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ROBINSON, FARMER, COX ASSOCIATES

CERTIFIED PUBLIC ACCOUNTANIS A PROFESSIONAL LIMITED LIABILITY COMPANY

INDEPENDENT AUDITORS' REPORT

TO THE HONORABLE MEMBERS OF THE TOWN COUNCIL
TOWN OF MONTEREY, VIRGINIA

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, and each major fund of Town of Monterey, Virginia, as of and for the year ended June 30,
2013, and the related notes to the financial statements, which collectively comprise the Town’s basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and the Specifications for Audits of Counties,
Cities, and Towns, issued by the Auditor of Public Accounts of the Commonwealth of Virginia. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.




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, and each major
fund of Town of Monterey, Virginia, as of June 30, 2013, and the respective changes in financial position,
and, where applicable, cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Emphasis of Matter

As described in Note 1 to the financial statements, in 2013, the Town adopted new accounting guidance,
GASB Statement Nos. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of
Resources, and Net Position and 65, ltems Previously Reported as Assets and Liabilities. Our opinion is
not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the budgetary
comparison information as listed in the table of contents be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting
for placing the basic financial statements in an appropriate operational, economic, or historical context.
The budgetary comparison information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, is fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

Management has omitted the Management's Discussion and Analysis that accounting principles
generally accepted in the United States of America require to be presented to supplement the basic
financial statements. Such missing information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. Our opinion on the basic financial statements is not affected by the missing
information. ‘

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise Town of Monterey, Virginia’s basic financial statements. The supporting schedules are
presented for purposes of additional analysis and are not a required part of the basic financial
statements.

The supporting schedules are the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the basic financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the basic financial statements or
to the basic financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the supporting
schedules are fairly stated in all material respects in relation to the basic financial statements as a whole.




Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated April 4, 2014
on our consideration of Town of Monterey, Virginia's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and 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 in considering Town of Monterey,
Virginia’s internal control over financial reporting and compliance.

M‘;&N}Fm,&»ﬂ ﬂM

Staunton, Virginia
April 4, 2014
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Town of Monterey, Virginia Exhibit 1

Statement of Net Position
June 30, 2013

Primary Government

Governmental Business-type

Activities Activities Total
ASSETS
Cash and cash equivalents 3 224565 $ 190,360 $ 414,925
Receivables (net of allowance for uncollectibles):
Taxes receivable 1,350 - 1,350
Accounts receivable 2,640 18,060 20,700
Internal balances 10,504 (10,504) -
Due from other governmental units 1,123 - 1,123
Prepaid items 4,328 1,780 6,108
Capital assets (net of accumulated depreciation):
Machinery and equipment 5,424 5,482 10,906
Construction-in-progress - 102,783 102,783
Infrastructure 22,804 3,781,332 3,804,136
Total assets 3 272,738 $ 4,089,293 $ 4,362,031
LIABILITIES
Accounts payable $ 111 % 515 % 726
Payroll taxes payable 1,491 - 1,491
Customers' deposits - 750 750
Accrued interest payable - 1,050 1,050
Long-term liabilities:
Due within one year - 11,835 11,335
Due in more than one year - 831,152 831,152
Total liabilities $ 1,602 % 844,902 $ 846,504
NET POSITION
Net investment in capital assets $ 28,228 $ 3,047,110 $ 3,075,338
Unrestricted 242,908 197,281 440,189
Total net position $ . 271136 § 3,244,391 $ 3,915,527

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




Town of Monterey, Virginia

Statement of Activities
For the Year Ended June 30, 2013

Functions/Programs

PRIMARY GOVERNMENT:
Governmental activities:
General government administration
Public safety
Public works
Parks, recreation, and cultural
Total governmental activities

Business-type activities:
Water and sewer
Total business-type activities
Total primary government

& H &

Program Revenues

Charges for

Operating
Grants and

Capital
Grants and

Expenses Services Contributions  Contributions
62,029 $ - $ - $ -
10,000 - - -
22,771 - - -
1,300 - - -
96,100 $ -5 - % 2
274,401 § 168,195 % -3 38,333
274,401 $ 168,195 $ - % 38,333
370,501 % 168,195 % - $ 38,333

General revenues:
General property taxes
Other local taxes:
Local sales and use taxes
Consumers' utility taxes
Consumption tax
Bank stock taxes.

Unrestricted revenues from use of money and property

Miscellaneous

Grants and contributions not restricted to specific programs

Total general revenues
Change in net position
Net position - beginning
Net position - ending

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




Exhibit 2

Net (Expense) Revenue and
Changes in Net Position

Primary Government

& &

Governmental Business-type
Activities Activities Total

(62,029) 3 - % (62,029)
(10,000) - (10,000)
(22,771) - (22,771)
(1,300) - (1,300)
(96,100) $ - $ (96,100)
-9 (67,873) $ (67,873)

- % (67,873) $ (67,873)
(96,100) $ (67,873) $ (163,973)
30,800 % -3 30,800
3,309 - 3,309
6,679 - 6,679
1,004 - 1,004
74,827 - 74,827
1,461 - 1,461

- 1,720 1,720

9,365 - 9,365
127,445 3 1,720 $ 129,165
31,345 § (66,153) $ (34,808)
239,791 3,310,544 3,550,335
271,136 $ 3,244,391 % 3,515,527
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Town of Monterey, Virginia

Balance Sheet
Governmental Funds
June 30, 2013

Exhibit 3

ASSETS
Cash and cash equivalents

Receivables (net of allowance for uncollecibles):

Taxes receivable
Accounts receivable
Due from other funds
Due from other governmental units
Prepaid items
Total assets

LIABILITIES
Liabilities:
Accounts payable
Payroll taxes payable
Total liabilities

DEFERRED INFLOWS OF RESOURCES
Unavailable revenue - property taxes
Total deferred inflows of resources

FUND BALANCES
Nonspendable:
Prepaid items
Unassigned, reported in:
General fund
Total fund balances

Total liabilities, deferred inflows of resources, and fund balances

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

& &h

@ P

General
Fund

224,565

1,350
2,640
10,504
1,123
4,328

244,510

111
1,491

1,602

517

517

4,328

238,063

242,391

244,510




Town of Monterey, Virginia Exhibit 4

Reconciliation of the Balance Sheet of Governmental Funds
fo the Statement of Net Position
June 30, 2013

Amounts reported for governmental activities in the statement of net position is
different because:

Total fund balances per Exhibit 3 - Balance Sheet - Governmental Funds $ 242,391

Capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds. - 28,228

Other long-term assets are not available to pay for current period expenditures and,
therefore, are reported as unavailable in the funds 517

Net position of governmental activities $ 271,136

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




Town of Monterey, Virginia

Statement of Revenues, Expenditures, and Changes in Fund Balances

Governmental Funds
For the Year Ended June 30, 2013

Exhibit 5

REVENUES
General property taxes
Other local taxes
Revenue from the use of money and property
Intergovernmental revenues:
Commonwealth
Total revenues

EXPENDITURES
Current:
General government administration
Public safety
Public works
Parks, recreation, and cultural
Total expenditures

Excess (deficiency) of revenues over
(under) expenditures

Net change in fund balances
Fund balances - beginning
Fund balances - ending

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

General

30,685
85,819
1,461

9,365

127,330

59,429
10,000
22771

1,300

93,500

33,830

33,830
208,561

242,391




Town of Monterey, Virginia Exhibit 6

Reconciliation of Statement of Revenues,

Expenditures, and Changes in Fund Balances of Governmental Funds
To the Statement of Activities

For the Year Ended June 30, 2013

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

Net change in fund balances - total governmental funds $ 33,830

Governmental funds report capital outlays as expenditures. However, in the statement
of activities the cost of those assets is allocated over their estimated useful lives and
reported as depreciation expense. The details of this difference are as follows:
Depreciation expense (2,600)

General property tax revenues in the Statement of Activities that do not provide current
financial resoures are not reported in the funds. 115

Change in net position of governmental activities $ 31,345

The notes to the financial statements are an integral part of this statement.
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Town of Monterey, Virginia Exhibit 7
Statement of Net Position
Proprietary Funds
June 30, 2013
Enterprise
Fund
Water &
Sewer
ASSETS
Current assets:
Cash and cash equivalents $ 190,360
Accounts receivable, net of allowance for uncollectibles 18,060
Prepaid items 1,780
Total current assets $ 210,200
Noncurrent assets:
Capital assets:
Water and sewer system $ 4,490,786
Machinery and equipment 47,982
Construction in progress 102,783
Less accumulated depreciation (751,954)
Total capital assets $ 3,889,597
Total noncurrent assets $ 3,889,597
Total assets $ 4,099,797
LIABILITIES
Current liabilities:
Accounts payable $ 615
Customers' deposits 750
Accrued interest payable 1,050
Due to other funds 10,504
Bonds payable - current portion 11,335
Total current liabilities $ 24,254
Noncurrent liabilities:
Bonds payable - net of current portion $ 831,152
Total noncurrent liabilities $ 831,152
Total liabilities $ 855,406
NET POSITION
Net investment in capital assets $ 3,047,110
Unrestricted 197,281
Total net position $ 3,244,391

The notes to the financial statements are an integral part of this statement.
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Town of Monterey, Virginia

Statement of Revenues, Expenses, and Changes in Fund Net Position
Proprietary Fund
For the Year Ended June 30, 2013

Exhibit 8

OPERATING REVENUES
Charges for services:
Water revenues
Sewer revenues
Total operating revenues

OPERATING EXPENSES
Personnel services
Fringe benefits
Contractual services
Sewer plant supplies
Water plant supplies
Repairs and maintenance
Office expense
Vehicle expenses
Licenses, permits, dues
Miscellaneous expenses
Depreciation

Total operating expenses

Operating income (loss)

NONOPERATING REVENUES (EXPENSES)
Interest income
Interest and fiscal charges
Bond issue costs
Total nonoperating revenues (expenses)
Income (loss) before contributions and grants

Capital contributions and construction grants
Change in net position

Net position - beginning
Net position - ending

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

Water & Sewer

58,165
110,030

168,195

41,620
9,037
25,686
9,420
1,633
21,668
1,288
4,333
3,658
635
112,770

231,748

(63,553)

1,720
(37,526)
(5,127)

(40,933)

(104,486)

38,333

(66,153)

3,310,544

3,244,391




Town of Monterey, Virginia

Statement of Cash Flows
Proprietary Funds
For the Year Ended June 30, 2013

Exhibit 9

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers and users
Payments to suppliers
Payments to and for employees
Net cash provided by (used for) operating activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES
Acquisitions and construction of capital assets
Principal payments on bhonds
Grants - capital projects
Interest payments
Net cash provided by (used for) capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest received
Net cash provided by (used for) investing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents - beginning
Cash and cash equivalents - ending

Reconciliation of operating income (loss) to net cash
provided by (used for) operating activities:
Operating income (loss)

Adjustments to reconcile operating income to net cash

provided by (used for) operating activities:
Depreciation expense
(Increase) decrease in accounts receivable
(Increase) decrease in prepaid items
Increase (decrease) in customer deposits
Increase (decrease) in accounts payable related only to operations
Increase (decrease) in due to other funds
Total adjustments

Net cash provided by (used for) operating activities

Schedule of non-cash capital and related financing activities:
Bond issuance costs

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

Water & Sewer

167,232
(78,250)
(50,657)

38,325

(35,219)
(10,832)
38,333
(37,540)

(45,258)

1,720

1,720

(5,213)

195,573

190,360

(63,553)

112,770

567
(1,780)

250
(9,586)
(343)

101,878

38,325

(5,127)




TOWN OF MONTEREY, VIRGINIA
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2013

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

A.

FINANCIAL REPORTING ENTITY:

The financial statements of Town of Monterey, Virginia (the Town) conform with accounting
principles generally accepted in the United States of America as applied to governmental units
promulgated by the Governmental Accounting Standards Board (GASB). The more significant of
the Town’s accounting policies are described below.

As required by accounting principles generally accepted in the United States of America, these
financial statements present the Town’s financial position. There are no separate governmenta
units that meet the criteria as a component unit. '

GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS:

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

Statement of Net Position - The Statement of Net Position is designed to display financial position
of the primary government (government and business-type activities). Governments will report all
capital assets in the government-wide Statement of Net Position and will report depreciation
expense - the cost of “using up” capital assets - in the Statement of Activities. The net position of
a government will be broken down into three categories - 1) net investment in capital assets; 2)
restricted; and 3) unrestricted.

The Statement of Activities demonstrates the degree to which the direct expenses of a given
function or segment, are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include 1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general
revenues.

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

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

14




TOWN OF MONTEREY, VIRGINIA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 (CONTINUED)

C.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT

'PRESENTATION:

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

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

Property taxes, franchise taxes, licenses, and interest associated with the current fiscal period are
all considered to be susceptible to accrual and so have been recognized as revenues of the
current fiscal period. Accordingly, real and personal property taxes are recorded as revenues
and receivables when billed, net of allowances for uncollectible amounts. Property taxes not
collected within 60 days after year-end are reflected as deferred revenues. Sales, which are
collected by the state and subsequently remitted to the Town, are recognized as revenues and
receivables upon collection by the state or utility, which is generally in the month preceding
receipt by the Town. Ultility taxes are collected by the utilities and remitted directly to the Town.

Licenses, permits, fines and rents are recorded as revenues when received. Intergovernmental
revenues, consisting primarily of federal, state and other grants for the purpose of funding specific
expenditures, are recognized when earned or at the time of the specific expenditure. Revenues
from general purpose grants are recognized in the period to which the grant applies. All other
revenue items are considered to be measurable and available only when cash is received by the
government.

The government reports the following major governmental fund:
The general fund is the Town’s primary operating fund. It accounts for and reports all
financial resources of the general government, except those required to be accounted for in
another fund.

The government reports the following major proprietary fund:

The enterprise fund provides maintenance to the water and sewer lines and pump stations
and derives the maijority of its revenues through user charges and fees.
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TOWN OF MONTEREY, VIRGINIA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 (CONTINUED)

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED)

C. MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT
PRESENTATION: (CONTINUED). :

As a general rule the effect of interfund activity has been eliminated from the government-wide
financial statements. Exceptions to this general rule are other charges between the government’s
water and sewer function and various other functions of the government. Elimination of these
charges would distort the direct costs and program revenues reported for the various functions
concerned.

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

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the water and sewer enterprise fund are charges to customers for
sales and services. Operating expenses for enterprise funds and internal service funds include
the cost of sales and services, administrative expense, and depreciation on capital assets. All
revenues and expenses not meeting this definition are reported as nonoperating revenues and
expenses.

The accompanying financial statements are prepared in accordance with pronouncements issed
by the Governmental Accounting Standards Board. The principles prescribed by GASB represent
generally accepted accounting principles applicable to governmental units.

D. ASSETS, LIABILITIES, DEFERRED OUTFLOWS/INFLOWS OF RESOURCES AND NET
POSITION/FUND BALANCE:

1) Deposits

For purposes of reporting cash flows, the Town considers all cash accounts, which are not
subject to withdrawal restrictions or penalties, and all highly liquid investments with a
maturity of three months or less when purchased to be cash equivalents.

2) Property Taxes Receivable

Property taxes are recognized as a receivable when levied as of November 1% and are due
on or before December 5". That portion of the taxes receivable which is not collected
within 60 days is shown as unavailable revenue. All unpaid taxes are subject to penalty of
5% after December 6" and 8% if not paid by January 1% of the following year.

16




TowN OF MONTEREY, VIRGINIA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 (CONTINUED)

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED)

—_—

D. ASSETS, LIABILITIES, DEFERRED OUTFLOWS/INFLOWS OF RESOURCES AND NET

POSITION/FUND BALANCE: (CONTINUED)

3)

4)

o)

Capital Assets

Capital assets, which include property, plant and equipment, and infrastructure assets, are
reported in the applicable governmental or business-type activities columns in the
government-wide financial statements. Such assets are recorded at historical cost or
estimated historical cost if purchased or constructed. Capital assets are recorded at
estimated fair market value at the date of donation. '

Maintenance, repairs and minor renewals are charged to operations when incurred.
Expenditures/expenses which materially increase values or extend useful lives are
capitalized.

Major outlays for capital assets and improvements are capitalized as projects are
constructed. Interest incurred during the construction phase of capital assets of business-
type activities is included as part of the capitalized value of the assets constructed. No
interest was capitalized during the year ended June 30, 2013.

Capital assets are depreciated using the straight-line method over the following estimated
useful lives:

Distribution and collection systems 20-40 years
Machinery and Equipment 3-25 years
Vehicles 5 years
Infrastructure 20-30 years

Long-term Obligations

In the government-wide financial statements and proprietary fund financial statements,
long-term obligations are reported as liabilities in the applicable governmental activities,
business-type activities, and statement of net position. Bond premiums and discounts are
deferred and amortized over the life of the bonds using the straight-line method. Bonds
payable are reported net of the applicable premium or discount.

In the governmental fund financial statements, governmental fund types recognize bond
premiums and discounts during the current period. The face amount of debt issued is
reported as other financing sources. Premiums received on debt issuances are reported
as other financing sources while discounts on debt issuances are reported as other
financing uses.

Prepaid Items

Certain payments to vendors represent costs applicable to future accounting periods and
are recorded as prepaid items in both the government-wide and fund financial statements.
The costs of prepaid items is recorded as expenditures/expenses when consumed rather
than when purchased.

17




TOWN OF MONTEREY, VIRGINIA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 (CONTINUED)

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED)

D. ASSETS, LIABILITIES, DEFERRED OUTFLOWS/INFLOWS OF RESOURCES AND NET

POSITION/FUND BALANCE: (CONTINUED)

6)

7)

Fund Equity

The Town reports fund balance in accordance with GASB Statement 54, Fund Balance
Reporting and Governmental Fund Type Definitions. The following classifications describe
the relative strength of the spending constraints placed on the purposes for which
resources can be used:

e Nonspendable fund balance — amounts that are not in spendable form (such as
inventory and prepaids) or are required to be maintained intact (corpus of a permanent
fund);

* Restricted fund balance — amounts constrained to specific purposes by their providers
(such as grantors, bondholders, and higher levels of government), through

. constitutional provisions, or by enabling legislation;

* Committed fund balance — amounts constrained to specific purposes by a government
itself, using its highest level of decision-making authority; to be reported as committed,
amounts cannot be used for any other purpose unless the government takes the same
highest level action to remove or change the constraint;

» Assigned fund balance — amounts a government intends to use for a specific purpose;
intent can be expressed by the governing body or by an official or body to which the
governing body delegates the authority;

e Unassigned fund balance — amounts that are available for any purpose; positive
amounts are only reported in the general fund.

When fund balance resources are available for a specific purpose in more than one
classification, it is the Town’s policy to use the most restrictive funds first in the following
order: restricted, committed, assigned, and unassigned as they are needed.

The Town establishes (and modifies or rescinds) fund balance commitments by passage of
an ordinance. This is typically done through adoption and amendment of the budget. A
fund balance commitment is further indicated in the budget document as a designation or
commitment of the fund (such as for special incentives). Assigned fund balance is
established by the Town Council through adoption or amendment of the budget as
intended for specific purpose (such as the purchase of capital assets, construction, debt
service, or for other purposes).

Net Position

Net position is the difference between (a) assets and deferred outflows of resources and
(b) liabilities and deferred inflows of resources. Net investment in capital assets represents
capital assets, less accumulated depreciation, less any outstanding debt related to the
acquisition, construction or improvement of those assets. Deferred outflows of resources
and deferred inflows of resources that are attributable to the acquisition, construction, or
improvement of those assets or related debt are also included in this component of net
position.
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TOWN OF MONTEREY, VIRGINIA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 (CONTINUED)

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED)

D. ASSETS, LIABILITIES, DEFERRED OUTFLOWS/INFLOWS OF RESOURCES AND NET

POSITION/FUND BALANCE: (CONTINUED)

8)

9)

10)

Deferred Qutflows/Inflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate
section for deferred outflows of resources. This separate financial statement element,
deferred outflows of resources, represents a consumption of net position that applies to a
future period(s) and so will not be recognized as an outflow of resources (expense) until
then. The Town did not have any deferred outflows of resources as of June 30, 2013.

In addition to liabilities, the statement of financial position will sometimes report a separate
section for deferred inflows of resources. This separate financial statement element,
deferred inflows of resources, represents an acquisition of net position that applies to a
future period(s) and so will not be recognized as an inflow of resources (revenue) until that
time. The Town has one type of item that qualifies for reporting in this category. Under a
modified accrual basis of accounting, unavailable revenue representing property taxes
receivable is reported in the governmental funds balance sheet. This amount is comprised
of uncollected property taxes due prior to June 30 and is deferred and recognized as an
inflow of resources in the period that the amount becomes available.

Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources,
and Net Position, Statement No. 63 of the Governmental Accounting Standards Board

The Town implemented the financial reporting provisions of the above Statement for the
fiscal year ended June 30, 2013. This Statement provides guidance for reporting deferred
inflows and outflows of resources. The requirements of this Statement will improve
financial reporting by standardizing the presentation of deferred outflows of resources and
deferred inflows of resources and their effects on an entity’s net position. With the
implementation of this Statement, certain terminology has changed and financial statement
descriptions have changed from ‘net assets” to “net position.” The net equity reported in
the financial statements was not changed as a result of implementing this Statement and
no restatement of prior balances is required.

ltems Previously Reported as Assets and Liabilities, Statement No. 65 of the
Governmental Accounting Standards Board

The Town implemented the financial reporting provisions of the above Statement for the
fiscal year ended June 30, 2013. This Statement establishes accounting and financial
reporting standards that reclassify, as deferred outflows of resources or deferred inflows of
resources, certain items that were previously reported as assets and liabilities and
recognizes, as outflows of resources or inflows of resources, certain items that were
previously reported as assets and liabilities.
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TOWN OF MONTEREY, VIRGINIA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 (CONTINUED)

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED)

D. ASSETS, LIABILITIES, DEFERRED OUTFLOWS/INFLOWS OF RESOURCES AND NET
POSITION/FUND BALANCE: (CONTINUED)

11)  Upcoming Pronouncements

The Governmental Accounting Standards Board has issued Statement No. 68, Accounting
and Financial Reporting for Pensions; an amendment of GASB Statement No. 27. This
Statement replaces the requirements of Statements No. 27 and No. 50 related to pension
plans that are administered through trusts of equivalent arrangements. The requirements
of Statements No. 27 and No. 50 remain applicable for pensions that are not administered
as trusts or equivalent arrangements. The requirements of this Statement are effective for
financial statements for fiscal years beginning after June 15, 2014. The Town has not
determined the impact of this pronouncement on its financial statements.

12)  Net Position Flow Assumption

Sometimes the Town will fund outlays for a particular purpose from both restricted (e.g.
restricted bond and grant proceeds) and unrestricted resources, in order to calculate the
amounts to report as restricted — net position and unrestricted — net position in the financial
statements, a flow assumption must be made about the order in which the resources are
considered to be applied. It is the Town’s policy to consider restricted — net position to
have been depleted before unrestricted — net position is applied.

13) Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenditures/expenses during the reporting period. Actual
results could differ from those estimates.

NOTE 2—DEPOSITS AND INVESTMENTS:

Deposits

Deposits with banks are covered by the Federal Deposit Insurance Corporation (FDIC) and collateralized
in accordance with the Virginia Security for Public Deposits Act (the “‘Act”) Section 2.2-4400 et. seq. of
the Code of Virginia. Under the Act, banks and savings institutions holding public deposits in excess of
the amount insured by the FDIC must pledge collateral to the Commonwealth of Virginia Treasury Board.
Financial Institutions may choose between two collateralization methodologies and depending upon that
choice, will pledge collateral that ranges in the amounts from 50% to 130% of excess deposits.
According, all deposits are considered fully collateralized.

Investments

Statutes authorize the Town to invest in obligations of the United States or agencies thereof, obligations
of the Commonwealth of Virginia or political subdivisions thereof, obligations of the International Bank for
Reconstruction and Development (World Bank), the Asian Development Bank, the African Development
Bank, “prime quality” commercial paper and certain corporate notes, banker's acceptances, repurchase
agreements and the State Treasurer’s Local Government Investment Pool (LGIP). At June 30, 2013, the
Town had no investments.

20




TOWN OF MONTEREY, VIRGINIA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 (CONTINUED)

NOTE 3—CAPITAL ASSETS:

Capital asset activity for the year ended June 30, 2013 was as follows:

Balance Transfers Transfers Balance
July 1, and and June 30,
2012 Additions Retirements 2013
Governmental activities:
Capital assets, being depreciated:
Machinery and Equipment $ 11,715 § -3 2189 $ 9,626
Infrastructure 26,211 - - 26,211
Total capital assets being depreciated $ 37,926 $ -3 2,189 $ 35,737
Accumulated depreciation for:
Machinery and Equipment $ 5438 $ 853 § 2,189 §$ 4,102
Infrastructure 1,660 1,747 - 3,407
Total accumulated depreciation 3 7,098 % 2600 $ 2,189 % 7,509
Governmental activities capital assets, net 3 30,828 $ 2600 % - $ 28,228
Business-type activities:
Capital assets, not being depreciated:
Construction in Progress $ 96,628 $ 42,019 $ 35,864 § 102,783
Capital assets, being depreciated:
Water and Sewer system $ 4461722 % 29,064 $ - $ 4,490,786
Machinery and Equipment 55,807 - 7,825 47,982
Total capital assets being depreciated $ 4,517,529 $ 29,064 $ 7,825 $ 4,538,768
Less accumulated depreciation for:
Water and Sewer system $ 598,714 $ 110,740 $ - % 709,454
Machinery and Equipment 48,295 2,030 7,825 42 500
Total accumulated depreciation $ 647,009 $ 112,770 $ 7.825 ‘% 751,954
Total capital assets being depreciated, net $ 3,870,520 $ (83,706) $ - $ 3,786,814
Business-type capital assets, net $ 3,967,148 $ (41,687) $ 35864 $ 3,889,597

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

Governmental activities:
General government administration $

Business-type activities:
Water and Sewer $
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TOWN OF MONTEREY, VIRGINIA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 (CONTINUED)

NOTE 4—LONG-TERM OBLIGATIONS:

Changes in Long-term Obligations
The following is a summary of long-term obligation transactions of the Town for the year ended June 30,
2018

Balance Balance
July 1, June 30,
2012 Issuances Retirements 2013
Business-type activities:
General obligation bonds

Rural Utility Services, $367,000 bond $ 339,799 % -3 5031 % 334,768
Rural Utility Services, $520,000 bond 513,520 - 5,801 507,719
Total $ 853,319 $ - $ 10,832 $ 842,487

Annual requirements to amortize long-term obligations are as follows:

Year Ending General Obligation Bonds

June 30, Principal Interest
2014 $ 11,335 3 37,037
2015 11,848 36,524
2016 12,384 35,988
2017 12,944 35,428
2018 13,530 34,842
2019-2023 77,404 164,456
2024-2028 96,574 145,286
2029-2033 120,491 ' 121,369
2034-2038 150,334 91,526
2039-2043 187,570 54,290
2044-2048 131,538 17,826
2049 16,535 239
Total $ 842487 $ 1,144,689
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TOWN OF MONTEREY, VIRGINIA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 (CONTINUED)

NOTE 4—LONG-TERM OBLIGATIONS: (CONTINUED)

Details of long-term indebtedness:

Due
Total Within
Due One Year

Business-type activities:
General obligation bonds:

U.S. Department of Agriculture - Rural Utilities Services - $367,000
loan dated October 22, 2003, interest only payable annually for the
first two years at 4.5%;, thereafter payable in monthly payments of
$1,685 including interest at 4.5% and final payment due on August

1, 2044 $ 334,768 % 5,263
U.S. Department of Agriculture - Rural Utilities Services - $520,000
loan dated April 27, 2009, interest only payable annually for the first

two years at 4.375%; thereafter payable in monthly payments of
$2,346 including interest at 4.375% and final payment due on April

27,2049 507,719 6,072
Total business-type activities $ 842,487 $ 11,385

NOTE 5—UNAVAILABLE REVENUE:

Unavailable revenue in the fund statements represents amounts for which asset recognition criteria have
been met, but for which revenue recognition criteria have not been met. Under the modified accrual
basis of accounting, such amounts are measurable, but not available. Unavailable revenue totaling $517
is comprised of the following:

Unavailable Property Tax Revenue
Unavailable revenue representing uncollected tax billings not available for funding of current
expenditures totaled $517 at June 30, 2013.

NOTE 6—INTERFUND OBLIGATIONS:

Interfund obligations at June 30, 2013 consisted of the following:

Receivables Payables
General fund $ 10,504 $ -
Water and sewer fund - 10,504
Total Interfund Obligations $ 10,504 % 10,504

The purpose of interfund balances is to cover cash deficits in a fund.
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TowN OF MONTEREY, VIRGINIA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 (CONTINUED)

NOTE 7—DUE FROM OTHER GOVERNMENTAL UNITS:

At June 30, 2013, amounts due from other governmental units consisted of the following:

Commonwealth of Virginia:

Communications taxes $ 1,114
Rolling Stock Tax g
Total $ 1123

NOTE 8—RELATED PARTY TRANSACTIONS:

During the fiscal year 2013, the Town rented office space from HiCoVa Enterprises, owned and operated
by Janice Warner, a member of the Town Council. Payments to HiCoVa Enterprises for the year ended
June 30, 2013 totaled $5,100. The one year lease agreement between the Town and HiCoVa
Enterprises dated May 1, 2000 has renewed annually at the consent of both parties with the monthly rate
negotiated upon renewal.

NOTE 9—RISK MANAGEMENT:

The Town is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees and others; and natural disasters. To reduce
insurance costs and the need for self-insurance, the Town has joined with other municipalities in the
Commonwealth of Virginia in several public entity risk pools that operate as common risk management
and insurance programs for member municipalities. The Town is not self-insured.

The Town has coverage with the Virginia Municipal Group Self Insurance Association (Association) for all
insurable risks identified by the Town. Each Association member jointly and severally agrees to assume,
pay, and discharge any liability. The Town pays Virginia Municipal Group contributions and assessments
based upon classifications and rates into a designated cash reserve fund out of which expenses of the
Association and claims and awards are to be paid. In the event of a loss deficit and depletion of all
available excess insurance, the Association may assess all members in the proportion which the
premium of each bears to the total premiums of all members in the year in which such deficit occurs.
Settled claims resulting from these risks have not exceeded commercial insurance in any of the past
three fiscal years.

NOTE 10—LITIGATION:

At June 30, 2013, there were no matters of litigation involving the Town or which would materially affect
the Town'’s financial position should any court decisions on pending matters not be favorable to such
entities.
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Town of Monterey, Virginia Exhibit 10

General Fund
Schedule of Revenues, Expenditures, and Changes in Fund Balances-Budget and Actual
For the Year Ended June 30, 2013

Variance with

Budget Final Budget -
Original & Actual Positive
Final Amounts (Negative)
REVENUES
General property taxes 3 28,800 $ 30685 $§ 1,885
Other local taxes 79,638 85,819 6,181
Revenue from the use of money and property 1,300 1,461 161
Miscellaneous 100 - (100)
Intergovernmental revenues:
Commonwealth 17,713 9,365 (8,348)
Total revenues 3 127,561 % 124,330 & (221)
EXPENDITURES
Current:
General government administration 3 59,763 $ 59,429 % 334
Public safety 10,000 10,000 -
Public works 26,118 22,771 3,347
Parks, recreation, and cultural 1,500 1,300 200
Nondepartmental:
Capital projects 32,200 - 32,200
Total expenditures $ 129,581 $ g3.500. 3 36,081
Excess (deficiency) of revenues over (under) expenditures $ (2,030) $ 33,830 $ 35,860
Net change in fund balances $ (2,030) $ 33,830 % 35,860
Fund balances - beginning 182,133 208,561 26,428
Fund balances - ending 3 180,103 $ 242,391 $ 62,288
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Town of Monterey, Virginia

Schedule of Revenues-Budget and Actual
Govemmental Funds
For the Year Ended June 30, 2013

Schedule 1

Variance with

Final Budget -
Original Final Positive
Fund, Major and Minor Revenue Source Budget Budget Actual (Negative)
General Fund:
Revenue from local sources:
General property taxes:
Real property taxes $ 23,500 $ 23,500 % 25229 $ 1,729
Personal property taxes 5,000 5,000 5,212 212
Penalties and interest 300 300 244 (56)
Total general property taxes $ 28,800 $ 28,800 $ 30,685 $ 1,885
Other local taxes:
Local sales and use taxes $ 2,000 $ 2,000 $ 3,309 §$ 1,309
Consumers' utility taxes 5,500 5,500 6,679 1,179
Consumption tax 1,000 1,000 1,004 4
Bank stock taxes 71,138 71,138 74,827 3,689
Total other local taxes $ 79,638 $ 79638 $ 85,819 $ 6,181
Revenue from use of money and property:
Revenue from use of money $ 1,300 $ 1,300 $ 1,461 $ 161
Miscellaneous revenue:
Miscellaneous $ 100 $ 100 $ -3 (100)
Total revenue from local sources $ 109,838 $ 109,838 $ 117,965 $ 8,127
Revenue from the Commonwealth:
Noncategorical aid:
Rolling stock tax $ 12 & 13 § 8 § (9)
Communications tax 7,300 7,300 7,048 (252)
Personal property tax relief funds 2,400 2,400 2,309 (91)
Total noncategorical aid $ 9713 % 9,713 $ 9,365 $ (348)
Other categorical aid:
Department of fire programs funds $ 8,000 $ 8,000 % -3 (8,000)
Total other categorical aid $ 8,000 $ 8,000 $ - % (8,000)
Total categorical aid $ 8,000 $ 8,000 $ - % (8,000)
Total revenue from the Commonwealth ~ $ 17,713 $ 17713 % 9,365 $ (8,348)
Total General Fund 3 127,551 $ 127,551 $ 127,330 $ (221)
Total Primary Government $ 127,551 $ 127,551 $ 127,330 $ (221)
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Town of Monterey, Virginia

Schedule of Expenditures-Budget and Actual
Govermnmental Funds ;
For the Year Ended June 30, 2013

Schedule 2

Variance with

Final Budget -
Original Final Paositive
Fund, Function, Activity, and Elements Budget Budget Actual {Negative)
Primary Government:
General Fund:
General government administration:
Legislative:
Town Council:
Personnel services $ 8,300 8,300 7,455 845
Liability Insurance 3,500 3,500 3,375 125
Other charges 860 2,400 687 1,713
Total town council $ 12,660 14,200 11,517 2,683
General and financial administration:
Legal services $ 8,616 8,616 6,390 2,226
Finance and administration 23,887 23,887 25,558 (1,671)
Audit and accounting services 9,500 9,500 10,864 (1,364)
Rent 5,100 5,100 5,100 -
Total general and financial administration 3 47,103 47,103 47,912 (809)
Total general government administration 3 59,763 61,303 59,429 1,874
Public safety:
Fire and rescue services:
Fire Department $ 9,000 9,000 9,000 -
Rescue squad 1,000 1,000 1,000 -
Total fire and rescue services $ 10,000 10,000 10,000 -
Total public safety 3 10,000 10,000 10,000 -
Public works:
Maintenance of highways, sireets, bridges and sidewalks:
Highways, streets, bridges and sidewalks 3 1,600 1,600 1,833 (233)
General buildings and grounds:
Personnel services 3 8,435 8,435 7,555 880
Utilities 8,500 8,500 6,644 1,856
Telecommunications 1,800 1,800 1,915 (115)
General maintenance 5,783 5783 4,824 959
Total general buildings and grounds 24518 24,518 20,938 $ 3,580
Total public works 26,118 26,118 22,771 3,347
Parks, recreation, and cultural:
Parks and recreation:
Youth fund $ 500 500 300 200
Library:
County library $ 1,000 1,000 1,000 -
Total parks, recreation, and cultural $ 1,500 1,500 1,300 200
Non-departmental:
Capital Projects:
Capital outlay 32,200 32,200 $ 3 32,200
Total non-departmental $ 32,200 32,200 § - 32,200
Total General Fund $ 129,581 131,121 93,500 37,621
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ROBINSON, FARMER, COX ASSOCIATES

CERTIFIED PUBLIC ACCOUNTANTS A PROFESSIONAL LIMITED LTABILITY COMPANT

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

TO THE HONORABLE MEMBERS OF THE TOWN COUNCIL
TOWN OF MONTEREY, VIRGINIA

We have audited, in accordance with the auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and the Specifications for Audits of Counties,
Cities, and Towns, issued by the Auditor of Public Accounts of the Commonwealth of Virginia, the
financial statements of the governmental activities, the business-type activities, and each major fund of
Town of Monterey, Virginia, as of and for the year ended June 30, 2013, and the related notes to the
financial statements, which collectively comprise Town of Monterey, Virginia’s basic financial statements,
and have issued our report thereon dated April 4, 2014.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Town of Monterey,
Virginia’s internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of Town of Monterey,
Virginia’s internal control. Accordingly, we do not express an opinion on the effectiveness of Town of
Monterey, Virginia’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or, significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

Compliance and Other Matters

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

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.
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Staunton, Virginia
April 4, 2014
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