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Independent Auditors' Report

To the City Council
City of Bisbee, Arizona

We have audited the accompanying general purpose financial statements of City of Bisbee, Arizona, as of and
for the year ended June 30, 2002, as listed in the table of contents. These general purpose financial statements
are the responsibility of the City's management. Our responsibility is to express an opinion on these financial
statements based on our audit.

Except as discussed in the following paragraph, we conducted our audit in accordance with U.S. generally
accepted auditing standards 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 combined balance sheet is free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the general purpose financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall general purpose financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

The City does not maintain detailed records of its fixed assets accounted for in the General Fixed Assets
Account Group or the Enterprise Funds. Accordingly, the combined balance sheet as of June 30, 2002 does not
include the general fixed assets account group, which should be included in order to conform with U.S.
generally accepted accounting principles, and we were unable to satisfy ourselves as to the stated amount
reported as fixed assets in the Enterprise Funds on the combined balance sheet as of June 30, 2002. In addition,
we were unable to satisfy ourselves as to the amount to record as depreciation expense in the Enterprise Funds.

In our opinion, except for the effects due to the omission of the general fixed assets account group and such
adjustments, if any, as might have been determined to be necessary had we been able to satisfy ourselves as to
the stated amount of the fixed assets and the amount to record as depreciation expense in the Enterprise Funds,
the general purpose financial statements referred to above present fairly, in all material respects, the financial
position of City of Bisbee, Arizona, as of June 30, 2002, and the results of its operations and the cash flows of
its proprietary fund types for the year then ended in conformity with U.S. generally accepted accounting
principles.

In accordance with Government Auditing Standards, we have also issued our report dated December 6, 2002, on
our consideration of City of Bisbee, Arizona's internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the results of our audit.



To the City Council
City of Bisbee, Arizona

Page Two

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

December 6, 2002



ASSETS AND OTHER DEBITS

Assets:
Cash in bank
Investments
Receivables (net of allowance
for uncollectibles):
Accounts
Due from other governments
Prepaid expenses
Fixed assets (net of accumulated
depreciation)
Other Debits:
Amount to be provided for
retirement of general long-term debt
Total assets and other debits

LIABILITIES, EQUITY
AND OTHER CREDITS

Liabilities:

Accounts payable

Accrued payroll and related liabilities

Due to other governments

Note payable

Compensated absences payable -

Claims and judgments payable

Capital leases payable

Lease purchase agreements payable
Total liabilities

Equity and other credits:
Contributed capital
Retained earnings, unreserved
Fund balances -
Unreserved, undesignated
Total equity and other credits
Total liabilities, equity
and other credits

The accompanying notes are an integral part of these statements.

CITY OF BISBEE, ARIZONA
COMBINED BALANCE SHEET - ALL FUND TYPES AND ACCOUNT GROUP
JUNE 30, 2002

Proprietary ~ Account
Governmental Fund Types Fund Type Group
General Totals
Special Capital Long-Term (Memorandum
General Revenue Projects Enterprise Debt Only)

$ 317949 § 102,289 § 87,825 § 507,962 $ 1,016,025
740,967 50,862 364,126 1,155,955
27,794 218,614 246,408
180,109 69,359 249,468
19,053 19,053
3,711,424 3,711,424

832,286 832,286

$1285872 § 222510 $ 451951 $4.438000 §$ 832286 $ 7.230.619
$ 258,293 $ 3,875 $ 262,168
179,838 § 3,038 16,824 199,700
26,343 14,052 40,395

$ 24,562 24,562

14,612 126,274 140,886

25,000 25,000
174,499 174,499

506,951 506.951

489.474 17.090 35311 832,286 1.374.161
3,499,226 3,499,226

903,463 903,463

796,398 205420 § 451951 1.453.769
796,398 205,420 451,951 _4.402.689 5.856.458
$1285872 § 222510 § 451951 $4438000 §$ 832286 $ 7.230.619
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CITY OF BISBEE, ARIZONA

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - ALL GOVERNMENTAL FUND TYPES

YEAR ENDED JUNE 30, 2002

Governmental Fund Types Totals
Special Capital (Memorandum
General Revenue Projects Only)
Revenues:
Taxes $ 2,431,576 3 2,431,576
Intergovernmental 665,663 $ 1,033,561 3 724,141 2,423,365
Fines and forfeitures 133,158 133,158
Licenses and permits 139,221 139,221
Charges for services 248,982 4,608 253,590
Rents and royalties 52,317 52,317
Contributions and donations 10,043 10,043
Interest income 24,671 1,713 12,260 38,644
Miscellaneous 262,737 100 262.837
Total revenues 3.958.325 1.050.025 736.401 5.744.751
Expenditures:
Current:
General government 1,414,336 561,545 1,975,881
Public safety 2,495,989 2,495,989
Highways and streets 426,801 426,801
Culture and recreation 300,235 300,235
Capital outlay 1,329,716 1,329,716
Debt service:
Principal 49,965 82,395 132,360
Interest 2.161 19.850 22011
Total expenditures 4.262.686 988.346 1.431.961 6.682.993
Excess of revenues over (under) expenditures (304,361) 61,679 (695,560) (938,242)
Other financing sources (uses)
Operating transfers in 420,361 9,000 364,381 793,742
Operating transfers out (299.539) (127.952) (427.491)
Total other financing sources (uses) 120,822 (118.,952) 364.381 366.251
Excess of expenditures and other uses over
revenues and other sources (183,539) (57,273) (331,179) (571,991)
Fund balances, beginning of year 979.937 262,693 783.130 2.025.760
Fund balances, end of year $ 796398 §__ 205420 $ 451951 $ 1,453,769

The accompanying notes are an integral part of these statements.
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Revenues:

Taxes
Intergovernmental
Fines and forfeitures
Licenses and permits
Charges for services
Rents and royalties
Contributions and donations
Interest income
Miscellaneous

Total revenues

Expenditures:
Current:
General government
Public safety
Highways and streets
Culture and recreation
Debt service:
Lease payments
Total expenditures
Excess of revenues over
(under) expenditures

Other financing sources (uses)

Operating transfers in
Operating transfers out
Total other financing
sources (uses)

Excess of expenditures and
other uses over revenues and
other sources

Fund balances, beginning of year
Fund balances, end of year

CITY OF BISBEE, ARIZONA
COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - BUDGET AND ACTUAL
GENERAL AND SPECIAL REVENUE FUNDS
YEAR ENDED JUNE 30, 2002

General Fund

Special Revenue Funds

Variance Variance
Favorable Favorable

Budget Actual (Unfavorable) Budget Actual (Unfavorable)
$1,745,068 $2,431,576 $§ 686,508

1,321,789 665,663 (656,126) $ 821,905 $1,033,561 § 211,656
185,500 133,158 (52,342)
92,000 139,221 47,221

289,500 248,982 (40,518) 13,800 4,608 (9,192)
45,400 52,317 6,917

10,043 10,043

65,500 24,671 (40,829) 7,355 1,713 (5,642)

497.500 262.737 (234.763) 100 100

4242257 3958325 (283.932) 843.060 1.050,025 206.965

1,698,164 1,414,336 283,828 269,144 561,545 (292,401)
2,360,498 2,495,989 (135,491)

544,964 426,301 118,163
390,117 300,235 89,882
66,342 52,126 14.216

4515121 _4,262.686 252.435 814.108 988,346 (174.238)

(272,864) (304,361) (31,497) 28,952 61,679 32,727

413,702 420,361 6,659 9,000 9,000

(275.659) __(299.539) (23.880) (28.952) (127.952) {99.000)

138,043 120.822 (17.221) (28.952) (118.,952) (90.000)

(134,821)  (183,539) (48,718) (57,273) (57,273)

979.937 979,937 262.693 262,693
$ 845116 $ 796398 § (48.718) $ 262,693 $ 205420 $ (57.273)

The accompanying notes are an integral part of these statements.
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CITY OF BISBEE, ARIZONA
COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE - BUDGET AND ACTUAL
CAPITAL PROJECTS FUND
YEAR ENDED JUNE 30, 2002

Capital Projects Fund
Variance
Favorable
Budget Actual (Unfavorable)
Revenues:
Intergovernmental $ 425,027 $ 724,141 § 299,114
Interest 12.260 12.260
Total revenues 425,027 736.401 311.374
Expenditures:
Capital outlay 387,227 1,329,716 (942,489)
Lease payments 102.800 102.245 555
Total expenditures 490,027 _1.431.961 (941.934)
Excess of expenditures over revenues (65,000) (695,560) (630,560)
Other financing sources
Operating transfers in 364.381 364,381
Total other financing sources 364.381 364,381
Excess of expenditures over revenues
and other sources (65,000) (331,179) (266,179)
Fund balance, beginning of year 783.130 783.130
Fund balance, end of year $ 718130 $ 451951 $ (266.179)

The accompanying notes are an integral part of these statements.
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CITY OF BISBEE, ARIZONA
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS
PROPRIETARY FUND TYPE - ENTERPRISE FUNDS
YEAR ENDED JUNE 30, 2002

Operating revenues

Charges for sales and services b 2,032,760
Total operating revenues 2,032,760
Operating expenses
Costs of sales and services 1.311.001
Total operating expenses 1.311.001
Operating income 721,759
Operating transfers
Operating transfers out (366.251)
Total operating transfers (366.251)
Net income 355,508
Retained earnings, beginning of year 347.955
Retained earnings, end of year $ 903.463

The accompanying notes are an integral part of these statements.
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CITY OF BISBEE, ARIZONA
STATEMENT OF CASH FLOWS
PROPRIETARY FUND TYPE - ENTERPRISE FUNDS
YEAR ENDED JUNE 30, 2002

Cash flows from operating activities:
Cash received from customers
Cash payments to suppliers for goods and services
Cash payments to employees for services
Net cash provided by operating activities

Cash flows from non-capital financing activities:
Operating transfers out
Net cash used by noncapital financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Reconciliation of operating income to net cash
provided by operating activities:

Operating income

Adjustments to reconcile operating income to
net cash provided by operating activities:
Increase in accounts receivable
Increase in accounts payable
Decrease in accrued payroll
Decrease in compensated absences payable
Net cash provided by operating activities

$ 2,019,400
(568,104)

(749.102)
702,194

(366251)
(366,251)

335,943
172.019

$ 307,962

3 721,759

(13,361)

2,535

(1,952)
(6.787)

$ 702,194

The accompanying notes are an integral part of these statements.
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CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the City of Bisbee, Arizona (the City) conform to U.S. generally
accepted accounting principles applicable to governmental units as promulgated by the
Governmental Accounting Standards Board (GASB), except for the omission of the general fixed
assets account group on the combined balance sheet and recording of depreciation expense on the
enterprise funds statement of revenues, expenses and changes in retained earnings. A summary of
the City's more significant accounting policies follows.

The City was incorporated under the laws of the State of Arizona. The City operates under a
council-manager form of government and provides the following services as authorized by general
law: public safety, highways and streets, parks and recreation, planning and zoning, and general
administrative services. As required by generally accepted accounting principles, these financial
statements present the City of Bisbee, Arizona (the primary government) and its component units.

A. Reporting Entity

The City is a general purpose local government that is governed by a separately elected city
council. These general purpose financial statements present all the fund types and the general long
term debt account group of the City (a primary government) and its component units.

Component units are legally separate entities for which the City is considered to be financially
accountable. Blended component units, although legally separate entities, are in substance part of
the City's operations, and so data from these units are combined with data of the primary
government. Discretely presented component units, on the other hand, are reported in a separate
column in the combined financial statement to emphasize they are legally separate from the City.
Each blended component unit discussed below has a June 30 year-end. The City has no discretely
presented component units.

The City of Bisbee Municipal Property Corporation (BMPC) is governed by a three-member board
appointed by the City Council. Although it is legally separate from the City, the BMPC is
reported as if it were part of the primary government because its sole purpose is to finance and
construct two of the City's public buildings. The BMPC's debt is reported as part of the general
long-term debt account group. Separate financial statements for the BMPC are not prepared.

B. Fund Accounting

The City's accounts are maintained in accordance with the principles of fund accounting to ensure
that limitations and restrictions on the City's available resources are observed. The principles of
fund accounting require that resources be classified for accounting and reporting purposes into
funds or account groups in accordance with the activities or objectives specified for those



CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
B. Fund Accounting - Continued

resources. Each fund is considered a separate accounting entity, and its operations are accounted
for in a separate set of self-balancing accounts that comprise its assets, liabilities, fund equity,
revenues, and expenditures (or expenses). Account groups are reporting devices to account for
certain assets and liabilities of the governmental funds not recorded directly in those funds.

Accounts are separately maintained for each fund and account group; however, in the
accompanying financial statements, funds that have similar characteristics have been combined
into generic fund types that are further classified into broad fund categories. A description of the
City's fund categories, types, and account groups follows.

1. Governmental Funds account for the City's general government activities using the flow of
current financial resources measurement focus and include the following fund types.

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

The Special Revenue Funds account for specific revenue sources that are legally restricted to
expenditures for specified purposes.

The Capital Projects Fund accounts for the acquisition or construction of major capital facilities.

2. Proprietary Funds account for the City's ongoing activities that are similar to those found in
the private sector using the flow of economic resources measurement focus. The City applies all
applicable FASB Statements and Interpretations, APB Opinions, and ARBs to its proprietary
activities unless those pronouncements conflict with or contradict GASB pronouncements. The
City's proprietary funds include the following fund type.

The Enterprise Fund accounts for operations that are financed and operated in a manner similar to
private business enterprises, in which the intent of the City Council is that the costs (expenses,
including depreciation) of providing goods or services to the general public on a continuing basis
be financed or recovered primarily through user charges; or for which the City Coucil has decided
that periodic determination of revenues earned, expenses incurred, or net income is appropriate for
capital maintenance, public policy, management control, accountability, or other purposes.

3. Account Groups are used to establish control and accountability for certain City liabilities that
are not recorded in the funds and include the following group.

The General Long-Term Debt Account Group accounts for all long-term obligations of the City,
except those accounted for in the Proprietary Funds.
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CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
C. Basis of Accounting

Basis of accounting relates to the timing of the measurements made, regardless of the
measurement focus applied, and determines when revenues and expenditures (or expenses) are
recognized in the accounts and reports in the financial statements. The financial statements of the
Governmental Funds are presented on the modified accrual basis of accounting. Revenues are
recognized when they become measurable and available to finance expenditures of the current
period. Expenditures are recognized when the related fund hability is incurred, except for principal
and interest on general long-term debt that are recognized when due.

Those revenues susceptible to accrual prior to receipt are franchise taxes; special assessments;
licenses and permits; intergovernmental aid, grants, and reimbursements; interest revenue; charges
for services; and sales taxes collected and held by the State at year-end on the City's behalf. Fines
and forfeits and miscellaneous revenues are not susceptible to accrual because generally they are
not measurable until received in cash.

The City reports deferred revenue and expense on its combined balance sheet. Deferred revenues
and expenses arise when a potential revenue and expense does not meet both the "measurable" and
"available" criteria for recognition in the current period. Deferred revenues and expenses also arise
when resources are received or expended by the City before it has a legal claim to them. In
subsequent periods, when both revenue and expense recognition criteria are met, or when the City
has a legal claim to the resources or expenses, the liability for deferred revenue and the asset for
deferred charges are removed from the combined balance sheet and revenue and/or expense is
recognized.

The financial statements of the proprietary fund are presented on the accrual basis of accounting.
Revenues are recognized when they are eamned, and expenses are recognized when they are
incurred.

D. Budgeting and Budgetary Control

The City follows these procedures in establishing the budgetary data reflected in the financial
statements:

1. On or before the third Monday in July, the City Manager submits to the City Council a proposed

operating budget for the fiscal year commencing July 1. The operating budget includes
proposed expenditures and the means of financing them.

11



CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
D. Budgeting and Budgetary Control - Continued
2. Public hearings are conducted at City Hall to obtain taxpayer comments.
3. Prior to September 1, the budget is legally enacted through passage of an ordinance.

4. Any revisions that alter the total expenditures of any Fund or department must be approved by
the City Council.

5. The budget is used as a management control device during the year for the general fund, special
revenue funds and capital project fund.

6. Budgets for the general fund, special revenue funds, and capital project fund are adopted on a
basis consistent with generally accepted accounting principles (GAAP).

The level of budgetary control is at the department level for all governmental fund types, as
reported in the Official Budget Forms prepared pursuant to guidelines established by the State of
Arizona, Office of the Auditor General, and included as an attachment to the resolution adopting
the annual City budget. The City Council may transfer appropriations between funds and
departments.

Encumbrances - Encumbrance accounting is used for budgetary and control purposes; however,
encumbrances outstanding at year-end do not constitute expenditures or liabilities, and are
reversed before financial statements are prepared.

E. Pronouncements of GASB and FASB

Government Accounting Standards Board (GASB) Statement No. 20 states that the Financial
Accounting Standards Board (FASB) and its predecessor body pronouncements issued before
November 30, 1989, continue to be applicable to enterprise funds unless they conflict with or
contradict GASB guidance.

Enterprise Funds may take either of the following approaches to FASB guidance issued
subsequent to November 30, 1989.

1. An entity may elect to continue to follow FASB guidance that does not conflict with or
contradict GASB guidance. If this election is made, it must be followed consistently. It would
not be appropriate to follow some FASB pronouncements, issued subsequent to the cutoff date,
but not others.

12



CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
E. Pronouncements of GASB and FASB (Continued)

2. An entity may elect not to subject itself to FASB guidance issued subsequent to the cutoff date.
In that case, even FASB amendments of guidance issued prior to the cutoff date would not be
applicable to proprietary operations.

The City of Bisbee has elected to subject itself to FASB guidance issued subsequent to November
30, 1989.

F. Total Columns on Combined Statements

Total columns on the combined statements are captioned "Memorandum Only" to indicate that
they are presented only to facilitate financial analysis. Amounts in these columns do not present
the financial position, results of operations, or changes in financial position of the City in
conformity with generally accepted accounting principles. Such amounts are not comparable to a
consolidation and interfund eliminations have not been made in the aggregation of these amounts.

G. Deposits and Investments

Arizona Revised Statutes authorize the City to invest public monies in the State Treasurer's
investment pool; interest bearing savings accounts, certificates of deposit, and repurchase
agreements in eligible depositories; bonds or other obligations of the United States government
that are guaranteed as to principal and interest by the United States government; and bonds of the
State of Arizona counties, cities, towns, school districts, and special districts as specified by
statute. As required by statute, collateral is required for demand deposits, certificates of deposit,
and repurchase agreements at 101 percent of all deposits not covered by Federal depository
insurance.

The State Board of Deposit provides oversight for the State Treasurer's pools, and the Local
Government Investment Pool Advisory Committee provides consultation and advice to the
Treasurer. The fair value of a participant's position in the pool approximates the value of that
participant's pool shares.

Nonparticipating interest-earning investment contracts are stated at cost. Money market
investments and participating interest-earning investment contracts with a remaining maturity of
one year or less at time of purchase are stated at amortized cost.

H. Allowance for Doubtful Accounts

The allowance for doubtful accounts in the proprietary fund is estimated at over 50% of the year-
end accounts receivable balance and has a balance of $228,805 at June 30, 2002.

13



CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
I. Use of Estimates

In preparing financial statements in conformity with generally accepted accounting principles,
management is required to make estimates and assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenditures (or expenses) during the
reporting period. Actual results could differ from those estimates.

J. Compensated Absences

Compensated absences consist of paid time off which can be used as vacation or sick leave. Fire
Department employees may accumulate up to 312 hours of paid time off depending on year of
service, and all other city employees may accumulate up to 208 hours of vacation depending on
years of service, but any paid time off in excess of the maximum amount that is unused at year-end
is forfeited. An employee may be allowed to carry forward paid time off to the first six months of
the following year if staffing shortages prevented the employee from utilizing their paid time off.
An employee taking leave for a serious illness of a family member under the Family Medical
Leave Act may use the paid time off as part of the unpaid twelve week period allowed by law.

The amounts of compensated absences expected to be paid by available financial resources in the
general fund, special revenue fund, and the capital projects fund are immaterial, and therefore no
amounts are recorded as an expenditure and a current liability at June 30, 2002 in those funds.
Amounts of compensated absences that are not expected to be liquidated with expendable
available financial resources of the governmental funds are recorded in the general long-term debt
account group. Vested compensated absences of the proprietary fund are recorded as expenses and
liabilities of that fund as the benefits accrue to employees.

K. Intergovernmental Grants and Aid

Grants and assistance awards made on the basis of entitlement periods are recorded as
intergovernmental receivables and revenues when entitlement occurs. Reimbursement grants are
recorded as intergovernmental receivables and revenues when the related expenditures are
incurred.

L. Property Tax Revenues

Property tax revenues are recognized as revenue in the year collected or if collected within 60 days
thereafter.

14



CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 2 - DEPOSITS AND INVESTMENTS

Deposits: At June 30, 2002, the City had cash on hand of $1,197. The carrying amount of the
City's total cash and cash equivalents was $1,014,828, and the bank balance was $1,063,377. Of
the bank balance, $141,945 was covered by federal depository insurance and $921,432 was
covered by collateral held by the pledging financial institution's trust department in the City's
name.

The City's deposits at June 30, 2002, were entirely covered by Federal depository insurance or by
collateral held by the City's custodial bank in the City's name.

Investments are categorized into these three categories of credit risk:

(1) Insured or registered in the City's name, or securities held by the City or its agent in the
City's name.

(2) Uninsured and unregistered, with securities held by the counter-party's trust department or
agent in the City's name.

3) Uninsured and unregistered, with securities held by the counter-party, or by its trust
department or agent, but not in the City's name.

At June 30, 2002, the City's investments were as follows:

Carrying Fair
Investments not subject to categorization: Amount Value
State Treasurer's investment pool $ 1,155,955 $ 1,155,955

NOTE 3 - DUE FROM OTHER GOVERNMENTS

Amounts due from other governments at June 30, 2002 include the following:

Special
General Fund Revenue Funds Total

Arizona State Treasurer

State sales tax $ 39,287 $ 39,287

City sales tax 104,500 104,500
Arizona Department of Transportation $ 43,551 43,551
Governor's Office of Highway Safety 25,808 25,808
Cochise County Treasurer

Auto lieu tax 18,560 18,560

Property tax 17.762 17.762
Total $ 180.109 $ 69,359 $ 249.468
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CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 4 - GENERAL FIXED ASSETS

The management of the City of Bisbee has determined that sufficient records do not currently exist
to support an amount that should be reported in the general fixed asset account group.
Accordingly, no balance has been reported in the combined balance sheet for the general fixed
asset account group.

NOTE 5 - ENTERPRISE FUND FIXED ASSETS

The City maintains three enterprise funds which account for the operation of the City's sewers,
landfill/sanitation, and the Queen Mine, a historic tourist attraction. Property, plant and
equipment for the enterprise funds are normally stated at historical cost and depreciated over the
assets' estimated useful lives. However, the balance reported on the combined balance sheet for
fixed assets for the enterprise fund was not audited for the same reason indicated in Note 4. This
amount represents an estimate by management and no assurance is provided on this balance by
the auditor's report. As a result, no depreciation expense was recorded in the enterprise fund for
the year ended June 30, 2002.

NOTE 6 - LONG-TERM DEBT

The following is a summary of changes in long-term debt of the City for the year ended June 30,
2002:

Capital Lease Purchase
Note Leases Agreements
Payable Payable Payable Total
Debt payable at July 1,2001 §$ 27,883 $ 260,838 $ 549651 §$ 838,372
Principal retired 3.321 86.339 42.700 132.360

Debt payable at June 30, 2002 $ 24562 $ 174499 $ 506951 $ 706.012
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CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 6 - LONG-TERM DEBT - CONTINUED

Long-term debt payable at June 30, 2002 is comprised of the following;:

Note Payable
Loan agreement with the State of Arizona Department of Transportation,

Aeronautics Division, to fund improvements to the City's airport; payable
in yearly installments of $5,131 including interest at 6.49%; matures

March 2008. $ 24,562

Capital Leases Payable

Capital lease agreement for Ford police vehicle; payable in monthly

installments of $393 including interest at 8.65% ; matures November

2002. $ 1,931

Capital lease agreement for three Chevrolet Tahoe police vehicles;
payable in monthly installments of $3,032 including interest at 7.22% ;
matures September 2002. 9,017

Capital lease agreement for Ford ambulance; payable in monthly
installments of $1,233 including interest at 6.03%; matures July 2004. 30,025

Capital lease agreement for Caterpillar road grader; payable in monthly
installments of $3,598 including interest at 9.14%; matures October 2005. 133.526

$ 174,499
Lease Purchase Agreements Payable
City of Bisbee Municipal Property Corporation lease purchase agreement
for remodeling of the City's police station; payable in semi-annual
installments of $12,624 including interest at 5.71%; lease payments have
been assigned to investors; matures January 2009. $ 143,823

City of Bisbee Municipal Property Corporation lease purchase agreement
for construction of a Fire Station; payable in semi-annual installments of
$23,987 including interest at 5.65%; lease payments have been assigned
to investors; matures June 2112.

363.128

$ 506,951

{,m *
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CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 6 - LONG-TERM DEBT - CONTINUED

Annual cash requirements to amortize all the outstanding debt at June 30, 2002, including interest
payments are as follows:

Lease
Year Capital Purchase
Ending Note Leases Agreements
June 30, Payable Payable Payable Total
2003 $ 5131 § 72,626 $ 73,322 § 151,079
2004 5,131 57,969 73,220 136,320
2005 5,131 45,643 73,221 123,995
2006 5,131 14,392 73,221 92,744
2007 5,131 , 73,221 78,352
Thereafter 4,715 290,364 295.079
30,370 190,630 656,569 877,569
Interest 5.808 16,131 149.618 171,557
Principal $ 24,562 $ 174499 $ 506951 § 706,012

NOTE 7 - RISK MANAGEMENT

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. The City is a member of
the Arizona Municipal Risk Retention Pool (AMRRP), a public entity risk pool currently
operating as a common risk management and insurance program for Arizona municipalities. The
City pays an annual premium to AMRRP for its general insurance coverage. The Agreement for
Formation of the AMRRP provides that AMRRP will be self-sustaining through member
premiums and will reinsure through commercial companies for excess claims for each insured
cvent.

The City is also a member of the Arizona Municipal Workers Compensation Pool (AMWCP), a
public entity risk pool. The pool provides member cities with workers' compensation coverage, as
required by law, and risk management services. The City is responsible for paying premiums
based on an experience rating formula that allocates pool expenditures and liabilities among the
members.
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CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 8 - COMPENSATED ABSENCES

A summary of the change in the liability for compensated absences recorded in the general long-
term debt account group for the year ended June 30, 2002 follows:

Balance at July 1, 2001 $ 138,533
Net decrease in liability (12.259)
Balance at June 30, 2002 $ 126,274

NOTE 9 - COMMITMENTS AND CONTINGENCIES

Litigation - The City receives numerous notices of claims for damages occurring generally from
false arrest, negligence, bodily injury, breach of contract, defamation of character, invasion of
privacy, and other issues. The filing of such claims commences a statutory period for initiating
judicial action, and the City currently carries excess general liability insurance to cover possible
losses arising therefrom. The City's attorney has indicated that there is one such legal action that
will likely result in damages being paid to the litigant of approximately $25,000. Accordingly, an
expense and a corresponding liability have been recorded in the amount of $25,000.

Lease Purchase Agreements - The City leases a fire station from the BMPC (see Note 1) under a
lease purchase agreement that transfers ownership to the City at the conclusion of the lease on
June 1, 2012. Also, the City leases the City's police station from the BMPC under a lease
purchase agreement that transfers ownership of the police station to the City at the conclusion of
the lease on January 1, 2009. Both of these leases stipulate that the City has the option to purchase
the properties held by the BMPC before the terms of the leases are concluded, by paying the
Prepayment Price (the total of all unpaid principal amounts).

The BMPC obtained the funds for the construction of the fire station and remodel of the police
station from investors. In return, the BMPC has assigned the lease payments from the City for the
fire station and police station directly to the investors. As a result, lease payments from the City
are paid to the investors through the underwriter who acts as a fiduciary agent.

Also, to secure the lease payments to the investors, the City has pledged excise, transaction,
privilege, franchise and income taxes which the City now collects and may collect in the future or
which are allocated or apportioned to the City by the State. This includes any amounts received
from any political subdivision or governmental unit or agency of the State, except those amounts
which by law must be expended for other purposes.
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CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 10 - RETIREMENT PLANS

Plan Descriptions - The City contributes to the two plans described below. Benefits are
established by state statute and generally provide retirement, death, long-term disability, survivor,
and health insurance premium benefits.

The Arizona State Retirement System (ASRS) administers a cost-sharing multiple-employer
defined benefit pension plan that covers general employees of the City. The ASRS is governed by
the Arizona State Retirement System Board according to the provisions of A.R.S. Title 38,
Chapter 5, Article 2.

The Public Safety Personnel Retirement System (PSPRS) is an agent multiple-employer defined
benefit pension plan that covers public safety personnel who are regularly assigned hazardous duty
as employees of the State of Arizona or one of its political subdivisions. The PSPRS, acting as a
common investment and administrative agent, is governed by a five-member board, known as the
Fund Manager, and 189 local boards according to the provisions of A.R.S. Title 38, Chapter 5,
Article 4.

Each plan issues a publicly available financial report that includes its financial statements and
required supplementary information. A report may be obtained by writing or calling the applicable
plan.

ASRS PSPRS
3300 N. Central Ave. 1020 E. Missouri Ave.
P.O. Box 33910 Phoenix, AZ 85014

Phoenix, AZ 85067-3910
(602) 240-2200 or (800) 621-3778 (602) 255-5575

Funding Policy - The Arizona State Legislature established and may amend active plan members'
and the City's contribution rates.

Cost-sharing plans - For the year ended June 30, 2002, active ASRS members and the City were
each required by statute to contribute at the actuarially determined rate of 2.49 percent (2.0 percent
retirement and 0.49 percent long-term disability) of the members' annual covered payroll. The
City's contributions to ASRS for the years ended June 30, 2002, 2001, and 2000 were $44,475,
$46,545, and $51,360, respectively, which were equal to the required contributions for the year.

Agent plans - For the year ended June 30, 2002, active PSPRS members were required by statute
to contribute 7.65 percent of the members' annual covered payroll. The City is required to
contribute the remaining amounts necessary to fund the PSPRS, as determined by the actuarial
basis specified by the statute. The current rate is 19.36% of annual covered payroll for police and
16.39% of annual covered payroll for firefighters.
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NOTES TO FINANCIAL STATEMENTS

CITY OF BISBEE, ARIZONA

JUNE 30, 2002

NOTE 10 - RETIREMENT PLANS - CONTINUED

Annual Pension Cost - The City's pension cost for the agent plans for the year ended June 30,
2002, the date of the most recent actuarial valuation, and related information follows.

Contribution rates:
City
Plan members
Annual pension cost
Contributions made
Actuarial valuation date
Actuarial cost method
Actuarial assumptions:
Investment rate of retum
Projected salary increases
Includes inflation at 5.5%

Bisbee Police
PSPRS

19.36%

7.65%

$81,690

$81,690

6/30/02

individual entry age

9%

6.5%-9.5%

Cost-of-living adjustments
Amortization method
Remaining amortization
period from 7/1/01
Asset valuation method

none
level percent open

20 years

smoothed market value

Bisbee Fire Fighters
PSPRS

16.39%

7.65%

$83,924

$83,924

6/30/02

individual entry age

9%
6.5%-9.5%
none

level percent open

20 years
smoothed market value

Trend Information - Annual pension cost information for the current and two preceding years
follows for each of the agent plans.

Bisbee Police

Year Annual Percentage Net
Ended Pension of APC Pension
June 30, Cost (APC) Contributed Obligation

2002 $ 81,690 100.0 % $0
2001 97,121 100.0 0
2000 61,246 100.0 0
Bisbee Fire Fighters
Year Annual Percentage Net
Ended Pension of APC Pension
June 30, Cost (APC) Contributed Obligation
2002 $ 83,924 100.0 % $0
2001 87,910 100.0 0
2000 82,955 100.0 0
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CITY OF BISBEE, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002
NOTE 10 - RETIREMENT PLANS - CONTINUED

Analysis of Funding Progress - The following was obtained from the three most recent actuarial
valuations of the agent plans.

Bisbee Police

Unfunded
Liability as
Actuarial Actuarial Actuarial Funding Annual Percentage
Valuation Value of Accrued (Liability) Funded Covered of Covered
Date Plan Assets Liability Excess Ratio Payroll Payroll
June 30, (a) (b) (a-b) (a/b) (c) ([a-b)/c)
2002 $ 2,679,937 § 3474,121 $§  (794,184) 771 % $ 553,414 143.5 %
2001 2,743,544 2,901,605 (158,061) 94.6 % 641,859 24.6 %
2000 2,501,850 2,895,397 (393,547) 86.4 % 393,547 57.5 %
Bisbee Fire Fighters
Unfunded
Liability as
Actuarial Actuarial Actuarial Funding Annual Percentage
Valuation Value of Accrued (Liability) Funded Covered of Covered
Date Plan Assets Liability Excess Ratio Payroll Payroll
June 30, (a) (b) (a-b) (a/b) (c) ([a-bY/c)
2002 $ 3,992,589 $§ 4,665,678 $  (673,089) 856 % § 770,972 87.3 %
2001 4,164,816 4,204,615 (39,799) 99.1 754,800 53
2000 3,981,272 4,053,632 (72,360) 98.2 782,328 9.2

NOTE 11 - SUBSEQUENT EVENT
On July 9, 2002, the City of Bisbee entered into a loan agreement with the Water Infrastructure

Finance Authority of Arizona for the amount of $4,000,000 that calls for annual payments of
varying amounts beginning in 2005 and concluding in 2022.
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CITY OF BISBEE, ARIZONA
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2002

NOTE 1 - BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant activity
of the City of Bisbee, Arizona and is presented on the accrual basis of accounting. The
information in this schedule is presented in accordance with the requirements of OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some
amounts presented in this schedule may differ from amounts presented in, or used in the
preparation of, the basic financial statements.

NOTE 2 - CATALOG OF FEDERAL DOMESTIC ASSISTANCE (CFDA) NUMBERS

The program titles and CFDA numbers were obtained from the federal or pass-through grantor or
the 2002 Catalog of Federal Domestic Assistance Update.
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Independent Auditors' Report on Compliance and on Internal Control over
Financial Reporting Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

To the City Council
City of Bisbee, Arizona

We have audited the general purpose financial statements of City of Bisbee, Arizona (the City), as of and
for the year ended June 30, 2002, and have issued our report thereon dated December 6, 2002, which was
qualified because of the omission of the general fixed assets account group, and because we do not
express on opinion on the amounts reported as fixed assets in the Enterprise Funds on the combined
balance sheets or on the amount to record as depreciation expense in the Enterprise Funds on the
statement of revenues, expenses and changes in retained eamings. Except as discussed in the preceding
sentence, we conducted our audit in accordance with U.S. generally accepted auditing standards and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether City of Bisbee, Arizona's general purpose
financial statements are free of material misstatements, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grants, noncompliance with which could have a direct and
material effect on determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance that are required to be
reported under Government Auditing Standards. However, we noted certain immaterial instances of
noncompliance, which we have reported to the management of City of Bisbee, Arizona, in a separate
letter dated December 6, 2002.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the City's internal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinion on the general
purpose financial statements and not to provide assurance on the internal control over financial reporting.
However, we noted a certain matter involving the internal control over financial reporting and its
operation that we consider to be a reportable condition. Reportable conditions involve matters coming to
our attention relating to significant deficiencies in the design or operation of internal control over
financial reporting that, in our judgment, could adversely affect the City's ability to record, process,
summarize, and report financial data consistent with the assertions of management in the general purpose
financial statements. The reportable condition is described in the accompanying schedule as item 02-01.
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To the City Council
City of Bisbee, Arizona

Page Two

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in amounts that would be
material in relation to the general purpose financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions.
Our consideration of internal control over financial reporting would not necessarily disclose all such
internal control matters that might be reportable conditions and, accordingly, would not necessarily
disclose all reportable conditions that are also considered to be material weaknesses. However, we
consider item 02-01 to be a material weakness. We also noted other matters involving internal control
over financial reporting that we have reported to the management of the City in a separate letter dated
December 6, 2002.

This report is intended solely for the information and use of management, others within the organization,
City Council, and federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties. However, this report is a matter of public
record and its distribution is not limited.

\ﬁqj:\f;%-fwwp-c-

December 6, 2002
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Independent Auditors' Report on Compliance with Requirements
Applicable to Each Major Program and on Internal Control
Over Compliance in Accordance with OMB Circular A-133

To the City Council
City of Bisbee, Arizona

Compliance

We have audited the compliance of City of Bisbee, Arizona (the City) with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its major programs for the year ended June 30, 2002. The City's
major federal program is identified in the summary of auditor's results section of the accompanying
schedule of findings and questioned costs. Compliance with the requirements of laws, regulations,
contracts and grants applicable to each of its major federal programs is the responsibility of the City's
management. Our responsibility is to express an opinion on the City's compliance based on our audit.

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

In our opinion, the City complied, in all material respects, with the requirements referred to above that are
applicable to its major federal programs for the year ended June 30, 2002. However, the results of our
auditing procedures disclosed an instance of noncompliance with those requirements that is required to be
reported in accordance with OMB Circular A-133 and which is described in the accompanying schedule
of findings and questioned costs as item 02-02.
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To the City Council
City of Bisbee, Arizona

Page Two

Internal Control Over Compliance

The management of City of Bisbee, Arizona is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts and grants
applicable to federal programs. In planning and performing our audit, we considered the City’s internal
control over compliance with requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on

compliance and to test and report on internal control over compliance in accordance with OMB Circular
A-133.

We noted a certain matter involving the internal control over compliance and its operation that we
consider to be a reportable condition. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control over compliance that,
in our judgment, could adversely affect the City’s ability to administer a major federal program in
accordance with the applicable requirements of laws, regulations, contracts and grants. The reportable
condition is described in the accompanying schedule of findings and questioned costs as item 02-02.

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

This report is intended solely for the information and use of management, others within the organization,
City Council, and federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties. However, this report is a matter of public
record and its distribution is not limited.

December 6, 2002
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CITY OF BISBEE, ARIZONA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2002
Summary of Auditors' Results
Financial Statements

Type of auditors' report issued:

Material weakness identified in internal control over financial reporting?
Reportable condition identified not considered to be material weakness?
Noncompliance material to the financial statements noted?

Federal Awards

Material weakness identified in internal control over major programs?
Reportable condition identified not considered to be material weakness?
Type of auditors' report issued on compliance for major programs:

Any audit findings disclosed that are required to be reported in
accordance with Circular A-133 (section .510[a])?

Identification of major programs:

CFDA Number Name of Federal Program or Cluster
83.548 Hazard Mitigation Grant

Dollar threshold used to distinguish between Type A and Type B programs:

Auditee qualified as low-risk auditee?
Other Matters

Auditee's summary schedule of prior audit findings required to
be reported in accordance with Circular A-133 (section .315[b])?
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Qualified

YES NO
X

X

Unqualified

X

$ 300,000

X




CITY OF BISBEE, ARIZONA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2002

Financial Statement Findings

02-01
The City does not maintain accurate fixed asset records.

The City has not taken a physical inventory of fixed assets in several years, resulting in inadequate
accounting records and the failure to safeguard and properly account for fixed assets. As a result of this,
our audit report states that an amount for the general fixed asset account group will not be shown on the
combined balance sheet and that this is a departure from generally accepted accounting principles. Also,
we do not express an opinion on the amount reported as fixed assets in the Enterprise Funds on the
combined balance sheet or on the amount to report as depreciation expense in the Enterprise Funds on the
statement of revenues, expenses, and changes in retained earnings. To help ensure that fixed assets are
properly recorded and physically accounted for and to comply with the Uniform Administrative
Requirements for Grants and Cooperative Agreements with State and Local Governments (Common
Rule, Subpart C, .32), the City should take a physical inventory of fixed assets at least every two years for
federal assets and every three years for nonfederal assets, and reconcile such inventories to the fixed
assets listings and general ledger.

Federal Award Findings and Questioned Costs

02-02
CFDA No.: 83.548 Hazard Mitigation Grant
The City did not maintain bidding documentation.

The City did not maintain evidence of at least two sealed bids for federal expenditures in excess of
$5,000. In order to comply with the federal procurement requirements and Arizona Revised Statutes, we
recommend that the City maintain required documentation of compliance with all applicable bidding
requirements.
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118 ARIZONA STREET °* BISBEE, ARIZONA 85603
: (520) 432-6000 * FAX (520)432- 6069
' \)/ TDD (520) 432-7681

CORRECTIVE ACTION PLAN
YEAR ENDED JUNE 30, 2002

Financial Statement Findings

02-01
The City does not maintain accurate fixed asset records.

~ City of Bisbee has purchased Caselle software and training for the purpose of accounting for
~ fixed assets. This software has the ability to monitor fixed asset inventories and calculate

depreciation on fixed assets within enterprise funds.

The City is conéidering various options for completing a physical inventory of fixed assets,
including hiring a consulting firm that specializes in fixed asset management.

The City has access to legal documents that provide documentation for all of its real property.

F ederal Award Findings and Questloned Costs

. 02 02

CFDA No.: 83.548 Hazard Mitigation Grant
The City did not maintain bidding documentation.

The City started to maintain documentation for all b1dd1ng and selection activities after June 30

" 2002. This documentation includes advertisements, proposals received, and written/signed
~documentation of the selection process used to choose the contractor.
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