CITY OF FELLSMERE, FLORIDA
Basic Financial Statements
With
Independent Auditors’ Report

Year ended September 30, 2007



Table of Contents

Independent Auditors’ RePOrt ... i e e
Required Supplementary Information:
Management’s Discussion and AMAIYSIS ...t e et
Basic Financial Statements:
Government-Wide Financial Statements:
SHATBIMEINT OF INBE A S SBES 1 ettt eeieet ettt ettt ettt e st e et e e ee e e e smeee e e s et embeeat e ebeambensembesanne s
STATEIMEINTE OF ACTIVILIES L. vett ittt irs ittt et e et e e b bbb 001 e et e st sn et eneseaeas
Fund Financial Statements:
Balance Sheet — Governmental FUNS ... e e
Reconciliation of the Balance Sheet of Governmental Funds to the Statement of Net Assets.........coceveveeecen,
Statement of Revenues, Expenditures and Changes in Fund Balances — Governmental Funds............cccee......

Reconciliation of the Governmental Funds Statement of Revenues, Expenditures
and Changes in Fund Balances to the Statement of Activities ..o iooorieeiii e

Statement of Net Assets — Business-type Activities — Enterprise Funds ...

Statement of Revenues, Expenses and Changes in Fund Net Assets —
Business-type Activities — Enterprise Funds ... e

Statement of Cash Flows — Business-type Activities — Enterprise Funds.........ccocevivriivivinnen e
Notes to Basic FInancial Statemments. ..o et teeee e e e eteesem e ensneessesnsesatbe e srannsins
Required Supplementary Information:

Schedule of Revenues, Expenditures and Changes in Fund Balances — Governmental Funds
Budget and Actual — General FUnd ... e e e

Schedule of Revenues, Expenditures and Changes in Fund Balances — Governmental Funds
Budget and Actual — Infrastructure Special Revenue FUld . ... vrvviee s e

Schedule of Revenues, Expenditures and Changes in Fund Balances — Governmental Funds
Budget and Actual — Community Redevelopment AZENCY ........oocvveer v e e e se e e

Supplemental Information:

Combining Statement of Revenues, Expenditures and Changes in Fund Balances —
Nonmajor Governmental Funds — Special Revenue Funds ..o e

Schedule of Expenditures of Federal Award PrOZrams . ......cccoivioiivveveiris vt censesreessesssessssessnssureesssassssessesaseanseencnss

Notes to Schedule of Expenditures of Federal Award PrOgrams. ... ....cocoi vt sis s

37

38



Table of Contents (continued)

Independent Auditors' Report on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of the Basic Financial
Statements Performed in Accordance with Goverament Auditing Standards ..o, 44 - 45

Independent Auditor’s Report on Compliance with requirements
Applicable to each Major Program and on Internal Control over

Compliance in Accordance with OMB Circular A-133 ..t e e 46 - 47
Schedule of Findings and Questioned COsts .. ... oo ss s vns s e e serese et nae e s tess e en e 48
Summary Schedule of Prior Audit FINAINES .oovociii i et et b e s 49

Independent Auditors' Management LeTleI.......ooi i s et ere e smaeresr et seente s sretesnensebasnannas 50-51



t B} THOMES F. O'HAIRE, CPA (RETIRED)
MICHAEL L. KMETZ, CPA, PFS
SCOTT A. NUTTALL, CPA, CFP
BRIAN J ELWELL, CPA

PATRICK K. GRAHAM, CPA
J HARVEY L HERRST, C2A
b 4 c TERESA M LASOTA, CPA.

Independent Auditors’ Report

To the Honorable Mayor and
Members of the City Council
City of Fellsmere, Florida

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 Fellsmere, Florida (the City}, as of and
for the year ended September 30, 2007, which collectively comprise the City’s basic financial statements as listed in
the table of contents. These financial statements are the responsibility of the City’s management. Our responsibility is
to express opinions on these financial statements based on our audit.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the City of Fellsmere, Florida, as of September 30, 2007, and the respective changes in
financial position and cash flows, where applicable, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated August 14, 2008, on our
consideration of the City'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 and important for
assessing the results of our audit.

The management’s discussion and analysis and budgetary comparison information as listed in the table of contents,
are not a required part of the basic financial statements, but are supplementary information required by accounting
principles generally accepted in the United States of America. We have applied limited procedures, which consisted
principally of inquirics 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.
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Our andit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the City of Fellsmere, Florida‘s basic financial statements. The combining nonmajor fund financial statement is
presented for purposes of additional analysis and is not a required part of the basic financial statements. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis as required
by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the basic financial statements of the City of Fellsmere, Florida. The
combining nonmajor fund financial statement and the schedule of expenditures of federal awards have been subjected
to the anditing 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.

Sz, 7 Tt e £

(O’Haire, Kimetz, Nuttall, Elwell & Co., chartered
Certified Public Accountants

August 14, 2008
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Management’s Discussion and Analysis

The City of Fellsmere’s (the “City™) discussion and analysis is designed to (a) assist the reader in focusing on significant financial
issues, (b) provide an overview in the City’s financial activity, (c) identify changes in the City’s financial position, (d) identify any
material deviations from the financial plan, and (e) identify individuaal fund issues or concerns.

Since the Management’s Discussion and Analysis (MD&A) is designed to focus on the current years activities, resulting changes
and currently known facts, please read it in conjunction with the City’s financial statements beginning on page [3.

Highlights
Financial Highlights

o  The assets of the City of Fellsmere exceed its liabilities at the close of the most recent fiscal vear by $13,347,255 (net
assets).  Of this amount, $1,592,523 (unrestricted net assets) maybe used to meet the City’s ongoing obligations to
citizens and creditors.

s The City’s total net assets increased by $3,764,071.

s As of the close of the fiscal year ending September 30, 2007, the City of Fellsmere’s governmental funds reported
combined ending fund balances of $1,853,800, a decrease of $304,989 in comparison with the prior fiscal vear.
$698,723 (37%) of this total amount is available for spending at the City’s discretion (unteserved, undesignated fund
balance).

e At the end of the current fiscal year, unreserved, undesignated fund balance for the general fund was $564,779 or 97%
and expenditures increased by $48,354 or 3%.

e The City’s total debt increased by $360,874 during the current fiscal year.

Government-wide financial statement

The government-wide financial statements are designed to provide readers with a broad overview of the City of Fellsmere’s
finances, in a manner similar to a private-sector business.

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

The staternent of activities presents information showing how the City’s net assets changed during the most recent fiscal year. All
changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of the timing of
related cash flows.

Both of the government-wide financial statements distinguish functions of the City that are principally supported by taxes and
intergovernmental revenues (governmental activities) from other functions that are intended to recover all or significant portion of
their costs through user fees and charges (business-type activities). The governmental activities of the City include general
government, public safety, public works and culture and recreation. The business-type activities of the City include water,
wastewater and community development.

The government-wide financial statements can be found on pages 13 and 14 of this report.

Fund finaneial statements. A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The City of Fellsmere, like other local governments, uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements. All of the funds of the City can be divided into three
categories, governmental funds, proprietary funds and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions reported as governmental
activities in the government wide financial statements. However, unlike the government-wide financial statements, governmental
fund financial statements focus on near-term inflows and outflows of spendable resources, as well as balances of spendable
resources available at the end of the fiscal year. Such information may be useful in evaluating the City’s near-term financing
requirements.
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Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful to compare
the information presented for govermmental funds with similar information presented for governmental activities in the
government-wide financial statements. By doing so, readers may better understand the long term impact of the City’s near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund statement of revenues, expenditures,
and changes in fund balances provide a reconciliation to facilitate this comparison between governmental funds and governmental
activities.

The City of Fellsmere maintains eleven individual governmental funds. Information is presented separately in the governmental
fund balance sheet and in the governmental fund statement of revenues, expenditures, and changes in fund balance for the general
fund, infrastructure fund and the little league grant fund, all of which are considered to be major funds. Data from the other seven
governmental funds are combined into a single, aggregated presentation. Individual fund data for each of these non-major
governmental funds is provided in the form of combining statements elsewhere in this report.

The City of Fellsmere adopts an annual appropriated budget for all governmental funds. Budgetary comparison statements have
been provided for the general fund, infrastructure fund and the community redevelopment agency trust fund to demonstrate
compliance with these budgets.

The basic governmental fund financial statements can be found on pages 15-18 of this report.

Proprietary funds. The City of Fellsmere maintains three proprictary funds, all of which are enterprise funds. Enterprise funds
are used to report the same functions preseited as business-type activities in the government-wide financial statements. The City
uses enterprise funds to account for water, wastewater and community development.

Proprietary funds provide the same type of information as the government-wide financial statements, only in more detail. The
proprietary fund financial statements provide separate information for water, wastewater and community development; all of
which are considered to be major funds of the City.

The City of Fellsmere adopts an annual appropriated budget for each enterprise fund. The basic proprietary fund financial
statements can be found on pages 19-21 of this report.

Fiduciary funds. Fiduciary funds are used to account for resources that are held by the City as a trustee or agent for parties
outside the City and cannot be used to support the City’s own programs. For this reason fiduciary funds are not reflected in the
government-wide financial statement. The accounting used for fiduciary funds is much like that used for proprietary funds.

The basic fiduciary fund information can be found in Note 6 on page 32 of this report.

Notes to the financial statements. The notes provide additional information that {s essential to a full understanding of the data
provided in the government-wide and fund financial statements. The notes to the financial statement can be found on pages 22-34
of this report.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. For the City of
Fellsmere, assets exceeded liabilities by $13,347,255 at the close of the most recent fiscal year.

By far the largest portion of the City’s net assets (70%) reflects its investment in capital assets (e.g., land, buildings, other
improvements, infrastructure improvements, 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 capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, since capital assets may not be used to liquidate these
liabilities.



Statement of Net Assets

City of Fellsmere

September 30, 2007 and 2006

Governmental Activities

Business-type Activities

Total Primary Government

2007 2006 2007 2006 2007 2006
Current and other assets ¥ 1,853,800 $ 2,267,100 § 2,778,170 $ 1,271,450 $ 4,631,970 $ 3,538,550
Capital assets 6,400,060 4,168,660 4,679,861 4,240,610 11,079,921 8,409,270
Total Assets 8,253,860 6,435,760 7,458,031 5,512,060 15,711,891 11,947,820
Long-term liabilities - - 1,668,500 1,727,285 1,668,500 1,727,285
Other liabilities 172,164 108,311 523,972 168,166 696,136 276,477
Total Liabilities 172,164 108,311 2,152,472 1,895,451 2,364,636 2,003,762
Net Assets:
Invested in capital assets,
net of related debt 6,400,060 4,168,660 2,952,575 2,456,539 9,352,635 6,625,199
Restricted 1,108,534 1,645,576 1,293,563 1,183,261 2,402,097 2,828,837
Unrestricted 573,102 513,213 1,019,421 (23,191} 1,592,523 490,022
Total Net Assets § 8,081,696 $ 6,327,449 $ 5,265,559 $ 3,616,609 $13,347,255 $ 9,944,058

An additional portion of the City’s net assets (18%) represents resources that are subject to external restrictions on how they may
be used. The remaining balance of unrestricted net assets ($1,592,523) may be used to meet the City’s ongoing obligations to

citizens and creditors.

At the end of the current fiscal year, the City is able to report positive balances in all three categories of net assets, both for the
City as a whole, as well as for its business-type activities.

There was a change (increase) of $110,302 in restricted net assets reported in connection with the City’s business-type activities.
An increase of $73,937 in renewal and replacement funds, an increase of $20,145 in the bond sinking fund reserve, and an

increase of $16,220 for customer deposits.

The City’s net assets increased by $3,403,197 during the current fiscal year. The greatest portion of this was related to acquisition

of Capital Assets.



Governmental Activities. Governmental activities increased the City’s net assets by $1,754,247, thereby accounting for 75% of
the total growth in the net assets of the City. Key elements are as follows:

Changes in Net Assets
City of Fellsmere
Years Ended September 30, 2007 and 2006
Governmental Activities Business-type Activities Total Primary Government
2007 2006 2007 2006 2007 2006

Revenues:
Program Revenues:

Charges for services 91,287 $ 111,372 $ 2,296,727 $ 1,138,103 $ 2,388,014 $ 1,249,475

Operating grants and

contributions 57,889 215,717 - - 57,889 215,717
Capital grants and
contributions 1,500,000 112,500 250,000 - 1,750,000 112,500

General Revenues:

Property taxes 540,924 378,277 - - 540,924 378,277

Other taxes 1,447,857 1,550,881 - - 1,447,857 1,550,881

Intergovernmental 124,643 133,244 - - 124,643 133,244

Foreclosure on lien - 60,167 - - - 60,167

Other 136,312 208,016 415,868 154,592 552,180 362,608

Total Revenues 3,898,912 2,770,174 2,962,595 1,292,695 6,861,507 4,062,869
Expenses:

General govermnment 821,235 767,182 - - 821,235 767,182

Public safety 638,063 764,560 637,675 269,053 1,275,738 1,033,613

Physical environment - - 629,605 680,284 629,605 680,284

Transportation 603,649 670,912 - - 603,649 670,912

Culture and recreation 185,283 165,270 - - 185,283 165,270

Total Expenses 2,248,230 2,367,924 1,267,280 049,337 3,515,510 3,317,261
Increase in Net Assets

before transfers 1,650,682 402,250 1,695,315 343,358 3,345,997 745,608

Transfers, net 103,565 90,750 (103,565) (90,750) - -
Change in net assets 1,754,247 493,000 1,591,750 252,608 3,345,997 745,608
Net Assets, beginning 6,327,449 5,834,449 3,616,609 3,253,758 9,944,058 9,088,207

Capital contributions - - 57,200 110,243 57,200 110,243
Net Assets, ending $ 8,081,696 $ 6,327,449 $ 5,265,559 $ 3,616,609 $13,347,235 $ 9,944,058

e  Property taxes increased by $162,647 (43%) during the year. Most of this increase is the result of increased property
values.
s Intergovernmental revenues decreased by $8,601 {6%) during the year.
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For the most part, increases in expenses closely paralleled inflation and growth in the demand for City services.

Business-type activities, Business-type activities increased the City’s net assets by 31,648,950, accounting for 48% of the total

growth in net assets. Key elements of this increase are as follows:

e Charges for services for business-type activities increased by $1,158,624 (100%). The Water and Wastewater funds
accounted for a significant portion of this increase as a result of the growth within the City.
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Financial Analysis of the Governments’ Funds

As noted earlier, the City of Fellsmere uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental funds. 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. In particular,
urweserved fund balance may serve as a useful measure of the City’s net resources available for spending at the end of the fiscal

year.
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As of the end of the most recent fiscal vear, the City’s governmental funds reported combined ending fund balances of $1,681,636,
a decrease of $477,158 in comparison with the prior year. An amount of $695,636 constitutes unreserved, undesignated fund
balance, which is available for spending at the City’s discretion. The remainder of fund balance is reserved or designated to
indicate that it is not available for new spending because it has already been committed or is legally restricted for a variety of uses.

The general fund is the main operating fund of the City. At the end of the most recent fiscal year, unreserved, undesignated fund
balance of the general fund was $564,779, while the total fund balance reached $385,064. As a measure of the general fund’s
liquidity, it may be useful to compare both unreserved fund balance and total fund balance to total fund expenditures. Unreserved,
undesignated fund balance represents 33% of total general fund expenditures, while total fund balance represents 34% of that
same amount. The fund batance of the City’s general fund increased by $61,056 during the current fiscal year

Proprietary funds. The City’s proprietary funds provide the same type of information found in the government-wide financial
statement but in more detail.

Unrestricted net assets of the City’s water, wastewater and community development enterprise funds amounted to $1,019,424.
The total for unrestricted net assets for each of these funds was $33,536, $976,651 and $9,578, respectively. Other factors
concerning the finances of these funds have previously been addressed in the discussion of the City of Fellsmere’s business-type
activities,

General Fund Budgetary Highlights

During the year the City did not amend its annual budget and ended the most recent fiscal year with $138,707 less actual revenue
than was budgeted. The actual expenditures were some $443,016 less than the budgeted amount,

Capital Assets and Debt Administration

Capital Assets. The City of Fellsmere’s investment in capital assets for its governmental and business-type activities as of
September 30, 2007, amounts to $9,352,635 (net of accumulated depreciation). This investment in capital assets includes land,
buildings, improvements, machinery and equipment, roads and drainage, and construction in progress. The total increase in the
City’s investment in capital assets for the current fiscal year was 41%. This represents a 53% increase for governmental activities
and a 20% decrease for business-type activities.

Major capital asset events during the most recent fiscal year included the following;

e  Various vehicles and equipment were purchased for $156,238.

s A variety of projects were begun during the fiscal year ended 2007. Construction in progress at the end of the current
fiscal year was $362,747.

e  New connections for the water system for the most recent fiscal year were $258,361.

s  New connections for the wastewater system for the most recent fiscal year were $57,200.

»  Improvements, road and drainage additions amounted to $2,533,754.

-11-



Capital Assets, Net of Depreciation
City of Fellsmere
Years Ended September 30, 2007 and 2006

Governmental Activities Business-type Activities Total Primary Government
2007 2006 2007 2006 2007 2006

Land $ 252,371 $ 252,371 $ 10,357 $ 10,357 § 262,728 $ 262,728
Buildings 566,170 618,832 758,317 521,545 1,324,487 1,140,377
Improvements other

than buildings 918,666 1,087,847 3,651,156 3,682,867 4,569,822 4,770,714
Machinery and equipment 335,753 314,126 30,447 25,841 366,200 339,967
Infrastructure 4,193,937 1,777,563 - - 4,193,937 1,777,563
Construction in progress 133,163 117,921 229,584 - 362,747 117,921

Total 3 6,400,060 § 4,168,660 $ 4,679,861 $ 4,240,610 $11,079,921 $ 8,409.270

Additional information on the City’s capital assets can be found in Note 5 on pages 30 and 31 of this report.

Long-Term Debt. At the end of the current fiscal year, the City of Fellsmere had total outstanding debt of $1,727,286, of this
amount $214,286 comprises a note backed by a secondary pledge of water system revenues and $1,513,000 debt for revenue
bonds secured by a primary pledge of water system revenues,

Outstanding Debt-Revenue Bond and Note Payables
City of Fellsmere
Years Ended September 30, 2007 and 2006

Governmental Activities Business-type Activities Total Primary Government
2007 2006 2007 2006 2007 2006
Note payable $ - h - £ 214,286 § 241,071 $ 214,286 $ 241,071
Revenue bond - - 1,513,000 1,543,000 1,513,000 1,543,000
Total b3 - 5 - $ 1,727,286 $ 1,784,071 $ 1,727,286 $ 1,784,071

The City’s total debt decreased by $56,785 during the current fiscal year. The key factor in this decrease was the scheduled
payment for debt service within the water fund. The City has no other long-term debt.

Economic Factors and Next Year's Budgets and Rates

The City’s elected and appointed officials considered many factors when setting the fiscal year 2008 budget, tax rates and fees that
will be charged for the business-type activities. One of these factors is the economy.

Fellsmere’s local economy consists largely of agriculture, retail and service industries, The Indian River County unemployment
rate in 2007 was 4.3%, up from 3.8% the previous year. The effects of the housing slump, the financial market’s meltdown, the
State’s tax reform and the lack of growth within the County have all combined as the perfect storm to cripple the area economy
and negatively affect the unemployment rate.
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During the most recently completed fiscal year, unreserved, undesignated fund balance in the general fund increased to $564,779.
The City has appropriated $161,000 of this amount for spending in the 2008 fiscal year budget. It is intended that this use of
available fund balance will avoid the need to raise ad valorem taxes during the 2008 fiscal year.

Both the water and wastewater rates were raised by 3.09% for the 2008 fiscal year budget. This rate was established by the
Florida Public Service Commission to annually adjust for the effects of inflation for water and wastewater operations.

Requests for Information
The financial report is designed to provide a general overview of the City’s finances for all those with an interest in the City’s
finances and to demonstrate the City’s accountability for the funds it receives. Questions concerning any information provided in

this report or requests for additional information should be addressed to the City Finance Department, City of Fellsmere, 21 8.
Cypress Street, Fellsmere, Florida 32948-6714.

13-



City of Fellsmere, Florida
Statement of Net Assets

September 30, 2007

Governmental Business-type
Activities Activities Total
Assets
Cash and cash equivalents k) 801,816 $ 1,297,086 $ 2,098,902
Accounts receivable - 176,662 176,662
Restricted cash and cash equivalents 717,221 1,293,563 2,010,784
Due from other governmental units 296,625 - 296,625
Due from other entities 28,326 - 28,326
Prepaid expenses 9,812 - 9,812
Inventory - 10,859 10,859
Capital assets, net of
accumulated depreciation 6,400,060 4,679,861 11,079,921
Total Assets 8,253,860 7,458,031 15,711,891
Liabilities
Accounts payable 58,022 178,934 236,956
Wages payable 26,614 - 26,614
Other liabilities 87.528 208,122 295,650
Customer and other deposits - 73,848 73,848
Accrued interest on revenue bond and note - 4,282 4282
Noncurrent liabilities:
Due within one year:
Note payable - 26,786 26,786
Revenue bond payable - 32,000 32,000
Due in more than one vear:
Note payable - 187,500 187,500
Revenue bond payable - 1,481,000 1,481,000
Total Liabilities 172,164 2,192,472 2,364,636
Net Assets
Invested in capital assets, net of related debt 6,400,060 2,952,575 9,352,635
Restricted:
Revenue bond debt service - 316,092 316,092
Renewal and replacement - 905,623 905,623
Other restrictions 1,108,534 71,848 1,180,382
Total restricted 1,108,534 1,293,563 2,402,097
Unrestricted 573,102 1,019,421 1,592,523
Total Net Assets § 8,081,696 $ 5,265,559 $ 13,347,255

See accompanying notes to the financial statements.

-14.



|W~l

‘SJUSLISLELS [EIOUBUIY 31) 0] §2)0U FujAurdwodse asg

CETLYEET § 6£6°69TC  § 9691808 § 3u1pua ‘s1assY 1N
8509166 609°919°¢ 6 LTE9 Bunuiday 51985y JON
LETE0Y'E 0S6'8F9°T LYTVSL'T §)9SSY J9N Ul 23ueYy))
y03°2TLT £05°69€ T0€'€5€T SIJSUBLY, pue sway| |E12adg ‘Sanuasdy 1e13usD) B0,
- {g9c°c01) $95°E01 19U “SIaysuBL],
00Z°LS 00T'LS - 1adoaasp woly [endea panginuos
TYL'LEE 091°R1€ TO9°6E $NOJUE[{AOSIIA]
£F9°PT1 - EPOPET [BIIAWIZA0T Ia1u]
8 A | 80L°L6 01L°96 STUNLIEA JUSWISIAUL PRIILISAIU
BV6°LOE - 816°L0E XB) S3[BS JU0-J[eH
W06 - §¥9°06 XE] 93TAISS SUOTEQTUNTULIO.)
¥95°061 - 95061 soxe} A1)
695°651 - 695651 $93} ASIYDUEI,]
L98'oV] - L9891 xey se8 uondo [eoo|
192°2s% - 197756 XBUINS $a18s AIPU0aIIsI(]
PT6OS - P60 soxp] Aladoiy
‘SeXB]
ISANUIAIY [BAIUID)
£6£°089 LYV6LTT {(rs0°665) 000°05L°T 8 688°LE $ r10°'88€T  § 01S°518'e  § 180
LVP6LTT LYP6LT'T - 0007052 - LTL96T'T 08TLITT saAly ad£)-ssauisng jejo],
8LT°1 871 - - - SOT'6L] LT6LLL UI21SAS IIRMSISE A
098°¢L9 098°6L9 - - - SECiETE SLYLEG justudoppasp Anunmuuio))
60E°209 60£°T09 - 0007052 - L86°E08 8LO'IST wsAs 1978 21qnd
sapANaY adf)-ssamisng
(Fs0r66S) - (rS0'665) 0000051 688°LS L8T16 0£T'8IT'T SOIAIIDY |EJUIWUIIACY) [0 ],
(z06°¢s) - {(zo6°cs) - 000°¢ ¥TT'S 97199 UONBA1521 PUE 81NN
€06T8Y - £06°789 000°00<°T POF oy - 195°€98 uoneodsurl],
(£86°509) - {£86°509) - STH1 §89°0¢ £90°8£9 Lapes anqugd
(Teo'eeey ¢ - $ (ZLo'zze) % - 3 000°¢ $ 80F°5S $ 08¥789 % JUSWUIBA0E [BIAUSL)
ISANIAIDY [BIUWUIIACY)
sweadolJ/sucroung
=10, S2IIANOY SANALDY SUQTINLIUO,) suennqLIuUe) S0IAIDG sesuadyyg
adky JEIBLULIZADL) pue sjueln) puz $UeI) Iy sadeyn
-SSa0TSNE endeny Suneradg

§1985Y 19N Ul safuey:)

pue artuaady] (esuadxy) 19N

sonuaaay werdorg

L00Z ‘0¢ soquiaidag papus 1ea
SINTATIOY JO JUelIale]S
BPLIO[Y “‘dI3WS[[24 Jo £31))



Icﬁl

"SIUSWISIEIS [BiDUEUL] Y] 0] Sej0u SulAuediuoaoe sog

008°¢S8’l $ 6££°CES  § LELTS  $ 00T'61 $ ToL'S8Y TOL'TEL §  sSoUE[EY PUNJ PUE SAVIIQEIT [€I0],
9€9°189°1 6T0°TES 18L°8L - 79L'58Y $90°C8S sayue(eq puny [ejoL
£TLC69 Fr6 0ET - - - 6LLF9S pareusisapun ‘paalesaup]
$87'0T - - - - 59707 A15)0WIA]) SPISYO0IY 10] PIRUSIS(]
[8L°8L - 18L°8L - - - 1uatdo]aAspal AJUNLITI0d JOY PayRuBISa(]
S80° 10T C80°10¥ - - - - saaripuadxa
uonjeyodsuen xoy pajeudisaq
T9L°S8T - - - 79L°C8Y - spoefoxd arnponnseIu 107 PaRUSISa(]
sadueeyg pung
POLTLI 01E'1 956°¢ 00Z'61 - 869°LY1 SANIIGEIT [BI0L
82<LY - - - - 87S°L8 soouasqe pajesusduiory
#19°0C - - - - 71997 ojqeed sefem
zTo'8s % OLET $ 966t $ 0061 $ - $ 965°cE  $ ajqeAed spunoooy
:SamIqel]
Sadue[Ry punj pue saniiqery
008°€S8°T §$ 6EC°EES  § LELT8  § 00Z°61 § 9L°58%  § 9L°TEL  § $)9s5Y [€10],
186 - - - - 186 sasuadxa predaig
9TE£8T - - - - 97E'8T SANNUS 19YJ0 WO IN(]
$79°96C 95T LOT - - LOT'SY 9TFr SIUN [IUSWUWISADT Joo Wwol] an(]
1ZTLIL 62861 LEL'TS - SS90y - $JUS[BAINDS YSBD PUR [SED PAIoLIsay]
018108 § FSTTET  § - $ 00z'61 $ - g 79€°059 § syua(eanba Ysea pue yse))
§)IS5Y
spunyg spung Aouagdy pung purng pui,f
[BIUDUILIDAOL) JenpuDACD  Jusdoaaspay] uoneSy onuaAzy [eedg [RISURD)
[®10L Jofpunion Arunwwo)) plezeH DHEAD QIMONISEIIU]

L007 ‘0¢ Bqunndag

Spurny [BIUSWILIRAOL) - 1221§ 2Jue[ey
BPLIOL] “2I2WS[[d JO AN



City of Fellsmere, Florida
Reconciliation of the Balance Sheet of Governmental Funds
to the Statement of Net Assets

Year ended September 30, 2007

Fund Balances-Total Governmental Funds $ 1,681,636

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

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

Governmental capital assets $ 9,548,452
Less accumulated depreciation (3,148,392)

Net governmental capital assets 6,400,060
Net Assets of Governmental Activities $ 8,081,696

See accompanying notes to the financial statements.
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City of Fellsmere, Florida
Staterment of Revenues, Expenditures and Changes in
Fund Balances - Governmental Funds

Year ended September 30, 2007

Infrastructure CDBG Hazard ~ Commupity Nonmajor Total
General Special Revenue Mitigation Redevelopment Governmental Governmental
Fund Fund Fund Agency Funds Funds
Revenues
Property taxes $ 540,924 - - - b - 540,924
Discretionary sales surtax - 552,261 - - - 552,261
Local option gas tax - - - - 146,867 146,867
Franchise fees 159,569 - - - - 159,569
Utility taxes 190,564 - - - - 190,564
Communications service tax 90,648 - - - - 90,648
Intergovernmental 484,055 - 1,500,000 - 6,425 1,990,480
Charges for services 20,820 - - - - 20,820
Fines and forfeitures 28,436 - - - - 28,436
Miscellaneous 93,847 44,721 - 34,726 5,050 178,344
Total Revenues 1,608,863 596,982 1,500,000 34,726 158,342 3,868,913
Expenditures
Current operating:
General government 622,656 678 - 15,064 17,183 655,581
Public safety 600,771 - - - 210 600,981
Transportation 431,415 - - - 49778 481,193
Culture and recreation 44,402 - - - - 44,402
Capital outlay - 144,083 2,454,115 - 99,276 2,697,474
Total Expenditures 1,699,244 144,761 2,454,115 15,064 166,447 4,479,631
Excess (deficit) of Revenues
over Expenditures {90,381) 452221 (954,115) 19,662 (8,105) (580,718)
Other Financing Sources (Uses)
Transfers in 210,556 79,366 954,115 59,119 99,276 1,402,432
Transfers out (59,119) (1,192,518) - - (47,230) {1,298,867)
Net Other Financing
Sources (Uses) 151,437 (1,113,152) 954,115 59,119 52,046 103,565
Net Changes in Fund Balances 61,056 (660,931) - 78,781 43,941 (477,153}
Fund Balance (Deficit),
beginning of year 524,008 1,146,693 - - 488,088 2,158,789
Fund Balance, end of year $ 583,064 485,762 - 78,781 $ 532,026 $ 1,681,636

See accompanying notes to the financial statements.
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City of Fellsmere, Florida
Reconciliation of the Governmental Funds Statement of Revenues,
Expenditures and Changes in Fund Balances to the Statement of Activities

Year ended September 30, 2007

Net Change in Fund Balances - Total Governmental Funds

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

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets
is depreciated over their estimated useful lives

Expenditures for capital assets § 2,697,473
Less current year depreciation (466,073)

$

(477,153)

2,231,400

Change in Net Assets of Governmental Activities

$

1,754,247

See accompanying notes to the financial statements.
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City of Fellsmere, Florida

Statement of Net Assets - Business-type Activities - Enterprise Funds

September 30, 2007

Public Community Wastewater
Water System Development Systemn Total
Assets
Current Assets
Cash and cash equivalents 3 102,536 h 962,028 § 232,522 $ 1,297,086
Accounts receivable 44,666 124,793 7,203 176,662
Inventory 10,859 - - 10,859
Total Current Assets 158,061 1,086,821 239725 1,484,607
Noncurrent Assets
Restricted cash and cash equivalents 1,205,291 - 88,272 1,293,563
Capital assets, net of
accumulated depreciation 3,600,874 344 1,078,643 4,679,861
Total Noncurrent Assets 4 806,165 344 1,166,915 5,973,424
Total Assets 4,964,226 1,087,165 1,406,640 7,458,031
Liabilities
Current Liabilities
Accounts payable and accrued expenses 62,935 104,500 11,499 178,934
Customer and other deposits 57,308 2,000 14,540 73,848
Other liabilities - 4,014 204,108 208,122
Accrued interest on revenue bond and note 4,282 - - 4,282
Long-term liabilities due within one year:
Note payable 26,786 - - 26,786
Revenue bond payable 32,000 - - 32,000
Total Current Liabilities 183,311 110,514 230,147 523,972
Noncurrent Liabilities
Note payable 187,500 - - 187,500
Revenue bond payable 1,481,000 - - 1,481,000
Total Noncurrent Liabilities 1,668,500 - - 1,668,500
Total Liabilities 1,851,811 110,514 230,147 2,192 472
Net Assets
Invested in capital assets, net of
related debt 1,873,588 344 1,078,643 2,952 575
Restricted:
Revenue bond debt service 316,092 - - 316,092
Renewal and replacement 831,891 - 73,732 005,623
Other restrictions 57,308 - 14,540 71,848
Total restricted 1,205,291 - 88,272 1,293,563
Unrestricted 33,536 976,307 9,578 1,019,421
Total Net Assets $ 3,112,415 § 976,651 $ 1,176,493 $ 5,265,559

See accompanying notes to the financial statements.



City of Fellsmere, Florida

Statement of Revenues, Expenses and Changes

in Fund Net Assets - Business-type Activities - Enterprise Funds

Year ended September 30, 2007

Public Water Community Wastewater
System Development System Total

Operating Revenues

Charges for services § 803,987 b3 - 5 179,205 $ 983,192

Building permits, licenses and fees - 1,313,535 - 1,313,535

State grant 250,000 - - 250,000

Miscellaneous 3,904 313,905 351 318,160

Total Operating Revenues 1,057,891 1,627,440 179,556 2,864,887
Operating Expenses

Personnel services 40,392 103,461 - 143,853

Materials, supplies, services and other 236,264 533,491 135,621 925,376

Depreciation 95,021 723 22306 118,050

Total Operating Expenses 371,677 637,675 177,927 1,187,279
Operating Income 686,214 989,765 1,629 1,677,608
Nonoperating Revenues (Expenses)

Interest income 60,103 31,018 6,587 97,708

Interest expense (80,001) - - (80,001)

Total Nonoperating Revenues (Expenses) (19,898) 31,018 6,587 17,707
Income Before Transfers 666,316 1,020,783 8,216 1,695,315

Transfers In - - 139,127 139,127

Transfers Out (168,466) {45,126) {29,100) (242,692)

Total transfers, net (168,466) (45,126) 110,027 (103,565)
Change in Net Assets 497,850 975,637 118,243 1,591,750
Net Assets , beginning of year 2,614,565 994 1,001,050 3,616,609

Contributed Capital - - 57,200 57,200
Net Assets, end of year § 3,112,415 b 976,651 $ 1,176,493 $ 3,263,559

See accompanying notes to the financial statements.
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City of Fellsmere, Florida

Statement of Cash Flows - Business-type Activities - Enterprise Funds

Year ended September 30, 2007

Public Water Community Wastewater
System Development System Total
Cash Flows from Operating Activities:
Cash received from customers $ 811,876 $ 1,194,634 $ 179,846 $ 2,186,356
Cash received from others 253,904 313,905 351 568,160
Cash payments to suppliers (184,007) (452,536) 50,884 (585,659)
Cash payments to employees (40,849) (103,999) - (144,848)
Net Cash Provided by Operating Activities 840,924 952,004 231,081 2,024,009
Cash Flows from Noncapital Financing Activities:
Net transfers out to General Fund (168,466) (45,126) 110,027 (103,565)
Cash Flows from Capital and Related Financing Activities:
Interest paid on debt (80,569) - - (80,569}
Construction and purchase of capital assets (439,668) - (117,633) (557,301}
Principal paid on debt (56,785) - - (56,785)
Net Cash Used for Capital and Related
Financing Activities {577,022) - (117,633) (694,6553)
Cash Flows from Investing Activities:
Interest income 60,103 31,018 6,587 97,708
Contributed capital - - 57,200 57,200
Net Cash Provided by Investing Activities 60,103 31,018 63,787 154,908
Net increase (decrease) in cash and cash equivatents 155,539 937,896 287,262 1,380,697
Cash and Cash Equivalents, beginning of year 1,152,288 24,132 33,532 1,209,952
Cash and Cash Equivalents, end of year $ 1,307,827 $ 962,028 $ 320,794 $ 2,590,649
Classified as:
Cash and cash equivalents $ 102,536 $ 962,022 $ 232,522 $ 1,297,086
Restricted cash and cash equivalents 1,205,291 - 88,272 1,293,563
Total $ 1,307,827 § 962,028 $ 320,794 $ 2,590,649
Reconciliation of Operating Income (Loss) to Net Cash
Provided by (Used for) Operating Activities:
Operating income (loss) $ 686,214 § 989,765 $ 1,629 $ 1,677,608
Adjustments to reconcile the operating
income (loss) to net cash provided
by (used for) operating activities:
Depreciation 95,021 723 22306 118,050
Changes in assets and liabilities:
Accounts receivable (4,160) (118,901) {3,530} {126,591)
Inventory 568 - - 568
Accounts payable and accrued expenses 51,232 80,417 206,505 338,154
Customer and other deposits 12,049 - 4,171 16,220
Net Cash Provided by Operating Activities $ 840,924 $ 952,004 § 231,081 $ 2,024,009

See accompanying notes to the financial statements.
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City of Fellsmere, Florida
Notes to Financial Statements
September 30, 2007

Note 1 - Summary of Significant Accounting Policies

The City’s financial statements have been prepared in accordance with generally accepted accounting principles (GAAP)
as applied to governmental units. The Governmental Accounting Standards Board {GASB) is the standard-setting body
for governmental accounting and financial reporting. The GASB, upon assurming the standard-setting role (in June 1984)
adopted the National Council on Governmental Accounting (NCGA) existing standards. In June 1999, GASB approved
Statement No. 34, Basic Financial Statements and Management Discussion and Analysis for State and Local
Governments. This Statement, implemented in 2003, provides for significant changes in financial reporting. As part of
this Staterment, there is a new reporting requirement regarding the local government’s infrastructure (roads, bridges, etc.).
The other more significant of these accounting policies are described below.

Reporting Entity

The City of Fellsmere, Florida, (the City) located in Indian River County {the County), was incorporated in 1911, The
City was created under the legal authority of Article VIII of the Florida Constitution, Florida Statutes’ Chapter 165 and
pursuant to the Laws of Florida 11480, Act of 1925, The City operates under a Council - manager form of government
whereby the Mayor is elected from the five members of Council. The City provides the following services: General and
Administrative Services, Public Safety-Police, Public Works-Streets, Culture and Recreation, Water and Wastewater
Systems, and Community Development.

In evaluating how to define the government, for financial reporting purposes, the City has considered all potential
component units. The definition of the reporting entity is based primarily on the notion of financial accountability. A
primary government is financially accountable for the organizations that make up its legal entity. It is also financially
accountable for legally separate organizations if its officials appoint a voting majority of an organization’s governing
body, and either it is able to impose its will on that organization or there is a potential for the organization to provide
specific financial benefits to, or to impose specific financial burdens on, the primary government. A primary government
may also be financially accountable for governmental organizations that are fiscally dependent on it.

A primary government has the ability to impose its will on an organization if it can significantly influence the programs,
projects or activities of, or the level of services performed or provided by, the organization. A financial benefit or burden
relationship exists if the primary government (a) is entitled to the organizations’ resources; (b) is legally obligated or has
otherwise assumed the obligation to finance the deficits of, or provide financial support to, the organization; or {(¢) is
obligated in some manner for the debt of the organization. In applying the above criteria, management has determined
that the Community Redevelopment Agency (CRA), which was created in November 2005, is a legally separate entity
from the City, but is so intertwined with the City that it is, in substance, the same as the City. Additionally, the CRA is
governed by the five members of the City Council. For financial reporting purposes the CRA is reported as a blended
component unit as if it were part of the City’s operations. Separately audited financial statements for the Community
Redevelopment Agency are not available.

Basis of Presentation

Government-Wide Financial Statements:

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

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment is offset
by programs revenues. Direct expenses are those that are clearly identifiable with a specific function or segment. Indirect
expenses are allocated automatically and certain indirect costs are included in program expenses reported for individual
functions and activities. 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. Taxe o
iterns not properly included among program revenues are reported instead as general revenues.
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City of Fellsmere, Florida
Notes to Financial Statements (continued)

Note 1 - Summary of Significant Accounting Policies (continued)

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 described
below.

Fund Financial Statements.

The financial transactions of the City are recorded in individual funds and account groups. Each fund is accounted for by
providing a separate set of self-balancing accounts that comprise its assets, liabilities, reserves, fund equity, revenues and
expenditures/expenses. The various funds and account groups are reported by generic classification within the financial
statements. The City uses the following types of funds:

Governmental Funds: The focus of Govermmental Fund measurement is upon determination of financial
position and changes in financial position (sources, uses, and balance of financial resources) rather than upon net
income. The following is a description of the Governmental Funds of the City:

General Fund - is the general operating fund of the City. It is used to account for all financial
resources except those required to be accounted for in another fund.

Special Revenue Funds - are used to account for the proceeds of specific revenue sources (other than
expendable trusts or major capital projects) that are legally restricted to expenditures for specified
purposes. The City reports nine special revenue funds: Infrastructure Fund, FEMA Hurricane Fund,
Local Option Gas Tax Fund, Community Development Block Grants Fund, Special Projects Fund,
Senior League Fund, Community Development Block Grant Hazard Mitigation Fund, Growth
Management Initiative Fund, Community Redevelopment Agency Fund and the Save Our Old School
Fund.

Proprietary Funds: GASB Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and
Other Governmental Eniities That Use Proprietary Fund Accounting, provides guidance on business-type
accounting and financial reporting to governmental entities that use proprietary fund accounting. This statement
offers governmental entities the option of (a) following all applicable GASB pronouncements and those
Financial Accounting Standards Board (FASB) pronouncements issued on or before November 30, 1989 (unless
those FASB pronouncements conflict with, or contradict, GASB pronouncements), or (b) following all
applicable GASB and FASB pronouncements (unless those FASB pronouncements conflict with, or contradict,
GASB pronouncements). The City elected the option to follow all applicable GASB and FASB
pronouncements.

The focus of Proprietary Fund measurement is upon determination of net income, financial position, and cash
flows. The generally accepted accounting principles applicable are those similar to businesses in the private
sector. The following is a description of the Proprietary Funds of the City:

Enterprise Funds - are used to account for operations that are financed and operated in a manner
similar to private business enterprises where the intent of the governing body is that the cost (expenses,
including depreciation) of providing goods or services to the general public on a continuing basis be
financed or recovered primarily through user charges, building permits, licenses and fees. The City
reports three enterprise funds: Public Water System Fund, Wastewater System Fund, and Community
Development Fund.
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City of Fellsmere, Florida
Notes to Financial Statements (continued)

Note 1 - Summary of Significant Accounting Policies (coatinued)
Major and Non-Major Funds: The funds are further classified as major or non-major as follows:

Major Funds:
General Fund (as described above)

Infrastructure Special Revenue Fund — Accounts for revenues and expenditures of State infrastructure
sales surtax revenues.

CDBG Hazard Mitigation Special Revenue Fund — To account for a CDBG grant for road and drainage
improvements.

Community Redevelopment Agency Special Revenue Fund — To account for the activities of the
Community Redevelopment Agency Trust Fund.

Public Water System Proprietary Fund — Accounts for the activities in providing water services to the
public.

Wastewater System Proprietary Fund — Accounts for the activities in providing wastewater services to
the public.

Community Development Proprietary Fund — Accounts for the revenues and expenses of the City’s
buijlding department.

Non-Mazajor Funds:
Local Option Gas Tax Special Revenue Fund — To account for revenues and expenditures of the gas tax
revennes received by the City.

Community Development Block Grants Special Revenue Fund — To account for the receipts and
disbursements of Community Development Block Grants for street paving.

Senior League Grant Special Revenue Fund — To account for FRDAP grants for senior league field
improvements.

Special Projects Special Revenue Fund — To account for other small grants for community
improvements.

Growth Management Initiative Grant Special Revenue Fund — To account for a growth management
study grant.

FEMA Huiricane Special Revenue Fund — Accounts for revenues and expenditures of Federal
Emergency Management Agency (FEMA) grants received for hurricane debris removal and repairs.

Save Our Old School Special Revenue Fund — To account for renovation and reconstruction of the old
school building.

Basis of Accounting

Basis of accounting refers to the point at which revenues or expenditures/expenses are recognized in the accounts and
reported in the financial statements. It relates to the timing of the measurements made, regardless of the measurement
focus applied.
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City of Fellsmere, Florida
Notes to Financial Statements (continued)

Note 1 - Summary of Significant Accounting Policies (continued)

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 (discussed below). 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.

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

Governmental fund financial statements are reported using the current financial resources measurement focus and the
modified accrual basis of accounting (discussed below).

Modified Accrual — All Governmental Funds are accounted for using the modified accrual basis of accounting
and the “current financial resources” measurement focus. Under the modified accrual basis of accounting,
revenues are recorded when susceptible to accrual; ie., both measurable and available. “Available” means
collectible within the current period or soon enough thereafter to be used to pay liabilities of the current period
(l.e., within 60 days of the end of the current fiscal period). Expenditures are generally recognized under the
modified accrual basis of accounting when the related liability is incurred. The exception to this general rule is
that principal and interest on general obligation long-term debt, if any, is recognized when due.

In applying the “Susceptible to accrual” concept to intergovernmental revenues, the legal and contractual
requirements of the numerous individual programs are used as guidance. There are, however, essentially three
types of these revenues. For one type, moneys must be expended on the specific purpose or project before any
amounts will be paid to the City; therefore, revenues are recognized based upon the expenditures recorded. For
the second type, moneys are received in advance and recorded as deferred revenues until the appropriate
expenditures are made, at which time the revenues are recorded. For the third type, revenues are virtually
unrestricted as to purpose of expenditure and nearly irrevocable or revocable only for failure to comply with the
prescribed requirements, such as equal employment opportunity provisions. These resources are reflected as
revenues at the time of receipt or earlier if they meet the “available” criteria.

Accrual — All Proprietary Funds are accounted for using the accrual basis of accounting and the “economic
resources” measurement focus. Their revenues are recognized when they are earned and expenses when they are

incurred.

Budgets and Budgetary Accounting
The following procedures are used to establish and maintain operating budgets of the City:

s  The City Manager submits to the City Council a proposed operating budget for the fiscal year commencing
on QOctober 1%, The operating budget includes the proposed expenditures and the means of financing them,

» Public hearings are conducted to obtain taxpayer comments.
e Prior to October 1%, the budget is legally adopted through the passage of an ordinance.

» The City Council is authorized to amend the budget to utilize excess funds, to increase appropriations, to
transfer funds, or for other purposes, as necessary.
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City of Fellsmere, Florida
Notes to Financial Statements (continued)

Note 1 - Summary of Significant Accounting Policies (continued)

Budgets for the governmental funds are prepared in accordance with generally accepted accounting principals (GAAP),
using the modified acerual basis of accounting. Within the Schedules of Revenues, Expenditures and Changes in Fund
Balances — Governmental Funds Budget (Legal Budgetary Basis) and Actual - General and Special Revenue Funds, the
budget amounts are presented in accordance with the City's policy and the actual amounts are presented in accordance
with generally accepted accounting principles (GAAP). There were no differences between both bases of presentation
during the fiscal year ended September 30, 2007. Appropriations, except open project appropriations, lapse at the end of
each fiscal year.

Encumbrances
The City does not utilize encumbrance accounting,

Cash and Cash Equivalents
For purposes of statement presentation, all highly liquid investments with a maturity of three months or less when
purchased are considered to be cash or cash equivalents.

Deposits

Florida Statutes require state and local governmental units to deposit monies with financial institutions classified as
"Qualified Public Depositories”, a multiple financial institution pool whereby groups of securities pledged by the various
financial institutions provide common collatera) for their deposits of public funds. This pool is provided as additicnal
insurance to federal depository insurance and allows for additional assessments against the member institutions,
providing full insurance for public deposits. The City only had deposits with qualifying institutions as of September 30,
2007.

The City is authorized to invest in financial instruments, as established by Florida Statute. The authorized investments
consist of;

o The Local Government Surplus Funds Trust Fund, or any intergovernmental investment pool authorized
pursuant to the Florida Interlocal Cooperation Act.

s  Securities and Exchange Commission registered money market funds with the highest credit quality rating
from a nationally recognized rating agency.

» Savings accounts in state-certified qualified public depositories.
e Certificates of deposit in state-certified qualified public depositories.
e Direct obligations of the U.S. Treasury.
Accounts Receivable
Accounts receivable are recorded in the Enterprise fund types. Property taxes, which were levied during fiscal year 2006
and are uncollected as of September 30, 2007, are immaterial and therefore not recorded as a receivable.
Inventories

Inventory within the Enterprise Fund at September 30, 2007, consisted of various parts, materials and supplies on hand in
connection with the water system. This inventory is stated at cost, determined by the first-in, first-out (FIFO) method.
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City of Fellsmere, Florida
Notes to Financial Statements (continued)

Note 1 - Summary of Significant Accounting Policies (continued)

Capital Assets and Depreciation

Capital assets, which include property, plant, equipment and infrastructure assets (e.g., roads, bridges, sidewalks, and
similar items) are reported in the applicable governmental or business-type activities columns in the government-wide
financial statements. Capital assets are defined by the City as assets with an initial, individual cost of more than $1,000
and an estimated useful life of five years. Such assets are recorded at historical cost. Additions, improvements and other
capital outlays that significantly extend the useful life of an asset are capitalized. Other costs incurred for repairs and
maintenance are expensed as incurred. Depreciation on all assets is provided on the straight-line basis over the following
estimated usefu! lives:

Buildings 20-30 years
Improvements Other than Buildings 10-20 years
Infrastructure improvements 20 years
Walter distribution and wastewater systems 50 years
Equipment and vehicles 5-10 years

Equity Classifications

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

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

e 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 regulations of other governments, or (2) law through
constitutional provisions or enabling legislation.

e Unrestricted net assets — All 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 (described above). Reserves are used to indicate that a portion of the fund balance is not
available for expenditure or is legally segregated for a specific future use. The City has no reserved fund balances,

Property Taxes

Property taxes are billed and collected within the same fiscal period, and are reflected on the cash basis when it is
received from the tax collector. Since virtually all taxes levied will be collected through the tax collection process,
remittances in October and November for prior vear taxes are insignificant.

Under Florida law, the assessment of all properties and the collection of all county, municipal and school board property
taxes are consolidated in the offices of the County Property Appraiser and County Tax Collector. The laws of the State
that regulate tax assesstents are designed to assure a consistent property valuation method. State statutes permit
municipalities to levy property taxes at a rate of up to 10 mills. For the year ended September 30, 2007, the millage rate
the City assessed was approximately 5.75 mills.
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City of Fellsmere, Florida
Notes to Financial Statements (continued)

Note 1 - Summary of Significant Accounting Policies (continued)

The tax levy of the City is established by the City Council prior to Qctober 1% of each year. The Indian River County
Property Appraiser incorporates the City’s millage into the total tax levy.

All property is reassessed according to its fair market value at January 1* of each year, Each assessment roll is submitted
to the Executive Director of the State Department of Revenue for review to determine if the rolls meet all of the
appropriate requirements of State statutes. The total assessed value at January 1, 2006, upon which the 2006 - 2007 levy
was based, was approximately $121 million.

All taxes are due and payable on November 1¥ (levy date) of each year or as soon thereafter as the assessment roll is
certified and delivered to the County Tax Collector. All unpaid taxes become delinquent on April 15 following the year
in which they are assessed. Discounts are allowed for early payment at the rate of 4% in the month of November, 3% in
the month of December, 2% in the month of January and 1% in the month of February. Taxes paid in March, and
thereafter, are without a discount.

On or prior to June 1 of each fiscal year, tax certificates are sold for all delinquent taxes on real property. After sale, tax
certificates bear interest at 18% per year or at any lower rate bid by the buyer. Application for a tax deed on any
unredeemed tax certificates may be made by the certificate holder after a period of two years. Unsold tax certificates are
held by the County.

Interfund Transactions

Interfund activity is reported as either, loans, services provided, reimbursements or transfers. Loans are reported as
interfund receivables and payables as appropriate and are subject to elimination upon consolidation. Services provided,
deemed to be at market or near market rates, are treated as revenues and expenditures/expenses. Reimbursements are
when one fund incurs a cost, charges the appropriate benefiting fund and reduces its related cost as a reimbursement. All
other interfund transactions are treated as transfers. Transfers between governmental or proprietary funds are netted as
part of the reconciliation to the government-wide financial statements.

Expenditures
Expenditures are recognized when incurred except for the following exceptions permitted by generally accepted
accounting principles:

¢  General obligation long-term debt principal and interest are reported, if any, only when due.

» [nventory costs are reported in the period in which inventory items are consumed, rather than in the period
purchased.

Operating Revenues and Expenses

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 City’s enterprise funds are charges to
customers for sales and services. Operating expenses for enterprise funds include the cost of sales and service,
administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting this definition are
reported as nonoperating revenues and expenses.

Compensated Absences

City employees are entitled to vacation after one year of employment and must use the vacation time earned by the end of
the subsequent year after the year in which it was earned. Thus, a maximum of twe years' worth of vacation time can
accumulate and be paid out. Therefore, the related liability has been recognized.

Sick leave does not accumulate, nor is it paid out upon leaving the employment of the City. Therefore, the compensated
absences liability does not include any provision for sick leave.
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City of Fellsmere, Florida
Notes to Financial Statements (continued)

Note 1 - Summary of Significant Accounting Policies {continued)

Use of Estimates

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

Note 2 - Restricted Cash

At September 30, 2007, restricted cash of $440,655 in the Special Revenue Fund, consists of unspent infrastructure sales
surtax funds and interest earned on these funds. Under Florida law, these funds may only be used for expenditures and
costs associated with the construction, reconstruction or improvement of public domain ("infrastructure™) projects, or for
the purchase of certain vehicles and equipment, with at least a five-year life expectancy. Restricted cash also includes
$82,737 in unspent community redevelopment agency trust funds. Under Florida law, these funds may only be used for
the rehabilitation of slum or blighted areas within the City. Restricted cash also includes $193,829 in unspent local
option gas tax funds. Under Florida law, these funds may only be used for the purchase, construction, maintenance and
operation of transportation facilities and road and street right-of-ways.

Restricted cash at September 30, 2007, in the Enterprise Fund, congists of unspent water and wastewater system impact
fees and interest earned on these funds of $905,623. Under City adopted resolutions, these funds may only be used for
extensions, enlargements, or additions to the capital assets of the water and wastewater systems. Restricted cash also
consists of a bond sinking fund reserve for the water system in the amount of $316,092 and customer deposits of the
water and wastewater systems totaling $71,843.

Note 3 - Due from Other Entities

At September 30, 2007, amounts due from other entities in the General Fund consisted of utility taxes due from local
utility companies totaling $13,105 and accounts receivable totaling $15,221.

Note 4 - Due from Other Governmental Units

Amounts due from other governmental units includes the following at September 30, 2007:

General Special
Fund Revenue Funds Total

State of Florida - Dept. of Revenue (various tax revenue) $ 42,654 $ 70,683 $ 113,337
Federal Emergency Management Agency - 181,680 181,680
Other local sources 1,608 - 1,608

3 44,262 $ 252,363 $ 296,625
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City of Fellsmere, Florida
Notes to Financial Statements {continued)

Note 5 - Capital Assets

Capital asset activity for the vear ended September 30, 2007, was as follows;

Balance Balance
September 30, September 30,
Governmental activities 2006 Additions Deletions 2007
Capital assets not being depreciated:
Land £ 252371 3 - 5 - $ 252,371
Construction in progress 117,921 133,163 (117,921} 133,163
Total capital assets not being
depreciated 370,292 133,163 (117,921) 385,534
Other capital assets:
Buildings and improvements 1,105,667 - - 1,105,667
Improvements other than buildings 1,812,995 4,394 - 1,817,389
Equipment, fixtures & furnishings 1,112,896 144,083 - 1,256,979
Infrastructure improvements 2,449,129 2,533,754 - 4,982,883
Total other capital assets, at
historical cost 6,480,687 2,682,231 - 9,162,918
Less accumnulated depreciation for:
Buildings and improvements {486,835) (52,662) - (539,497)
Improvements other than buildings (725,148) (173,575) - (898,723)
Equipment, fixtures & furnishings (759,327) (117,380 - (876,707)
Infrastructure improvements (711,009) (122.456) - (833,463)
Total accumulated depreciation (2,682,319 (466,073) * - (3,148,392)
Other capital assets, net 3,798,368 2,216,158 - 6,014,526
Governmental activities capital assets, net $ 4,168,660 $ 2,349,321 $ (117,921 $ 6,400,060
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City of Fellsmere, Florida
Notes to Financial Statements (continued)

Note 5 - Capital Assets (continued)

Balance Balance
September 30, September 30,
Business-type activities 2006 Additions Deletions 2007
Capital assets not being depreciated:
Land 3 10,357 - 3 $ 10,357
Construction in progress - 229,584 229,584
Total capital assets not being
depreciated 10,357 229,584 239,941
Other capital assets:
Water plant 678,548 252,023 930,571
Water lines 2,965,545 6,339 2,971,884
Water tank 411,683 - 411,683
Wastewater lines 1,086,690 57,200 1,143,890
Vehicle and equipment 59,040 12,155 71,195
Equipment 5,273 - 5,273
Total other capital assets, at
historical cost 5,206,779 327,717 5,534,496
Less accumulated depreciation for:
Water plant (157,003) (15,251) (172,254)
Water lines (581,617) (64,710) (646,327)
Water tank (96,060) (8,234) (104,294)
Wastewater lines (103,374) (22,306) (125,680)
Vehicle and equipment (34,266) (6,826) {41,092)
Equipment {4,2006) (723) (4,929}
Total accumulated depreciation (976,526) (118,050) * (1,0694,576)
Other capital assets, net 4,230,253 209,667 4,439,920
Business-type activities capital assets,net  $ 4,240,610 439,251 3 $ 4,679,861
* Depreciation expense was charged to functions/programs as follows:
Governmental Activities
General government $ 26,899
Public safety 37,082
Transportation 382,368
Culture and recreation 19,724
§ 466,073
Business-type Activities
Public water system 5 95,021
Wastewater system 22,306
Community development 723
$ 118,050
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City of Fellsmere, Florida
Notes to Financial Statements (continued)

Note 6 — Deferred Compensation Plan

As of July 1, 1997, the City established a deferred compensation plan created in accordance with Internal Revenue Code
Sec. 457. The plan is administered by an independent plan administrator through an administrative service agreement.
Participation in the plan is available to all City employees (participants) whereby the employees defer a portion of their
salary in the form of plan contributions. In addition to employee contributions, the City has agreed to contribute 10% of
employee salaries and wages for 2007. Taotal City contributions to the plan amounted to $88,836 for the fiscal year ended
September 30, 2007. Deferred compensation is not available to employees until termination, retirement, death, or
finaneial hardship.

All amounts of compensation deferred under the plan, all property and rights purchased with those amounts, and all
income attributable to those amounts, property, or rights are solely the property and rights of the City employees and their
beneficiaries and are not accessible by the City or its creditors. Neither the City nor the independent plan administrator
have any liability for [osses under the plan agreement, but they do have the duty of due care that would be required of any
ordinary prudent investor.

Note 7 - Note Payable

The change in the City’s long-term obligations for business-type activities during the year, consist of the following:

Principal Principal
Outstanding Qutstanding
2006 Additions Reductions 2007
Public Water System - note payable $ 241,071 5 - £ 26,785 $ 214286

On October 25, 2000, the City negotiated a $373,000 revenue note with Bank of America. The funds were used to
complete a water system interconnection with Indian River County's water system. The agreement requires interest at
4.88% to be paid in semi-annual installments over 13 years, commencing in April 2001. Principal will be paid in 14
equal annual installments of $26,786, commencing in October 2001, and contimiing on the same date of each successive
year thereafter. The note is secured by a secondary pledge of the gross revenues of the City's water system.

Amounts needed for the planned extended repayment of the note at September 30, 2007, are as follows:

Interest Principal
Portion Portion
Fiscal year ending September 30, Total Payment of Payment of Payment

2008 3 35,940 $ 9,154 b 26,786
2009 34,625 7,839 26,786
2010 33,321 6,535 26,786
2011 32,014 5,228 26,786
2012 - 2015 114,988 7.846 107,142

$ 250,388 $ 36,602 § 214,286
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City of Fellsmere, Florida
Notes to Financial Statements {continued)

Note 8 - Revenue Bond Payable

The change in the City’s long-term obligations for business-type activities during the year, consist of the following:

Principal Principal
Outstanding Outstanding
2006 Additions Reductions 2007
Revenue bond payable § 1,543,000 $ - b 30,000 $ 1,513,000

The City issued a Water Revenue Bond, Series 1993, with an interest rate of 4.5%, in April of 1994 in the amount of $1.8
million in order to finance the construction of a public water system. Construction was completed and the system was
brought on-line in March of 1995. The bondholder is the United States Department of Agriculture - Rural Economic and
Community Development.

The bond constitutes a special obligation of the City secured by a lien on and pledge of the gross revenues of the water
system. Additionally, the bond is serviced by a deficiency pledge of the City's half-cent sales tax revenue to the extent
needed each month to provide for any deficiency in water revenues. The City's monthly half-cent sales tax revenue
amounts to approximately $25,000.

The annual requirements to amortize the debt outstanding as of September 30, 2007, are as follows:

Interest Principal

Paortion Portion
Fiscal year ending September 30, Total Payment of Payment of Payment
2008 £ 100,085 i) 68,085 3 32,000
2009 99,645 66,645 33,000
2010 100,160 65,160 35,000
2011 99,585 63,585 36,000
2012 - 2033 2,197,665 820,665 1,377,000

$ 2,597,140 $ 1,084,140 $ 1,513,000

Note 9 - Public Deposits and Collateralization

The City maintains a cash account at a financial institution located in Indian River County, Florida. The account was
entirely covered, by either government backed insurance programs (i.e., FDIC) or collateralized by the respective
financial mstitutions' investments, as required by Florida Statutes, throughout the fiscal year ended September 30, 2007.

Note 10 - Grantor Audits

The City participates in various federal and state grant programs from year-to-year, which are governed by various rules
and regulations of the grantor agencies. Costs charged to the respective grant programs are subject to audit and
adjustment by the grantor agencies. Therefore, to the extent that the City has not complied with the rules and regulations
governing the grants, refunds of any funding may be required. In the opinion of the City's management, there are no
significant contingent liabilities, relating to compliance with the rules and regulations governing the respective grants.
Therefore, no provision has been recorded in the financial statements for such contingencies.
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City of Fellsmere, Florida
Notes to Financial Statements {continued)

Note 11 — Donation of Limited Partnership Interests
The City owns an interest, received as a donation in a prior year, in a limited partnership described as follows:
Pennrich Associates Limited Partnership — 14.82% interest in profit, loss and capital
At December 31, 2006, the partnership’s income tax return reported a positive capital account balance, as such, there is
no carrying value recorded on the City’s books and records inasmuch as there is no readily available method of
determining fair market value. In accordance with the partnership agreement, the City will not be required nor obligated

to make any further capital contributions.

Note 12 - 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 natural disasters.

The City's risk management activities are recorded in the General and Enterprise Funds. The funds administer the health,
property and liability, and workers' compensation insurance activities of the City.

Significant losses are covered by insurance through a public entity risk pool for all major programs except employee

health care, which is covered by commercial insurance, and unemployment insurance, for which the City retains risk of
loss. For insured programs, there have been no significant reductions in insurance coverage.
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City of ¥ellsmere, Florida

Schedule of Revenues, Expenditures and Changes in
Fund Balances - Governmental Funds
Budget and Actual - General Fund

Year ended September 30, 2007

Variance with

Final Budget
Budgeted Amocunts Favorable
Original Final Actual (Unfavorable)
Revenues
Property taxes 3 568,000 £ 568,000 5 540,924 8 (27,076)
Franchise fees 164,230 164,230 159,569 (4,661)
Utility taxes 195,470 195,470 190,564 (4,906)
Communication service tax 107,630 107,630 90,648 {16,982)
Intergovernmental 592,190 592,190 484,055 {108,133)
Charges for services 31,900 31,900 20,820 {11,080)
Fines and forfeitures 35,530 35,550 28,436 (7,114)
Miscellaneous 52,600 52,600 93,847 41,247
Total Revenues 1,747,570 1,747,570 1,608,863 (138,707)
Expenditures
Current operating:
General government 860,700 860,700 622,656 238,044
Public safety 753,310 753,310 600,771 152,539
Transportation 437,610 437,610 431,415 6,195
Culture and recreation 90,640 90,640 44 402 46,238
Total Expenditures 2,142,260 2,142,260 1,699,244 443,016
Excess (deficit) of Revenues
over Expenditures (394,690) (394,690) {90,381) 304,309
Other Financing Sources (uses)
Appropriation of beginning
fund balance - - - -
Transfers in 394,690 394,690 210,556 (184,134)
Transfers out - - (59,119) (59,119)
Net Other Financing Sources (Uses) 394,690 394,690 151,437 (243,253)
Net Changes in Fund Balances - - 61,056 $ 61,056
Fund Balance, beginning of year 524,008 524,008 524,008
Fund Balance, end of year $ 524,008 $ 524,008 $ 585,064
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City of Fellsmere, Florida
Schedule of Revenues, Expenditures and Changes in
Fund Balances - Governmental Funds
Budget and Actual - Infrastructure Special Revenue Fund

Year ended September 30, 2007

Variance with

Final Budget
Budgeted Amounts Favorable
Original Final Actual {Unfavorable)
Revenues
Discretionary sales surtax $ 674,190 5 674,190 $ 352,261 $ (121,929
Miscellaneous 25,000 25,000 44,721 19,721
Total Revenues 699,190 699,190 596,982 (102,208)
Expenditures
Current operating:
General government 1,000 1,000 678 322
Capital outlay 735,690 735,690 144,083 591,607
Total Expenditures 736,690 736,690 144,761 591,929
Excess (deficit) of Revenues
over Expenditures (37,500) (37,500) 452,221 489,721
Other Financing Sources (uses)
Appropriation of beginning
fund balance 750,000 750,000 - (750,000)
Debt proceeds 1,400,000 1,400,000 - (1,400,000)
Transfres in - - 79,366 79,366
Transfers out (2,112,500) (2,112,500} (1,192,518) 919,982
Net Other Financing Sources (Uses) 37,500 37,500 (1,113,152) {1,150,652)
Net Changes in Fund Balances - - (660,931) § (660,931
Fund Balance, beginning of year 1,146,693 1,146,693 1,146,693
Fund Balance, end of year $ 1,146,693 $ 1,146,693 $ 485,762
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City of Fellsmere, Florida
Schedule of Revenues, Expenditures and Changes in
Fund Balances - Governmental Funds
Budget and Actual - Community Redevelopment Agency

Year ended September 30, 2007

Variance with

Final Budget
Budgeted Amounts Favorable
Original Final Actual (Unfavorable)
Revenues
Miscellanous $ 92,120 5 92,120 5 34,726 $ {57,394)
Total Revenues 92,120 92,120 34,726 (57,394)
Expenditures
General government 92,120 92,120 15,064 77,056
Total Expenditures 92,120 62,120 15,0604 77,056
Excess (deficit) of Revenues

over Expenditures - - 19,662 19,662
Other Financing Sources (uses)

Transfers in - - 59,119 59,119
Net Changes in Fund Balance - - 78,781 $ 78,781
Fund Balance, beginning of year - - -

Fund Balance, end of year 5 - B - & 78,781
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City of Fellsmere, Florida
Schedule of Expenditures of Federal Award Programs
Year ended September 30, 2007

Federal
Federal Agency/Pass-through CEDA
Grantor/Program Title Number

Agency or
Pass-through

Federal

Number Expenditures

U.8. Department of Housing and Urban
Development

State of Florida Department of Community
Affairs - Division of Housing and Community
Development

Community Development Block
Grant States Program * 14.228

(06DB-3C-10-40-02-W09 §

1,500,000

* Denotes a major project
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City of Fellsmere, Florida
Notes to Schedule of Expenditures of Federal Award Programs
September 30, 2007

Note A — Basis of Presentation

The accompanying schedule of expenditures of federal award programs was prepared to include the activity of all federal
awards of the City of Fellsmere, Florida, and is presented on the accrual basis of accounting. The information in this
schedule is presented in accordance with the requirements of the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement. Therefore, some amounts presented in this schedule may differ from amounts
presented in, or used in the preparation of, the financial statements.

Note B — Grant

The City of Fellsmere, Florida received a federal grant passed through from the State of Florida. The grant provided
$1,500,000 toward road and drainage improvements within the City.
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Independent Auditors’ Report on Internal Control over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of the Basic Financial Statements
Performed in Accordance with Governmment Auditing Standards

To the Honorable Mayor and
Members of the City Council
City of Fellsmere, Florida

We have andited the financial statements of the governmental activities, the business-type activities, each major fund, and the
agpregate remaining fund information of the City of Fellsmere, Florida (the City) as of and for the year ended September 30, 2007,
which collectively comprise the City of Fellsmere, Florida’s basic financial statements an have issued our report thereon dated
Aungust 14, 2008. We conducted our audit in accordance with auditing standards generally accepted in the Untied 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 of Fellsmere, Florida’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the City of Fellsmere, Florida’s internal control over financial
reporting.

A control deficiency 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 misstatements on a timely basis. A significant deficiency is a
control deficiency, or a combination of control deficiencies, that adversely affects the City of Fellsmere, Florida’s ability to
initiate, authorize, record, process, or report financial data reliably in accordance with generally accepted accounting principles
such that there is more than a remote likelihood that a misstatement of the City of Fellsmere, Florida’s financial statements that is
more than inconsequential will not be prevented or detected by the City of Fellsmere, Florida’s internal control.

A material 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 of Fellsmere,
Florida’s internal control.

Our censideration of internal control over financial reporting was for the [imited purpose described in the first paragraph of this
section and would not necessarily identify all deficiencies in internal control that might be significant deficiencies or material
weaknesses. We did not identify any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as defined above,

3" 1 CARDINAL DRIVE = VERC BEACH, FLORIDA 32963 + TELEPHONE (772} 231-6902 « FACSIMILE (772) 231-4099
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Compliance and Other Matters

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

This report is intended solely for the information and use of management, City Council, and federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than these specified parties. However, this
report is a matter of public record and its distribution is not limited.

%‘; ﬁ&?%ﬁﬁaﬁw )

O™Haire, Kmetz, Nuttall, Elwell & Co., chartered
Certified Public Accountants

August 14, 2008
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Independent Auditors’ Report on Compliance with Requirements
Applicable to Each Major Program and on Internal Control over
Compliance in Accordance with OMB Circular A-133

To the Honorable Mayor and
Members of the City Council
City of Fellsinere, Florida

Compliance
We have audited the compliance of the City of Fellsmere, Florida (the City) with the types of compliance

requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its major federal programs for the year ended September 30, 2007,
The City of Fellsmere, Florida’s major federal programs are identified in the summary of auditor's results
section of the accompanying schedule of findings and questioned costs. Compliance with the requirement of
laws, regulations, contracts and grants applicable to each of its major federal programs is the responsibility of
the City of Fellsmere, Florida's management. Our responsibility is to express an opinien on the City of
Fellsmere, Florida's compliance based on our audit.

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

In our opinion, the City of Fellsmere, Florida complied, in all material respects, with the requirements referred
to above that are applicable to each of its major federal program for the year ended September 30, 2007.

Internal Control over Compliance

The management of the City of Fellsmere, Florida is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts and grants applicable to
federal programs. In planning and performing our audit, we considered the City of Fellsmere, Florida's internal
control over compliance with the requirements that could have a direct and material effect on a major federal
programs in order to determine our auditing precedures for the purpose of expressing our opinion on
compliance, but we do not express an opinion on the effectiveness of the City of Fellsmere, Florida’s internal
control over compliance.
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To the Honorable Mayor and
Members of the City Council
City of Fellsmere, Florida

A control deficiency in an entity’s internal control over compliance 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 noncompliance with a type of compliance requirement of a federal program on a timely
basis. A significant deficiency is a control deficiency, or a combination of control deficiencies, that adversely
affects the entity’s ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than inconsequential
will not be prevented or detected by the entity’s intemal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that material noncompliance with a type of compliance requirement of a federal
program will not be prevented or detected by the entity’s intemal control.

Our consideration of internal control over compliance was for the "imited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses, as defined above.

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

agencies and pass-through entities and is not intended to be and should not be used by anyone other than these
specified parties. However, this report is a matter of public record and its distribution is not limited.
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O’Haire, Kmetz, Nuttall, Elwell & Co., chartered
Certified Public Accountants

August 14, 2008
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City of Fellsmere, Florida
Schedule of Findings and Questioned Costs
Federal Award Programs
Year Ended September 30, 2007

Summary of Audit Results

L.

The auditor's report expresses an unqualified opinfon on the financial statements of the City of
Fellsmere, Florida

No significant deficiencies relating to the audit of the financial statements is reported in the
Independent Auditors’ Report on Internal Control over Financial Reporting and on Compliance
and Other Matters Based on an Audit of the Financial Statements Performed in Accordance with
Government Auditing Standards.

No instances of noncompliance material to the financial statements of the City of Fellsmere,
Florida were disclosed during our audit.

No significant deficiencies relating to the audit of the major federal award programs are reported
in the Independent Auditors' Report on Compliance with Requirements Applicable to Each Major
Program and on Internal Control over Compliance in Accordance with OMB Circular A-133.

The auditor's report on compliance for the major federal award program for the City of Fellsmere,
Florida expresses an unqualified opinion.

No audit findings or questioned costs relative to the major federal award programs, as are required
to be reported in accordance with Section 510 (a) of OMB Circular A-133, are reported in Part C
of this schedule.

The programs tested as a major programs include:

Federal Program Federal CFDA No.
Community Development Block Grants (CDBG) States Program 14.228

The threshold for distinguishing Type A and B programs was $300,000 for major federal award
programs.

The City of Fellsmere, Florida did not qualify as a low-risk auditee.

Findings - Financial Statements Audit - None

Findings and Questioned Costs - Major Federal Award Programs Audit - None
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City of Fellsmere, Florida
Summary Schedule of Prior Audit Findings
Major Federal Award Programs
Year Ended September 30, 2007

There were no instances of findings or questioned costs for major federal award programs in prior years.
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Independent Auditors' Management Letter

To the Honorable Mayor and
Members of the City Council
City of Fellsmere, Florida

We have audited the accompanying financial statements of the City of Fellsmere, Florida (the City) as of and for the fiscal year
ended September 30, 2007, and have issued our report thereon dated August 14, 2008.

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 OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. We have issued our
Independent Auditors' Report on Internal Control over Financial Reporting and on Compliance and Other Matters Based on an
Audit of the Basic Financial Statements Performed in Accordance with Government Auditing Standards, Independent Auditors'
Report on Compliance with Requirements Applicable to Each Major Program and on Internal Control over Compliance Required
by OMB Circular A~133, and the Schedule of Findings and Questioned Costs. Disclosures in those reports and schedule, which
are dated August 14, 2008, should be considered in conjunction with this management letter.

Additionally, cur audit was conducted in accordance with the provisions of Chapter 10.550, Rules of the Auditor General, which
govern the conduct of local governmental entity audits performed in the State of Florida and, unless otherwise required to be
reported in the report on compliance and internal controls or the schedule of findings and questioned costs, this letter is required. to
include the following information.

Section 10.554(1)(i}1., Rules of the Auditor General, requires that we determine whether or not corrective actions have been taken
to address significant findings and recommendations made in the preceding annual financial audit report. There were no
recommendations made in the preceding annual financial audit report.

Section 10.554(1)(i)2., Rules of the Auditor General, requires our audit included a review of the provisions of Section 218.415,
Florida Statutes, regarding the investment of public funds. In connection with our audit, we determined that the City of Fellsmere,
Florida complied with Section 218.415, Florida Statutes.

Sections 10.554(1)(i}3., Rules of the Auditor General, requires that we address in the management letter any recommendations to
improve financial management, accounting procedures, and internal controls. In connection with our audit, we did not have any
such recommendations,
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Sections 10.554(1)(i)4., Rules of the Auditor General, requires that we address violations of provisions of contracts and grant
agreements or abuse that have an effect on the financial statements that is less than material but more than inconsequential. In
connection with our audit, we did not have any such findings.

Section 10.554(1)(i)5., Rules of the Auditor General, requires, based on professional judgment, the reporting of the foillowing
matters that are inconsequential to the financial statements, considering both quantitative and qualitative factors: (1) violations of
laws, rules, regulations, and contractual provisions or abuse that have occurred, or were likely to have occurred, and would have
an immaterial effect on the financial statements; (2) improper expenditures or illegal acts that would have an immaterial effect on
the financial statements; and (3) control deficiencies that are not significant deficiencies, including, but not limited to; (a)
improper or inadequate accounting procedures (e.g., the omission of required disclosures from the financial statements); (b)
failures to properly record financial transactions; and (¢) other inaccuracies, shortages, defalcations, and instances of fraud
discovered by, or that come to the attention of, the auditor. In connection with our audit, we did not have any such findings.

Section 10.554(1)(i)7.a., Rules of the Auditor General, requires a statement be included as to whether or not the local
govemmental entity has met one or more of the conditions described in Section 218.503(1), Florida Statutes, and identification of
the specific condition(s) met. In connection with our audit, we determined that the City of Fellsmere, Florida did net meet any of
the conditions described in Section 218.503(1), Florida Statutes.

Section 10.554(1)(i)7.b., Rules of the Auditor General, requires that we determined whether the annual financial report for the
City of Fellsmere, Florida for the fiscal year ended September 30, 2007, filed with the Florida Department of Financial Services
pursuant to Section 218.32(1)a), Florida Statutes, is in agreement with the annual financial audit report for the fiscal year ended
September 30, 2007. In connection with our audit, we determined that these two reports were in agreement.

Section 10.554(1)(i)7.c. and 10.356(7), Rules of the Auditor General, require that we apply financial condition assessment
procedures. In connection with our audit, we applied financial condition assessment procedures. It is management’s responsibility
to monitor the entity’s financial condition, and our financial condition assessment was based in part on representations made by
management and the review of financial information provided by same.

This management letter is intended solely for the information of the City of Fellsmere, Florida and management, and the Florida
Auditor General, and is not intended to be and should not be used by anyone other than these specified parties.
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O’Haire, Kmetz, Nuttall, Elwell & Co., chartered
Certified Public Accountants

August 14, 2008
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