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LEGISLATIVE JOINT UDITING COMMITTEE
DIVISION OF LEGISLATIVE AUDIT

December 9, 2008

To the Honorable Mayor and Council Members
City of Jonesboro, Arkansas

We have audited the regulatory basis financial statements of the general fund, street fund and other funds in the aggregate
of the City of Jonesboro, Arkansas as of and for the year ended December 31, 2007, and have issued out report thereon
dated October 15, 2008. Audit findings are disclosed on pages 3 through 5 of the enclosed audit report. Professional
standards require that we provide you with the following information refated to our audit,

Qur Responsibilities under US Generallv Accepted Auditing Standards and Govermment Auditing Standards

Our responsibility, as described by professional standards, is to express opinions about whether the financial statements
prepared by management with your oversight are fairly presented, in all material respects, in conformity with the reguiatory
basis of accounting as prescribed or permitted by Arkansas Code. Our audit of the financial stalements does not relieve you
or management of your responsibilities.

As part of our audit, we congidered the internal control of the City. Such considgrations were solely for the purpose of
determining our audit procedures and not to provide any assurance concerning such internal controf.

As part of obtaining reasonable assurance about whether the financial statements are free of materigl misstatement, we
performed tests of the City's compliance with certain provisions of the state constitution, laws, regulations, contracts, and
grant agreements. However, the objective of our tests was not to provide an opinion on compliance with such provisions.

Planned Scope of the Audit

We performed the audit according to the planned scope communicated to the Mayor in our Notice of Audit Services letter.

Significant Audit Findings

Qualitative Aspects of Accounting Praclices

Management is responsible for the selection and use of appropriate accounting policies. In accordance with tl_n-:: terms of our
Notice of Audit Services letter, we will advise management about the appropriateness of accounting policies and their
application. The significant accounting policies used by the City are described in Note 1 to the financial statements. No new
accounting policies were adopted and the application of existing policies was not chgnged during the year. Welnoted no
transactions entered into by the governmental unit during the year for which there is a Jack of authoritative guidance or

consensus. There are no significant transactions that have been recognized in the financial statements in a different period
than when the transaction ccourred.

Difficuities Encountared in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.
Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the audit, other than
those that are trivial, and communicate them to the apprapriate level of management.

Management has corrected all such misstatements.
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Materigl misstatements detected as a result of audit procedures are disclosed in the Report on Internal Control Over
Finangial Reporting, Compliance and Other Matters, and Other Issues Based on an Audit of Financial Statements
Ferformed in Accordance with Government Auditing Standards in the enclosed audit report.

Disagreements with Management

Far purposes of this letter, professional standards define a disagreement with management as a financial accounting,
reporting, or auditing matter, whether or not resolved to our satisfaction, that could be significant to the financiai statements
or the auditor's report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the management representation letter
dated October 15, 2008,

Management Consuitations with Other Independent Accountants

In some cases, management may decide ta consult with ather accountants about auditing and accounting matters, similar to
obtaining a “second opinion” on cerfain situations. If a consultation involves application of an accounting principle to the
governmental unit's financial statements or a determination of the type of auditor's opinion that may be expressed on these
statements, our professional standards require the consulting accountant to check with us to determine that the consuitant
has all the relevant facts. To our knowledge, there were no such consuitations with other accountants.

Other Issues

We generally discuss a variety of matters, including the applica'tion of accounting principles and auditing standards, with
management each year. These discussions occurred in the normal course of our professional relationship.

Arkansas Code Annotated § 10-4-418 requires this report to be reviewed by the governing body. This law alsa requires the
governing body to take appropriate action relating to each finding and recomsendation contained in the report.

This information is intended salely for the use of the Mayor and Council members and management of the City and is not
intended to be and should not he used by anyone other than these specified parties.

DIVISION OF LEGISLATIVE AUDIT
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LEGISLATIVE JOINT AUDITING COMMITTEE
DIVISION OF LEGISLATIVE AUDIT

TO: Auditee

FROM: E/ Roger A. Norman, JD, CPA, CFE
, Legislative Auditor

DATE: December 9, 2008

SUBJECT: Legislative Joint Auditing Committee Review Of:

City of Jonesboro
December 31, 2007

The enclosed report will be presented to the Committee on Counties and
Municipalities of the Legislative Joint Auditing Committee for its review at 2:00 p.m.,
on Monday, December 15, 2008, in Conference Room 151, State Capitol Building,
Little Rock, Arkansas.

The Committee on Counties and Municipalities will make its report to the full
membership of the Legislative Joint Auditing Committee regarding your audit at
9:00 a.m., on Tuesday, December 16, 2008, in Conference Room 171, State
Capitol Building, Little Rock, Arkansas.

If you should have any questions or comments regarding this matter, please feel
free to contact us.
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LEGISLATIVE JOINT AUDITING COMMITTEE
' DIVISION OF LEGISLATIVE AUDIT _ -

INDEPENDENT AUDITOR'S REPORT

City of Jonesboro, Arkansas Officials and Council Mermbers
Legisfative Joint Auditing Committee

We have audited the accompanying regulatory basis financial stataments of the general fund, street fund, and other funds in
the aggregate of the City of Joneshoro, Arkansas, as of and for the year ended Decembar 31, 2007, as listed in the table of
confents, These financial statements are the responsibility of the City's management. Our responsibility is to express
opinions on these financial statements based on our audit,

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

As described more fully in Note 1(B and C), the City has prepared these financial statements using accounting praptices
prescribed or permitted by Arkansas Code, which practices differ from accounting principles generally accepied in the
United States of America. The effect on the financial statements of the variances between these regulatory accounting
practices and accounting principles generally accepted in the United States of America, although not reasonably
determinable, are presumed to be material.

In our opinion, because of the effects of the matter discussed in the preceding paragraph, the financial statements referred
to above do not present fairly, in conformity with accounting principles generally accepted in the United States of America,
the financial position of the City of Jonesboro, Arkansas, as of December 31, 2007, or the changes In its financial position or
where applicable, its cash flows, thereof for the year then ended. Further, the City has not preserted a management's
discussion and analysis that accounting principles generally accepted in the United States has determined Is necessary to
supplement, although nhot required to be part of, the basic financial statements.

The financial statements referred to above do not disclose all the required information concerning deposit and investment
risks, which should be included in order to conform with the ragulatary basis of accounting described in Note 1(B and C).

In our opinion, except for the effects on the financial statements of the omissions described in the preceding paragraph,ltlhe
financiai staterments referred {o above present fairty, in alt material respects, the respective regulatory basis financial position
of the general fund, street fund, and other funds In the aggregate of the City of Jonesboro, Arkansas, as of December 31,
2007, and the respactive changes in the regulatory basig financial position, and the budgelary resuits for the genaral fund
and street fund for the year then ended on the basis of accounting described in Note 1(B and C).

In accordance with Govermment Audifing Standards, we have also issued our report dated October 15, 2008 on our consideration
of the City's internal contral over financial reporting and our tests of its compliance with certain provisions of the state constitution,
laws, regulations, contracts, and grant agreements and other matters. The purpose of that report is to describe the scope _of our
testing of internal controt over financial reporting and compliance and the results of that testing, and not to provide an opinion on
the internal cantrol over financial reporting of on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.
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Qur audit was conducted for the purpose of forming opinions on the accompanying regulatory basis financial statements of the
City of Jonesboro, Arkansas. The accompanying financial information listed as supporting schedules in the table of contents
is presented for purposes of additional analysis and Is not a required part of the financial statements of the City of
Jonesboro, Arkansas. Such information has been subjected to the auditing procedures applied in the audit of the financial
statements and, in our opinion, except for the effects on the financial information in Schedules 1 and 2 of the omissions
described above, such information Is fairly stated in all material respacts in relation to the financial staternents taken as a
whole. The supplementary information in the Schedule of Capital Assets listed in the table of contents as Scheduie 3 is required
- by the regulatory basis of presentation and is presented for the purpose of additional analysis. We have not applied auditing
procedures to this information and, accordingly, we express no opinion on the Schedule of Capital Assets.

DIVISION OF LEGISLATIVE AUDIT
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R e.r A Norman, JD, CPA, CFE
Legislative Auditor

Litle Rock, Arkansas
October 15, 2008
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LEGISLATIVE JOINT AUDITING COMMITTEE
- DIVISION OF LEGISLATIVE AUDIT

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

City of Jonasboro, Arkansas Officials and Council Members
Legislative Joint Auditing Committee

We have audited tha accompanying regulatory basis financial statements of the genaral fund, street fund, and other funds in the
aggregate of the City of Jonesbore, Arkansas, as of and for the year ended December 31, 2007, and have issued our repart
thereon dated October 15, 2008, We issued an adverse opinion becauss the City prepared the financial statements using
accounting principles prescribed or permitted by Arkansas Code, which differ from accounting principles generally accepted in the
United States of America. The effact on the financial statements of the variances between these regulatory accounting practices
and accounting principles generally accepted in the United States of America, although not reascnably determinable, are
presumed to be material. However, with respect to the basis of accounting described in Note 4(B and C), our opinions on the
general fund, street fund, and other funds In the aggregate were qualified because required disclosures werg not made
concerning deposit and investrment risks. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits containad in Government Auditing Standards, issued by
the Comptrolier General of the United States.

Internal Controt Over Financial Reparting

in planning and performing our audit, we considered the City of Jonesboro's internal control over financial reporting as a basis of
designing our auditing procedures for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the City of Jonesbora's internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the City of Jonesboro’s internal control over financial

reporting.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and would not necessarily
identify all deficiencies in internal control over financial reporting that might be significant deficiancies or material weaknesses.
However, as discussed below, we identified certain deficiencies in intemnat control over financial reporting that we consider to be

significant deficiencies.

A control deficiency exists when the design or operation of a confrol does not aliow management o employees, in the normal
course of performing their assigned functions, to prevent or detect misstatements on a fimely basis. A significant deficiency is a
control deficiency, ar combination of control deficlencies, that adversely affects the entity's ability to initiate, authorize, record,
procass, or report financial data reliably in accordance with the regulatory basis of accounting as prescribed of permitted by
Arkansas Code such that there is more than a remote likelihood that a misstatement of the City's financial statements that is more
than inconsequential will not be prevented or detected by the City's internal control. We consider the following deficiencies to be
significant deficiencies in internal control over financial reporting:

2007-1  To ensure the proper safeguarding of assets, financial accounting duties relating to initiating, receipting, depositing,
disbursing, and recording cash transactions should be distributed among appropriate employees. The City officials,
as spacified in the Other Issuas section of this report, did not segregate these duties to sufficiently reduce the risks of
fraud or error and properly safeguard the City's assets, because of limited financial resources. We recommend that
the financial accounting duties in each office be segregated among employess 1o the extent possible.

The City officials, as specified in the Other Issues section of this repart, responded and indicated that their offices will
segregate the duties relating to initiating, receipting, depositing, disbursing, and recording cash transactions to the extent
possible with the current staffing levels.

2007-2 Effective application security requires that users only be assigned the data access necessary for their job. Security
BCCBSS again appears excessive for some Finance Application user accounts as Depariment Heads and Managers
given purchase order approval or commit authority have the ability to approve or commit payment for any
departments’ purchase orders,
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2007-2 (Continued)

This condition exists because the application does not include functionality to restrict users with purct]ase order
paymaent approval authority to only their respective department’s purchase orders. Failure to properly assign access
permissions increases the risk of accidental or intentional unauthorized transactions or data manipulation.

We again recommend the City Finance Application Security Administrator review and revise security account_s
defined in the Springbrook Application for Department Heads and Managers to restrict access to only their
appropriate departments.

The Treasurer/Finance Director responded that the Finance Depariment is currently working with the Information
Systems Department to revisw system access and further limit staff access based on user needs,

2007-3 Arkansas Code requires monthly bank reconciliations. Timely and accurate bank reconciliations again wers not
prepared for the consolidated bank account primarily due to a large number of errors in the accounting records and
illness of key accounting staff. Timely reconciliations are essential in order to ensure proper accounting of receipts
and disbursements and safeguarding of city assets.

We again recommend that procedures be implemented to ensure timely and accurate bank reconciliations.
The Traasurer/Finance Director has responded that timely and accurate bank reconciliations are being prepared.

2007-4  Arkansas Cods requires City management to maintain financial records. The City's financial records again contained
omissions/etrors that were considered materlal as enumerated below:

The financia! records for the General Fund contained misstatements in cash of $435,011 due primérily to posting
errors and omissions and aiso contained receipt and disbursement misstatements of $148,582 and $2,317,122,
respectively, dus to omitted entries, classification errors and posting errors.

The financial records for the Street Fund contained misstatements in disbursements of $600,250 due fo
misclassification of iease payments.

The effect of these omissions and misstatements constitutes a significant control deficiency in the process of
preparing financial records. We again recommend City management implement procedures to ensure that all
assets, receipts and disbursements are properly accounted for and recorded,

The Treasurer/Finance Director responded that every effort will be made fo ensure that correct entries and
postings are made to the accounting records and the appropriate entries to the financial records are approved.

2007-5  pocumentation is necessary for validation of the adjusting journal entries to the financial records. The City again
failled to maintain complete supporting documentation for adjusting journal entries. The deficiency was primarily due
to a lack of supervision and inadequate training. Without adequate documentation, erroneous or invalid entries could
be made to the financial records.

Woe again recommend procedures be implemented to ensure that only authorized individuals make adjustments to
the financial records and all adjustments and documentation be reviewed and approved by the Treasurer/Finance
Director and maintained for audit purposes.

The Treasurer/Finance Director responded that procedures have been estabfished to review all adjusting entries ona
weekly basis.

20076 |n order to ensure the proper safeguarding of assets, two or more signatures should be required for all cash
disbursements including fund transfers. Again, numerous transfers between accounts were made with only the
signature of the City accountant. Failure by the Treasurer/Finance Director to establish and maintain proper controls
over cash disbursements could make the City's assets vuinerable to misappropriation.

We again recommend the Treasurer/Finance Director establish and maintain controls to ensure that a minimum of
two signatures be required to disburse funds including transfers between accounts.

The Treasurer/Finance Director responded that a depository board has been established and written procedures will
be drafted to govern transfers and assure proper signatures arg required.

I{\ Material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a remote
ikelihood that a material misstatement of the financial statements will not be prevented or detected by the City's internal control.



Our consideration of internal control over financial reporting was for the limited purpose described in the first paragraph of this
section and would not necessarily identify all deficiencies in the internal control that might be significant deficiencies and,
- aceordingly, would not necessarily disclose all significant deficiencies that are also considerad fo be material weaknesses.
However, of the significant deficiencies described above, we consider items 2007-1, 2007-2, 2007-3, 2007-4, 2007-5 and 2007-6

to be material weaknesses.

The City's responses to the findings identifisd in our audit are described above. Wae did not audit the City's responses and,
accordingly, we express no opinion on them.

Compliance and Other Matiers

As part of obtaining reasonable assurance about whether the City's financial statements are free of material misstaterment, we
performed tests of the City'’s compliance with certain provisions of the state constitution, laws, regutations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial staternent
amounts. Howsver, providing an opinion on compliance with those provisions was not an objective of our audit and, accordingly,
we do not express such an oplnion. The results of our tests disclosed instances of nencompliance or other matters that are
required to ba reported under Govemiment Auditing Standards and which are described in the Internal Control over Financial
Raporting section as items 2007-3 and 2007-4.

Other lssues

The following issues are not significant deficiencies, material weaknesses or material instances of noncompliance, but are issues
that are presented to assist in the efficient operation of the City.

The commentary contained in this section relates to the following officials that held office during 2007:

Mayor: Doug Formon
Treasurer/Finance Director: Don Ray
District Gourt Clerk: Jermry Eldridge
Polica Chief: Michael Yates

Alrport Commissioner: George Stem

We reviewed the City's compliance with cerfain Arkansas laws concerning general and district court accounting, budgeting,
purchasing, and investing and depositing of public funds.

Qur audit procedures indicated that the Offices of Mayer, District Court Clerk, Police Chief and Airport Commissi_oner were in
substantial compliance with Arkansas fiscal and financial laws. Neoncompliance with state law and accepted accounting practices

was noted in the Office of Treasurar/Finance Director.

Treasurer/Finance Director

1. Again, there Is no formal documented and approved business continuity pfan to help the City operate during a disaster
situation.

2. Six-month financlal statements again were not published in noncompliance with Ark. Code Ann. § 14-69-116.

This report is intended solely for the information and use of the Legislative Jaint Auditing Committee, local City government,
state executive and oversight management, the federal awarding agencies and pass-through entities, if applicable, and qther
parties as required by Arkansas Code, and is not intended to be and should not be used by anyone other than these spamﬂ_ed
parties. However, pursuant to Arkansas Coda Annotated § 10-4-417, all repaorts presented to the Legislative Joint Auditing
Committes are matters of public record and distribution is not limited.

DIVISION OF LEGISLATIVE AUDIT

M. B

June M. Barron, CPA, CFE
Deputy Legislative Auditor

Little Rock, Arkansas
Qctobar 15, 2008
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NOTE 1:

CITY OF JONESBORO, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMEER 31, 2007

Summary of Significant Accounting Pollcles'

As discussed further in Note 1(B and C), these financial statements ara presented in accordance with the
reguiatory basis of presentation and accounting as prescribed or permitted by Arkansas Code. This regulatory
basis of presentation and accounting differs from accounting principles generally accepted in the United States
of America. '

A.

Financial Reporting Entity

The Gity of Jonesboro, Arkansas was incorporated under the laws of the State of Arkansas and operates
under an elected Mayor-Council form of government. The reporting entity includes all funds of the City.

Basis of Presentation — Regulatory Fund Accounting

The accounting system is organized and operated on a fund basis. A fund is defined as a fiscal and
accounting entity with a self-balancing set of accounts recording cash and other financial resources,
together with related liabilities and residual balances, and changes therein, which are segregated for
purposes of carmying on specific activities or attaining certain objectives in accordance with special
regulations, restrictions, o limitations. Arkansas Code requires that the financial statements be prasented on
a fund basis with, as a minimum, the general fund and street fund presented separately with all other funds
included in the financial statements presented In the aggregate. This law also sfipulates that the financial
statements consist of: a balance sheet; a statement of revenues (receipts), expenditures (disbursements), and
changes in fund equity (balances); a comparison of the final adopted budget fo the actual expenditures for the
general fund and strest fund; notes 1o the financial statemants; and a supplemental schedule of capital assets.

The following types of funds are recognized in the accompanying regulatory basis financial statements.

General Fund - The General Fund is the general operating fund and is used to account for all financial
resources, except those required o be accounted for in another fund. The General Fund heading as it
appears in the financial statements includes the following accounts: General, Operating, Sanitation,
Patking, Parks and Recraation, Forum and Fire Truck.

Street Fund - The Street Fund is used fo account for the proceeds of specific receipt sources that are
legaliy restricted to disbursements for maintaining and constructing highways and streets.

Other Funds in the Aggrenate - Other Funds in the Aggregate congist of all funds included in the financial
staterents except for the General and Street Funds, The following types of funds are included in this
column as follows:

Spacial Reveriua Funds - Special Revenue Funds are used to account for the proceeds of specific
recaipt sources that are legally restricted to disbursements for specific purposes. The following special
revenue funds are reported with other funds in the aggregate: Emergency-911, Advertising and
Promotion, Fedaral Grants, Community Development Block Grant, Airport Commission, Jonesboro
Economical Transportation System, Federal Forfeitures, Alberto Culver Grant, Library and District
Court Mediation.

Capital Projects Funds - Capital Projects Funds are used to account for financial resources to be used
fof the acguisition of construction of major capital facilities. The following capltal projects funds are
reported with other funds in the aggregate: Capital Improvement and Sales Tax Construction,

Trust and Agency Funds - Trust and Agency Funds are used to account for assets held by the entity in
a trustee capacity, or as an agent for individuals, private organizations, other governmental units, and
other funds. The following trust and agency funds are Teported with other funds in the aggregate:
Paliceman's Pension, Nenuniformed Employess’ Pension, Cemetery Perpetual Care, Police Bond and
Fina, District Court, Payroll, Cafeteria Plan and Insurance.

Basis of Accounting

The financial statements are presented using a regulatory basis of accounting. This basis recognizes
assats, liabilities, fund balance, receipts, and disbursements when they result from cash transactions with a
provision for investments, payroll taxes withheld, and settlemsnts pending. This regulatory basis differs
from accounting principles generally accepted in the United States of America.
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NOTE 1;

CITY OF JONESBORQC, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

Summary of Significant Accounting Policies (Continued)

c.

Bastis of Accounting (Continued)
As a result of the use of this regulatory basis of accounting, certain assets (such as accounts receivable,
interfund receivables, and capltal assets) and their related receipts and certain liabilities (such as accounts

payable, interfund payables, and long-term debt) and their related disbursements are not recorded in these
financial statements.

Assets, Liabilities and Fund Balances

Cash and Cash Equivalents

For the purpose of financial reporting, “cash and cash ecjuivalents' includes all demand accounts and
certificates of deposit.

Investments

Investments are reported at cost except for the nonuniformed employess’ pension fund investments which
are stated at market value.

Liabllities

For the purpose of financial reporting, liabilities Include payroll taxes withheld but not yet paid and
seftlements pending. Setflements pending are considered fines, forfeitures, costs, and cafeteria plan
payments that have not been transferred to the appropriate entities,

Fund Balance

1. Reserved Fund Balance indicates that portion of fund balance, which has been legally segregated for
specific purposes.

2. Designated Fund Balance indicates that portion of fund balance for which the entity has made tentative
plans.

3. Undesignated Fund Balance indicates that portion of fund balance, which is available for budgeting in
future periods.

Property Taxes

A lien attaches to the real property in January and on personal property in June of each year. Property

taxes are collectible begimning the first business day of March of the subsequent ysar, but are not

considered delinguent until after October 10.

Budget Law

State law requires that these procedures be followed in establishing the budgetary data:

a. Prior to December 1, the Mayor submits to the City Council a proposed operating budget for the
calendar year commencing the following January 1. The operating budget includes proposed
disbursements and the means of financing them.

b. The proposed budget is discussed at a City Council meeting prior to adoption.

¢. Prior to February 1, the budget is legally enacted by action of the City Council.

d. Appropriations lapse at the end of each year.

@. Under certain conditions, the budget may be amended subsequent to the year-end.

The budgeted recsipts and disbursements represent the formal operating budget adopted by the Clty
Council, as amended by the Council during the vear.

-12-




NOTE 4:

NOTE 2:

NOTE 3:

CITY OF JONESBORO, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

Summary of Significant Accounting Policies (Continued)

F. Budget Law (Continued)

Basis of Accounting

The City prepared an annual budget on tha regulatory basis for the General Fund, Street Fund and the
other Special Revenus Funds.

Cash and Investments

Deposit and investment risks related to credit risk, concentration of credit risk, interest rate risk, and foreign
currency risk have not been provided &s required by Governmental Accounting Standards Board Statement
No. 40.

Legal or Contractual Provisions for Deposits and Investments

A. Governmental Fund Types

B.

State law generally requires that municipal funds be deposited in federally insured banks located in the
State of Arkansas. The municipal deposits may be in the form of checking accounts, savings accounts,
and/or time deposits. Public funds may also be invested in direct obligations of the United States of
America and obligafions the principal and interest on which are fully guaranteed by the United States of
America.

Pension Trust Funds

M

2

3)

4)

Policemen's Pension

State law provides that If the total assets of the policemen's pension trust fund are less than one
hundred thousand doflars ($100,000), the funds may be deposited or invested as noted below. if the
total assets of the fund exceed one hundred thousand dollars ($100,000), the fund may employ a
professional investment advisor to invest the assets subject to the prudent investor rule and/or in no-
load mutual funds.

Nonuniformed Employees’ Pension

Stats law provides that if the total assets of the nonuniformed employees’ pension trust fund are lass
than one hundred thousand dollars ($100,000), the funds may be deposited or invested as noled
below. If the total assets of the fund exceed one hundred thousand dollars ($100,000), the fund may
employ a professional Investmant advisor to invest the assets subject to the prudent investor rule
and/or in no-load mutual funds.

Policemsn's Pension Invastments

The funds may be deposited or invested as noted in Note 3(A) and may include deposits in federally
insured savings and loans located in the State of Arkansas and notes secured by mortgages an real
estate guaranteed either by the United States government or by a corporation approved by the State
Commissioner of Insurance. Investments of other types are allowed by state law, but it has not been a
comman practice fo utilize them,

Nonuniformed Pension Investments
The City entered into & Group Annuity Cantract with Principal Financial Group dated August 7, 2002.
Contributions may be deposited or invested into mutual funds by Principal Financial Group.

Investrments as of December 31, 2007 consisted of the following types of funds: Large U.S. Equity,
SmalMid 1.5, Equity, Internationat Equity, Short-Term Fixed Income and Fixed Income Funds.

13-



CITY OF JONESBORO, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 4 Public Fund Investments
A summary of investments by fund types is as follows:

December 31, 2007
Fund Typs Reported Amount Fair Valug

Trust $ 16754152 16,998,258

These investments are compased of the following:

December 31, 2007

“Reported Amount Fair Value

Domestic corporaie honds § 2,839,810 $ 3,005,982
Morigaged-backed securities 373 362
Mutual funds 6,573 468 6,599,517
Equities 2,800,697 2,750,877
U.S. Government obligations 1,197,973 1,265,787
Federal agency obligations 3,341,831 3,375,733

Totals $ 16,754,152 $ 16,998,258

NOTE 5: Legal Debt Limit
A. Bonded Debt

The City is subject to a constitutional limitation for bonded indebtedness equal to twenty percent {20%) of
the total assessed value for tax purposes of real and personal property as determined by the last tax
assessment. At December 31, 2007, the legal debt fimit for the bonded debt was $154,750,271. There
were no property tax secured bond issues,

B. Shor-Term Financing Obligations

The City is subject to a constitutional limitation for short-term finanging obligations equal to five percent
{5%) of the assessed valus of taxable property within the City as determined by the last tax assessment. At
December 31, 2007, the legal debt limit for short-term financing obligations was $39,588,200. The amount
of short-term financing obfigations was $8,136,353, leaving a legal debt margin of $31,461,847.

NOTE 6: Federal Funds Program Compliance

: The federal funds of the City of Jonesboro are currently being audited in accordance with federal program
; requirements and therefore, any instances of noncompliance with federal grant requirements have not been
determined. Disbursements that are not in accordance with the federal program requirements are subject to
reimbursement by the City.

-14-



CITY OF JONESBORD, ARKANSAS
‘NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE7: Reserved Fund Balance
Reserved fund balance consists of the following:

December 31,

2007
General
Future retirement costs $ 1,808,504
Court automation 48,495
Total General $ 1,856,999
—————————————1
Street $ 4,128,970
——————————————|
Other Funds in the Aggregate
Special Revenue Funds:
Emergency-911 $ 583,586
Advertising and promotion 202,674
Federal grants 156,283
Community development block grant 168,969
Airport commission 130,286
Jonesboro economical transportation systemn {11,624}
Federal forfeitures 69,778
District court mediation 4,142
Library . 3,023
Total Special Revenue 1,307,117
Capital Projects Funds:
Sales tax construction 93,584
Capital improvement 12,553,260
Total Capital Projects 12,646,844
Trust Funds:
Policemen's pension 11,276,338
Nonuniformed employees' pension 6,309,585
Cemetery parpetual care 1,134,104
Total Trust _ 18,720,027
Total Other Funds in the Aggregate $ 32,673,988
1
NOTE 8: Deficit Fund Balances
The fallowing fund has a deficit fund balance as of December 31, 2007:
December 31,
2007
Janesboro economical transportation system $ $11,624)

5.



NOTE 9:

CITY OF JONESBORO, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

Commitments

Total commitments consist of the following at December 31, 2007:

Dacember 31,

2007
Long-term debt $11,241,887
Consfruction contracts 3,326,280
Other commitment 1,000,000
. Total Commitments $ 15,538,167

Long-Term Debt
Long-Term Debt at December 31, 2007 is comprised of the following:

Estimated cost of landfill closure and postelosure costs.
Compansated absences

Note payabie to Daimler Chrysler Servicas for the purchase of two Sterling trucks for the Street
Department dated April 21, 2006. Two annual payments of $38,643 and one final payment of
$120,000 due on July 1, 2008, interest rate of 4.68%. Payments are to be made from the Street Fund.

Nole payable to Sun Trust Leasing Corporation dated March 30, 2006 for six sanitation trucks.
Twenty-three monthly payments of $20,287 and one final payment of $740,287 due on March 31, 2008,
interest rate of 4.48%. Payments are to be made from the General Fund.

Note payable dated April 21, 2006 to Banc of America Leasing and Capital, LLC for the purchase

of forty police cars, six fire trucks and four street trucks. One payment of $1,010,536 due December 15,
2006 {made on January 10, 2007), one payment of $861,620 dus December 15, 2007 and

three annual payments of $389,155, $925,208 and $925,388 due December 15 of 2008, 2009 and 2010,
respactively, inlerest rate of 3.65%. Payments are to be made from the General Fund.

Contract payable dated April 5, 2005 with the Craighead County Solid Waste Disposal Authority
to aflow the City to use the County's landfill. The agreement called for one payment in 2005 of
$1,000,000 and annual payments thereafter of $400,000 for ten years. Payments are to be made
from the Capital Improvemant Fund.

Note payable dated March 27, 2007 to Banc of America Leasing and Capital, LLC for the purchase
of thirty police cars and three sanitation trucks. The agreement calls for five annual payments

of $311,180 beginning March 27, 2008, interest rate of 3.627%. Payments are to ba made from
the General Fund.

Total Long-Term Dabt

December 31,
2007

$ 202,213
2,873,321

114,635

772,761

2,648,957

3,200,000

1,400,000

$ 11,211,887

Due to the City's regulatory basis of accounting, these liabilities are not recorded in the financial statements.

-16-



NOTE 9;

NOTE 10:

‘CITY OF JONESBORO, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 34, 2007

Commitments (Continued)

Estimated Cost of Landfill Closure and Postciosure Costs

State and federal laws require that the City of Jonesboro place a final cover on ifs Class IV landfill when closed
and perform certain maintenance and monitoring functions at the landfill site for two years after closure. Closure
and postclosure care costs will be paid near or after the date the landfill stops accepting waste. The estimated
liability for landfill closure and postclosure care costs has a balance of $202,213 as of December 31, 2007,
which is based on the use of 100% of the estimated capacity of the landfill. Of that amount, $89,850 is for actual
landfill closure. The remaining $112,363 is related to the landfill gas collaction and control system. This amount
is based on what it would cost to perform all closure and postclosure care in 2007. Actual costs may be higher
due to inflation, changes in technology or changes in regulations. The City is no longer accepting refuse and is
awalting final approval from the Arkansas Departrent of Environmental Quality for official ciosure of the landfil.

Debt Service Requirements to Maturity

The City is obligated for the following amounts at December 31, 2007

Years Ending :

December 31, Confracts’ Notes Total
2008 $ 400,000 $ 2201208 $ 2,601,208
2009 400,000 1,236,398 1,636,398
2010 ' 400,000 1,236,578 1,636,578
201 i 400,000 311,180 711,180
2012 400,000 311,190 711,180

2013 through 2015 1,200,000 1,200,000

Total Obligations 3,200,000 5,206,562 8,496,562

Less Interest 360,209 360,209

Total Principal $ 3,200,000 § 4,936,353 $ 8,136,353

Construction Contracts

The City was contractually abligated for the following construction contracts at December 31, 2007

: Estimated /Actual Contract Balance

Project Name Compistion Date December 31, 2007
Airfield Lighting and Marking Rehabilitation July 31, 2008 $ 239,339
Jonesharo Fire Department #7 October 31, 2008 1,131,870
Jonesboro Fire Department #3 Qctober 31, 2008 1,299,677
Animal Control Building QOctober 31, 2008 655,394
Total Construction Contracts $ 3,326,280

Other Commitment

The City Council by resolution committed $1,000,000 to Arkansas State University towards the Caraway Road
Overpass Project, The entire amount was payable at December 31, 2007. Funds were paid March 10, 2008.

Interfund Transfers

Advertising and Promotion Fund transferred $18,000 to the General Fund for operating costs. Capital
Improvement Fund transferred $1,672,352 fo the General Fund for capital expenditures. General Fund
transfarred $80,000 to the Airport Fund and $130,000 to the Jonesboro Economical Transportation System Fund
primarily for operating expenses. Capital improvement Fund transferred $81,367 to the Federal Grants Fund for
capitaf expenditures,

-17-



CITY OF JONESBORO, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NQTE11: Prior Year Restatement

The General Fund beginning fund balance was restated $4,086,578 to include funds that were previously
reported as Other Funds in the Aggregate.

NOTE 12: Subseduent Events

During 2008, the City bagan construction of two new fire stations with an estimated cost of $4 million, Estimated
completion date for both projects is June 2009.

NOTE 13: Joint Venture
A. Craighead County — Jonesboro Public Library

Craighead County and the City of Jonesboro entered into an agresment in July 1941 in accordance with Ark.
Code Ann. § 13-2-401 to establish the Craighead County - Jonesboro Public Library. The agreement stated
that resources would be consolidated in order to provide more complete, efficient and economical service.
The County and City were given equal representation on the fibrary board and each entity retained title to all
bocks, bookcases, shelves, desks, etc. that were moved to the Craighead County — Jonesboro Public
Library location. Separate financial statements are available at 315 West Oak Avenue, Jonesboro, Arkansas
72401. The City of Jonesboro paid $1,542,075 to the Craighead County — Jonasboro Public Library for the
year ending December 31, 2007.

B. Crowley's Ridge Regional Library

The Craighead County - Jonesboro Public Library and the Poinsett County Library entered into an
agresment in February 1878 in accordance with Ark. Code Ann. § 12-2-401 to establish the Crowley's Ridge
Regional Library. The agreement states that each county shall provide its own quarters and county and
branch library staff members are to be employed by the county iibrary boards with salaries to be paid from
county library funds. Regional staff members are to be selected by the regional board with the approval of
the Arkansas Library Commission. The Craighead County librarian shall serve as the regional librarian and
may employ a regional staff with the salaries being provided from the regional funds. The Arkansas Library
Commission shall supervise the Crowley's Ridge Regional Library for the period of this agreement.
Separate financial statements are available at 315 West Oak Avenus, Jonesboro, Arkansas 72401,

NOTE 14: Risk Management

The City is exposed to various risks of loss related fo torts; theft of, damage o, and destruction of assets; errors
and omissions; and natural disasters. These risks are coversd by commercial insurance purchased from
independent third parties and participation in a public entity risk psol. The amount of settiemants, if any, has not
exceeded the insurance coverage for each of the past three years, There were no significant reductions in
Insurance coverage in the major categories of risk from coverage in the prior year.

The City participates in the Arkansas Municipal League Program (public entity risk pools) for coverage in the
following area:

Workers' Compensation - This program provides statutory benefits for losses incumed by municipal
officials, employees and volunteer fira fighters while performing work for tha municipality. Rates for
municipalities participating in this program are revised by class code on an annual basis by the Arkansas
Workers' Compensation Commission. )

The City participates in the Arkansas Public Entities Risk Management Association {APERMA) public entity risk
pool for coverage in the following areas:

Building and Contents Program - This program is a blanket policy with coverage up to $100,000,000 for
any one loss with a $500 deductible. Even though the APERMA property program limits are blankst, the
City's property limits are tied back fo the insurance statement of values. The City shall pay into the
program each year a charge astablished annually by the Risk Management Fund Board for covered city

property.

18-



NOTE 14:

NOTE 15;

CITY OF JONESBORO, ARKANSAS
NOTES TO FINANGIAL STATEMENTS
DECEMBER 31, 2007

Risk Management (Continued)
Vehicle Program

A.  Liability - This program may pay all sums the City |sgally must pay as damages because of bodily
injury, death or property damage to which this agreement applies involving & covered city vehicle
and for which the City is liable. The limit of payment for in-state claims is $25,000 for bodily injury
per person, $50,000 for bodily injury per accident and $25,000 for property damage per accident
{$100,000 respectively for cut-of-state claims). The City shall pay into the program each year a
charge established annually by the Risk Management Fund Board for covered city vehicles owned
or leased by the City.

B. Physical Damage - This program covers vehicles and mobile equipment which are the property of
tha participating city. Properly is valusd at the cost to repair or replace the property after deduction
for depreciation. Loss amounts will be reduced by the deductible amount of §1,000 for Police
Department vehicles and $500 for all other covered vehicles and mobile equipment. The City
agrees to pay into the program each year a service charge established annually by the Risk
Management Fund Board for covered property.

General Liahility Program - The program shall provide legal defense in civil rights suits against the city
government of a participating city and pay judgments imposed on City officials and employees and the city
govemment and city-formed boards and commissions. Coverage is limited to $250,000 per case with an
annual aggregats of $350,000. The City shall pay info the program each year a charge established
annually by the Risk Management Fund Board for this coverage.

The City also participates in the Seli-Insured Fidelity Bond Program administered by the Governmental Bonding
Board. This program covers actual losses sustained by the participating entity through any fraudulent or
dishonest act or acts committed by any of the officials or employees, acting alone or in collusion with others,
during the bond period to an amount not exceeding the lesser of $250,000 or the amount of the bond.
Pramiums for coverage are determined by the State Risk Manager and approved by the Board. These
premiums are paid by the State Treasurar from funds withheld from the Municipal Aid Fund. There is a $1,000
deductible per occurrence.

Policemen's Penslon and Relief Plan
Ptan Description

The Policemen's Pension and Relisf Plan is a single-employer defined benefit pension plan that covers municipal
policemsn employed prior to January 1, 1983, The plan, administered by the City, provides retirement, disahility
and survivor benefits. Benefit and contribution provisions are established by State law and can be amended anly
by the Arkansas General Assembly. State law does provide that upon actuariat soundness of the plan, the Board
may increase retirement benefits, The plan was closed to new entrants on January 1, 1983. The plan does not
issue a stand-alone financial report but is included in the City's financial report.

Contributions

Active participants of the plan are required to make contributions of six percent (6%) of their salary to the plan,
provided that such monthly deduction shall be four parcent (4%) for policemen contributing to the social security
system unless increased, but not to exceed six percent (6%), by the majority of the contributing members of the
police department covered by soclal security. The City is required by state law to contribute an amount equal to
but not less than six percent (6%) of the participant's salary; provided, however, that the City's contributions shall
not exceed the amount contributed by the policemen except where authorized by approgriation of the City's
govarning body. The plan is also funded with state insurance fax; property tax on real estate and personal
property; all forfeitures and fines imposed upon any member of the palice department by way of discipline; ail
money given or donated to such fund; all money deducted from the salary of any member of the police
department on account of absence or loss of ime; all rewards paid for any purpose and ten percent (10%) of all
fines and forfaitures collected by the police department of such City. If the funds in the plan should be
insufficient to make full payment of the amount of pansions to all persons entitled, the beneficiaries shall ke paid
prorating the funds available among them.
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NOTE 15:

NOTE 16:

CITY OF JONESBORO, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

Policemen's Pension and Relief Plan {Continued)
Defarred Retirement Option Plan

The local policemen's pension and relief board of trustees approved the paricipation in the Arkansas Police
Officer's Deferred Retirement Option Plan (DROP). Any police officer who is a member of the policemen's
pension and relief fund who has at least twenty (20) years of credited service and whe is eligible to receive a
service retirement pension may elsct 1o participate in the plan. The duration of participation shall not exceed
five {5) years, except in certain circumstances as allowed by law.

When a member begins participation In the DROP, the contribution of the police officer and the employer
contribution shall continue to be paid. Municipal matching contributions for employees who slect the DROP
shall be credited equalfly to the policemen’s pension and relief fund and to the deferred retirement plan. The
monthly retirement benefits that would have been due had the member elected to cease employment and
receive a service retirement shall be paid inte the DROP account.

The participant has certain options regarding the method of payment.

At the conclusion of the member's participation, the member shall terminate employment with all participating
municipalities as a police officer and start receiving the member's accrued monthly retirement benefit from the

policemen's pension and relief fund.

Local Police and Fire Retirement System (LOPFI}
{A Defined Benefit Pension Plan)

Plan Description

The City contributes to the Local Police and Fire Retirement System (LOPFI), an agent multiple employer
retirement system that acts as a common investment and administrative agent for cities and towns in Arkansas.
The plan provides retirement and disability benefits, annual cost-ofdiving adjustments, and death benefits to
plan members and beneficiaries. Benefit provisions are established by State law and can bs amended only by
the Arkansas General Assembly., The Arkansas Local Police and Fire Retirement System issues a publicly
available financial repost that includes financial statements and required supplementary information for LOPFL
That report may be obtained by writing to Arkansas Local Police and Fire Retirement System, P. O.
Drawer 34164, Litlle Rock, Arkansas 72203 or by calling 1-501-682-1745,

Funding Policy

The employee contribution rate depends on the type of service being rendered and whether or not the service is
also covered by Social Security. The different employee contribution rates required by state law are:

A.  Paid service not coveraed by Social Security: 6% of gross pay

B. Paid service also covered by Social Security: no employee contribution

C.  Volunteer fire service: no employee contribution

The City is required to contribute at an actuarially determined rate. The contribution requirsments of plan

members are established and may be amended by State law. The confribution requirements of the City are
established and may be amended by the LOPFI Board of Trustees.
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NOTE 17:

NOTE 18:

CITY OF JONESBORO, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

Nonuniformed Employee's Pension Plan
(A Defined Benefit Plan)

Plan Description

Paid nonuniformed employess participate in the Nonuniformed Employes’s Pension Plan, a single employer
PERS. An employee is sligible to join the plan in November after completing two years of continuous service,
provided he is less than fifty-six (56} years of age. Any pension plan member who has attained the age of sixty-
five vears and has served as an employee for at least five (5) vears is entitled to receive a monthiy pension.
Benefits are based on years of service and is equal to 1.5% for each year of service times the career average
earnings. Retired employees shail recelve a monthly benefit of not less than $50. The plan allows for early
retirament at age fifty-five (55) with reduced benefits.

The ptan also provides for similar banefits upon the physical or mental disability of a participant. The plan
provides for survivar benefits aqual to the employee's contribution plus interest.

The City contributes the annual required contribution necessary to fund the unfunded actuarial accrued liability
over thirty (30) years.

Related Party Transaction

City Water and Light

City Water and Light provides residents of the Gity of Janesbaro electrical, water and wastewater service,
Although City Water and Light operates as a separate organization, the City Council appoints six of its sixteen
board members. Separate financial statements are available at 400 East Monroe Avenus, Jonesboro, Arkansas

72401.
During 2007, City Water and Light contributed a total of $300,000 to the City's General Fund, City Water and

Light also provided street lights, fire hydrants, free wutility service to city buildings and other services totaling
approximately $1,461,679.
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CITY OF JONESBORO, ARKANSAS Schedule 3
SUPPLEMENTARY INFORMATION
SCHEDULE OF CAPITAL ASSETS

DECEMBER 31, 2007

(Unaudited)
December 31,
2007
Land $ 5,868,552
Buildings and improvements 27,908,557
Equipment . 27,626,789
Total $ 61,403,898
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