, which also establishes the Utah State
Retirement Office (office) for the administration of the Utah Retirement Systems and Plans.
Chapter 49 places the Systems, the Office and related plans and programs under the direction of
the Utah State Retirement Board (Board) whose members are appointed by the Governor. The
Systems issue a publicly available financia report that includes financial statements and required
supplementary information for the Systems and Plans. A copy of the report may be obtained by
writing to the Utah Retirement Systems, 540 East 200 South, Salt Lake City, UT 84102 or by
calling 1-800-365-8772.
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Funding Policy. The City isrequired to contribute a percentage of covered salary to the
respective systems to which they belong; 11.66% to the Noncontributory, and 23.34% to the
Public Safety Noncontributory Systems. The contribution rates are the actuarially determined
rates and are approved by the Board as authorized by Chapter 49.

The City’ s contributions to the various Systems for the years ending June 30, 2010, 2009, and
2008, respectively, were; for the Noncontributory System, $99,223, $99,472, and $110,433; and
for the Public Safety Noncontributory, $82,830, $87,794, and $87,279. The contributions were
equal to the required contributions for each year.

457 Deferred Compensation and 401K Plans

The employees of the City also have the option to participate in a457 deferred compensation and
401K plans. The amount of the employer contributions for the year ended June 30, 2010, 2009,
and 2008, were $21,468, $21,044, and $21,309, respectively for the 457 deferred compensation,
and $9,760, $21,270, and $24,837, respectively for the 401K.

4.B. RISK MANAGEMENT

The City 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 naturd disasters. The City has purchased comprehensive
general liability insurance through the Utah Local Governments' Trust. The City pays premiumsto the
Trust for its genera insurance coverage, automobile liahility, and personal injury protection. The Trustis
self sustaining through member premiums. The City is subject to a minimal deductible for claims.

4.C. CLASSIVb LANDFILL

State and Federal laws and regulationsrequire the City to place afina cover on itslandfill site
when it stops accepting waste. The final closure of this Class Vb Landfill shall consist of
leveling waste to the extent practicable, covering with a minimum of two feet of earthen
material, and seeding with grass according to the closure plan contained in the permit
applications. Santaquin City shall aso meet the requirements of UAC R315-309 by recording
with the Utah County Recorder, as part of the record of title, that the property was used as
landfill. Although closure & post closure care costs will be paid only near or after the date that
the landfill stops accepting waste, the City reports a portion of these closure and post closure
care costs as expenditure in the General Fund each period based on landfill capacity used as of
each balance sheet date. The $15,798 reported as landfill closure and post closure care liability
for the Class IVb Landfill at June 30, 2010, represents the cumulative amount reported to date
based on the use of less than 15% of the estimated capacity of the landfill. The City will
recognize the remaining estimated cost of closure and post closure care of $99,879 as the
remaining estimated capacity is filled. These amounts are based on what it would cost to perform
al closure and post closure carein 2010, The City expects to close the landfill in the year 2129.
Actual costs may be higher due to inflation or changesin regulations.

The City isrequired by State and Federal laws and regulations to make annual contributionsto a
trust to finance closure and post closure care. The City isin compliance with these requirements,
and, at June 30, 2010, investments of $47,793 are held for these purposes. These are reported as
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restricted assets on the balance sheet. The City expects that inflation costs will be paid from
interest earnings on these annual contributions. However, if interest is inadequate or additional
post closure care requirements are determined (due to changes in technology or applicable laws
or regulations, for example), these costs may need to be covered by charges to future Landfill
users or from future tax revenue.

The City has established atrust fund for $47,793 for post-closure costs.
4.C. NATURAL GASFUND

The City stopped providing natural gas services during 2005, the gas fund was subsequently held
open to collect on accounts receivables. During 2010 the gas fund was officially closed.



REQUIRED SUPPLEMENTARY INFORMATION
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SCHEDULE OF REVENUES, EXPENDITURESAND

Santaquin City

CHANGESIN FUND BALANCES -BUDGET AND ACTUAL —GENERAL FUND

June 30, 2010

Variance
Budgeted Amounts with Final
Actua Budget
Original Fina Amounts  Over(Under
REVENUES
Taxes $ 1673240 $1,542,752 $1,607,221 $ 64,469
Licenses and permits 197,230 252,340 252,340 -
Intergovernmental revenues 302,886 328,036 328,436 400
Charges for services 847,370 813,261 850,220 36,959
Fines and forfeitures 220,830 173,883 173,884 1
Interest income 81,878 14,819 16,127 1,308
Miscellaneous 78574 105,579 97,428 (8,151)
Total revenues 3,402,008 3,230,670 3,325,656 94,986
EXPENDITURES
Current:
Genera government 959,272 931,625 928,992 (2,633)
Public safety 1,531,246 1,433,904 1,429,347 (4,557)
Highways and public improvements 408,395 438,205 437 444 (761)
Parks, recreation and public property 883,969 631,668 631,270 (398)
Sanitation 357,061 375,258 374,503 (755)
Cemetery 58,314 54,306 53,766 (540)
Total expenditures 4,198,257 3,864,966 3,855,322 (9,644)
Excess revenues over (under)
expenditures (796,249) (634,296) (529,666) 104,630
OTHER FINANCING SOURCES (USES)
Transfersin 1,058,502 1,043,789 1,043,789 -
Transfers out (538,488) (831,772) (831,008) 764
Totd other financing sources and uses 520,014 212,017 212,781 764
Excess of revenues and other sources
over (under) expenditures and other uses (276,235) (422,279) (316,885) 105,394
Fund bal ances - beginning of year 395,703 395,703 395,703 -
Fund bal ances - end of year $ 119468 $ (26576) $ 78819  $105,394
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As dlowed by GASB 34, Santaquin City has adopted an aternative to reporting depreciation on roads
(infrastructure assets) maintained by the Public Works Department. Under the modified approach,
infrastructure assets are not depreciated and maintenance and preservation costs are expensed.

Infrastructure assets that are part of a network are not required to be depreciated as long as the following
reguirements are met:
» Theassetswill be managed using an asset management system
= Document that the eligible infrastructure assets are being preserved approximately at (or above)
the condition level as disclosed below

The asset management system will provide:

An up-to-date inventory of eligible infrastructure assets

= Perform condition assessments of the eligible infrastructure assets and summarize the results
using ameasurement scde at least every three years

= Edtimate yearly the annual amount of funds needed to maintain and preserve the digible
infrastructure assets at the condition level established

» Theresults of the three most recent complete condition assessments provide reasonable assurance
that the eligible infrastructure assets are being preserved at the disclosed level

» All expenditures, except for additions and improvements, made for the eligible infrastructure
assets will be expensed in the period incurred

» Additions and improvements to the eligible infrastructure assets will be capitalized, as they
increase the capacity or efficiency of the asset rather than preserve the useful life of the asset

Roads

Santaquin City will utilize the Pavement Management System to determine the condition of the city
roads. The assessment is based on the Ride Index, which is a measurement of ride quality on ascale of 1-
5, with 5 representing new or nearly new pavement.

Category Range Description

Good 355-4.34 Pavements, which provide an
adequate, ride, and exhibit few, if
any, visible signs of distress.

Fair 2.75-354 Surface defectsin this category
such as cracking, rutting, and
raveling are affecting theride.

Poor 1.85-2.74 These roadways have deteriorated
to such an extent that they arein
need of resurfacing and therideis
noticeably rough.

Very Poor 1.00-184 Pavementsin this category are
severely deteriorated, and the ride
quality must be improved.

48



Santaquin City
MODIFIED APPROACH FOR INFRASTRUCTURE REPORTING (continued)
June 30, 2010

Condition Level

Santaquin City's condition leve policy is to maintain 60% of the roads with a rating of “fair” or better
and no more than 20% with a rating of “poor-very poor.” All city roads are chip sealed on a rotating
basis, with all new city streets done in a given year, and the rotation started every four to five years. The
whole city had roads chip sealed between the years 2000 and current.

Complete assessments of the roads are performed on a fiscal year basis. The following chart shows the
results of the pavement ratings for the last four years:

Rating 2010 2009 2008 2007
Fair or Better 80% 80% 80% 80%
Poor - Very Poor 20% 20% 20% 20%

The following table shows the estimated amounts needed to maintain and preserve the roads at or above
the established condition levels addressed above, and the amounts actually spent for each of the last three
fiscal years.

Fiscal Year Estimated Spending Actual Spending
2010 438,205 437,444
2009 341,992 343,693
2008 415,046 413,186
2007 258,961 258,961
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COMBINING BALANCE SHEET — NONMAJOR GOVERNMENTAL FUNDS

June 30, 2010
Speciad Revenue Funds Tota
Non-major
Senior Library Park Public Safety  Governmental
Citizens Grant Impact Fees  Impact Fees Funds
ASSETS
Restricted Assets:
Cash and cash equival ents $ 1005 $ 1342 $ 307074 $ - $ 309,421
Due from cther funds 182 1,718 393,086 - 394,986
Total assets $ 1187 $ 3060 $ 700160 $ - $ 704,407
LIABILITIESAND FUND BALANCES
Liabilities
Accrued ligbilities $ 520 $ - $ - $ - $ 520
Due to other funds - - - 126,154 126,154
Total liabilities 520 - - 126,154 126,674
Fund balances:
Reserved - 3,060 700,160 (126,154) 577,066
Designated 667 - - - 667
Total fund balances 667 3,060 700,160 (126,154) 577,733
Totd liabilitiesand fundbalance $ 1,187 $ 3060 $ 700,160 $ - $ 704,407
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Special Revenue Funds Totd
Non-major
Senior Library Park Public Safety  Governmental
REVENUES Citizens Grant Impact Fees  Impact Fees Funds
I ntergovernmental revenue $ 6256 $17814 $ 4,378 $ - $ 28448
Chargesfor services 5,170 - - - 5,170
Miscellaneous 380 - - - 380
Total revenues 11,806 17,814 4,378 - 33,998
EXPENDITURES
Public safety - - - 161,466 161,466
Parks, recreation and public property 28,544 16,450 411,823 - 456,817
Total expenditures 28,544 16,450 411,823 161,466 456,817
Excess of revenues over
(under) expenditures (16,738) 1,364 (407 ,445) (161,466) (422,819)
OTHER FINANCING SOURCES (USES)
I mpact fees - - 196,500 66,381 262,881
Transfersin 17,827 - - 95,085 112,912
Transfers out - - - - -
Tota other financing sources (Uses) 17,827 - 196,500 161,466 375,793
Excess of revenues and other sources
over (under) expenditures and other us 1,089 1,364 (210,945) 0 (208,492)
Fund balances - beginning (422) 1,696 911,105 (126,154) 786,225
Fund bal ances - ending $ 667 $ 3060 $ 700,160 $ (126,154) $ 577,733
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LARSON & ROSENBERGER 11p
REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERSBASED ON ANAUDIT OF BASIC
FINANCIAL STATEMENTSPERFORMEDIN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

November 23, 2010

Honorable Mayor and
City Council Members
City of Santaguin, Utah

We have audited the financial statements of the governmental activities, the business-type
activities, each mgjor fund, and the aggregate remaining fund information of the City of
Santaquin, Utah (herein referred to as the “City”), as of and for the year ended June 30,
2010, which collectively comprise the City’s basic financial statements and have issued
our report thereon dated November 23, 2010. 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.

Internal Control Over Financial Reporting

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

Our consideration of internal control over financia reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies
in internal control over financia reporting that might be significant deficiencies or
material weaknesses. However, as discussed below, we identified certain deficiencies in
internal control over financia reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not alow
management or employees, in the normal course of performing their assigned functions,
to prevent or detect misstatements on atimely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the City’ s ability
to initiate, authorize, record, process, or report financia data reliably in accordance with
generally accepted accounting principles such that there is more than aremote likelihood
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that a misstatement of the City’s financia statements that is more than inconsequential
will not be prevented or detected by the City’s internal control. We consider the
deficiencies described in a separate letter to management dated November 23, 2010 to be
significant deficienciesin internal control over financial reporting.

A materiad weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that a material misstatement of
the financial statements will not be prevented or detected by the City’ sinternal control.

Our consideration of the internal control over financial reporting was for the limited
purpose described in the first paragraph of this section and would not necessarily identify
all deficiencies in the internal control that might be significant deficiencies and,
accordingly, would not necessarily disclose al significant deficiencies that are also
considered to be material weaknesses. However, we believe that none of the significant
deficiencies described above is a material weakness.

Compliance and Other M atters

As part of obtaining reasonable assurance about whether the City’s financia statements
are free of materia 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 don not express such an opinion. The
results of our tests disclosed instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards and which are described in
a separate letter to management dated November 23, 2010.

We noted certain matters that we reported to management of the City in a separate |etter
dated November 23, 2010.

The City’'s response to the findings identified in our audit is described in the separate
letter dated November 23, 2010. We did not audit the City’s response and, accordingly,
we express no opinion on it.

This report is intended solely for the information and use of the Mayor and City Council,
management, and various federal and state funding and auditing agencies and is not
intended to be and should not be used by anyone other than these specified parties.

B A /N

Larson & Rosenberger, LLP
Certified Public Accountants
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INDEPENDENT AUDITORS REPORT ON LEGAL COMPLIANCE WITH
APPLICABLE UTAH STATE LAWSAND REGULATIONS

November 23, 2010

Honorable Mayor and
City Council Members
City of Santaguin, Utah

We have audited the basic financial statements of the City of Santaquin, Utah, as of and
for the year ended June 30, 2010, and have issued our report thereon dated November 23,
2010. As part of our audit, we have audited the City of Santaquin's compliance with the
requirements governing types of services allowed or un-allowed; eligibility; matching,
level of effort, or earmarking; reporting; specia tests and provisions applicable to each of
its magjor State assistance programs as required by the State of Utah Legal Compliance
Audit Guide for the year ended June 30, 2010. The City received the following major
State assistance programs from the State of Utah:

B and C Road Funds (Department of Transportation)
Liquor Law Enforcement (State Tax Commission)

Our audit also included test work on the City’'s compliance with those general
compliance requirements identified in the State of Utah Legal Compliance Audit Guide,
including:

Public Debt

Cash Management

Purchasing Requirements

Budgetary Compliance

Other General Compliance Requirements
Uniform Building Code Standards
Impact Fees and Other Development Fees
Justice Courts Compliance

Truth in Taxation

General Compliance — Asset Forfeiture
Utah Retirement Systems

SALT LAKE CITY OFFICE LOS AMNMGELES OFFICE SPANISH FORK OFFICE MOAB OFFICE
9065 SOUTH 1300 EAST 801 NCRTH BERAND BLVD STE 1180 765 NORTH MAIN 115 WEST 200 SOUTH #4
SANDY, UTAH 840094 GLENDALE, CALIFORNIA 981203 SPANISH FORK, UTAH B4680 MOAB, UTAH 84532
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MEMBER ©OF THE INTERMNATIOHNAIL ACCOUNTING GROUP (TIAG) + WWW.LARSCO.COM



The management of the City of Santaguin is responsible for the City's compliance with
all compliance requirements identified above. Our responsibility is to express an opinion
on compliance with those regquirements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards,
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 material noncompliance with the requirements referred to above
occurred. An audit includes examining, on a test basis, evidence about the City’'s
compliance with those requirements. We believe that our audit provides a reasonable
basis for our opinion.

The results of our audit procedures disclosed immateria instances of noncompliance with
the requirements referred to above, which are described in a separate letter to
management dated November 23, 2010. We considered these instances of
noncompliance in forming our opinion on compliance, which is expressed in the
following paragraph.

In our opinion, the City of Santaquin, Utah, complied, in all material respects, with the
general compliance requirements identified above and the requirements governing types
of services alowed or un-allowed; eligibility; matching, level of effort, or earmarking;
reporting; and specia tests and provisions that are applicable to each of its mgor State
assistance programs for the year ended June 30, 2010.

ﬁr,‘ur 4/ %’4@‘-’(“‘;{»», L LP

Larson & Rosenberger, LLP
Certified Public Accountants
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November 23, 2010

The Honorable Mayor and
Members of the City Council
City of Santaquin, Utah

Mayor and Council Members:

We have audited the financial statements of the governmental activities and the business-type
activities, of Santaquin City for the year ended June 30, 2010, and have issued our report thereon
dated November 23, 2010. Professional standards require that we provide you with the following
information related to our audit.

Our Responsibility under U.S. Generally Accepted Auditing Standards and Government Auditing
Standards

As stated in our engagement letter dated September 27, 2010, our responsibility, as described by
professiona standards, is to express opinions about whether the financial statements prepared by
management with your oversight arefairly presented, in al material respects, in conformity with U.S.
generally accepted accounting principles. Our audit of thefinancial statements does not relieveyou
or management of your responsibilities.

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policiesand their application. The significant accounting policies used
by Santaquin City are described in Note 1 to the financial statements. No new accounting policies
were adopted and the application of existing policies was not changed during year. We noted no
transactions entered into by the governmental unit during the year for which there is a lack of
authoritative guidance or consensus. There are no significant transactionsthat have been recognized
in the financial statementsin a different period than when the transaction occurred.

Accounting estimates arean integral part of thefinancia statements prepared by management and are
based on management’ s knowledge and experience about past and current events and assumptions
about future events. Certain accounting estimates are particularly sensitive because of their
significance to the financial statements and because of the possibility that future events affecting
them may differ significantly from those expected.

SALT LAKE CITY OFFICE LOS ANGELES OFFICE SPANISH FORK OFFICE MOAB OFFICE
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Difficulties Encountered in Performing the Audit

We encountered no significant difficultiesin dealing with management in performing and completing
our audit.

Corrected and Uncorrected Misstatements

Professional standards require usto accumulate all known and likely misstatementsidentified during
the audit, other than those that are trivia, and communicate them to the appropriate level of
management. Management has corrected all such misstatements.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
financia accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that
could be significant to thefinancial statements or the auditor’ s report. We are pleased to report that
no such disagreements arose during the course of our audit.

M anagement Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a“second opinion” on certain situations. If a consultation
involves application of an accounting principleto the governmental unit’sfinancial statementsor a
determination of the type of auditor’s opinion that may be expressed on those statements, our
professiona standards require the consulting accountant to check with us to determine that the
consultant has all therelevant facts. To our knowledge, there were no such consultations with other
accountants.

Issues Discussed Prior to Retention of Auditors

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention asthe governmental unit’ sauditors.
However, these discussions occurred in the normal course of our professional relationship and our
responses were not a condition to our retention.

Thisinformation isintended solely for the use of Santaquin City and management of Santaquin City
and is not intended to be and should not be used by anyone other than these specified parties.

Very truly yours,

yim ¥ /W‘,Jp-, [P

Larson & Rosenberger, LLP
Certified Public Accountants



SCHEDULE OF FINDINGS

Internal Control Findings — Current Y ear

Segr egation of Duties— Significant Deficiency

Finding:

Proper segregation of dutiesis akey effectiveinternal control becauseit can aid in reducing
therisk of mistakes and inappropriate actions, and can hel p fight fraud through discouraging
collusion. We noted during our audit that the town lacks proper segregation of dutieswhich
resultsin weaknessesin internal controls

Recommendation:

We recommend that to the extent possible, the City segregate dutiesto serve as a check and
balance to maintain the best control system possible. Due to the limited number of staff at
the City we also recommend that the Mayor and Council provide oversight on thefinancial
operations of the City.

Client Response:
TheMayor and all Council Memberswill, al ong with the Recorder and Treasurer, review al
financid matters and promptly investigate anything unusual .

Year end adjusting entries — Significant Deficiency

Finding:

Management does not currently record all year-end or closing journal entries, specifically
revenue and grant accruals; debt adjustments including correct alocation of principal
payments and interest accrua's; and depreciation expense. Management reviews, approves,
and accepts responsibility for the auditors year-end proposed adjusting entries.

Recommendation:

It is recommended that the client develop a system or improve the current system for
financia reporting to ensure that al necessary entries are made in a timely and accurate
manner. This can be accomplished through additional training of Management or through
work with the Auditors, should this be their desire.

Client Response:
Management will work with the Auditorsto post closing journal entries in the future.



Drafting of financial statements —Significant Deficiency

Finding:

Management does not currently draft the City’s basic financia statements and related
footnotes. The Auditor, with oversight from Management, draftsthefinancid statementsand
footnotes. Management then reviews, approves, and accepts responsibility for the financial
statements.

Recommendation:

Management should work both independently and with the Auditors to receive the training
that will enable them to draft thefinancial statements and related footnotes, should thisalso
be their desire.

Client Response:
Management will consider the possibility of drafting the financial statementsand work with
the Auditor toward a viable solution.

[nappropriatejournal entriesto fund balance

Finding:

Management currently records an entry for use of prior year fund balance directly to fund
balancein thefinancia records. Whilethis can be done for budgeting purposes, it should not
be an entry made for financial statement purposes. The effect of such entries causes
beginning fund balances to be misstated on the financial statements without auditor
adjustments.

Recommendation:
It is recommended that management not make these budgetary adjustments directly in the
financial recordsin the future. They should be limited to the budgetary records.

Client Response:
The City will make these entries as a part of the budgetary records, and will not make the
adjustments directly in the financial records.



State Compliance Findings— Current Y ear
Deficit fun | n

Finding:

According to Utah Code, appropriationsin the final budgets may not be madefor any fundin
excess of the estimated expendable revenues for the budget year. In other words, deficitsin
any fund areillegal. At the end of the fiscal year the Public Safety Impact Fee fund wasin a
deficit position ($126,154).

Recommendation:
We recommend that the City appropriate necessary transfers or reduction in expendituresin
the governmental funds to bring them into compliance with Utah State Code.

Client Response:
The City will make the necessary transfers and/or reduction in expendituresto correct the

deficit fund balance in the Public Safety Impact Fee fund.
General Fund Balance

Finding:

Utah Code 10-6-116(4) indicatesthat only the fund balancein excess of 5% of total revenues
of the General Fund opinion unit may be utilized to budget purposes. The remaining 5% must
be maintained as a minimum fund balance. The fund balance of the General Fund opinion
unit was under the required 5% minimum fund balance required at the end of the year.

Recommendation:
It is recommended that the City properly budget less expenditures, or make the appropriate
transfersin the Genera fund to increase the fund balance to the appropriate level.

Client Response:
The City will make the necessary transfers and/or reduction in expendituresin the Genera
fund.



Status of Internal Control Findings —Prior Y ear
[ ion of Duties— Sianificant Defici

Finding:

Proper segregation of dutiesis akey effectiveinterna control becauseit can aid in reducing
therisk of mistakesand inappropriate actions, and can hel p fight fraud through discouraging
collusion. We noted during our audit that the town lacks proper segregation of dutieswhich
resultsin weaknessesin internal controls

Recommendation:

We recommend that to the extent possible, the City segregate dutiesto serve as a check and
balance to maintain the best control system possible. Due to the limited number of staff at
the City we also recommend that the Mayor and Council provide oversight on thefinancial
operations of the City.

Status:
See current year findings

Year end adjusting entries — Significant Deficiency

Finding:

Management does not currently record all year-end or closing journal entries, specificaly
revenue and grant accruals; debt adjustments including correct alocation of principal
payments and interest accrual's; and depreciation expense. Management reviews, approves,
and accepts responsibility for the auditors year-end proposed adjusting entries.

Recommendation:

It is recommended that the client develop a system or improve the current system for
financia reporting to ensure that all necessary entries are made in a timely and accurate
manner. This can be accomplished through additional training of Management or through
work with the Auditors, should this be their desire.

Status:
See current year findings.

Drafting of financial statements —Significant Deficiency

Finding:

Management does not currently draft the City’s basic financial statements and related
footnotes. The Auditor, with oversight from Management, draftsthefinancial statementsand
footnotes. Management then reviews, approves, and accepts responsibility for the financial
statements.



Recommendation:

Management should work both independently and with the Auditorsto receive the training
that will enablethem to draft the financial statements and related footnotes, should thisalso
be their desire.

Status:
See current year findings



Status of State Compliance Findings — Prior Y ear

Deficit fun | n

Finding:

According to Utah Code, appropriationsin the final budgets may not be madefor any fundin
excess of the estimated expendable revenues for the budget year. In other words, deficitsin
any fund are illegal. At the end of the fiscal year the City had three different funds with
deficit balances. They are the Senior Citizen fund ($422), the Public Safety Impact Fee fund
($126,154), and the Natural Gas fund ($248,665).

Recommendation:

We recommend that the City appropriate necessary transfers or reduction in expendituresin
the governmental funds and close out the Natural Gas fund as soon as practically possibleto
bring them into compliance with Utah State Code.

Client Response:
See current year findings

Budgetary Compliance

Finding:

Officers and employees of the City shall not incur expenditures or encumbrancesin excess of
the total appropriation for any department or fund. For municipalities State Law requires
budget integrity at the following levels; Genera Fund —each department; Special Revenue-
each separate activity; all other funds by fund in total. The following departments or funds
exceeded budget for thefiscal year: General Government ($6,539); Public Safety ($27,278);
Highways and Public Improvements ($1,701); Sanitation ($1,719); Cemetery ($783); Park
Impact Fees Fund ($522).

Recommendation:

It is recommended that Management not incur expenditures in excess of the amounts
appropriated for each department or fund, or account for those additional expenditureswhen
the final budget is adopted.

Client Response:
No issues noted in current audit period.



Treasurer’'s Bond Requirements

Finding:

Utah code 51-7-15 and Rule 4 of the Utah Money Management Council requires
Management to secure afidelity bond based on the previous year’ sbudgeted grossrevenues.
In Santaquin’s case the fidelity bond must be at least 5% of prior year’s budgeted revenue.
The minimum bond amount was $461,786. The city’s bond was $375,000.

Recommendation:

It isrecommended that Management increase the fidelity bond to be in compliance with the
Satute.

Client Response:
No issues noted in current audit period.
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