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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

I ndependent Auditor=s Report

Members of Council and Mayor
City of Shelby

23 W. Main Street

Shelby, Ohio 44875

We have audited the accompanying basic financial statements of the City of Shelby, Richland County, Ohio, (the
“City@), as of and for the year ended December 31, 2001, as listed in the table of contents. These basic financial
statements are the responsibility of the City=s management. Our responsibility is to express an opinion on these
basic financial statements based on our audit.

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

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the financial
position of the City of Shelby, Richland County, as of December 31, 2001, and the results of its operations and its
cash flows for its proprietary funds for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

As described in Note 3, during the year ended December 31, 2001, the City adopted Governmental Accounting
Standards Board (GASB) Statement 34, Basic Financial Statements - and Management’s Discussion and Analysis -
for State and Local Governments, GASB Statement No. 33, Accounting and Financial Reporting for Nonexchange
Transactions, GASB Statement No. 36, Recipient Reporting for Certain Shared Nonexchange Revenues, an
amendment of GASB Statement No. 33, GASB Statement No. 37, Basic Financial Statements for State and Local
Governments: Omnibus and GASB Statement No. 38, Certain Financial Statement Note Disclosures.

In accordance with Government Auditing Standards, we have also issued our report dated July 30, 2002 on our
consideration of the City’s internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grants. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with this report in considering
the results of our audit.

Management’s Discussion and Analysisis not a required part of the basic financial statements, but is supplementary
information the Governmental Accounting Standards Board requires. We applied limited procedures, consisting
principally of inquiries of management regarding the methods of measurement and presentation of the
supplementary information. We did not audit the information and express no opinion thereon.



Members of Council and Mayor
City of Shelby

We performed our audit to form an opinion on the basic financial statements of the City, taken as a whole. The
accompanying schedule of expenditures of federal awards is presented for additional analysis as required by U.S.
Office of Management and Budget Circular A-133, Audits of Sates, Local Governments, and Non-Profit
Organizations, and is not a required part of the basic financial statements. We subjected this information to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated, in all
material respects, in relation to the basic financial statements taken as awhole.

Trimble, Julian & Grube, Inc.
July 30, 2002



CITY OF SHELBY, OHIO

MANAGEMENT’S DISCUSSION AND ANALY SIS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001
UNAUDITED

Thediscussion and analysis of the City of Shelby’s (the*“City”) financial performance providesan overall review of the
City’'sfinancial activitiesfor the fiscal year ended December 31, 2001. Theintent of this discussion and analysisisto
look at the City’s financial performance as a whole; readers should also review the basic financial statements and the
notes to the basic financial statements to enhance their understanding of the City’ s financial performance.

Financial Highlights
Key financia highlights for 2001 are as follows:

* Thetota net assets of the City increased $2,386,400. Net assets of governmental activitiesincreased $645,478 or
3.17% over fiscal year 2000.

*  General revenues accounted for $4,371,888 or 61.98% of total governmental activitiesrevenue. Program specific
revenues accounted for $2,682,189 or 38.02% of total governmental activities revenue.

* Governmenta activities capital assets, net-increased $1,783,544, primarily due to $1,837,675 in additions to
infrastructure.

e TheCity had $5,898,599 in expenses related to governmental activities; $2,682,189 of these expenses were offset
by program specific charges for services, grants or contributions. The remaining expenses of the governmental
activities of $3,216,410 was offset by general revenues (primarily property taxes, income taxes and unrestricted
grants and entitlements) of $4,371,888.

* Thegenera fund, the City’s only major fund, had revenues of $3,010,956 in 2001. This represents a decrease of
$137,600 or 4.37% from 2000 revenues. The expenditures of the general fund, which totaled $2,743,802 in 2001,
increased $37,876 from 2000. Also, the general fund’ s operating transfers out increased by $134,191in2001. The
fund balance in the general fund decreased from $1,185,651in 2000 to $964,200 in 2001.

»  Net assets for the business-type activities, which are made up of the Water, Sewer and Electric enterprise funds,
increased in 2001 by $1,740,922 or 7.31%. Thisincrease in net assets was due primarily to the City’ sinvestment
in the Ohio Municipal Electric Generation Agency Joint VVenture and the addition of capital assets.

* Inthe genera fund, the actual revenues came in $160,647 higher than they were originally budgeted and actual
expenditureswere $275,234 lessthan the amount in the original budget. Thegenera fund also maintained apositive
variance of $38,476 in revenues and $475,234 in expenditures versus the final budgeted amounts. These positive
variances are the result of the City’s conservative budgeting.

Using this Annual Financial Report

This annual report consists of a series of financial statements and notes to those statements. These statements are
organized so the reader can understand the City as a financial whole, an entire operating entity. The statements then
proceed to provide an increasingly detailed look at specific financial activities.

The Statement of Net Assets and Statement of Activities provide information about the activities of the whole City,
presenting both an aggregate view of the City’s finances and a longer-term view of those finances. Fund financial
statements provide the next level of detail. For governmental funds, these statements tell how services were financed
inthe short-term aswell aswhat remainsfor future spending. Thefund financial statementsalso look at the City’ smost
significant funds with all other nonmajor funds presented in total in one column. The general fund isthe City’s only
major fund.



CITY OF SHELBY, OHIO

MANAGEMENT’S DISCUSSION AND ANALY SIS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001
UNAUDITED

Reporting the City asa Whole
Statement of Net Assets and the Statement of Activities

While this document contains alarge number of funds used by the City to provide programs and activities, the view of
the City asawholelooks at all financial transactions and asks the question, “How did we do financially during 20017

The Statement of Net Assets and the Statement of Activities answer this question. These statements include all assets
and liabilities using the accrual basis of accounting similar to the accounting used by most private-sector companies.
Thisbasis of accounting takes into account all of the current year’'s revenues and expenses regardless of when cash is
received or paid.

These two statements report the City’s net assets and changes in those assets. This change in net assets is important
because it tells the reader that, for the City as awhole, the financia position of the City has improved or diminished.
The causes of this change may be the result of many factors, some financial, some not. Non-financial factors include
the City’s property tax base, current property tax lawsin Ohio restricting revenue growth, facility conditions, required
community programs and other factors.

In the Statement of Net Assets and the Statement of Activities, the City isdivided into two distinct kinds of activities:

Governmental Activities - Most of the City’s programs and services are reported here including general government,
security of persons and property, public health and welfare, transportation, community environment, and leisure time
activity. These services are funded primarily by property and income taxes and intergovernmental revenues including
federal and state grants and other shared revenues.

Business-Type Activities - These services are provided on a charge for goods or services basis to recover al or a
significant portion of the expenses of the goods or services provided.

Reporting the City’s M ost Significant Funds
Fund Financial Statements

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

Fund financial reports provide detailed information about the City’ smajor funds. The City uses many funds to account
for amultitude of financial transactions. However, thesefund financial statementsfocuseson the City’ smost significant
funds. The City’sonly major governmental fund isthe general fund. Theanalysisof the City’ smajor governmental and
proprietary funds begins on page 7.

Governmental Funds

Governmental funds are used to account for essentially the same functions reported as governmental activities in the
government-widefinancial statements. However, unlike the government-wide financial statements, governmental fund
financial statementsfocuson near-terminflowsand outflows of spendableresources, aswell ason balances of spendable
resourcesavailable at the end of thefiscal year. Such information may be useful in evaluating agovernment’ s near-term
financing requirements.



CITY OF SHELBY, OHIO

MANAGEMENT’S DISCUSSION AND ANALY SIS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001
UNAUDITED

Because the focus of the governmental funds is narrower than that of the government-wide financial statements, it is
useful to comparetheinformation presented for governmental fundswith similar information presented for governmental
activities in the government-wide financial statements. By doing so, the readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the governmental fund balance sheet and the
governmental fund statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

The City maintains a multitude of individual governmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental statement of revenues, expenditures, and changes in fund
balances for the major funds, which wereidentified earlier. Datafrom the other governmental funds are combined into
asingle, aggregated presentation. The basic governmental fund financial statements can befound on pages14-17 of this
report.

Proprietary Funds

The City maintains three different types of proprietary funds. Enterprise funds are used to report the same functions
presented as business-type activities in the government-wide financia statements. The City uses enterprise funds to
account for itswater, sewer and electric operations. Internal service funds are an accounting device used to accumulate
and allocate costs internally among the City’ s various functions. The City uses an internal service fund to account for
its self-insurance program. Because this service predominantly benefits governmental rather than business-type
functions, it has been included within governmental activitiesin the government-wide financial statements. The basic
proprietary fund financial statements can be found on pages 19-22 of this report.

Fiduciary Funds

Fiduciary fundsare used to account for resources held for the benefit of parties outside the City. Fiduciary fundsare not
reflected in the government-wide financial statement because the resources of those funds are not available to support
the City’ sown programs. The accounting used for fiduciary fundsis much like that used for proprietary funds. Agency
funds are the City’ sonly fiduciary fund type. The basic fiduciary fund financial statements can be found on page 23 of
this report.

Notesto the Basic Financial Statements

Thenotes provide additional information that is essential to afull understanding of the data provided in the government-
wide and fund financial statements. These notes to the basic financial statements can be found on pages 24-53 of this
report.

Government-Wide Financial Analysis

Thisisthe City’ sfirst year for government-widefinancial statementsusing thefull accrual basisof accounting, therefore,

acomparison with prior year is not available. A comparative analysiswill be presented in future years when prior year
information is available.



CITY OF SHELBY, OHIO
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FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001
UNAUDITED

The table below provides a summary of the City’s net assets for 2001:

Net Assets
Governmental Business-Type
Activities Activities Total
2001 2001 2001

Assets
Current and other assets $ 8,267,581 $ 6,868,156 $15,135,737
Capital assets 15,032,436 24,409,526 39,441,962
Total Assets 23,300,017 31,277,682 54,577,699
Liabilities
Long-term liabilities outstanding 869,463 351,395 1,220,858
Other lighilities 1,425,259 5,378,339 6,803,598
Total liabilities 2,294,722 5,729,734 8,024,456
Net Assets
Invested in capital assets, net of
related debt 14,449,621 24,409,526 38,859,147
Restricted 5,252,571 - 5,252,571
Unrestricted 1,303,103 1,138,422 2,441,525
Total net assets $21,005,295 $25,547,948 $46,553,243

Over time, net assets can serve as a useful indicator of a government’s financial position. At December 31, 2001, the
City’s assets exceeded liabilities by $46,553,243. At year-end, net assets were $21,005,295 and $25,547,948 for the
governmental activities and the business-type activities, respectively.

Capital assetsreported on the government-wide statementsrepresent the largest portion of the City’ snet assets. Atyear-
end, capital assets represented 72.26% of total assets. Capital assets include land, land improvements, buildings and
improvements, furniture, fixturesand equipment, vehiclesand infrastructure. Capital assets, net of related debt to acquire
the assets at December 31, 2001, was $14,449,621 and $24,409,526 in the governmental activities and business-type
activities, respectively. These capital assets are used to provide services to citizens and are not available for future
spending. Although the City’s investment in capital assets is reported net of related debt, it should be noted that the
resources to repay the debt must be provided from other sources, since capital assets may not be used to liquidate these
lighilities.

As of December 31, 2001, the City is able to report positive balancesin al three categories of net assets, both for the

government as awhole, aswell as for its separate governmental and business-type activities.

A portion of the City’ s net assets, $5,252,571 or 25.01%, represents resourcesthat are subject to external restriction on
how they may be used. In the governmental activities, the remaining balance of unrestricted net assets of $1,303,103
may be used to meet the government’s ongoing obligationsto citizens and creditors.

The table below shows the changes in net assets for fiscal year 2001. Sincethisisthe first year the City has prepared

financial statementsfollowing GASB Statement No. 34, revenue and expense comparisons to fiscal year 2000 are not
available. A comparative analysiswill be provided in future years when prior year information is available.

4



CITY OF SHELBY, OHIO
MANAGEMENT’S DISCUSSION AND ANALY SIS

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001
UNAUDITED

Changein Net Assets

Governmental -type Business-type
Activities Activities Total

Revenues

Program revenues:

Charges for services and sales $ 730,422 $10,486,703 $11,217,125
Operating grants and contributions 654,416 - 654,416
Capital grants and contributions 1,297,351 - 1,297,351
General revenues:

Property taxes 405,074 - 405,074
Income taxes 2,597,892 - 2,597,892
Excise taxes - 280,174 280,174
Unrestricted grants 1,065,647 - 1,065,647
Capital contributions - 683,548 683,548
Interest 151,582 147,153 298,735
Other 151,693 448,948 600,641
Total revenues 7,054,077 12,046,526 19,100,603
Expenses:

General government 1,247,942 - 1,247,942
Security of persons and property 2,516,016 - 2,516,016
Public health and welfare 261,171 - 261,171
Transportation 1,217,891 - 1,217,891
Community environment 548,795 - 548,795
Leisure time activity 78,296 - 78,296
Other 797 - 797
Interest and fiscal charges 27,691 - 27,691
Sewer - 830,628 830,628
Water - 1,282,883 1,282,883
Electric - 8,702,093 8,702,093
Total expenses 5,898,599 10,815,604 16,714,203
Increase in net assets before transfers 1,155,478 1,230,922 2,386,400
Transfers (510,000) 510,000 -
Increase in net assets $ 645478 $ 1,740,922 $ 2,386,400

Governmental Activities

Governmental activities net assetsincreased $645,478 or 3.17% in 2001 over 2000. This increaseisaresult of dightly
increasing expensesoffset by anincreasein tax revenueand unrestricted grantsand entitlementsversusamountsreported
in the prior year.
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UNAUDITED

Security of persons and property, which supports the operations of the police and fire department accounts for
$2,516,016 or 42.65% of total expensesof the City. Theseexpenseswere partially funded by $460,413 in direct charges
to users of the services. General government expenses, which includes city council, the mayor’s office, the finance
department, civil serviceand building and zoning programs, totaled $1,247,942 or 21.16% of total expenses. General
government expenses were partially funded by $195,359 in direct charges to users of the services.

The state and federal government contributed to the City atotal of $654,416 in operating grants and contributions and
$1,297,351 in capital grantsand contributions. Theserevenuesarerestricted to aparticular program or purpose. Of the
total capital grantsand contributions, $669,977 or 51.64%, subsidized transportation programsand $612,298 or 47.20%
subsidized community environment programs.

General revenues totaled $4,371,888, and amounted to 61.98% of total revenues. These revenues primarily consist of
property and income tax revenue of $3,002,966, or 68.69% of total general revenues. Property taxes decreased during
2001 dueto a$341,843 declinein delinquent property taxes. The other primary source of general revenuesisgrantsand
entitlementsnot restricted to specific programs, with local government and local government revenue assistance making
up $489,173 or 11.19% of thetotal. In August 2001, the State placed afreeze onlocal government and local government
revenue assistance to be distributed to local governments in 2002.

The Statement of Activities shows the cost of program services and the charges for services and grants offsetting those
services. Thefollowing table shows, for governmental activities, the total cost of services and the net cost of services.
That is, it identifies the cost of these services supported by tax revenue and unrestricted State grants and entitlements.
Comparisons to 2000 have not been presented since they are not available.

Governmental Activities

Total Cost of Net Cost of
Services Services
2001 2001

Program Expenses:
General government $1,247,942 $1,052,583
Security of persons and property 2,516,016 2,006,175
Public health and welfare 261,171 230,991
Transportation 1,217,891 214,691
Community environment 548,795 (369,315)
Leisure time activity 78,296 62,991
Other 797 (450)
Interest and fiscal charges 27,691 18,744
Total Expenses $5,898,599 $3,216,410

The dependence upon general revenues for governmental activities is apparent, with 54.52% of expenses supported
through taxes and other general revenues.

Business-Type Activities

Business-type activitiesinclude the Water, Sewer and Electric enterprise funds. These programs had program revenues
of $10,486,703, general revenues of $2,069,823 and expenses of $10,815,604 for fiscal year 2001. The Electric fund
received a $500,000 operating transfer in from the Light Reserve fund and $10,000 from the general fund. The Sewer
and Water fund received $514,420 and $169,128, respectively, in capital contributions from other funds.



CITY OF SHELBY, OHIO

MANAGEMENT’S DISCUSSION AND ANALY SIS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001
UNAUDITED

Financial Analysis of the Government’s Funds

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

Governmental Funds

The focus of the City’ s governmental fundsis to provide information on near-term inflows, outflows, and balances of
spendableresources. Suchinformationisuseful inassessingthe City’ sfinancing requirements. Inparticular, unreserved
fund balance may serve as a useful measure of the City’s net resources available for spending at year-end.

The City's governmental funds (as presented on the balance sheet on page 14) reported a combined fund balance of
$5,529,649 whichis$1,287,731 below | ast year’ stotal of $6,817,380. The December 31, 2000 fund balanceshave been
restated as described on pages 36-37 of the notesto the basic financial statements. The schedul e below indicatesthefund
balancesand thetotal changein fund balancesasof December 31, 2001 for all major and nonmajor governmental funds.

Fund Balances Fund Balances Increase
December 31, 2000 December 31, 2001 (Decrease)
Magjor Funds:
General $1,185,651 $ 964,200 $ (221,451)
Other Nonmajor Governmental Funds 5,631,729 4,565,449 (1,066,280)
Total $6,817,380 $5,529,649 $(1,287,731)

General Fund

The City’s general fund balance decreased $221,451, due to a 4.37% decrease in revenues and a 1.40% increase in
expenditures. The decrease in fund balance can be attributed primarily to the overall increase in salaries, wages and
fringe benefits offset by a decreasein revenues. Thetable that follows assistsinillustrating the financia activitiesand
fund balances of the general fund.

2001 2000 Percentage

Amount Amount Change
Revenues
Taxes $1,702,277 $1,514,465 12.40%
Charges for Services 328,000 335,000 (2.10)
Licenses and permits 14,515 13,348 0.87
Fines and forfeitures 222,768 162,395 37.18
Investment Income 139,165 249,184 (44.15)
Intergovernmental 545,877 807,519 (32.40)
Other Revenues 58,354 66,645 (12.44)
Totd $3,010,956 $3,148,556 (4.37)
Expenditures
General Government $ 906,376 $ 835,577 8.47
Security of Persons and Property 1,834,114 1,867,037 (1.76)
Principal Retirement and Interest 3,312 3,312 0.00
Totd $2,743,802 $2,705,926 1.40%
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Budgeting Highlights - General Fund

The City’s budgeting process is prescribed by the Ohio Revised Code (ORC). Essentially the budget is the City’s
appropriations which are restricted by the amounts of anticipated revenues certified by the Budget Commission in
accordance with the ORC. Therefore, the City’s plans or desires cannot be totally reflected in the original budget. 1f
budgeted revenues are adjusted due to actual activity then the appropriations can be adjusted accordingly.

Budgetary information is presented for the general fund, the City’s only major governmental fund. Inthe general fund
one of the most significant changes was between the original and final budgeted amount in the area of revenues, which
increased $122,171 or 7.0% from $1,753,765 to $1,875,936. Actual revenues of $1,914,412 exceeded final budgeted
revenuesby $38,476. Theother significant changewasbetween thefinal budgeted expendituresand actual expenditures.
Actual expenditures came in $475,234 lower than the final budgeted amounts.

Proprietary Funds

The City’s proprietary funds provide the same type of information found in the government-wide financial statements
for business-type activities, except in more detail.

Capital Assets and Debt Administration

Capital Assets

At the end of fiscal 2001, the City had $39,441,962 (net of accumulated depreciation) invested in land, land
improvements, buildingsand improvements, furniture, fixturesand equipment, vehicles, infrastructure and construction
in progress. Of this total, $15,032,436 was reported in governmental activities and $24,409,526 was reported in
business-type activities. The following table shows fiscal 2001 balances compared to 2000:

Capital Assetsat December 31
(Net of Depreciation)

Governmental Activities Business-Type Activities Tota
2001 2000 2001 2000 2001 2000
Land $ 211404 $ 211,404 $ 155800 $ 143,800 $ 367,204 $ 355,204
Land improvements 249,831 203,244 546,309 134,690 796,140 337,934
Buildings and improvements 454,941 400,829 11,139,126 8,941,502 11,594,067 9,342,331
Furniture, fixtures and equipment 407,669 331,342 4,576,310 5,023,023 4,983,979 5,354,365
Vehicles 897,617 780,575 408,358 409,555 1,305,975 1,190,130
Infrastructure 12,810,974 11,321,498 4,395,577 4,006,821 17,206,551 15,328,319
Construction in progress - - 3,188,046 _ 3,888,606 _ 3,188,046 _ 3,888,606
Totas $15,032,436 $13,248,892 $24,409,526 $22,547,997 $39,441,962 $35,796,889
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Debt Administration

At December 31, 2001 the City had $285,000 in special assessment bonds and OPWC notes of $291,712 outstanding.
Of thistotal, $175,852 is due within one year and $400,860 is due within greater than one year. The following table
summarizes the bonds and note outstanding.

Outstanding Debt, at Year End

Governmental Governmental
Activities Activities
2001 2000
Long-Term Obligations:
Special Assessment Bonds:
Shelby Avenue $ - $31,100
Riverview Estates 265,000 385,000
Fox Run 5 20,000 40,000
Total Special Assessment Bonds $285,000 $456,100
OPWC Noites:
Wareham Road $243,675 $259,920
Auburn Street 48,037 57,644
Total OPWC Notes $291,712 $317,564
Total $576,712 $ 773,664

The City has two special assessment bonds outstanding at December 31, 2001 in the amount of $285,000. The City
issued $95,200 in specia assessment bonds on August 27, 1997, for the Fox Run project. These bonds bear an annual
interest rate of 5.60% and mature on December 1, 2002. Specia assessment bonds in the amount of $610,000 were
issued on August 19, 1998 for the Riverview Estates project and bear an annual interest rate of 4.50%. These bondsare
scheduled to mature on December 1, 2003. The bonds are payable from the proceeds of assessmentslevied against the
specific property ownerswho primarily benefitted from the projects. Inthe event that property ownersfail to maketheir
special assessment payments, the City isresponsiblefor providing the resourcesto meet theannual principal and interest
payments.

The City has two Ohio Public Works Commission (OPWC) notes outstanding at December 31, 2001 in the amount of
$291,712. On July 1, 1997, the City issued $96,073 in OPWC notes to finance the Auburn Street Storm Sewer
Replacement Project. These notesare scheduled to retire on January 1, 2007. The City issued $394,200 in OPWC notes
on July 7, 1997 to finance the Wareham Road Area Storm Sewer Replacement Project. These notes are scheduled to
mature on July 1, 2016. The OPWC notes are interest free.

For the Future

Sincethe 1800'sthe greater Shelby industry haslong been known asinnovative, productive, and stable, atradition which
continues today within the community. Even though the City’ sindustrial base has not been immune to national trends
for takeovers, mergers, and closures, it has been very aggressive and successful in being ableto fill these voids created
with other opportunities.

The unemployment rate for the City is currently 3.9%, as compared to the state’ s average unemployment rate of 5.6%
and the national average of 5.9%.



CITY OF SHELBY, OHIO

MANAGEMENT’S DISCUSSION AND ANALY SIS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001
UNAUDITED

Overdll, the City’s finances are stable. As the preceding information shows, the City relies heavily upon grants and
entitlementsand property and incometaxes. The City doesnot expect asignificant growthin overall revenuesin the next
fiscal year, while expenditures will increase steadily with inflation. It will be a challenge to the City to manage its
resources effectively and sufficiently in order to meet operating expenses.

TheCity’ ssystem of budgeting and internal controlsarewell regarded. All of the City’ sfinancial abilitieswill be needed
to meet the financia challenges of the future.

In 2001, the City issued $4,750,000 of bond anticipation notes for refinancing of renovations of the Electric Generation
Plant and $50,075 of construction debt for park improvements. Infiscal year 2002, the City plansto reissue $4,250,000
of bond anticipation notes for the Electric Generation Plant improvements.

Contacting the City’s Financial M anagement
Thisfinancial report isdesigned to provide our citizen's, taxpayers, and investors and creditorswith ageneral overview
of the City’ s finances and to show the City’ s accountability for the money it receives. If you have questions about this

report or need additional financial information contact Larry Paxton, FinanceDirector, 23W. Main Street, Shelby, Ohio,
44875.
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CITY OF SHELBY, OHIO

STATEMENT OF NET ASSETS

DECEMBER 31, 2001

Governmental Business-Type
Activities Activities Total

Assets:
Equity in pooled cash

and cashequivalents. . . . ... ... ... $5,437,560 $3,889,199 $9,326,759
Receivables:

Incometaxes. . . . ... ... ....... 644,209 - 644,209

Real andothertaxes . . . . ... ... ... 868,023 43,385 911,408

Accounts. . . . . ... ... .. ... 3,482 1,014,866 1,018,348

Special assessments . . . .. ... ... L 284,155 - 284,155

Due from other governments. . . . . . . .. 957,808 - 957,808
Prepayments. . . . .. ... ... ... ... 16,478 40,609 57,087
Materials and suppliesinventory. . . . . . .. 55,866 840,939 896,805
Investment injoint venture. . . . . ... ... - 1,039,158 1,039,158
Capital assets:

Land and construction in progress . . . . . . 211,404 3,343,846 3,555,250

Depreciable capital assets, net. . . . . . .. 14,821,032 21,065,680 35,886,712

Total capital assets. . . . . ... ... ... 15,032,436 24,409,526 39,441,962
Totalassets. . . . ... ... ... ..., 23,300,017 31,277,682 54,577,699
Liabilities:
Accountspayable. . . . . ... ... ... .. 96,701 392,706 489,407
Contrectspayable . . . ... ... ...... 124,589 14,152 138,741
Retainagepayable . . . . .. ... ... ... 13,828 - 13,828
Accrued wagesand benefits . . . . ... ... 79,804 90,172 169,976
Dueto other governments . . . . . . ... .. 154,681 122,330 277,011
Deferredrevenue. . . . . . ... ... ... 792,727 - 792,727
Accrued interest payable. . . . ... ... .. 2,085 8,979 11,064
Clamspayable. . . ... ... ... ..... 110,769 - 110,769
Notespayable. . . . . ... ... ... .... 50,075 4,750,000 4,800,075
Long-term liabilities:

Duewithinoneyear. . . . .. ... ... .. 234,151 54,914 289,065

Duewithin morethanoneyear. . . . . . . . 635,312 296,481 931,793
Tota liabilities. . . ... ... ........ 2,294,722 5,729,734 8,024,456
Net Assets:
Invested in capital assets, net

of relateddebt. . . . .. ... ... ..... 14,449,621 24,409,526 38,859,147
Restricted for:

Capitd projects. . . . ... ... .. .... 2,936,435 - 2,936,435

Debtservice. . . .. ... ... .. ..... 989,456 - 989,456

Otherpurposes . . . . . . ... ... .... 1,326,680 - 1,326,680
Unrestricted . . . . . ... ... ....... 1,303,103 1,138,422 2,441,525
Totanetassets. . . . . ... .. ... .... $21,005,295 $25,547,948 $46,553,243

SEE ACCOMPANYING NOTES TO THE BASIC FINANCIAL STATEMENTS.
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CITY OF SHELBY, OHIO

STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

Program Revenues

Chargesfor Operating Grants Capital Grants

Expenses Services and Sales and Contributions and Contributions

Governmental Activities:
General government . . . .. ... ... $1,247,942 $195,359 $ - $ -
Security of personsand property . . . . . 2,516,016 460,413 34,352 15,076
Public healthand welfare. . . . . . . .. 261,171 21,088 9,092 -
Transportation . . . . ... ....... 1,217,891 410 332,813 669,977
Community environment. . . . . . ... 548,795 30,060 275,752 612,298
Leisuretimeactivity . . . .. ... ... 78,296 14,145 1,160 -
Other. .. ... ............. 797 - 1,247 -
Interest and fiscal charges . . . . . . . . 27,691 8,947 - -
Total governmental activities. . . . . . . 5,898,599 730,422 654,416 1,297,351

Business-Type Activities:
Sewer. . ... 830,628 605,473 - -
Water. . .. ... 1,282,883 1,370,660 - -
Electric. . . ... ... ... .. .... 8,702,093 8,510,570 - -
Total business-type activities. . . . . . . 10,815,604 10,486,703 - -
Total primary government . . . . . . .. $16,714,203 $11,217,125 $654,416 $1,297,351

General Revenues:
Property taxes levied for:
General purposes . . . . ...
Specid revenue. . . . .. ...
Income taxes levied for:
General purposes . . . . .o
Specia revenue. . . ... ... L.
Capital projects. . . . .. ... ... ...
Otherlocal taxes. . . .. .. ........
Grants and entitlements not restricted
to specificprograms . . . ... ... ...
Capital contributions. . . . .. ... ....
Investmentearnings . . . . ... ... ...
Miscellaneous . . . . ... ... ... ...

Total general revenues and transfers. . . . .

Changeinnetassets . . . . .........

Net assets at beginning of year. . . . . . . .

Net assetsatendofyear. . . . . ... ...

SEE ACCOMPANYING NOTES TO THE BASIC FINANCIAL STATEMENTS.
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Net (Expense) Revenue
and Changesin Net Assets

Governmental Business-Type
Activities Activities Total

($1,052,583) $ - ($1,052,583)
(2,006,175) - (2,006,175)
(230,991) - (230,991)
(214,691) - (214,691)
369,315 - 369,315
(62,991) - (62,991)

450 - 450
(18,744) - (18,744)
(3,216,410) - (3,216,410)
- (225,155) (225,155)

- 87,777 87,777
- (191,523) (191,523)
- (328,901) (328,901)
(3,216,410) (328,901) (3,545,311)
275,536 - 275,536
129,538 - 129,538
1,279,808 - 1,279,808
209,124 - 209,124
1,108,960 - 1,108,960

- 280,174 280,174

1,065,647 - 1,065,647

- 683,548 683,548

151,582 147,153 298,735
151,693 448,948 600,641
(510,000) 510,000 -
3,861,888 2,069,823 5,931,711
645,478 1,740,922 2,386,400
20,359,817 23,807,026 44,166,843
$21,005,295 $25,547,948 $46,553,243
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CITY OF SHELBY, OHIO

BALANCE SHEET

GOVERNMENTAL FUNDS

DECEMBER 31, 2001

Other Total
Governmental Governmental
General Funds Funds

Assets:
Equity in pooled cash

and cashequivalents. . . . . ... ...... $680,940 $4,457,725 $5,138,665
Receivables:

Incometaxes. . . . ... ... ........ 322,105 322,104 644,209

Real andothertaxes. . . . .. ... ..... 346,431 521,592 868,023

Accounts. . . . ... 721 2,761 3,482

Special assessments . . . ... L. L. - 284,155 284,155

Due from other governments. . . . . . . . .. 342,224 615,584 957,808
Prepayments. . . . . . ... ... 11,484 4,994 16,478
Materials and suppliesinventory . . . . . . .. 20,530 35,336 55,866
Totalassets . . . . . . .. ... ... $1,724,435 $6,244,251 $7,968,686
Liabilities:
Accountspayable . . . ... .. ... ... .. $9,107 $87,594 $96,701
Contrectspayable . . . ... ... ....... - 124,589 124,589
Retainagepayable. . . . . ... ... ... .. - 13,828 13,828
Accrued wages and benefits. . . . .. ... .. 63,887 15,917 79,804
Dueto other governments . . . . . . ... ... 53,347 101,334 154,681
Deferredrevenue. . . . . . . ... L. 633,894 1,284,398 1,918,292
Notepayable. . . . ... ... ... ...... - 50,075 50,075
Accrued interest payable. . . . . .. ... ... - 1,067 1,067
Tota liabilities. . . . . ... ... ....... 760,235 1,678,802 2,439,037
Fund Balances:
Reserved for encumbrances . . . . . . .. ... 133,613 951,667 1,085,280
Reserved for prepayments . . . . . . ... ... 11,484 4,994 16,478
Reserved for materials and

suppliesinventory. . . . . . . ... ... ... 20,530 35,336 55,866
Reserved for principal endowment. . . . . . .. - 23,987 23,987
Unreserved, undesignated, reported in:

Gengralfund . . . . ... ... ........ 798,573 - 798,573

Specia revenuefunds. . . . ... ... ... - 551,285 551,285

Debt servicefunds. . . . ... ... ... ... - 990,474 990,474

Capital projectsfunds. . . . . . ... ..... - 2,007,706 2,007,706
Tota fundbalances . . . . .. ... ...... 964,200 4,565,449 5,529,649
Total liabilitiesand fund balances. . . . . . . . $1,724,435 $6,244,251 $7,968,686

SEE ACCOMPANYING NOTES TO THE BASIC FINANCIAL STATEMENTS.
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CITY OF SHELBY, OHIO

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCESTO
NET ASSETS OF GOVERNMENTAL ACTIVITIES
DECEMBER 31, 2001

Total governmental fund balances

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

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

Other long-term assets are not available to pay for current-
period expenditures and therefore are deferred in the funds.

Property taxes $48,617
Income tax 143,244
Specia assessments 284,155
Intergovernmental revenues 649,549
Tota

Aninternal service fund is used by management to charge
the costs of insurance to individual funds. The assets and
and liabilities of the internal service fund are included in
governmental activitiesin the statement of net assets.

Long-term liahilities, including bonds payable, are not due and
payable in the current period and therefore are not reported

in the funds.
Accrued interest (2,018)
Specia assessment bonds (285,000)
OPWC notes (291,712)
Compensated absences (286,648)
Capital lease payable (6,103)
Total

Net assets of governmental activities

SEE ACCOMPANYING NOTES TO THE BASIC FINANCIAL STATEMENTS.
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$5,529,649

15,032,436

1,125,565

188,126

(870,481)

$21,005,295



CITY OF SHELBY, OHIO

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

Revenues:

Municipal incometaxes . . . . ... ... ...
Property and othertaxes. . . . . ... ... ..

Chargesforservices. . . .. ... ... . ...
Licensesand permits. . . . . .. ... ... ..
Finesand forfeitures. . . . . .. ... .....
Intergovernmental . . . .. .. ...
Special assessments. . . ... ... L
Investmentincome. . . . ... ... ......

Expenditures:

Current:
General government . . . .. ... ... L.
Security of personsand property . . . . . . . .
Public healthand welfare. . . . . . ... ...
Transportation . . . . ... ... .......
Community environment. . . . . .. ... ..
Leisuretimeactivity . . . . .. ... ... ..

Copitdoutlay. . . .. .............
Debt service:
Principal retirement . . . .. ... ... ...
Interest and fiscal charges. . . . .. ... ..
Total expenditures. . . . . ... ... ... ..

Excess of revenues over (under) expenditures. .
Other financing sour ces (uses):

Operating transfersin. . . . . . ... ... ..
Operating transfersout . . . . . ... ... ..

Total other financing sources (uses). . . . . . .

Net changeinfund balances. . . . . . ... ..

Fund balances at beginning of year (restated).

Increase (decrease) in reservefor inventory .
Fund balancesatendof year. . . . . ... ..

SEE ACCOMPANYING NOTESTO THE BASIC FINANCIAL STATEMENTS.

Other Total
Governmental Gover nmental

General Funds Funds
$1,208,186 $1,327,696 $2,535,882
494,091 342,966 837,057
328,000 101,715 429,715
14,515 21,088 35,603
222,768 37,265 260,033
545,877 1,965,842 2,511,719
- 197,768 197,768
139,165 71,561 210,726
- 10,890 10,890
58,354 94,869 153,223
3,010,956 4,171,660 7,182,616
906,376 131,545 1,037,921
1,834,114 274,105 2,108,219
- 254,927 254,927
- 1,354,977 1,354,977
- 412,089 412,089
- 59,937 59,937
- 797 797
- 2,482,163 2,482,163
2,705 196,952 199,657
607 27,595 28,202
2,743,802 5,195,087 7,938,889
267,154 (1,023,427) (756,273)
2,734 483,608 486,342
(493,608) (502,734) (996,342)
(490,874) (19,126) (510,000)
(223,720) (1,042,553) (1,266,273)
1,185,651 5,631,729 6,817,380
2,269 (23,727) (21,458)
$964,200 $4,565,449 $5,529,649
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CITY OF SHELBY, OHIO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

Net changein fund balances - total gover nmental funds (%1,266,273)

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

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those
assetsis allocated over their estimated useful lives as
depreciation expense. Thisisthe amount by which capital
outlays ($2,481,285) exceeded depreciation expense 1,790,951
($690,334) in the current period.

Governmental funds only report the disposal of fixed assets
to the extent proceeds are received from the sale. In the
statement of activities, again or lossis reported for each
disposal. (7,407)

Governmental funds report expenditures for inventory when
purchased. However in the statement of activities, they are
reported as an expense when consumed. (21,458)

Revenues in the statement of activities that do not provide
current financial resources are not reported as revenues in
the funds. (139,453)

Repayment of bond, note and capital lease principal isan
expenditure in the governmental funds, but the repayment
reduces long-term liabilities in the statement of net assets. 199,657

In the statement of activities, interest is accrued on
outstanding bonds, whereas in governmental funds, an
interest expenditure is reported when due. 511

Some expenses reported in the statement of activities, such
as compensated absences, do not require the use of current
fnancial resources and therefore are not reported as
expenditures in governmental funds. 5,363

Theinternal service fund used by management to charge
the costs of insurance to individual fundsis not reported in
the entity-wide statement of activities. Governmental fund
expenditures and the related internal service fund revenues
are eiminated. The net revenue of the interna service fund
is alocated among the governmental activities. 83,587

Changein net assets of governmental activities $645,478

SEE ACCOMPANYING NOTES TO THE BASIC FINANCIAL STATEMENTS.
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CITY OF SHELBY, OHIO

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGESIN
FUND BALANCE - BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS)
GENERAL FUND
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

Variance with

Budgeted Amounts Final Budget
Over
Original Final Actual (Under)
Revenues:
Property and other taxes. . . . . ... .. $244,202 $261,214 $266,571 $5,357
Chargesforservices. . . . ... ... .. 300,476 321,408 328,000 6,592
Licensesand permits. . . . . .. .. ... 13,297 14,223 14,515 292
Finesand forfeitures. . . . .. ... ... 203,414 217,584 222,047 4,463
Intergovernmental . . . . ... ... ... 575,575 615,671 628,299 12,628
Investmentincome. . . . ... .. .. .. 127,487 136,368 139,165 2,797
Other. . . ... ... ... ....... 289,314 309,468 315,815 6,347
Total revenues. . . . .. .. .. ..... 1,753,765 1,875,936 1,914,412 38,476
Expenditures:
Current operations:
General government. . . . . .. ... .. 1,029,719 1,215,131 976,610 238,521
Security of personsand property . . . . . 2,179,951 2,194,539 1,957,826 236,713
Total expenditures . . . . .. ... ... 3,209,670 3,409,670 2,934,436 475,234
Excess (deficiency) of revenues
over (under) expenditures . . . . . . .. (1,455,905) (1,533,734) (1,020,024) 513,710
Other financing sour ces (uses):
Operating transfersin . . . . . .. .. .. 1,117,220 1,195,049 1,219,559 24,510
Operating transfersout. . . . . ... ... (493,608) (493,608) (493,608) 0
Total other financing sources (uses) . . . 623,612 701,441 725,951 24,510
Net changeinfund balance. . . . . . .. (832,293) (832,293) (294,073) 538,220
Fund balance at beginning of year . . . . 687,010 687,010 687,010 0
Prior year encumbrances appropriated . 145,283 145,283 145,283 0
Fund balanceatendof year . . . . .. .. $0 $0 $538,220 $538,220

SEE ACCOMPANYING NOTES TO THE BASIC FINANCIAL STATEMENTS.
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Assets:
Current assets.
Equity in pooled cash
and cashequivalents . . . ... ..
Receivables:
Red and othertaxes . . . . .. ..
Accounts. . . ... ........

Materials and suppliesinventory. . .
Total currentassets . . . . . .. ...
Noncurrent assets:

Investment injoint venture. . . . . .
Capital assets:

Land and construction in progress. .

Depreciable capital assets. . . . . .
Total capital assets . . . . . . ...

Total noncurrentassets. . . . . . . ..

Liabilities:

Current liabilities:
Accountspayable . . . . ... ...
Contractspayable . . . . ... ...
Accrued wages and benefits. . . . .
Dueto other governments. . . . . .
Accrued interest payable. . . . . . .
Notespayable . . . . .. ... ...

Long-term liabilities:
Capital lease obligation . . . . . . .
Compensated absences. . . . . . ..
Total long-term lighilities. . . . . . .
Total liabilities. . . . ... .. ....
Net assets:
Invested in capital assets. . . . . . . .
Unrestricted . . . . . ... ... ...

Totalnetassets. . . . . ........

CITY OF SHELBY, OHIO

STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
DECEMBER 31, 2001

Business-Type Activities - Enterprise Funds Governmental
Activities -
Internal Service
Sewer Water Electric Total Fund

$488,655 $823,732 $2,576,812 $3,889,199 $298,895
- - 43,385 43,385 -
71,041 152,230 791,595 1,014,866 -
4,077 4,408 32,124 40,609 -
8,172 86,958 745,809 840,939 -
571,945 1,067,328 4,189,725 5,828,998 298,895
- - 1,039,158 1,039,158 -
40,270 77,130 3,226,446 3,343,846 -
4,415,921 7,483,558 9,166,201 21,065,680 -
4,456,191 7,560,688 12,392,647 24,409,526 -
4,456,191 7,560,688 13,431,805 25,448,684 -
5,028,136 8,628,016 17,621,530 31,277,682 298,895
- 35,802 356,904 392,706 -
14,152 - - 14,152 -
10,727 18,072 61,373 90,172 -
15,281 25,608 81,441 122,330 -
- - 8,979 8,979 -
- - 4,750,000 4,750,000 -
- - - - 110,769
40,160 79,482 5,258,697 5,378,339 110,769
- - 1,431 1431 -
72,612 88,313 189,039 349,964 -
72,612 88,313 190,470 351,395 -
112,772 167,795 5,449,167 5,729,734 110,769
4,456,191 7,560,688 12,392,647 24,409,526 -
459,173 899,533 (220,284) 1,138,422 188,126
$4,915,364 $8,460,221 $12,172,363 $25,547,948 $188,126

SEE ACCOMPANYING NOTES TO THE BASIC FINANCIAL STATEMENTS.
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CITY OF SHELBY, OHIO

STATEMENT OF REVENUES, EXPENSES AND

CHANGESIN NET ASSETS
PROPRIETARY FUNDS

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

Business-Type Activities - Enterprise Funds Governmental
Activities-
Internal Service
Sewer Water Electric Total Fund
Operating revenues:
Chargesfor services. . . . ... ... $605,473 $1,370,660 $8,510,570 $10,486,703 $608,746
Other . .. .............. 6,480 15,896 426,572 448,948 537
Totd operating revenues. . . . . . . . 611,953 1,386,556 8,937,142 10,935,651 609,283
Operating expenses:
Personal services . . . .. ... ... 288,704 529,244 1,632,517 2,450,465 -
Contractual services. . . . ... ... 95,773 153,588 340,817 590,178 -
Materialsand supplies. . . . ... .. 36,824 112,581 4,701,070 4,850,475 -
Utilitles . . . .. .. .. ....... 69,976 73,822 143,073 286,871 -
Depreciation . . . ... ....... 250,064 300,633 750,807 1,301,504 -
Clams. . ............... - - - - 536,610
Other . . . ... ... ........ 84,494 107,281 569,848 761,623 -
Total operating expenses. . . . . . .. 825,835 1,277,149 8,138,132 10,241,116 536,610
Operatingincome (loss) . . . . . . .. (213,882) 109,407 799,010 694,535 72,673
Nonoperating revenues (expenses):
Interest expense and fiscal charges. . - - (212,862) (212,862) -
Interestrevenue. . . . ... ... .. 11,653 12,222 123,278 147,153 10,914
Other nonoperating expenses. . . . . (4,793) (5,734) (70,925) (81,452) -
Other local tax revenue . . . . . . .. - - 280,174 280,174 -
Excisetax expense . . . ... .. .. - - (280,174) (280,174) -
Total nonoperating revenues
(xpenses). . ... .. .. ... 6,860 6,488 (160,509) (147,161) 10,914
Income (loss) before contributions and
operatingtransfers. . . . ... ... (207,022) 115,895 638,501 547,374 83,587
Capital contributions. . . . ... .. 514,420 169,128 - 683,548 -
Operatingtransferin. . . ... ... - - 510,000 510,000 -
Changeinnetassets. . . .. ... .. 307,398 285,023 1,148,501 1,740,922 83,587
Net assets at beginning
of year (restated) . . . . ... ... 4,607,966 8,175,198 11,023,862 23,807,026 104,539
Net assetsatend of year . . . . . . . $4,915,364 $8,460,221 $12,172,363 $25,547,948 $188,126

SEE ACCOMPANYING NOTES TO THE BASIC FINANCIAL STATEMENTS.
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CITY OF SHELBY, OHIO

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

Business-Type Activities - Enterprise Funds Governmental
Activities -
Internal Service
Sewer Water Electric Total Fund
Cash flows from oper ating activities:
Cashreceived fromcustomers. . . . . ... .. ... $601,093 $1,361,274 $8,468,749 $10,431,116 $608,746
Cash received from other operations . . . . . . . .. 6,480 15,896 663,361 685,737 537
Cash payments for personal services . . . . . . . .. (273,543) (519,232) (1,699,193) (2,491,968) -
Cash payments for contract services. . . . . . . . .. (83,126) (155,672) (612,181) (850,979) -
Cash payments for materials and supplies. . . . . . . (31,507) (122,985) (4,906,480) (5,060,972) -
Cash paymentsfor utilities . . . . ... ....... (69,976) (73,822 (143,073) (286,871) -
Cash paymentsforclams. . . ... ......... - - - - (530,198)
Cash paymentsfor other expenses. . . . . . . .. .. (84,494) (107,281) (850,022) (1,041,797) -
Net cash provided by operating activities . . . . . . 64,927 398,178 921,161 1,384,266 79,085
Cash flows from noncapital financing
activities:
Transfersin fromother funds. . . . . .. ... ... - - 510,000 510,000 -
Cash received from other local taxes . . . . . . . .. - - 280,174 280,174 -
Cash paymentsfor excisetaxes. . . . .. ... ... - - (280,174) (280,174) -
Cash used for nonoperating expenses. . . . . . . .. (4,793) (5,734) (70,925) (81,452) -
Net cash provided by (used in) noncapital
financing activities . . . . . ... ... ... ... (4,793) (5,734) 439,075 428,548 -
Cash flows from capital and related financing
activities:
Contributions of capital assets. . . . . .. ... ... 514,420 169,128 - 683,548 -
Acquisition of capital assets. . . . . ... ...... (543,860) (253,855) (2,389,620) (3,187,335) -
Proceedsfromthesaleof notes. . . . . . ... ... - - 4,750,000 4,750,000 -
Principal retirement . . . . . ... ... - - (3,600,000) (3,600,000) -
Interest and fiscal charges. . . . . . ... ... ... - - (218,249) (218,249) -
Net cash used in capital and related
financing activities . . . . . ... ... ...... (29,440) (84,727) (1,457,869) (1,572,036) -
Cash flows from investing activities:
Interestreceived . . . . . .. .. ... L. 11,653 12,222 123,278 147,153 10,914
Investmentinjointventure . . . . .. ... ... .. - - (1,039,158) (1,039,158)
Net cash provided by (used in) investing activities. . 11,653 12,222 (915,880) (892,005) 10,914
Net increase (decrease) in cash and cash
equivalents. . . . ... 42,347 319,939 (1,013,513) (651,227) 89,999
Cash and cash equivalents at beginning of year . . . 446,308 503,793 3,590,325 4,540,426 208,896
Cash and cash equivalentsatend of year. . . . . . . $488,655 $823,732 $2,576,812 $3,889,199 $298,895
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CITY OF SHELBY, OHIO

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

Business-Type Activities - Enter prise Funds Governmental
Activities -
Internal Service
Sewer Water Electric Total Fund
Reconciliation of operating income (loss)
to net cash provided by operating activities:
Operatingincome(loss) . . . . . .. .......... ($213,882) $109,407 $799,010 $694,535 $72,673
Adjustments:
Depreciation. . . . . .. ... .. ... ... 250,064 300,633 750,807 1,301,504 -
Changes in assets and liabilities:
(Increase) decrease in materials and suppliesinventory. 6,501 (20,194) (115,224) (128,917) -
Increasein accountsreceivable. . . . . .. ... ... (4,380) (9,386) (41,821) (55,587) -
Decreaseinprepayments. . . . . . ... .. ... .. 1,014 110 22,268 23,392 -
Increase (decrease) in accountspayable . . . . . . .. (3,703) 7,596 (427,203) (423,310) -
Increasein contractspayable. . . . . ... ... ... 14,152 - - 14,152 -
Increase (decrease) in accrued wages and benefits. . . 3,041 580 (20,627) (17,006) -
Decrease in dueto other governments . . . . . . . .. (853) (2,971) (13,819) (17,643) -
Increase (decrease) in compensated absences payable . 12,973 12,403 (32,230) (6,854) -
Increaseinclamspayable . . . . . . ... ... ... - - - - 6,412
Net cash provided by operating activities . . . . . . .. $64,927 $398,178 $921,161 $1,384,266 $79,085

SEE ACCOMPANYING NOTES TO THE BASIC FINANCIAL STATEMENTS.
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CITY OF SHELBY, OHIO

STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUND
DECEMBER 31, 2001

Agency

Assets:
Equity in pooled cash

andcashequivalents. . . . . ... ...... $127,823
Cashin segregated accounts . . . . . . .. .. 10,913
Totalassets . . . . .. ............. $138,736
Liabilities:
Dueto other governments. . . . . .. .. ... $10,913
Restricted/refundable deposits. . . . . . . . .. 127,823
Totd liabilities. . . . ... ... ... ..... $138,736

SEE ACCOMPANYING NOTES TO THE BASIC FINANCIAL STATEMENTS.
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

NOTE 1- DESCRIPTION OF THE CITY

The City of Shelby (the“City”) isahomerule municipal corporation incorporated as a City in 1922 under the
laws of the State of Ohio. The City operates under its own charter and is governed by a mayor-council form
of government, which was adopted on January 1, 1923.

The Mayor, elected by the votersfor afour-year term, isthe head of the municipal government for ceremonial,
administrative, and executive purposes. Aschief conservator of the peace, the mayor overseesthe enforcement
of al lawsand ordinances. Themayor also executesall contracts, conveyances, and evidences of indebtedness
of the City.

Legidlativeauthority isvestedin afivemember council with four membersel ected fromwards and the president
of Council elected at large. Membersof Council are elected to two year terms. Council enacts ordinances and
resolutions relating to tax levies, appropriates and borrows money, and accepts bidsfor materials and services
and other municipal purposes.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The basic financial statements of the City have been prepared in conformity with accounting principles
generally accepted in the United States of America (GAAP) as applied to local governmental units. The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for establishing
governmental accounting and financial principles. TheCity alsoappliesFinancial Accounting StandardsBoard
(FASB) Statements and Interpretations issued on or before November 30, 1989, to its governmental and
business-type activities and to its proprietary funds 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

For financial reporting purposes, the City’ sbhasic financial statementsinclude all funds, agencies, boards,
commissions, and departments for which the City isfinancially accountable. Financial accountability, as
defined by the GASB, existsif the City appoints a voting majority of an organization’s governing board
and is either able to impose its will on that organization or there is a potential for the organization to
provide specific financial benefits to, or impose specific burdens on, the City. The City may also be
financially accountable for governmental organizations with a separately elected governing board, a
governing board appointed by another government, or ajointly appointed board that isfiscally dependent
ontheCity. TheCity alsotook into consideration other organi zationsfor which the natureand significance
of their relationship with the City are such that exclusion would cause the City’ sbasic financial statements
to be misleading or incomplete. Based upon the foregoing criteria, the City has no component units, but
isamember of one insurance purchasing pool which is described in Note 14.

The primary government of the City consists of all funds, agencies, departments and offices that are not
legally separate from the City. The primary government includes the City departments and agencies that
provide the following services: police protection, fire fighting and prevention, street maintenance and
repairs, building inspection, parks and recreation, wastewater, water and electric.

The following organization is described due to its relationship with the City:

24



CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

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

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 Venture 2
(OMEGA JVv 2) for the purpose of providing electric power and energy to its participants on a cooperative
basis. OMEGA JV2isorganized, existing and authorized by Article XV111, Section 3 and 4 of the Ohio
Congtitution in themanner contemplated by Section 715.02 of the Ohio Revised Code and other applicable
provisions of Ohio law. OMEGA JV2 wasformed on November 21, 2000, and its existence wasratified
on December 7, 2000.

OMEGA JV2isal138.650 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 wastransferred to the 36 municipal electric systemsfrom American Municipal Power-
Ohio, Incorporated (AMP-Ohio), anon-profit trade association and whol esal e power supplier for most of
Ohio’s 85 municipal electric systems. Each member has a contract which provides for AMP-Ohio to
purchase the right to each participant’ s share of power and energy that is made avail able through the joint
venture contract. |naccordancewith thejoint venture agreement, the City remitted $38,800 in annual fees
to the joint venture for 2001.

Thefollowingisasummary of audited financial information of OMEGA JV 2 for the year ended December
31, 2001:

OMEGA V2
Total Assets $55,534,206
Total 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 isan owner participant in the joint venture, meaning it owns an undivided ownership interest in
OMEGA JV2. The City’s undivided ownership of OMEGA JV2 is 1.89 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 $1,039,158 in equity interest for thisjoint venture on the Statement of Net Assets at December
31, 2001. Separatefinancial statement for the joint venture is available through either the City or AMP-
Ohio.
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

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

The following tables show the major participants and percentage of ownership for OMEGA JV 2 project:

OMEGA V2
Percentage
Participants of Ownership
Hamilton 23.87
Bowling Green 14.32
Niles 11.49
Cuyahoga Falls 7.46
Wadsworth 5.81
Dover 5.22
Painesville 5.22
Galion 429
Amherst 3.73
St. Marys 2.98
Montpelier 2.98
Shelby 1.89
Other 10.74
Total 100.00

B. Basisof Presentation - Fund Accounting

The City'sbasic financial statements consist of government-wide statements, including a statement of net
assets and a statement of activities, and fund financia statements which provide a more detailed level of
financial information.

Government-wide Financial Statements - The statement of net assets and the statement of activities
display information about the City as a whole. These statements include the financial activities of the
primary government, except for fiduciary funds. The activity of theinternal servicefund iseliminated to
avoid “doubling up” revenues and expenses. The statements distinguish between those activities of the
City that are governmental and those that are considered business-type activities.

Thestatement of net assets presentsthefinancial condition of thegovernmental and business-typeactivities
of the City at year-end. The statement of activities presents a comparison between direct expenses and
program revenues for each program or function of the City’ sgovernmental activitiesand for the business-
typeactivitiesof the City. Direct expensesarethosethat are specifically associated with aservice, program
or department and therefore clearly identifiableto aparticular function. Program revenuesinclude charges
paid by the recipient of the goods or services offered by the program, grants and contributions that are
restricted to meeting the operational or capital requirements of aparticular program and interest earned on
grants that is required to be used to support a particular program. Revenues which are not classified as
program revenues are presented as genera revenues of the City, with certain limited exceptions. The
comparison of direct expenseswith program revenuesidentifiesthe extent to which each business segment
or governmental function is self-financing or draws from the general revenues of the City.
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

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

Fund Financial Statements - During the year, the City segregates transactions related to certain City
functions or activities in separate funds in order to aid financial management and to demonstrate legal
compliance. Fund financial statements are designed to present financial information of the City at this
more detailed level. Thefocusof governmental and enterprisefund financia statementsison major funds.
Each major fund is presented in a separate column. Nonmajor funds are aggregated and presented in a
singlecolumn. Theinternal servicefundis presented in asingle column ontheface of the proprietary fund
statements. Fiduciary funds are reported by type.

C. Fund Accounting

The City uses funds to maintain its financial records during the year. A fund is defined as a fiscal and
accounting entity with aself balancing set of accounts. There are three categories of funds: governmental,
proprietary and fiduciary.

Governmental Funds - Governmental funds are those through which most governmental functions
typically are financed. Governmental fund reporting focuses on the sources, uses and bal ances of current
financial resources. Expendable assets are assigned to the various governmental funds according to the
purposes for which they may or must be used. Current liabilities are assigned to the fund from which they
will be paid. The difference between governmental fund assetsand liabilitiesisreported asfund balance.
The following is the City's major governmental fund:

General Fund - The general fund accounts for all financial resources except those required to be
accounted for in another fund.

Other governmental funds of the City are used to account for (&) the accumulation of resources for, and
payment of, general long-term debt principal, interest and related costs; (b) financial resourcesto be used
for the acquisition, construction, or improvement of capital facilities other than those financed by
proprietary funds; and (c) for grants and other resources whose use is restricted to a particular purpose.

Proprietary Funds - Proprietary fund reporting focuses on changes in net assets, financial position and
cash flows. Proprietary funds are classified as either enterprise or internal service.

Enterprise Funds - Enterprise funds may be used to account for any activity for which afeeischarged to
external users for goods or services. The following are the City’s major enterprise funds:

Sewer Fund - This fund accounts for the provision of sanitary sewer service to the residents and
commercial users located within the City.

Water Fund - Thisfund accountsfor the provision of water treatment and distributionto itsresidential
and commercial users located within the City.

Electric Fund - Thisfund accounts for the operations providing electric servicesto the residents and
commercial users located with the City.
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

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

Internal Service Fund - Internal service funds 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. The
City’sinternal service fund reports on a self-insurance program for employee medical benefits.

Fiduciary Funds- Fiduciary fund reporting focuses on net assets and changesin net assets. Thefiduciary
fund category is split into four classifications: pension trust funds, investment trust funds, private-purpose
trust funds and agency funds. Trust funds are used to account for assets held by the City under a trust
agreement for individuals, private organizations, or other governments and are therefore not available to
support the City’ sown programs. Agency fundsare custodial in nature (assets equal liabilities) and do not
involve measurement of results of operations. The City’s only fiduciary funds are agency funds.

D. Measurement Focus and Basis of Accounting

Government-wide Financial Statements - The government-wide financial statements are prepared using
the economic resources measurement focus. All assets and all liabilities associated with the operation of
the City are included on the Statement of Net Assets.

Fund Financial Statements- All governmental funds are accounted for using a flow of current financial
resources measurement focus. With this measurement focus, only current assets and current liabilities
generally are included on the balance sheet. The statement of revenues, expenditures and changesin fund
balancesreportson the sources (i.e., revenuesand other financing sources) and uses(i.e., expendituresand
other financing uses) of current financial resources. This approach differs from the manner in which the
governmental activities of the government-wide financial statements are prepared. Governmenta fund
financial statements therefore include a reconciliation with brief explanations to better identify the
relationship between the government-wide statements and the statements for governmental funds.

Like the government-wide statements, all proprietary funds are accounted for on a flow of economic
resources measurement focus. All assetsand all liabilities associated with the operation of these fundsare
included on the statement of net assets. The statement of changes in fund net assets presents increases
(i.e., revenues) and decreases (i.e., expenses) in total net assets. The statement of cash flows provides
information about how the City finances and meets the cash flow needs of its proprietary activities.

E. Basisof Accounting

Basisof accounting determineswhen transactionsarerecorded in thefinancial records and reported onthe
financial statements. Government-wide financial statements are prepared using the accrua basis of
accounting. Governmental funds use the modified accrual basis of accounting. Proprietary and fiduciary
funds also use the accrual basis of accounting. Differencesin the accrual and modified accrual basis of
accounting arise in the recognition of revenue, the recording of deferred revenue and in the presentation
of expenses versus expenditures.
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL 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, is recorded on the accrua basis when the
exchange takes place. On a modified accrua basis, revenue is recorded in the fiscal year in which the
resources 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
liabilitiesof the current fiscal year. For the City, available means expected to be received within sixty days
of year-end.

Nonexchange transactions, in which the City receives value without directly giving equal valuein return,
includeincometaxes, property taxes, grants, entitlementsand donations. Onanaccrual basis, revenuefrom
income taxes is recognized in the period in which the income is earned (See Note 7). Revenue from
property taxesisrecognized in the year for which thetaxes are levied (See Note 6). Revenuefrom grants,
entitlements and donations is recognized in the year in which all eligibility requirements have been
satisfied. Eligibility requirementsinclude timing requirements, which specify the year when the resources
are required to be used or the year when use isfirst permitted, matching requirements, in which the City
must provide local resources to be used for a specified purpose, and expenditure requirements, in which
the resources are provided to the City on areimbursement basis. On a modified accrual basis, revenue
from nonexchange transactions must also be available before it can be recognized.

Under the modified accrual basis, the following revenue sources are considered to be both measurable and
available at year-end: income tax, state-levied localy shared taxes (including gasoline tax, local
government funds and permissive tax), fines and forfeitures, interest, grants, fees and rentals.

Deferred Revenue- Deferred revenueari seswhen assets arerecogni zed beforerevenuerecognition criteria
have been satisfied.

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 revenue. Special assessments not
received withintheavailableperiod and grantsand entitlementsreceived before the eligibility requirements
are met are also recorded as deferred revenue.

On governmental fund financial statements, receivables that will not be collected within the available
period have also been reported as deferred revenue.

Expenses/Expenditures - Onthe accrual basisof accounting, expenses are recognized at thetimethey are
incurred.

The measurement focus of governmental fund accounting is on decreases in net financial resources
(expenditures) rather than expenses. Expenditures are generally recognized in the accounting period in
which the related fund liability isincurred, if measurable. Allocations of cost, such as depreciation and
amortization, are not recognized in governmental funds.
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
F. Budgetary Data

The budgetary process is prescribed by provisions of the Ohio Revised Code and entails the preparation
of budgetary documentswithin an established timetable. Themajor documentsprepared arethetax budget,
the certificate of estimated resources and the appropriations resolution, all of which are prepared on the
budgetary basisof accounting. The certificate of estimated resourcesand the appropriationsordinance are
subject to amendment throughout the year with the legal restriction that appropriations cannot exceed
estimated resources, as certified. The legal level of budgetary control is at the fund level. Budgetary
modifications may only be made by resolution of the City Council at the legal level of control.

Tax Budget - During the first Council meeting in July, the Mayor presents the following fiscal year's
annual operating budget to City Council for consideration and passage. The adopted budget is submitted
to the County Auditor, as Secretary of the County Budget Commission, by July 20 of each year, for the
period January 1 to December 31 of the following year.

Estimated Resources - The County Budget Commission determinesif the budget substantiates a need to
levy all or part of previously authorized taxes and reviews estimated revenue. The Commission certifies
itsactionsto the City by September 1. Aspart of thiscertification, the City receivesthe official certificate
of estimated resources, which states the projected revenue of each fund. Prior to December 31, the City
must revise its budget so that the total contemplated expenditures from any fund during the ensuing fiscal
year will not exceed the amount available as stated in the certificate of estimated resources. The revised
budget then serves as the basis for the annual appropriations measure. On or about January 1, the
certificate of estimated resourcesis amended to include encumbered cash balances at December 31 of the
precedingyear. Thecertificate may befurther amended during theyear if the Finance Director determines,
and the Budget Commission agrees, that an estimates need to be either increased or decreased. The
amounts reported on the budgetary statement reflect the amounts in the final amended official certificate
of estimated resources issued during 2001.

Appropriations- A temporary appropriation ordinance to control expenditures may be passed on or about
January 1 of each year for the period January 1 to March 31. Anannual appropriation ordinance must be
passed by April 1 of each year for the period January 1 to December 31. Theappropriation ordinancefixes
spending authority at thefund level. The appropriation ordinance may be amended during the year as new
information becomes available, provided that total fund appropriations do not exceed current estimated
resources, as certified. The appropriations for a fund may only be modified during the year by an
ordinance of Council. The amounts on the budgetary statement reflect the final appropriation amounts,
including all amendments and modifications legally enacted by Council.

Lapsing of Appropriations - At the close of each year, the unencumbered balance of each appropriation

revertsto therespectivefund fromwhich it was appropriated and becomes subject to future appropriations.
Encumbrancesare carried forward and arenot reappropriated aspart of the subsequent year appropriations.
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NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
G. Health Care

The Comprehensive Omnibus Budget Reconciliation Act (COBRA) of 1986 required the City to offer and
provideterminated or retired empl oyeescontinued participation inthe City'semployee health care benefits
program, provided that the employeespay therate established by the plan administrator. The City incurred
no expenditures or revenues in providing these services. The participating former employees make
premium payments directly to the City’ sInsurance Provider and the Provider isresponsiblefor all claims.

H. Cash and Cash Equivalents

To improve cash management, cash received by the City is pooled. Monies for al funds, including
proprietary funds, are maintained in thispool. Individual fund integrity is maintained through the City’s
records. Each fund'sinterest in the pool is presented as “Equity in Pooled Cash and Cash Equivalents’
on the basic financia statements.

Duringfiscal year 2001, investmentswerelimited to repurchase agreementsand nonnegotiabl e certificates
of deposit. Nonparticipating investment contracts, such as repurchase agreements and nonnegotiable
certificates of deposit, are reported at cost.

Following Ohio statutes, the Council has, by resolution, specified the funds to receive an allocation of
interest earnings. During fiscal 2001, interest revenue credited to the general fund amounted to $139,165
which includes $112,666 assigned from other City funds.

The City has segregated bank accountsfor moniesheld separate fromthe City’ scentral bank account. This
interest bearing depository account is presented on the basic financial statements as “Cash in Segregated
Accounts’ since it is hot required to be deposited into the City treasury.

For purposes of the statement of cash flows and for presentation on the statement of net assets/balance
sheet, investments with an original maturity of three months or less and investments of the cash
management pool are considered to be cash equivalents.

An analysis of the Treasurer's investment account at year-end is provided in Note 4.
. Inventoriesof Materialsand Supplies

On government-wide financial statements, inventories are presented at the lower of cost or market on a
first-in, first-out basis and are expensed when used.

On fund financial statements, inventories of governmental funds are stated at cost while inventories of
proprietary funds are stated at the lower of cost or market. For all funds, cost is determined on afirst-in,
first-out basis. Inventory in governmental fundsconsistsof expendable suppliesheld for consumption. The
cost of inventory items is recorded as an expenditure in the governmental fund types when purchased.
Inventories of the proprietary funds are expensed when used.
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NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

J.

Capital Assets

General capital assetsarethose assetsnot specifically related to activitiesreported in the proprietary funds.
These assets generally result from expenditures in the governmental funds. These assets are reported in
the governmental activities column of the government-wide statement of net assets but are not reported in
the fund financial statements. Capital assets utilized by the proprietary funds are reported both in the
business-type activities column of the government-wide statement of net assetsand intherespectivefunds.

All capital assets are capitalized at cost (or estimated historical cost) and updated for additions and
retirements during the year. Donated fixed assets are recorded at their fair market values as of the date
received. The City maintains a capitalization threshold of $1,000. The City’s infrastructure consists of
bridges, culverts, curbs, sidewalks, storm sewers, streets, irrigation systems, electric distribution systems,
and water and sewer lines. Improvementsare capitalized; the costs of normal maintenance and repairsthat
do not add to the value of the asset or materially extend an asset’ slife are not. Interest incurred during the
construction of capital assetsis also capitalized.

All reported capital assetsare depreciated except for land and construction in progress. |mprovementsare
depreciated over theremaining useful livesof therelated capital assets. Useful livesfor infrastructurewere
estimated based onthe City’ shistorical records of necessary improvementsand replacement. Depreciation
is computed using the straight-line method over the following useful lives:

Governmental Business-Type
Activities Activities
Description Estimated Lives Estimated Lives
Land Improvements 20 years 20 years
Buildings 30 - 50 years 30 - 50 years
Furniture, Fixtures and Equipment 5- 30 years 5- 30 years
Vehicles 6 - 8 years 6 - 8 years
Infrastructure 10 - 65 years 10 - 65 years

Compensated Absences

Compensated absences of the City consist of vacation leave and sick leave to the extent that payment to
the employee for these absences are attributabl e to services already rendered and are not contingent on a
specific event that is outside the control of the City and the employee.

In conformity with GASB Statement No. 16, “ Accounting for Compensated Absences”’, vacation benefits
are accrued as a liability as the benefits are earned if the employees' rights to receive compensation are
attributableto servicesalready rendered and it is probabl e that the City will compensate the employeesfor
the benefitsthrough paid time off or some other means. Sick leave benefitsare accrued asaliability using
the vesting method. The liability is based on the sick leave accumulated at December 31 by those
employees who are currently eligible to receive termination payments and by those empl oyees for whom
it is probable they will become eligible to receive termination benefits in the future.
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NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

Thetotal liability for vacation and sick leave payments has been cal culated using pay ratesin effect at the
balance sheet date, and reduced to the maximum payment allowed by labor contract and/or statute, plus
applicable additional salary related payments. City employees are granted vacation and sick leave in
varyingamounts. Intheevent of termination, an employeeisreimbursed for accumul ated vacation and sick
leave at variousrates.

The entire compensated absence liability is reported on the government-wide financia statements.

For governmental funds, the current portion of unpaid compensated absencesistheamount thatisnormally
expected to be paid using expendable available financial resources. These amounts are recorded in the
account "compensated absences payable" in the fund from which the empl oyees who have accumulated
leaveare paid. Thenoncurrent portion of theliability isnot reported in the governmental funds, however,
they are reported in the government-wide financial statements. In proprietary funds, the entire amount of
compensated absences is reported as afund liability.

L. Prepayments

Payments made to vendors for services that will benefit beyond December 31, 2001, are recorded as
prepaid items using the consumption method by recording a current asset for the prepaid amount and
reflecting the expenditures/expense in the year in which it was consumed.

M. Accrued Liabilitiesand Long-Term Obligations

All payables, accrued liabilities and long-term obligations are reported in the government-wide financial
statements, and all payables, accrued liabilities and long-term obligati ons payable from proprietary funds
are reported on the proprietary fund financial statements.

In general, governmental fund payables and accrued liabilities that, once incurred, are paid in a timely
manner and in full from current financial resources, are reported as obligations of the funds. However,
claims and judgments, compensated absences, and contractually required pension contributions that will
be paid from governmental funds are reported as a liability in the fund financial statements only to the
extent that they are due for payment during the current year. Bonds, capital leasesand long-termloansare
recognized as aliability on the fund financia statements when due.

N. Interfund Balances

On fund financial statements, receivables and payables resulting from short-term interfund loans are
classified as“interfund receivables/payables.” Onfund financial statements, long-terminterfund loansare
classified as* advances to/from other funds’ on the balance sheet and are equally offset by afund balance
reserve account whichindicatesthat they do not constitute avail able expendableresources. Theseamounts
are eliminated in the governmental and business-type activities columns of the statement of net assets,
except for any net residual amounts due between governmental and business-type activities, which are
presented as internal balances. The City had no short-term or long-term interfund balances at year-end.
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NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

0.

Interfund Activity

Transfers between governmental and business-type activities on the government-wide statementsare
reported in the same manner as general revenues.

Exchange transactions between funds are reported as revenues in the seller funds and as
expenditures/expenses in the purchaser funds. Flows of cash or goods from one fund to another without
arequirement for repayment are reported asinterfund transfers. Interfund transfers are reported as other
financing sources/uses in governmental funds and after nonoperating revenues/expenses in proprietary
funds. Repayments from funds responsiblefor particular expenditures/expensesto the fundsthat initially
paid for them are not presented on the basic financial statements.

Fund Balance Reserves

Reserved fund balancesindicatethat portion of fund equity whichisnot availablefor current appropriation
or use. The unreserved portions of fund equity reflected in the governmental funds are available for use
within the specific purposes of the funds.

The City reports amounts representing encumbrances outstanding, amount available for debt service,
prepayments, materials and suppliesinventory, and principal endowment as reservations of fund balance
in the governmental fund financial statements.

Estimates

The preparation of the basic financial statementsin conformity with GAAP requires management to make
estimates and assumptions that affect the amounts reported in the basic financial statements and
accompanying notes. Actual results may differ from those estimates.

Contributed Capital

Contributions of capital in proprietary fund financial statements arise from outside contributions of fixed
assets, tap-in fees to the extent they exceed the cost of the connection to the system, or from grants or
outside contributions of resources restricted to capital acquisition and construction. Capital contributions
are reported as revenue in the proprietary fund financial statements.

Net Assets

Net assets represent the difference between assets and liabilities. Net assetsinvested in capital assets, net
of related debt consists of capital assets, net of accumulated depreciation, reduced by the outstanding
balancesof any borrowing used for theacquisition, construction or improvement of those assets. Net assets
are reported as restricted when there are limitations imposed on their use either through the enabling
legislation adopted by the City or through external restrictions imposed by creditors, grantors or laws or
regulations of other governments.

The City applies restricted resources when an expense is incurred for purposes for which both restricted
and unrestricted net assets are available.



CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)
T. Operating Revenues and Expenses

Operating revenues are those revenues that are generated directly from the primary activity of the
proprietary funds. For the City, these revenues are charges for services for water, sewer and electric
programs. Operating expenses are necessary costs incurred to provide the good or service that is the
primary activity of the fund.

U. Extraordinary and Special Items

Extraordinary itemsaretransactionsor eventsthat are both unusual in nature and infrequent in occurrence.
Specia items are transactions or events that are within the control of the City Administration and that are
either unusual in nature or infrequent in occurrence. Neither type of transaction occurred during 2001.

NOTE 3- ACCOUNTABILITY AND COMPLIANCE
Changesin Accounting Principles and Restatement of Fund Balance

For fiscal year 2001, the City hasimplemented GASB Statement No. 33, “ Accounting and Financial Reporting
for Nonexchange Transactions’; GASB Statement No. 34, “Basic Financial Statements - and Management’s
Discussion and Analysis - for State and L ocal Governments’; GASB Statement No. 36, “ Recipient Reporting
for Certain Shared Nonexhange Revenues’; GASB Statement No. 37, “Basic Financial Statementsfor Stateand
L ocal Governments. Omnibus’; GASB Statement No. 38, “ Certain Financial Statement Note Disclosures’; and
GASB Interpretation No. 6, “Recognition and Measurement of Certain Liabilities and Expenditures in
Governmental Fund Financial Statements’. At December 31, 2000, there was no effect on fund balance asa
result of implementing GASB Statements 37 and 38.

GASB 34 creates new basic financial statements for reporting on the City’ sfinancial activities. The financial
statements now include government-wide financial statements prepared on an accrual basis of accounting and
fund financial statements which present information for individual major funds rather than by fund type.
Nonmajor funds are presented in total in one column.

The government-wide financial statements split the City’ s programs between business-type and governmental
activities. Except for the restatement explained below, the beginning net asset amount for the business-type
activities equals fund equity of the enterprise funds from last year. The beginning net asset amount for
governmental programs reflects the change in fund balance for governmental funds at December 31, 2000,
caused by the elimination of the internal service fund and the conversion to the accrual basis of accounting.

Governmental Activities- Fund Reclassification and Restatement of Fund Balance- Certainfundshavebeen
reclassified to properly reflect their intended purpose in accordance with the standards of GASB No. 34.
Certain funds previously reported as non-expendable trust funds are now reported as special revenue funds.
It was al so determined that GASB Interpretation No. 6 and GASB No. 33 and 36 had an effect on fund balances
aspreviously reported at December 31, 2000. The City hasalso reported aprior period adjustment to properly
record income tax refunds payable at December 31, 2000.
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NOTE 3- ACCOUNTABILITY AND COMPLIANCE - (Continued)

Thefund reclassifications, the prior period adjustment, and the implementation of GASB Interpretation No. 6
and GASB No. 33 and 36 had the following effect on the City’s governmental fund balances as previously
reported follows:

Nonmajor
General Funds Totd

Fund Balance

December 31, 2000 $1,095,669 $5,671,027 $6,766,696
Fund reclassifications - 23,537 23,537
Adjustment to properly record

income tax refunds payable - (111,951) (111,951)
GASB Interpretation

No. 6 Adjustments 6,374 2,515 8,889
GASB No. 33 and No. 36

Adjustments 83,608 46,601 130,209
Restated Fund Balance,

December 31, 2000 $1,185,651 $5,631,729 $6,817,380

The transition from governmental fund balance to net assets of the governmental activitiesis also presented.

Restated Fund Balance,

December 31, 2000 $ 6,817,380
GASB 34 Adjustments:
Capital Assets 13,248,892
Internal Service Fund 104,539
Long-Term Liabilities (1,074,483)
Accrued Interest (1,529)
Long-Term (Deferred Assets) 1,265,018

Governmental Activities Net
Assets, December 31, 2000 $20,359,817

Business-Type Activities - Restatement of Fund Balance - The capital assets of the business-type activities
have been restated at December 31, 2000, to properly state the capital assets due to errors and omissions
reported in prior years.
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NOTE 3- ACCOUNTABILITY AND COMPLIANCE - (Continued)

The adjustment in capital assets had the following effect on fund equity of the business-type activities as

previously reported:

Sewer Water Electric Total
Fund equity as previously reported $4,365,074  $7,736,897 $ 8,649,723  $20,751,694
Adjustment for capital assets 242,892 438,301 _ 2,374,139 3,055,332

Restated net assets as of January 1, 2001 $4,607,966  $8,175,198 $11,023.862  $23,807,026

NOTE 4- EQUITY IN POOLED CASH AND CASH EQUIVALENTS

Monies held by the City are classified by State statute into three categories:

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

Inactive deposits are public deposits that Council hasidentified as not required for use within the current two
year period of designation of depositories. Inactive deposits must 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 in interim monies. Interim monies are those monies which are not needed for
immediate use but which will be needed before the end of the current period of designation of depositories.

Interim monies may be deposited or invested in the following:

1.

United States Treasury Notes, Bills, Bonds, or any other obligation or security issued by the United States
Treasury or any other obligation guaranteed as to principal or interest by the United States;

Bonds, notes, debentures, or any other obligations or securitiesissued 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 L oan 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;

Written repurchase agreementsin the securitieslisted above provided that the market val ue of the securities
subject to the repurchase agreement must exceed the principal value of the agreement by at least two
percent and be marked to market daily, and that 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 aobligations, provided that investmentsin securities described
in this division are made only through eligible institutions;
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NOTE 4- EQUITY IN POOLED CASH AND CASH EQUIVALENTS - (Continued)
6. The State Treasurer’sinvestment pool (STAR Ohio);

7. High grade commercial paper for aperiod not to exceed 180 daysin an amount not to exceed twenty-five
percent of the City’ s interim monies available for investment; and

8. Bankers acceptances for a period 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. Bonds of the State of Ohio;

2. Bondsof any municipal corporation, village, county, township, or other political subdivision of this State,
as to which there is no default of principal, interest or coupons;

3. Obligations of the City.

Protection of the City’ sdepositsisprovided by the Federal Deposit Insurance Corporation (FDIC), by eligible
securities pledged by the financial institution as security for repayment, by surety company bonds deposited
with the treasurer by the financial ingtitution, or by a single collateral pool established by the financial
institution to secure the repayment of all public moneys deposited with the institution.

Investments in stripped principal or interest obligations, reverse repurchase agreements, and derivatives are
prohibited. Theissuance of taxable notesfor the purpose of arbitrage, the use of leverage, and short selling are
also prohibited. An investment must mature within five 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. 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 acertificate, upon receipt of confirmation of transfer fromthe
custodian.

The following information classifies deposits and investments by categories of risk as defined in GASB
Statement No. 3, “Deposits With Financial | nstitutions, |nvestments (including Repurchase Agreements), and
Reverse Repurchase Agreements’.

Deposits: At year-end, the carrying amount of the City’s deposits, including apayroll clearance account, cash
in segregated accounts and nonnegotiable certificates of deposit, was $1,722,337 and the bank balance was
$1,777,130. Of the bank balance:

1. $372,562 was covered by federal depository insurance; and

2. $1,404,568 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 single
institution collateral pools securing all public funds on deposit with specific depository institutions.
Although all state statutory requirementsfor the deposit of money had been foll owed, non-compliance
with federal requirements could potentially subject the City to a successful claim by the FDIC.
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NOTE 4- EQUITY IN POOLED CASH AND CASH EQUIVALENTS - (Continued)

Investments. The City’s investments are required to be categorized to give an indication of the level of risk
assumed by the City at year-end. Category 1 includesinvestmentsthat are insured or registered or for which
the securities are held by the City or its agent in the City’s name. Category 2 includes uninsured and
unregistered investmentsfor which the securitiesare held by the counterparty’ strust department or agent inthe
City’sname. Category 3 includes uninsured and unregistered investments for which the securities are held by
the counterparty, or by its trust department or agent, but not in the City’s name.

Category Fair
1 2 3 Vaue
Repurchase Agreements $ - $7,743,158 $ - $7,743,158

The classification of cash and cash equivalents on the basic financial statementsis based on criteria set forth
in GASB Statement No. 9, “Reporting Cash Flows of Proprietary and Nonexpendable Trust Funds and
Governmental Entities That Use Proprietary Fund Accounting’.

A reconciliation between the classifications of cash and cash equival entsand investments on the basic financial
statements (per GASB Statement No. 9) and the classifications of deposits and investments presented above
per GASB Statement No. 3isasfollows:

Cash and
Cash Equivalents/

Deposits Investments

GASB Statement No. 9 $ 9,465,495 $ -
Investments of the Cash
Management Pool:
Repurchase Agreements (7,743,158) 7,743,158

GASB Statement No. 3 $1,722,337 $7,743,158

NOTE 5- INTERFUND TRANSACTIONS

Interfund transfers for the year ended December 31, 2001, consisted of the following, as reported on the fund
statements:

Transfersto General fund from:

Nonmajor Governmental Funds $ 2,734
Transfers to Nonmajor Governmental funds from:

Genera fund 483,608
Transfersto Electric fund from:

General fund 10,000

Nonmajor Governmental Funds 500,000

Total Electric fund 510,000
Total $996,342
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All transferswerelegal and in compliance with Ohio Revised Code. The most significant transfer that occurred
during the year was a $500,000 transfer from the nonmajor governmental fundsto the Electric enterprise fund.
This transfer was used to make capital improvementsin the electric operations.

NOTE 6 - PROPERTY TAXES

Property taxesinclude amounts levied against al real, public utility, and tangible personal property located in
the City. Taxes collected from real property (other than public utility) in one calendar year are levied on
January 1inthe preceding calendar year on assessed val ues as of January 1 of that preceding year, thelien date.
Assessed values are established by the City Auditor at 35% of appraised market value. All property isrequired
to be revalued every six years with a triennial update. The last revaluation was completed in 2000. Real
property taxes are payable annually or semi-annually. If paid annually, payment is due January 20; if paid
semi-annually, the first payment is due January 20, with the remainder payable June 20. In certain instances,
State statute permits earlier or later payment dates to be established.

Taxpayers (other than public utilities) become liable for tangible personal property taxes on January 1% of the
current calendar year based on tax rates determined in the preceding year and assessed val ues determined at the
close of the most recent fiscal year of the taxpayer that ended on or before March 31 of the current calendar
year. Tangible personal property used in business (except for public utilities) is currently assessed for ad
valorem taxation purposes at 25% of itstrue value. Amounts paid by multi-City taxpayers are due September
20. SingleCity taxpayersmay pay annually or semi-annually. If paid annually, payment isdue April 30; if paid
semi-annually, thefirst payment isdue April 30 with the remainder payable by September 20. Under Ohio law
personal property taxesdo not attach asalien on the personal property. Public utility real and tangible personal
property taxes collected in one calendar year arelevied on January 1 inthe preceding calendar year on assessed
values determined as of January 1 of the preceding year, the lien date.

The County Treasurer collects property taxes on behalf of all taxing districtsin the County, including the City
of Shelby. The County Auditor periodically remits to the City its portion of the taxes collected with final
settlement in June and December for taxes payable in the first and second halves of the year, respectively.

The full tax rate for all City operations for the year ended December 31, 2001, was $5.60 per $1,000.00 of
assessed value. The assessed values of real and tangible personal property for tax year 2001 are as follows:

Real Property $114,949,050
Public Utility Property 2,294,070
Tangible Personal Property 44,847,055
Total Assessed Valuation $162,090,175

Accrued taxes receivable represent delinquent taxes outstanding and real, tangible personal, and public utility
taxes which were measurable and unpaid as of December 31, 2001. Although total property tax collectionsfor
the next fiscal year are measurable, amounts to be received during the available period are not subject to
reasonable estimation at December 31 and are not intended to finance 2001 operations. Accordingly, the
receivable is offset by a credit to “Deferred Revenue.”
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NOTE 7-LOCAL INCOME TAX

The City leviesamunicipal income tax of one and ahalf percent on all salaries, wages, commissions and other
compensation, and net profits earned within the City aswell asincomes of residents earned outside of the City.
In the latter case, the City allows acredit of 100% of the tax paid to another municipality to amaximum of the
total amount assessed. Employers within the City are required to withhold income tax on employee
compensation and remit the tax to the City either monthly or quarterly. Corporations and other individual
taxpayersarerequired to pay their estimated tax quarterly and fileadeclaration annually. Incometax proceeds
arereceived by the City Income Tax special revenue fund and are transferred to other funds as determined by
the City.

NOTE 8- RECEIVABLES
Receivables at December 31, 2001, consisted of taxes, accounts (billings for user charged services), specia
assessments, and intergovernmental receivables arising from grants, entitlements, and shared revenue. All
intergovernmental receivables have been classified as “Due From Other Governments’ on the basic financial
statements. Receivables have been recorded to the extent that they are both measurable and available at
December 31, 2001, as well asintended to finance fiscal 2001 operations.
A summary of the principal items of receivables reported on the Statement of Net Assets follows:

Governmental Activities:

Income taxes $ 644,209
Real and other taxes 868,023
Accounts 3,482
Specia assessments 284,155
Due from other governments 957,808

Business-Type Activities:
Real and other taxes 43,385
Accounts 1,014,866

Receivables have been disaggregated on the face of the basic financial statements. The only receivable not
expected to be collected within the subsequent year are the special assessments.
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NOTE 9- CAPITAL ASSETS

A. The capital asset balances of the governmental activities and business-type activities have been restated
due to the reporting of infrastructure in governmental activities and due to the reporting of errors and
omissions in the prior year in governmental activities and business-type activities.

Restated

Balance Balance

Governmental Activities: 12/31/00 Adjustments 12/31/00
Land $ 228944 $ (17,540) $ 211,404
Land improvements 439,379 - 439,379
Buildings and improvements 1,074,374 (162,021) 912,353
Furniture, fixtures and equipment 946,623 (68,721) 877,902
Vehicles 1,885,703 (222,014) 1,663,689
Infrastructure - 13,856,119 13,856,119
Total $ 4,575,023 $13,385,823 $ 17,960,846

Restated

Balance Balance

Business-Type Activities: 12/31/00 Adjustments 12/31/00
Land $ 126,260 $ 17,540 $ 143,800
Land improvements 266,429 - 266,429
Buildings and improvements 12,657,916 1,575,927 14,233,843
Furniture, fixtures and equipment 14,911,755 1,762,888 16,674,643
Vehicles 505,252 222,014 727,266
Infrastructure 5,034,130 196,173 5,230,303
Construction in progress 3,888,606 - 3,888,606
Less: Accumulated depreciation (17,897,683) (719,210) (18,616,893)
Total $ 19,492,665 $ 3,055,332 $ 22,547,997
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B. Capital asset activity for the fiscal year ended December 31, 2001, was as follows:

Restated
Balance Balance
12/31/00 Additions Disposals 12/31/01
Governmental Activities:
Capital assets, not being depreciated:
Land $ 211404 $ - $ - $ 211404
Total capital assets, not being
depreciated 211,404 - - 211,404
Capital assets, being depreciated:
Land improvements 439,379 68,811 - 508,190
Buildings and improvements 912,353 65,988 - 978,341
Furniture, fixtures and equipment 877,902 211,623 (24,507) 1,065,018
Vehicles 1,663,689 297,188 (108,968) 1,851,909
Infrastructure 13,856,119 1,837,675 - 15,693,794
Total capital assets, being
depreciated 17,749,442 2,481,285 (133,475) 20,097,252
Less: accumulated depreciation:
Land improvements (236,135) (22,224) - (258,359)
Buildings and improvements (511,524) (11,876) - (523,400)
Furniture, fixtures and equipment (546,560) (130,551) 19,762 (657,349)
Vehicles (883,114) (177,484) 106,306 (954,292)
Infrastructure (2,534,621) (348,199) - (2,882,820)
Total accumulated depreciation (4,711,954) (690,334) 126,068 (5,276,220)
Total capital assets, being
depreciated, net 13,037,488 1,790,951 (7,407) 14,821,032
Governmental activities capital
assets, net $13,248,892  $1,790,951 $ (7407) $15,032,436
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NOTE 9- CAPITAL ASSETS - (Continued)

Business-Type Activities:

Capital assets, not being depreciated:

Land
Construction in progress

Total capital assets, not being
depreciated

Capital assets, being depreciated:
Land improvements
Buildings and improvements
Furniture, fixtures and equipment
Vehicles
Infrastructure

Total capital assets, being
depreciated

Less: accumulated depreciation:
Land improvements
Buildings and improvements
Furniture, fixtures and equipment
Vehicles
Infrastructure

Total accumulated depreciation
Total capital assets, being
depreciated, net

Business-type activities
capital assets, net

Restated
Baance Baance
12/31/00 Additions Deletions 12/31/01
$ 143,800 $ 12,000 $ - $ 155,800
3,888,606 1,807,088 (2,507,648) 3,188,046
4,032,406 1,819,088 (2,507,648) 3,343,846
266,429 433,100 - 699,529
14,233,843 2,507,354 - 16,741,197
16,674,643 325,438 - 17,000,081
727,266 27,140 - 754,406
5,230,303 558,561 - 5,788,864
37,132,484 3,851,593 - 40,984,077
(131,739) (21,481) - (153,220)
(5,292,341) (309,730) - (5,602,071)
(11,651,620) (772,151) - (12,423,771)
(317,711) (28,337) - (346,048)
(1,223.,482) (169,805) - (1,393,287)
(18,616,893)  (1,301,504) - (19,918,397)
18,515,591 2,550,089 - 21,065,680
$22547997 $4,369,177 $(2,507,648) $24,409,526

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

Governmental activities:
General government
Security of persons and property
Public health and welfare
Transportation
Community environment
Leisure time activity

Total Depreciation Expense - Governmental Activities
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NOTE 10- CAPITALIZED LEASES- LESSEE DISCLOSURE

In a prior year the City entered into a capitalized lease for police phone egquipment and copier equipment.
These |ease agreements met the criteria of a capital lease as defined by FASB Statement No. 13, “ Accounting
for Leases’, which defines a capital lease generally as one which transfers benefits and risks of ownership to
the lessee. Capital |ease payments have been reclassified and are reflected as debt service expendituresin the
financial statementsfor the governmental funds. These expenditures are reported as function expenditures on
the budgetary statements.

A. Governmental Lease

Capital fixed assets consisting of police phone equipment have been capitalized in the amount of $8,808.
This amount represents the present value of the minimum lease payments at the time of acquisition. A
corresponding liability is recorded in the government-wide financial statements. Principal paymentsin
fiscal year 2001 totaled $2,705 paid by the general fund.

The following is a schedule of the future long-term minimum lease payments required under the capital
lease and the present value of the minimum lease payments as of December 31, 2001:

Fiscal Year Ending December 31 Amount
2002 $3,312
2003 3,312
Total 6,624
Less: amount representing interest (521)
Present value of net minimum lease payments $6,103

B. Proprietary Lease

Fixed assets consisting of copier equipment have been capitalized in the Electric enterprise fund in the
amount of $4,750. This amount represents the present value of the minimum lease payments at the time
of acquisition. A corresponding liability wasrecorded in the Electric enterprise fund. Principal payments
in fiscal year 2001 totaled $1,596.

The following is a schedule of the future long-term minimum lease payments required under the capital
lease and the present value of the minimum lease payments as of December 31, 2001:

Fiscal Year Ending December 31 Amount

2002 $1,484
Total 1,484
Less: amount representing interest (53)
Present value of net minimum lease payments $1,431
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NOTE 11 - COMPENSATED ABSENCES

Employees earn vacation and sick leave at different rateswhich are affected by length of service. Vacation can
be carried over at different rates depending on the department. Service and office employees may carry over
80 hours while the police may carry over 40 hours for use in the following year. Sick leave accrua is

continuous, without limit.

Upon retirement, an employee can be paid for his/her accumulated hours of sick leave up to 720 hours, except
for eligible fire department employees, who can be paid for his’/her accumulated hours up the 2,160 hours.
Upon retirement, termination, or death of the employee, vacation ispaid for the total time accumulated for the

employee.

NOTE 12 - LONG-TERM OBLIGATIONS

A. The City’s governmental activities long-term compensated absences liability increased $8,889 from
$283,122 to $292,011 due to the implementation of GASB Interpretation No. 6 described in Note 3.A.
The effect on the total governmental activities long-term obligations at January 1, 2001 was an increase
from $1,065,594 to $1,074,483. The City’s long-term obligations at year-end and a schedule of current
year activity is as follows:

Governmental Activities:
Special Assessment Bonds:
Shelby Avenue
Riverview Estates
Fox Run 5

Total Special Assessment
Bonds Payable

OPWC Notes Payable:
Wareham Road
Auburn Street

Total OPWC Notes Payable

Other L ong-Term Obligations:
Capital Lease Obligation
Compensated Absences

Total Other Long-Term Obligations

Total Governmental Activities

Business-Type Activities:
Compensated Absences
Capital Lease Obligation

Total Business-Type

Restated

Balance Balance Amounts

Interest  Outstanding Outstanding Duein
Rate 12/31/00 Additions Reductions 12/31/01 One Year
545% $ 31,100 $ - $ (31,100) $ - $ -
4.50% 385,000 - (120,000) 265,000 130,000
5.60% 40,000 - (20,000) 20,000 20,000
$ 456,100 $ - $(171,100) $285,000 $150,000
00% $ 259,920 $ - $ (16,245) $243,675 $ 16,245
0.0% 57,644 - (9,607) 48,037 9,607
$ 317,564 $ - $ (25,852 $291,712 $ 25,852
$ 8,808 $ - $ (2,705) $ 6,103 $ 2,930
292011 - (5,363) 286,648 55,369
$ 300,819 $ - $ (8,068) $292,751 $ 58,299
$1,074,483 $ - $(205,020) $869,463 $234,151
$ 330,426 $19,538 $ - $349,964 $ 53,483
3,027 - (1,596) 1,431 1,431
$ 333,453 $19,538 $ (1,596) $351,395 $ 54,914
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

NOTE 12 - LONG-TERM OBLIGATIONS - (Continued)

Soecial Assessment Bonds: Special assessment bonds are payabl efromthe proceeds of assessmentslevied
against the specific property ownerswho primarily benefitted fromthe project. Special assessment monies
will be received in the debt service fund and the debt will aso be retired from thisfund. In the event that
property ownersfail to make their special assessment payments, the City isresponsible for providing the
resources to meet the annual principal and interest payments.

OPWC Notes Payable: The City has entered into debt financing arrangements through the Ohio Public
Works Commission (OPWC) to fund construction projects. These notes are retired through the General
Bond Retirement debt service fund. The OPWC notes are interest free.

Compensated Absences: Sick leave and vacation benefits are presented net of actual increases and
decreases because of the practicality of determining these values. Compensated absences reported in the
“compensated absences payable” account will be paid from the fund from which the employee’ s salaries
are paid.

Principal and interest requirementsto retire the long-term obligations outstanding at December 31, 2001,
are asfollows:

Special Assessment Bonds OPWC Notes

Y ear Ended Principal Interest Total Principal Interest Total
2002 $150,000 $13,045 $163,045 $ 25,852 $ - $ 25,852
2003 135,000 6,075 141,075 25,852 - 25,852
2004 - - - 25,852 - 25,852
2005 - - - 25,852 25,852
2006 - - - 25,852 - 25,852

2007 - 2011 - - - 81,226 - 81,226

2012 - 2016 - - - 81,226 - 81,226
Total $285,000 $19,120 $304,120 $291,712 $ - $291,712

NOTE 13- GENERAL OBLIGATION NOTESPAYABLE

A. TheCity had the following general obligation note activity during fiscal year 2001 for Electric enterprise

fund. These notes are reported as a liability in the Electric enterprise fund, the fund that received the
proceeds.

Balance Balance
Issue Maturity  Outstanding Outstanding
Date Date 12/31/00 Additions Reductions 12/31/01
Electric System
Improvements- 4.85%  12/03/00  12/03/01  $3,600,000 $ - $(3,600,0000 $ -
Electric System
Improvements - 2.3% 11/26/01  11/30/02 - 4,750,000 - 4,750,000
Total $3,600,000  $4,750,000 $(3,600,000) $4,750,000
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

NOTE 13- GENERAL OBLIGATION NOTESPAYABLE - (Continued)

B. OnAugust 29, 2001, the City received proceeds of a $50,075 general obligation note to finance various
improvements throughout the City’ s Park. The note will be recorded asafund liability in the Park special
revenue fund, the fund receiving the proceeds.

Balance Balance
Issue Maturity  Outstanding Outstanding
Date Date 12/31/00 Additions Reductions 12/31/01
Park Fund
I mprovements - 6.6% 8/29/00 8/29/01 $100,000 $ - $(100,000) $ -
Park Fund
Improvements- 6.27%  8/29/01 8/29/02 - 50,075 - 50,075
Total $100,000 $50,075 $(100,000) $50,075

NOTE 14 - RISK MANAGEMENT

The City isexposed to variousrisks of lossrelated to torts; theft of, damage to, and destruction of assets; errors
and omissions; injuries to employees; and natural disasters. During 2001, the City was part of the Ohio
Municipal League (OML) Joint Self-Insurance Pool, an insurance purchasing pool. In addition, the City
contracted with other insurance carriersfor varioustypes of coverage. The City hastransferred therisk of loss
to the insurance carriers to the extent of the coverage limits. A summary of the City’ sinsurance coverages at
December 31, 2001, follows:

Company Type of Coverage Deductible
OML Joint Self-Insurance
Pool Property $1,000
General Liability 1,000
Inland Marine 250
Errors and Omission 1,000
Law Enforcement 5,000
Excess Liability 1,000
Shelby Mutual Public Employee
Insurance Company Dishonest Bond 1,000
Finance 5,000
Adams, Albert Curry Automobile 250 Comprehensive

Agency, Inc.

Aten & Mennetti Agency, Inc.

Steam Boiler
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

NOTE 14 - RISK MANAGEMENT - (Continued)

The City has elected to provide a comprehensive medical benefits package through a self-insured program
providing either Feefor Service (FFS) or Preferred Provider Organizations (PPO) programsto the employees
through a self-insured package. The City maintains a self-insured internal service fund to account for the
finances of its uninsured risks of loss in this program. A third party administrator, Benefit Services, Inc.,
located in Akron, Ohio, reviews all claims for the plan which are then paid by the City. The total monthly
premium paid into the internal service fund for the FFS plan is $270.00 for single coverage and $700.00 for
family coverage and for the PPO plan is $256.50 for single coverage and $665.00 for family coverage. The
employee’s share for the FFS plan is $13.50 for single coverage and $35 per month for family coverage

The claimsliability of $110,769 reported in the Hospitalization internal service fund at December 31, 2001,
is based on the requirements of GASB Statement No. 10, “Accounting and Financial Reporting for Risk
Financing and Related Insurance Issues’, asamended by GASB Statement No. 30 “Risk Financing Omnibus’,
which requires that a liability for claims be reported at the estimated ultimate cost of settling the claims if
information prior to theissuance of thefinancial statementsindicatesthat it isprobablethat aliability hasbeen
incurred at the date of thefinancial statementsand theamount of theloss can bereasonably estimated. Changes
in the fund’s claims liability amounts for the years ended December 31, 2001 and 2000 were as follows:

Fiscal Beginning of End

Year Fiscal Year Claims Payments of Year
2001 $104,357 $536,610 $(530,198) $110,769
2000 209,675 408,657 (513,975) 104,357

Settled claims have not exceeded this commercial coverage in any of the past three years. There has been no
significant reduction in the amount of insurance coverage from fiscal year 2000.

NOTE 15- DEFINED BENEFIT PENSION PLANS
A. Public Employees Retirement System

All City full-time employees, other than uniformed employees, participate in the Public Employees
Retirement System of Ohio (PERS), acost sharing multiple-employer public employeeretirement system
created by the State of Ohio. The PERS provides basic retirement and disability benefits, annual cost of
living adjustments, and death benefitsto plan membersand beneficiaries. Authority to establishand amend
benefitsis provided by state statute per Chapter 145 of the Ohio Revised Code. The PERS issuesastand-
alonefinancial 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).
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

NOTE 15 - DEFINED BENEFIT PENSION PLANS - (Continued)

The Ohio Revised Code provides statutory authority for employee and employer contributions. The
employeecontribution ratefor 2001 was 8.5% for employeesother than law enforcement. 1n January 2001,
House Bill 416 divided the PERS law enforcement program into two separate divisions with separate
employee contribution rates and benefits. Thelaw enforcement classification consisted of sheriffs, deputy
sheriffs, and township policewith an employee contributionrate of 10.1%. All other membersof the PERS
law enforcement program were placed in anewly 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 obligationsfor 2001. The employer contribution rate
for law enforcement and public safety divisions was 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 PERS
for the years ended December 31, 2001, 2000, and 1999 were $418,376, $309,915, and $349,490,
respectively; 71.17% has been contributed for 2001 and 100% for 2000 and 1999. $120,633, representing
the unpaid contribution for 2001, is recorded as a liability within the general fund.

B. Ohio Police and Fire Pension Fund

Full-time uniformed empl oyees 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 provides retirement and
disability benefits, annual cost-of-living adjustments, and death benefitsto plan membersand beneficiaries.
Benefit provisions are established by Ohio State L egislature and are codified in Chapter 742 of the Ohio
Revised Code. The OP&F issues apublicly available financial report that includes financial 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 members are required to contribute 10.0 percent of their annual covered salary, while the City is
required to contribute 19.50 percent and 24.0 percent for police officersandfirefighters, respectively. The
City’s contributions for pension obligations to the OP&F for the years ended December 31, 2001, 2000,
and 1999 were $261,160, $254,895, and $232,890, respectively; 69.73 percent has been contributed for
2001 and 100 percent for the years 2000 and 1999. $79,052, representing the unpaid contributions for
2001, isrecorded as aliability within the Police Pension and Fire Improvement special revenue funds.

NOTE 16 - POSTEMPLOYMENT BENEFITSOTHER THAN PENSIONS
A. Public Employees Retirement System

The PERS provides post-retirement health care coverageto age and serviceretirantswith 10 or moreyears
of qualifying Ohio service credit. Health care coverage for disability recipientsis available. The health
care coverage provided by the retirement system is considered an Other Postempl oyment 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 care funding ison
apay-as-you-go basis. The Ohio Revised Code provides statutory authority for employer contributions.
The PERSlaw enforcement program was separated into two divisions, law enforcement and public safety,
with separate employee contribution rates and benefits. The 2001 employer contribution rate for local
government employerswas 13.55% of covered payroll; 4.30% wasthe portion that was used to fund health
carefor theyear. Thelaw enforcement employer rate for 2001 was 16.70% of covered payroll; 4.30% was
the portion used to fund health care for the year.
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

NOTE 16 - POSTEMPLOYMENT BENEFITSOTHER THAN PENSIONS - (Continued)

B.

The Ohio Revised Code providesthe statutory authority requiring public employersto fund postretirement
health care through their contributions to the PERS. The City’s contribution actually made to fund
postemployment benefits was $135,163.

OPEB are financed through employer contributions and investment earnings thereon. The contributions
allocated toretiree health care, along with investment income on all ocated assets and periodi ¢ adjustments
in health care provisions are expected to be sufficient to sustain the program indefinitely.

As of December 31, 2000 (the latest information available), the unaudited estimated net assets available
for future OPEB payments were $11,735.9 million. The actuarially 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
recipients eligible for 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 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
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 service retirement at an earlier age with a different
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.

Ohio Police and Fire Pension Fund

The OP&F provides post-retirement health care coverage to any person who receives or is digible to
receive a monthly benefit check or is a spouse or eligible dependent child of such person. An dligible
dependent child is any child under the age of 18 whether or not the child is attending school or under the
age of 22 if attending school full-time or on a 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 Benefits
by State and L ocal Government Employers’. The Ohio Revised Code providesthat health care cost paid
from the funds of the OP& F shall beincluded in the employer’ s contribution rate. Thetotal police officer
employer contribution rate is 19.5% of covered payroll and the total firefighter’s employer contribution
rateis 24.0% of covered payroll. The Ohio Revised Code providesthe authority allowing OP&F sBoard
of Trusteesto provide health care coverageto all eligibleindividuals. Health carefunding and accounting
is on a pay-as-you-go basis. A percentage of covered payroll, as defined by the Board, is used to pay
retiree health care expenses. TheBoard defined allocationwas 7.0% and 7.25% of covered payroll in 2000
and 2001, respectively. Thealocationis 7.75% in 2002. In addition, since July 1, 1992, most retirees
have been required to contribute a portion of the cost of their health care coverage through a deduction
from their monthly benefit payment.
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CITY OF SHELBY, OHIO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2001

POSTEMPLOYMENT BENEFITSOTHER THAN PENSIONS - (Continued)

The number of participants eligible to receive health care benefits as of December 31, 2000 (the latest
information available), is 12,853 for police officersand 10,037 for firefighters. The amount of employer
contributions used to pay postemployment benefits for police officers and firefighters were $50,699 and
$40,527, respectively. OP&F's total health care expenses for the year ending December 31, 2000 (the
latest information available), was $106,160,054, which was net of member contributions of $5,657,431.

BUDGETARY BASISOF ACCOUNTING

Whilethe City isreporting financial position, results of operations and changesin fund balance on the basis of
generally accepted accounting principles (GAAP), the budgetary basis as provided by law is based upon
accounting for certai ntransactionson abasisof cash receipts, disbursementsand encumbrances. The Statement
of Revenues, Expenditures and Changesin Fund Balances- Budget and Actual (Non-GAAP Budgetary Basis)
presented for the general fund is presented on the budgetary basisto provide ameaningful comparison of actual
results with the budget. The major differences between the budget basis and GAAP basis are as follows:

1

2.

Revenues are recorded when received in cash (budget) as opposed to when susceptibleto accrual (GAAP).

Expenditures/expensesare recorded when paid in cash (budget) asopposed towhentheliability isincurred
(GAAP).

Encumbrances are treated as expenditures (budget) rather than as areservation of fund balance (GAAP).

Unreported cash represents amounts received but not included as revenue on the budget basis operating
statements. These amounts are included as revenue on the GAAP basis operating statement.

Advances-in and advances-out are operating transactions (budget) asopposed to bal ance sheet transactions
(GAAP).

Thefollowing table summarizesthe adj ustments necessary to reconcilethe GAAP basi sstatements (as reported
in the fund financial statements) to the budgetary basis statements for the general fund.

Net Changein Fund Balance

Genera

Budget basis $ (294,073)
Net adjustment for

revenue accruals 1,096,544
Net adjustment for

expenditure accruals 47,914
Net adjustment for

other sources/uses (1,216,825)
Adjustment for

encumbrances 142,720
GAAP basis $ (223,720)
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NOTE 18 - CONTINGENCIES

A. Grants

The City receives significant financial assistance from numerous federal and state agenciesin the form of
grants. Thedisbursement of fundsreceived under these programsgenerally requirescompliancewithterms
and conditions specified in the grant agreements and is subject to audit by the grantor agencies. Any
disallowed claims resulting from such audits could become a liability of the general fund or other
applicable funds. However, in the opinion of management, any such disallowed claims will not have a
material effect on any of the financial statements of the individual fund types included herein or on the
overall financial position of the City at December 31, 2001.

Contracts

In the year 2001, the City entered into contracts with AMP-Ohio and is committed to provide and sell
power (electricity) at amarginal profit through 2010. If the City would not be ableto generate therequired
power, it may be forced to actually buy power at a higher cost and forced to sell it at alesser amount.
Litigation

The City is currently not involved in litigation that the City’slegal counsel anticipates aloss.

NOTE 19 - SIGNIFICANT SUBSEQUENT EVENTS

A.

In 2002, the City was unableto obtain general liability or building and contentsinsurance coverage for the
electric operations (both plant and distribution). Asof thedate of thesebasic financial statements, the City
does not have general liability or building and contentsinsurance coveragefor itselectric operations. The
City is currently taking steps to obtain insurance.

In 2002, the City was notified by the Ohio Environmental Protection Agency (EPA) that, due to new
rulings, the City will have to make improvementsto their current sewer and water operations.

Sewer operations: The EPA is reguesting that within forty-two months of notification, the City must
attain compliance with the final effluent limitations effectively eliminating raw influent bypasses. In
order to meet this EPA requirement, the City estimatesthat it will have to construct a retention pond
at acost of approximately $2,000,000.

Water operations: TheCity must comply withthenewly enacted Disinfectant/Disinfection Byproducts
Rule. Thisrule deals with water treatment and effects all community public water systems that add
chemicalsfor the purpose of disinfection and/or oxidation. In order to meet the requirements of this
new rule, the City estimates that it will need to construct a new clear-well and a new water treatment
plant at a cost of approximately $6,000,000.
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CITY OF SHELBY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2001

()

FEDERAL GRANTOR/ PASS-THROUGH CASH
SUB GRANTOR/ CFDA GRANT FEDERAL
PROGRAM TITLE NUMBER NUMBER DISBURSEMENTS

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
PASSED THROUGH THE
OHIO DEPARTMENT OF DEVELOPMENT

Community Development Block Grants/State's Program 14.228 A-F-00-176-1 $ 53,000
Community Development Block Grants/State's Program 14.228 A-C-00-176-1 79,735

Total Community Development Block Grants/State's Program 132,735
HOME Investment Partnership Program 14.239 A-C-00-176-2 186,198
Total Department of Housing and Urban Development 318,933

FEDERAL HIGHWAY ADMINISTRATION
PASSED THROUGH THE
OHIO DEPARTMENT OF TRANSPORTATION

Highway Planning and Construction 20.205 RIC-St. Rt. 39 669,977
Highway Planning and Construction 20.205 RIC-Weber Alley 21,367
Total Federal Highway Administration 691,344

NATIONAL HIGHWAY TRAFFIC SAFETY ADMINISTRATION
PASSED THROUGH THE
OHIO DEPARTMENT OF PUBLIC SAFETY

State and Community Highway Safety - Mixed Enforcement Programs 20.600 2002-PTM-N/1 1797.0 7,912

PASSED THROUGH THE
RICHLAND COUNTY

Safe and Community Highway Safety - Richland County Safe Communities 20.600 N/A 4,992
Total National Highway Traffic Safety Administration 12,904
Total Federal Financial Assistance $ 1,023,181

(A) This schedule was prepared on a cash basis.
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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 Basic Financial Statements
Performed in Accordance With Government Auditing Standards

Members of Council and Mayor
City of Shelby

23 W. Main Street

Shelby, Ohio 44875

We have audited the basic financial statements of the City of Shelby as of and for the year ended
December 31, 2001, and have issued our report thereon dated July 30, 2002. During the year ended
December 31, 2001, the City of Shelby implemented Governmental Accounting Standards Board (GASB)
Statement No. 34, Basic Financial Statements - and Management’s Discussion and Analysis - for State and
Local Governments, GASB Statement No. 33, Accounting and Financia Reporting for Nonexchange
Transactions, GASB Statement No. 36, Recipient Reporting for Certain Shared Nonexchange Revenues,
an amendment of GASB Statement No. 33, GASB 37, Basic Financial Statements for State and Local
Governments. Omnibus, and GASB Statement No. 38, Certain Financial Statement Note Disclosures. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the City of Shelby’s basic financial 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 a direct and materia effect on the
determination of basic financial statement amounts. However, providing an opinion on compliance with
those provisions was not an aobjective of our audit and, accordingly, we do not express such an opinion.
The results of our tests disclosed an instance of noncompliance that is required to be reported under
Government Auditing Standards, which is described in the accompanying schedule of findings as item
2001-COS-001. We also noted a certain immaterial instance of noncompliance that we have reported to
the management of the City of Shelby in a separate letter dated July 30, 2002.
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Members of Council and Mayor
City of Shelby

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City of Shelby’'s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
basic financial statements and not to provide assurance on the internal control over financia reporting.
Our consideration of the internal control over financia reporting would not necessarily disclose all matters
in the internal control that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements in amounts that would be material in relation to the basic financia
statements being audited may occur and not be detected within atimely period by employees in the normal
course of performing their assigned functions. We noted no matters involving the internal control over
financia reporting and its operation that we consider to be material weaknesses. However, we noted
certain matters involving the internal control over financia reporting that do not require inclusion in this
report that we have reported to the management of the City of Shelby in a separate letter dated July 30,
2002.

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

Trimble, Julian & Grube, Inc.
July 30, 2002
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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 With Requirements Applicable To Its
Major Federal Program and on Internal Control Over
Compliancein Accordance With OMB Circular A-133

Members of Council and Mayor
City of Shelby

23 W. Main Street

Shelby, Ohio 44875

Compliance

We have audited the compliance of the City of Shelby with the types of compliance requirements
described in the U. S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement
that are applicable to its major federal program for the year ended December 31, 2001. During the year
ended December 31, 2001, the City of Shelby implemented Governmental Accounting Standards Board
(GASB) Statement No. 34, Basic Financial Statements - and Management’s Discussion and Analysis - for
State and Local Governments, GASB Statement No. 33, Accounting and Financial Reporting for
Nonexchange Transactions, GASB Statement No. 36, Recipient Reporting for Certain  Shared
Nonexchange Revenues, an amendment of GASB Statement No. 33, GASB Statement No. 37, Basic
Financial Statements for State and Local Governments. Omnibus, and GASB Statement No. 38, Certain
Financial Statement Note Disclosures. The City of Shelby’'s major federal program is identified in the
summary of auditor’s results section of the accompanying schedule of findings. Compliance with the
requirements of laws, regulations, contracts and grants applicable to its major federal program is the
responsibility of the City of Shelby’s management. Our responsibility is to express an opinion on the
City of Shelby’s compliance based on our audit.

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

In our opinion, the City of Shelby complied, in all material respects, with the requirements referred to
above that are applicable to its major federal program for the year ended December 31, 2001.

Internal Control Over Compliance

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

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

This report is intended for the information and use of the City of Shelby and its management, federal

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

Trimble, Julian & Grube, Inc.
July 30, 2002
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CITY OF SHELBY
RICHLAND COUNTY, OHIO

SCHEDULE OF FINDINGS
OMB CIRCULAR A-133 8§ .505
DECEMBER 31, 2001

1. SUMMARY OF AUDITOR’SRESULTS

(d)(@)(0)

Type of Financial Statement Opinion Unqualified

(d)(2)(i)

Were there any material control No
weakness conditions reported at the
financial statement level (GAGAS)?

(d)(@)(i)

Were there any other reportable control | No
weakness conditions reported at the
financial statement level (GAGAS)?

(d)(D)(iii) Was there any reported non- Yes
compliance at the financial statement
level (GAGAS)?

(d)(D)(iv) Were there any material internal No

control weakness conditions reported
for major federal programs?

(d)(@)(iv)

Were there any other reportable No
internal control weakness conditions
reported for major federal programs?

D)V

Type of Major Programs Compliance Unqgualified

Opinion
(d)(1)(vi) Arethere any reportable findingsunder | No
§.5107
(d)(2)(vii) Major Program: Highway Planning and Construction;

CFDA #20.205.

(d)(2)(viii)

Dollar Threshold: Type A/B Programs | Type A: >$300,000
Type B: al aothers

(d)(@)(x)

Low Risk Auditee? No
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CITY OF SHELBY
RICHLAND COUNTY, OHIO

SCHEDULE OF FINDINGS
OMB CIRCULAR A-133 8§ .505
DECEMBER 31, 2001

2. FINDINGSRELATED TO THE BASIC FINANCIAL STATEMENTS
REQUIRED TO BE REPORTED IN ACCORDANCE WITH GAGAS

Finding Number 2001-C0OSs-001

Ohio Revised Code Section 5705.41(D) requires that no orders or contracts involving the expenditure of
monies are to be made unless there is a certificate of the fiscal officer that the amount required for the
order or contract has been lawfully appropriated and is in the treasury or in the process of collection to the
credit of an appropriate fund free from any previous encumbrances.

It was noted during the audit that expenditures by the City were not certified in a timely manner for thirty-
three percent of the expenditures tested due to purchases being made by the City's departments prior to
obtaining a valid purchase order from the Finance Office.

Without timely certification, the City may expend more funds than available in the treasury and/or in the
process of collection, or than funds appropriated. By not properly completing purchase orders prior to
purchases being made, the City is approving the purchase after the fact. This may result in the City not
being able to cancel the purchase if it was deemed unnecessary.

We recommend that all orders or contracts involving the expenditure of monies be expedited in a timely
manner to ensure all monies expended are lawfully appropriated and available in the treasury or in the
process of collection. The City should consider using “Then” and “Now” certificates where applicable.
Guidance on the use of these certificates is found in this code section and the Ohio Compliance
Supplement published by Auditor of State. In addition, we recommend the City enforce its policy and
procedures of obtaining purchase orders prior to purchasing items/services.

3. FINDINGS AND QUESTIONED COSTSFOR FEDERAL AWARDS

None
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CITY OF SHELBY
RICHLAND COUNTY, OHIO

STATUS OF PRIOR AUDIT FINDINGS
OMB CIRCULAR A-133 § .315(b)
DECEMBER 31, 2001

Finding
Number

Finding Fully Not Corrected, Partially Corrected;
Summary Corrected? Significantly Different Corrective

Action Taken; or Finding No
Longer Valid; Explain:

2000-COSs-001

Ohio Revised Code No. The City is attempting to use “Then”

Section 5705.41(D) and “Now” certificates and receive
purchase orders prior to orders being
placed by City employees.
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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 SHELBY

RICHLAND 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
OCTOBER 1, 2002
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