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STATE OF OHIO Columbus, Ohio 43215

OFFICE OF THE AUDITOR Telephone  614-466-3402
800-443-9275

Facsimile 614-728-7199

www.auditor.state.oh.us

Jim PETRO, AUDITOR OF STATE

Members of Council
City of Wellston

We have reviewed the Independent Auditor's Report of the City of Wellston, Jackson County,
prepared by J.L. Uhrig & Associates, Inc. for the audit period January 1, 2001 through December
31,2001. Based upon this review, we have accepted these reports in lieu of the audit required by
Section 117.11, Revised Code. The Auditor of State did not audit the accompanying financial
statements and, accordingly, we are unable to express, and do not express an opinion on them.

Our review was made in reference to the applicable sections of legislative criteria, as reflected by
the Ohio Constitution, and the Revised Code, policies, procedures and guidelines of the Auditor
of State, regulations and grant requirements. The City of Wellston is responsible for compliance
with these laws and regulations.

JIM PETRO
Auditor of State

September 5, 2002
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J.L- UHRIG

AND ASSOCIATES INC.

CERTIFIED PUBLIC ACCOUNTANTS AND MANAGEMENT CONSULTANTS

Independent Auditor's Report

Members of Council
City of Wellston

203 East Broad Street
Wellston, Ohio 45692

We have audited the accompanying general purpose financial statements of the City of Wellston (the City) as of and for
the year ended December 31, 2001. These general purpose financial statements are the responsibility of the City's
management. Our responsibility is to express an opinion on these general purpose 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 of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the general purpose financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the general purpose financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall general purpose financial statement presentation. We believe that our audit provides areasonable
basis for our opinion.

In our opinion, the general purpose financial statements referred to in the first paragraph above present fairly, in all
material respects, the financial position of the City as of December 31, 2001, and the results of its operations and cash
flows of its proprietary and fiduciary fund types for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated August 20, 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 when considering the results of our
audit.

Our audit was performed for the purpose of forming an opinion on the general purpose financial statements of the City,
taken as a whole. The accompanying schedule of federal awards expenditures required by U.S. Office of Management
and Budget Circular A-133, Audits of States, Local Governments and Non-Profit Organizations is presented for purposes
of additional analysis and is not a required part of the general purpose financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the general purpose financial statements and, in our opinion,
is fairly presented in all material respects in relation to the general purpose financial statements taken as a whole.

{. L Ukriq ¢ Asswciates, Inc

J. L. UHRIG & ASSOCIATES, INC.

August 20, 2002

78 North Plaza Blvd. ~ Chillicothe, OH 45601 @ 740.775.8448 ~ Fax 740.775.8442
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CITY OF WELLSTON, OHIO
Combined Balance Sheet
All Fund Types and Account Groups
As of December 31, 2001

GOVERNMENTAL FUND TYPES
Special Capital
General Revenue Projects
Assets and Other Debits:
Assets:
Equity in Pooled Cash and Cash Equivalents $0 $506,044
Investments 0 2,280,461
Receivables:
Taxes 227,114 509,838 0
Accounts 0 0 0
Accrued Interest 0 28,349 0
Due from Other Funds 1,485 5,281 0
Notes Receivable 0 0 0
Due from Other Governments 47,019 374,228 0
Materials and Supplies
Inventory 2,812 11,735 0
Loans Receivable 0 432,760
Prepaid Items 3,352 2,425
Fixed Assets (Net, where applicable,
of Accumulated Depreciation) 0 0
Other Debits:
Amount to be Provided for Retirement
of General Long-Term Obligations 0 0
Total Assets and Other Debits $281,782 $4,151,121




PROPRIETARY FIDUCIARY
FUND TYPES FUND TYPE ACCOUNT GROUPS
Trust General General Totals
and Fixed LongTerm (Memorandum
Enterprise Agency Assets Debt Only)

$637,904 $128,871 $0 $0 $1,272,821

0 155,906 0 0 2,436,367

0 0 0 0 736,952

274,297 0 0 0 274,291

0 2,401 0 0 30,750

35,831 44,141 0 0 86,738
373,331 0 0 0 373,331
390,000 0 0 0 811,247
14,281 0 0 0 28,828

0 0 432,760

14,861 0 20,638
11,831,613 0 4,167,922 0 15,999,535

0 0 0 265,110 265,110

$13,572,118 $331,319 $4,167,922 $265,110 $22,769,374
(Continued)



CITY OF WELLSTON, OHIO
Combined Balance Sheet
All Fund Types and Account Groups
As of December 31, 2001

GOVERNMENTAL FUND TYPES

Liabilities, Fund Equity and Other Credits:

Liabilities:
Accounts Payable
Accrued Wages and Benefits
Compensated Absences Payable
Due to Other Funds
Due to Other Governments
Deferred Revenue
Deposits Held and Due to Others
Accrued Interest Payable
Notes Payable
Loans Payable

Total Liabilities

Fund Equity and Other Credits:
Investment in General Fixed Assets
Contributed Capital
Retained Earnings:
Unreserved

Fund Balance:
Reserved for Loans
Reserved for Inventory
Reserved for Encumbrances
Reserved for Prepaid Items
Reserved for Principal Endowment
Unreserved:

Undesignated (Deficit)

Total Fund Equity (Deficit)
and Other Credits

Total Liabilities and Fund Equity
and Other Credits

Special Capital

General Revenue Projects
$4,790 $13,354 $0
13,710 6,083 0
6,302 4,943 0
0 49,562 0
30,741 20,583 0
250,521 626,501 0
0 0 0
0 0 0
0 0 0
0 0 0
306,064 721,026 0

0

0 0 0
0 432,760 0
2,812 11,735 0
24,847 192,025 0
3,352 2,425 0
0 0 0
(55,293) 2,791,150 2
(24,282) 3,430,095 2
$281,782 $4,151,121 $2

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



PROPRIETARY FIDUCIARY
FUND TYPES FUND TYPE ACCOUNT GROUPS
Trust General General Totals
and Fixed LongTerm (Memorandum
Enterprise Agency Assets Debt Only)
$33,094 $0 $0 $0 $51,238
17,640 0 0 0 37,433
53,630 0 0 50,182 115,057
37,176 0 0 0 86,738
49,282 0 0 0 100,606
87,500 0 0 0 964,522
0 44,8717 0 0 44,877
82,553 0 0 0 82,553
42,000 0 0 214,928 256,928
6,382,328 0 0 0 6,382,328
6,785,203 44,8717 0 265,110 8,122,280
0 0 4,167,922 0 4,167,922
4,005,884 0 4,005,884
2,781,031 0 0 0 2,781,031
0 0 0 0 432,760
0 0 0 0 14,547
0 0 0 0 216,872
0 0 0 0 5,777
0 207,906 0 0 207,906
0 78,536 0 0 2,814,395
6,786,915 286,442 4,167,922 0 14,647,094
$13,572,118 $331,319 $4,167,922 $265,110 $22,769,374




CITY OF WELLSTON, OHIO

Combined Statement of Revenues, Expenditures

And Changes in Fund Balances
All Governmental Fund Types

For the Year Ended December 31, 2001

Revenues:
Taxes
Charges for Services
Fees, Licenses and Permits
Fines and Forfeitures
Intergovernmental
Interest
Rental
Other

Total Revenues

Expenditures:
Current:
General Government:
Legislative and Executive
Security of Persons & Property
Leisure Time Activity
Health
Transportation
Community Environment
Other
Capital Outlay
Debt Service:
Principal Retirement

Interest and Fiscal Charges

Total Expenditures

Excess of Revenues Over

(Under) Expenditures

Other Financing Sources (Uses):
Proceed of Notes

Operating Transfers - Out

Total Other Financing Sources (Uses)

Excess of Revenues and Other Financing
Sources Over (Under) Expenditures and

Other Financing Uses

Fund Balance (Deficit) at Beginning of Year
Restated - See Note 15

Fund Balance (Deficit) at End of Year

Totals
Special Capital (Memorandum
General Revenue Projects Only)

$184,520 $617,817 $0 $802,337
750 54,097 2,827 57,674
19,620 22,375 0 41,995
28,961 0 0 28,961
265,983 833,836 0 1,099,819
124,096 18,595 0 142,691
45,000 0 0 45,000
76,575 127,495 0 204,070
745,505 1,674,215 2,827 2,422,541
239,960 180,894 0 420,854
423,126 212,669 0 635,795
0 38,728 0 38,728

0 108,174 0 108,174

0 441,737 0 441,737

0 252,138 0 252,138

0 152,299 0 152,299

0 0 6,552 6,552

0 19,722 0 19,722

0 13,850 0 13,850
663,086 1,426,211 6,552 2,095,849
82,419 248,004 (3,725) 326,698

0 0 0 0

0 0 0 0

0 0 0 0

82,419 248,004 (3,725) 326,698
(106,701) 3,182,091 3,721 3,079,117
($24,282) $3,430,095 $2 $3,405,815

The notes to the financial statements are an integral part of this statement.
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CITY OF WELLSTON, OHIO

Combined Statement of Revenues, Expenditures and Changes
In Fund Balances - Budget (Non-GAAP Basis) and Actual

All Governmental Fund Types
For the Year Ended December 31, 2001

Revenues:
Taxes
Charges for Services
Fees, Licenses and Permits
Fines and Forfeitures
Intergovernmental
Interest
Rental
Other

Total Revenues
Expenditures:

Current:
General Government:

Legislative and Executive
Security of Persons and Property

Total Expenditures

Excess of Revenues Over (Under) Expenditures

Fund Balance at Beginning of Year

Fund Balance at End of Year

GENERAL
Variance
Revised Favorable
Budget Actual (Unfavorable)
$218,434 $184,520 ($33,914)
0 750 750
15,736 19,620 3,884
26,226 28,961 2,735
194,074 265,931 71,857
225,545 127,174 (98,371)
47,207 45,000 (2,207)
15,736 76,575 60,839
742,958 748,531 5,573
302,284 291,731 10,553
523,096 486,054 37,042
825,380 771,185 47,595
(82,422) (29,254) 53,168
(33) (33) 0
($82,455) $53,168

($29,287)

(Continued)



CITY OF WELLSTON, OHIO
Combined Statement of Revenues, Expenditures and Changes
In Fund Balances - Budget (Non-GAAP Basis) and Actual

All Governmental Fund Types
For the Year Ended December 31, 2001

(Continued)
SPECIAL REVENUE
Variance
Revised Favorable
Budget Actual (Unfavorable)
Revenues:
Taxes $542,421 $553,575 $11,154
Charges for Services 34,662 54,097 19,435
Fees, Licenses, and Permits 24,850 22,375 (2,475)
Intergovernmental 574,169 695,457 121,288
Interest 42,982 45,615 2,693
Other 338,275 193,243 (145,032)
Total Revenues 1,557,359 1,564,422 7,063
Expenditures:
Current:
General Government:
Legislative & Executive 180,011 190,310 (10,299)
Health 93,982 109,598 (15,616)
Leisure Time Activity 41,031 43,360 (2,329)
Transportation 670,697 677,976 (7,279)
Security of Persons and Property 213,321 259,464 (46,143)
Community Environment 288,219 344,218 (55,999)
Other 164,000 192,299 (28,299)
Capital Outlay 51,000 0 51,000
Debt Service:
Payment on Principal 27,072 27,072 0
Interest and Fiscal Charges 20,413 20,413 0
Total Expenditures 1,749,746 1,864,710 (114,964)
Excess of Revenues Over (Under) Expenditures (192,387) (300,288) (107,901)
Fund Balance at Beginning of Year 3,018,697 3,018,697 0
Fund Balance at End of Year $2,826,310 $2,718,40 ($107,901)

(Continued)



CITY OF WELLSTON, OHIO

Combined Statement of Revenues, Expenditures and Changes
In Fund Balances - Budget (Non-GAAP Basis) and Actual

All Governmental Fund Types
For the Year Ended December 31, 2001

(Continued)
CAPITAL PROJECTS
Variance
Revised Favorable
Budget Actual (Unfavorable)
Revenues:

Charges for Services $5,144 $2,827 ($2,317)
Total Revenues 5,144 2,827 (2,317)
Expenditures:

Capital Outlay 0 6,552 (6,552)
Total Expenditures 0 6,552 (6,552)
Excess of Revenues Over (Under) Expenditures 5,144 (3,725) (8,869)
Fund Balance at Beginning of Year 3,727 3,727 0
Fund Balance at End of Year $8,871 $2 ($8,869)

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



For the Year Ended December 31, 2001

CITY OF WELLSTON, OHIO
Combined Statement of Revenues, Expenses, and
Changes in Fund Equity
All Proprietary Fund Types and Similar Trust Fund

Operating Revenues:
Charges for Services
Investment Income
Other Operating Revenues

Total Operating Revenues
Operating Expenses:
Salaries
Fringe Benefits
Purchased Services
Materials and Supplies
Depreciation
Contractual Services
Other
Total Operating Expenses
Operating Income (Loss)
Non-Operating Revenues (Expenses):
Other Non-Operating Revenues
Grant Revenue
Interest and Fiscal Charges
Net Increase (Decrease) in Investments
Total Non-Operating Revenues (Expenses)

Net Income (Loss)

Depreciation on Fixed Assets Acquired by
Contributed Capital

Retained Earnings
at Beginning of Year

Retained Earnings at End of Year
Contributed Capital at Beginning of Year

Depreciation on Fixed Assets Acquired
by Contributed Capital

Contributed Capital at End of Year

Total Fund Equity at End of Year

PROPRIETARY FIDUCIARY
FUND TYPES FUND TYPES
Totals
Non-Expendable (Memorandum
Enterprise Trust Only)

$2,562,795 $5,050 $2,567,845
0 1,544 1,544

25,868 0 25,868
2,588,663 6,594 2,595,257
631,787 0 631,787
257,919 0 257919
64 0 64

285,926 0 285,926
360,026 0 360,026
532,991 0 532,991
239,697 0 239,697
2,308,410 0 2,308,410
280,253 6,594 286,847
739 0 739
302,500 0 302,500
(201,131) 0 (201,131)
0 (3,035) (3,035)

102,108 (3,035) 99,073
382,361 3,559 385,920
61,207 0 61,207
2,337,463 282,883 2,620,346
2,781,031 286,442 3,067,473
4,067,091 0 4,067,091
(61,207) 0 (61,207)
4,005,884 0 4,005,884
$6,786,915 $286,442 $7,073,357

The notes to the financial statements are an integral part of this statement.
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CITY OF WELLSTON, OHIO
Combined Statement of Cash Flows

All Proprietary Fund Types and Similar Trust Fund

For the Year Ended December 31, 2001

Increase (Decrease) in Cash and Cash Equivalents:
Cash Flows from Operating Activities:

Cash Received from Customers

Cash Received from Other Operating Sources

Cash Payments to Suppliers for Goods and Services
Cash Payments to Employees for Services

Cash Payments for Employee Benefits

Cash Payments for Other Expenses

Net Cash Provided by (Used for) Operating Activities

Cash Flows from Noncapital
Financing Activities:

Other Non-Operating Revenue
Due to/from Other Funds

Net Cash Provided by (Used for) Noncapital

Financing Activities

Cash Flows from Capital and Related
Financing Activities:

Payments for Capital Acquisitions
Principal Payments

Interest Payments

Net Cash Provided by (Used for) Capital
and Related Financing Activities

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

Reconciliation of Operating Income (Loss) to Net
Cash Provided by (Used for) Operating Activities:

Operating Income (Loss)

Adjustments to Reconcile Operating Income

(Loss) to Net Cash Provided by

(Used for) Operating Activities:

Depreciation

Changes in Assets and Liabilities:
(Increase)/Decrease in Accounts Receivable
(Increase)/Decrease in Accrued Interest Receivable
(Increase)/Decrease in Prepaid Items
Increase/(Decrease) in Accounts Payable
Increase/(Decrease) in Accrued Wages and Benefits
Increase/(Decrease) in Compensated Absences Payable
Increase/(Decrease) in Due to Other Governments

Total Adjustments
Net Cash Provided by (Used for) Operating Activities

Cash and Cash Equivalents - All Fiduciary Funds
Cash and Cash Equivalents - Agency Funds

Cash and Cash Equivalents - Non-Expendable Trust Fund

PROPRIETARY FIDUCIARY
FUND TYPES FUND TYPES
Totals
Internal Non-Expendable (Memorandum
Enterprise Service Trust Only)
$2,411,147 $0 $5,183 $2,416,330
25,868 0 0 25,868
(1,023,638) 0 0 (1,023,638)
(618,732) 0 0 (618,732)
(241,963) 0 0 (241,963)
(58,330) 0 0 (58,330)
494,352 0 5,183 499,535
417,406 0 0 47,406
1,345 0 (44,141) (42,796)
48,751 0 (44,141) 4,610
(249,009) 0 0 (249,009)
(288,504) 0 0 (288,504)
(201,274) 0 0 (201,274)
(738,787) 0 0 (738,787)
(195,684) 0 (38,958) (234,642)
833,588 0 122,952 956,540
$637,904 $0 $83,994 $721,898
$280,253 $0 $6,594 $286,847
360,026 0 0 360,026
(35,988) 0 0 (35,988)
0 0 (1,411) (1,411)
(6,793) 0 0 (6,793)
(132,157) 0 0 (132,157)
4,436 0 0 4,436
3,297 0 0 3,297
21,278 0 0 21,2178
214,099 0 (1,411) 212,688
$494,352 $0 $5,183 $499,535
$128,871
44,877
$83,994

The notes to the financial statements are an integral part of this statement.
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CITY OF WELLSTON, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2001

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Thefinancial statements of the City of Wellston have been prepared in conformity with accounting principles
generally accepted in the United States of America as applies to governmental units. The Governmental
Accounting Standards Board is the accepted standard - setting body for establishing governmental accounting
andfinancial reporting principles. The City also appliesFinancial Accounting StandardsBoard Statementsand
Interpretationsissued before November 30, 1989, to itsproprietary activitiesprovided they do not conflict with
or contradict GASB pronouncements. The more significant of the City’s accounting policies are described
below.

A. CITY GOVERNMENT AND REPORTING ENTITY

The City of Wellston (the "City"), is a body politic and corporate established for the purpose of
exercising the rights and privileges conveyed to it by the constitution and laws of the State of Ohio.
The City was founded in 1873.

The City of Wellston isahome rule municipal corporation established under the laws of the State of
Ohio. Thelegidative authority isvested in a seven member council al of whom are elected at-large
for staggered four year terms. The presiding officer is the president, who is elected by the Council
for aoneyear term. Council enactsordinancesand resolutionsrelating totax levies, city services, and
licensing, appropriates and borrows money, and accepts bids for materials and services and other
municipal purposes. TheMayor iselected at-large and isthe Chief Executive Officer of the City. The
Mayor supervises the administration of all departments and appoints their directors and all other
employees in accordance with civil service requirements.

Thereporting entity iscomprised of the primary government, component unitsand other organizations
that areincluded to ensure that thefinancial statementsof the City arefairly presented and compl eted.
The primary government consists of all funds, departments, boards and commissions that are not
legally separate from the City. The City departments include a public safety department, a public
service department, a parks and recreation department, a planning and zoning department, utility
departmentsincluding sewer and water, and staff to provided support to service providers.
Component unitsarelegally separate organi zationsfor which the City isfinancially accountable. The
City is financially accountable for an organization if the City appoints a voting mgjority of the
organization's governing board and (1) the City is able to significantly influence the programs or
services performed or provided by the organization; or (2) the City is legally entitled to or can
otherwise access the organization's resources; the City islegally obligated or has otherwise assumed
the responsibility to finance the deficits of, or provide financia support to, the organization; or the
City is obligated for the debt of the organization. Components units may also include organizations
for which the City approves the budget, the issuance of debt or levying of taxes. The City has no
blended or discretely presented component units.
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CITY OF WELLSTON, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2001

1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B.

BASIS OF ACCOUNTING - FUND ACCOUNTING

The City usesfundsand account groupsto report onitsfinancial position and theresults of operations.
Fund accounting is designed to demonstrate legal compliance and to aid financial management by
segregating transactions related to certain City functions or activities.

A fund is a separate accounting entity with self-balancing set of accounts. An account group, on the
other hand, is a financial reporting device designed to provide accountability for certain assets and
liabilitiesthat are not recorded in thefunds becausethey do not directly affect net expendablefinancial
resources.

Funds are classified into three categories: governmental, proprietary and fiduciary. Each category,
inturn, isdivided into separate fund types. The following categories and fund types are used by the
City:

GOVERNMENTAL FUNDS

General Fund - The general fund is used to account for all activities of the City not required to be
included in another fund.

Soecial Revenue Funds - The special revenue funds are used to account for proceeds of specific
revenue sources (other than expendable trusts or major capital projects) that are legally restricted to
expenditures for specified purposes.

Capital Project Funds- Thecapital project fundsare used to account for financial resourcesto beused
for the acquisition or construction of major capital facilities (other than those financed by the
proprietary funds).

PROPRIETARY FUNDS:

Enterprise Funds - The enterprise funds are used to account for operations financed and operated in
amanner similar to private business enterprises. The intent of the City is that the costs of providing
goods or services to the general public on a continuing basis be financed or recovered primarily
through user charges.

FIDUCIARY FUNDS:

Trust and Agency Funds - These funds are used to account for assets held by the City in a trustee
capacity or as an agent for individuas, private organizations, other governments and/or other funds.
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CITY OF WELLSTON, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2001

1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B.

BASIS OF ACCOUNTING - FUND ACCOUNTING (Continued)

ACCOUNT GROUPS:

General Fixed Assets Account Group - The General Fixed Assets Account Group is used to account
for al general fixed assets of the City, other than those fixed assets accounted for in the proprietary
funds.

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

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

The accounting and financial reporting treatment applied to afund is determined by its measurement
focus. All governmental fund types and expendable trust funds are accounted for using a flow of
current financial resources measurement focus. With thismeasurement focus, only current assetsand
current liabilities are generally included on the balance sheet. Operating statements of these funds
present increases (i.e., revenues and other financing sources) and decreases (i.e., expenditures and
other financing uses) in net current assets.

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

Basis of accounting refers to when revenues and expenditures or expenses are recognized in the
accounts and reported in the financial statements. Basis of accounting relates to the timing of the
measurements made.

Revenues-Exchangeand Non-exchange Transactions Revenueresulting from exchangetransactions,
inwhich each party gives and receives essentially equal value, is recorded on the accrual basiswhen
the exchangetakes place. Onamodified accrual basis, revenueisrecorded inthefiscal year inwhich
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 liabilities of the current fiscal year. For the City, available means expected to bereceived
within sixty days of fiscal year end.
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CITY OF WELLSTON, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2001

1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C.

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING (Continued)

Non-exchange transactions, in which the City receives value without directly giving equal valuein
return, include property taxes, grants, entitlements and donations. Revenue from property taxes is
recognized in the fiscal year for which taxes are levied. (See Note 6.) Revenue from grants is
recognized in the fiscal year in which all digibility requirements have been satisfied. Eligibility
requirementsinclude timing requirements, which specify the year when the resources are required to
be used or the fiscal year when use isfirst permitted, matching requirements, in which the City must
providelocal resourcesto be used for aspecified purpose, and expenditure requirements, in which the
resources are provided to the City on areimbursement basis. On a modified accrual basis, revenue
from non-exchange transactions must also be available before it can be recogni zed.

Under themodified accrual basis, thefollowing revenue sourcesare considered to be both measurable
and available at fiscal year end: property taxes available as an advance, interest, and grants.

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

Property taxesfor which thereisan enforceablelegal claim asof December 31, 2001, but which were
levied to finance fiscal year 2002 operations, have been recorded as deferred revenue.

Under the modified accrual basis of accounting, receivables that will not be collected within the
available period have also been reported as deferred revenue.

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
inwhichtherelated fund liability isincurred, if measurable. Allocationsof cost, such asdepreciation
and amortization, are not recognized in the governmental funds.

The accrual basis of accounting is utilized for reporting purposes by the proprietary fund types and

the non-expendable trust fund. Revenues are recognized in the accounting period which they are
earned, and expenses are recognized at the time they are incurred.
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NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2001

1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D.

BUDGETS AND BUDGETARY ACCOUNTING

The City follows these procedures in establishing the budgetary data reported in the combined
financial statements.

Tax Budget: By July 15, the Auditor submitsan annual tax budget for the following fiscal year 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. (However, in accordance with Section 5747.53 of the Ohio
Revised Code, the County Budget Commission has provided for the apportionment of undivided local
government funds under an alternative method which has been approved by governmental
subdivisions within the County. Under this alternative method, the County budget Commission has
waived the requirement for the City and other Taxing Authority to adopt atax budget.)

Estimated Resources: The County Budget Commission certifiesitsactionsto the City by September
1. Aspart of this certification, the City receives the official certificate of estimated resources which
statesthe projected receipts of each fund. On or about January 1, thiscertificateisamended toinclude
any unencumbered balances from the preceding year. Prior to December 31, the City must reviseits
budget so that the total contemplated expenditures from afund during the ensuing fiscal year will not
exceed the amount stated in the certificate of estimated resources.

Therevised budget then servesasthe basisfor theannual appropriation measure. Further amendments
may bemadeduring theyear if the Council determinesthat revenueto be collected will begreater than
or less than prior estimates and the budget commission finds the revised estimate to be reasonable.
The amounts set forth in the financial statements represents estimates from the final amended
certificate issued in 2001.

Appropriations. A temporary appropriation measure to control cash disbursements may be passed on
or about January 1 of each year for the period January 1 to March 31. An annual appropriation
measure must be passed by April 1 of each year for the period January 1 to December 31. The
appropriation budget is prepared by fund and function. The appropriation measure may be amended
or supplemented during the year as new information becomes available. Appropriations may not
exceed estimated resources. Supplemental appropriations may be adopted by Council. Amounts
shown in thefinancia statements represent the appropriated budgeted amounts and all supplemental
appropriations. One supplemental appropriation was adopted during 2001 by Council.

Budgeted L evel of Expenditure: Administrative control is maintained through the establishment of
detailed line-item budgets. Appropriated funds may not be expended for purposes other than those
designated in the appropriation ordinance without authority from Council. For al funds, Council
appropriations are budgeted to fund, function, and detailed object level. Expenditures plus
encumbrancesmay not legally exceed appropriationsat thelevel of appropriation adopted by Council.
The appropriations allocations may be made by the City Auditor aslong asthe allocations are within
Council’s appropriated amount.
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1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D.

BUDGETS AND BUDGETARY ACCOUNTING (Continued)

Encumbrances: Aspart of formal budgetary control, purchase orders, contractsand other commitments
for the expenditure of funds are recorded as the equivalent of expenditures on the non-GAAP
budgetary basis in order to reserve the portion of the applicable appropriation and determine and
maintain legal compliance. Onthe GAAP basis, encumbrances outstanding at year end are reported
as areservation of fund balance and subsequent year expenditures for governmental funds, and asa
note disclosure for proprietary funds.

Lapsing of Appropriations. At the close of each fiscal year, the unencumbered balance of each
appropriation reverts to the respective fund from which it was appropriated and becomes subject to
future appropriations. The encumbered appropriation balance is canceled and not carried forward to
the succeeding fiscal year and is reappropriated.

CASH AND INVESTMENTS

Cash and Investments: To improve cash management, cash received by the City is pooled. Monies
for al funds, including proprietary funds, are maintained in this pool. Individual fund integrity is
maintained through the City’s records. Each fund’s interest in the pool is presented as “equity in
pooled cash and cash equivalents’ on the combined balance sheet.

During fiscal year 2001, investments were limited to U.S. Treasury Notes, and STAR Ohio.

Except for investment contracts and money market investments that had a remaining maturity of one
year of less at the time of purchase, investments are reported at fair value which is based on quoted
market prices. Nonparticipating investment contracts such as repurchase agreements and
nonnegotiable certificates of deposit are reported at cost.

The City has invested fundsin the State Treasury Asset Reserve of Ohio (STAROhio) during fiscal
year 2001. STAROhio isaninvestment pool managed by the State Treasurer’ s Office which allows
governmentswithin the Stateto pool their fundsfor investment purposes. STAROhioisnot registered
with the SEC as an investment company, but is operated in amanner consistent with Rule 2a7 of the
Investment Company Act of 1940. Investmentsin STAROhio arevalued at STAROhio’ sshare price
which isthe price of the investment could be sold for on December 31, 2001.

Interest is distributed to various funds based upon the Ohio Revised Code requirements.
For purposes of the combined statement of cash flows and for presentation on the combined balance
sheet, funds included within the Treasurer's cash management pool and investments with original

maturities of three months or less are considered to be cash and cash equivalents. Investments with
an initial maturity of more than three months are reported as investments.
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1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

F.

PROPERTY, PLANT AND EQUIPMENT

Thefixed asset valuesinitially were determined at December 31, 1995, assigning origina acquisition
costswhen such information wasavailable. In caseswhereinformation supporting original costswas
not available, estimated historical costs were developed. Donated fixed assets are capitalized at
estimated fair market value on the date donated. The City has established $1,000 as the threshold for
which fixed assets are to be reported.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend asset lives are not capitalized. Improvements which extend the useful life or increase the
capacity or operating efficiency of the asset are capitalized at cost.

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

The City follows the policy of not capitalizing infrastructure, which is defined as assets that are
immovable and of value only to the City, (i.e. roads, bridges, etc.), ornamental artifacts, and assets
with acost of less than $1,000.

Enterprise Fund Fixed Assets. Fixed assets reflected in the enterprise funds are stated at historical
cost (or estimated historical cost) and are updated for the cost of additions and retirements during the
year. Depreciation has been provided on a straight-line basis over the following estimated useful
lives:

Description Estimated Lives
Buildings 40 years
Furniture 15 years
Machinery and Equipment 15 years
Vehicles 5years
Water/Sewer Lines 70 years

INVENTORIES OF SUPPLIES

Inventories of governmental funds are stated at cost while inventories of enterprise funds are stated
at thelower of cost or market. For all funds, cost isdetermined on afirst-in, first-out basis. The costs
of inventory items are recorded as expenditures in the governmental fund types when purchased and
asexpensesin the enterprisefundswhen used. Reported suppliesinventory isequally offset by afund
balance reserve in the governmenta funds which indicates that it does not constitute available
expendable resources even though it is a component of net current assets.
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1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

H.

PREPAID ITEMS

Payments made to vendors for services that will benefit periods beyond December 31, 2001, are
recorded as prepaid items by using the consumption method. A current asset for the prepaid amount
isrecorded at the time of the purchase and an expenditureisreported in theyear in which servicesare
consumed.

INTERFUND ASSETS AND LIABILITIES

Receivables and payables resulting from transactions between funds for services provided or goods
received are classified as "Due from Other Funds' or "Due to Other Funds' on the balance sheet.
Short-term interfund loans or the short-term portion of advances are classified as interfund
receivables/payables.

COMPENSATED ABSENCES

The City follows the provisions of GASB Statement No. 16, Accounting for Compensated Absences.
V acation benefitsare accrued asaliability asthebenefitsare earned if the employees rightstoreceive
compensation are attributable to services already rendered and it is probable that the employer will
compensate the employees for the benefits through paid time off or some other means. Sick leave
benefits are accrued asaliability using the termination method. Theliability includesthe employees
who are currently eligible to receive termination benefits and by those employees for whom it is
probable will become eligible to receive payment in the future. The amount is based on accumulated
sick leave and employee’ s wage rates at year end. Thisitem is discussed in Note 12 to the General
Purpose Financia Statements.

For governmental funds, the current portion of unpaid compensated absencesisthe amount expected
to be paid using expendable available resources. These amounts are recorded in the account
"compensated absencespayable" inthefund from which the empl oyeeswho have accumul ated unpaid
leave are paid. The remainder is reported in the general long-term obligations account group. In
proprietary funds, compensated absences are expended when earned. The entire amount of
compensated absences is reported as afund liability.
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1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

K.

CONTRIBUTED CAPITAL

Contributed capital representsresourcesfrom other funds, other governments, private sources, and tap-
in fees, to the extent they exceed the cost of physical connection to the system, which have been
provided to the enterprise funds and are not subject to repayment. Becausethe City, prior to 1992 had
not prepared financial statementsin accordancewith accounting principles generally accepted inthe
United States of America, the exact amount of contributed capital pertaining to years prior to 1992
cannot be determined. Consequently, only those amounts that have been able to be identified
specifically have been classified as contributed capital in the accompanying combined financial
statements. All other fund equity amounts pertaining to the enterprise funds have been classified as
retained earnings. Asof December 31, 2001 the City's contributed capital consisted of tap-infeesand
capital grants. Capital contributionsreceived after December 31, 2000 are recorded as non-operating
revenue in the enterprise funds.

RESERVES OF FUND EQUITY

The City records reservations for those portions of fund balance which are legally segregated for
specific future use or which do not represent available, spendable resources and, therefore, are not
available for expenditure. Undesignated fund balance indicates that portion of fund equity whichis
available for appropriation in future periods. Fund balance reserves have been established for
principal endowment, inventory of supplies, prepaid items, and for loans, which represent community
development monies loaned to local businesses and homeowners.

SHORT-TERM OBLIGATIONS

Under Ohio Law, adebt retirement fund must be created and used for the payment of all debt principal
and interest. Accounting principles generally accepted in the United States of Americarequire bond
anticipation notes to be reported as a liability in the fund which received the proceeds.

LONG-TERM DEBT

Long-term debt isrecognized asaliability of agovernmental fund when due, or when resources have
been accumulated in the debt service fund for payment early in the following year. For other
long-term obligations, only that portion expected to be financed from expendable available financial
resources is reported as a fund liability of a governmental fund. The remaining portion of such
obligationsis reported in the general long-term obligations account group.

INTERFUND TRANSACTIONS

During the course of hormal operations, the City has numerous transactions between funds, most of
which are in the form of transfers of resources to provide services, construct assets and service debt.
The accompanying financial statements generally reflect such transactions as operating transfers.
Operating subsidies are also recorded as operating transfers.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

O. INTERFUND TRANSACTIONS (Continued)

Nonrecurring and non-routine transfers of equity between funds and the transfer of residual balances
of discontinued funds or projectsto the general fund or capital projectsfundsare classified asresidual
equity transfers.

Transactions that constitute reimbursements for expenditures or expensesinitially made from afund
that are properly allocableto another fund arerecorded as expenditures or expensesin thereimbursing
fund and as reductions of the expenditures and expenses in the fund that is reimbursed.

P. ESTIMATES
The preparation of financial statementsin conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the amounts reported in the financial statements and accompanying notes. Actual results may differ
from those estimates.

Q. TOTAL COLUMNS ON FINANCIAL STATEMENTS

Total columnsonthefinancial statementsare captioned"Memorandum Only" toindicatethat they are
presented only to facilitate financial analysis. This data is not comparable to a consolidation.
Interfund-type eliminations have not been made in the aggregation of this data.

CASH DEPOSITSAND INVESTMENTS

State statutes classify monies held by the City 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 commercia accounts payable or withdrawable on demand, including negotiable
order of withdrawal (NOW) accounts, or in money market deposit accounts.

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

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

Protection of the City’ sdepositsis provided 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 institution, or by a single collateral pool established by the financial
institution to secure the repayment of all public money deposited with the institution.
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CASH DEPOSITSAND INVESTMENTS (Continued)

State statute permits interim monies to be deposited or invested in the following securities:

1 United States treasury notes, bills, bonds, or other obligations of or security issued by the United
States treasury or any other obligation guaranteed as to the payment of principal and interest by the
United States,

2. Bonds, notes, debentures, or other obligations or securitiesissued by any federal government agency

or instrumentality, including but not limited to, thefederal national mortgage association, federal home
loan bank, federal farm credit bank, federal home loan mortgage corporation, government national
mortgage association, and student loan marketing association. All federal agency securities shall be
direct issuances of federal government agencies or instrumentalities;

3. Written repurchase agreements in the securities listed above, provided that the fair value of the
securities subject to the repurchase agreement must exceed the principa value of the agreement by
at least two percent and be marked to fair value daily, and that the term of the agreement must not
exceed thirty days;

4, Bonds and obligations of the State of Ohio;

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

6. The State Treasurer's investment pool (STAROI0);

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

3. Obligations of the City.

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
trusteeor, if the securitiesare not represented by acertificate, upon receipt of confirmation of transfer fromthe
custodian.
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CASH DEPOSITSAND INVESTMENTS (Continued)

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

Deposits: At year end, the carrying amount of the City’s deposits was $640,244 and the bank balance was
$717,888. Of the bank balance:

1. $100,653 was covered by federal depository insurance; and

2. $617,235 was uninsured and uncollateralized. Although al state statutory requirements for the deposit of
money had been followed, non-compliance with federal requirements could potentially subject the City held
to a successful claim by the FDIC.

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 includesinvestments that 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 agentinthe
City’sname. Category 3 includes uninsured and unregistered investments for which the securities are held by
the counterparty, or by itstrust department or agent but not in the City’ sname. The City’ sinvestmentin STAR
Ohio is an unclassified investment since it is not evidenced by securities that exist in physical or book entry
form.

Category Carrying Fair
1 2 3 Vaue Vaue
Investments:
U.S. Treasury Notes  $ 0 $2,436,367 $ 0 $2,436,367 $2,436,367
State Treasury Pool 0 0 0 632,577 _ 632,577
Total
Investments $ 0 $2,436,367 $ 0 $3,068,944 $3,068,944

Theclassification of cash and cash equivalents, and investments on the combined financial statementsisbased
oncriteriaset forthin GASB Statement No. 9, Reporting Cash Flowsof Proprietary and Non-Expendable Trust
Funds and Governmental Entities that use Proprietary Fund Accounting.

A reconciliation between the classifications of cash and cash equivalents and investments on the combined

financial statements and the classification of deposits and investments presented above per GASB Statement
No. 3isasfollows:
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CASH DEPOSITSAND INVESTMENTS (Continued)

GASB 9 to GASB 3 Reconciliation

Cash &
Cash Equivaents Investments
GASB 9 Balances $1,272,821 $2,436,367
Star Ohio (632,577) 632,577
GASB 3 $ 640,244 $3,068,944

BUDGETARY BASISOF ACCOUNTING

While the City is reporting financial position, results of operations and changes in fund balance on the basis
of accounting principles generally accepted in the United States of America, the budgetary basis as provided
by law and described above is based upon accounting for certain transactions on a basis of cash receipts,
disbursements and encumbrances. The Combined Statement of Revenues, Expenditures and Changesin Fund
Balances - Budget and Actual (Budget Basis), All Governmental Fund Types are presented on the budgetary
basisto provide ameaningful comparison of actual resultswith the budget. The mgjor differences betweenthe

budget basis and GAAP basis are that:

1. Revenues are recorded when received in cash (budget basis) as opposed to when susceptible to accrual

(GAAP basis).

2. Expenditures are recorded when paid in cash (budget basis) as opposed to when the liability is incurred

(GAAP basis).

3. Encumbrances aretreated as expenditures for all funds (budget basis) rather than as areservation of fund

balance for governmental fund types (GAAP basis).

The following tables summarize the adjustments necessary to reconcile the GAAP and budgetary basis

statements by fund type.

Excess of Revenues and Other Financing Sources
Over (Under) Expenditures and Other Financing Uses
Governmental Fund Types

Specia
General Revenue

GAAP Basis $82,419 $248,004
Adjustments:

Revenue Accrual 3,026 (7,750)
Expenditure Accrual (85,062) (327,273)
Encumbrances (29,637) (213,269)
Budget Basis $(29,254) $(300,288)

There were no differences between the budget basis and the GAAP basis in the Capital Project Fund.
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4.

ACCOUNTABILITY AND COMPLIANCE

A. Accountability

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

General Fund $24,282
Special Revenue Funds
Cemetery 44,141
Sales Tax 5,281
Dare 140
Enterprise Funds
Pool 15,625
McNally 29,752

The deficit in the General Fund does not exist on the cash basis and is the result of applying accounting
principles generally accepted in the United States of America and the requirement to accrue liabilities when
incurred. The General Fundisliablefor any deficitsin these funds and provides operating transferswhen cash
is required, not when accruals occur. The Cemetery, Sales Tax, and Dare Special Revenue Funds, the Pool
and McNally Enterprise Funds had a deficit on both the cash and the GAAP basis and are the results of
overspending available resources. While the General Fund is liable for these deficits, the fund did not have
enough of a cash balance to support all these deficits. Therefore, the Income Tax Special Revenue Fund, the
Sewer and Water Enterprise Funds, and the Cemetery Trust Nonexpendable Trust Fund were also used to
provide support for the negative cash balances.

B. Compliance

The following funds had expenditures plus encumbrances in excess of appropriations, at the legal level of
appropriation, at December 31, 2001

Special Revenue Funds
Recreation Fund

Leisure Time Activity $2,329
Sales Tax Fund

Transportation 54,700
C.D.B.G. Revolving Loan Fund

Other Expenditures 29,247
Fire Fund

Security of Persons & Property 49,253
Cemetery Fund

Hedlth 15,616
State Highway Fund

Transportation 7,494
Housing Preservation Fund

Community Environment 71,198
Income Tax Fund

Legidative & Executive 10,299
Capital Project Fund
Ridgewood Fund

Capital Outlay 6,552
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ACCOUNTABILITY AND COMPL IANCE(Continued)

B. Compliance (Continued)

The following funds had appropriations in excess of estimated resources at December 31, 2001

General Fund $82,455

Special Revenue Funds
Fire Fund 4,013
Street Fund 4,803
Cemetery Fund 31,582
Recreation Fund 929
CHIS Fund 5,800
Housing Preservation Fund 15,906
Railroad Depot Fund 186
Income Tax Fund 180,111

DEBT OBLIGATIONS

The City'slong-term obligation at year end consisted of the following:

Outstanding Outstanding
Types/ Issues at 12/31/00 Issued Retired at 12/31/01
General Long-Term Debt
Compensated Absences $ 56,286 $ 0 $ 6,104 $ 50,182
Fire Truck Note 221,000 0 6,072 214,928
Capital Lease Payable 13,650 0 13,650 0
Total Long-Term Debt $ 290,936 $ 0 $ 25,826 $ 265,110
Enterprise Fund Obligations
Water Fund
OPWC Loan $ 531,405 $ 0 $ 18,245 $ 513,160
OWDA Loan 1,080,330 0 67,632 1,012,698
Garbage Fund
Garbage Truck Note 56,000 0 14,000 42,000
Sewer Fund
OPWC Loan 436,557 0 45,196 391,361
FmHA Loan 2,599,000 0 35,000 2,564,000
OWDA Loan 2,009,540 0 108,431 1,901,109
Total Enterprise Fund Obligation  $6,712,832 $ 0 $288,504 $6,424,328

TheFire Truck noteisfor the purchase of aPumper Fire Truck. Thenoteisadirect obligation of the Fire Fund
for which its full faith, credit and resources are pledged. Property and revenue of the Fire Fund have been
pledged to repay this debt.
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DEBT OBLIGATIONS (Continued)

The Ohio Water Development Authority (O.W.D.A.) loansarefor utility construction projects. Property and
revenue of the utility facilities have been pledged to repay these debts.

The Ohio Public Works Commission (O.P.W.C.) loans are for utility construction projects. Property and
revenue of the utility facilities have been pledged to repay these debts.

The Farmer’s Home Association (FmHA) loans are for sewer construction. Revenues from sewer usage fees
finance this loan.

The Garbage Truck Noteisfor the purchase of aGarbage Truck. Thenoteisadirect obligation of the Garbage
Fund for which its full faith, credit and resources are pledged. Property and revenue of the garbage facility
have been pledged to repay this debt.

Compensated Absences (sick leave and vacation benefits) will be paid from the fund from which the person
ispaid. Additionsand deletions of accrued vacation and sick leave are shown net sinceit isimpractical for the
City to determine these amounts separately.

The annual requirement to amortize all enterprise fund debt outstanding as of December 31, 2001, including
interest payments of $3,046,083 are as follows:

OWDA Loans
Farmers Home Loans OPWC Loan Supported by
Supported by Enterprise Supported by Enterprise Garbage
Revenues Enterprise Revenues Revenues Truck Totals
2002 $164,300 $59,089 $241,652 $16,205 $481,246
2003 164,500 81,687 241,652 15,470 503,309
2004 164,600 81,687 241,652 14,735 502,674
2005 164,600 81,687 241,652 0 487,939
2006 164,500 81,687 241,652 0 487,839
2007-2011 822,200 370,438 1,208,258 0 2,400,896
2012-2016 822,650 148,246 1,000,912 0 1,971,808
Theresfter 2,634,700 0 0 0 2,634,700
Totals $ 5,102,050 $ 904,521 $3,417,430 $46410 $9,470411
Less: Amount
Representing Interest (2,538,050) 0 (503,623) (4410) (3,046,083)
Total Principal
Requirements To
Maturity $ 2,564,000 $ 904,521 $2,913,807 $42.000 $6,424,328

27




CITY OF WELLSTON, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2001

5.

DEBT OBLIGATIONS (Continued)

Theannua requirement to amortize all general long-term debt outstanding as of December 31, 2001, including
interest payments of $147,348 are as follows:

Y ear Ending Fire Truck
2002 $19,330
2003 19,330
2004 19,330
2005 19,330
2006 19,330
2007-2011 96,652
2012-2016 96,652
Thereafter 72,322

Total $362,276

PROPERTY TAX

Property taxesinclude amountslevied against al real, public utility, and tangible personal property located in
the City. Taxes collected on real property (other than public utility) in one calendar year are levied in the
preceding calendar year on assessed values as of January 1 of that preceding year, the lien date. Assessed
valuesare established by the County Auditor at 35 percent of appraised market value. All property isrequired
to berevalued every six years. The last revaluation was completed in 1999. Real property taxes are payable
annually or semiannually. Thefirst payment is due March 14, with the remainder payable by August 13.

Taxescollected from tangible personal property (other than public utility) in onecalendar year areleviedinthe
prior calendar year on assessed val ues during and at the close of the most recent fiscal year of the taxpayer that
ended on or before March 31 of that calendar year, and at the tax rates determined in the preceding year.
Tangible personal property used in business (except for public utilities) is currently assessed for ad valorem
taxation purposes at 25 percent of itstruevalue. Amounts paid by multi-county taxpayers are due October 31.
Single county taxpayers may pay annually or semiannually. If paid annually, payment is due June 15; if paid
semiannually, the first payment is due April 30, with the remainder payable by October 31.

Public utility real and tangible personal property taxescollected in onecalendar year arelevied in the preceding
calendar year on assessed val ues determined as of December 31 of the second year preceding thetax collection
year, thelien date. Certain public utility tangible personal property currently is assessed at 35 percent of its
true value. Public utility property taxes are payable on the same dates as real property taxes described
previously.

The County Treasurer collects property tax on behalf of al taxing districts within the County. The County

Auditor periodically remitsto itself its share of the taxes collected. The City records receipt of these taxesin
various funds.
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FOR THE YEAR ENDED DECEMBER 31, 2001

PROPERTY TAX (Continued)

Accrued property taxesrecei vabl erepresent delinquent taxes outstanding and real, tangibl e personal, and public
utility taxes which were measurable and unpaid as of December 31, 2001. Although total property tax
collections for the next fiscal year are measurable, amounts to be received during the avail able period are not
subject to reasonable estimation at December 31 and are not intended to finance 2001 operations. The
receivable and the portion of the tax levies prepaid by year end are therefore offset by a credit to deferred
revenue.

Thefull tax ratefor all City operationsfor the year ended December 31, 2001, was $9.50 per $1,000 of assessed
value. The assessed values of real and tangible personal property upon which 2001 property tax receipts were
based are asfollows:

Category Assessed Value
Resal Estate $47,426,230
Public Utility Personal Property 3,595,070
Tangible Personal Property 11,146,158
Total Property Taxes $62,167,458

RECEIVABLES

Receivables at December 31, 2001 consisted of taxes, interest, accounts (billings for user charged services
including unbilled utility services), and intergovernmental receivables arising from grants, entitlements and
shared revenues. All receivables are considered fully collectible except accounts receivable related to utility
services.

Loans receivable represents low interest loans for development projects and home improvements granted to
eligible City residents and business under the Community Devel opment Program.

The note receivablein the Enterprise Fund isthe result of an agreement madein 1995 between the City and the
Pillsbury Company, whereby the Pillsbury Company has agreed to make paymentsto the City for theretirement
of aportion of the original $1,525,191 OWDA loan. The agreement requires the note be repaid over 15 years
at 10% interest.

A summary of the principal items of intergovernmental receivables (due from other governments) follows:

General Fund:

Local Government $42,509

Municipal Court 4,510
Total General Fund 47,019
Special Revenue Funds:;

Gas Tax 53,360

Permissive Tax 35,136

Motor Vehicle Tax 17,837

Grants and Entitlements 267,895
Total Special Revenue Funds 374,228
Enterprise Funds:

Grants and Entitlements 390,000
Total All Funds $811,247
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NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

CITY OF WELLSTON, OHIO

FOR THE YEAR ENDED DECEMBER 31, 2001

FIXED ASSETS

General Fixed Assets: Changesin general fixed assets during 2001 were as follows:

Balance @ Balance @
12/31/00 Additions Deletions 12/31/01

Land $ 104,371 $ 5,000 $ 0 $ 109,371
Buildings 2,885,275 46,104 0 2,931,379
Machinery & Equipment 326,909 111,162 0 438,071
Equipment Held Under

Capital Leases 76,817 0 76,817 0
Vehicles 684,101 5,000 0 689,101
Total $4,077,473 $167,266 $76,817 $4,167,922

Proprietary Fund Fixed Assets: A summary of the Proprietary Fund Types fixed assets as of December 31,
2001, follows:

Balance @
12/31/01

Land $ 62,706
Buildings 8,290,863
Plant Improvement 2,971,783
Machinery & Equipment 472,433
Vehicles 356,678
Construction in Progress 387,239
Water/Sewer Lines 2,673,726
Total Assets 15,215,428
Accumulated Depreciation (3,383,815)
Net Value of Assets $11,831,613

DEFINED BENEFIT RETIREMENT PLANS

Public Employees Retirement System: All employees of the City, except full-time uniformed police officers
and full-time firefighters, participate in the Public Employees Retirement System of Ohio (the “PERS of
Ohio"), acost-sharing multiple employer defined benefit pension plan. PERS of Ohio providesretirement and
disability benefits, annual cost-of-living adjustments and death benefits to plan members and beneficiaries.
Chapter 145 of the Ohi o Revised Code provides statutory authority to establish and amend benefits. The Public
Employees Retirement System of Ohio issues a stand-alone financial report that includesfinancial statements
and required supplementary information for the PERS of Ohio. Interested parties may obtain acopy by making
written request to 277 East Town Street, Columbus, Ohio 43215-4642 or by calling (614) 466-2085 or 1-800-
222-PERS(7377).
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10.

DEFINED BENEFIT RETIREMENT PLANS (Continued)

The Ohio Revised Code provides statutory authority for employee and employer contributions. Theemployee
contribution rate is 8.5%. The employer rate for local government employer units was 13.55%, of covered
payroll; 4.3%to fund health care. The contribution requirements of plan membersand the City are established
and may be amended by the Public Employees Retirement Board. The City’s contributions to PERS for the
years ended December 31, 1999, 2000, and 2001 were $152,788, $169,595, and $137,938 respectively, which
were equal to the required contributions for each year.

Ohio Palice and Fire Pension Fund: The City of Wellston contributes to the Ohio Police and Fire Pension
Fund (the “Fund”), a cost-sharing multiple employer defined benefit pension plan administered by the State.
The Fund provides retirement and disability benefits, annual cost of living adjustments, death benefitsto plan
members and beneficiaries. Benefit provisions are established by the Ohio State L egislature and are codified
in Chapter 742 of the Ohio Revised Code. The Fund issues apublicly available financial report that includes
financial statements and required supplementary information.

This report may be obtained by writing to the Ohio Police and Fire Pension Fund, 140 East Town Street,
Columbus, Ohio 43215-5164.

Plan members (both policemen and firemen) are required to contribute 10.0% of their annual covered salary
and employers are required to contribute 19.5% of annual covered payroll for policemen and 24.0% of annual
covered payroll for firemen. The City’s contributions to the Fund for the years ending December 31, 1999,
2000, and 2001 were $21,128, $39,657, and $67,396 for the policeman; $9,912, $18,399, and $31,082 for
firemen, which were equal to the required contributions for each year.

POSTEMPLOYMENT BENEFITS

Public EmployeesRetirement System: The PERS of Ohio provides postemployment health care benefitsto age
service retirants with ten or more years of qualifying Ohio service credit and to primary survivor recipients of
such retirants. Health care coverage for disability recipients and primary survivor recipients of such retirants
isavailable. A portion of each employer’ s contribution to the PERS of Ohioisset asidefor the funding of post
retirement health care. The Ohio Revised Code provides statutory authority for employer contributions and
requires employersto fund postempl oyment health care through their contributionsto the PERS of Ohio. The
portion of the 2001 employer contribution rate (identified above) that was used to fund health carefor the year
2001 was $43,774, 4.3% of covered payroll.

The hedlth inflation and significant actuarial assumptions and cal culations relating to postemployment health
care benefits were based on the PERS of Ohio’s latest actuarial review performed as of December 31, 2000.
OPEB are financed through employer contributions and investment earnings thereon. The contributions
allocated to retiree health care, along with investment income on allocated assets and periodic adjustmentsin
health care provisions, are expected to be sufficient to sustain the program indefinitely.

The number of active contributing participants was 411,076. $11,735.9 million represents the actuaria value
of the Retirement System’s net assets available for OPEB at December 31, 2000. The actuarially accrued
liability and the unfunded actuarial liability, based on the actuarial cost method used, were $14,364.6 million
and $2,628.7 million, respectively.

31



CITY OF WELLSTON, OHIO
NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2001

10.

11

POSTEMPLOYMENT BENEFITS (Continued)

Ohio Police and Fire Pension Fund: The Ohio Police and Fire Pension Fund provides postretirement health
care coverage to any person who receives or is an eligible dependent child of such person. An eligible
dependent child isany child under the age of eighteen whether or not the child is attending school or under the
age of twenty two if attending school full-time or on atwo thirds basis. The Ohio Revised Code Chapter 742
provides the authority allowing the Police and Firemen's Disability and Pension Fund’s board of trustees to
provide health care coverage and states that health care cost are included in the contribution rate. The
contribution rate for Policeis 19.5% and Firefightersis 24.0% of covered payroll of which 7.5% was applied
to postemployment health care program. Health care funding and accounting is on a pay-as-you-go basis. In
addition, most retirees are required to contribute a portion of the cost of their health care coverage through a
deduction from their monthly benefit payment.

The number of participants eligible to receive health care benefits as of December 31, 2000, (the latest
information available) was 12,853 for policemen and 10,037 for firefighters. The City’s actual contributions
in 2000 that were used to fund postemployment benefits was $25,822 for police and $9,713 for firefighters.
The Fund' stotal health care expenses for the year ending December 31, 2000 were $106,160,054, which was
net of member contributions of $5,657,431.

RISK MANAGEMENT

The City participatesin varioustypes of insurance plansin an effort to minimize risk exposure and to control
claims and premium costs.

A. Medical/surgical benefits, and prescription drugsare offered to empl oyeesthrough Community Health
Plan.
B. Worker's Compensation

The City is a participant in the Comp Management Worker’s Compensation Rating Plan. Claims
services are administered by Gates, McDonad and Company. Inturn for substantial involvement by
the City in accident prevention, the City receives lower worker's compensation rates through
participation in the group plan.
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11.

12.

13.

RISK MANAGEMENT (Continued)

C. The City is exposed to various risks of loss related to torts, theft, or damage to, and destruction of
assets, errors and omissions, injuries to employees and natural disasters. During 2001, the City
contracted with several insurance agencies for liability, auto, and crime insurance. Insurance has a
$0 to $2,500 deductible per occurrence.

Coverages provided by the insurance agencies are as follows:

General Liability $ 500,000
Public Officials Liability 1,000,000
Law Enforcement Liability 1,000,000
Inland Marine Listed Covered Property @ $193,880
Automobile 500,000
Faithful Performance and

Employee Bond 10,000

In addition, the City maintai ns separate replacement cost insurance on buildings and contentsin the amount of
$18,259,428 with 90% coinsurance.

The City hasnot incurred significant reductionsin insurance coverage from coveragein the prior year by major
category of risk. Settled claims resulting from these risks have not exceeded commercial insurance coverage
in any of the past three years.

OTHER EMPLOYEE BENEFITS

Compensated Absences: Vacation leaveis earned at rates which vary depending upon length of service and
standard work week. Current policy credits vacation on the employee’ sanniversary date and isto be taken by
the next anniversary date. Vacation timeisnot cumulative and must be taken during the year unless otherwise
specified. City employees(or their estate) are paid for earned, unused vacation leave at the time of retirement
or termination of employment if the employee has at |east one year of service.

All full time City employees earn sick leave at the rate of 4.6 hoursfor every 80 hours of active service. Upon
separation from the City, employees with credited service are paid 50%, up to a maximum of thirty (30) days,
or 240 hours, of their accrued sick leave, or thefull balance may betransferred to another governmental agency.
Such payment shall be based on the employee’ srate of pay at the time of separation. At December 31, 2001
the current amount of unpaid compensated absencesin the governmental funds and the balance of theliability
in the general long-term obligations account group were $11,245 and $50,182 respectively. The liability for
compensated absences in the enterprise funds was $53,630.

CONTINGENCIES

Grants

The City received financial assistance from federal and state agenciesin the form of grants. The expenditure
of funds received under these programs generally requires compliance with terms and conditions specified in
the grant agreementsand issubj ect to audit by the grantor agencies. Any disallowed claimsresulting from such
auditscould becomealiahility of the General Fund or other applicablefunds. Dueto certain procedural matters
involving the Community Development Block Grant (CDBG) Program, the Ohio Department of Devel opment
requested the return of the CDBG fundsin July of 2002. In lieu of the return of the requested funds, the City
has the option and has agreed to surrender any CDBG formulaallocation grant funds and the right to apply for
al competitive CDBG grants for a period of one year.
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13.

14.

CONTINGENCIES (Continued)

Legal

The City is adefendant in a number of claims and lawsuits which may be classified as routine litigation in
which minimal non-material damagesare being sought. 1ntheopinion of the City Solicitor, no material liability

is anticipated.

SEGMENT INFORMATION - ENTERPRISE FUNDS

Financial segment information as of and for the year ended December 31, 2001 for the Enterprise Funds

presented as follows:

Garbage Water

Industrial
Site Total

Swimming
Pool Sewer
Operating Revenues $18,112  $1,058,101
Operating Expenses
Before Depreciation 16,784 600,837
Depreciation Expense 71 254,786
Operating Income/(Loss) 1,257 202,478
Grant Revenue 0 0
Net Income/(L 0ss) 1,257 317,849
Fixed Assets: Additions 0 233,293
Net Working Capital (16,367) 940,670
Total Assets 888 9,784,771
OWDA Loans Payable 0 1,901,109
OPWC Loans Payable 0 391,361
FmHA Loans Payable 0 2,564,000
Total Equity (15,625) 4,733,273

$231,582 $1,164,706

251,824 954,537
17,836 68,150
(38,078) 142,019
302,500 0
(40,370) 130,309
3726 11,990
(28832) 515,500

95,965 3,036,945

0 1,012,698
0 513,160
0 0

34,997 1,412,939

$116,162 $2,588,663

124,402 1,948,384

19,183 360,026
(27423) 280,253
0 302,500
(26,684) 382,361
0 249,009

(29,752) 1,381,219
653,549 13,572,118
0 2913807
0 904,521
0 2,564,000
621,331 6,786,915
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15. CHANGE INACCOUNTING PRINCIPLE -RESTATED FUND BALANCE/RETAINED EARNINGS

Changesin Accounting Principles For fiscal year 2001, the City has implemented GASB Statement No. 33,
Accounting and Financial Reporting for Nonexchange Transactions, and GASB Statement No. 36, Recipient
Reporting for Certain Shared Nonexchange Revenues. The implementation of GASB Statements No. 33 and
36 had the following effect on fund balance at December 31, 2000:

General Specia Revenue

Fund Balance at December 31, 2000 $(120,871) $3,147,058
Implementation of GASB 33 14,170 35,319
Adjusted Fund Balance at January 1, 2001 $(106,701) $3,182,377

Restatement of Fund BalancesIntheprior year, accrued interest payablewasmisstated in the Special Revenue
Funds. This had the following effect on fund balance asit was previously reported as of December 31, 2000:

Specia Revenue

Fund Balance at December 31, 2000 $3,147,058
Implementation of GASB 33 35,319
Restatement Amount (286)
Adjusted Fund Balance at January 1, 2001 $3,182,091
16. INTERFUND TRANSACTIONS

Interfund balances at December 31, 2001, consist of the following individual fund receivables and payables:

Due From DueTo
Other Funds Other Funds

General Fund $ 1,485 $ 0
Specia Revenue Funds:

Income Tax Fund 5,281 0

Dare Fund 0 140

Sales Tax Fund 0 5,281

Cemetery Fund 0 44,141
Total Special Revenue Funds 5,281 49,562
Enterprise Funds:

Pool Fund 0 14,976

McNally Fund 0 22,200

Water Fund 14,976 0

Sewer Fund 20,855 0
Total Enterprise Funds 35,831 37,176
Cemetery Trust Fund 44,141 0
Total All Funds $86,738 $86,738
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CITY OF WELLSTON, OHIO
Schedule of Federal Awards Expenditures
For the Year Ended December 31, 2001

Federal Grantor / Pass through Grantor / Pass through Federal
Program Title Entity Number CFDA Number Expenditures

U.S. Department of Housing and Urban Development
Passed through Ohio Department of Development:

Small Cities Community Development Block Grants -

Appalachian Regional Commission Program A-P-01-199-1 14.228 $141,936
Water and Sanitary Sewer Competitive Program A-W-00-199-1 14.228 72,788
Community Housing Improvement Program A-C-99-199-1 14.228 56,807
271,531

HOME Investment Partnership Grant A-C-99-199-2 14.239 142,516
Total U.S. Department of Housing and Urban Development 414,047

Total Federal Awards Expenditures $414,047

Note 1 - Significant Accounting Policies
The City prepares its Schedule of Federal Awards Expenditures on the cash basis of accounting, which is a
comprehensive basis of accounting other than generally accepted accounting principles. The information in this
schedule is presented in accordance with the requirements of OMB Circular A-133, Audits of States, Local
Governments and Non-Profit Organizations. Therefore, some amounts presented in this schedule may differ
from amounts presented in, or used in the preparation of the general purpose financial statements.

Note 2 - CDBG Rehabilitation and Revolving Loans
The City administers CDBG rehabilitation and revolving loan programs which are not reflected in the schedule above.
During the year ended December 31, 2001, the City issued $40,000 of new loans and received loan principal payments
of $65,748 under these loan programs. At December 31, 2001, the City reflects $432,760 as loans receivable under these
loan programs which is included in the balance sheet.

Note 3 - Matching Requirements
The City is required to contribute non-federal funds (matching funds) to support federally funded programs.
The City has complied with the matching requirements. The expenditures of non-federal matching funds is not
included in this schedule.
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J.L. Unric

AR ASSOCIATES MG

CERTIFIED PUBLIC ACCOUNTANTSAND MANAGEMENT CONSULTANTS

Report on Compliance and on Internal Control over Financial Reporting
Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

Members of Council

City of Wellston

203 East Broadway Street
Wellston, Ohio 45692

We have audited the financial statements of the City of Wellston, Ohio (the City), as of and for the year ended
December 31, 2001 and haveissued our report thereon dated August 20, 2002. We conducted our audit in accordance
with auditing standards generally accepted in the United States of Americaand the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United States of
America.

Compliance

As part of obtaining reasonable assurance about whether the City's financial statements are free of materia
misstatement, we performed tests of its compliance with certain provisions of laws, regul ations, contracts and grants,
noncompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed instances of noncompliance that
are required to be reported under Government Auditing Standar ds which are described in the accompany schedule
of findings and questioned costs as items 2001-01, 2001-02 and 2001-03. We aso noted other instances of
noncompliance that we have reported to the management of the City in a separate |etter dated August 20, 2002.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the City'sinternal control over financial reporting in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on the internal control over financial reporting. However, we noted certain mattersinvolving the
internal control over financial reporting and its operations that we consider to be areportable condition. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the design or operations of
theinternal control over financial reporting that in our judgement, could adversely affect the City’ sability to record,
process, summarize and report financial dataconsi stent with the assertions of management inthefinancial statements.
These reportable conditions are described in the accompanying schedule of findings and questioned costs as items
2001-04, 2001-05 and 2001-06.

78 North Plaza Blvd. ~ Chillicothe, OH 45601 4 | LS, 740.775.8448 ~ Fax 740.775.8442
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Members of Council

City of Wellston

Report on Compliance and on Internal Control over Financial Reporting
Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

A material weaknessisaconditioninwhich thedesign or operation of one or more of theinternal control components
does not reduce to arelatively low level the risk that misstatements in amounts that would be material in relation to
the financia statements being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. Our consideration of the internal control over financial
reporting would not necessarily disclose all mattersin the internal control that might be reportable conditions and,
accordingly, would not necessarily disclose al reportable conditions that are also considered to be material
weaknesses. However, we consider each of the items described above as reportable conditions to be material
weaknesses.

We aso noted other matters involving the internal control over financia reporting that we have reported to the
management of the City in a separate letter dated August 20, 2002.

Thisreport isintended for the information and use of the Finance Committee, City Council and management, and is
not intended to be and should not be used by anyone other than these specified parties.

J. L. Uhrig & Associates, Inc.

J. L. UHRIG & ASSOCIATES, INC.

August 20, 2002
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CERTIFIED PUBLIC ACCOUNTANTSAND MANAGEMENT CONSULTANTS

Report on Compliance with Requirements Applicable to Each M ajor
Program and Internal Control over Compliancein Accordance with
OMB Circular A-133

Members of Council

City of Wellston

203 East Broadway Street
Wellston, Ohio 45692

Compliance

We have audited the compliance of the City of Wellston, Ohio (the City) with the types of compliance reguirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133, Compliance Supplement that are
applicable to its magjor federal program for the year ended December 31, 2001. The City's major federal program is
identified in the summary of auditor's results section of the accompanying schedule of findings and questioned costs.
Compliancewith the requirements of laws, regulations, contracts and grants applicableto itsmajor federal programisthe
responsibility of the City's management. Our responsibility isto express an opinion on the City's compliance based on
our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of theUnited States; and OMB Circular A-133, Auditsof Sates, Local Governments, and Non-Profit
Organizations. Thosestandardsand OMB Circular A-133requirethat we plan and perform theaudit to obtain reasonable
assurance about whether noncompliance occurred with thetypes of compliance requirementsreferred to abovethat could
have adirect and material effect onamajor federal program. Anaudit includes examining, on atest basis, evidence about
the City's compliance with those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides areasonable basisfor our opinion. Our audit doesnot provide alegal
determination on the City's compliance with those requirements.

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

78 North Plaza Blvd. ~ Chillicothe, OH 45601 | Ly 740.775.8448 ~ Fax 740.775.8442
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Members of Council

City of Wellston

Report on Compliance with Requirements Applicable to Each Major
Program and Internal Control over Compliance in Accordance with
OMB Circular A-133

Internal Control over Compliance

The management of the City is responsible for establishing and maintaining effective internal control over compliance
with requirements of laws, regulations, contracts and grants applicableto federal programs. In planning and performing
our audit, we considered the City's internal control over compliance with requirements that could have a direct and
material effect on amajor federal 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.

We noted certain matters involving the internal control over compliance and its operation that we consider to be
reportable conditions. Reportable conditionsinvolve matters coming to our attention relating to significant deficiencies
inthedesign or operationsof theinternal control over compliancethat, in our judgement, could adversely affect the City’s
ability to administer amajor federal program in accordance with applicable requirements of laws, regulations, contracts
and grants. The reportable conditions are described in the accompanying schedule of findings and questioned costs as
items 2001-07 and 2001-08.

A material weaknessis a condition in which the design or operation of one or more of the internal control components
does not reduce to arelatively low level the risk that noncompliance with applicable regquirements of laws, regulations,
contracts and grants that would be material in relation to a major federal program being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions. Our
consideration of theinternal control over compliancewould not necessarily discloseall mattersintheinternal control that
might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses. However, we believe the reportable conditions described above are material
weaknesses.

We noted other matters involving the internal control over financial reporting that we have reported to the management
of the City in a separate letter dated August 20, 2002.

This report is intended for the information and use of the Finance Committee, City Council, 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.

J. L. Uhrig & Associates, Inc.

J. L. UHRIG & ASSOCIATES, INC.

August 20, 2002
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CITY OF WELLSTON, OHIO
Schedule of Findings and Questioned Costs
For the Y ear Ended December 31, 2001

A. SUMMARY OF AUDITOR'SRESULTS

1. Typeof Financial Statement Opinion Unqualified

2. Werethere any material internal control
weaknesses reported at the financial statement level | Yes
(GAGAS)?

3.  Werethereany other reportable internal control
weak-nesses reported at the financial statement
level (GAGAS)? No

4. Wasthere any material noncompliance reported at
the financial statement level (GAGAS)? Yes

5.  Werethere any material internal control
weaknesses reported for major federal programs? | Yes

6. Werethereany other reportable internal control
weaknesses reported for major federal programs? No

7.  Type of Major Program Compliance Opinion Unqualified

8. Arethereany reportable findings under § .510? Yes

9. Major Program (list): Small Cities Community Development
Block Grants
CFDA #14.228

10. Doallar Threshold: Type A/B Programs Type A: >$300,000

TypeB: All Other Programs

11. Low Risk Auditee? Yes

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

Finding Number 2001-01

Section 5705.09 of the Ohio Revised Code, in summary, statesthat each subdivision shall establish ageneral
fund and other specific fundswhich are designed for specific purposes. Section 5705.10 of the Ohio Revised
Code, in summary, further states that the money paid into any fund shall be used only for the purposes for
which such fund is established.
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CITY OF WELLSTON, OHIO
Schedule of Findings and Questioned Costs
For the Y ear Ended December 31, 2001

The City had several funds that carried a negative fund balance either throughout the year or at year end.
These negative fund balances indicate that the City overspent the available cash balance in these funds, and
therefore, used money from other funds which were established for a different purpose.

The City should closely monitor the activity of each fund and not allow any fund to be overspent.

Finding Number 2001-02

Section 5705.41(B) of the Ohio Revised Code, in summary, states that the City shal not make any
expenditure of money unlessit has been appropriated. An appropriation isabudgetary control account that
represents the total authorized expenditures for a current fiscal period.

The City expended and encumbered moniesin several fundsthat exceeded the appropriations adopted. This
practice has resulted in several funds being overspent during the year.

The City should closely monitor each fund to determine that sufficient appropriations exist before any
expenditures or encumbrances are made.

Finding Number 2001-03

Section 5705.41(D)(1), Ohio Revised Code, in summary, states that no order or contract involving
expenditures of money isto be made unlessthereisacertificate of the fiscal officer that the amount required
for the order or contract has been lawfully appropriated.

The required certification of fund availability from the City Auditor was not obtained for all expenditures
prior to incurring the obligation. The City should use purchase orders which reflect the City Auditor’s
certification for all expenditures. 1n the event of an emergency, then and now certificates can be used.

Section 5705.41(D)(3), Ohio Revised Code, in summary, states that upon certification by the City Auditor,
aregular blanket order or contract involving expenditures of money, not in excess of five thousand dollars,
may be appropriated to a specific line item account for a period not exceeding three months and not
extending beyond the end of the fiscal year. In addition, a super blanket certificate may be issued for
expenditures and contracts over $5,000 from a specific line item account in a specific fund for most
professional services, fuel, qil, food items and any other specific recurring and reasonably predictable
operating expenses for a period not extending beyond the end of the fiscal year.

The City failed to cancel their regular blanket purchase orders after three months and even allowed some to
exceed fivethousand dollars. Additionally, the City allowed their super blanket purchase ordersto beissued
to more than one specific line item account and fund.

Finding Number 2001-04

Reconciliation of Bank Accounts

Timely preparation of acomplete and accurate bank reconciliation is akey to maintaining adequate control
over both cash receipts and disbursements. During much of the year, the bank account reconciliations were
incomplete. Specifically, they contained unreconciled differences.
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By not reconciling the accounts on a monthly basis, errors or irregularities can go undetected and not be
recognized and resolved on a timely basis. While the City eventually accounted for all unreconciled
differences, a considerable amount of time had passed.

In order to strengthen the controls over cash and to have sound, reliable financial information for making
decisions, we recommend that the City Auditor and City Treasurer reconcile all fund activity with the bank
and resolve any differencesimmediately following the end of each month.

Finding Number 2001-05

Adequate Financial Records

The City has not maintained an adequate set of financial records. Certain receipts and disbursements were
found to either be entered into the accounting system incorrectly or not entered at all. Additionally, the City
had not entered al of the budgetary information into the accounting system on atimely manner. Such a
system does not provide accurate and reliable financial information for making decisions.

Theimportanceof agood accounting system cannot be overemphasized. Without adequatefinancial records,
management is basing decisions on incomplete and/or inaccurate information during the year, and excessive
timeis spent at year end preparing and auditing the financial statements.

In order to provide sound, reliable financial information for making decisions, we recommend that the City
institute the necessary controls over the financial records that will alow both the supporting documentation
and budgetary information in the accounting system to be checked by council or by someone other than the
person that has entered the information.

Finding Number 2001-06

General Fund

Expenditures in the General Fund continue to exceed revenues each year, thereby creating a cycle that is
quickly eroding the cash balance in the Fund. While the City has re-enacted an income tax to address the
immediate financial need for increased revenue, the General Fund will continue to experience financial
difficultiesif long-range plans are not made for the Fund.

The City should develop afive year projection of the activities in the General Fund. From this projection,
the City should devise plansto both increase revenues and control expenditures of the Fund. The projection
should address current revenue and financing sources available, additional revenue and financing sources
needed, operational expenditures, capital expenditures, debt expenditures and other financing uses. Once
developed, this projection can serve as a valuable financial tool to monitor the progress of the Fund and
should be updated each year thereafter.
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C. FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS

Finding Number 2001-07

CFDA Title and Number Small Cities Community Development Block
Grants - Appalachian Regional Commission
Program and Water and Sanitary Sewer
Competitive Program, CFDA #14.228

Federal Award Number / Year A-P-01-199-1/FYE: 12-31-01
A-W-00-199-U/FYE: 12-31-01

Federal Agency Department of Housing and Urban Devel opment

Pass-Through Agency Ohio Department of Devel opment

Internal Controls - Monitoring Activities for Davis-Bacon Act

All laborers and mechanics employed by contractors or subcontractors that work on construction contracts
in excess of $2,000 financed by federal assistance funds must be paid wages not |ess than those established
for the locality of the project (prevailing wage rates) by the Department of Labor.

Further, management isrequired to provide monitoring control sto ensurethat contractors and subcontractors
are paying prevailing wage rates. This can be achieved through management reviews and on-site visits to
monitor classifications and wage rates, as well as by comparing the reports from the contractors and
subcontractors to data independently obtained by management to make sure that the contractors and
subcontractorsare complying with thislaw. Wefound no evidenceto indicatethat these monitoring activities
were being performed by management.

We recommend that the City closely monitor the wages paid to the laborers and mechanics employed by
contractors and subcontractors to be sure that prevailing wages are being paid and that the City is in
compliance with the Davis-Bacon Act.
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Finding Number 2001-08

CFDA Title and Number Small Cities Community Development Block
Grants - Appalachian Regional Commission
Program and Water and Sanitary Sewer
Competitive Program, CFDA #14.228

Federal Award Number / Year A-P-01-199-1/FYE: 12-31-01
A-W-00-199-U/FYE: 12-31-01

Federal Agency Department of Housing and Urban Development

Pass-Through Agency Ohio Department of Devel opment

Internal Controls - Maintaining Sufficient Federal Grant Records

Federal grant funds are to be used for the purpose stated in the grant agreements and the expenditures are to
be appropriately detailed in the accounting recordsin order to identify which federal program is used to pay
for project expenditures. The City had two federa grants whereby the City did not provide an appropriate
breakdown in the accounting records of the project expenditures made and charged to each federal program.

In addition, payments from federal agencies shall be made upon the timely submission of a “Request for
Payment and Status of Funds Report”. The City was unable to produce a copy of the “Request for Payment
and Status of Funds Report”, however, the funds for the federal grants were sent to the City by the federal
pass-through agency.

Theimportance of akeeping good accounting system cannot be overemphasized. Without adequate records,
it is extremely difficult to determine the accuracy of the information regarding the receipts or expenditures
for federal funds.

We recommend that the City closely monitor the federal grant activities and keep adequate files and
accounting records on each of the federal grant projects.
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In accordance with OMB Circular A-133 § .315(c), the City has devel oped the following corrective action
plan to address the findings contained in the schedule of findings and questioned costs.

Anticipated
Finding Completion | Responsible Contact
Number Planned Corrective Action Date Per son

2001-07 | The Mayor or higher secretary will conduct | Immediately | John Stabler, Mayor
monitoring reviews and on-site visits with the
employees of the contractors and subcontractors to
discuss prevailing wagesbeing paid. The Mayor or
his’her secretary will also make independent
comparisons between payroll reports prepared by
the contractors and subcontractors and data
obtained from the Ohio Department of Labor.

2001-08 | The appropriate fund and account detail will be | Immediately | Penny Green, Auditor
established and maintained in the accounting John Stabler, Mayor
records by the Auditor for federal fundsand related
federal projects. Caution will be exercised in the
Mayor’s office to retain all copies of the “Request
for Status of Funds Report” for the City’sfiles.

46



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 WELSTON

JACKSON 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
SEPTEMBER 19, 2002



	Cover
	Table of Contents
	Financial Section
	Single Audit Section
	Compliance Section
	Schedule of Findings



