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“~Certified Pblic Accountants

Independent Auditor’s Report

Honorable Mayor and City Council
City of Lebanon
Lebanon, Missouri

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, each major fund and the aggregate remaining fund information of the City of
Lebanon, Missouri, as of and for the eight months ended June 30, 2011, which collectively comprise
the City’s financial statements as listed in the table of contents. These financial statements are the
responsibility of the City of Lebanon’s management. Our responsibility is to express opinions on
these financial statements based on our audit.

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

As described in Note 1, City of Lebanon, Missouri, prepares its financial statements on a modified
cash basis, which is a comprehensive basis of accounting other than accounting principles generally
accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position—modified cash basis of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Lebanon,
Missouri, as of June 30, 2011, and the respective changes in financial position—modified cash basis,
thereof for the period then ended in conformity with the basis of accounting described in Note 1.

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and budgetary comparison information on pages 3 through 11
and 34 through 36 be presented to supplement the financial statements. Such information, although
not a part of the financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards
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generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquires, the financial statements, and other knowledge we obtained
during our audit of the financial statements. We do not express an opinion or provide any assurance
on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Lebanon, Missouri’s financial statements as a whole. The
combining and individual nonmajor fund financial statements are presented for purposes of
additional analysis and are not a required part of the financial statements. The combining and
individual nonmajor fund financial statements are the responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to prepare the
financial statements. This information has been subjected to the auditing procedures applied in the
audit of the financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare
the financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the information is fairly stated in all material respects in relation to the financial statements
taken as a whole.

Oficer CPA Fom LAC

January 24, 2012



Management Discussion and Analysis

This section of the City of Lebanon’s annual financial report presents a review of the City’s financial
performance during the fiscal year that ended June 30, 2011. Reporting is in compliance with
Government Accounting Standards Board (GASB) Statement Number 34, providing comparative
information for the current and preceding fiscal years. Please read this in conjunction with the City’s
financial statements that follow this section.

Financial Highlights

o Phase six of Elm Street Improvements $484,596
o Purchase of six new Patrol Police Cars $145,222
o Improvements to the Cowan Civic Center $186,292
e Improvements to Fire Station One 315,521

e Upgrades to the Wastewater Treatment Facility 3106,505
o Improvements to Copeland Warehouses $47,377

Overview of Financial Statements
The implementation of GASB Statement No. 34 has changed the presentation and content of the
financial statements. The financial reports consist of the management’s discussion and analysis, the
basic financial statements, required supplementary information and other supplementary information.

The primary focus of local government’s financial statements prior to GASB Statement No. 34 had been
to summarize fund type information on a current financial resource basis. The new basic financial
statements include two kinds of statements that present different views of the City. The first statements
are government-wide financials that provide both long-term and short-term information about the City’s
overall financial status. These statements are prepared on a full accrual basis of accounting to present
information in a more corporate-like presentation on individual parts of the government. The remaining
statements are the fund financials that focus on individual parts of the City government and report more
detail.

Required Components of Annual Financial Report

I |
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and Analysis Financial Statements
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Goverament Wide | | FundFinancial | | Notestothe Basic
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Basic Financial Statements
The first two statements in the basic financial statements are the government-wide financial statements
(Statement of Net Assets and the Statement of Activities). The government-wide financial statements
are designed to provide the reader with a broad overview of the City’s finances, similar in format to a
financial statement of a private-sector business. The government-wide statements provide short and
long-term information about the City’s financial status as a whole.

The next statements are fund financial statements. These statements focus on the activities of the
individual parts of the City’s government. These statements provide more detail than the government-
wide statements. There are two parts to the fund financial statements: 1) the governmental funds
statements; and 2) the proprietary funds statements.

The next section of the basic financial statements is the notes to the basic financial statements. The
notes to the financial statements explain in detail some of the data contained in those statements. After
the notes, required supplemental information is provided to show details about the City’s performance
relative to the budget. After the required supplemental information, supplemental information is
provided to show details of the City’s capital assets used in governmental activities.

Government-Wide Financial Statements
The government-wide financial statements present the financial picture of the City from the economic
resources measurement focus using a modified cash basis of accounting. The statements present
governmental activities and business type activities separately. These statements do not include certain
infrastructure, but does state all known liabilities (including long-term debt). Additionally, certain
elimination occurred as prescribed by the statement in regards to inter-fund activity, payables and
receivables.

The statement of net assets and statement of activities, report the City’s net assets and the resulting
changes. Net assets are the difference between assets and liabilities, which is one way to measure the
City’s financial health, or financial position. Over time increases and decreases in the City’s net assets
is one indicator of whether its financial health is improving or deteriorating. Other non-financial factors
to consider are changes in the City’s sales tax base and the condition of the City’s capital assets (roads,
buildings, and water and sewer lines) to assess the overall health of the City.

The statement of activities distinguishes the City’s functions that are principally supported by taxes and
intergovernmental revenues (governmental activities) from other functions that are intended to recover
all or a portion of their costs through user fees and charges (business-type activities).

Governmental activities - Most of the City’s basic services are reported in this category, including
General Fund, Capital Improvement, Street Fund and Special Revenue Fund. Sales taxes, franchise
fees, user fees, interest income, and grants finance these activities.

Business-type activities — The City charges a fee to customers to cover most of the cost of services it
provides. The Economic Development, Water, Sewer, Fiber and Electric Funds report this activity.

Fund Financial Statements
The City uses two types of funds to manage its resources: governmental funds and proprietary funds. A
fund is a fiscal entity with a set of self-balancing accounts recording financial resources, together with
all related current liabilities and residual equities and balances, and the changes therein. These
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accounting entities are separated for the purpose of carrying on specific activities or attaining certain
objectives in accordance with regulations, restrictions or limitations.

Governmental Funds — Most of the City’s basic services are reported in governmental funds, which
focus on how money flows into and out of those funds and the balances left at year-end that are
available for spending. These funds are reported using an accounting method called modified cash
accounting, which measures cash and all other financial assets that can readily be converted to cash.
The Governmental Fund Statements provide a detailed short-term view of the City’s general government
operations and the basic services it provides. Governmental fund information helps determine whether
there are more or fewer financial resources that can be spent in the near future to finance the City’s
programs. The relationships or differences of activities reported in the Governmental Fund Financial
Statement versus that reported in the Government-Wide Financial Statements are explained in the
reconciliation schedules following the Governmental Fund Financial Statements.

Proprietary Funds — When the City charges customers for the services it provides to cover the cost of
operations, these activities are generally reported in enterprise funds. Enterprise funds are reported in
the same way that all activities are reported in the statement of net assets and the statement of revenues,
expenses, and changes in fund net assets. In fact, the City’s Enterprise funds are the same as the
business-type activities reported in the government-wide statements but provide more detail and
additional information such as cash flows for Enterprise funds.

Notes to the Basic Financial Statements — The notes provide additional information essential to a full
understanding of the data provided in the government-wide and fund financial statements.

Other Information — In addition to the basic financial statements and accompanying notes, this report
includes certain required supplementary information concerning budgetary comparison schedules for the
major governmental funds.



Government-Wide Financial Analysis
The largest portion of the City’s net assets reflects its investment cash accounts. As of June 30, 2011 the
City has not collected information on its capital assets.

NET ASSETS
The following table reflects the condensed Statement of Net Assets as of June 30, 2011
City of Lebanon
Statement of Net Assets
Governmental Business-type June 30, 2011 October 31, 2010
Activities Activities Totals Totals
ASSETS
Cash and cash equivalents $ 3,024,527 $10,212,048 $13,236,575 $13,332,982
Due from other funds $8,390,254 $8,390,254 $9,282,803
Restricted assets $982,777 $1,515,087 $2,497,864 $2,865,494
Debt issuance cost, $174,152 $174,152 $75,788
Net of Amortization
Equity interest in $550,000 $550,000 $550,000
Joint venture

Total assets $4,007,304 $20,841,541 $24,848,845 $26,107,067
LIABILITIES
Current liabilities $4,523 $823,561 $828,084 $1,157,865
Short-term debt $833,794 $930,000 $1,763,794 $1,563,325
Due to other funds $175,735 $8,214,519 $8,390,254 $9,282,803
Long-term debt $6,633,264 $5,420,360 $12,053,624 $13,816,260

Total liabilities $7,647,316 $15,388,440 $23,035,756 $25,820,253
NET ASSETS
Unrestricted $(6,304,247) $5,453,101 $(851,146) $(816,648)
Restricted $2,664,235 $2,664,235 $1,103,462

Total net assets $(3,640,012) $5,453,101 $1,813,089 $286,814

The City’s combined net assets totaled $1,813,089, an increase of $1,526,275. Net assets of the City’s
governmental activities was $(3,640,012) an increase of $310,932 over FY 2010 and the business-type
activities was $5,453,101 an increase of $1,215,344 over FY 2010. The unrestricted net assets were
$(6,304,247), an increase of $(1,249,841) over FY 2010 for governmental activities and $5,453,101, an

increase of $1,215,343 for business-type activities.



The following table reflects the condensed schedule of changes in net assets as of June 30, 2011

City of Lebanon
Statement of Changes in Net Assets
Governmental Business- June 30,2011  Oct. 31, 2010
Activities type Totals Totals
Activities
REVENUES
Program revenue:
Charges for services $507,891  $19,133,449 $19,641,340  $29,861,097
Operating grants & contributions $37,388 $24,098 $61,486 $1,578,374
Capital grants & contributions $330,694 $330,694
General revenue:
Real Estate Taxes $1,060,276 $1,060,276 $1,065,638
Sales Tax $3,904,089 $3,904,089 $6,021,695
Franchise Tax $326,275 $326,275 $481,093
Other Taxes $411,739 $411,739 $628,018
PILOT $820,136 $820,136 $1,227,184
Interest and Investment Earnings $43,485 $371,448 $414,933 $666,493
Miscellaneous $83,450 $83,450 $144,722
Total Revenues $7,525,423  $19,528,995 $27,054,418  $41,674,314
EXPENSES
Administration $989,646 $989,646 $1,218,247
Public Safety $2,935,000 $2,935,000 $4,955,443
Recreation $867,586 $867,586 $1,226,597
Transportation $1,410,789 $1,410,789 $2,221,921
Capital outlay $836,492 $836,492 $2,033,983
Economic Development $206,859 $206,859 $281,999
Interest on Long Term Debt $198,660 $198,660 $507,706
Electric $14,667,113 $14,667,113  $21,683,021
Water $1,407,003 $1,407,003 $1,379,051
Sewer $1,369,757 $1,369,757 $5,851,637
Economic Development $639,237 $639,237 $2,425,313
Total Expenses $7,445,032  $18,083,110 $25,528,142  $43,784,918
INCREASE (DECREASE) IN NET $80,391 $1,445,885 $1,526,276  $(2,110,604)
ASSETS BEFORE TRANSFERS
TRANSFERS $230,541 $(230,541)
INCREASE (DECREASE) IN NET $310,932  $1,215,344 $1,526,276  $(2,110,604)
ASSETS
NET ASSETS, beginning of year $(3,950,944) $4,237,757 $286,813 $2,397,417
NET ASSETS, end of year $(3,640,012) $5,453,101 $1,813,089 $286,813



The following statement of activities shows the costs of each major activity of the City. The purpose of
this statement is to measure gross expenses against charges for services and grants and other funding.

Net Costs of Lebanon’s Governmental Activities

Total Costs of Services Net Costs of Services

Administration $989,646 $(902,679)
Public Safety $2,935,000 $(2,477,795)
Recreation $867,586 $(754,600)
Transportation $1,410,789 $(1,342,491)
Capital outlay $836,492 $(776,992)
Economic Development $206,859 $(115,842)
Interest on Long Term Debt $198,660 $(198,660)

*TOTAL $7,445,032 $(6,569,059)

*For comparison in FY ending October 31, 2010 Total Cost of Services was $12,347,300 and Net Cost
of Services was $(10,379,141).

Financial Analysis of the City’s Major Funds

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

Governmental Funds

General Fund This fund is the chief governmental operating fund of the City of Lebanon. The General
Fund includes the departments of Administration, Court, Emergency Management, Police, Fire, and
Recycling. All of these activities are provided to, and benefit all of the citizens equally and equitably.
This area tends to work on the quality of life and the protection of the citizens and assets of the citizens
as a group. At the end of the current fiscal year, the total fund balance of the General Fund was
$397,006, a decrease of $66,873 over the beginning balance of $463,879. The unreserved general fund
balance at year-end was $397,006.

General Fund Budget Highlights

e Total actual budgeted revenue was $4,223,021 and actual revenue was $4,294,641 a difference of
$71,620.

e Actual expenditures were under the budgeted amount by $644,684.

o Excess of actual expenditures over actual revenues was $(66,873).

Transportation Fund This Fund is established pursuant to the Missouri Constitution Article IV,
Section 30(a) (2) [State Gas Tax], Revised Missouri Statutes 94.745 (City % cent sales tax). It is used
for Transportation purposes within the City of Lebanon. This Fund provides for the maintenance and
expansion of transportation needs of our citizens. Included in this Fund are repair and maintenance of
existing public road system, upgrades to local transportation system. At the end of the current fiscal year
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the total fund balance of the Transportation Fund was $424,733, a decrease of $118,481 over the
beginning balance of $543,214. The unreserved Transportation Fund balance at year-end was $424,733.

Capital Improvement Tax Fund This Fund is established as required under the Revised Missouri
Statutes 94.577. The monies collected here are from the 2 cent general sales tax. These funds are used
for capital infrastructure and recreational projects. The pool, and City Hall improvements maintenance
and repayment of the aquatic center financing are also paid from the Capital Improvement Tax Fund. At
the close of the current fiscal year, the City of Lebanon’s capital improvement fund reported an ending
fund balance of $1,952,080, a decrease of $345,045 over the beginning balance of $2,297,125. The
unrestricted Capital Improvement Fund balance at year-end was $1,952,080.

Other Governmental Funds These Funds are made of the non-major funds of the City. The Cowan
Civic Center, Lodging Tax (Tourism), Subdivision Development, CDBG Projects, Crime Victims
Comp, Police Officers Training, Police Trust, Airport, Downtown Business District, Mills Park, Nelson
Community Center, Parks and Recreation. The funds combined have a beginning fund balance of
$271,780 and an ending fund balance of $287,422 an increase of $15,642. Funds of greater significance
beginning and ending balances are listed below.

Fund Fund Balance Fund Balance

: October 31, 2010 June 30, 2011
Airport $(105,242) $(100,324)
Cowan Civic Center $11,967 $

Special Revenue Funds

Downtown Business District $(63,455) $(66,791)
Lodging Tax $26,873 $
Park and Recreation $176,717 $380,801

Proprietary Funds

Electric Fund The Electric Fund, is made up of the Operating, Reserve, Fiber Operations, Debt Service
and Capital Projects, is based on a User Fee system where the individuals and businesses utilizing the
service pay a fee based upon a portion of the estimated cost of operation of the Electric Fund. At the
end of the current fiscal year, the total net assets of the Electric Fund were $16,893,829 an increase of
$803,265 over the beginning balance of $16,090,564. The unrestricted Electric Fund balance at year-end
was $16,893,829.

Water Fund The Water Fund is based on a User Fee system where the individuals and businesses
utilizing the service pay a fee based upon a portion of the estimated cost of operation of the Water Fund.
At the end of the current fiscal year, the total net assets of the Water Fund were $506,316, an increase of
$169,029 over the beginning balance of $337,287. The unrestricted Water and Sewer Fund balance at
year-end was $506,316.

Sewer Fund The Sewer Fund is based on a User Fee system where the individuals and businesses
utilizing the service pay a fee based upon a portion of the estimated cost of operation of the Sewer Fund.
At the end of the current fiscal year, the total net assets of the Sewer Fund were $(3,768,713), a decrease
of $200,2110over the beginning balance of $(3,568,713). The unrestricted Water and Sewer Fund
balance at year-end was $(3,768,713).



Economic Development The Economic Development Fund is based on a rents received, and a PILOT
from the metered service funds. At the end of the current fiscal year, the total net assets of the Economic
Development Fund were $(8,178,331), an increase of $443,561 over the beginning balance of
$(8,621,592). The unrestricted Fund balance at year-end was $(8,178,331).

Internal Service Funds These Funds are made of the internal services to the City. These departments
provide services not related to a fund. These include Building and Ground, Garage, Tech Services,
Purchasing, Public Works and Public Works Administration, and Infrastructure Maintenance. The funds
combined do not maintain a fund balance; therefore do not have a beginning or ending fund balance.

Employee Benefits fund is based on premiums collected through payroll deductions. This fund manages
the city’s health insurance program along with other benefits provided by the City. It does hold a fund
balance, as it collects revenue through premiums and pays claims and other liabilities. The fund had a
beginning fund balance of $621,159 and an ending fund balance of $765,805 an increase of $144,646.
The City did make some plan changes in Fiscal Year 2010 which led to the increase in the fund balance.

Capital Asset and Debt Administration

Long Term Contracts

The City of Lebanon as a member of the Missouri Joint Municipal Utility Commission (MJMEUC) has
a long term agreement to purchases its full energy requirements, but does not have any ownership in
MIMEUC resources. In the event the City would cancel its agreement the City would be remain
responsible for its allocated share of MJMEUC’s Direct Cost associated with all resources obligations
entered into by MJIMEUC for MOPERP prior to the notice of cancellation.

Capital Asset
The City of Lebanon did not book any Capital Assets as of June 30, 2011.

Debt Administration

At the end of the current fiscal year, the City of Lebanon had $13,787,057 in outstanding debt consisting
of revenue bonds, capital leases, notes payable and Certificates of Participation 1999, 2003, 2008, 2010
(COP). All of the debt was secured by specific revenue sources. The City of Lebanon has due within
one year a total of $1,763,794 of outstanding obligations.
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City of Lebanon Outstanding Debt

June 30, 2011

Governmental Activities

Certificates of Participation — Series 2008 $7,425,000
Lease/Purchase Agreements- Star Loan $42,057
Total Governmental Activities $7,467,057
Business-type Activities

Certificates of Participation — Series 1999 $1,025,000
Certificates of Participation — Series 2003 $305,000
Certificates of Participation — Series 2010A $1,895,000
Certificates of Participation — Series 2010B $3,095,000
Total Business-type Activities $6,320,000
TOTAL INDEBTEDNESS $13,787,057

Economic Factors and next Year’s Budget and Rates
In the Fiscal Year 2012 budget, the City of Lebanon will continue to plan for flat revenue and will be

working toward increasing the fund balances that are under thirty percent of operating revenues. The
City of Lebanon will work to better explain the operating cost of all departments. We will also be better
assigning expenses to funds with operating revenues. The City will also begin the process of managing
fixed assets. The City of Lebanon will be increasing Sewer rates in Fiscal Year 2012 as a result of the
2010 debt issuance.

Request for Information
This financial report is designed to provide the reader a general overview to the City’s finances.
Questions or requests for more information concerning any of the information provided in this report
should be directed to the Offices of City Clerk and Finance, 401 South Jefferson, Lebanon, MO 65536

or visit us on the web at www.lebanonmo.org .
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CITY OF LEBANON, MISSOURI
Government-wide Statement of Net Assets - Modified Cash Basis
June 30, 2011 with Comparative Data

Governmental Business-Type Total Total
Activities Activities June 30, 2011 October 31, 2010
ASSETS
Cash and cash equivalents $ 3,024,527 $10,212,048 $ 13,236,575 13,332,982
Due from Other Funds 8,390,254 8,390,254 9,282,803
Restricted Assets:
Investments 982,777 1,515,087 2,497,864 2,865,494
Non-current assets:
Debt issuance costs, net of amortization 174,152 174,152 75,788
Equity interest in joint venture 550,000 550,000 550,000
TOTAL ASSETS 4,007,304 20,841,541 24,848,845 26,107,067
LIABILITIES
Current liabilities
Accrued expenses 4,523 80,196 84,719 105,744
Customer deposits 743,365 743,365 731,288
Short-term debt - 320,833
Current portion of long-term debt 833,794 930,000 1,763,794 1,563,325
Due to other funds 175,735 8,214,519 8,390,254 9,282,803
Long-term liabilities, net of current portion
Long-term debt 6,633,264 5,390,000 12,023,264 13,781,169
Unamortized deferred gain on
early retirement of debt 30,360 30,360 35,091
TOTAL LIABILITIES 7,647,316 15,388,440 23,035,756 25,820,253
NET ASSETS
Unrestricted (6,304,247) 5,453,101 (851,146) (816,648)
Restricted 2,664,235 2,664,235 1,103,462
TOTAL NET ASSETS $ (3,640,012) § 5453,101 § 1,813,089 § 286,814

See accompanying notes to financial statements. 12
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CITY OF LEBANON, MISSOURI
Reconciliation of the Governmental Funds Balance Sheet to Statement of Net Assets - Modified Cash Basis
Eight Months Ended June 30, 2011 with Comparative Data

June 30, October 31,
2011 2010
Total fund balances - governmental funds $ 3,061,241 $§ 3,575,998
Amounts reported for governmental activities that
the statement of net assets are different because:

Internal service funds are used by management to charge the costs of insurance and

payroll expenses to individual funds. The net revenues (expense) of the internal

service fund is reported with governmental activities 765,805 742,552
Liabilities, including bonds payable, are not due and
payable in the current period and therefore

are not reported in the funds (7,467,058) (8,269,494)
Net assets of governmental activities $ (3,640,012) $ (3,950,944)

See accompanying notes to financial statements.
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CITY OF LEBANON, MISSOURI

Statement of Revenues, Expenditures, and Changes in Fund Balances - Modified Cash Basis
Governmental Funds

Eight Months Ended June 30, 2011 with Comparative Data

Total
Other Governmental = Comparative
General Capital Governmental Funds Data
Fund Improvement Street Funds June 30,2011  Oct. 31, 2010
Revenues
Taxes $3,700,525 § 954,186 $1,258,526 $ 609,278 $ 6,522,515 $ 9,423,628
Charges for services 5,233 212,857 218,090 513,509
Intergovernmental revenue 240,542 $ 59,500 34,989 33,051 368,082 1,093,102
License and permits 65,062 65,062 34,131
Fines and court costs 224,739 224,739 327,417
Investment income 4,485 39,000 43,485 62,520
Other 54,055 16,571 12,824 83,450 144,722
Total Revenues 4,294,641 1,052,686 1,310,086 868,010 7,525,423 11,599,029
Expenditures
Administration 1,069,435 1,069,435 1,192,769
Public safety 2,826,805 6,749 2,833,554 4,842,055
Recreation 785,693 785,693 1,052,992
Transportation 630,482 51,453 681,935 1,175,510
Capital outlay 613,510 121,978 735,488 1,659,890
Economic development 164,095 164,095 260,409
Debt Service:
Principal payments 785,000 17,437 802,437 771,717
Interest and agent fees 197,631 1,029 198,660 409,110
Total Expenditures 3,896,240 1,596,141 630,482 1,148,434 7,271,297 11,370,452
Excess (Deficit) of Revenues
Over Expenditures 398,401 (543,455) 679,604 (280,424) 254,126 228,577
Other Financing Sources (Uses)
Transfers in (out) (465,274) 198,410 (798,085) 296,066 (768,883) (1,769,674)
Debt proceeds - -
Total Other Financing
Sources (Uses) (465,274) 198,410 (798,085) 296,066 (768,883) (1,769,674)
Revenues and Other Sources
Over (Under) Expenditures
and Other Uses (66,873) (345,045) (118,481) 15,642 (514,757 (1,541,097)
Beginning Fund Balance 463,879 2,297,125 543,214 271,780 3,575,998 5,117,095
Ending Fund Balance $ 397,006 $1,952,080 $ 424,733 § 287,422 § 3,061,241 $ 3,575,998

See accompanying notes to financial statements.
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CITY OF LEBANON, MISSOURI

Reconciliation of the Statement of Revenues, Expenditures and Changes in

Fund Balance of Governmental Funds to the Statement of Activities - Modified Cash Basis
Eight Months Ended June 30, 2011 with Comparative Data

June 30, 2011 October 31, 2010

Net change in fund balances - total governmental funds $ (514,757) $ (1,541,097)
Internal service funds are used by management to charge the costs of insurance and

payroll expenses to individual funds. The net revenues (expense) of the certain activities of

the internal service fund is reported with governmental activities 23,253 33,356
Bond proceeds and loan proceeds provide current financial resources to governmental

funds, but issuing debt increases long-term liabilities in the statement of net assets. Repayment

of bond principal is an expenditures in the governmental funds, but the repayment reduces

long-term liabilities in the statement of net assets. 802,436 777,717
Changes in net assets of governmental activities $ 310,932 § (730,024)

See accompanying notes to the financial statements. 17
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CITY OF LEBANON, MISSOURI
Notes to the Financial Statements
June 30, 2011

1. Summary of Significant Accounting Policies

Financial Reporting Entity

The City of Lebanon is governed by local laws and ordinances and other laws of the state of
Missouri and operates under a form of government that is comprised of an elected Board of
Councilmen and an elected Mayor. Lebanon provides a range of municipal services, including
general government administration, public safety, recreation, planning and community development,
street maintenance, and electric, waterworks and wastewater. The City’s significant accounting
policies are described below.

In defining the reporting entity for financial reporting purposes, management has considered
potential component units by applying criteria set forth in Statement 14 of the Governmental
Accounting Standards Board, “The Financial Reporting Entity,” as amended by Statement 39 of the
Governmental Accounting Standards Board, “Determining Whether Certain Organizations are
Component Units.” For financial reporting purposes, the City includes all funds, agencies, boards,
commissions and authorities that are controlled by or dependent on the City.

For the period ending June 30, 2011, the city council changed the year-end from October to June;
therefore, these financial statements are for the short period of November 1, 2010 to June 30, 2011.

Government-Wide and Fund Financial Statements

In March 2009, the Governmental Accounting Standards Board (GASB) issued Statements No. 54 —
Fund Balance Reporting and Government Fund Type Definitions. This Statement establishes fund
balance classifications based primarily on the extent to which the City is bound to honor constraints
on the use of the resources reported in each governmental fund as well as establishes additional note
disclosures regarding fund balance classification policies and procedures. The City has implemented
this standard effective November 1, 2010.

The government-wide financial statements (Statement of Net Assets and Statement of Activities)
report on the City and its component units as a whole, excluding fiduciary activities. Governmental
activities, which normally are supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely, to a significant extent on fees and charges for
support. The government-wide financial statements focus more on the sustainability of the City as
an entity and the change in aggregate financial position resulting from the activities of the fiscal
period.

The government-wide Statement of Activities demonstrates the degree to which the direct expenses
of a given function or activity is offset by program revenues. Direct expenses are those that are
clearly identifiable within a specific function or activity. Program revenues include 1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or activity and 2) grants and contributions that are restricted to meeting
the operational or capital requirements of a particular function or activity. Taxes and other items not
properly included among program revenues are reported instead as general revenues.
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CITY OF LEBANON, MISSOURI
Notes to the Financial Statements
June 30, 2011

Separate financial statements are provided for governmental funds and proprietary funds. Major
individual governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements.

Generally the effect of interfund activity has been removed from the government-wide financial
statements. Net interfund activity and balances between governmental activities and business-type
activities are shown in the government-wide financial statements. The “doubling up” effect of
internal service fund activity has been eliminated from the government-wide financial statements
with the expenses shown in the various functions and programs on the Statement of Activities.

The government-wide Statement of Net Assets reports all financial and capital resources of the City
(excluding fiduciary funds). It is displayed in a format of assets less liabilities equals net assets, with
the assets and liabilities show in order of their relative liquidity. Net assets are required to be
displayed in components: 1) restricted, and 2) unrestricted.

Also, part of the basic financial statements are fund financial statements for governmental funds,
proprietary funds and fiduciary funds, even though the latter are excluded from the government-wide
financial statements. The focus of the fund financial statements is on major funds, as defined by
GASB Statement No. 34. Although this reporting model sets forth minimum criteria for
determination of major funds (a percentage of assets, liabilities, revenues, or expenditures/expenses
of fund category and of the governmental and enterprise funds combined), it also gives governments
the option of displaying other funds as major funds. Other nonmajor funds, as well as the internal
service funds, are combined in a single column on the fund financial statements.

The City distinguishes operating receipts and disbursements from non-operating items. Operating
receipts and disbursements generally result from providing services in connection with the City’s
principal ongoing operations. The principal operating receipts are charges to customers for water
services. Operating disbursements include the costs of sales and services and administrative
expenses. All receipts and disbursements not meeting this definition are reported as non-operating
receipts and disbursements.

Private-sector standards of accounting and financial reporting issued prior to November 30, 1989,
generally are followed in the proprietary fund financial statements to the extent that those standards
do not conflict with or contradict guidance of the GASB. Governments also have the option of
following subsequent private-sector guidance for their business-type activities and enterprise funds,
subject to this same limitation. The City has elected not to follow subsequent private-sector
guidance.

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

The City reports the following major funds:
General Fund - The General Fund is the general operating fund of the City. It is used to account for
all financial resources except those required to be accounted for in another fund.
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CITY OF LEBANON, MISSOURI
Notes to the Financial Statements
June 30, 2011

Capital Improvement Fund - This fund is used to account for financial resources used for the
acquisition or construction of major capital facilities other than those financed by proprietary funds.

Street Fund — This fund accounts for financial resources restricted for street construction and
operations and maintenance.

Additionally, the government reports the following fund types:
Special Revenue Funds - Special Revenue Funds are used to account for the proceeds of specific
revenue sources that are legally restricted to expenditures for specified purposes.

The business-type fund types the City has are:

Enterprise Funds - Enterprise Funds are used to account for operations that are financed and operated
in a manner similar to private business enterprises. The costs of providing goods or services to the
general public are financed or recovered primarily through user charges.

Economic Development — This fund is used to report financial resources used for the promotion of
economic development including capital acquisitions and the operations of those facilities.

Internal Service Funds - Internal Service Funds are used to account for the financing of goods or
services provided by one department to other departments of the City on a cost reimbursement basis.

Measurement focus and Basis of Accounting

These financial statements are presented on a modified cash basis of accounting. This modified
basis of accounting differs from accounting principles generally accepted in the United States of
America (GAAP). The Governmental Accounting Standards Board (GASB) is the accepted
standard-setting body for establishing governmental accounting and financial reporting principles.

Measurement focus is a term used to describe “how” transactions are recorded within the various
financial statements. Basis of accounting refers to “when” transactions are recorded regardless of the
measurement focus applied.

In the government-wide Statement of Net Assets and Statement of Activities, both governmental and
business-like activities are presented using the economic resources measurement focus, within the
limitations of a modified cash basis of accounting, as defined below.

In the fund financial statements, the “current financial resources” measurement focus or the
economic resources” measurement focus, as applied to a modified cash basis of accounting, is used
as appropriate.

All governmental funds utilize a “current financial resources” measurement focus. Only currently
financial assets and liabilities are generally included on their balance sheets. Their operating
statements present sources and uses of available spendable financial resources during a given period.
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CITY OF LEBANON, MISSOURI
Notes to the Financial Statements
June 30, 2011

These funds use fund balance as their measure of available spendable financial resources at the end
of the period.

The proprietary fund utilizes an “economic resources” measurement focus. The accounting
objectives of this measurement focus are the determination of operating income, changes in net
assets (or cost recovery), financial position, and cash flows. All assets and liabilities (whether
current or noncurrent, financial or non financial) associated with their activities are reported.
Proprietary fund equity is classified as net assets.

The accounts of the City are maintained and the accompanying financial statements have been
prepared and presented using a modified cash basis of accounting. This basis recognizes assets,
liabilities, net assets/fund equity, revenues, and expenditures/expenses when they result from cash
transactions. This basis is a comprehensive basis of accounting other than accounting principles
generally accepted in the United States of America.

As a result of the use of this modified cash basis of accounting, certain assets and their related
revenues (such as accounts receivable and revenue for billed or provided services not yet collected)
and certain liabilities and their related expenses (such as accounts payable and expenses for goods or
services received but not yet paid, and accrued expenses and liabilities) are not recorded in these
financial statements. Property, plant, and equipment are not capitalized and depreciation is not
calculated.

Cash and Investments

Except for cash in certain restricted and special funds, the City consolidates cash balances from all
funds to maximize investment earnings. For the purpose of financial reporting, “cash and cash
equivalents” includes all demand and savings accounts and certificates of deposit or short-term
investments with an original maturity of three months or less. Trust account investments in open-
ended mutual fund shares are also considered cash equivalents. Each fund’s portion of total cash and
investments is summarized by fund type in the combined balance sheet as cash and cash equivalents.
Statutes impose various restrictions on deposits and investments, these restrictions are summarized
as follows:

Deposits. Certificates of deposits must be collateralized in an amount such that the market value of
the collateral is at least 100% of the investment. The collateral must be held by the non-affiliated
custodial facility.

Investments. The investments shall be diversified to minimize the risk of loss. The City is
authorized to make investments in U.S. treasuries and securities, collateralized time and demand
deposits, collateralized repurchase agreements, commercial paper and bankers’ acceptances. The
bankers’ acceptances and commercial paper must be issued by domestic commercial banks and
possess the highest rating issued by Moody’s Investor services, Inc or Standard and Poor’s
Corporation.
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CITY OF LEBANON, MISSOURI
Notes to the Financial Statements
June 30, 2011

Short-Term Interfund Receivables/Payables

During the course of operations, transactions occur which result in amounts owed to a particular fund
by another fund, other than for goods provided or services rendered. These receivables and payables
are due within five years and are classified as "due to/from other funds" on the balance sheet.

Compensated Absences

The City’s policy on vacation and sick leave permits limited accruals of each type that can be used in
a future year. No provision has been made to record this liability in the year incurred, but rather,
when paid.

Property Tax
Property taxes are levied September 1 and payable by December 31. Taxes paid after December are
subject to penalties. Laclede County bills and collects the City's property taxes.

Interfund Transactions

Transfers among funds are provided for as part of the annual budget process. They facilitate annual
contributions from the operating budget to capital project funds. They also facilitate the allocation of
administrative expenses among all funds.

Quasi-external transactions are accounted for as revenues, expenditures, or expenses. Transactions
that constitute reimbursements to a fund for expenditures/expenses initially made from it that should
have been applied to another fund, are recorded as expenditures/expenses in the reimbursing fund
and as reductions of expenditures/expenses in the fund that is reimbursed.

All other interfund transactions, except quasi-external transactions and reimbursements, are reported
as operating transfers. Non-recurring or non-routine permanent transfers of equity are reported as
residual equity transfers. All other interfund transfers are reported as operating transfers.

Fund Equity

In the fund financial statements, governmental funds report aggregate amounts for five classifications
of fund balances based on the constraints imposed on the use of these resources. The nonspendable
fund balance classification includes amounts that cannot be spent because they are either (a) not in
spendable form - pre-paid items or inventories; or (b) legally or contractually required to be
maintained intact.

The spendable portion of the fund balance comprises the remaining four classifications: restricted,
committed, assigned, and unassigned.

Restricted fund balance. This classification reflects the constraints imposed on resources either (a)
externally by creditors, grantors, contributors, or laws or regulations of other governments; or (b)

imposed by law through constitutional provisions or enabling legislation.

Committed fund balance. These amounts can only be used for specific purposes pursuant to
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CITY OF LEBANON, MISSOURI
Notes to the Financial Statements
June 30, 2011

constraints imposed by formal resolutions or ordinances of the city council - the government’s
highest level of decision making authority. Those committed amounts cannot be used for any other
purpose unless the city council removes the specified use by taking the same type of action imposing
the commitment. This classification also includes contractual obligations to the extent that existing
resources in the fund have been specifically committed for use in satisfying those contractual
requirements. : '
Assigned fund balance. This classification reflects the amounts constrained by the City’s “intent” to
be used for specific purposes, but are neither restricted nor committed. The city councilmen have the
authority to assign amounts to be used for specific purposes. Assigned fund balances include all
remaining amounts (except negative balances) that are reported in governmental funds, other than the
General Fund, that are not classified as nonspendable and are neither restricted nor committed.

Unassigned fund balance. This fund balance is the residual classification for the General Fund. It is
also used to report negative fund balances in other governmental funds.

Use of Estimates

The preparation of financial statements in conformity with the other comprehensive basis of
accounting (OCBOA) used by the City requires management to make estimates and assumptions that
affect certain reported amounts and disclosures; accordingly, actual results could differ from those
estimates.

Debt Costs
In the proprietary funds, Debt issuance costs are included in noncurrent assets and are capitalized and
amortized on a straight-line basis over the life of the bonds.

2. Restricted Assets

The certificates of participation bond ordinances authorizing debt issues establish certain deposit
requirements for bond and interest sinking funds, reserve funds, and depreciation and replacement
funds. At June 30, 2011 the required deposits had been met.

Governmental Fund Types
The cash and fund balance have been restricted as follows:
Restricted Restricted Net

Cash Assets
Capital Projects Fund
Debt Reserve Funds 982,777 982,777
982,777 982,777
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Enterprise Fund Types
The cash and net assets have been restricted as follows: ,
Restricted Restricted Net
Investments Assets
Electric Fund Debt Reserve 674,840
Sewer project funds 83,357
Sewer debt reserve funds 229,659
Subtotal 313,016
Water project funds 499,890
Water debt reserve funds 27,341
Subtotal 527,231
Total $ 1,515,087 $ -
3. Cash, Equivalents and Investments

The Board of Councilmen has adopted formal investment policies for City monies. The City
Administrator is the designated investment officer, and has the responsibility of investing all City
monies on a bid basis in institutions that offer full insurance. Monies may be invested in certificates
of deposits or savings/money market accounts without City Council approval. Cash, equivalents and
investments are recorded at cost.

Deposits
The City's deposits, including restricted assets, are stated at cost and are composed of the following:
Year Ended
June 30, 2011
Carrying
Amounts Bank Balance
Petty cash accounts $ 2,085 § -
U.S. Government Agency securities $ 7,491,385 7,491,385
Checking & money mkt accounts 5,743,105 5,807,508
Total $ 13,236,575 $ 13,298,893
Held in Trust:
U.S. Government Agency securities and bonds 2,497,863 2,497,863
Total Held in Trust $ 2497863 $ 2,497,863
Grand Total $ 15,734,438  § 15,796,756
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Interest Rate Risk — In accordance with its investment policy, the City manages its exposure to
declines in fair values by holding investments to maturity.

Custodial Credit Risk — This is the risk that in the event of a bank failure, the City’s deposits may not
be returned to it.

Of the total bank balance at June 30, 2011, $5,807,508 was covered by federal depositary insurance
or by collateral securities held by the Custodial bank’s safekeeping agent in the City's name. The
remaining $9,989,248 was invested in U.S. Government securities.

To protect the safety of the City deposits, Section 110.020, RSMo 1986, requires depositaries to
pledge collateral securities to secure City deposits not insured by the Federal Deposit Insurance
Corporation. Obligations that may be pledged as collateral are obligations of the United States and
its agencies. As the previous paragraph indicates, the City and its depositary banks were in
compliance with the Missouri law.

Section 95.355, RSMo 1986, requires the City to enter into agreements with the banks selected as
depositaries. The City does have formal depositary contracts with the banks that hold City monies.

Concentration of Credit Risk — The City places no limit on the amount the City may invest in any
one issuer.

4. Long-Term Debt
The following is a summary of the City’s long-term debt transactions for the eight months ended
June 30, 2011:

Long-term
obligations & Long-term
November 1, obligationsat  Due within
2010 Additions Deletions  June 30, 2011 one year
Governmental Activities
Bonds and notes payable:
Airport (STAR) note payable $ 59,494 $ 17437 $ 42,057 § 237%
2008 Certificates of participation 8,210,000 785,000 7.425,000 810,000
Governmental activities long-term liabilities $ 8269494 § - $ 802437 $ 7467,057 $ 833,7%4
Business-type Activities
Bonds and notes payable:
2003 Electric Certificates of participation $ 600,000 $ 295000 $ 305,000 $ 305000
1999 Electric Certificates of participation 1,335,000 310,000 1,025,000 325,000
2010A Water/Sewer Certficates of participation 2,045,000 150,000 1,895,000 300,000
2010B Water/Sewer Certficates of participation 3,095,000 - 3,095,000 -
Business-type activites long-term liabilities $ 7075000 § - $ 755000 $ 6320,000 $ 930,000

Governmental Activities
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A. Airport STAR Loan

The promissory note dated March 28, 2003 was issued in the original amount of $216,000.
The interest rate is 2.65 percent and payments are made monthly. This debt is funded out of
the airport fund using general revenues.

Year Ending June 30 Principal Interest Total
2012 23,794 830 24,624
2013 18,263 205 18,468

$ 42,057 $ 1,035 $ 43,092

B. 2008 Certificates of Participation

The City is obligated under a lease accounted for as a capital lease. This debt is funded out of
capital improvement sales tax revenues. Interest rates range from 3.40% to 5.20%. Principal
is paid annually and interest is paid semi-annually. The following is a schedule of future
minimum lease payments under capital leases, together with the net present value of the
minimum lease under payments as of June 30, 2011:

Year Ending
June 30, Principal Interest Total
2012 810,000 359,240 1,169,240
2013 850,000 325,220 1,175,220
2014 885,000 287,820 1,172,820
2015 925,000 247,110 1,172,110
2016 965,000 202,710 1,167,710
2017 1,020,000 154,460 1,174,460
2018 1,970,000 102,440 2,072,440

$ 7,425000 $ 1,679,000 $ 9,104,000

Business-Type Activities

A. 1999, 2003 and 2010 Certificates of Participation

The City is obligated under leases accounted for as capital leases. This debt is funded out of
capital improvement sales tax revenues and utility electric, water and sewer user fees. The
following is a schedule of future minimum lease payments under capital leases, together with
the net present value of the minimum lease under payments as of June 30, 2011:
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2003 1999 2010 Total
Year
Ending
October
31, Principal  Interest Principal Interest Principal Interest Principal Interest
2012 305,000 5,414 325,000 50,260 300,000 202,550 930,000 258,224
2013 340,000 34,660 305,000 198,050 645,000 232,710
2014 360,000 18,000 310,000 192,255 670,000 210,255
2015 320,000 185,435 320,000 185,435
2016 325,000 177,755 325,000 177,755
2017-2025 3,430,000 941,642 3,430,000 941,642
Total $305,000 $5414 $1,025000 $102,920 $4,990,000 $1,897,687 $6,320,000 $2,006,021
In the Enterprise Funds financial statements, unamortized debt issue costs and bond discounts
are reported as deferred charges.
$3,095,000 of the 2010 Certificates of Participation Bonds were issued through the Build
America Bonds program that provide a 35% federal subsidy on the total interest
requirements. The subsidy is paid to the City semi-annually once the debt service payments
are paid.
Interest rates for the 2003 Certificates of Participation range from 2.85% to 3.55%. Interest
rates for the 1999 Certificates of Participation range from 3.10% to 5.00%. %. Interest rates
for the 2010 Certificates of Participation range from .875% to 5.625%. For all this debt,
principal is paid annually and interest semi-annually.
S. Advanced Debt Refunding
During the year ended October 31, 2007, the City made an advance refunding of the final six
years of the 2003 Certificates of participation which resulted in debt defeasance. The amount
of bonds defeased is $2,080,000 and the required cash to service these bonds is $2,027,955.
This resulted in an economic gain/cash flow benefit of $52,045 which is being amortized
over the remaining term.
6. Risk Management

The City’s risk management activities are recorded in the Health Insurance Trust Fund. The
purpose of the fund is to administer employee health insurance programs on a cost-
reimbursement basis. This fund accounts for the risk financing of the City but does not
constitute a transfer of risk from the City. Commercial insurance is carried for this fund for
claims exceeding $2,062,779 aggregate and $60,000 individually. The City retains risk of
loss up to these deductibles. No claims liabilities are recorded since the City reports it
financial statements using the cash basis method. At June 30, 2011, $705,865 is available in
cash to cover claims.

29



CITY OF LEBANON, MISSOURI
Notes to the Financial Statements
June 30, 2011

The City is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets: errors and omissions; work related injuries to employees; and natural
disaster. The City maintains commercial insurance coverage for each of those risks of loss.
Management believes such coverage is sufficient to preclude any significant uninsured
losses to the City.

Pension Plans

A. Plan Description

The City of Lebanon participates in the Missouri Local Government Employees Retirement
System (LAGERS), an agent multiple-employer public employee retirement system that acts

as a common investment and administrative agent for local government entities in Missouri.

LAGERS is a defined benefit pension plan which provides retirement, disability, and death
benefits to plan members and beneficiaries. LAGERS was created and is governed by state
statute, section RSMo. 70.600 - 70.755. As such, it is the system's responsibility to
administer the law in accordance with the expressed intent of the General Assembly. The
plan is qualified under the Internal Revenue Code Section 401a and it is tax exempt.

The Missouri Local Government Employees Retirement System issues a publicly available
financial report that includes financial statements and required supplementary information.
That report may be obtained by writing to LAGERS, P.O. Box 1665, Jefferson City, MO
65102 or by calling 1-800-447-4334.

B. Funding Status

Full-time employees of the City of Lebanon do not contribute to the pension plan. The June
30™ statutorily required contribution rates are 13.0% (general), 10.7% (police) and 8.7% (fire)
of annual covered payroll. The contribution requirements of plan members are determined by
the governing body of the political subdivision. The contribution provisions of the political
subdivision are established by state statute.

C. Annual Pension Cost (APC) and Net Pension Obligation (NPO)
The subdivision’s annual pension cost and net pension obligation for the current year were as
follows:

Annual required contribution § 669,608
Interest on net pension obligation -
Adjustment to annual required contributior -
Annual pension cost 669,608

Actual contributions 630,771
Increase (decrease) in NPO 38,837
NPO beginning of year -

NPO end of year $ 38,837

The annual required contribution (ARC) was determined as part of the February 28, 2009
annual actuarial valuation using the entry age actuarial cost method. The actuarial

30



CITY OF LEBANON, MISSOURI
Notes to the Financial Statements
June 30, 2011

assumptions as of February 28, 2011 included: (a) a rate of return on the investment of
present and future assets of 7.25% per year, compounded annually, (b) projected salary
increases of 3.50% per year, compounded annually, attributable to inflation, (c) additional
projected salary increases ranging from 0.0% to 6.0% per year, depending on age and
division, attributable to seniority/merit, (d) pre-retirement mortality based on the RP-2000
Combined Healthy Table set back O years for men and O years for women and (e) post-
retirement mortality based on 105% of the 1994 Group Annuity Mortality table set back 0
year for men and 0 years for women. The actuarial value of assets was determined using
techniques that smooth the effects of short-term volatility in the market value of investments
over a five-year period. The unfunded actuarial accrued liability is being amortized as a level
percentage of projected payroll on an open basis. The amortization period as of February 28,
2009, was 27 years for the General division, 30 years for the Police division and 30 years for
and 30 years for the Fire division.

Three-Year Trend Information
Annual Percentage

Fiscal Year Pension of APC Net Persion
Ending Cost (APC) Contributed  Obligation

2009 597,061 100% -
2010 576,881 100% -
2011 669,608 94% 38,837

REQUIRED SUPPLEMENTARY INFORMATION
Schedule of Funding Progress

(b) (b-a) [(b-a)/c]
(a) Entry Age Unfunded (© UAL asa
Actuarial  Actuarial Actuarial Accrued Annual Percentage
Valuation  Value of Accrued Liability Covered of
Date Assets Liability (UAL) Payroll Covered
2/28/2009 4,859,576 8,905,573 4,045,997 5,201,409 78%
2/28/2010 5,201,741 8,803,662 3,601,921 5,068,313 71%
2/28/2011 5,761,622 9,711,277 3,949,655 5,395,231 73%

Note: The above assets and actuarial accrued liability do not include the assets and present
value of benefits associated with the Benefit Reserve Fund and the Casualty Reserve Fund.
The actuarial assumptions were changed in conjunction with the February 28, 2011 annual
actuarial valuations. For a complete description of the actuarial assumptions used in the
annual valuations, please contact the LAGERS office in Jefferson City.

Deferred Compensation Plan

City employees participate in a nation-wide deferred compensation plan. Participation is on a
voluntary payroll deduction basis. The plan permits deferral of compensation until future
years. According to the plan, the deferred compensation is not available until termination,
retirement, death, or unforeseeable emergency. All deferred amounts are the property of the
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City and participant’s interest in the plan is that of a general creditor of the City. It is the
opinion of the City’s management that the City and Board have no liability for losses under
the plan, but do have the duty of due care that would be required of an ordinary prudent
investor. Amounts on deposit with Nationwide Financial Company for the City of Lebanon
participants at June 30, 2011 were approximately $1,835,952.

Deficit Fund Balance
At the eight months ended, the following funds experienced deficit fund balances/retained
earnings due to inter-fund loans and/or lack of capitalizing property, plant and equipment.

Deficit
Fund Balance/
Fund Retained Earnings
Sewer $ (3,768,713)
Airport (100,324)
Downtown Business Distric (66,791)
Economic Development (8,178,331)

Interfund Loans
To improve cash flow and minimize financing fees, the City has loaned money between
funds for capital projects as follows:

Receivable Fund Payable Fund Amount Project Due
Electric Reserve Economic Development $ 1,145,122 Dowco Building 2026
Electric Reserve Economic Development 3,054,415 Copeland Building 2016
Electric Reserve Airport 100,735 Hangers 2020
Electric Reserve Economic Development 3,889,982 Detroit Tool Building 2025
Electric Reserve Economic Development 125,000 Homestead Building 2016
Economic Development Downtown Business Dist 75,000 Land Purchase 2019

$ 8,390,254

The City charges a 5% interest rate on all of these loans.

Long-Term Contracts

The City is a member of the Missouri Joint Municipal Electric Utility Commission
(MIMEUC). MJMEUC manages a power pool known as Missouri Public Energy Pool#1
(MoPEP). The City is a member of MoPEP. All MoPEP members (including the City) have
an agreement (the MoPEP Agreement) with MIMEUC for the purchase of electric capacity
and energy from MIMEUC. The MoPEP Agreement requires MJIMEUC to supply the full
energy requirements of the City and includes a procedure for the City to dedicate its capacity
to MoPEP.

MoPEP operations are governed by a committee (Pool Committee) consisting of one
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representative from each MoPEP member and was comprised of 35 members as of December
31, 2010. The Pool Committee is charged with setting rates for all services provided by
MIMEUC to MoPEP members. These rates include recovery of all of MJIMEUC’s costs (the
Direct Costs) incurred in connection with acquiring, providing, arranging or financing the
provision of full requirements service to MoPEP members. Such rates are based upon an
annual budget and include, but are not limited to, all payments MJMEUC is required to
make, or reserves or coverage MIMEUC is required to maintain, pursuant to any bond
indenture, financing lease or loan agreement or other financial contract in order to procure,
deliver, or finance resources intended to provide full requirements service, without regard to
whether any particular resource is available to or used by any particular MoPEP member.
Direct Costs also include amounts required to fund MoPEP capital and/or operating reserves
as may be established from time to time by the Pool Committee.

The rates are established so as to charge each MoPEP member (including the City) its
proportionate share of all costs associated with MIMEUC’s performance under the MoPEP
Agreement. Charges based on such rates are assessed and billed monthly. Rates are required
to be established at least annually and adjusted to recognize variances between budgeted and
actual costs at least every six months.

To meet the power and energy requirements of the City and the other MoPEP members,
MIMEUC presently obtains power and energy from the following resources: (i) power
purchased under long-term firm energy contracts, unit-contingent energy contracts and
interruptible contracts; (ii) MIMEUC owned generation; (iii) member capacity; and (iv) spot
market purchases. The City purchases its full energy requirements from MJIMEUC pursuant
to the MoPEP Agreement, but does not have any ownership interest in MIMEUC’s
resources.

In the event a MoPEP member would cancel the MoPEP Agreement, the member would
remain responsible for its allocated share of MIMEUC’s Direct Costs associated with all
resource obligations entered into by MIMEUC for MoPEP prior to the notice of cancellation.
MIJMEUC would utilize or sell the member’s allocated share of output in exchange for
providing the member a credit or offset equal to the fair market value of the output up to the
amount of the member’s obligation. As a result, the member would have a financial
obligation after cancellation in the event that the fair market value of the output is less than
the member’s allocated share of MJMEUC’s Direct Costs with respect to the resource
obligations at the time of cancellation. Since the amount of the cancelling member’s
obligation would depend on MIMEUC’s Direct Costs after cancellation and the fair market
value of the output at such times in the future, the amount of the obligation is not reasonably
determinable. Currently, the City of Lebanon has no plans or intentions to begin cancellation
proceedings.
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CITY OF LEBANON, MISSOURI

Budgetary Comparison Schedule - General Fund-Modified Cash Basis

Eight Months Ended June 30, 2011

Variance
from amended
Original Budget as Positive
Budget Amended Actual (Negative)
Resources (inflows):
Taxes $ 3,691,050 $ 3,691,050 $ 3,700,525 § 9,475
Charge for services $ 2,450 $ 2,450 $ 5,233 2,783
Intergovernmental revenue 267,121 267,121 240,542 (26,579)
License and permits 19,500 19,500 65,062 45,562
Fines and forfeitures 206,200 206,200 224,739 18,539
Interest income 17,800 17,800 4,485 (13,315)
Miscellaneous income 18,900 18,900 54,055 35,155
Total Resources (inflows) 4,223,021 4,223,021 4,294,641 71,620
Charges to appropriations (outflows):
Public safety 2,704,576 3,132,380 2,826,805 305,575
Administration 1,167,938 1,258,541 1,069,435 189,106
Total charges to appropriations 3,872,514 4,390,921 3,896,240 494,681
Other Financing Sources (Uses)
Transfers in (out) (267,897) (615,277) (465,274) 150,003
Total Other Financing Sources (Uses) (267,897) (615,277) (465,274) 150,003
Net Change in Fund Balances 82,610 (783,177) (66,873) 716,304
Fund Balance, November 1 463,879 463,879 463,879 -
Fund Balance, June 30 $ 546,489 $ (319,298) $ 397,006 $ 716,304

See Accompanying Notes to the RSI.
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Budgetary Comparison Schedule - Major Special Revenue Funds - Modified Cash Basis

Eight Months Ended June 30, 2011

Street Fund

Resources (inflows):
Taxes
Intergovernmental
Other

Total resources

Charges to appropriations (outflows):
Transportation
Total charges to appropriations

Other Financing Sources (Uses)
Transfer in (out)
Total Other Financing Sources (Uses)

Net Change in Fund Balance
Beginning Fund Balance

Ending Fund Balance

See Accompanying Notes to the RSI.

Variance
from Amended
Original Budget as Positive
Budget Amended Actual (Negative)
$ 1,238,500 $ 1,238,500 $ 1,258,526 §$ 20,026
450,000 450,000 34,989 (415,011)
16,571 16,571
1,688,500 1,688,500 1,310,086 (378,414)
720,200 813,605 630,482 183,123
720,200 813,605 630,482 183,123
(1,272,548) (1,453,414) (798,085) 655,329
(1,272,548) (1,453,414) (798,085) 655,329
(304,248) (578,519) (118,481) 460,038
543,214 543,214 - 543,214 -
§ 238966 $ (35305) $§ 424,733 § 460,038
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June 30, 2011

1.

Budgetary Basis

Annual budgets are adopted on a modified cash basis of accounting where revenues are reported
as collected and expenditures when paid except for recording inter-fund loan payments. All
annual appropriations lapse at year-end.

Budgetary Information

Each fund’s appropriated budget is prepared on a detailed line item basis. Revenues are
budgeted by source. Expenditures are budgeted by department. This constitutes the legal level
of control. Expenditures may not exceed appropriations at this level.

All budget revisions at this level are subject to final review by the City Councilmen. Within
these control levels, management may transfer appropriations without Council approval.
Revisions to the budget were made several times throughout the year.

Excess of Expenditures over Appropriations

None.

Negative Fund Balance

The amended budget for the Street Fund and the Combined General Fund reported negative fund

balances of $319,298 and $35,305 because revenues were not amended when the expenses were
increased.
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Qertiﬁeg,.PuBIic Accountants

To the City Council,
Lebanon, Missouri

In planning and performing our audit of the financial statements of the governmental activities,
the business-type activities, each major fund, and the aggregate remaining fund information of
the City of Lebanon as of and for the eight months ended June 30 2011, in accordance with
auditing standards generally accepted in the United States of America, we considered the City of
Lebanon’s internal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the City of Lebanon’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the City of Lebanon’s internal
control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses and, therefore, there can be no assurance that all
such deficiencies have been identified. However, as discussed below, we identified certain
deficiencies in internal control that we consider to be a material weakness.

Court

Improvements have been made from the previous year to account for court tickets but a
significant change occurred where the billing, record keeping, and collections are all performed
by the same person. We recommend that the collection of ticket monies be assigned back to the
collections department as it had normally been performed for the past several years. This will
help deter the theft of funds. In addition, the audit services were delayed because the new
software company had not trained staff on how to reconcile bank accounts; therefore, no
reconciliations had been performed from April to November until the month of December.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material wedkness is a
deficiency, or combination of deficiencies in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. We consider the following deficiency in The City
of Lebanon’s internal control to be a material weakness:

Other
During the performance of our audit we observed areas of your operations for which we have a

suggestion that hopefully will improve the efficiency and accuracy of your financial and
statistical records.
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Purchasing

Though major improvements have been implemented in regards to purchasing policies for the
City, we found that additional checks and balances are recommended. For the non-public works
(electric, street, water, sewer) departments, the purchasing, approval, and receipting duties need
to be separated.

Budget Amendment

The June 30, 2011 budget was amended in September of 2011 which is well past the date of the
approved June bills. Therefore, this budget amendment was not considered valid and the audit
report does not reflect these changes.

Economic Development Fund

During fiscal year October 31, 2010, an inter-fund loan was made from the Electric Reserve to
the Economic Development Fund for $125,000 for the Homestead property. As of June 30,
2011, no payments had been made to repay this loan.

Also in the Economic Development Fund, the City constructed an additional 5,000 square feet
for the DTMP building. Per the lease agreement, the monthly rental fee increases for this space.
As of June 30, 2011, the City has not collected any of this rent income.

Ordinance 4606 and 4607

This ordinance requires reserve levels to be maintained for the Electric, Water and Sewer funds.
As of June 30, 2011, the Water and Sewer Funds had not met these reserve requirements while
the Electric Fund did so. This is an improvement from last year.

Property and Equipment

Governmental Accounting Standards and specifically GASB 34 require that the City’s debt and
fixed assets be recorded to reflect an accurate financial picture. Currently, the City does not
record the property and equipment causing the liabilities to be much higher than the assets and in
some cases, creating a negative fund balance. We recommend recording the property and
equipment at cost and calculating annual depreciation expense.

In addition, we recommend once an equipment inventory is established that random physical
counts be performed by persons outside of their department and match the physical count with
the inventory records.

This communication is intended solely for the information and use of management, the board of

trustees and others within the organization, and is not intended to be and should not be used by
anyone other than these specified parties.

Oficer. CPA Fioum LLC

Springfield, MO
January 24, 2012



To the City Council
Lebanon, Missouri

We have audited the cash basis financial statements of the governmental activities, the business-
type activities, each major fund, and the aggregate remaining fund information of the City of
Lebanon for the eight months ended June 30, 2011, and has issued our report thereon dated
January 24, 2012. Professional standards require that we provide you with the following
information related to our audit.

As stated in our engagement letter, 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 a modified cash basis
of accounting. Our audit of the financial statements does not relieve you or management of your
responsibilities.

We received full cooperation from the City’s personnel.

Professional standards require us to accumulate all known and likely misstatements identified
during the audit and communicate them to the appropriate level of management. Management
has corrected all such misstatements. None of the misstatements were material to the financial

statements.

We had no disagreements with management on financial, accounting and reporting matters
which would have a material impact on the City’s basic financial statements.

We noted one material weakness in the City’s internal control structure.
We noted no indications of fraud.

We have requested certain representations from management that are included in the
management representation letter.

We are aware of no situations where management has consulted with other accountants.
This information is intended solely for the use of the City Council and management of the City
of Lebanon and is not intended to be and should not be used by anyone other than these specified

parties.

Very truly Yours,

Olficor CPA Firun LLE

January 24, 2012
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