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| NDEPENDENT AUDI TOR' S REPORT

Honor abl e Mayor and City Counci l
City of Audubon Park, Kentucky

W have audited the acconpanying financial statenents of the governmental
activities, and the individual fund information of the City of Audubon Park,
Kentucky (the “City”), as of and for the year ended June 30, 2006, which
collectively conprise the City' s basic financial statenments as listed in the
acconpanyi ng tabl e of contents. These financial statenents are the responsi-
bility of the City's managenent. Qur responsibility is to express an opinion
on these basic financial statenents based on our audit.

We conduct ed our audit in accordance with auditing standards generally accept ed
in the United States of Anerica and the standards applicable to financial

audits contained in Governnent Auditing Standards, issued by the Conptroller
General of the United States. Those standards require that we plan and perform
the audit to obtain reasonabl e assurance about whether the financial statenents
are free of material msstatenent. An audit includes exam ning, on a test

basis, evidence supporting the anobunts and disclosures in the financial

statements. An audit also includes assessing the accounting principles used
and si gni ficant estinates nade by nanagenent, as well as eval uating t he overall

financial statenment presentation. We Dbelieve that our audit provides a
reasonabl e basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the respective financial position of the governnental
activities, and the individual fund information of the City as of June 30,
2006, and the respective changes in financial position for the year then ended
in conformity with accounting principles generally accepted in the United
States of Ameri ca.

I n accordance wi th Governnent Auditing Standards, we have al so i ssued a report
dat ed Novenber 15, 2006 on our consideration of the City's internal control
over financial reporting and our tests of its conpliance with certain
provi sions of |aws, regulations, contracts and grants. That report is an
integral part of an audit perforned in accordance with Governnment Auditing
St andar ds and shoul d be read i n conjunction with this report in consideringthe
results of our audit.



The Management’s Discussion and Analysis on pages 5 through 10 and the
Budget ary Conpari son | nformati on on pages 25 through 26 are not a required part
of the basic financial statenments but are supplenentary information required
by Governnental Accounting Standards Board. W have applied certain linited
procedures, which consisted principally of inquiries of managenent regarding
the nethods of neasurement and presentation of the required supplenmentary
i nformati on. However, we did not audit the i nformation and express no opi ni on
on it.

HENSON & ASSQOCI ATES
Certified Public Accountants

Loui svill e, Kentucky
Novenber 15, 2006



CI TY OF AUDUBON PARK, KENTUCKY
STATEMENT COF NET ASSETS
JUNE 30, 2006

ASSETS
Cash
Due from other governments

Capital assets, net of accumnulated

depreciation
Bui | di ngs
Equi prent
Capital asset, non depreciable
Land

Tot al Assets

LIABILITIES

Account s payabl e
Accrued expenses
Def erred revenue
Loan payabl e- St ockyar ds
Leases payable - current
- non current

Total Liabilities
NET ASSETS
I nvested in capital assets
Unrestricted (Deficit)
Total Net Assets

Total Liabilities and
Net Assets

See notes to financial statenents.

Gover nnent a
Activities

339, 978.
11, 156.

78, 179.
198, 409.

68
80

26
62

37, 290. 36

665, 014. 72

21, 692.
8, 117.
487, 001.
50, 000.
22, 947.
17, 274.

33
43
01
00
36
00

607, 032.

273, 657.
(215, 675.

13

88
29)

57, 982.

59

665, 014.

Tot al

339, 978.

11, 156.

78, 179.
198, 409.

68
80

26
62

37, 290. 36

665, 014. 72

21, 692.
8, 117.

487, 001.

50, 000.
22, 947.
17, 274.

33
43
01
00
36
00

607, 032.

273, 657.
(215, 675.

13

88
29)

57,982.

59

665, 014.




CI TY OF AUDUBON PARK, KENTUCKY
STATEMENT OF ACTI VI TI ES
FOR THE YEAR ENDED JUNE 30, 2006

Pr ogr am Revenues

Grants and Donati ons
Charges for Operating Capi t al
Expenses Servi ces
FUNCTI ONS/ ACTI VI TI ES
GOVERNMENTAL ACTI VI TI ES
Public Safety 439, 173. 47 42,320. 82 32, 947. 69 7, 700. 00
Publ i ¢ wor ks 89, 221.52 7, 200. 00 24,964. 29
Sanitation 166, 377. 60 323, 484.22
CGeneral governnment 179, 510. 45 4,100.00 26, 342. 60
Tot al Gover nnent al
Activities 874,283.04 377,105.04 84, 254. 58 7, 700. 00

CGENERAL REVENUES
Taxes
Real Property
I nsurance
Mot or Vehicle
Franchi se
Interest and penalties
O her

Tot al General Revenues

CHANGE I N NET ASSETS

NET ASSETS AT BEG NNI NG OF YEAR

NET ASSETS AT END OF YEAR

See notes to financial statenents.

Net Revenue (Expenses)

and Changes in Net Assets

Cover nnent a

Activities

(356, 204. 96)
(57, 057. 23)
157, 106. 62

(149, 067. 85)

(405, 223. 42)

237,944, 88
88, 660. 29
20, 385. 77
12, 940. 00
13,582. 11

29, 689. 50

403, 202. 55

(2, 020. 87)

60, 003. 46

57, 982. 59

Tot al

(356, 204. 96)
(57, 057. 23)
157, 106. 62

(149, 067. 85)

(405, 223. 42)

237,944, 88
88, 660. 29
20, 385. 77
12, 940. 00
13,582. 11

29, 689. 50

403, 202. 55

(2, 020. 87)

60, 003. 46

57, 982. 59



CITY OF AUDUBON PARK, KENTUCKY
BALANCE SHEET - GOVERNMENTAL FUNDS
JUNE 30, 2006

Speci al
Gener al Revenue Total s
ASSETS
Cash 284, 458. 92 55,519. 76 339, 978. 68
Recei vabl es (net, where
appl i cabl e of allowances
for uncoll ecti bl es)
I nt ergover nnent al 9, 050. 12 2,106. 58 11, 156. 70
Due from special revenue fund 85, 620. 42 85, 620. 42
TOTAL ASSETS 379, 129. 46 57,626. 34 436, 755. 80
LIABILITIES
Account s payabl e 21, 692. 23 21, 692. 23
Accrued expenses 8, 117. 43 8,117. 43
Def erred revenues 487, 001. 01 487, 001. 01
Due to general fund 85, 620.42 85, 620.42
TOTAL LI ABILITIES 516, 810. 67 85, 620. 42 602, 431. 09
FUND BALANCE
Unreserved fund balance (deficit) (137,681.21) (27,994.08) (165,675.29)
Total Fund Bal ance (deficit) (137,681.21) (27,994.08) (165,675.29)
TOTAL LI ABI LI TIES AND FUND
BALANCE 379, 129. 46 57,626. 34 436, 755. 80

See notes to financial statements
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CITY OF AUDUBON PARK, KENTUCKY

STATEMENT COF REVENUES, EXPENDI TURES, AND CHANGES | N FUND BALANCES

GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2006

REVENUES

Property taxes
| nt er gover nnent al

Court revenue

Grants

Muni ci pal ai d

Police and public works
Li censes and permts
I nsurance tax
Franchi se taxes
I nterest and Penal ti es
Sani tation Fee
Donat i ons
M scel | aneous

Total Revenues

EXPENDI TURES
Current
Pol i ce depart nent
Publ i ¢ wor ks
Sani tation
Adnmi ni stration
Capital outlay
Pol i ce depart nent
Debt repaynent
Pol i ce depart nent
Admi ni stration

Total Expenditures

EXCESS OF EXPENDI TURES
OVER REVENUES

OTHER FI NANCI NG SQURCES
Transfers In - Loan Proceeds

NET CHANGE | N FUND BALANCES

FUND BALANCE (DEFICIT) AT BEG NNI NG
OF YEAR

FUND BALANCE (DEFICIT) AT END
OF YEAR

See notes to financial statements

Tot al
Speci al Gover nnent al

CGener al Revenue Funds
258, 330. 65 258, 330. 65
14, 745. 15 14, 745. 15
18, 202. 54 18, 202. 54
24, 964. 29 24, 964. 29
43, 600. 00 43, 600. 00
2,141. 65 2,141. 65
88, 660. 29 88, 660. 29
12, 940. 00 12, 940. 00
12, 509. 29 1, 072. 82 13,582. 11
323, 484. 22 323, 484. 22
26, 542. 60 26, 542. 60
40, 838. 04 4.230.63 45, 068. 67
841, 994. 43 30, 267. 74 872, 262. 17
375, 126. 39 375, 126. 39
26, 851. 31 59, 318. 21 86, 169. 52
166, 377. 60 166, 377. 60
170, 691. 50 170, 691. 50
32, 805. 00 32, 805. 00
17, 087. 40 17, 087. 40
54,115. 95 54,115. 95
843, 055. 15 59,318.21 902, 373. 36
(1,060.72) (29, 050. 47) (30,111.19)
25,911.00 25,911. 00
24, 850. 28 (29, 050. 47) (4, 200. 19)

(162, 531. 49)

1, 056.

39 (161, 475.10)

(137,681. 21)

(27,994.08) (165,675.29)
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CI TY OF AUDUBON PARK, KENTUCKY

RECONCI LI ATI ON OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS

JUNE 30, 2006

Fund Bal ances of Governnental Funds (165, 675. 29)

Anmounts reported for governnental activities in the
St atement of Net Assets are different because:

Capital assets, net of depreciation, are not current
financial resources and are not included in the
governmental funds. 313, 879. 24

Loans and | eases payable are not a current financi al
obligation. Therefore, they are not included in
the governmental funds. (90, 221. 36)

Net Assets of Governnental Activities 57,982.59

See notes to financial statenents.
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CI TY OF AUDUBON PARK, KENTUCKY

RECONCI LI ATI ON OF THE STATEMENT O REVENUES, EXPENDI TURES
AND CHANGES | N FUND BALANCES OF GOVERNMENTAL FUNDS TO
THE STATEMENT OF ACTIM TI ES

JUNE 30, 2006

Net Change in Fund Bal ances - Total Governnental Funds

Amounts reported for governnental activities in the
Statenent of Activities differs fromthe anounts
reported in the Statenent of Revenues, Expenditures,
and Changes in Fund Bal ances because:

Governnental funds report capital outlays as expenditures.
However, in the Statenent of Activities, the costs of
those assets are allocated over their estimted usefu
lives as depreciation expense or are allocated to the
appropriate functional expense when the cost is bel ow
the capitalization threshold. This activity is
reconcil ed as foll ows:

Cost of assets capitalized
Depreci ati on expense

Long-term loans and | eases are reported as other financing
sources when made and as expenditures when repaid in the
governnmental funds. This anmount represents the change
in the long-termloans and | eases payabl e.

Change in Net Assets of Governnental Activities

See notes to financial statements

(4, 200. 19)

32, 805. 00
(69, 025. 00)

38, 399. 32

(2,020. 87)
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CI TY OF AUDUBON PARK, KENTUCKY

GENERAL FUND

STATEMENT OF REVENUES, EXPENDI TURES, AND
CHANGES | N FUND BALANCES - BUDGET AND ACTUAL
YEAR ENDED JUNE 30, 2006

Variance with

Fi nal Budget
Budget ed Anpunt s Act ual Positive
O gi nal Fi nal Anount s (Negative)
Budget ary Fund Bal ance, July 1 (100, 000. 00) (100, 000. 00) (162, 531. 49) (62, 531. 49)
Resources (Inflows):
Property taxes 260, 000. 00 262, 000. 00 258, 330. 65 (3, 669. 35)
Li censes and pernits 3, 500. 00 1, 500. 00 2,141. 65 641. 65
I nt er gover nirent al 107, 600. 00 112, 835. 00 76, 547. 69 (36, 287. 31)
| nsurance t axes 69, 000. 00 89, 000. 00 88, 660. 29 (339.71)
Franchi se taxes 14, 500. 00 14, 500. 00 12, 940. 00 (1, 560. 00)
Sani tation 323, 064. 00 323, 064. 00 323, 484. 22 420. 22
O her 23, 736. 00 76, 000. 00 105, 800. 93 29, 800. 93
Anpunt s Avail abl e
for Appropriation 701, 400. 00 778,899. 00 705,373.94 (73,525. 06)
Charges to Appropriations (Qutflows):
Current:
General gover nment 99, 589. 00 155, 589. 00 224, 807. 45 (69, 218. 45)
Public safety 318, 200. 00 418, 200. 00 425,018. 79 (6,818.79)
Publ i ¢ works 4, 000. 00 4, 000. 00 26, 851. 31 (22, 851. 31)
Sani tation 170, 400. 00 170, 400. 00 166, 377. 60 4,022. 40
Total Charges to
Appropri ations 592, 189. 00 748, 189. 00 843, 055. 15 (94, 866. 15)
Budget ary Fund Bal ance, June 30 109,211.00 30, 710.00 (137,681.21) (168, 391.21)

See notes to financial statenents. 25



CI TY OF AUDUBON PARK, KENTUCKY

SPECI AL REVENUE FUND

STATEMENT OF REVENUES, EXPENDI TURES, AND
CHANGES | N FUND BALANCES - BUDGET AND ACTUAL
YEAR ENDED JUNE 30, 2006

Variance with

Fi nal Budget
Budget ed Anpunt s Act ual Posi tive
O gi nal Fi nal Anount s (Negative)
Budget ary Fund Bal ance, July 1 25, 000. 00 25, 000. 00 1, 056. 39 (23,943.61)
Resources (Inflows):
I nt er gover nnent al 30, 000. 00 30, 000. 00 24, 964. 29 (5,035.71)
I nterest and O her 2, 800. 00 2,800. 00 5,303. 45 2,503. 45
Ampunt s Avail abl e for
Appropriation 57, 800. 00 57, 800. 00 31,324.13 (26,475.87)
Charges to Appropriations (Qutflows):
Current:
Publ i ¢ wor ks 41, 460. 00 55, 460. 00 59,318.21 (3,858.21)
Total Charges to Appropriations 41, 460. 00 55, 460. 00 59,318.21 (3,858.21)
Budget ary Fund Bal ance, June 30 16, 340. 00 2,340.00 (27,994. 08) (30,334.08)

See notes to financial statenents.
26



CITY OF AUDUBON PARK KENTUCKY
NOTES TO FI NANCI AL STATEMENTS
JUNE 30, 2006

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES

The accounting policies of the City of Audubon Park conform to accounting
principles generally accepted in the United States of America as applicable to
governments. The Governnental Accounting Standards Board (GASB) is the accepted
standard setting body for governnental accounting and financial reporting
principles. The City has i npl enent ed GASB St at enent No. 34 and t hese statenents
are presented according to those requirenents. The following is a summary of
the significant policies.

Basi c Financial Statenents

In accordance with GASB Statement No. 34 - Basic Financial Statenments and
Managenent's Di scussi on and Anal ysis for State and Local Governnents, the basic
fi nanci al statenents include both government -w de and fund fi nanci al statenents.

The governnent-wi de financial statenents (Statenment of Net Assets and Stat enent
of Activities) report onthe City as a whol e, no conponent unit entities exist.
Government activities, which normal |y are supported by taxes and i nt ergovernnen-
tal revenues, are reported separately frombusi ness-type activities, whichrely
to a significant extent on fees and charges for support. All activities, both
governnmental and busi ness-type, are reported in the governnent-w de financi al
statenents using the econom c resources neasurenent focus and the accrual basis
of accounting, which includes |ong-term assets as well as |ong-term debt and
obl i gati ons. The government-wi de financial statenents focus more on the
sustainability of the City as an entity and the change in aggregate financial
position resulting fromthe activities of the fiscal period.

CGenerally, the effect of interfund activity has been renoved from the
governnent -wi de financial statenents. However, in the governnental funds
financial statenents interfund balances due to and from are shown. These
anounts are the results of interfund borrow ngs or repaynents being in excess
of actual anmounts due.

The government-w de Statenment of Net Assets reports all financial and capita
resources of the City. It is displayed in a format of assets less liabilities
equals net assets, with the assets and liabilities shown in order of their
relative liquidity. Net assets are required to be displayed in three
conmponents: 1) invested in capital assets, net of related debt, 2) restricted,
and 3) unrestricted. Invested in capital assets, net of related debt is capital
assets net of accumnul ated depreciation and reduced by outstanding bal ances of
any bonds, nortgages, notes or other borrowings that are attributable to the
acqui sition, construction, or inprovenent of those assets. Restricted net
assets are those with constraints placed on their use by either: 1l)externally
i nposed by creditors (such as through debt covenants), grantors, contributors,
or laws or regulations of other governnments, or 2) inposed by |aw through
constitutional provisions or enabling |l egislation. All net assets not otherw se
classified as restricted, are shown as unrestricted. GCenerally, the Cty would
first apply restricted resources when an expense is incurred for a purpose for
whi ch both restricted and unrestricted net assets are avail abl e.

The government-wi de Statenment of Activities denobnstrates the degree to which
both direct and indirect expenses of the various functions and prograns of the
City are of fset by programrevenues. Direct expenses are those that are clearly
identifiable with a specific function or identifiable activity. Program
revenues i nclude: 1) charges to custoners or users who purchase, use or directly

17
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NOTES TO FI NANCI AL STATEMENTS
JUNE 30, 2006

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES ((CONTI NUED)

benefit fromgoods, services or privileges provided by a particular function or
program and 2) grants and contributions that are restricted to neeting the
operational or capital requirements of a particular function or program Taxes,
unrestricted investnment income and other revenues not identifiable wth
particul ar functions or prograns are included as general revenues. The general
revenues support the net costs of the functions and progranms not covered by
program r evenues.

Also, part of the basic financial statenents are financial statenents for
governmental funds. The focus of the fund financial statements is on mgjor
funds, as defined by GASB St atenent No. 34. Although this reporting nodel sets
forth minimumcriteria for deternination of maj or funds (a percentage of assets,
liabilities, revenues, or expenditures/expenses of the fund category), it also
gi ves governnents the option of displaying other funds as major funds.

The City reports the followi ng maj or governnental funds

The General Fund is the City's primary operating fund. It accounts for
all financial resources of the general government, except those required
to be accounted for in another fund.

The Speci al Revenue Fund accounts for the financial resources provided

by the State of Kentucky through its Minicipal Road Aid Funds. These funds
are earnarked for maintenance, rehabilitation, or inprovenments of public
streets.

Measur emrent Focus and Basi s of Accounting

The governmental fund financial statenments are prepared on a current financial
resources neasurenent focus and nodified accrual basis of accounting. To
conformto the nodi fied accrual basis of accounting, certain nodifications nust
be made to the accrual nethod. The nodifications are outlined bel ow

A Revenue is recorded when it becones both neasurable and avail abl e
(received within 60 days after year-end). Revenue consi dered
susceptible to accrual includes: property taxes, intergovernmental
revenues, and nunici pal road aid funds.

B. Expenditures are recorded when the related fund liability is
incurred. Exceptions to this general rule include:
1) accumul at ed unpai d vacation, sick pay and retirenment which are
not accrued. As of June 30, 2006 accunul ated unpai d vacati on
and sick pay is estimated to total $28,667.73. During a prior
year the City adopted a change to its retirement programin its
Personnel /G vil Service Policy. The City has adopted an unfunded
programto pay a retirement benefit to each enployee with at |east
five years consecutive enploynment. The program pays a nonthly
anount that is deternmined by the | ength of consecutive enpl oynent
and the gross pay earned in the cal endar year preceding the date of
term nation of enploynent. This benefit ranges froma | ow of
20% of gross pay for 24 nonths to a high of 50% of gross pay for
84 nont hs.
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CI TY OF AUDUBON PARK, KENTUCKY
NOTES TO FI NANCI AL STATEMENTS
JUNE 30, 2006

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES ((CONTI NUED)

One person becane eligible for this benefit during

a prior fiscal year. This benefit has been suspended due to
the rehiring of this person. As required by GASB 45

the City will be required to include in its financial
statenents, starting June 30, 2010, an actuarily conputed
amount of its unfunded obligation as a current and

prior adjustnment.

C. Di sbhursenents for the purchase of capital assets providing future
benefits are consi dered expenditures. Loan proceeds are reported as
an other financing source.

Wth this neasurement focus, operating statenents present increases and
decreases in net current assets and unreserved fund bal ances as a neasure of
avai | abl e spendabl e resources.

This is the traditional basis of accounting for governnental funds and also is
the manner in which these funds are nornmally budgeted. This presentation is
deened nost appropriate to: 1) denobnstrate |egal and covenant conpliance, 2)
denonstrate the sources and uses of liquidresources, and 3) denonstrate howthe
City' s actual revenues and expenditures conformto the annual budget. Since the
governmental funds financial statenents are presented on a different basis than
t he governnental activities colum of the governnent-w de financial statenents,
a reconciliation is provided i mediately follow ng each fund statenent. These
reconciliations briefly explain the adjustnents necessary to transformthe fund
financial statenments into the governnmental activities colum of the governnent
-wi de financial statenents.

Budget s
The City has ordained for itself a nunber of prescribed practices regarding the

devel opnent of a budget, and for amendi ng the budget once it is accepted by the
governing body of the City. An annual budget is required by Kentucky Revised
Statutes that, once accepted by the City's governing body, becones the |egal
boundary of that government’s appropriations and expenditures for that year. The
City' s annual budget confornms to generally accepted accounting principles. The
budget was anended by an ordi nance during the year

Use of Estinmates

The preparation of financial statements in conformty with generally accepted
accounting principles require nanagenent to nmake estimates and assunptions that
affect certain reported anmpbunts and disclosures. Accordingly, actual results
could differ fromthose estinates

Capital Assets

Under GASB Statenent No. 34, all capital assets, whether owned by governnenta
activities or business-type activities, are recorded and depreciated in the
government -wi de fi nanci al statenents. No | ong-termcapital assets or depreciation
are shown in the governmental funds financial statenents.

Capital assets are recorded at cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at the estinmated fair market
val ue at the date of donation

19



CI TY OF AUDUBON PARK, KENTUCKY
NOTES TO FI NANCI AL STATEMENTS
JUNE 30, 2006

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES ((CONTI NUED)

The costs of normal maintenance and repairs that do not add to the value of the
assets or materially extend assets lives are not capitalized. Mjor inprovenents
are capitalized and depreciated over the renmaining useful lives of the related
capital assets.

Maj or outlays for capital assets and i nprovenents are capitalized as the projects
are constructed. Interest incurred during the construction phase of projects is
reflectedinthe capitalized val ue of the asset constructed for proprietary funds.

GASB Statenment No. 34 allows cities with net assets under 10 million dollars to
elect to not report infrastructure assets on a retroactive basis. The Cty has
el ected to not report on a retroactive basis.

Capital assets are depreciated using the straight-line nmethod over the follow ng
esti mated useful |ives:

Bui | di ngs, structures and i nprovenents 40 years
Machi nery and equi pnent 5 years

Depreci ati on expense for the year was charged to functi ons/prograns of the primary
governnment as foll ows:

General CGover nnent $ 4,703.00
Public Safety 61, 270. 00
Publ i c Wbrks 3,052. 00

69, 025. 00

Total accunul ated depreciation for all prior periods was $264, 813. 00.

Property Tax

Property is assessed as of January 1. Total assessed val ue was $98, 824, 730. 00
and the tax rate was .2430 cents per one hundred dollars of assessed val uati on
Taxes were levied for the fiscal year of July 1, 2005 to June 30, 2006 on March
31, 2005 and are payable by June 30, 2005. City real property tax revenues are
recogni zed in the fiscal year beginning July 1, 2005. Any real property tax
unpaid at June 30 or 60 days thereafter is deenmed uncollectible for financial
reporting purposes. The total of unpaid real property taxes at June 30, 2006 was
$937.03. The City has liens on these properties to secure paynent of these

t axes. Def erred revenue represents property taxes levied for the fiscal year
begi nning July 1, 2006 collected in advance.

20



CITY OF AUDUBON PARK, KENTUCKY
NOTES TO FI NANCI AL STATEMENTS
JUNE 30, 2006

NOTE 2 - SCHEDULE OF CASH

Bank
Fund Financial Institution Bal ance | nsur ed Collateralized
Gener al St ockYar ds Bank 297,165. 74 FDI C Repur chase
297, 165. 74 Agreement in
St ockyar ds Bank
Speci al Revenue
Muni ci pal A d St ockYar ds Bank 54, 256. 83 FDI C
Muni ci pal A d BB&T 1,262.93 FDI C
55,519. 76
Expl orer Post #469 1,149. 00 FDI C
Petty Cash 300. 00
354, 134. 50

NOTE 3 - CONCENTRATION OF CREDIT RI SK

The City has funds on deposit at various tines during the year with one financi al
institution in excess of the FDI Cinsurance coverage. The City does not have a
written investnment policy.

NOTE 4 - RI SK MANAGEMENT/ CONTI NGENCI ES

The City is exposed to various risks of loss related to torts; theft of, damage
to and destruction of assets; errors and onissions; injuries to enployees; and
natural disasters. These risks are covered by various commercial insurance
policies. There have been no significant reductions in insurance coverage from
2005 t o0 2006. Settlenents, |ess deductibl es, have not exceeded i hsurance cover age
during the past three years. The City’'s attorney has advised that the Gty wll
not i ncur any |l oss in excess of insurance deductibles as a result of any |l awsuits
currently pendi ng.

NOTE 5 - CAPI TALI ZED LEASE AGREEMENT

The City borrowed noney to acquire two new police cruisers in July of 2004. This
| oan was for $42,931.00 and i s repayable in twel ve quarterly paynents of $4,272.15
principal and interest. The final four quarterly installments of principal wll
be paid as foll ows:

6/ 30/ 07 14, 310. 36

The City borrowed noney to acquire one new police cruiser in May of 2006. This
loan was for $25,911.00 and is repayable in twelve quarterly installnents of
$2,392.67 principal and interest. The quarterly installments of principal wll
be paid as foll ows:

6/ 30/ 07 8,637. 00

6/ 30/ 08 8, 637.00
6/ 30/ 09 8,637. 00
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NOTE 6 - LOAN PAYABLE

The City borrowed $100, 000.00 from Stockyards Bank to fund its short term cash
needs. This |loan has a 8.25% current interest rate with interest paid nonthly,
and the principal due on the maturity date of January 14, 2007. Current year
i nterest expense is $7,708.93. The balance of their |oan at June 30, 2006 was
$50, 000. 00.

NOTE 7 - | NDUSTRI AL REVENUE BOND | SSUES
The City has issued fourteen i ndustrial revenue bonds as of June 30, 2006. These
bonds are not debts of the City and the City has no obligation to repay princi pal

and interest. The City receives fees on an annual basis as consideration for
i ssuing the bonds. Fees received during the current fiscal year totaled
$3, 000. 00.

NOTE 8 - Changes in General Fixed Assets:

Bal ance Bal ance Accunul at ed
July 1, 2005 Addi tions Deletions June 30, 2006 Depr eci ati on

Land 37, 290. 36 37, 290. 36

Bui | di ngs 135, 979. 26 135, 979. 26 57, 800. 00

Equi pnment 234, 492. 29 1, 594. 00 236, 086. 29 82, 785. 00

Vehi cl es 227,847. 33 31,211. 00 20,697.00 238, 361. 33 193, 253. 00
635, 609. 24 32, 805. 00 20, 697. 00 647, 717. 24 333, 838. 00
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REPORT ON | NTERNAL CONTROL OVER FI NANCI AL REPORTI NG AND ON
COVPLI ANCE AND OTHER NMATTERS BASED ON AN AUDI T OF FI NANCI AL
STATEMENTS PERFORMED | N ACCORDANCE W TH GOVERNMENT AUDI TI NG STANDARDS

Honor abl e Mayor and City Counci
City of Audubon Park, Kentucky

We have audited the financial statenents of the City of Audubon Park, Kentucky as
of and for the year ended June 30, 2006, and have issued our report thereon dated
Novenber 15, 2006. W conducted our audit in accordance with auditing standards
general |y accepted in the United States of America and the standards applicable
to financial audits contained in Governnent Auditing Standards, issued by the
Conptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Gty of Audubon Park’s
internal control over financial reporting in order to determne our auditing
procedures for the purpose of expressing our opinion on the general purpose
financial statenents and not to provide an opinion on the internal control over
financial reporting. Qur consideration of the internal control over financial
reporting woul d not necessarily disclose all matters in the internal control over
financial reporting that mght be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or nore of the
i nternal control conmponents does not reduce to a relatively low level the risk
that m sstatenments caused by error or fraud in anounts that would be material in
relation to the general purpose financial statenents being audited may occur and
not be detected within a timely period by enployees in the normal course of
performng their assigned functions. W noted no matters involving the internal
control over financial reporting andits operation that we consider to be material
weaknesses.

Conpl i ance
As part of obtaining reasonabl e assurance about whether the City of Audubon Park’s

financial statenents are free of material misstatenment, we perfornmed tests of its
conpliance with certain provisions of |aws, regulations, contracts and grant
agreenents, nonconpliance with which could have a direct and material effect on
the determ nation of financial statenment anmpbunts. However, providing an opinion
on conpliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests
di sclosed the follow ng instances of nonconpliance or other natters that are
required to be reported under CGovernnment Auditing Standards:
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Fi ndi ng:

06/06-1. The City's general fund and special revenue fund were in a deficit
bal ance as of June 30, 2006.

Response:

City officials acknowl edge that a deficit exists and that they are addressing
this matter by inplenenting revenue raising prograns and nonitoring
expendi tures.

Fi ndi ng:

06/06-2. The City's general governnent, public safety and public works
expenditures were in excess of its budget.

Response:

City officials acknow edge that the budget ordi nance was viol ated and that
budget ordi nances in the future will be anmended on a tinely basis when
required.

This report is intended solely for the information and use of the State of
Kent ucky, federal awardi ng agencies, managenent and the City Council and is not
intended to be, and should not be, used by anyone other than these specified
parti es.

HENSON & ASSQOCI ATES
Certified Public Accountants
Novenber 15, 2006
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CI TY OF AUDUBON PARK, KENTUCKY
MANAGEMENT' S DI SCUSSI ON AND ANALYSI S
JUNE 30, 2006

The di scussion and analysis of the City of Audubon Park, Kentucky’s financial
performance provides an overview and analysis of the City's financial

activities for the fiscal year ended June 30, 2006. It should be read in
conjunctionwi th the acconpanying transmittal |letter and t he acconpanyi ng basic
fi nanci al statenents. Al anmounts in this discussion, unless otherw se

i ndi cated, are expressed in thousands of dollars.

Fi nancial H ghlights
e The assets of the City of Audubon Park, Kentucky exceeded its liabilities
at the close of the fiscal year ending June 30, 2006 by $58.0 thousand
(net assets). However its unrestricted net assets were in a deficit
position which negatively inpacts its ability to nmeet the governnent’s
ongoi ng obligations to citizens and creditors.

e The City of Audubon Park, Kentucky's total net assets decreased by $2.0
thousand for the year ended June 30, 2006. The decrease in net assets
can be attributed to expenditures being in excess of current year
revenues.

e« As of June 30, 2006 the City of Audubon Park, Kentucky's governnental funds
reported conbi ned endi ng fund bal ances of a negative $165.7 thousand,
a decrease of $4.2 thousand in conparison with the prior fiscal year.

» The Gty s total debt decreased by $38.4 thousand during the current
fiscal year. The City repaid noney borrowed to fund its short term
cash needs and borrowed to purchase one new police cruiser.

Overview of the Financial Statenents

The di scussion and anal ysis serves as an introduction to the City of Audubon
Park, Kentucky’'s basic financial statenents. The City of Audubon Park,
Kentucky’'s basic financial statenments are conprised of three conponents,
government -wi de financial statements, fund financial statenments, and notes to
the financial statenents.

Governnment -wi de Fi nancial Statenents

The governnent-w de financial statenents are designed to provide readers with
a broad overview of the City of Audubon Park, Kentucky's finances, in a manner
simlar to a private-sector business. The Statenent of Net Assets presents
information on all of the City of Audubon Park, Kentucky's assets and
liabilities, with the difference between the two reported as net assets. Over
time, increases or decreases in net assets may serve as a useful indicator of
whet her the financial position of the City of Audubon Park, Kentucky is

i nproving or deteriorating. The Statenment of Net Assets conbines and
consol i dates governnmental funds’ current financial resources (short-term
spendabl e resources) with capital assets and |ong-term obligations. O her

nonfi nanci al factors should al so be taken into consideration, such as changes
in the City's property tax base, to assess the overall health or financial
condition of the City. The Statenent of Activities presents information
showi ng how the City’'s net assets changed during the nost recent fiscal year.
All of the current year’s revenues and expenses are taken into account
regardl ess of when cash is received or paid. Both the Statenent of Net Assets
and the Statement of Activities are prepared utilizing the accrual basis of
accounting as opposed to the nodified accrual basis used in prior reporting
nodel s.
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In the Statenent of Net Assets and the Statenment of Activities, the City has
one maj or type of activity:

e CGovernnmental Activities - Al of the City' s basic services are reported
here, including the police, public works, parks, and general
admi ni stration. Property taxes, insurance taxes, sanitation and ot her fees
and i nter-governnental revenues finance nost of these activities.

REPORTI NG THE CI TY' S MOST SI GNI FI CANT FUNDS

Fund Financial Statenents

The fund financial statements provide detailed information about the npst
signi ficant funds. Some funds are required to be established by state | aw. The
City has one kind of fund - government al

e Governmental funds - Al of the City s basic services are reported in
government al funds, which focus on how noney flows into and out of those
funds and the bal ances left at year-end that are avail abl e for spendi ng.
These funds are reported using an accounting nethod identified as the
nodi fied accrual basis of accounting, which neasures cash and all other
financial assets that can readily be converted into cash. The
governmental fund statenments provide a detailed short-term view of the
City' s general governnent operations and the basic services it provides.
Governmental fund informati on hel ps determ ne whether there are nore or
fewer financial resources that can be spent in the near future to finance
the Gty s progranms. By conmparing informati on presented for governnenta
funds with sinilar information presented for governnental activities in
t he gover nnent - wi de statenents readers may better understand the |l ong-term
ef fect of the governnent’s near-term financing decisions. The
rel ati onshi ps or di fferences between governnental activities (reported in
the Statenent of Net Assets and the Statenent of Activities) and
governmental funds is detailed in a reconciliation follow ng the fund
financial statenents.

The City of Audubon Park, Kentucky maintains two governmental funds.
Information is presented separately in the Governmental Funds Bal ance
Sheet and in the Gvernnmental Funds Statenment of Revenues, Expenditures,
and Changes in Fund Bal ances for the General Fund and the Speci al
Revenue Fund, both of which are considered to be mgjor funds.

Notes to the Financial Statenents

The notes provide additional information that is essential to a full
under st anding of the data provided in the government-w de and fund fi nanci al
statenments. The notes to the financial statenents can be found inmredi ately
foll owi ng the basic financial statenents.

The Gty as a Wiole - Governnent-w de Fi nancial Analysis

The City's net assets were $58.0 thousand as of June 30, 2006 and $60.0
t housand as of June 30, 2005. This analysis focuses on the net assets (table
1) and changes in general revenues (table 2) and significant expenses of the
City s governnmental activities.
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By far the largest portion of the City's net assets ($273.7 thousand) reflects

its investnment in capital assets (e.g. land, buildings, vehicles, and
equi pnent), less any related debt used to acquire those assets that is still
out st andi ng. The City uses these capital assets to provide services to

citizens; consequently, these assets are not available for future spending.
Al though the City' s investnment inits capital assets is reported net of related
debt, it should be noted that the resources needed to repay this debt nmust be
provi ded fromot her sources, since the capital assets thensel ves cannot be used
to liquidate these liabilities.

Table 1
Summary of Net Assets
Governnental Activities
(Amount s Expressed i n Thousands)

6/ 30/ 2006 6/ 30/ 2005
Current and ot her assets 351.1 376.9
Capital assets 313.9 350.0
Tot al assets 665. 0 726. 9
Current Liabilities 607.0 666. 9
Total liabilities 607.0 666.9
Net assets
Invested in capital assets,
net of rel ated debt 273. 7 321.5
Unrestricted (Deficit) (215.7) (261.5)
Total net assets 58.0 60.0

Governnmental Activities

The City’'s general tax revenues increased when conpared to the prior year by
$29. 6 thousand. Property tax revenue increased due to increased property
val uations and the 4%increase all owed by | aw and an increase in insurance tax
coll ections. Oher mscellaneous revenues increased by $2.7 thousand.

Table 2
Ceneral Tax Revenues
(Amount s Expressed in Thousands)

I ncr ease
2006 2005 (Decr ease)
Taxes 359, 931 330, 378 29, 553
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Governnental activities decreased the City’'s net assets by $2.0 thousand for
the year ended June 30, 2006 and increased the City's net assets by $24.7
t housand for the year ended June 30, 2005. The key elenments of this change are
as follows:

Table 3
Changes in Net Assets
(Amounts Expressed i n Thousands)

CGover nnment a
Activities

2006 2005
Revenues
Program r evenues
Charges for services 377, 105 275, 444
Operating grants and
contributions 91, 955 285, 995
CGeneral revenues
Taxes 359, 931 330, 378
O her 43,272 40, 581
Tot al Revenues 872, 263 932, 398
Expenses
Ceneral gover nnent 179, 510 191, 633
Public safety 439, 173 428, 281
Publ i ¢ works 89, 222 119, 104
Sani tation 166, 378 168, 637
Tot al expenses 874, 283 907, 655
I ncrease (Decrease) in
Net Assets (2,020) 24,743
Net Assets, July 1, 60, 003 35, 260
Net Assets, June 30 57,983 60, 003
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The nost significant governnental expense for the City was in providing for
public safety, which incurred expenses of $439.2 thousand. The nost
significant public safety expense was for personnel costs which total ed $262.5
t housand.

CAPI TAL ASSET AND DEBT ADM NI STRATI ON

Capital Assets

At the end of the fiscal year 2006, the City had $313.9 invested in a broad
range of capital assets, including equipnent, buildings and | and. Thi s anopunt
represents a net decrease (including additions and deductions) of $36.1 over
the prior fiscal year

Debt

At year end, the Gty had $90,221 in short term debt and capital |eases
outstanding as conpared to $128,621 at the end of the prior fiscal year, a
decrease of $38, 400.

Table 4
Qut st andi ng Debt
(Amounts Expressed i n Thousands)

Cover nnent al
Activities

2006 2005
St ockyar ds Bank 50, 000 100, 000
Capital |eases 40, 221 28,621
Total s 90, 221 128,621

The City's Funds

At the close of the City's fiscal year on June 30, 2006, the governnental funds
of the City reported a conbined fund balance deficit of $165.7 thousand.
Expendi tures for the year exceeded revenues by $4.2 thousand. The City has to
nmoni tor expenditures closely in order to prevent the deficit from grow ng
| ar ger.

General Fund Budgetary Highlights

For fiscal year 2005-2006, actual expenditures on a budgetary basis were $843.1
t housand conpared to the budget amount of $748.2 thousand. The $94.9 t housand
negati ve vari ance was due to expenditures in excess of budget.
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For fiscal year 2005-2006 actual revenues on a budgetary basis were $867.9
t housand as conpared to the budget anobunt of $878.9 thousand. The majority of
the $11.0 thousand negative variance was due to a shortfall in court revenue
f undi ng.

The City of Audubon Park, Kentucky has an actual, on a budgetary basis, Ceneral
Fund deficit bal ance of $137.7 thousand as of the fiscal year end, conpared to
t he budgeted fund bal ance of $30.7 thousand. The variance in fund bal ance is
primarily due to expenditures in excess of budget.

Econom ¢ Factors and Next Year’'s Budget and Rates

The largest single factor is the ability of the City to generate sufficient
revenues to fund the basic cost of the services the City provides. The
i ncreased cost of salaries and the cost of providing police protection are
significant.

Contacting the Gity's Financial Mnagenent

This financial report is designed to provide our citizens, taxpayers, customers
and creditors with a general overview of the City's finances and to show the
City s accountability for the noney it receives. |If you have questions about
this report or need additional financial information, contact the City Cerk,
at the Cty of Audubon Park, Kentucky, 3340 Robi n Road, Audubon Park, Kentucky,
40213.
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