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TRIMBLE, JULIAN & GRUBE, INC.

“SERVING OHIO LOCAL GOVERNMENTS”

1445 Worthington Woods Boulevard Telephone 614.846.1899
Suite B Facsimile 614.846.2799
Worthington, Ohio 43085

Independent Auditor’s Report

Mayor and Members of Council
City of St. Marys, Auglaize County
101 East Spring Street

St. Marys, OH 45885

We have audited the accompanying general purposefinancial statements of the City of St. Marys, Auglaize
County, as of and for the year ended December 31, 2001, aslisted in the table of contents. These general
purposefinancia statements are the responsibility of the City of St. Marys management. Our responsibility
isto express an opinion on these general purpose financia statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
Americaandthestandardsapplicabletofinancial auditscontainedin Government Auditing Sandards, issued
by the Comptroller General of the United States. Those standardsrequirethat we plan and perform the audit
to obtain reasonable assurance about whether the general purpose financial statements are free of material
misstatement. Anauditincludesexamining, onatest basis, evidence supporting theamountsand disclosures
inthe general purposefinancial statements. An audit aso includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall general purpose financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

As disclosed in Note 3 to the general purpose financia statements, the City implemented Governmental
Accounting StandardsBoard GA SB Statement No. 33, A ccounting and Financial Reportingfor Nonexchange
Transactionsand GA SB Statement No. 36, Recipient Reporting for Certain Shared Nonexchange Revenues,
an amendment of GASB Statement No. 33.

In our opinion, the general purpose financial statements referred to above present fairly, in al materia
respects, the financial position of the City of St. Marys, as of December 31, 2001, and the results of its
operations and the cash flows of its proprietary fund types 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 a report dated May 28, 2002, on
our consideration of the City of St. Marys internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grants. That report isan integral part
of an audit performed in accordance with Gover nment Auditing Standar ds and should beread in conjunction
with this report in considering the results of our audit.

Trimble, Julian & Grube, Inc.
May 28, 2002
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CITY OF ST. MARYS, OHIO
COMBINED STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES
ALL GOVERNMENTAL FUND TYPES
FOR THE YEAR ENDED DECEMBER 31, 2001

Governmental Fund Types

Total
Specia Debt Capital (Memorandum
General Revenue Service Projects Only)
Revenues:
Incometaxes. . . .. ... ......... $2,275,526 $ - - $1,105,558 $3,381,084
Real andothertaxes. . . . ... ... ... 775,188 68,994 - 55,112 899,294
Chargesfor services. . . . .. ... .... 286,425 - - - 286,425
Licenses, permitsandfees. . . . . ... .. 86,274 - - - 86,274
Finesand forfeitures. . . . . .. ... ... 18,872 1,957 - - 20,829
Special assessments . . . ... ... L. L - 768 59,084 - 59,852
Intergovernmental . . . . . ... ... ... 627,002 307,771 - 10,548 945,321
Investmentincome. . . . .. ... ..... 418,987 67,211 52,970 116,013 655,181
Rentadlincome . . . . .. ... ....... 2,200 - - - 2,200
Other. . ... ... ... ... .. ..... 196,851 9,240 - 4,598 210,689
Totalrevenues. . . . . .......... 4,687,325 455,941 112,054 1,291,829 6,547,149
Expenditures:
Current operations:
General government . . . . .. ... ... 971,044 - - - 971,044
Security of personsand property . . . . . . 1,762,571 322,705 - - 2,085,276
Public healthand welfare. . . . . . .. .. 5,452 - - - 5,452
Transportation . . . . .. ......... - 552,967 - - 552,967
Community environment. . . . . .. ... 14,668 51,744 - - 66,412
Leisuretimeactivity . . . . ... ... .. 183,416 2,447 - - 185,863
Capitaloutlay . . . ... .......... 558,862 - - 1,722,014 2,280,876
Debt service:
Principal retirement. . . . ... ... ... 35,000 177 52,920 284,000 372,097
Interest and fiscal charges . . . . . .. .. - 781 9,327 8,320 18,428
Total expenditures. . . . ... ... ... 3,531,013 930,821 62,247 2,014,334 6,538,415
Excess of revenues
over (under) expenditures . . . . . . .. 1,156,312 (474,880) 49,807 (722,505) 8,734
Other financing sources (uses):
Proceedsofbonds . . . . ... ... ... - - 103,000 - 103,000
Proceedsof notes. . . . . ... ... ... - - - 269,000 269,000
Proceeds from sale of fixed assets . . . . . 6,694 43 - - 6,737
Operating transfersin. . . . . .. ... .. - 593,300 6,426 392,053 991,779
Operating transfersout . . . . . ... ... (1,305,115) - (150,320) (6,426) (1,461,861)
Total other financing sources (uses). . . . (1,298,421) 593,343 (40,894) 654,627 (91,345)
Excess of revenues and other
financing sources over (under)
expenditures and other financing uses. . (142,109) 118,463 8,913 (67,878) (82,611)
Fund balances, January 1 (restated). . . . . . 4,467,119 1,900,474 38,044 4,221,819 10,627,456
Increase (decrease) in reserve for inventory. . (2,290) 7,796 - - 5,506
Fund balances, December 31. . . . . .. .. $4,322,720 $2,026,733 $46,957 $4,153,941 $10,550,351

THE NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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Revenues:

Incometaxes. . . . . . ... ... ... ...,
Property and othertaxes. . . . . .. ... ...
Chargesforservices. . . . .. ... ......
Licenses, permitsandfees. . . . . .. ... ..
Finesand forfeitures. . . . . ... .......
Intergovernmental . . . . . ... ... L.
Specia assessments. . . .. ... L.
Investmentincome. . . . . . ... ...
Rentalincome. . . ... ............

Expenditures:
Current:

General government . . . . . ... ... ...
Security of personsand property . . . . . . . .
Public healthand welfare. . . . . . ... ...
Transportation. . . . . .. ..........
Community environment . . . . . . ... ...
Leisuretimeactivity . . . . .. .. .. .. ..
Capitaloutlay . . . .. .............

Debt service:

Principal retirement . . . . . ... ... ...
Interest and fiscal charges. . . . . . ... ..
Total expenditures . . . . . ... ... ...

Excess of revenues

over (under) expenditures. . . . . . ... ...

Other financing sources (uses):

Proceedsof bonds. . . . . ... ... ... ..
Proceedsof notes. . . . .. .. ... ... ..
Proceeds from sale of fixed assets. . . . . . . .
Operating transfersin. . . . .. .. ......
Operating transfersout . . . . . ... ... ..
Other financingsources. . . . . . .. .. ...

Total other financing sources (uses)
Excess of revenues and other financing
sources over (under) expenditures
and other financing (uses). . . . . .

Fund balances, January 1. . . . . . .

Prior year encumbrances appropriated . . . . . .

Fund balances, December 31. . . . . .. .. ..

CITY OF ST. MARYS, OHIO

COMBINED STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS)

ALL GOVERNMENTAL FUND TYPES
FOR THE YEAR ENDED DECEMBER 31, 2001

General Special Revenue
Variance: Variance:
Revised Favorable Revised Favorable
Budget Actual (Unfavorable) Budget Actual (Unfavorable)
$2,567,088 $2,278,997 ($288,091) $ - 8 - $ -
814,037 722,682 (91,355) 74,166 68,994 (5,172)
326,512 289,869 (36,643) - - -
95,068 84,399 (10,669) - - -
21,258 18,872 (2,386) 700 2,232 1,532
693,079 615,299 (77,780) 282,670 315,402 32,732
- - - 258 768 510
515,286 457,458 (57,828) 64,853 72,490 7,637
2,478 2,200 (278) - - -
147,728 131,149 (16,579) 175 844 669
5,182,534 4,600,925 (581,609) 422,822 460,730 37,908
1,116,592 1,008,150 108,442 - - -
2,013,790 1,818,212 195,578 277,000 258,565 18,435
6,038 5,452 586 - - -
- - - 640,475 553,237 87,238
16,246 14,668 1,578 684,179 75,313 608,866
313,152 228,463 84,689 7,728 2,447 5,281
558,862 558,862 - - - -
4,024,680 3,633,807 390,873 1,609,382 889,562 719,820
1,157,854 967,118 (190,736) (1,186,560) (428,832) 757,728
7,540 6,694 (846) - 43 43
1,853,172 1,645,200 (207,972) 636,319 593,300 (43,019)
(4,453,047) (2,950,315) 1,502,732 - - -
73,027 64,832 (8,195) 143,938 93,871 (50,067)
(2,519,308) (1,233,589) 1,285,719 780,257 687,214 (93,043
(1,361,454) (266,471) 1,094,983 (406,303) 258,382 664,685
3,955,428 3,955,428 - 1,061,497 1,061,497 -
151,829 151,829 - 14,174 14,174 -
$2,745,803 $3,840,786 $1,094,983 $669,368 $1,334,053 $664,685

THE NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.



Total

Debt Service Capital Projects (Memorandum Only)
Variance: Variance: Variance:
Revised Favorable Revised Favorable Revised Favorable
Budget Actual (Unfavorable) Budget Actual (Unfavorable) Budget Actual (Unfavorable)

- - - $1,100,000 $1,070,256 ($29,744) $3,667,088 $3,349,253 ($317,835)
- - - 59,740 58,937 (803) 947,943 850,613 (97,330)
- - - - - - 326,512 289,869 (36,643)
- - - - - - 95,068 84,399 (10,669)
- - - - - - 21,958 21,104 (854)
- - - 3,000 7,473 4,473 978,749 938,174 (40,575)
87,814 62,605 (25,209) - - - 88,072 63,373 (24,699)
42,000 52,970 10,970 105,943 131,220 25,277 728,082 714,138 (13,944)
- - - - - - 2,478 2,200 (278)
- - - - - - 147,903 131,993 (15,910)
129,814 115,575 (14,239) 1,268,683 1,267,886 (797) 7,003,853 6,445,116 (558,737)

- - - - - - 1,116,592 1,008,150 108,442

- - - - - - 2,290,790 2,076,777 214,013

- - - - - - 6,038 5,452 586

- - - - - - 640,475 553,237 87,238

- - - - - - 700,425 89,981 610,444

- - - - - - 320,880 230,910 89,970

- - - 2,067,735 1,849,115 218,620 2,626,597 2,407,977 218,620
1,839,000 4,426,920 (2,587,920) - - - 1,839,000 4,426,920 (2,587,920)
98,820 90,622 8,198 - - - 98,820 90,622 8,198
1,937,820 4,517,542 (2,579,722) 2,067,735 1,849,115 218,620 9,639,617 10,890,026 (1,250,409)
(1,808,006) (4,401,967) (2,593,961) (799,052) (581,229) 217,823 (2,635,764) (4,444,910) (1,809,146)
52,000 103,000 51,000 - - - 52,000 103,000 51,000
1,750,000 4,142,000 2,392,000 289,645 127,000 (162,645) 2,039,645 4,269,000 2,229,355
- - - - - - 7,540 6,737 (803)
253,000 169,401 (83,599) 199,600 241,733 42,133 2,942,091 2,649,634 (292,457)

- - - (10,000) (6,426) 3,574 (4,463,047) (2,956,741) 1,506,306
- - - 42,000 79,357 37,357 258,965 238,060 (20,905)
2,055,000 4,414,401 2,359,401 521,245 441,664 (79,581) 837,194 4,309,690 3,472,496
246,994 12,434 (234,560) (277,807) (139,565) 138,242 (1,798,570) (135,220) 1,663,350

34,523 34,523 - 3,480,863 3,480,863 - 8,532,311 8,532,311 -

- - - 630,689 630,689 - 796,692 796,692 -
$281,517 $46,957 ($234,560) $3,833,745 $3,971,987 $138,242 $7,530,433 $9,193,783 $1,663,350




CITY OF ST. MARYS, OHIO
COMBINED STATEMENT OF REVENUES, EXPENSES,
AND CHANGES IN RETAINED EARNINGS/FUND EQUITY
ALL PROPRIETARY FUND TYPES
FOR THE YEAR ENDED DECEMBER 31, 2001

Operating revenues:

Operating expenses:

Contract services.

Claims expense
Utilities . . . .

Landfill closure and post-closure costs.

Depreciation. .

Operating loss. .

Nonoperating revenues (expenses):

Interest revenue

Net income (loss)

Proprietary Fund Types
Total
Internal (Memorandum
Enterprise Service Only)
Chargesforservices. . . . .. ............. $12,824,342 $930,853 $13,755,195
..................... 60,545 - 60,545
..................... 278,192 - 278,192
Other operatingrevenues . . . . . ... ... ..... 84,134 122 84,256
Total operatingrevenues. . . . . ... ... ... .. 13,247,213 930,975 14,178,188
Personal services. . . . . . .. ... L 3,031,199 54,974 3,086,173
.................... 1,795,369 67 1,795,436
Materialsand supplies. . . . . .. ... ... ... .. 6,806,923 219,015 7,025,938
..................... - 846,907 846,907
..................... 99,142 739 99,881
......... 1,545,185 - 1,545,185
..................... 1,011,409 13,892 1,025,301
Other operatingexpenses . . . . . . . . .. ... ... 2,024 - 2,024
Total operatingexpenses. . . . . . . ... ... ... 14,291,251 1,135,594 15,426,845
..................... (1,044,038) (204,619) (1,248,657)
Interest expense and fiscal charges. . . . . ... . ... (500,207) - (500,207)
Ganondisposa of fixedasset. . . . ... ... .... 17,499 - 17,499
..................... 238,490 5,207 243,697
Other local taxrevenue . . . . . .. ... ... .... 9,505 - 9,505
Excisetaxexpense. . . . ... .. ... .. (9,505) - (9,505)
Investmentinjointventure. . . . . .. ... ...... 1,638,460 - 1,638,460
Other nonoperatingrevenues. . . . . ... ... .... 181,627 547 182,174
Other nonoperatingexpenses . . . . . . . . ... ... (47) - (47)
Total nonoperating revenues (expenses) . . . . . . . . 1,575,822 5,754 1,581,576
Net income (loss) beforetransfers. . . . . . ... .. .. 531,784 (198,865) 332,919
Operating transfersin. . . . ... .. .. ... .... 532,409 - 532,409
Operatingtransfersout . . . . ... ... ....... (62,327) - (62,327)
..................... 1,001,866 (198,865) 803,001
Retained earningsat January 1. . . . .. . ... .. .. 15,538,163 306,136 15,844,299
Retained earningsat December31. . . . . . .. .. .. 16,540,029 107,271 16,647,300
Contributed capital at December 31 . . . . . ... ... 1,905,588 6,142 1,911,730
$18,445,617 $113,413 $18,559,030

Fund equity at December 31. . . . . . ... ... ...

THE NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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CITY OF ST. MARYS, OHIO
COMBINED STATEMENT OF CASH FLOWS
ALL PROPRIETARY FUND TYPES
FOR THE YEAR ENDED DECEMBER 31, 2001

Proprietary Fund Types
Total
Internal (Memorandum
Enterprise Service Only)
Cash flows from operating activities:
Cash received from chargesfor services. . . . . . . .. $12,869,833 $935,102 $13,804,935
Cashreceived fromtap-infees. . . . ... ... .... 60,545 - 60,545
Cash received fromrental charges. . . . .. ... ... 277,592 - 277,592
Cash received from other operations. . . . . ... ... 42,824 - 42,824
Cash payments for personal services. . . . . ... ... (2,986,840) (54,507) (3,041,347)
Cash payments for contract services. . . . . . ... .. (1,737,338) (67) (1,737,405)
Cash payments for materialsand supplies. . . . . . .. (7,214,336) (215,536) (7,429,872)
Cash payments for utilities. . . . ... ......... (99,142) (739) (99,881)
Cash paymentsfor claimsexpense. . . . .. ... ... - (687,977) (687,977)
Cash paymentsfor other expenses. . . . . .. ... .. (57,946) - (57,946)
Net cash provided by (used in)
operating activities. . . . . ... ... ... ... .. 1,155,192 (23,724) 1,131,468
Cash flows from noncapital financing activities:
Cash received from other local taxes. . . . . ... ... 9,505 - 9,505
Cash paymentsfor excisetaxes . . . . . ... ... .. (9,505) - (9,505)
Transfersinfromotherfunds . . . . .. ... .. ... 470,082 - 470,082
Transfersoutto other funds. . . . ... ... ... .. (72,975) - (72,975)
Cash received from nonoperating activities. . . . . . . 323,723 547 324,270
Cash used for nonoperating expenses. . . . . ... .. (47) - (47
Net cash provided by noncapital
financing activities . . . . .. ... ... ... ... 720,783 547 721,330
Cash flows from capital and related
financing activities:
Acquisition of capital assets. . . . . ... ... .... (1,412,436) - (1,412,436)
Gainonsdeof capitalassets . . . . . ... ... ... 17,499 - 17,499
Cash received from proceedsof notes. . . . . . .. .. 4,000,000 - 4,000,000
Cash payments for principal retirement. . . . . .. .. (4,660,000) - (4,660,000)
Cash payments for interest and fiscal charges. . . . . . (533,415) - (533,415)
Net cash used in capital and related
financing activities . . . . .. .. ... .. ... .. (2,588,352) - (2,588,352)
Cash flows from investing activities:
Interestreceived. . . . . ... ... 274,796 5,586 280,382
Net cash provided by investing activities. . . . . . .. 274,796 5,586 280,382
Net decrease in cash
andcasheguivalents. . . . . ... ........... (437,581) (17,591) (455,172)
Cash and cash equivalents, January 1 . . . . . . .. .. 12,576,191 283,603 12,859,794
Cash and cash equivalents, December 31 . . . . . . .. $12,138,610 $266,012 $12,404,622

Reconciliation of operating loss to net cash
provided by operating activities:
Operatingloss. . . . ..o v ($1,044,038) ($204,619) ($1,248,657)
Adjustments to reconcile operating loss
to net cash provided by operating activities:

Depreciation. . . .. ................. 1,011,409 13,892 1,025,301
Changesin assets and liabilities:
Increase in accountsreceivable. . . . . .. ... .. (47,398) (122) (47,520)
Decrease special assessmentsreceivable. . . . . . . 397 - 397
Decrease (increase) in materials
and suppliesinventory . . . . .. ... ... ... (81,885) 1,448 (80,437)
Decreaseinprepayments. . . . . . ... ... ... 15,703 - 15,703
Decrease in due from other governments . . . . . . 124 - 124
Decreasein duefromother funds . . . .. ... .. 7,116 4,249 11,365
Increase (decrease) in accounts payable. . . . . . . (308,072) 2,031 (306,041)
Increase (decrease) in accrued wages and benefits. . 10,740 (164) 10,576
Increase in compensated absences payable. . . . . . 25,204 612 25,816
Decreasein contractspayable. . . . . . ... ... (3,690) - (3,690)
Increase in due to other governments . . . . . . . . 41,145 19 41,164
Decreaseinduetoother funds. . . . ... ... .. (4,122) - (4,122)
Increaseinclamspayable. . . .. ... ... ... - 158,930 158,930
Increase in landfill closure/post-closure liability. . . 1,545,185 - 1,545,185
Decrease in refundable depositsliability. . . . . . . (12,626) - (12,626)
Net cash provided by (used in)
operating activities . . . . .. ... ... ... $1,155,192 ($23,724) $1,131,468

THE NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 1- DESCRIPTION OF THE CITY

The City of St. Marys (the “City”) is a home rule municipal corporation established and
operated under thelaws of the State of Ohio. St. Maryswas established asacity in 1823 and
incorporated as amunicipal corporation in 1837.

The City operates under a mayor-council form of government. Legidative power isvested
in a seven member council and a council president, each elected to two-year terms. The
Mayor iselected to afour-year term and isthe chief executive officer of the City. Three City
Council members are elected at-large and four are elected from wards. Other elected
officials consist of the auditor, treasurer, and law director; each elected for four-year terms.

The City of St. Marys is divided into various departments and financial management and
control systems. Servicesprovidedincludepoliceand fireprotection, street maintenanceand
repair, planning and zoning, parks and recreation (including a swimming pool), and water,
sewer, electric, and refuse services as well as a staff to provide support (i.e., payroll
processing, accountspayabl e, and revenue collection) tothe serviceproviders. Theoperation
and control of these activitiesisprovided by the City Council through the budgetary process
and by the Mayor through administrative and manageria requirements and procedures.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies followed in the preparation of these general purpose
financial statements (GPFS) are summarized below. These policies conform to accounting
principles generally accepted in the United States of America (GAAP) for local
governmental units as prescribed in the statementsissued by the Governmental Accounting
Standards Board (GA SB) and other recognized authoritative sources. The City also applies
Financial Accounting Standards Board (FASB) Statements and Interpretations issued on or
before November 30, 1989, toits proprietary activities provided they do not conflict with or
contradict GASB pronouncements. The most significant of the City’s accounting policies
are described below.

A. Reporting Entity

A reporting entity is composed of the primary government, component units, and other
organizationsthat areincluded to ensurethefinancial statementsarenot misleading. The
primary government of the City of St. Marys consists of all funds, departments, boards,
and agencies that are not legally separate from the City. The City’ sreporting entity has
been defined according to GASB Statement No. 14, “ The Financial Reporting Entity”.




CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

Component units are legally separate organizations for which the City is financially
accountable. The City isfinancially accountable for an organization if the City appoints
a voting maority of the organization’s governing board and (1) the City is able to
influence significantly the programs or services performed or provided by the
organization; or (2) the City is legally entitled to or can otherwise access the
organization’s resources; the City is legally obligated or has otherwise assumed the
responsibility to finance the deficits of, or providefinancial support to, the organization;
or the City is obligated for the debt of the organization. Component units may aso
include organizationsfor which the City approvesthe budget, theissuance of debt, or the
levying of taxes. There were no component units of the City in 2001. The following
organizations are described due to their relationship to the City:

JOINT VENTURE WITH EQUITY INTEREST

Ohio Municipal Electric Generation Agency Joint Venture

The City’s Electric Enterprise Fund participates in a joint venture agreement with 36
other municipal electric systems who have formed the Ohio Municipal Electric
Generation Agency Joint Venture2 (OMEGA JV 2) for the purpose of providing electric
power and energy to its participants on a cooperative basis. OMEGA JV 2 isorganized,
existing and authorized by Article XV 111, Section 3 and 4 of the Ohio Constitution in the
manner contemplated by Section 715.02 of the Ohio Revised Code and other applicable
provisions of Ohio law. OMEGA JV2 was formed on November 21, 2000, and its
existence was ratified on December 7, 2000.

OMEGA JV2isal38.650 MW project that includestwo 32 MW used gas-fired turbines,
one 11 MW used gas-fired turbine, and thirty-four 1.825 MW new and one 1.6 MW used
oil-fired diesel generator units. Titleto this project was transferred to the 36 municipal
electric systems from American Municipal Power-Ohio, Incorporated (AMP-Ohio), a
non-profit trade association and wholesale power supplier for most of Ohio’s 85
municipal electric systems. Each member has a contract which providesfor AMP-Ohio
to purchase the right to each participant’s share of power and energy that is made
available through the joint venture contract. In accordance with the joint venture
agreement, the City remitted $91,698 to the joint venture for 2001.
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CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

The following is a summary of audited financial information of OMEGA JV2 for the
year ended December 31, 2001

OMEGA JV2
Total Assets $55,534,206
Tota Liabilities 552,314
Members Equity 54,981,892
Total Revenues 2,095,967
Total Expenses 5,884,673
Excess Income over/(under) Expenses (3,788,706)

The City isafinancing participant in thejoint venture, meaning it will financeits project
shares (ownership interest) with aportion of the proceedsfrom adebt issuance. TheCity
isalso apurchasing participant in the joint venture, meaning it will purchase power and
energy from OMEGA JV2 and its undivided ownership interest will be held in trust by
the owner participants acting as trustee. The City’s undivided ownership of OMEGA
JV2is2.98 percent.

The City reports an equity interest equal to their undivided ownership percentage of the
joint venture members equity. Since the City has an explicit and measurable interest in
OMEGA JV2, the City has reported $1,638,460 in equity interest for this joint venture
on the combined balance sheet at December 31, 2001. Separate financial statement for
the joint venture is available through either the City or AMP-Ohio.

The following tables show the major participants and percentage of ownership for the

Omega JV 2 project:
OMEGA JV2
Percentage
Participants of Ownership
Hamilton 23.87
Bowling Green 14.32
Niles 11.49
Cuyahoga Falls 7.46
Wadsworth 581
Painesville 5.22
Galion 4.29
St. Marys 2.98
Other 24.56
Total 100.00
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CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
INSURANCE PURCHASING POOL

The City participates in a group rating plan for workers' compensation as established
under Section 4123.29 of the Ohio Revised Code. The Ohio Rural Water Association
Workers Compensation Group Rating Plan is an insurance purchasing pool. A group
executive committeeisresponsiblefor cal culating annual rate contributionsand rebates,
approving the selection of athird party administrator, reviewing and approving proposed
third party fees, fees for risk management services and general management fees,
determining ongoing eligibility of each participant, and performing any other acts and
functions which may be delegated to it by the participating members. Each year, the
participating members pay an enrollment fee to the Plan to cover the costs of
administering the program.

B. Fund Accounting

The City uses funds and account groupsto report on itsfinancial position and theresults
of its operations. Fund accounting is designed to demonstrate legal compliance and to
aid financial management by segregating transactionsrelated to certain City functionsor
activities.

A fund is defined as a separate fiscal and accounting entity with a self-balancing set of
accountsrecording cash and other financial resources, together with al related liabilities
and residual equities or balances, and changes therein, which are segregated for the
purpose of carrying on specific activities or attaining certain objectives in accordance
with special regulations, restrictions, or limitations. An account group is a financial
reporting device designed to provide accountability for certain assets and liabilities that
are not recorded in the funds because they do not directly affect net available expendable
resources.

For financia statement presentation purposes, the various funds of the City are grouped

into the following generic fund types under the broad fund categories of governmental,
proprietary, and fiduciary.

12



CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
GOVERNMENTAL FUNDS

Governmental funds are those through which most governmental functions of the City
are financed. The acquisition, use, and balances of the City’s expendable financial
resourcesand therelated current liabilities (except those accounted for in the proprietary
funds) are accounted for through governmental funds. The measurement focusis upon
determination of financial position and changesin financial position. Thefollowing are
the City’ s governmental fund types:

General Fund

The general fund is the general operating fund of the City. It is used to account for al
financial resources, except those required to be accounted for in another fund. The
genera fund balance is available to the City for any purpose provided it is expended or
transferred according to the genera laws of Ohio.

Secial Revenue Funds

The specia revenue funds are used to account for the proceeds of specific revenue
sources (other than amounts relating to major capital projects) whose use is restricted.
The use and limitation of each special revenue fund is specified by City ordinances or
federal and state statutes.

Debt Service Funds

The debt service funds are used to account for the accumul ation of resourcesfor, and the
payment of, general and specia assessment long-term obligation principal, interest, and
related costs.

Capital Projects Funds

The capital projects funds are used to account for financial resources used for the
acquisition or construction of major capital facilities (other than those financed by the
proprietary funds).
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CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001
NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- (Continued)
PROPRIETARY FUNDS
Proprietary funds are used to account for the City’ s ongoing activitieswhich are similar

tothosefound inthe private sector. The measurement focusisupon determination of net
income, financial position, and cash flows. Thefollowingarethe City’ sproprietary fund

types:

Enterprise Funds

The enterprise funds are used to account for the City’s swimming pool, water, sewer,
electric, and refuse operations. These funds are financed and operated in a manner
similar to private business enterprises where the intent is that the costs (expenses,
including depreciation) of providing goods or services to the genera public on a
continuing basisbefinanced or recovered primarily through user chargesor that periodic
determination of revenues earned, expenses incurred, and/or net income is appropriate
for capital maintenance, public policy, management control, accountability, or other
purposes.

Internal Service Funds

Theinternal service funds are used to account for the financing of services provided by
one department or agency to other departments or agencies of the City on a cost-
reimbursement basis.

FIDUCIARY FUNDS
Fiduciary funds are used to account for assets held by the City in atrustee capacity or as
an agent for individuals, private organizations, other governments, and/or other funds.

The City’ sfiduciary funds are agency funds which are custodial in nature (assets equal
liabilities) and do not involve measurement of results of operations.
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CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- (Continued)
ACCOUNT GROUPS
To make aclear distinction between fixed assets related to a specific fund and those of
genera government, and between long-termliabilitiesrelated to aspecific fund and those

of ageneral nature, the following account groups are used:

General Fixed Assets Account Group

The general fixed assets account group is used to account for all fixed assets of the City,
except those accounted for in the proprietary funds. These assets do not represent
financial resources available for expenditure.

General Long-Term Obligations Account Group
The general long-term obligations account group is used to account for all unmatured
long-term obligations of the City, except those accounted for in the proprietary funds.

C. Measurement Focus and Basis of Accounting

The accounting and reporting treatment applied to a fund is determined by its
measurement focus. All governmental funds are accounted for using a flow of current
financia resourcesmeasurement focus. With thismeasurement focus, only current assets
and current liabilities are generally included on the balance sheet. Operating statements
of thesefundspresentincreases(i.e., revenuesand other financing sources) and decreases
(i.e., expenditures and other financing uses) in net current assets.

All proprietary funds are accounted for on a flow of economic resources measurement
focus. With this measurement focus, all assets and all liabilities associated with the
operation of these funds are included on the balance sheet. Fund equity (i.e., net total
assets) is segregated into contributed capital and retained earnings components.
Proprietary fund type operating statements present increases (i.e., revenues) and
decreases (i.e., expenses) in net total assets.

Basis of accounting determines when transactions are recorded in the financial records
and reported on the financial statements. Governmental and agency funds use the
modified accrual basis of accounting. Proprietary funds use the accrua basis of
accounting. Differences between the accrual and the modified accrual basis of
accounting arise in the recognition of revenue, the recording of deferred revenue, andin
the reporting of expenses and expenditures.
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CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- (Continued)
Revenues - Exchange and Non-exchange Transactions

Revenue resulting from exchange transactions, in which each party gives and receives
essentially equal value, isrecorded on the accrual basis when the exchange takes place.
Onamodified accrua basis, revenueisrecorded in thefiscal year in which theresources
are measurable and become available. Available means that the resources will be
collected within the current fiscal year or are expected to be collected soon enough
thereafter to be used to pay liabilities of the current fiscal year. For the City, available
means expected to be received within thirty-one days of year-end.

Nonexchangetransactions, inwhichthe City receivesvaluewithout directly giving equal
valueinreturn, includeincometaxes, property taxes, grants, entitlementsand donations.
On an accrual basis, revenue from incometaxesis recognized in the period in which the
incomeis earned (see Note 6). Revenue from property taxesis recognized in the fiscal
year for which thetaxes are levied (see Note 5). Revenue from grants, entitlements and
donationsisrecognized in thefiscal year in which al igibility requirements have been
satisfied. Eligibility requirements include timing requirements, which specify the year
when the resources are required to be used or the year when use is first permitted,
matching requirements, in which the City must provide local resourcesto be used for a
specified purpose, and expenditure requirements, in which the resources are provided to
the City on a reimbursement basis. On a modified accrua basis, revenue from
nonexchange transactions must also be available before it can be recognized.

Under the modified accrua basis, the following revenue sources are considered to be
both measurableand avail abl e at year-end: incometaxes, state-leviedlocally shared taxes
(including gasoline taxes and motor vehicle license fees), federal and state grants and
subsidies, charges for services, licenses and permits and fees, fines and forfeitures, and
interest.

Deferred Revenue

Deferred revenue arises when assets are recognized before revenue recognition criteria
have been satisfied.

Delinquent property taxes and property taxes for which there is an enforceable legal
claim as of December 31, 2001, but which were levied to finance year 2002 operations,
have been recorded as deferred revenues. Grants and entitlements received before the
eligibility requirements are met are also recorded as deferred revenue.
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CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

Onthemodified accrual basisof accounting, receivablesthat will not be collected within
the available period have also been reported as deferred revenue.

Expenditures
Ontheaccrual basisof accounting, expensesarerecognized at thetimethey areincurred.

Themeasurement focus of governmental fund accounting ison decreasesin net financial
resources (expenditures) rather than expenses. On the modified accrual basis of
accounting, expenditures are generally recognized in the accounting period in which the
related fund liability isincurred, if measurable. Allocationsof cost, such asdepreciation
and amortization, are not recognized in governmental funds.

D. Budgetary Process

The budgetary processis prescribed by provisions of the Ohio Revised Code and entails
the preparation of budgetary documents within an established timetable. The mgor
documents prepared are the tax budget, the certificate of estimated resources, and the
appropriationsordinance, all of which are prepared on the budgetary basisof accounting.
The certificate of estimated resources and the appropriations ordinance are subject to
amendment throughout the year with the legal restriction that appropriations cannot
exceed estimated resources, as certified. All funds, other than agency funds, legally are
required to be budgeted and appropriated.

Budgetary information for the activity of the third party administrator is not reported
because it is not included in the entity for which the “appropriated budget” is adopted.

TAX BUDGET

A budget of estimated revenues and expendituresfor all fundsissubmitted to the County
Auditor, as secretary of the County Budget Commission, by July 20th of each year, for
the period January 1 to December 31 of the following year. The budget includes
proposed expenditures and the means of financing for all funds. The express purpose of
this budget document is to reflect the need for existing or increased tax rates.
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CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
ESTIMATED RESOURCES

The County Budget Commission reviews the estimated revenues and determinesiif the
budget substantiatesaneedtolevy all or part of previously authorized taxes. The County
Budget Commission certifies its actions to the City by September 1. As part of this
certification, the City receivestheofficial certificate of estimated resources, which states
the estimated beginning of year fund balance and projected revenue of each fund. Prior
to December 31, the City must revise its budget so that total contemplated expenditures
from any fund during the ensuing year will not exceed the amount available as stated in
the certificate of estimated resources. Therevised budget then servesasthe basisfor the
annual appropriations measure. On or about January 1, the certificate of estimated
resources is amended to include the actual unencumbered fund balances from the
preceding year. The certificate of estimated resources may be further amended during
the year if the City Auditor determines that revenue to be collected will be greater than
or less than prior estimates and the County Budget Commission finds the revised
estimates to be reasonable. The amounts set forth in the financial statements represent
estimatesfrom thefinal amended official certificate of estimated resourcesissued during
2001.

APPROPRIATIONS

A temporary appropriations ordinance to control the level of expenditures for all funds
may be passed on or about January 1 of each year, for the period January 1 to March 31.
An annual appropriations ordinance must be passed by April 1 of each year, for the
period January 1 to December 31. Appropriations may not exceed estimated resources
as established in the amended official certificate of estimated resources. Theallocation
of appropriations among departments and objects within afund may be modified during
the year with City Council approval. Several appropriations resolutions were legally
enacted by the City Council during the year. The budget figures which appear in the
statements of budgetary comparisons represent the appropriated budget amountsand all
supplemental appropriations.
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CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
BUDGETED LEVEL OF EXPENDITURES

Administrative control is maintained through the establishment of detailed line-item
budgets. Expenditures plus encumbrances may not legally exceed appropriations at the
level of appropriation adopted by the City Council. For all funds, council appropriations
aremadeto personal services, contractual services, materialsand supplies, capital outlay,
other expenditures, debt retirement, and transfer accounts for each department. The
appropriations set by the City Council must remain fixed unless amended by City
Council resolution. More detailed appropriation allocations may be made by the City
Auditor aslong as the allocations are within the City Council’ s appropriated amount.

ENCUMBRANCES

Aspart of formal budgetary control, purchase orders, contracts, and other commitments
for the expenditure of monies are encumbered and recorded as the equivaent of
expenditures on the non-GAAP budgetary basis in order to reserve that portion of the
applicable appropriation and to determine and maintainlegal compliance. Onthe GAAP
basis, encumbrances outstanding at year end are reported asreservations of fund balance
for subsequent-year expenditures for governmental fund types and reported in the notes
to the financial statements for proprietary fund types.

LAPSING OF APPROPRIATIONS

At the close of each year, the unencumbered bal ance of each appropriation revertsto the
respective fund from which it was appropriated and becomes subject to future
appropriation. Encumbered appropriations are carried forward to the succeeding year
and are not reappropriated.

E. Cash and Investments

To improve cash management, cash received by the City ispooled. Moniesfor all funds
aremaintained inthispool. Individual fundintegrity ismaintained through City records.
Each fund’s interest in the pool is presented as “Equity in Pooled Cash and Cash
Equivaents’ on the combined balance sheet.

Cash and cash equivalents that are held separately for the City by fiscal agents and not

held with the City Treasurer are recorded on the combined balance sheet as* Cash with
Fiscal and Escrow Agents’.
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CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

Investments are reported at fair value, except for repurchase agreements and non-
negotiable certificates of deposit which are reported at cost. Fair value is based on
guoted market prices. STAR Ohio is an investment pool, managed by the State
Treasurer’s Office, which allows governments within the State to pool their funds for
investment purposes. STAR Ohio is not registered with the SEC as an investment
company, but does operate in a manner consistent with Rule 2a7 of the Investment
Company Act of 1940. Investmentsin STAR Ohio are valued at STAR Ohio’s share
price, which is the price the investment could be sold for on December 31, 2001.

Interest earnings are alocated to City funds according to State statutes, grant
requirements, or debt related restrictions. Interest revenue credited to the general fund
during 2001 was $418,987, which includes $242,791 assigned from other City funds.

For purposes of the combined statement of cash flows and for presentation on the
combined bal ance sheet, investments of the cash management pool and investmentswith
an original maturity of three monthsor less at thetimethey are purchased by the City are
considered to be cash equivalents. Investments with an initial maturity of more than
three months, and not purchased from the pool, are reported as investments.

F. LoansRecevable

Loans receivabl e represent the right to receive repayment for certain loans made by the
City. Theseloans are based upon written agreements between the City and the various
loan recipients.

G. Materialsand Supplies Inventory

Inventory in the governmental fund types is stated at cost while inventory in the
proprietary fund types is stated at the lower of cost or market. For all funds, cost is
determined on afirst-in, first-out basis. The costs of inventory items are recorded as
expenditures in the governmental fund types when purchased and as expenses in the
proprietary fund typeswhen used. Reported materials and suppliesinventory isequally
offset by a fund balance reserve in the governmental fund types which indicates that it
does not constitute available expendabl e resources even though it isacomponent of net
current assets.
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NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
H. Prepayments

Payments made to vendors for services that will benefit periods beyond December 31,
2001, arerecorded as prepaid itemsus ng the consumption method by recording acurrent
asset for the prepaid amount and reflecting the expenditure/expense in the year in which
services are consumed.

|. Restricted Assets

Certain proceeds of enterprise fund revenue and mortgage revenue bonds, as well as
certain resources set aside for their repayment, are classified as restricted assets on the
balance sheet because their useis limited by applicable bond covenants.

Restricted assetsal so represent utility depositsfrom customersthat arerestricted because
their use is limited to the payment of unpaid utility bills or refunding the deposit to the
customer.

J. Unamortized Bond | ssuance Costs

In governmental fund types, bond issuance costs are expended in the current period.
Bond issuance costsfor proprietary fund types are deferred and amortized over theterm
of the bonds using the straight-line method. Issuance costs are recorded as deferred
charges.

K. Fixed Assets

Thefixed asset valueswereinitially determined at December 31, 1988, assigning origina
acquisition costs when such information was available. In cases where information
supporting original costs was not available, estimated historical costs were used. For
certain fixed assets, the estimates were determined by indexing estimated current costs
back to the estimated year of acquisition. Donated fixed assets are capitalized at fair
market value on the date donated.

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

materially extend asset lives are not capitalized. Improvements which extend the useful
life or increase the capacity or operating efficiency of the asset are capitalized at cost.

21



CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

General Fixed Assets- General fixed assets (fixed assets used in governmental fund type
operations) are not capitalized in the funds used to acquire or construct them. Instead,
capital acquisition and construction costs are reflected as expenditures in the
governmental fund types, and the related assets are reported in the general fixed assets
account group at historical cost or estimated historical cost. Assetsin the general fixed
assets account group are not depreciated.

Publicdomain (infrastructure) general fixed assets consisting of roads, bridges, curbsand
gutters, streetsand sidewalks, drainage systems, and lighting systems are not capitalized
or reported as these assets are immovable and of value only to the City.

Proprietary Fund Fixed Assets - Fixed assetsreflected in the proprietary funds are stated
at historical cost or estimated historical cost and are updated for the cost of additionsand
reductions during the year. Depreciation is calculated on a straight-line basis over the
following estimated useful lives:

Asset Category Estimated Lives
Land Improvements 50 years
Buildings 50 years
Improvements Other than Buildings 20 years
Machinery and Equipment 10 years
Vehicles 6 - 10 years
Water and Sewer Lines 30 years

Capitalization of Interest - Interest iscapitalized on proprietary fund assetsacquired with
tax-exempt debt. The City’s policy isto capitalize net interest on construction projects
until substantial completion of the project. Theamount of capitalized interest equalsthe
difference between the interest cost associated with the tax-exempt borrowing used to
finance the project from the date of borrowing until completion of the project and the
interest earned from thetemporary investment of the debt proceeds over the same period.
Capitalized interest isamortized on a straight-line basis over the estimated useful life of
the asset. For 2001, there was no capitalized interest cost incurred on proprietary fund
construction projects.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

L.

Interfund Assets/Liabilities

Receivablesand payables arising between fundsfor goods provided or servicesrendered
are classified as “Due from/to other funds’ on the combined balance sheet.

. Compensated Absences

V acation benefits are accrued as aliability as the benefits are earned if the employees

rights to receive compensation are attributable to services already rendered and it is
probable the City will compensate the employees for the benefits through paid time off
or some other means. The City records aliability for accumulated unused vacation time
when earned for all employees with more than one year of service.

Sick leave benefits are accrued as aliability using the termination method. An accrual
for sick leave is made to the extent it is probable that benefits will result in termination
payments. The liability is an estimate based on the City’s past experience of making
termination payments. Accumulated unused sick leave is paid to employees who retire
at various rates depending on department and length of service.

For governmental fund types, the current portion of unpaid compensated absencesisthe
amount expected to be paid using available expendable resources. These amounts are
recorded in the account “Compensated Absences Payable” in the fund from which the
employees who have accumulated unpaid leave are paid. The remainder isreported in
the general long-term obligations account group. For the proprietary fund types, the
entire amount of compensated absencesis reported as afund liability.

. Accrued Liabilitiesand Long-Term Obligations

Ingeneral, governmental fund payablesand accrued liabilitiesarereported asobligations
of the funds regardless of whether they will be liquidated with current resources.
However, compensated absencesthat will be paid from governmental fundsare reported
asliabilitiesin the general long-term obligations account group to the extent that they
will not be paid with current available expendable resources. Payments made morethan
thirty-one days after year end are considered not to have used current available
expendable resources. Long-term notes and bonds are reported as liabilities in the
general long-term obligations account group until due. Long-term debt and other
obligationsfinanced by the proprietary fundsarereported asliabilitiesin the appropriate
fund.
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NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- (Continued)
O. Unamortized Gain/L oss on Advance Refunding

For advance refundings resulting in the defeasance of debt reported in the enterprise
funds, the difference between the reacquisition price and the net carrying amount of the
old debt isdeferred and amortized as acomponent of interest expense. Thisaccounting
gain or loss is amortized over the remaining life of the old debt or the life of the new
debt, whichever is shorter, and is presented as an addition to or reduction of the face
amount of the new debt.

P. Contributed Capital

Contributed capital represents contributions made by the City and other governments.
These assets are recorded at their fair market value on the date contributed and are not
subject to repayment. Depreciation on assets acquired or constructed with contributed
resources is expensed and closed to unreserved retained earnings at year-end. In
accordance with GASB Statement No. 33, capital contributions are recorded asrevenue
and a component of retained earnings at year-end. There were no capital contributions
received in 2001. Contributed capital in the enterprise funds and internal service funds
was $1,905,588 and $6,142, respectively, at December 31, 2001.

Q. Reservesof Fund Balance/Retained Earnings

The City recordsreservationsfor portionsof fund balancethat are segregated for specific
future use or which do not represent avail able expendable resources and, therefore, are
not available for appropriation or expenditure. Unreserved fund balance indicates that
portion of fund equity which is available for appropriation in future periods. Fund
balance reserves have been established for encumbrances, materials and supplies
inventory, prepayments, loans and debt service.

Proprietary fund retained earnings are reserved for resources necessary to comply with
bond financing agreements.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
Interfund Transactions

Quasi-external transactionsare accounted for asrevenuesand expenditures, or expenses.
Transactionsthat constitute reimbursementsto afund for expenditures/expensesinitially
made from it that are properly applicable to another fund are recorded as
expenditures/expenses in the reimbursing fund and as reductions of
expenditures/expenses in the fund that is reimbursed.

Nonrecurring or nonroutine permanent transfers of equity are reported asresidual equity
transfers.

All other interfund transfers are reported as operating transfers.

All transfers during 2001 were in compliance with the Ohio Revised Code.

Estimates

The preparation of GPFS in conformity with GAAP requires management to make

estimates and assumptions that affect the amounts reported in the financial statements
and accompanying notes. Actual results may differ from those estimates.

. Total Columnson General Purpose Financial Statements

Total columns on the GPFS are captioned “ Total (Memorandum Only)” to indicate that
they are presented only to facilitate financial analysis. Data in these columns do not
present financial position, resultsof operations, or cash flowsin conformity with GAAP.
Neither issuch datacomparableto aconsolidation. Interfund eliminations have not been
made in the aggregation of this data.
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NOTE 3- ACCOUNTABILITY AND COMPLIANCE
A. Changein Accounting Principle

GASB Statement No. 33, “Accounting and Financial Reporting for Nonexchange
Transactions’, and GASB Statement No. 36, “Recipient Reporting for Certain Shared
Nonexchange Revenues’, were implemented during fiscal 2001. These statements
pertain to the financia reporting of certain types of revenue received by the City for
whichnovalueisgiveninreturn, including derived tax revenues, imposed nonexchange
transactions, government-mandated nonexchange transactions, and voluntary
nonexchange transactions. The adoption of this statement had the following effect on
fund balances as previously reported by the City at December 31, 2000:

Generdl Special Revenue
Fund balances as previously
reported at December 31, 2000 $4,395,045 $1,882,691
GASB Statements No. 33
and No. 36 implementation 72,074 17,783
Restated fund balances at January 1, 2001 $4,467,119 $1,900,474

B. Deficit Fund Balances

The following funds had a deficit fund balance as of December 31, 2001.

Deficit
Fund Balance
Specia Revenue Funds
Police Pension $ (29,375)
Fire Pension (31,164)
Enterprise Fund
Refuse (3,366,535)

The Police Pension and Fire Pension special revenue funds and Refuse enterprise fund
complied with Ohio state law, which does not permit a cash basis deficit at year-end.
Thedeficit fund balancesin these funds are caused by accruing liabilitiesin accordance
with GAAP.
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NOTE 4- EQUITY IN POOLED CASH AND INVESTMENTS
State statutes classify monies held by the City into three categories.

Activedepositsare public deposits necessary to meet current demands on thetreasury. Such
monies must be maintained either as cash in the City Treasury, in commercial accounts
payable or withdrawable on demand, including negotiable order of withdrawal (NOW)
accounts, or in money market deposit accounts.

Inactive deposits are public deposits the City Council hasidentified as not required for use
within the current two year period of designation of depositories. Inactive deposits must
either be evidenced by certificates of deposit maturing not later than the end of the current
period of designation of depositories, or by savings or deposit accounts including, but not
limited to, passbook accounts.

Interim deposits are deposits of interim monies. Interim moniesare those monieswhich are
not needed for immediate use but which will be needed before the end of the current period
of designation of depositories. Interim deposits must be evidenced by time certificates of
deposit maturing not more than one year from the date of deposit, or by savings or deposit
accounts, including passbook accounts.

Protection of the City’ s depositsis provided by the Federal Deposit Insurance Corporation
(FDIC), by dligible securities pledged by the financial institution as security for repayment,
by surety company bonds deposited with the Treasurer by the financia institution, or by a
single collateral pool established by the financial institution to secure the repayment of all
public monies deposited with the institution.

Interim monies may be deposited or invested in the following securities:

1. United States Treasury bills, bonds, notes, or any other obligation or security issued by
theUnited States Treasury, or any other obligation guaranteed asto principal andinterest
by the United States;

2. Bonds, notes, debentures, or any other obligation or security issued by any federal
government agency or instrumentality including, but not limited to, the Federal National
Mortgage Association, Federal Home Loan Bank, Federal Farm Credit Bank, Federal
Home Loan Mortgage Corporation, Government National Mortgage Association, and
Student Loan Marketing Association. All federal agency securities shall be direct
issuances of federal government agencies or instrumentalities;
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NOTE 4-EQUITY IN POOLED CASH AND INVESTMENTS - (Continued)

3.

Written repurchase agreements in the securities listed above provided the market value
of the securities subject to the repurchase agreement must exceed the principal value of
the agreement by at least 2 percent and be marked to market daily, and the term of the
agreement must not exceed thirty days;

Bonds and other obligations of the State of Ohio;

No-load money market mutual funds consisting exclusively of obligations described in
division (1) or (2) and repurchase agreements secured by such obligations, provided that
investments in securities described in this division are made only through eligible
institutions; and

The State Treasurer’ s investment pool (STAR Ohio).

High grade commercial paper for a period not to exceed 180 days in an amount not to
exceed twenty-five percent of the City’s interim monies available for investment; and

Bankers acceptancesfor aperiod not to exceed 180 days and in an amount not to exceed
twenty-five percent of the City’s interim monies available for investment.

The City may also invest any monies not required to be used for a period of six months or
more in the following:

1.

2.

3.

Bonds of the State of Ohio;

Bonds of any municipal corporation, village, county, township, or other political
subdivision of this State, asto which thereisno default of principal, interest, or coupons;
and

Obligations of the City.

Investmentsin stripped principal or interest obligations, reverse repurchase agreements, and
derivativesare prohibited. Theissuanceof taxablenotesfor the purpose of arbitrage, theuse
of leverage, and short selling are also prohibited. An investment must mature within two
years from the date of purchase, unless matched to a specific obligation or debt of the City,
and must be purchased with the expectation that it will be held to maturity.

28



CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 4-EQUITY IN POOLED CASH AND INVESTMENTS - (Continued)

Investments may only be made through specified dealers and institutions. Payment for
investments may be made only upon delivery of the securities representing the investments
to the Treasurer or qualified trustee or, if the securities are not represented by a certificate,
upon receipt of confirmation of transfer from the custodian.

Cash on Hand: At year-end, the City had no undeposited cash on hand.
The following information classifies deposits and investments by categories of risk as

defined in GASB Statement No. 3, “Deposits with Financial Institutions, Investments
(including Repurchase Agreements), and Reverse Repurchase Agreements”.

Deposits: At December 31, 2001, the carrying amount of the City's deposits, including cash
with fiscal and escrow agents, was $12,825,437 and the bank balance, including cash with
fiscal and escrow agents, was $12,867,271. Of the bank balance:

1. $356,097 was covered by federal deposit insurance; and

2. $12,511,174 was uninsured and uncollateralized as defined by GASB even though
it was covered by collateral held by third party trustees pursuant to Section 135.81,
Ohio Revised Code, in singleinstitution collateral poolssecuring al public fundson
deposit with specific depository institutions.  Although all state statutory
requirements for the deposit of money had been followed, non-compliance with
federal requirements could potentially subject the City to a successful claim by the
FDIC.

Investments: The City’ sinvestmentsare categorized to give an indication of thelevel of risk
assumed by the City at year end. Category 1 includes investments that are insured or
registered for which the securitiesare held by the City or the City’ sagent in the City’ sname.
Category 2 includesuninsured and unregistered investmentsfor which thesecuritiesareheld
by the counterparty’s trust department or agent in the City’s name. Category 3 includes
uninsured and unregistered investmentsfor which the securitiesare held by the counterparty,
or by itstrust department or agent but not in the City’ sname. Money-Market Mutual Funds
and STAR Ohio are unclassified investments since they are not evidenced by securitiesthat
exist in physical or book entry form.
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NOTE 4-EQUITY IN POOLED CASH AND INVESTMENTS - (Continued)

Manuscript Bonds

Repurchase Agreement

Money-Market Mutual Funds
STAR Ohio
Total Investments

Category
1

$231,450

$231,450

Category
3

$ -

265,384

$265,384

Fair

Vaue

$ 231,450
265,384
496,834

1,528,773
7,249,655
$9,275,262

The classification of cash and cash equivalents and investments on the combined balance
sheet is based on criteria set forth in GASB Statement No. 9, “Reporting Cash Flows of
Proprietary and Nonexpendable Trust Fundsand Governmental Entities That Use Proprietary

Fund Accounting”. A reconciliation between the classification of cash and cash equivaents
and investments on the combined balance sheet and the classification of deposits and
investments according to GASB Statement No. 3isasfollows:

GASB Statement No. 9
Investments of the Cash
Management Pool:
Repurchase Agreement
Money-Market Mutual Funds
STAR Ohio
GASB Statement No. 3

30

Cash and Cash

EquivaentsdDeposits

$21,869,249

(265,384)
(1,528,773)

(7.249,655)
$12,825,437

Investments

$ 231,450

265,384
1,528,773
7,249,655

$9,275,262
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NOTE 5- PROPERTY TAXES

Property taxes include amounts levied against all real, public utility, and tangible persona
property located in the City. Real property tax revenues received in 2001 represent the
collection of 2000 taxes. For 2001, real property taxes were levied after October 1, 2001,
on the assessed values as of January 1, 2001, the lien date. Thesetaxeswill be collected in
and are intended to finance 2002 operations. Assessed values for real property taxes are
established by State statute at 35 percent of appraised market value. All property isrequired
to be revalued every six years. The last revaluation was completed in 1999. Real property
taxes are payable annually or semiannually. Thefirst payment isdue December 31, with the
remainder payable by June 20. Under certain circumstances, State statute permits later
payment dates to be established.

Public utility real and tangible personal property taxeswere levied after October 1, 2000, on
the assessed values as of December 31, 1999, the lien date. Public utility real property is
assessed at 35 percent of true value. Public utility tangible persona property currently is
assessed at 88% of true value for taxable transmission and distribution property and 25% of
truevaluefor all other taxable property. Public utility property taxesare payableonthe same
dates asreal property taxes described previoudly.

Tangible personal property tax revenuesreceived in 2000 (other than public utility property)
represent the collection of 2000 taxes. For 2000, tangible personal property taxes were
levied after October 1, 1999, on the true value as of December 31, 1999. These taxes will
be collected in and are intended to finance 2001 operations. Tangible personal property is
currently assessed at 25 percent of true value. Amounts paid by multi-county taxpayers are
due September 20. Single county taxpayers may pay annually or semiannually. The first
payment is due April 30, with the remainder payable by September 20.

The County Treasurer collects property taxes on behalf of all taxing districts within the
County, including the City of St. Marys. The County Auditor periodically remitsto the City
its portion of the taxes collected.

Accrued property taxesreceivabl erepresents delinquent taxes outstanding and real property,
public utility property, and tangible personal property taxes which were measurable as of
December 31, 2001. Althoughtotal property tax collectionsfor the next year are measurable,
amounts to be received during the available period are not subject to reasonabl e estimation
at December 31 and are not intended to finance 2001 operations.
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NOTE 5- PROPERTY TAXES- (Continued)

Thefull tax ratefor all City operationsfor the year ended December 31, 2001, was $5.32 per
$1,000 of assessed value. The assessed values of real, public utility, and tangible personal
property upon which 2001 property tax receipts were based are as follows:

Category Amount
Real Property
Agricultural/Residential $ 69,458,400
Commercia/Industrial 24,809,840
Public Utility Property
Real 5,330
Personal 1,395,740
Tangible Personal Property 33,490,664
Total Assessed Value $129,159,974

NOTE 6 - MUNICIPAL INCOME TAXES

The City levies and collects an income tax of 1.5 percent based on all income earned within
the City as well as on incomes of residents earned outside the City. In the latter case, the
City allowsacredit of 100 percent of the tax paid to another municipality, not to exceed the
amount owed. Employerswithin the City are required to withhold income tax on employee
earnings and remit the tax to the City at least quarterly. Corporations and other individual
taxpayers are also required to pay their estimated tax at |east quarterly and file afina return
annually.

The City, by ordinance, allocates income tax revenues to the General Fund and Capital
Improvement capital projects fund.

NOTE 7 - RECEIVABLES
Receivables at December 31, 2001, consisted of taxes; accounts (billings for user charged
services, including unbilled utility services); specia assessments; intergovernmental

receivables arising from grants, entitlements, and shared revenues; accrued interest; notes,
and services charged to other funds. All receivables are considered fully collectible.
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NOTE 7 - RECEIVABLES - (Continued)

A summary of the principal items of receivablesfollows:

Amount

General Fund

Income Taxes $ 415,180

Rea and Other Taxes 306,806

Due from Other Governments 258,846
Total General Fund 980,832
Specia Revenue Funds

Due from Other Governments 125,143

Specia Assessments 102,953

Real and Other Taxes 70,694

Loans 686,228
Total Special Revenue Funds 985,018
Debt Service Funds

Specia Assessments 318,921
Total Debt Service Funds 318,921
Capital Projects Funds

Income Taxes 204,491
Total Capital Projects Funds 204,491
Enterprise Funds

Accounts 1,157,311

Excise Taxes 54,531
Total Enterprise Funds 1,211,842
Agency Funds

Income Taxes 1,561,479
Total Agency Funds 1,561,479
Total All Funds $5,262,583
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NOTE 8- LOANSRECEIVABLE

Loans receivable represent low interest loans for development projects and home
improvementsgranted to eligible City residentsand busi nessesunder the Federal Community
Development Block Grant program. Theloanshave an annual interest rate of 3-9.25 percent
and are repaid over periods ranging from five to thirty years. A summary of the changesin
loans receivable during 2001 follows:

Baance New Balance
12/31/00 L oans Repayments 12/31/01
Special Revenue Fund
CDBG
Individual Loans $ 89,878 $ - $(22,093) $ 67,785
Business Loans 683,660 - (65,217) 618,443
Total $773,538 $ - $(87,310) $686,228

NOTE 9- FIXED ASSETS
A. General Fixed Assets

A summary of the changesin general fixed assets during 2001 is as follows:

Balance Baance
12/31/00 Additions Reductions 12/31/01

Land and Improvements $1,226,985  $523,862 $ - $1,750,847
Building and Improvements 1,764,156 1,331 - 1,765,487
Machinery and Equipment 1,312,504 174,912 (18,167) 1,469,249
Vehicles 1,412,785 94,424 (37,309) 1,469,900
Total Genera Fixed Assets $5,716430  $794,529 $(55,476) $6,455,483
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NOTE 9- FIXED ASSETS - (Continued)
B. Proprietary Fixed Assets

A summary of the proprietary fixed assets at December 31, 2001, follows:

Enterprise Internal Service

Land and Improvements $ 1,302,012 $ -
Buildings and Improvements 6,444,040 9,162
Machinery and Equipment 12,835,054 111,823
Vehicles 1,514,922 24,178
Water and Sewer Lines 12,559,277 -
Construction in Progress 2,877,523 -
Total 37,532,828 145,163
Less: Accumulated Depreciation (19,486,265) (96,350)
Total Fixed Assets Net of

Accumulated Depreciation $ 18,046,563 $ 48,813

NOTE 10- INTERFUND ASSETSLLIABILITIES

As of December 31, 2001, receivables and payables that resulted from various interfund
transactions were as follows;

Duefrom Dueto
Other Funds Other Funds

General Fund $52,175 $ -
Capital Projects Fund

1995 Voted Income Tax 4,598 -
Enterprise Funds

Water - 2,419

Sewer - 2,179

Electric - 52,175
Total Enterprise Funds - 56,773
Total All Funds $56,773 $56,773
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NOTE 11 - RISK MANAGEMENT
A. Property and Liability

The City is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuriesto employees; and natural disasters.
The City has entered into contracts with various insurance agencies for the following
coverages and deductibles:

Type of Coverage Coverage Deductible
General Liability $ 5,000,000 $5,000
Police Professional Liability 5,000,000 5000
Public Officia Liability 5,000,000 5000
Automobile Fleet Liability 5,000,000 5000
Buildings and Contents 60,844,945 1000
Boiler and Machinery 10,000,000 various
Inland Marine (EDP Floater) 175,000 250
Equipment 921,704 250

There have been no significant reductions in insurance coverage from 2000, and no
insurance settlement has exceeded insurance coverage during the last three years.

All employees of the City are covered by a blanket bond, while certain individuals in
policy making roles are covered by separate, higher limit bond coverages.

B. Employee Medical Benefits

The City has elected to provide employee health insurance benefits through a partially
self-insured program. The City established a Self-Insurance internal service fund to
account for and finance the cost of the program. All funds of the City participate in the
self-insurance program and make payments to the Self-Insurance internal service fund
based upon actuarial estimates of the amounts needed to pay prior- and current-year
clams. For 2000, the City utilized a third party administrator, Anthem Benefit
Administrators, to process all claims. The monthly premiums are $204.30 for single
coverage and $567.10 for family coverage; the employee’s share is $7.71 and $23.13,
respectively. All premiums paid to the Self-Insurance internal service fund were
deposited with the claims servicing pool. The cost to the City for the third party
administrator is $15.00 per employee per month.
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NOTE 11 - RISK MANAGEMENT - (Continued)

Under the City’s self-insured program, the Self-Insurance internal service fund pays
claims up to a maximum of $25,000 per individual per year and claims in excess of
$1,000,000 per individual for their lifetime. The City purchases stop-loss coverage for
claimsin excess of coverage provided by thefund. Settled claimshave not exceeded the
stop-loss coverage for the last three years.

Claims payable is based on the requirements of Governmental Accounting Standards
Board Statement No. 30, “Accounting and Financial Reporting for Risk Financing and
Related Insurance Issues’, which requires that a liability for unpaid claims costs,
including estimates of costs relating to incurred but not reported claims be reported if
information prior to the issuance of the financia statementsindicatesthat it is probable
that a liability has been incurred at the date of the financial statements and the amount
can be reasonably estimated. The estimate was not affected by incremental clam
adjustment expenses and does not include other allocated or unallocated claim
adjustment expenses. Claims payable at December 31, 2001, is estimated by the third
party administrator at $193,457. The changesin the claims liability for 2001 and 2000
were as follows:

Current-Y ear
Claims and
Beginning Changesin Claims Ending
Yea Balance Estimates ments Balance
2001 $34,527 $846,907 $687,977 $193,457
2000 26,944 471,855 464,272 34,527

C. Workers Compensation

For 2001, the City participated in the Ohio Rura Water Association Workers
Compensation Group Rating Plan (the Plan), an insurance purchasing pool. ThePlanis
intended to achieve the benefit of a reduced premium for the City by virtue of its
grouping and representation with other participants in the Plan. The workers
compensation experience of the participating membersis calculated as one experience
and acommon premium rateis applied to all membersin the Plan. Each member pays
its workers' compensation premiums to the State based on the rate for the Plan rather
than itsindividual rate.
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NOTE 11 - RISK MANAGEMENT - (Continued)
Participationinthe Planislimited to membersthat can meet the Plan’ sselection criteria.
Themembersapply for participation each year. Thefirm of CompM anagement provides
administrative, cost control, and actuarial servicesto the Plan. Each year, the City pays
an enrollment fee to the Plan to cover the costs of administering the program.

NOTE 12 - CONTRACTUAL COMMITMENTS

At December 31, 2001, the City had contractual commitments as follows:

Contractor Contract Amount Amount Paid Contract Balance
Dueco $ 112,113 $ - $112,113
Wagner Paving, Inc. 101,086 (6,994) 94,092
Rohn Construction, Inc. 69,005 - 69,005
Central Fuel 700,431 (659,697) 40,734
Hull & Associates 52,000 (25,691) 26,309
Finkbeiner, Pettis, & Strout 22,000 - 22,000
Jess Howard Electric Company 134,963 (117,618) 17,345
Dresser Rand Company 196,683 (181,428) 15,255
SFT, Inc. 14,500 - 14,500
H.D. Water Services, Inc. 12,754 - 12,754
Leon Riley Excavating 10,620 - 10,620
Total Contractual Commitments $1,426,155 $(991,428) $434,727

NOTE 13- DEFINED BENEFIT PENSION PLANS
A. Public Employees Retirement System

All City full-time employees, other than uniformed employees, participatein the Public
Employees Retirement System of Ohio (PERS), acost sharing multiple-employer public
employee retirement system created by the State of Ohio. The PERS provides basic
retirement and disability benefits, annual cost of living adjustments, and death benefits
to planmembersand beneficiaries. Authority to establish and amend benefitsisprovided
by state statute per Chapter 145 of the Ohio Revised Code. The PERS issues a stand-
aone financia report which may be obtained by writing to the Public Employees
Retirement System, 277 East Town Street, Columbus, Ohio 43215-4642 or by calling
(614) 466-2085 or 1-800-222-PERS (7377).

38



CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 13- DEFINED BENEFIT PENSION PLANS - (Continued)

The Ohio Revised Code provides statutory authority for employee and employer
contributions. The employee contribution rate for 2001 was 8.5% for employees other
than law enforcement. In January 2001, House Bill 416 divided the PERS law
enforcement program into two separate divisions with separate employee contribution
rates and benefits. The law enforcement classification consisted of sheriffs, deputy
sheriffs, and township police with an employee contribution rate of 10.1%. All other
members of the PERS law enforcement program were placed in a newly named public
safety division and continued to contribute at 9%. The employer contribution rate for
employees other than law enforcement was 13.55% of covered payroll; 9.25% was the
portion used to fund pension obligations for 2001. The employer contribution rate for
law enforcement and public safety divisionswas 16.70% of covered payroll; 12.40% was
the portion used to fund pension obligations for 2001. The City’s contributions for
pension obligationsto the PERSfor the years ended December 31, 2001, 2000, and 1999
were $449,141, $208,671, and $291,568, respectively; 75.77% has been contributed for
2001 and 100% for 2000 and 1999. $108,848, representing the unpaid contribution for
2001, isrecorded as a liability within the respective funds.

B. Ohio Police and Fire Pension Fund

Full-time uniformed employees of the City participate in the Ohio Police and Fire
Pension Fund (OP&F), a cost-sharing multiple employer defined benefit pension plan.
The OP& F providesretirement and disability benefits, annual cost-of-living adjustments,
and death benefitsto plan membersand beneficiaries. Benefit provisionsare established
by Ohio State Legidature and are codified in Chapter 742 of the Ohio Revised Code.
The OP& Fissuesapublicly availablefinancia report that includesfinancial statements
and required supplementary information for the plan. That report may be obtained by
writing to OP&F, 140 East Town Street, Columbus, Ohio 43215-5164.

Plan membersare required to contribute 10.0 % of their annual covered salary, whilethe
City isrequired to contribute 19.50 % and 24.0 % for police officers and firefighters,
respectively. The City’ scontributionsfor pension obligationsto the OP& F for theyears
ended December 31, 2001, 2000, and 1999 were $254,329, $163,038 and $163,811,
respectively; 74.40% has been contributed for 2001 and 100% for the years 2000 and
1999. $65,098, representing the unpaid contributionsfor 2001, isrecorded as aliability
within the respective funds.
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NOTE 13 - DEFINED BENEFIT PENSION PLANS - (Continued)
C. Social Security System

Effective July 1, 1991, all employeesnot otherwise covered by a State retirement system
have an option to choose Social Security or the appropriate State system. As of
December 31, 2001, twelve part-time firemen have elected Social Security. The City’s
liability is 6.2 percent of wages paid.

NOTE 14 - POSTEMPLOYMENT BENEFITS
A. Public Employees Retirement System

The PERS provides post-retirement health care coverage to age and service retirements
with 10 or more years of qualifying Ohio service credit. Health care coverage for
disability recipients is available. The health care coverage provided by the retirement
systemis considered an Other Postemployment Benefit (OPEB) as described in GASB
Statement No. 12, “Disclosure of Information on Postemployment Benefits other than
Pension Benefits by State and Local Government Employers’. A portion of each
employer's contribution to PERS is set aside for the funding of post retirement health
care. Health carefundingison apay-as-you-go basis. The Ohio Revised Code provides
statutory authority for employer contributions. The PERSIaw enforcement programwas
separated into two divisions, law enforcement and public safety, with separate employee
contribution rates and benefits. The 2001 employer contribution rate for local
government employers was 13.55% of covered payroll; 4.30% was the portion that was
used to fund health care for the year. The law enforcement employer rate for 2001 was
16.70% of covered payroll; 4.30% was the portion used to fund health care for the year.

The Ohio Revised Code provides the statutory authority requiring public employers to
fund postretirement health care through their contributions to the PERS. The City’s
contribution actually made to fund postemployment benefits was $142,532.

OPEB are financed through employer contributions and investment earnings thereon.
The contributions allocated to retiree health care, along with investment income on
allocated assets and periodic adjustments in health care provisions are expected to be
sufficient to sustain the program indefinitely.
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NOTE 14 - POSTEMPLOYMENT BENEFITS - (Continued)

Asof December 31, 2000 (thelatest information available), the unaudited estimated net
assets available for future OPEB payments were $11,735.9 million. The actuarialy
accrued liability and the unfunded actuarial accrued liability, based on the actuarial cost
method used, were $14,364.6 million and $2,628.7 million, respectively, at December
31, 2000 (the latest information available). The number of benefit recipientseligiblefor
OPEB at December 31, 2000 (the latest information available), was 411,076.

In January 2001, House Bill 416 divided the PERS law enforcement program into two
separate divisions with separate employee contribution rates and benefits. The law
enforcement classification consi sted of sheriffs, deputy sheriffs, and township policewith
an employee contribution rate of 10.1%. All other members of the PERS law
enforcement program were placed in anewly named public safety division and continue
to contribute at 9.0%. The employer contribution rate for both the law enforcement and
public safety divisionsis 16.70%.

Law enforcement officer benefits permit age and serviceretirement at an earlier agewith
adifferent formulathan that for PERS members not covered under this division.

Additional information on the PERS, including historical trend information showing the

progress in accumulating sufficient assets to pay benefits when due is available in the
PERS December 31, 2001, Comprehensive Annual Financial Report.
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NOTE 14 - POSTEMPLOYMENT BENEFITS - (Continued)
B. Ohio Poalice and Fire Pension Fund

OP&F provides post-retirement health care coverage to any person who receives or is
eligible to receive a monthly benefit check or isa spouse or eligible dependent child of
such person. An eligible dependent child isany child under the age of 18 whether or not
the child is attending school or under the age of 22 if attending school full-timeor ona
2/3 basis. The health care coverage provided by the retirement system is considered an
Other Postemployment Benefit (OPEB) as described in GASB Statement No. 12,
“Disclosure of Information on Postemployment Benefits Other than Pension Benefitsby
State and Local Government Employers’. The Ohio Revised Code providesthat health
care cost paid from the funds of the OP&F shall be included in the employer’s
contributionrate. Thetotal police officer employer contribution rateis 19.5% of covered
payroll and thetotal firefighter’ semployer contribution rateis 24.0% of covered payroll.
The Ohio Revised Code provides the authority allowing OP& F s Board of Trustees to
provide health care coverage to al eligible individuals. Health care funding and
accounting is on a pay-as-you-go basis. A percentage of covered payroll, as defined by
the Board, isused to pay retiree health care expenses. The Board defined all ocation was
7.0 % and 7.25 % of covered payroll in 2000 and 2001, respectively. In addition, since
July 1, 1992, most retirees have been required to contribute aportion of the cost of their
health care coverage through a deduction from their monthly benefit payment.

The number of participants eligible to receive health care benefits as of December 31,
2000 (the latest information available), is 12,853 for police officers and 10,037 for
firefighters. Theamount of employer contributionsused to pay postemployment benefits
for police officers and firefighters were $46,767 and $41,584, respectively. OP&F's
total health care expensesfor the year ending December 31, 2000 (the latest information
available), was $106.160 million which was net of member contributions of $5.657
million.

42



CITY OF ST. MARYS

NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2001

NOTE 15- COMPENSATED ABSENCES

The criteriafor determining vacation and sick leave componentsis derived from negotiated
agreements and State laws.

City employees earn vacation at varying rates depending on length of service and standard
work week. Current policy credits vacation leave on the employee’'s anniversary date.
Employeesarepaid for 100 percent of accumul ated unused vacation |eave upon termination.

Sick leaveisearned at various rates as defined by City policy and union contracts. Payment
of accrued unused sick leave is made to each employee having ten or more years of
continuous service with the City upon retirement under the applicable pension system. The
maximum amount of sick leave that is paid upon retirement differs between the policies.

Compensatory leave for supervisors and police department employeesis earned at arate of
one and one-half timesthe actual hoursworked in excess of eight hours per day or in excess
of the employee’s regularly scheduled work week. Compensatory leave may accumulate
throughout the year but any unused balance may not exceed forty hours as of December 31
of each year. Upon termination of employment, employees are entitled to receive, in cash,
any remaining balance of unused compensatory time.

NOTE 16 - SHORT-TERM OBLIGATIONS

Short-term obligations activity for the year ended December 31, 2001, was as follows:

Interest Balance Balance
Rate 12/31/00 Additions Reductions 12/31/01

Enterprise Funds
Land Improvement Bond

Anticipation Note 3.55% $2,700,000 $2,700,000 $(2,700,000) $2,700,000
Sanitary Improvement Bond

Anticipation Note 3.20% 1,390,000 1,300,000 _(1,390,000) _1,300,000
Total Notes Payable $4,090,000 $4,000,000 $(4,090,000) $4,000,000

According to Ohio law, notes can be issued in anticipation of bond proceeds, special
assessment bond proceeds and levies, or for up to 50 percent of anticipated revenue
collections. The City’ s notes are bond anticipation notes and are supported by the full faith
and credit of the City. Theliability for al notesis presented in the fund which received the
proceeds and have a maturity of one year.
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NOTE 17 - LONG-TERM OBLIGATIONS

The City’s long-term obligations activity for the year ended December 31, 2001, was as
follows:

Interest Balance Balance
Series Rate 12/31/00 Additions Reductions 12/31/01

General Long-Term Obligations

Bond Anticipation Notes

Street Program 2000 400% $ 142,000 $ 142,000 $(284,000) $ -
Street Program 2001 4.25% - 127,000 - 127,000
Total Bond Anticipation Notes 142,000 269,000 (284,000) 127,000
Special Assessment Bonds
Manuscript Bonds (All)
Sanitary Sewer Improvement 1993 5.00% 3,370 - (1,120) 2,250
Street Improvement 1996 4.50% 6,800 - (6,800) 0
Street Improvement 1997 4.50% 29,200 - (14,600) 14,600
Street Improvement 1999 4.50% 36,800 - (9,200) 27,600
Street Improvement 2000 5.00% 105,200 - (21,200) 84,000
Street Improvement 2001 4.50% 0 103,000 - 103,000
Total Special Assessment Bonds 181,370 103,000 (52,920) 231,450
Other L ong-Term Obligations
Compensated Absences Payable 187,743 - (15,293) 172,450
Loans Payable 67,100 - (35,000) 32,100
Intergovernmental payable 85,646 - (85,646) 0
Fire Pension Liability 15,679 - (177) 15,502
Total Other Long-Term Obligations 356,168 - (136,116) 220,052
Total General Long-Term Obligations $ 679538 $ 372000 $(473.036) $ 578502
Enterprise Fund Obligations
Revenue Bonds
1991 Water Revenue Bonds 4.40-6.65% $ 1,070,000 $ - $ (70,000) $ 1,000,000
1991 Sewer Revenue
Refunding Bonds 4.75-5.15% _ 2,075,000 - (190,000) 1,885,000
Total Revenue Bonds 3,145,000 - (260,000) 2,885,000
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NOTE 17 - LONG-TERM OBLIGATIONS - (Continued)

Interest Balance Balance
Rate 12/31/00 Additions Reductions 12/31/01

Mortgage Revenue Bonds
1990 Electric Mortgage

Revenue Refunding Bonds 4.75-5.30% $ 3,040,000 $ - $ (245,000) $ 2,795,000
1991 Electric Mortgage

Revenue Bonds 4.40-6.65% __ 1,010,000 - (65,000) 945,000
Total Mortgage Revenue Bonds 4,050,000 - (310,000) 3,740,000
Other Long-Term Obligations
Compensated Absences Payable 281,009 9,310 - 290,319
Intergovernmental Payable 84,533 - (8,786) 75,747
Landfill Closure/Postclosure Costs 2,195,323 1,545,185 - 3,740,508
Total Other Long-Term Obligations 2,560,865 1,554,495 (8.786) 4,106,574
Total Enterprise Fund Obligations $ 9755865 $1554495 $ (578,786) $10,731574
Total Long-Term Obligations $10435403 $1,926495 $(1,051,822) $11,310,076

Bond Anticipation Notes

The bond anticipation notes are supported by the full faith and credit of the City. The City’s
long-term bond anti cipation notes are presented in the general |ong-term obligationsaccount
group and are payable from unvoted property tax revenues.

Soecial Assessment Bonds

The specia assessment bonds are supported by the full faith and credit of the City. Inthe
event that an assessed property owner fails to make payments or insufficient amounts are
assessed to fund the debt service requirements, the City will be required to pay the related
debt.

Compensated Absences Payable

Compensated absences are presented at net becauseit isnot practical to determinethe actual
increases and decreases. The compensated absencesliability will be paid from thefund from
which the employees' salaries are paid.
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NOTE 17 - LONG-TERM OBLIGATIONS - (Continued)

| ntergover nmental Payable

The intergovernmental payable, representing the City’s contractually required pension
obligation, will be paid from the fund from which the employees’ salaries are paid. At
December 31, 2001, thisliability has been reported within the respective funds.

Loans Payable
The loans payable, for the purchase of land, will be paid from the General fund.

Fire Pension Liabhility

In addition to current contributions, the City pays installments on the accrued liability
incurred when the State of Ohio established the statewide pension system in 1967. The
liability is payable semiannually from the Fire Pension specia revenue fund.

Revenue Bonds

The revenue bonds are liabilities of the Water and Sewer enterprise funds and pledge their
respectiverevenuesfor repayment. Thebondsalso pledgethefull faith and credit and taxing
authority of the City in the event the enterprise funds revenues are not sufficient to meet the
principal andinterest requirements. The1991 Sewer Revenue Refunding Bondsarereported
on the combined balance sheet net of the unamortized loss on advanced refunding of
$194,090.

The Water Revenue Bonds include serial and term bonds. The term bonds maturing on
December 1, 2011, are subject to mandatory redemption prior to maturity, at a redemption
price equa to 100 percent of the principal amount redeemed plus accrued interest to the
redemption date, according to the following schedul e:

Year Amount

2005 $ 85,000
2006 100,000
2007 105,000
2008 110,000
2009 115,000
2010 125,000
Total $640,000
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The Water Revenue Bonds have optional redemption provisionswhich, at the sole option of
the City, are callable either in whole or in part, in multiples of $5,000, at the following
redemption prices plus accrued interest:

Redemption Dates Redemption Prices
December 1, 2001, through November 30, 2002 102%
December 1, 2002, through November 30, 2003 101
December 1, 2003, and thereafter 100
Mortgage Revenue Bonds

The mortgage revenue bonds are special obligations of the City secured by amortgage upon
all assets of the electric system. These bonds are payabl e solely from the gross revenues of
the el ectric system after provision for reasonabl e operating and maintenance expenses. The
bond indentures have certain restrictive covenants and principally require that bond reserve
funds be maintained and chargesfor servicesto customers bein sufficient amountsto satisfy
the obligations under the indenture agreements. The Electric Mortgage Revenue Bonds are
reported on the combined balance sheet net of the unamortized loss on advanced refunding
of $295,185.

The Electric Mortgage Revenue Bonds include serial and term bonds. The term bonds
maturing on December 1, 2011, are subject to mandatory redemption prior to maturity, at a
redemption priceequal to 100 percent of the principal amount redeemed plusaccruedinterest
to the redemption date, according to the following schedule:

Year Amount
2005 $ 85,000
2006 90,000
2007 95,000
2008 100,000
2009 110,000
2010 115,000
Total $595,000
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NOTE 17 - LONG-TERM OBLIGATIONS - (Continued)

The Electric Mortgage Revenue Bonds have optional redemption provisions which, at the
sole option of the City, are callable either in whole or in part, in multiples of $5,000, at the
following redemption prices plus accrued interest:

Redemption Dates Redemption Prices
December 1, 2001, through November 30, 2002 102%
December 1, 2002, through November 30, 2003 101
December 1, 2003, and thereafter 100
Defeased Debt

In 1991, the City advance refunded revenue and mortgage revenue bonds, in the amount of
$2,645,000 and $3,540,000, respectively. The proceeds of the bonds and other assets were
placed in anirrevocabletrust for the payment of the bondswhen due. Accordingly, thetrust
account assetsand theliability for the defeased bonds are not included on the City’ sfinancial
statements. At December 31, 2001, revenue and mortgage revenue bonds, in the amount of
$1,840,000, and $2,650,000, were outstanding.

Conduit Debt

In prior years, the City issued industrial development revenue bonds for facilities used by a
private corporation, in the amount of $4,250,000. The bonds are secured by the property
financed and are payable solely by the corporation. The City isnot obligated in any way to
pay debt and related charges on the industrial revenue bonds from any of its funds, and
therefore, they have been excluded entirely from the City’ sfinancia statements. The total
amount of the industrial development revenue bonds of $4,250,000 was paid in 2001. The
City had no other conduit debt obligations at December 31, 2001.

Legal Debt Margin

The City’s voted and unvoted legal debt margins were $13,377,304 and $6,919,306,
respectively, at December 31, 2001.
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NOTE 17 - LONG-TERM OBLIGATIONS - (Continued)

Principal and interest requirementsto retirethe general long-term obligations outstanding at
December 31, 2001, were as follows:

Special Fire
Assessment Pension

Year Bonds Loans Liability Total

2002 $ 77,368 $32,100 $ 958 $110,426

2003 59,673 0 958 60,631

2004 56,096 0 958 57,054

2005 44,504 0 958 45,462

2006 21,528 0 958 22,486
2007 - 2011 0 0 4,792 4,792
2012 - 2016 0 0 4,792 4,792
2017 - 2035 0 0 17,732 17,732

Totd $259,169 $32,100 $32,106 $323,375

Principal and interest requirements to retire the enterprise funds long-term obligations
outstanding at December 31, 2001, were as follows:

Mortgage

Revenue Revenue
__Year _Bonds _Bonds __Total
2002 $ 434,438 $ 533,050 $ 967,488
2003 435,360 531,360 966,720
2004 430,345 528,810 959,155
2005 429,775 530,390 960,165
2006 443,083 525,578 968,661
2007 - 2011 1,560,083 2,230,540 3,790,623
Totd $3,733,084 $4.879,728 $8,612,812
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NOTE 18-RESERVED RETAINED EARNINGSAND RESTRICTED ASSET ACCOUNTS

Fund assets, whose use are restricted under the bond indentures to replacement and
improvements, operations, and debt service requirements, are presented as restricted assets
on the combined balance sheet. These assets are further segregated between those held by
the City and those held by the trustees. Restricted assets relating to each of the bond issues
were as follows at December 31, 2001.

Restricted Assets

Electric
Sewer Mortgage  Electric
Water Revenue Revenue  Mortgage
Revenue Refunding Refunding _Revenue Totals

Restricted Assets held by the City for:

Replacements and Improvements $611,854 $288,253 $ 944,799 $ - $1,844,906

Operations 387,311 218,395 2,783,315 - 3,389,021

Construction 59,591 849 - - 60,440
Restricted Assets held by Trustee for:

Bond Current Debt Service 1,577 4,028 5,325 1,629 12,559

Bond Future Debt Service 150,364 310,923 415,453 138,759 1,015,499

NOTE 19- LANDFILL CLOSURE/POSTCLOSURE COSTS

State and federal laws and regulations require the City to place afinal cover on its landfill
site when it stops accepting waste and to perform certain maintenance and monitoring
functionsat thesitefor thirty yearsafter closure. Although closureand postclosure costswill
be paid only near or after the date the landfill stops accepting waste, the City reports a
portion of these closure and postclosure costs as an operating expense in each period based
on landfill capacity used as of each balance sheet date.

TheCityisintheprocessof closingthelandfill. Thelandfill closureand postclosureliability
of $3,740,508 at December 31, 2001, represents the cumulative amount for closure and
postclosure care. The amounts are based on what it would cost to perform all closure and
postclosurecarein 2001. Actual costsmay be higher dueto inflation, changesin technology,
or changesin regulations.

The City is required by state and federal laws and regulations to provide assurances that
financial resources will be available to provide for postclosure care and remediation or
containment of environmental hazards at the landfill. The City has not been in compliance
with guidelinesfrom the Ohio Environmental Protection Agency since 1997, thelast year the
City passed thefinancial accountability test provingtheability to self-fund thesefuture costs.
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NOTE 20 - SEGMENT INFORMATION FOR ENTERPRISE FUNDS

The City’s enterprise funds account for the provision of a swimming pool, and for water,
sewer, electric, and refuse services. Financia segment information as of and for the year
ended December 31, 2001, was as follows:

Swimming
Pool Water Sewer Electric Refuse Total
Operating Revenues $34,033  $1,249542 $1,275,746 $ 9,770,756 $ 917,136 $13,247,213
Depreciation 13,638 272,905 263,509 398,672 62,685 1,011,409
Operating Income (L0oss) (29,354) 150,803 176,657 163,246  (1,505,390) (1,044,038)
Operating Transfers-In 10,000 19,638 42,689 420,082 40,000 532,409
Operating Transfers-Out - - - (62,327) - (62,327)
Investment in Joint Venture - - - 1,638,460 - 1,638,460
Net Income (Loss) (18,825) 164,167 146,214 2,188,345 (1,478,035) 1,001,866
Fixed Assets:
Additions - 48,177 44,745 1,303,251 4,817 1,400,990
Disposals - - - (1,946) - (1,946)
Net Working Capital 1,528 931,841 1,128,955 124,201 (64,014) 2,122,511
Long-Term Obligations:
Compensated Absences Payable - 73,094 45,225 148,240 23,760 290,319
Revenue Bonds Payable (net of
unamortized loss on advance
refunding) - 930,000 1,485,910 - - 2415910
Mortgage Revenue Bonds
Payable (net of unamortized
loss on advance refunding) - - - 3,114,815 - 3,114,815
Landfill Closure/

Postclosure Costs - - - - 3,740,508 3,740,508
Total Assets 74,096 6,332,478 6,475,592 19,263,604 1,755,810 33,901,580
Total Equity (Deficit) 73,981 5,217,075 4,684,598 11,836,498 (3,366,535) 18,445,617
Encumbrances Outstanding

at Year End (Budget Basis) 195 117,009 98,193 1,477,751 207,759 1,900,907
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NOTE 21 - BUDGETARY BASISOF ACCOUNTING

The City's budgetary processis based upon accounting for transactionson acash basis. The
differences between the cash basis (budget basis) and the modified accrual basis (GAAP
basis) are that revenues are recorded when actually received (budget) as opposed to when
susceptible to accrual (GAAP) and the expenditures are recorded when paid (budget) as
opposed to when incurred (GAAP). Additionally, the City reflects outstanding
encumbrances as expenditures on the budgetary basisof accounting. Adjustmentsnecessary
to convert the results of operations at the end of the year on the budget basis to the GAAP
basis are as follows:

EXCESS OF REVENUES AND OTHER FINANCING SOURCES
OVER/(UNDER) EXPENDITURES AND OTHER USES

Specia Debt Capital
General Revenue Service Projects
Budget Basis $(266,471) $258,382 $ 12434 $(139,565)
Adjustments:
Net Adjustment for
Revenue Accruals 86,400 (4,789) (3,521) 23,943
Net Adjustment for
Expenditure Accruals (182,332) (72,413) 1,755,295 (277,053)
Net adjustment for
Other Financing Sources/
(Uses) Accruals (64,832) (93,871) (1,755,295) 212,963
Encumbrances 285,126 31,154 - 111,834
GAAP Basis $(142,109) $118,463 $ 80913 $ (67,878)

NOTE 22 - CONTINGENCIES
A. Litigation

The City of St. Marys is a party to severa lega proceedings seeking damages or
injunctive relief generally incidental to its operations and pending projects. The City
management is of the opinion that the ultimate disposition of various claims and legal
proceedingswill not have amaterial adverse effect, if any, on the financial condition of
the City.
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NOTE 22 - CONTINGENCIES - (Continued)

B. Federal and State Grants

For the period January 1, 2001, to December 31, 2001, the City received federal and state
grants for specific purposes that are subject to review and audit by the grantor agencies
or their designees. Such audits could lead to arequest for reimbursement to the grantor
agency for expenditures disallowed under the terms of the grant. Based on prior
experience, the City believes such disallowances, if any, would be immaterial.
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TRIMBLE, JULIAN & GRUBE, INC.

“SERVING OHIO LOCAL GOVERNMENTS”

1445 Worthington Woods Boulevard Telephone 614.846.1899
Suite B Facsimile 614.846.2799
Worthington, Ohio 43085

Report on Compliance and on Internal Control Over Financial
Reporting Based on an Audit of General Purpose Financial Statements
Performed in Accordance With Government Auditing Standards

Mayor and Members of Council
City of St. Marys

101 East Spring Street

St. Marys, OH 45885

We have audited the general purpose financial statements of the City of St. Marys as of and for the
year ended December 31, 2001, and have issued our report thereon dated May 28, 2002. The City
implemented Governmental Accounting StandardsBoard GA SB Statement No. 33, Accountingand
Financial Reporting for Nonexchange Transactions and GASB Statement No. 36, Recipient
Reporting for Certain Shared Nonexchange Revenues, an amendment of GASB Statement No. 33.
We conducted our audit in accordance with auditing standards generally accepted in the United
States of Americaand the standards applicableto financia audits contained in Gover nment Auditing
Sandards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the City of St. Marys general purpose
financia statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grants, noncompliance with which could have
adirect and material effect on the determination of general purpose 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 that are required to be reported under Gover nment Auditing Standar ds.
However, we noted a certain immaterial instance of noncompliance that we have reported to the
management of the City of St. Marysin a separate letter dated May 28, 2002.



Mayor and Members of Council
City of St. Marys

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City of St. Marys internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the genera purpose financial statements and not to provide assurance on the internal
control over financial reporting. Our consideration of the internal control over financial reporting
would not necessarily disclose al mattersin theinternal control over financial reporting that might
be material weaknesses. A material weaknessisacondition inwhich the design or operation of one
or more of the internal control components does not reduce to a relatively low level the risk that
misstatements in amounts that would be material in relation to the general purpose financial
statements being audited may occur and not be detected within atimely period by employeesin the
normal course of performing their assigned functions. We noted no matters involving the internal
control over financial reporting and its operation that we consider to be material weaknesses.
However, we noted another matter that we have reported to the City in a separate letter dated May
28, 2002.

Thisreport isintended for the information of the City of St. Marys and its management and is not
intended to be and should not be used by anyone other than these specified parties.

Trimble, Julian & Grube, Inc.
May 28, 2002
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CITY OF ST. MARYS
AUGLAIZE COUNTY, OHIO
DECEMBER 31, 2001

STATUS OF PRIOR AUDIT FINDINGS

Not Corrected; Partially Corrected;
Significantly Different Corrective

Finding Finding Fully Action Taken; or Finding No L onger
Number Summary Corrected? | Valid; Explain:
2000-COSM-001 Ohio Revised Code | Yes N/A
117.38
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88 East Broad Street
STATE OF OHIO P.O. Box 1140

OFFICE OF THE AUDITOR Columbus, Ohio 43216-1140

Telephone  614-466-4514
JiM PETRO, AUDITOR OF STATE 800-282-0370

Facsimile  614-466-4490

CITY OF ST. MARYS

AUGLAIZE COUNTY

CLERK'S CERTIFICATION
This is a true and correct copy of the report which is required to be filed in the Office
of the Auditor of State pursuant to Section 117.26, Revised Code, and which is filed
in Columbus, Ohio.

desan Toubbitt

CLERK OF THE BUREAU

CERTIFIED
JULY 30, 2002
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