City of Bisbee, Arizona
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

NOTE 2 - DEPOSITS AND INVESTMENTS - CONTINUED

The City has few investments and chooses to disclose its investments by specifically identifying each.
The City has not adopted a formal investment policy. At June 30, 2007, the City's investments were
as follows:

Amount Maturities
State Treasurer's investment pool 7 $ 1,315,315 n/a

The State Board of Investment 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 and the participant’s shares are not identified with specific investments.

Custodial Credit Risk

e For an investment, custodial credit risk is the risk that, in the event of the failure of the
counterparty, the City will not be able to recover the value of its investments or collateral
securities that are in the possession of an outside party.

Interest Rate Risk

e Statutes require that public monies invested in securities and deposits have a maximum maturity
of 5 years and that public operating fund monies invested in securities and deposits have a
maximum maturity of 3 years. Investments in repurchase agreements must have a maximum
maturity of 180 days.

e The City does not have a formal investment policy that limits investment maturities as a means
of managing its exposure to fair value losses arising from increasing interest rates.

Credit Risk
e Statutes have the following requirements for credit risk:

1. Commercial paper must be rated P1 by Moody’s investors service or Al or better by Standard
and Poor’s rating service.

2. Corporate bonds, debentures, and notes must be rated A or better by Moody’s investors
service or Standard and Poor’s rating service.

3. Fixed income securities must carry one of the two highest ratings by Moody’s investors
service and Standard and Poor’s rating service. If only one of the above-mentioned services
rates the security, it must carry the highest rating of that service.

e At June 30, 2007, credit risk for the City’s investments being held by the State Treasurer’s

investment pool 7 was not rated.

Concentration of Credit Risk

e Statutes do not include requirements for concentration of credit risk.

e The City places no limit on the amount the City may invest in any one issuer. At June 30, 2007,
100% of the City’s investments were with the State Treasurer’s investment pool 7.

Foreign currency risk
e Statutes do not allow foreign investments.
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City of Bisbee, Arizona
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

NOTE 3 - DUE FROM OTHER GOVERNMENTS

Amounts due from other governments at June 30, 2007 included the following:

Arizona State Treasurer:

State sales tax

City sales tax

Highway user revenue fund

Vehicle license tax

Urban revenue sharing
Arizona Department of Transportation
Arizona Office of Tourism
Arizona Department of Homeland Security
Federal Aviation Agency
Arizona Department of Environmental Quality
Other
Total

Special
General Revenue  Enterprise
Fund Funds Funds Total
$ 104,572 § 104,572
323,041 323,041
$ 98,490 98,490
55,203 55,203
77,050 77,050
82,012 82,012
10,460 10,460
182,170 182,170
20,235 20,235
§ 15,739 15,739
20.877 29.847 50,724
$ 580,743 $ 423214 $ 15.739 $1.019.696
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City of Bisbee, Arizona

NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE 4 - CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2007, was as follows:

Balance Balance
July 1, 2006 __Additions Deletions June 30, 2007
Governmental activities:
Land $ 623,490 $ (114,740) $ 508,750
Buildings 3,242,258 3,242,258
Improvements other than buildings 616,462 616,462
Airport 1,859,202 1,859,202
Machinery and equipment 2,726,036 $ 127,128 (96,121) 2,757,043
Infrastructure 434,126 434.126
9,501,574 127,128 (210,861) 9,417,841
Less: accumulated depreciation (4.218.041) (395.499) 77.604 (4.535.936)
Net governmental assets $ 5283533 $§ (268371) § (133.257) § 4.881.905
Balance Balance
July 1, 2006 __Additions Deletions June 30, 2007
Business-type activities:
Land $ 47,660 $ 47,660
Construction in progress 31,245,486 $ (31,245,486)
Buildings 321,255 $13,123,894 13,445,149
Improvements other than buildings 1,194,280 1,403,802 2,598,082
Machinery and equipment 856,550 328,662 (30,500) 1,154,712
Infrastructure 17,027,156 17.027.156
33,665,231 31,883,514 (31,275,986) 34,272,759
Less: accumulated depreciation (1.416.057) _(1.175.594) 28.588 (2.563.063)

Net business-type assets

$32,249.174 $30.707.920 $ (31,247.398) § 31.709.696

Depreciation was charged to functions as follows:

Governmental activities:

General government $ 48,961
Public safety 179,181
Transportation 95,644
Culture and recreation 71,713

Total governmental activities depreciation $ 395,499

Business-type activities:

Wastewater $ 1,142,696
Sanitation 29,557
Queen Mine 3.341

Total business-type activities depreciation $ 1,175.594
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City of Bisbee, Arizona
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

NOTE 5 - LONG-TERM DEBT

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

2007:

Balance

Governmental activities:

Balance Due Within
July 1,2006 _Additions  Reductions June, 30,2007 _One Year

Note payable $ 9,237 $ (4,548) $ 4,689 $ 4,689
Capital lease payable 85,344 (38,640) 46,704 14,878
Lease purchase agreement 241,459 (34,875) 206,584 36,865
Compensated absences payable 173832 § 51.696 225.528 16.947

Total $ 509872 § 51696 $ (78.063) $ 483,505 § 73379

Business-type activities:

WIFA note payable $ 12,620,876 $ 50,809 $ 12,671,685 $§ 554,789

USDA note payable 3,050,000 3,050,000

USDA note payable 1,332,000 1,332,000

Capital leases payable 124,795 § _ (7.131) 117,664 22.936
Total $ 17,002.876 § 175,604 § (7.131) § 17,171,349 § 577,725

Long-term debt payable at June 30, 2007, is comprised of the following:

Governmental activities

Note payable

Loan agreement with the State of Arizona Department of Transportation,
Aeronautics Division, to fund improvements to the City's airport. A final
payment of $4,993, including interest at 6.49%, is due March 2008.

Capital lease payable

In June 2005 the City obtained an ambulance with a capital lease for $84,126.
The lease is payable in semi-annual installments of $8,413 including interest at
4.53 and matures May 2010. At June 30, 2007 the net book value was $66,600,
with total accumulated depreciation of $17,526.

Lease purchase agreement

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 2012.
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City of Bisbee, Arizona
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

NOTE 5 - LONG-TERM DEBT - CONTINUED

Business-type activities

Notes payable
City of Bisbee loan agreement with the Water Infrastructure Financing

Authority to fund rehabilitation of the City's wastewater infrastructure and
refund a previous loan with the Authority; payable in annual principal
installments beginning in 2008, varying from $554,789 to $792,375, maturing
July 2025. In addition, semi-annual interest payments at varying rates from
2.000% to 2.721% are due.

During fiscal year 2006 the City of Bisbee Municipal Property Corporation
entered a loan agreement with the United States Department of Agriculture
(USDA) to assist in the funding of the rehabilitation of the City's wastewater
infrastructure. Under terms of the agreement an interest only payment of
$125,812 is due in fiscal year 2008. The first annual principal and interest
installment is due August 2008. The principal payments vary from $59,902 to
$176,980, maturing August 2035. The annual interest rate is 4.125%.

During fiscal year 2006 the City of Bisbee Municipal Property Corporation
entered a loan agreement with the United States Department of Agriculture
(USDA) to assist in the funding of the rehabilitation of the City's wastewater
infrastructure. Under terms of the agreement an interest only payment of
$54,532.50 is due in fiscal year 2008. The first annual principal and interest
installment is due August 2008. The principal payments vary from $26,161 to
$77,276, maturing August 2035. The annual interest rate is 4.125%.

Total business-type notes payable

Capital Leases

In October 2006 the City purchased a garbage truck with a capital lease for
$73.918. The lease is payable in semi-annual installments of $8,521 including
interest at 5.08% and matures September 2011. At June 30, 2007 the net book
value was $68,375, with total accumulated depreciation of $5,544.

In June 2007 the City purchased two dump trucks with a capital lease for
$50,366. The lease is payable in semi-annual installments of $5,706 including
interest at 4.67% and matures June 2012. At June 30, 2007 the net book value
was $49,946, with total accumulated depreciation of $420.

Total business-type capital leases
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City of Bisbee, Arizona
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

NOTE 5 - LONG-TERM DEBT - CONTINUED

Annual cash requirements to amortize all the outstanding debt at June 30, 2007, including interest
payments, are as follows:

Governmental activities

Year

Ending Note Payable Capital Lease Payable Lease Purchase Agreement

June 30, Principal Interest Principal Interest Principal Interest
2008 $ 4,689 $ 304§ 14,876 $ 1,949 §$ 36,865 $ 11,109
2009 15,558 1,268 38,967 9,006
2010 16,270 555 41,189 6,784
2011 43,540 4,434
2012 46.023 1,951
Total $ 4,689 $ 304§ 46.704 § 3772 § 206.584 $ 33.284

Business-type activities

Year

Ending Notes Payable Capital Leases Payable

June 30, Principal Interest Principal Interest
2008 $ 554,789 § 428,643 § 22,936 $ 5,517
2009 651,948 417,437 24,077 4,376
2010 666,816 415,638 25,275 3,178
2011 682,056 412,757 26,533 1,919
2012 697,680 395,587 18,843 599

2013-2017 3,736,963 1,749,442
2018-2022 4,191,774 1,288,859

2023-2027 3,900,452 680,679
2028-2032 1,007,288 326,817
2033-2036 963.919 101.288

Total $ 17.053.685 § 6217147 § 117.664 § 15.589

NOTE 6 - INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS

Interfund Receivables and Payables:

The composition of interfund balances as of June 30, 2007, is listed below. The receivable funds are
those with a balance owed by other funds; the payable funds, are those with a liability to other funds.

Receivable Fund Payable Fund Amount
Wastewater Sanitation $ 282,487

The Sanitation Fund maintained negative cash balance at June 30, 2007. The negative cash balance
was reduced by interfund borrowing from the Wastewater Fund.
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City of Bisbee, Arizona
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

NOTE 6 - INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS - CONTINUED

Interfund Transfers:

Interfund transfers as of June 30, 2007, are listed below.

Transfers in

Other
General Governmental ~ Wastewater
Transfers out Fund Funds Fund Total

Governmental Funds:

General Fund $ 181,708 $ 343,419 $ 525,127

Other Governmental Funds $ 46.812 54,891 101,703

Total Governmental Funds 46,812 236.599 343.419 626.830

Enterprise Funds:

Wastewater Fund 150,117 9,275 159,392

Sanitation Fund 48,164 48,164

Queen Mine Fund 17.804 9,225 27,029

Total Enterprise Funds 216,085 18.500 234,585

Total $ 262,897 § 255.099 $ 343419 $ 861.415

The principal purpose of transfers was to move resources from one fund to the other to properly
report resources in appropriate funds.

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 event.

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.

For insured programs, there have been no significant reductions in insurance coverage. Settlement
amounts have not exceeded insurance coverage for the current year or the three prior years.
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City of Bisbee, Arizona
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

NOTE 8 - COMMITMENTS

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.

NOTE 9 - CONTINGENT LIABILITIES

Federal grants - In the normal course of operations, the City receives grant funds from various federal
agencies. The grant programs are subject to audit by agents of the granting authority, the purpose of
which is to insure compliance with conditions precedent to the granting of funds. Any liability for
reimbursement which may arise as the result of audits of grant funds is not believed by City officials
to be material.

Litigation - Each year the City receives notices of claims for damages occurring generally from
negligence, bodily injury, breach of contract, and other legal matters. The filing of such claims
commences a statutory period for initiating a lawsuit against the City arising therefrom. The City has
comprehensive general liability insurance with the Arizona Municipal Risk Retention Pool and
separate liability insurance for its Queen Mine Tour. The City is not aware of any litigation that
might result in a materially adverse outcome.
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City of Bisbee, Arizona
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

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. 3010 East Camelback Road, Suite 200
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, 2007, active ASRS members and the City were each
required by statute to contribute at the actuarially determined rate of 8.25 percent (7.75 percent
retirement and .50 percent long-term disability) of the members' annual covered payroll. The City's
contributions to ASRS for the years ended June 30, 2007, 2006, and 2005 were $208,123 $162,093,
and $111,587, respectively, which were equal to the required contributions for the year.
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City of Bisbee, Arizona
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

NOTE 10 - RETIREMENT PLANS - CONTINUED

Agent plans - For the year ended June 30, 2007, 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 34.86% of annual covered payroll for police and 37.13% of annual
covered payroll for firefighters.

Annual Pension Cost - The City's pension cost for the agent plans for the year ended June 30, 2007,
the date of the most recent actuarial valuation, and related information follows.

Bisbee Police Bisbee Fire Fighter
PSPRS PSPRSs
Contribution rates:
City 34.86% 37.13%
Plan Members 7.65% 7.65%
Annual pension cost $201,446 $224,316
Contributions made $201,446 $224,316
Actuarial valuation date 6/30/07 6/30/07

Actuarial cost method
Actuarial assumptions:

Investment rate of return
Projected salary increases
includes inflation at 5.0%

Cost-of-living adjustments
Amortization method

Remaining amortization period from

7/1/07

Asset valuation method

Projected unit credit

8.5%

5.50%-8.50%

none

level percent closed for
unfunded actuarial accrual
liability, open for excess
29 years for unfunded
actuarial actuarial liability,

20 years for excess

smoothed market value
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City of Bisbee, Arizona

NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE 10 - RETIREMENT PLANS - CONTINUED

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
2007 $201,446 100.0 % $0

2006 185,852 100.0 % 0
2005 148,061 100.0 % 0

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

2007 $224,316 100.0 % $0
2006 212,832 100.0 % 0
2005 163,097 100.0 % 0
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City of Bisbee, Arizona

REQUIRED SUPPLEMENTARY INFORMATION - BUDGETARY COMPARISON SCHEDULE

Revenues:

Taxes
Fines and forfeitures
Licenses and permits
Intergovernmental
Charges for services
Interest
Rent
Miscellaneous

Total revenues

Expenditures:

General government:
Mayor and council
City manager
Finance department
City clerk
Community development
Administrative and general government
Personnel
Legal services
Water systems
Information systems
Cemetery
Building maintenance
Public works administration
Garage
Building inspector
Youth

Total general government

Public safety:
Police department
Fire department
City magistrate
Total public safety

Transportation:
Airport

Culture and recreation:
Parks
Swimming pool
Library
Senior citizens center
Total culture and recreation
Total expenditures
Revenues over (under) expenditures

Other financing sources (uses):
Transfers in
Transfers out

Total other financing sources (uses)

Net changes in fund balances
Fund balance, July 1, 2006
Fund balance, June 30, 2007

Less debt service payments not budgeted for
Fund balances: statement of revenues, expenditures,

and changes in fund balances

GENERAL FUND
Year Ended June 30, 2007
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Budgeted
Amounts
Original & Actual Variance with
Final Amounts Final Budget
3 3,682,376 $ 3,474,403 $ (107,973)
55 55
127,800 148,286 20,486
727,166 898,667 171,501
967,000 1,070,789 103,789
36,800 62,688 25,888
61,540 59,762 (1,778)
172,550 99,643 (72,907)
5,675,232 5,814,293 139,061
68,619 62,822 5,797
168,767 157,130 11,637
351,101 329,920 21,181
133,865 121,451 12,414
148,818 133,426 15,392
209,564 185,898 23,666
3,500 2,519 981
118,914 118,774 140
23,500 9,300 14,200
46,500 30,487 16,013
25,225 4,179 21,046
72,019 80,753 (8,734)
148,671 160,979 (12,308)
170,296 169,156 1,140
55,533 56,410 (877)
3,800 481 3,319
1,748,692 1,623,685 125,007
1,767,118 1,675,679 91,439
1,521,425 1,496,085 25,340
30,000 19,617 10,383
3,318,543 3,191,381 127,162
109,271 98,688 10,583
230,274 120,738 109,536
78,721 59,054 19,667
223,554 200,050 23,504
15,597 15,534 63
548,146 395,376 152,770
5,724,652 5,309,130 415,522
(49,420) 505,163 (276,461)
403,429 262,897 (140,532)
(522,444) (525,127) 2,683
(119,015) (262,230) (143.215)
(168,435) 242,933 411,368
1,375,471 1,375,471
$ 1,207,036 1,618,404 § 411,368
(95,444)
3 1,522,960




City of Bisbee, Arizona
REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF AGENT RETIREMENT PLANS' FUNDING PROGRESS

Year Ended June 30, 2007

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-bl/c)
2007 $2,244,478 $5,793,309 $(3,548,831) 38.7% $ 765,463 463.6%
2006 2,348,362 4,973,092 (2,624,730) 47.2% 696,546 376.8%
2005 2,356,734 4,718,809  (2,362,075)  49.9% 636,273 371.2%
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-bl/c)
2007 $ 3,269,996 $ 7,680,630 $(4,410,634) 42.6% $ 832,557 529.8%
2006 3,472,159 6,822,950 (3,350,791) 50.9% 826,464 405.4%
2005 3,541,111 6,436,858  (2,895,747) 55.0% 739,390 391.6%
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City of Bisbee, Arizona

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year Ended June 30, 2007

Federal Grantor/
Pass-Through Grantor CFDA

Program Title Number

Pass-Through
Grantor's
Number Expenditures

U.S. Department of Agriculture
Water and Waste Disposal Systems for Rural Communities

Loans and Grants 10.760
Passed through:
North America Development Bank:
Water and Waste Disposal Loans and Grants 10.770

Total U.S Department of Agriculture

U.S. Department of Housing and Urban Development
Passed through:
Arizona Department of Housing:
Community Development Block Grant 14.228

U.S. Department of Interior
Passed through:
Arizona State Historic Preservation Office:
Historic Preservation Fund Grants-in-Aid 15.904

Federal Aviation Administration

Airport Improvement Program 20.106
U.S. Department of Transportation
Passed through:
Arizona Department of Transportation:
Federal Transit Formula Grants 20.507

U.S. Department of Homeland Security
Homeland Security Grant Program Cluster:
Passed through:
Arizona Department of Homeland Security:
Homeland Security Grant Program 97.067
Passed through:
Arizona Division of Emergency Management:
Homeland Security Grant Program 97.067
Total Homeland Security Grant Program Cluster
Total Expenditure of Federal Awards

Unknown $ 722,313

BEIF 52-91/04 315.624

1.037.937

110-06, 111-06 124,882
AZ-03-013, AZ- 10,920
05-010
3-04-0004-07 132,600
KRO05-0739TRN 147,517
222-402-04 229,605

2006-GE-T6-0007 100,000

329.605

$ 1783461

The accompanying notes are an integral part of this schedule.
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City of Bisbee, Arizona
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Year Ended June 30, 2007

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
2007 Catalog of Federal Domestic Assistance Update.

NOTE 3 - SUBRECIPIENTS

The City did not award any federal funds to subrecipients.

NOTE 4 - U.S. DEPARTMENT OF AGRICULTURE LOAN AGREEMENT

The City of Bisbee Municipal Property Corporation received two loans from the U.S. Department of
Agriculture (USDA) to assist in the funding of the rehabilitation of the City's wastewater
infrastructure. The outstanding balance of the loans as of June 30, 2007 was $4,382,000 (See
Financial Statement Note 5).
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Fester,
SChapman pc. 101 o v

Certified Phoenix, AZ 85012-2086

Public

Accountants Tel: (602) 264-3077

Fax: (602) 265-6241

Independent Auditors' Report on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Basic Financial
Statements Performed in Accordance with Government Auditing Standards

To the City Council
City of Bisbee, Arizona

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of City of Bisbee, Arizona, (the City)
as of and for the year ended June 30, 2007, which collectively comprise the City's basic financial statements and
have issued our report thereon dated December 7, 2007. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

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

A control deficiency exists when the design or operation of a control does not allow management or employees,
in the normal course of performing their assigned functions, to prevent or detect misstatements on a timely
basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely
affects the City's ability to initiate, authorize, record, process, or report financial data reliably in accordance with
generally accepted accounting principles such that there is more than a remote likelihood that a misstatement of
the City's financial statements that is more than inconsequential will not be prevented or detected by the City's

internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that a material misstatement of the financial statements will not be prevented or

detected by the City's internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control over
financial reporting that we consider to be material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City's basic financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion
on compliance with those provisions was not an objective of our audit and, accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

Highway User Revenue Fund Compliance

As required by Arizona Revised Statutes, we reviewed the City's financial records to evaluate whether
the City used Highway User Fund monies and any other dedicated state transportation monies solely
for authorized transportation purposes as defined by the Arizona Attorney General's opinion about
whether certain types of city transportation department expenditures are for transportation purposes
authorized by the Constitution and state laws. 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 Highway User Fund monies and any other
dedicated state transportation monies being spent on unauthorized purposes.

We noted other matters that we reported to the City's management in separate letter dated December
7,2007.

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.

Lito £ opman. FC.

December 7, 2007

41



Fester,
YChapman pc. 101 o s

Certified Phoenix, AZ 85012-2086
Public '
Accountants Tel: (602) 264-3077

Fax: (602) 265-6241

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, 2007. The City's major
federal programs are identified in the Summary of Auditors' 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 auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of 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, 2007.

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, contract 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, but not for the purpose of
expressing an opinion on the effectiveness of the County's internal control over compliance.
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A control deficiency in the City's internal control over compliance exists when the design or operation of a
control does not allow management or employees, in the normal course of performing their assigned functions,
to prevent or detect noncompliance with a type of compliance requirement of a federal program on a timely
basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely
affects the City's ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than inconsequential
will not be prevented or detected by the City's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that material noncompliance with a type of compliance requirement of a federal
program will not be prevented or detected by the City's internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of the members of the City Council, 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 7, 2007
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City of Bisbee, Arizona
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2007

A. Summary of Audit Results

Financial Statements

Type of auditors' report issued: Ungqualified
YES NO
Material weakness identified in internal control over financial reporting? X
Reportable condition identified not considered to be material weakness? ____ X
Noncompliance material to the financial statements noted? - X

Federal Awards

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

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

Identification of major programs

CFDA Number Name of Federal Program or Cluster

10.760 Water and Waste Disposal Systems for Rural Communities Loans and Grants
97.067 Homeland Security Grant Program

Dollar threshold used to distinguish between Type A and Type B programs: $ 300,000
Auditee qualified as low-risk auditee? X

Other Matters

Auditee's summary schedule of prior audit findings required to
be reported in accordance with Circular A-133 (section .315[b])? X
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City of Bisbee, Arizona
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2007

B. Findings - Financial Statement Audit
None

C. Findings and Questioned Costs - Major Federal Award Programs Audit

None
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