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MARVIN E. JEWELL & CO., P.C.
CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditor's Report

The Honorable Mayor and City Council
City of Crete, Nebraska

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund and the aggregate remaining fund information of the
City of Crete, Nebraska (the City), as of and for the year ended September 30, 2008, which
collectively comprise the City's basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the City's management. Our responsibility is to
express oplnions on these financial statements based on our audit,

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

As described in Note 1, the City of Crete, Nebraska prepares its financial statements of the
governmental activities, each major fund and the aggregate remaining fund information on a
basis of accounting that demonstrates compliance with the modified cash basis, which is a
comprehensive basis of accounting other than accounting principles generally accepted in the
United States of America.

in our opinion, the financial statements of the governmental activities, each major fund and
the aggregate remaining fund information present fairly, in all material respects, the respective
financial position — modified cash basis of the governmental activities, each major fund and the
aggregate rémaining fund information of the City of Crete, Nebraska, as of September 30, 20086,
and the respective changes in financial position — madified cash basis thereof for the year then
ended on the basis of accounting described in Note 1.

In our opinion, the business-type activities financial statements present fairly, in all material
respects, the respective financial position of the business-type activities of the City of Crete,
Nebraska as of September 30, 2006, and the respective changes in financial position, and, where
applicable, cash flows thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

in accordance with Government Auditing Standards, we have also issued our report dated
November 17, 2006 on our constderation of the City of Crete, Nebraska's internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is fo describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing and not to provide an opinion on the internal control over financial reporting or on



compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

The City of Crete, Nebraska, has not presented the management's discussion and analysis
that accounting principles generally accepted in the United States has determined is necessary to
supplement, although net required to be a part of, the basic financial statements.

The budgetary comparison information on pages 28 through 29, is not a required part of the
basic financial statements but is supplementary information required by accounting principles
generally accepted in the United States of America. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it

WZWCCW v, P C.

Lincoln, Nebraska
November 17, 2006



CITY OF CRETE, NEBRASKA
Notes to Financial Statements

September 30, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity — The City of Crete, Nebraska (the City) is a governmental entity established
under and governed by the laws of the State of Nebraska. As a political subdivision of the State,
the City is exempt from State and Federal income taxes. The City has considered all potential
component units for which it is financially accountable and other organizations which are fiscally
dependent on the City or the significance of their relationship with the City is such that exclusion
would be misleading or incomplete. The Governmental Accounting Standards Board (GASB) has
set forth criteria to be considered in determining financial accountability. These criteria include
appointing a voting majority of an organization’s governing body and (1) the ability of the City to
impose its will on that organization or (2) the potential for the organization to provide specific
financial benefits to, or impose specific financial burdens on, the City. The City of Crete Leasing
Corporation (Leasing Corporation) has been identified as a component unit. The Leasing
Corporation serves all the citizens of the City and is governed by a board comprised of the City's
elected council and Mayor. Budgeting, accounting and administrative functions are performed by
the City. The Leasing Corporation is a duly and validly existing nonprofit corporation created
pursuant to Nebraska Revenue Statute. The Leasing Corporation is reported with the non-major
funds in Other Governmental Funds in the accompanying financlal statements. The City is not
includable as a component unit within another reporting entity.

Basis of Presentation — The accompanying basic financial statements of the governmental
activities, each major fund and the aggregate remaining fund information for the City have been
prepared in conformity with the modified cash basis of accounting, which is a basis of accounting
other than accounting principles generally accepted in the United States of America (GAAP) as
applies to governmental units.

The business-type activities financial statements have been prepared in conformity with generally
accepted accounting principles. These financials include all relevant GASB pronouncements and
applicable Financial Accounting Standards Board (FASB) pronouncements issued on or before
November 30, 1989, unless they conflict with GASB pronouncements. The City's reporting entity
does not apply FASB pronouncements issued after November 30, 1989,

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The Statement of Net Assets and Statement of Activities display information about the reporting
government as a whole. They include all funds of the reporting entity except for fiduciary funds.
The statements distinguish between governmental and business-type activities. Governmental
activities generally are financed through taxes, intergovernmental revenues and other non-
exchange revenues. Business-type activities are financed in whole or in part by fees charged to
external parties for goods or services.

FUND FINANCIAL STATEMENTS

Fund financial statements of the reporting entity are organized into funds, each of which is
considered to be a separate accounting entity. Each fund is accounted for by providing a
separate set of self-balancing accounts that constitutes its assets, liabilities, fund equity,
receiptsirevenues and expendituresfexpenses. Fund financial statements are provided for
governmental, proprietary and fiduciary funds. An-emphasis is placed on major funds within the
governmental and proprietary categories. A fund is considered major if it s the primary operating
fund of the City or meets the following criteria:
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CITY OF CRETE, NEBRASKA
Notes to Financial Statements

September 30, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(a) Total assets, liabilities, receiptsfrevenues or expenditures/expenses of that individual
governmental or enterprise fund are at feast ten percent {10%]) of the corresponding total
for all funds of that category or type and

{b) Total assets, liabilities, receipts/revenues or expenditures/expenses of the individual
governmental fund or enterprise fund are at least five percent (5%) of the corresponding
total for all governmental and enterprise funds combined.

The funds of the financial reporting entity are described below:

Governmental Funds

General Fund

The General Fund is the primary operating fund of the City and is always classified as a major
fund. Itis used to account for all activities except those legally or administratively required to be
accounted for in other funds.

Special Revenue Funds

Special Revenue Funds are used to account for the proceeds of the specific revenue sources that
are either legally restricted to expenditures for specified purposes or designated to finance
particular functions or activities of the City. The City's Special Revenue Funds are reported as
non-major funds in the “Other Governmental Funds” column.

Capital Project Funds

Capital project funds are used fo account for resources designated for the acquisition or
construction of specific capital projects or items. The City's Capital Project Fund is reported as a
non-major fund in the “Other Governmental Funds” column.

Debt Service Fund
The debt service fund is used to account for the accumulation of resources for, and the payment

of, general long-term principal, interest and related costs. The debt service fund is reported as a
major fund. T

Proprietary Funds

Enterprise Funds
Entérpfis_e funds are used to account for business-type activities provided to the general public.
These activities are financed primarily by user charges and the measurement of financial activity
focuses on net income measurement similar to the private sector.

12



CITY OF CRETE, NEBRASKA
Notes to Financial Statements

September 30, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED})

The reporting entity includes the following enterprise funds that are reported as major funds:

Fund Brief Description
Major Funds
Electric Accounts for the activities of the City's electric distribution
aperations.
Water Accounts for the aclivities of the City's water distribution
operations.
Sewer Accounts for the activities of the City’s sewer system operations.

Fiduciary Funds

Agency Funds

The agency funds account for fiduciary assets held by the City in a custodial capacity as an agent
on behaif of others.

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

MEASUREMENT FOCUS

In the government-wide Statement of Net Assets and the Statement of Activities, both
governmental and business-type activities are presented using the economic resources
measurement focus, as defined in item (b) below.

In the fund financial statements, the “current financial resources” measurement focus or the
“economic resources” measurement focus is used as appropriate:

(a) All governmenta! funds utilize a “current financial resources” measurement focus. Only
current financial assets and liabilities are generally included on their balance sheets.
Their operating statements present sources and uses of available spendable financial
resources during a given period. These funds use fund balance as their measure of
available spendable financial resources at the end of the period.

(b} The propristary funds utilize an “economic resources” measurement focus. The
accounting objectives of this measurement focus are the determination of operating
Income, changes In net assets (or cost recovery), financial position and cash flows. All
assets and liabilities (whether current or noncurrent, financial or nonfinancial) associated
with their activities are reporied. Proprietary fund equity s classified as net assets.

13



CITY OF CRETE, NEBRASKA
Notes to Financial Statements

September 30, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
BASIS OF ACCOUNTING

In the government-wide Statement of Net Assets and Statement of Activities and the fund
financial statements, governmental activities are presented using a modified cash basis of
accounting. This basis recognizes assets, liabilities, net assets/fund equity, receipts/revenues
and expenditures/expenses when they result from cash transactions. This basis is a
comprehensive basis of accounting other than principles generally accepted in the United States
of America.

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

if the City utilized the basis of accounting recognized as generally accepted, the fund financial
statements for governmental funds would use the modified accrual basis of accounting, while the
fund financial statements for proprietary fund types would use the accrual basis of accounting. All
government-wide financials would be presented on the accrual basis of accounting.

In the government-wide Statement of Net Assets and Statement of Activities and the fund
financial statements, business-type activities are presented using the accrual method of
accounting, which is a comprehensive basis of accounting principles generally accepted in the
United States of America. Revenues are recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing of related cash flows. Grants and similar
items are recognized as revenue as soon as all efigibility requirements have been met.

Revenues from user fees and sale of labor, material and water are reported as operating
revenues. Transactions which are capital, financing or investing related are reported as non-
operating revenues. All expenses related to operating the proprietary funds are reported as
operating expenses. Interest expense and financing costs are reported as non-operating
expenses.

ASSETS, LIABILITIES AND EQUITY

Cash and cash equivalents — For purposes of the statement of cash flows, all highly liquid
investments with a maturity of three months or less when purchased are considered to be cash
equivalents.

Investments — Investments classified in the financial statements consist entirely of certificates of
deposit whose original maturity term exceeds three months. Investments are carried at cost,
which approximates fair value,

Allowance for Doubtful Accounts - Estimated allowances for uncolilectible amounts in the

proprietary funds are determined based upon past collection experience and current economic
condltions.
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CITY OF CRETE, NEBRASKA
Notes to Financlal Statements

September 30, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Inventories — In the proprietary funds inventories are valued at cost.

Prepaid expenses — Prepaid expenses in the proprietary funds consist of insurance costs that
have been prepaid for the next fiscal year. These costs will be recognized as expenditures in the
subsequent year.

Capital Assets — Capital assets resulting from cash transactions acquired for use in
governmental fund operations are accounted for as capital ouflay expenditures of the
governmental fund upon acquisition.

In the proprietary funds, capital assets are valued at cost where historical records are available
and at estimated historical cost where no historical records exist. Contributed capital assets are
valued at their estimated fair market value on the date received. Support received from federal
and state grants and from the municipality and others to pay for a portion of the utility plant are
considered contributions in aid of construction and are classified in the income statement as
contributions and recegnized when earned.

Maintenance and repairs are expended as incurred. When properties are disposed of, the related
costs and accumulated depreciation are removed from the respective accounts and any gain or
loss on disposition is credited or charged to an expense.

Depreciation of capital assets is computed using the straight-line method over the estimated
useful lives of the respective classes of assets as follows:

Buildings and improvements ..o, 25-40 years
o =T o ) G SO OU P OO P PO 10-40 years
EQUIDMENT ..ooivvccvicrreereni s irmsasiserissen rs s cassensenesssssssnssansnnenns 5-10 years

Accrued Expenses ~ Accrued expenses represent the proprietary funds’ liability for accrued
salaries and vacation. The City pays wages every two weeks. The cost of unused employee
vacation time payable in the event of employee terminafion is also accrued. No accrual s made
for sick pay since it does not vest. No accruals are made in the governmental funds as they are
using the modified cash basis of accounting. In accordance with the provisions of SFAS No. 43,
Accounting for Compensated Absences, no liability is recorded for non-vesting accumulating
rights to receive vacation and sick leave benefits.

Long-term Debt - Long-term debt of governmental funds is not reported as liabilities in the fund
financial statements. The face amount of the bond is reported as other financing sources and
payment of principal and interest reported as expenditures. Bond premiums, discounts and other
bond issuance costs are recognized during the current period. Premiums received on debt
issuances are reported as other financing sources while discounts on debt issuances are
reported as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as current expenditures.

Long-term debts of proprietary funds are reported as liabilities in the government-wide and
propristary fund type statement of net assets. Bond premiums and discounts, as well as
issuance costs, are deferred and amortized over the life of the bonds. Bonds payable are
reported net of the applicable bond premium or discount.

15



CITY OF CRETE, NEBRASKA
Notes to Financial Statements

September 30, 2006

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Equity Classification — In the government-wide statements, equity is classified as net assets
and displayed in three components:

(a) Invested in capital assets, net of related debt — Consists of capital assets inciuding
restricted capital assets, net of accumulated depreciation and reduced by the outstanding
balances of any bonds, mortgages, notes, or other borrowings that are attributable to the
acquisition, construction or improvements of those asssts.

(b) Restricted net assets — Consists of net assets with constraints placed on the use either
by: {1) external groups such as creditors, grantors, contributors or laws and regulations of
other governments; or (2) law through constitutional provisions or enabling legistation.

(¢) Unrestricted net assets — All other net assets that do not meet the definition of “restricted”
or “invested in capital assets, net of related debt.”

It is the City's policy to first use restricted net assets prior to use of unrestricted net assets when
an expense is incurred for purposes for which both restricted and unrestricted net assets are
available.

Governmental fund equity is classified as a fund balance. In the fund financial statements,
governmental funds report fund balances as either a reserved fund balance or an unreserved
fund balance.

(a) Reserved fund balance — That portion of fund balance which is not availabie for
appropriation or which has been legally segregated for a specific purpose.

(b) Unreserved fund balance — Composed of designated and undesignated portions. The
undesignated portion of the unreserved fund balance represents that portion of fund
balance that is available for budgeting in future periods. Designated fund balance
represents tentative plans for future use of financial resources.

In the fund financial statements, governmental equity is classified as fund balance. Proprietary
fund equity Is classified the same as in the government-wide statements.

Receipts, Revenues, Expenditures and Expense -
PROGRAM RECEIPTS/REVENUES
In the Statement of Activities, modified cash basis revenues that are derived directly from each

governmental activity or from parties outside the City’s taxpayers are reported as program
revenues. The City has the following program revenues in each activity:

Ge‘nera!lGovernmen_t Fees, rents, permits and licenses §

Public Safety - o | Fire service calls and other charges

Streéts _ Reimbursements and labor and materials sold

Public Welfare ' Cemetery lot sales and specific donations

Culture and Recreation Admission and registration fees and specific donations

16



CITY OF CRETE, NEBRASKA
Notes to Financial Statements

September 30, 2006

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Lottery Keno recelpts

Assessments Paving and sewer assessment receipts

Capital Projects Grant and contribution receipts for specific capital
projects

All other governmental revenues are reported as general. All taxes are classified as general
revenue even If restricted for a specific purpose. Property taxes attach as an enforceable lien on
property as of January 1%. Taxes are payable in two instaliments on May 1* and September 1%,
The County bills and collects property taxes and remits to the City monthly. City property tax
revenues are recognized when received by the County Treasurer.

OPERATING REVENUE AND EXPENSES

Qperating revenues and expenses for proprietary funds result from providing services and
producing and delivering goods and/or services. They alsg include all revenues and expenses
not related to capital and related financing, non-capital financing or investing activities.

Internal and Inferfunid Balances and Activities — In the process of aggregating the financial
information for the government-wide Statement of Net Assets and Statement of Activities, some
amounts reported as interfund activity and balances in the fund financial statements have been
eliminated or reclassified.

FUND FINANCIAL STATEMENTS

Interfund activity, if any, within and among the governmental and proprietary fund categories is
reported as follows in the fund financial statements:

{(a) Interfund loans — Amounts provided with a requirement for repayment are reported as
interfund receivables and payables.

{b) Interfund services — Sales or purchases of goods and services between funds are
reported as revenues and expenditures/expenses.

(c) Interfund reimbursements — Repayments from funds responsible for certain

- expenditures/expenses to the funds that initially paid for them are not reported as

reimbursements, but as adjustments to expenditures/expenses In the respective funds.

{(d) Interfund transfers — Flow of assets from one fund to another where repayment is not
expected are reported as transfers in and out.

GOVERNMENT-WIDE FINANCIAL STATEMENTS _
Interfund activity and balances, If any, are eliminated or reclassified in the government-wide
financial statements as follows:

(a) Internal balances — Amounts reported in the fund financial statements as interfund
receivables and payables are eliminated In the governmental and business-type activities
columns of the Statement of Net Assets, except for the net residual amounts dus
between governmental and business-type activities, which are reported as Internal
Balances. .

17



CITY OF CRETE, NEBRASKA
Notes to Financial Statements

September 30, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(b) Internal activities — Amounts reported as interfund transfers in the fund financial
statements are eliminated in the government-wide Statement of Activities except for the
net amount of transfers between governmental and business-type activities, which are
reported as Transfers — Internal Acfivities. The effects of interfund services between
funds, if any, are not eliminated in the Statement of Activities,

Use of Estimates — The preparation of financial statements in conformity with the other
comprehensive basis of accounting (OCBOA) used by the City requires management o make
estimates and assumptions that affect certain reported amounis and disclosures (such as
estimated useful lives in determining depreciation expense)}. Accordingly, actual results could
differ from those estimates.

Accounting Changes - In September 2006, the GASB issued Statement No. 48, Sales and
Pledges of Receivables and Future Revenues and Intra-Entity Transfers of Assets and Future
Revenues. The City adopted GASB 48. The statement did not effect the City's statement of net
assets, activities or cash flows.

Reclassifications ~ Certain prior year amounts have been reclassified to conform to the current
year presentation.

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

By its nature as a local government unit, the City is subject to various federal, state and local laws
and contractual regulations. No instances of noncompliance considered material to the financial
staternents were noted.

NOTE 3 — CASH

The statutes of the State of Nebraska authorize the City to invest in certificates of deposit and
time deposits of banks or capital stock financial institutions, obltgatlons of the United States
government and agencies thereof any securities as provided in the Public Funds Deposit Security
Act,

No deposits In excess of the amount insured by the Federa! Deposit Insurance Corporation
(FDIC) shall be allowed to accumulate in the bank unless:

(a) The bank gives a surety bond;
(b) The bank can give the City securlties as collateral on the excess of funds;
(c) The bank can issue a joint custody receipt to the benefit of the Clty where a third party
bank actually holds the security.
The City's funds were invested in demand checking accounts, money market checking accounts
and/or certificates of deposit. The fair market value of these investments is the same as cost.
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CITY OF CRETE, NEBRASKA
Notes to Financial Statements

September 30, 2006

NOTE 10 — RETIREMENT PLANS (CONTINUED)

The total accumulative pension contributions transferred to the plan's trustee for the year ended
September 30, 2006 were $126,110.

The City also sponsors a non-qualified deferred compensation 457 plan with Principal and
Hartford. The plan was established and is amended by Board Resolution. Enrollment in the plan
is voluntary and no participation is required. The City does not match any portion of this plan.
These requirements were established and may be amended by Board Resolution. The total
accumulative pension contributions transferred fo the plan's trustees for the year ended
September 30, 2006 were $33,187.

in addition to providing pension benefits, the City sponsors a flexible spending plan to cover
medical expenses not reimbursed by other health insurance plans. All employees are eligible to
participate with the excepfion of firemen personnel. Participants designate an amount to be
withheld from each paycheck and then submit vouchers for reimbursement of allowable
expenses, The reimbursement may not exceed the amount in the individual participants’
account. The participant has ninety days after the end of the plan year to zero out his account
before the money is remitted to the City Treasurer.

NOTE 11 - RISK MANAGEMENT
The City is exposed to various risks of {oss from toris; theft of; damage to and destruction of

assets; business interruption; errors and omissions; employee injuries and illnesses; and natural
disasters. The City manages these various risks of loss as follows:

Type of Loss Method Managed Risk of Loss Retained
(a) Torts, errors and omissions  Purchased commercial insurance None
{b) Workers compensation, Purchased commercial insurance  Health Insurance claims
health and life not exceeding
$15,000/covered person
(c) " Physlical property loss and Purchased commercial insurance None

natural disasters

The City entered into a contract with Regional Care, Inc. (RC) effective July 1, 2005. This
contract establishes RCI as the third party claims administrator of the self funded insurance plan.
Insurance Is provided by Midlands Choice to cover claims exceeding $15,000 per covered
person. ‘Management believes such coverage Is sufficient to preclude any sigmﬂcant uninsured
losses to the City. Settled claims have not exceeded this insurance coverage in'any of the past
three years.
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CITY OF CRETE, NEBRASKA
Notes to Financial Statements

September 30, 2006

NOTE 12 - COMMITMENTS AND CONTINGENCIES

Capital Lease — On September 20, 2005, the City entered into a lease with City Bank & Trust
Company for the purpose of leasing a maintenance facility for use by the Park and Recreation
Department. The lease agreement requires four annual payments of $6,000 beginning October
17, 2006 with a final lump sum payment of $48,344 due October 17, 2010. The City will receive
title to the structure after all amounts due under the lease agreement have been paid. Although
this lease is a capital lease, the City uses the madified cash basis of accounting in the general
funds and will recognize the lease expense as the cash is expended. No lease expenses were
paid for the year ended September 30, 2006.

Concentration of Credit Risk - The City provides water and sewer services to residents of the
City of Crete, Nebraska. In the course of providing these services, the City extends credit to its
customers, which is uncollateralized.

Purchase Power Conlfract — On May 29, 1986 the City entered into a contract with Municipal
Energy Agency of Nebraska (MEAN) for total power requirement. This agreement states that the
City will purchase its power needs in excess of the power supplied by the United States
Department of Energy, Western Area Power Administration directly from MEAN. To ensure that
MEAN had adequate power to supply their municipal customers, MEAN participated in the
building of certain power plants. The City committed to purchase power directly from MEAN for
the longer of ten years or when the bonds to build the power plant had been paid in full. The
power plant bonds are scheduled to be paid in full in the year 2017. The City has agreed to
participate in MEAN CB4 Project with includes a new electric generating station. The estimated
Project construction cost to MEAN is 76 million dollars to be funded through issuing electric
revenue bonds with an anticipated payoff date of 2037. The City ptans to commit to purchase
power directly from MEAN untif the bonds are paid in full. The dollar amount of power purchased
from MEAN was $3,973,389 for the year ended September 30, 2006. As part of this agreement,
the City has agreed to maintain its facility in working order so that if additional power is needed by
MEAN it can use the City's facllity to generate such power. MEAN has agreed to pay the City a
fee for maintaining its power plant in working condition. The amount paid to the City was
$564,120 for the year ended September 30, 2006. The City has the option to assign its rights
and commitments in this contract if the entity to which it Is assigning such rights and
commitments is acceptable to MEAN.

Compliance Audits - In the normal course of operations, the City receives grant funds from
various' Federal and State agencies. The grant programs are subject to audit by agents of the
granting authority, the purpose of which is to ensure compliance with conditions precedent to the
granting of funds. - Any liability for reimbursement which may arise as the result of these audits is
not belleved to be material.

Litigation — The City Is subject to claims and other actions arising in the ordinary course of
business. Some of these claims and actions have resulted in lawsuits where the City is a
defenidant. Management believes that the ultimate obligations, if any, which may result from
unfavorable outcomes of such lawsuits, will not have a material adverse effect on the financial
position, results of aperations or cash flows of the City and such obligations, if any, would be
adequately covered by insurance,
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CITY OF CRETE, NEBRASKA
Notes to Financlal Statements

September 30, 2006

NOTE 13 — SUBSEQUENT EVENTS

Bond Anticipation Note — On October 3, 2008, the City received proceeds from a bond
anticipation note in the amount of $606,000. This amount was used to provide interim financing
for the costs of constructing improvements in Street Improvement District 2006-1 and Water
Improvement District 2006-1. The note bears interest at a rate of 4.25% per annum. Interest on
the note will be payable every six months. The note will mature on July 21, 2008.

Capital Lease — On Qctober 5, 2008, the City entered into a lease with City Bank & Trust
Company for the purchase and installation of new windows for the City Hall, the Public Library
and the Fire Station. The lease agreement requires five annual payments of $11,450 beginning
April 15, 2007, The lease will mature on April 15, 2011. The City will receive title to the
improvements after all amounts due under the lease agreement have been paid. Although this
lease Is a capital lease, the City uses the modified cash basis of accounting in the general funds
and will recognize the lease expense as the cash is expended.
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MARVIN E. JEWELL & CO., P.C.
CERTIFIED PUBLIC ACCOUNTANTS

Report on Internal Conirol Over Financial
Reporting and on Compiiance and Other Matters Based on an Audit of Financlal Statements
Performed in Accordance with Government Auditing Standards

The Honorable Mayor and City Council
City of Crete, Nebraska

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund and the aggregate remaining fund information of the
City of Crete, Nebraska (the City), as of and for the year ended September 30, 2006, which
collectively comprise the City’s basic financial staternents and have issued our report thereon
dated November 17, 2006. Our report discloses that the City prepares its financial statements of
the governmental activities, each major fund and the aggregate remaining fund information on a
basis of accounting that demonstrates compliance with the modified cash basis, which is a
comprehensive basis of accounting other than accounting principles generally accepted in the
United States of America. 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 in order to determine our auditing procedures for the purpose of expressing our opinions
on the financial statements and not to provide an opinion on the internal control over financial
reporting. However, we noted certain matters involving the internal control over financial
reporting and its operation that we consider to be reportable conditions. Reportable conditions
involve matters coming to our attention relating to significant deficiencies in the design or
operation of the internal control over financial reporting that, in our judgment, could adverseiy
affect the City’s ability to initiate, record, process, and report financial data consistent with the
assertions of management in the financial statements. The reportable condition is:

Segregation of Duties — One important aspect of internal control is the segregation of duties
among employees to prevent an individual employee from handling duties which are
incompatible. Authorization or approval of fransactions, recording of transactions, and
custody of the assets should normally be segregated activities. Due to the size of the
accounting staff, there is limited possibility for separation of accounting duties.

Recommendation — We realize segregation of duties is difficult with a limited number of office
employees. However, the City should review its control procedures to obtain the maximum
internal control possible under the circumstancss. '

Resgdnse — We wili consider this.
Conclusion — Response acknowiedged. The City should segregate duties to the extent

possible with existing personnel and utilize administrative personnel to provide additional
control through review of financial transactions and reports.
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Report on Internal Control Over Financial
Reperting and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards (Continued)

A material weakness is a reportable condition in which the design or aperation of one or more of
the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be materlal in relation to the
financial statements being audifed rmay 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 financlal reporting would not necessarily disclose ait 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 consider
the reportable condition described above to be a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City's 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
apinion 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.

However, we noted certain matters that we reperted to management of the City in a separate
letter dated February 12, 2007.

This report is intended solely for the information and use of the Mayor, City Council,
management, 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.

A arwrae QW v (b, C

Lincoln, Nebraska
November 17, 2006
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CITY OF CRETE, NEBRASKA

Statement of Net Assets — Modified Cash Basis

September 30, 2006

ASSETS

CURRENT ASSETS

Cash

Cash held by County Treasurer

Investments

Accounts recelvable, less allowanca

for doubtful accounts

Assessments receivable

Inferest receivable

Inventory

Internal balances

Prepaid expenses

TOTAL CURRENT ASSETS
RESTRICTED ASSETS
Cash
Cash held by County Treasurer
investments
Interest receivable

TOTAL RESTRICTED ASSETS
NET PROPERTY AND EQUIPMENT
OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Bank overdraft
Current portion of bonds payable

Accounts payable
Accrued expenses
Payroll withholdings
Consumer deposits

Internal balances
TOTAL CURRENT LIABILITIES

LONG-TERM LIABILITIES

NET ASSETS
Invested in capital assets, net of related debt
Restricted for:
Debt service
Capltal projecls
Other purposes
Unrestricted
TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

Governmental Business-Type
Actlvities Activities Total
$ 1,624,766 553,414 2,178,180
80,203 - 80,203
97,419 6,901,457 6,998,876
- 691,900 691,800
- 169,499 169,499
- 37,182 37,182
- 374,000 374,008
345,060 - 345,060
- 47,493 47,493
2,147 448 B,764,954 10,912,402
100,172 489,167 589,339
5878 - 5,878
109,869 780,478 890,347
- 2,511 2,511
215,919 1,272,156 1,488,075
- 12,683,522 12,683,522
- 53,155 53,155
$ 2,363,367 22,773,787 25,137,154
$ 1,154,658 177,441 1,332,099
- 280,375 260,375
- 471,508 471,508
- 76,102 76,102
11,125 - 11,125
- 74,465 74,465
- 345,060 345,060
1,165,783 1,404,851 2,570,734
- 3,506,717 3,506,717
- 8,872,043 8,872,043
85,747 1,197,691 1,283,438
100,172 - 100,172
30,000 - 30,000
981,665 7,792,385 8,774,050
1,197,584 17,862,119 19,059,703
$ 2,363,367 22,773,787 25,137,154

The accompanying notes are an integral part of these financial statements.



Functions/Programs

Governmental Aclivilies
General Government
Public Safety
Streets
Public Welfare
Culture and Recreation
Lottery
Assessments
Capital Projects
Principal, Interest and

Charges on Debt

Total Governmental Activities

Business-Typ