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INDEPENDENT AUDITOR’S REPORT

Honorable Mayor and Members of the City Council
City of Varnell, Georgia

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and each major fund of the City
of Varnell, Georgia as of and for the year ended December 31, 2015, and the related notes to the financial statements,
which collectively comprise the City of Varnell, Georgia’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free
from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the
auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in

order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
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opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial
position of the governmental activities and each major fund of the City of Varnell, Georgia as of December 31, 2015, and
the respective changes in financial position and the respective budgetary information for the General Fund for the year
then ended in accordance with accounting principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion and
analysis on pages 3 through 9 be presented to supplement the basic financial statements. Such information, although
not a part of the basic financial statements, is required by the Governmental Accounting Standards Board, who
considers it to be an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America, which consisted
of inquiries of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide any assurance on
the information because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 29, 2016 on our
consideration of the City of Varnell, Georgia’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 to describe the scope of our testing of internal control over financial reporting and compliance and the results
of the 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 in considering the
City of Varnell, Georgia’s internal control over financial reporting and compliance.

B. Rodney Crowe CPA

,6 Wmc ra
Ringgold, Georgi

May 29, 2016



City of Varnell, Georgia
Management’s Discussion and Analysis
December 31, 2015
(Unaudited)

Within this section of the City of Varnell, Georgia’s (the City) annual financial report, the City’s management is pleased to
provide this narrative discussion and analysis of the financial activities of the City for the calendar year ended December
31, 2015. The City’s financial performance is discussed and analyzed within the context of the accompanying financial
statements and disclosures following this section.

Financial Highlights
¢ The City’s assets exceeded its liabilities by $2,755,385 (net position) for the calendar year reported.

¢ Total net position is comprised of the following:
1) Net investment in capital assets of $2,271,408 includes property and equipment, net of accumulated
depreciation and related debt.
2) Restricted net position of $14,489 represents funds received from confiscated assets that were
restricted for public safety purposes.
3) Unrestricted net position of $469,488 represents the portion available to maintain the City’s continuing
obligations to citizens and creditors.
o At the end of the current calendar year, unrestricted fund balance for the General Fund was $456,040, or 58% of
total General Fund expenditures.
The above financial highlights are explained in more detail in the “financial analysis” section of this document.

Overview of the Financial Statements

This Management Discussion and Analysis document introduces the City’s basic financial statements. The basic financial
statements include: (1) government-wide financial statements, (2) fund financial statements, and (3) notes to the basic
financial statements. The City also includes in this report additional information to supplement the basic financial
statements. Comparative data is presented when available.

Government-wide Financial Statements

The City’s annual report includes two government-wide financial statements. These statements provide both long-term
and short-term information about the City’s overall financial status. Financial reporting at this level uses a perspective
similar to that found in the private sector with its basis in accrual accounting and elimination or reclassification of
activities between funds.

The first of these government-wide statements is the Statement of Net Position. This is the government-wide statement
of position presenting information that includes all of the City’s assets and liabilities, with the difference reported as net
position. Over time, increases or decreases in net position may serve as a useful indicator of whether the financial
position of the City as a whole is improving or deteriorating. Evaluation of the overall health of the City would extend to
other nonfinancial factors such as diversification of the taxpayer base or the condition of City infrastructure, in addition
to the financial information provided in this report.



City of Varnell, Georgia
Management'’s Discussion and Analysis
December 31, 2015
(Unaudited)

The second government-wide statement is the Statement of Activities, which reports how the City’s net position
changed during the current calendar year. All current year revenues and expenses are included regardless of when cash
is received or paid. An important purpose of the design of the statement of activities is to show the financial reliance of
the City’s distinct activities or functions on revenues provided by the City’s taxpayers.

Governmental activities include general government and administration, judicial, public safety, streets and sanitation,
and culture and recreation.

The government-wide financial statements are presented on pages 10 and 11 of this report.

Fund Financial Statements

A fund is an accountability unit used to maintain control over resources segregated for specific activities or objectives.
The City uses funds to ensure and demonstrate compliance with finance-related laws and regulations. Within the basic
financial statements, fund financial statements focus on the City’s most significant funds rather than the City as a whole.
Major funds are separately reported while all others are combined into a single, aggregated presentation.

The City has only governmental funds. Governmental funds are reported in the fund financial statements and
encompass the same functions reported as governmental activities in the government-wide financial statements.
However, the focus is very different with fund statements providing a distinctive view of the City’s governmental funds.
These statements report short-term calendar accountability focusing on the use of spendable resources and balances of
spendable resources avallable at the end of the year. They are useful in evaluating annual financing requirements of
governmental programs and the commitment of spendable resources for the near-term.

Since the government-wide focus includes the long-term view, comparisons between the two perspectives may provide
insight into the long-term impact of short-term financing decisions. Both the governmental fund balance sheet and the
governmental fund operating statement provide a reconciliation to assist in understanding the differences between
these two perspectives.

The basic governmental fund financial statements are presented on pages 12 through 15 of this report.

Notes to the Basic Financial Statements

The accompanying notes to the financial statements provide information essential to a full understanding of the
government-wide and fund financial statements. The notes to the financial statements begin on page 17.

Other Supplementary information

In addition to the basic financial statements and accompanying notes, this report also presents certain required
supplementary information concerning the City’s budget presentations. Budgetary comparison statements are included
as “required supplementary information” for the General Fund. These statements and schedules demonstrate
compliance with the City’s adopted and final revised budget. Required supplementary information can be found on page
16 of this report. '



City of Varnell, Georgia
Management's Discussion and Analysis
December 31, 2015
(Unaudited)

Financial Analysis of the City as a Whole

The City’s net position at year-end is $2,755,385. The following table provides a summary of the City’s net position:

Governmental Activities

2015 2014
Assets:
Current assets $ 534,897 S 401,230
Capital assets $ 2,690,394 S 2,876,197
Total assets $ 3,225,291 $ 3,277,427
Liabilities:
Current liabilities S 69,951 S 69,779
Noncurrent liabilities S 399,955 S 428,817
Total liabilities S 469,906 S 498,596
Net position:
Net investment in capital assets $ 2,271,408 $ 2,429,297
Restricted S 14,489 S 9,754
Unrestricted S 469,488 S 339,780
Total net position $ 2,755,385 $ 2,778,831

Cash increased $175,110 while our total receivables decreased $41,444. Capital assets
decreased due to depreciation of $227,466 and capital additions of $41,663.



City of Varnell, Georgia
Management’s Discussion and Analysis
December 31, 2015
(Unaudited)

The following table provides a summary of the City’s changes in net position:

Governmental Activities

Increase
2015 2014 (Decrease)

Revenues:

Program:

Charges for services S 339,735 S 390,565 $  (50,830)

Operating grants or contributions $ - S - S -
General: $ -
Taxes $ 558,257 $ 584,469 $ (26,212)

Donations S - S 18,000 $  (18,000)

Investment earnings ] -

Other S 22,586 S 18,609 $ 3,977
Total Revenues $ 920,578 $ 1,011,643 $  (91,065)
Program Expenses:

General government $ 477,993 $ 488,068 $  (10,075)
Juducial $ 35,738 $ 74,903 $  (39,165)

Public Safety S 314,789 $ 260,457 S 54,332

Streets and sanitation S 79,019 S 50,035 S 28,984

Culture and recreation S 21,959 S 29,385 S (7,426)

Interest on debt $ 14,526 S 16,606 S (2,080)
Total Expenses S 944,024 S 919,454 $ 24,570
Change in net position $  (23,446) $ 92,189 $ (115,635)
Beginning net position S 2,778,831 $ 2,686,642 $ 92,189
Ending net position $ 2,755,385 $ 2,778,831 S (23,446)

Taxes Comprise 61% and 58% of the City's revenues for the years ended 2015 and 2014, respectively. Taxes include local
option sales tax, property tax, insurance premium tax, alcohol beverage tax, motor vehicle tax and intangibles tax.

Revenues generated from services of the government, primarily from fines and forfeitures, franchise fees, licenses, and
recreation revenues comprise 37% and 38% of the City's revenues for the years ended 2015 and 2014, respectively.
Operating grants and contributions revenue consists primarily of grants received to build the Senior Center and amounts
provided by Whitfield County in accordance with a LOST agreement to supplement officer pay and to sharein utility expense
for the local gym. Program revenue alone covers 36% (42% for 2014) of governmental activities expenses. This means that
the government's taxpayers and the City's other general revenues fund the other 63% of the governmental activities expense
for 2015.



City of Varnell, Georgia
Management’s Discussion and Analysis
December 31, 2015
(Unaudited)

Governmental Functional Expenses

This table presents the cost of each of the City’s programs, including the net costs (i.e., total cost less revenues
generated by the activities). The net costs illustrate the financial burden that was placed on the City’s taxpayers by each
of these functions for the year ended December 31, 2015.

For Governmental Activities

Total Cost Net Cost

of Services of Services
General government S 477,993 $ (343,917)
Judicial $ 35738 S (35,738)
Public Safety $ 314,789 $ (115,575)
Streets and Sanitation $ 79,019 $ (79,019)
Culture and Recreation S 21,959 $ (15,514)
Interest on debt S 14,526 $ (14,526)
Total S 944,024 S (604,289)

0 ! s

Governmental funds are reported in the fund statements with a short-term, inflow and outflow of
spendable resources focus. This information is useful in assessing resources available at the end of
the year in comparison with the upcoming financing requirements. Governmental funds reported
ending fund balances of $482,037.

The total ending fund balances of governmental funds show a net increase of $135,005, a 39%
increase from the prior year.

The General Fund is the City's primary operating fund and the largest source of day-to-day service
delivery. The General Fund's fund balance increased by $130,270. The City has one special revenue
fund. The Confiscated Assets Special Revenue Fund's balance increased by $4,735.



City of Varnell, Georgia
Management’s Discussion and Analysis
December 31, 2015
(Unaudited)

Capital Assets
The City's investment in capital assets as of December 31, 2015 was $2,699,994. See Note 6 for
additional information about changes in capital assets during the calendar year and outstanding

at the end of the year. The following table provides a summary of capital asset activity.

Governme ctivities
2015 2014

Depreciable Assets:

Buildings and improvements $ 2,012,451 $ 2,011,247

Streets $ 16,543,468 $16,516,102

Equipment/furniture $ 42,889 S 33,29

Vehicles S 446,132 S 455,732
Total depreciable assets $ 19,044,940 $19,016,377
Less accumulated depreciation $16,802,134 $ 16,587,768
Book value - depreciable assets S 2,242,806 S 2,428,609
Percentage depreciated 88% 87%
Non-depreciable assets:

Land S 447,588 S 447,588

Construction in progress $ - S -
Total non-depreciable assets S 447,588 $ 447,588
Book value - all assets S 2,690,394 S 2,876,197

Long - Term Debt
At the end of the calendar year, the City had total capital leases and notes outstanding totaling
$418,986. Refer to Note 10 for additional information regarding the City's long-term debt.
Governmental Activities
2015 2014

Long-term debt S 418,986 S 446,900




City of Varnell, Georgia
Management’s Discussion and Analysis
December 31, 2015
(Unaudited)

Budgetary Information

The City of Varnell adopts a budget each year for the General Fund and the special revenue funds. The budget is
amended as necessary throughout the calendar year, as approved by the council.

There were no material variances between the original adopted budget and the final budget for the General Fund.
Confiscated revenue in the Special Revenue Fund and the related expenses are not included in the original budget
because the amount is unknown and management feels it is not appropriate to estimate.

The final budget figures varied from the actual figures in several areas. The General Fund’s total revenues exceeded the
budgeted amount by $118,414. This was due to insurance premium tax revenues exceeding budget by $16,331 and
fines exceeding budget by $73,214 and other revenues such as charges for use of recreation building not being budgeted
at all. The General Fund’s general government function expenditures were $37,221 under budget. This was mainly due
to the City failing to budget for judicial services separately. The General Fund’s judicial function expenditures were over
budget by $35,738, because they were included in the general government budget. The General Fund’s debt service
function expenditures were within budget. The total budgeted expenditures were under budget by $11,856. The net
effect was an excess of revenue over expenditures of $130,270.

Economic Conditions Affecting the City

The City’s annual budget relies heavily on the performance of the local economy. The revenues collected from services
(such as public safety) are fairly consistent and predictable: however, taxes are the product of a strong, or weak,
economy.

Currently Known Conditions Affecting Future Years
The City was awarded a share of the Whitfield County SPLOST funds, which will be paid in the amount of $315,000 lump
sum in the year 2016.

e Plans are to purchase two new Ford Explorers for the police department and a car tag reader for a total of about
$80,000.

e Itis planned to purchase 2 sets of bleachers for the ball fields, landscape around the recycling area, convert the
existing tennis courts into basketball courts and install new playground equipment.

Also in 2016, the City will take over the sole responsibility of the Varnell Cemetery Phase | and |l only
Contacting the City’s Financial Management

This financial report is designed to provide a general overview of the City’s finances, comply with finance-related laws
and regulations, and demonstrate the City’s commitment to public accountability. If you have questions about this
report or would like to request additional information, contact the City of Varnell City Hall at (706) 694-8500.
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City of Varnell, Georgia
Statement of Net Position ‘
For the Year Ended December 31, 2015

Governmental

Assets
Current Assets:

Cash S 424,431

Taxes Receivable $ 16,166

Intergovernmental receivables S 16,675

Other receivables $ 66117

Prepaid expenses $ 11,508
Total current assets $ 534,897
Capital assets:

Nondepreciable capital assets $ 447,588

Depreciable capital assets, net $ 2,242,806
Total capital assets $ 2,690,394
Total assets $ 3,225,291
Liabilities
Current Liabilities:

Accounts payable $ 31,126

Accrued expenses S 9,964

Current portion of note payable $ 28,861
Total current liabilities $ 69,951
Noncurrent liabilities:

Long term portion of note payable $ 390,125
Compensated absences $ 9,830
Total noncurrent liabilities $ 399,955
Total liabilities $ 469,906
Net Position

Net investment in capital assets $ 2,271,408

Restricted for public safety S 14,489

Unrestricted S 469,488
Total net position $ 2,755,385

The accompanying notes are an integral part of these financial statements.
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Functions/Programs
Governmental Activities:
General Government
Judicial
Public Safety
Streets and Sanitation
Culture and recreation
Interest on debt

Total governmental activities

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

City of Varnell, Georgia
Statement of Activities
For the Year Ended December 31, 2015

Program Revenue

Operating

Charges for Grants and
Expenses Services Contributions
$ 477,993 $ 134,076 $ -
$ 35738 $ - $ -
$ 314,789 $ 199,214 S .
$ 79,019 ) - S -
$ 21,959 $ 6445 $ .
$ 14,526 S - S -
S 944,024 $ 339,735 $ -

General revenues:
Intergovernmental - LOST

Property tax
Selective taxes

Investment Earnings

Miscellaneous

Total general revenues

Change in net position

Beginning net position

Ending net position

11

Net {Expense)
Revenue and
Change in
Net Position

Governmental
Activities

(343,917)
(35,738)
(115,575)
(79,019)
(15,514)
(14,526)
(604,289)

W v»-»vn ey n

284,657
103,415
170,185

22,586
580,843

W ¥V Wn

$  (23,446)

$ 2,778,831

>

2,755,385
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City of Varnell, Georgia

Balance Sheet
Governmental Funds
December 31, 2015
Total
Confiscated  Governmental
Assets: General Assets Funds
Current assets:
Cash $ 409,942 $ 1448 $§ 424431
Receivables S - § -
Intergovernmental $ 16,675 $ - S 16,675
Property taxes $ 16,166 $ -8 16,166
Sales taxes S 26,488 3 - S 26,488
Franchise fees S 33,042 S - S 33,042
Fines and forfeitures S 3,426 S - S 3,426
Other S 3,161 $ - $ 3,161
Prepaid expenditures S 11,508 $ - $ 11,508
Total current assets $ 520,408 ) 14,489 § 534,897
Total assets $ 520,408 $ 14489 S5 534,897
Liabilities:
Current liabilities:
Account payable S 31,126 S - S 31,126
Accrued expenditures S 9,964 S - S 9,964
Total current liabilities S 41,090 S - S 41,090
Deferred inflows of resources:
Unavailable revenue S 11,770 ) - S 11,770
Fund Balance
Nonspendable
Prepaid items S 11,508 3 - S 11,508
Restricted for: S -
Public safety - police supplies and equipment S - S 14,489 § 14,489
Unrestricted:
Unassigned S 456,040 S - S 456,040
$ .
Total fund balance S 467,548 S 14,489 S 482,037
Total liabilities and fund balance $ 520,408 $ 14489 § 534,897

The accompanying notes are an integral part of these financial statements.
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City of Varnell, Georgia

Reconciliation of Balance Sheet of Governmental Funds to the Statement of Net Position

December 31, 2015

Total governmental fund balances

Amounts reported for governmental activities in the
statement of net position are different because:

Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds

Cost $19,492,528
Less: accumulated depreciation $16,802,134

Liabilities incurred in governmental activities, including accrued
compensated absences and notes payable are not due and payable
in the current period and therefore are not reported in the funds:

Note payable $ (418,986)
Compensated absences $ (9,830)

Some of the City's revenues will be collected after year-end but are
not available soon enough to pay for the current periods expenditures
and, therefore, are deferred in the funds.

Net position of governmental activities

The accompanying notes are an integral part of these financial statements
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$ 2,690,394

$ (428,816)

$ 11,770

$ 2,755,385



City of Varnell, Georgia
Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds
For the Year Ended December 31, 2015

Total
Confiscated Governmental
Revenues General Assets Funds
Taxes $ 572,244 S - S§ 572,244
Intergovernmental $ 11,387 § - $§ 11,387
Fines and forfeitures $ 199,214 S 199,214
Franchise fees $ 90404 § - $ 9,404
Licenses and permits S 18859 § - § 18859
Charges for services S 6445 S - $ 6445
Donations $ -8 -
Miscellaneous S 17852 $ 4735 S 22,587
Total Revenues $ 916405 S 4,735 S 921,140
Expenditures
Current:
General government $ 302,519 § - $§ 302519
Judicial $ 35738 S - $ 35738
Public safety $ 303,167 $ 303,167
Public works $ 5585 § - § 55805
Culture and recreation S 483 S - S 4803
Capital outlay:
General government $ 41,663 $ 41,663
Debt service:
Principal § 27914 § - $ 27914
Interest $ 14526 S - § 14,526
Total expenditures S 786,136 S - S 786,136
Net change in fund balances $ 130270 $ 4735 S 135,005
Fund balance - beginning $ 337278 $§ 9754 $ 347,032
Fund balance - ending $ 467,548 S 14,480 S 482,037

The accompanying notes are an integral part of these financial statements.
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City of Varnell, Georgia
Reconciliation of the Statement of Revenues and Changes in Fund Balances
Of Governmental Funds to the Statement of Activities
For the Year Ended December 31, 2015

Net change in fund balances 135,005

Amount reported for governmental activities in the
statement of activities are different because:

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets is allocated
over their estimated useful lives as depreciation expense. This is the amount
by which capital outlay exceeded depreciation expense in the current period.
Depreciation expense (227,466)
Capital outlay, net 41,663 {185,803)

Repayment of note principal is an expenditure in the governmental funds,
but the repayment reduces long-term liabilities in the statement of net position. 27,914

Revenues in the Statement of Activities that do not provide current financial
resources are not reported as revenues in the funds. These include recognition
of unavailable deferred inflows:
Net change in deferred inflows (562)

Compensated absences reported in the statement of activities do not
require the use of current financial resources and therefore are not
reported as expenditures in governmental funds.
net change in accrued liability -

Change in net position 23,446)

The accompanying notes are an integral part of these financial statements.
15



Revenues
Property Taxes
Sales tax
Motor vehicle tax
Insurance premium tax
Alcohol beverage tax
Fines and forfeitures
Intergovermental
Franchise fees
Licenses and permits
Charges for services
Miscellaneous

Total Revenues

Expenditures
Current:
General government
Judicial
Public safety
Public works

Culture and recreation

Capital outlay:
General government
Debt service:
Principal
Interest
Total expenditures

Net change in fund balances
Fund balance - beginning

Fund balance - ending

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

City of Varnell, Georgla
Statement of Revenues, Expenditures, and Changes in Fund Balances
Budget and Actual - General Fund

For the Year Ended December 31, 2015

Original

Budget
106,000
286,000
38,000
87,500
42,000
126,000
13,391
84,300
14,800

s -

$ 797,991

YUV v nn

$ 303,740
$ -
$ 313,060
$ 67,445
$ 6,306
$ 65,000
$ 27,914
S 14,526
$ 797,991
$ -
S 337,278
$ 337,278

Final
Budget Actual Yariance
$ 106,000 $ 103,977 $ (2,023)
$ 286,000 $ 284,657 $ (1,343)
$ 38,000 $ 35980 S (2,020)
$ 87,500 $ 103,831 $ 16,331
$ 42,000 $ 43,799 $ 1,799
$ 126,000 $ 199,214 $ 73214
$ 13,391 $ 11,387 $ (2,004)
$ 84,300 $ 90,404 $ 6,104
$ 14,800 $ 18,859 $ 4,059
$ - $ 6,445 $ 6,445
$ - $ 17,852 $ 17,852
$ 797,991 $ 916,405 $ 118414
$ 339,740 $ 302519 $ 37221
$ - $ 35,738 $  (35,738)
$ 290,060 $ 303,167 $ (13,107)
$ 88,245 $ 55,805 $ 32,440
S 6,306 $ 4,803 $ 1,503
$ 31,200 $ 41,663 $ (10,463)
$ 27914 $ 27914 $ .
$ 14,526 $ 14526 $ -
$ 797,991 $ 786,135 $ 11,856
$ - $_ 130,270 $ 130,270
$ 337,278 $ 337,278 $ -
$ 337,278 $ 467,548 $ 130,270

16
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City of Varnell, Georgia
Notes to Financial Statements
December 31, 2015

Note 1. Summary of Significant Accounting Policies

The City of Varnell, Georgia operates under a Mayor-Council form of government and provides the following
services as authorized by its charter: public safety, streets and sanitation, culture and recreation, public
improvements, planning and zoning, and general administrative services.

The financial statements of the City of Varnell, Georgia have been prepared in conformity with generally
accepted accounting principles (GAAP) as applied to government units. The Governmental Accounting Standards
Board (GASB) is the accepted standard-setting body for establishing governmental accounting and financial
reporting principles.

Reporting Entity

The reporting entity is comprised of the primary government and other organizations that are included to
ensure that the financial statements are not misleading. The primary government of the City consists of all
funds, departments, boards, and agencies that are not legally separate from the City. The entity includes the
legal entity, the City of Varnell, Georgia.

Component units are legally separate organizations for which the City is financially accountable. The City is
financially accountable for an organization’s governing board and (1) the City is able to significantly influence the
programs or services performed or provided by the organizations; or (2) the City is legally entitled to or can
otherwise access the organization’s resources; the City is legally obligated or has otherwise assumed the
responsibility to finance the deficits of, or provide financial support to, the organization; or the City is obligated
for the debt of the organization. Component units also may include organizations that are fiscally dependent on
the City in that the City approves the budget, levies their taxes or issues their debt. Based upon the application
of these criteria no potential component units exist.

Under Georgia law, the City, in conjunction with other cities and counties in the region, is a member of the
Northwest Georgia Regional Commission (“NWGRC”) and is required to pay annual dues thereto. The City
utilizes the NWGRC for projects such as performing planning and administrative services. During its year ended
December 31, 2015, the City paid $1,768 in dues to the NWGRC. Membership in a NWGRC is required by the
Official Code of Georgia Annotated (OCGA) Section 50-8-34 which provides for the organizational structure of
the NWGRC in Georgia. The NWGRC Board membership includes the chief elected official of each county and
municipality of the area. OCGA 50-8-39.1 provides that the member governments are liable for any debts or
obligations of the NWGRC. Separately issued financial statements may be obtained from the Northwest Georgia
Regional Commission, PO Box 1798, Rome, Georgia 30162.
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City of Varnell, Georgla
Notes to Financial Statements
December 31, 2015

Note 1. Summary of Significant Accounting Policies — continued
Basis of Presentation

The City’s basic financial statements consist of government-wide statements, including a statement of net position
and a statement of activities, and fund financial statements, which provide a more detailed level of financial
information.

Government-wide Financial Statements — The government-wide financial statements include the statement of net
position and the statement of activities. These statements report financial information for the City as a whole.
individual funds are not displayed at this financial reporting level. These statements present governmental activities,
which are generally supported by taxes, fines and intergovernmental revenues.

The statement of net position presents the financial position of the governmental activities of the City at year end.

The statement of activities presents a comparison between direct expenses and program revenues for each function
of the City’s governmental activities. Direct expenses are those that are specifically associated with a function and
therefore are clearly identifiable to that particular function. The City does not allocate indirect expenses to functions
in the statement of activities.

The statement of activities reports the expenses of a given function offset by program revenues directly connected
with the financial program. A function is an assembly of similar activities and may include portions of a fund or
summarize more than one fund to capture the expenses and program revenues associated with a distinct functional
activity. Program revenues include: (1) charges for services, which includes fees and other charges to users of the
City’s services, (2) operating grants and contributions which finance annual operating activities including restricted
investment income, and (3) capital grants and contributions which fund the acquisition, construction, or rehabilitation
of capital assets. These revenues are subject to externally imposed restrictions to these programs uses. For identifying
to which function program revenue pertains, the determining factor for charges for services is which the function
generates the revenue. For grants and contributions, the determining factor is to which functions the revenues are
restricted.

Other revenue sources not properly included with program revenues are reported as general revenues of the City.
The comparison of direct expenses with program revenues identifies the extent to which each governmental function
and each identifiable business activity is self-financing or draws from the general revenues of the City.

Fund Financial Statements - During the year, the City segregates transactions related to certain City functions or
activities in separate funds in order to aid financial management and to demonstrate legal compliance. Fund financial
statements are designed to present financial information of the City at this more detailed leve!. Fund financial
statements are provided for governmental funds. Major individual governmental funds are reported in separate
columns.
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City of Varnell, Georgia
Notes to Financial Statements
December 31, 2015

Note 1. Summary of Significant Accounting Policies -~ continued

Fund Accounting - The City uses funds to maintain its financial records during the year. A fund is a fiscal and
accounting entity with a self-balancing set of accounts. The City has two governmental funds.

Governmental Funds — Governmental funds are those through which most governmental functions typically are
financed. Governmental fund reporting focuses on the sources, uses and balances of current financial resources.
Expendable assets are assigned to the various governmental funds according to the purposes for which they
may or must be used. Fund liabilities are assigned to the fund from which they will be liquidated. The City
reports the difference between governmental fund and assets and liabilities as fund balance. The City’s
governmental funds include two major funds.

Major Governmental Funds — The General Fund is the general operating fund of the City. It is used to account for
all financial resources except those required to be accounted for in another fund.

Nonmajor Governmental Funds - The City’s nonmajor governmental funds include one special revenue fund —
confiscated asset fund. Although this fund is considered nonmajor, it is presented as a major fund as it is
considered significant to financial statement users. This fund is used to account for assets confiscated during
arrests for illegal activities. These funds can be used by the Police Department to purchase equipment they
need or used to finance special investigations. A budget is not prepared for this non-major fund.

Measurement Focus

Government-wide Financial Statements — The government-wide financial statements are prepared using the
economic resources measurement focus. All assets and all liabilities associated with the operation of the City are
included on the statement of net position. The statement of activities reports revenues and expenses.

Fund Financial Statements — The governmental fund is accounted for using a flow of current financial resources
measurement focus. With this measurement focus, only current assets and current liabilities are included on the
balance sheet. The statement of revenues, expenditures, and changes in fund balances reports the sources (i.e.,
revenues and other financing sources) and uses (i.e., expenditures and other financing uses) of current financial
resources. This approach differs from the manner in which the governmental activities of the government-wide
financial statements are prepared. Governmental fund financial statements therefore include a reconciliation
with brief explanations to better identify the relationship between the government-wide statements and the
governmental fund statements.
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City of Varnell, Georgia
Notes to Financial Statements
December 31, 2015

Note 1. Summary of Significant Accounting Policies - continued
Budgets and Budgetary Accounting

The City of Varnell adopts a budget each year for the General Fund and the special revenue funds which are
made public prior to enactment and prior to December 1st. The hearing date is published and the budgets are
made available for public inspection at City Hall. They are enacted through passage of an ordinance. The budgets
for the General Fund and the special revenue funds are adopted on a basis consistent with generally accepted
accounting principles (GAAP). The budget is amended as necessary throughout the calendar year, as approved
by the council. All annual appropriations lapse at year end. The legal level of budgetary control is at the
department level.

The Statements of Revenues, Expenditures, and Changes in Fund Balances — Budget and Actual for the General
Fund present a comparison of budgetary data to actual results of operations for which annual operating budgets
are legally adopted. These funds utilize the same basis of accounting for both budgetary purposes and actual
results.

Basis of Accounting

The basis of accounting determines when transactions are recorded in the financial records and reported on the
financial statements. Government-wide financial statements are prepared using the accrual basis of accounting.
At the fund reporting level, the governmental fund uses the modified accrual basis of accounting. Differences in
the accrual and the modified accrual basis of accounting arise in the recognition of revenue, in the recording of
deferred revenue, and in the presentation of expenses versus expenditures.

Revenues ~ Exchange Transactions — Revenue resulting from exchange transactions in which each party gives
and receives essentially equal value is recorded on the accrual basis when the exchange takes place. On the
modified accrual basis, revenue is recorded when the exchange takes place and in the year in which the
resources are measurable and become available. Available means that the resources will be collected within the
current calendar year or are expected to be collected soon enough thereafter to be used to pay liabilities of the
current year. For the City, the phrase “available for exchange transactions” means expected to be received
within 60 days of year-end.

Revenues — Nonexchange Transactions — Nonexchange transactions in which the City received value without
directly giving equal value in return include grants and donations. On an accrual basis, revenue from sales tax is
recognized in the period in which the taxable sale takes place. Revenue from grants and donations is recognized
in the year in which all eligibility requirements have been satisfied. Eligibility requirements include timing
requirements, which specify the year when the resources are required to be used or the year when use is first
permitted, matching requirements, in which the City must provide local resources to be used fora specified
purpose, and expenditure requirements, in which the resources are provided to the City on a reimbursement
basis. On the modified accrual basis, revenue from nonexchange transactions also must be available (i.e.,
collected within 60 days) before it can be recognized.
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City of Varnell, Georgla
Notes to Financial Statements
December 31, 2015

Note 1. Summary of Significant Accounting Policies — continued

Basis of Accounting — continued
Under the modified accrual basis, the following revenue sources are considered to be susceptible to accrual:
property taxes, municipal court fines and state grants.

Deferred/Unearned Revenue ~ Deferred revenue arises when assets are recognized before revenue recognition
criteria have been satisfied.

On governmental financial statements, which are reported using the modified accrual basis, receivables that will
not be collected within the available period have been reported as deferred revenue (they are measureable but

not available) rather than as revenue. Grants and entitlements received before the eligibility requirements are
met also are recorded as deferred revenue. Deferred revenue is classified as unearned revenue on the

government-wide Statement of Net Position.
Expenses/Expenditures — On the accrual basis of accounting, expenses are recognized at the time they are

incurred. On the modified accrual basis, expenditures generally are recognized in the accounting period in which
the related fund liability is incurred and due, if measurable.

Cash, Cash Equivalents, and Investments

Cash and cash equivalents include amounts in demand deposits, cash on hand, and short-term investments with
a maturity date three months or less of the date acquired by the City. State statuses authorize the government
to invest in obligations of the U.S. Treasury, commercial paper, corporate bonds and repurchase agreements.
Investments are stated at cost, which approximates fair value.

Interfund Balances

On the fund financial statements, receivables and payables resulting from short-term interfund loans are
classified as interfund receivables and payables. These amounts are eliminated in the governmental columns of
the statement of net position.

Prepaid Items

Payments made to vendors for goods and services that will benefit periods beyond the end of the calendar year
and prepaid deposits are recorded as prepaid items. The expense is recognized during the benefitting period.
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City of Varnell, Georgia
Notes to Financial Statements
December 31, 2015

Note 1. Summary of Significant Accounting Policies — continued

Capital Assets

General Capital Assets — These assets generally result from expenditures in governmental funds. The City reports
these assets in the governmental activities column of the government-wide statement of net position but does not
report these assets in the governmental fund financial statements.

All capital assets are capitalized at cost {or estimated historical cost) and updated for additions and retirements
during the year. Donated capital assets are recorded at their fair market values as of the date received. The City does
not maintain a capitalization threshold. The City’s infrastructure consists primarily of roads. Improvements to capital
assets are capitalized. The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend an asset’s life are expensed.

All reported capital assets are depreciated except for land, right-of-ways, and construction in progress. Improvements
are depreciated over the remaining useful lives of the related capital assets. Useful lives for infrastructure were
estimated based on the City’s historical records of necessary improvements and replacement. Depreciation is
computed using the straight-line method over the following useful lives:

Description Estimated Lives Governmental Activities
Buildings 20-40 years

Building Improvements 20-40 years

Streets 20 years

Equipment 5-10 years

Furniture 5-10 years

Vehicles 5-7 years

At the inception of capital leases at the governmental fund reporting level, expenditures and an “other financing
source” of an equal amount are reported at the net present value of future minimum lease payments.

Accrued Liabilities and Long-term Obligations

All payables and accrued liabilities are reported in the government-wide financial statements. In general,
governmental fund payables and accrued liabilities that, once incurred, are paid in a timely manner and in full from
current financial resources are reported as obligations of these funds. However, compensated absences that will be
paid from governmental funds are reported as a liability in the fund financial statements only to the extent that they
are “due for payment” during the current year.
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City of Varnell, Georgia
Notes to Financial Statements
December 31, 2015

Note 1. Summary of Significant Accounting Policies - continued

Net Position and Fund Balances
The City’s net position on the government-wide statement net position is classified as follows:

Net investment in capital assets — This represents the City’s total investment in capital assets, net of outstanding debt
obligations related to those capital assets. To the extent debt has been incurred but not yet extended for capital
assets, such amounts are not included as a component of invested in capital assets, net of related debt.

Restricted net position — These represent resources for which the City is legally or contractually obligated to spend
resources for continuation of federal programs, debt service, and capital projects in accordance with restrictions
imposed by external third parties.

Unrestricted net position — Unrestricted net position represents resources derived from sales taxes, grants and
contributions not restricted to specific programs, charges for services, and miscellaneous revenues. These resources
are used for transactions relating to general operations of the City, and may be used at the discretion of the City
Council to meet current expenses for those purposes.

The City implemented Government Accounting Standards Board (GASB) Statement No. 54, Fund Balance Reporting
and Governmental Fund Type Definitions as of December 31, 2012. This new standard changed the overall definitions
and classifications of governmental fund balance. Fund equity at the governmental fund financial reporting level is
classified as “fund balance”. Generally, fund balance represents the difference between the assets and liabilities
under the current financial resources measurement focus of accounting. In the fund financial statements,
governmental funds report fund balance classifications that comprise a hierarchy based primarily on the extent to
which the City is bound to honor constraints on the specific purposes for which amounts in those funds can be spent.

The City’s fund balances are classified as follows:

1) Non-spendable Fund Balance — Non-cash assets such as inventories or prepaid items.

2) Restricted Fund Balance - Funds with limitations imposed on their use by external restrictions imposed by
creditors, grantors, or laws or regulations of other governments.

3) Committed Fund Balance — Amounts that can only be used for specific purposes pursuant to a majority vote of
the City Council, the City’s highest level of decision making authority, by resolution or contractual obligation.
Commitments may only be modified or rescinded by a majority vote of the Council.

4) Assigned Fund Balance — Amounts intended by the City Council for specific purposes may be assigned by the city
ambassador under the authorization of the City Council. Equity amounts reported in special revenue funds, and
debt service funds not otherwise classified as nonspendable, restricted, or committed shall constitute
assignments of fund balance.

5) Unassigned Fund Balance - Residual spendable fund balance after subtracting all above amounts
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City of Varnell, Georgia
Notes to Financial Statements
December 31, 2015

Note 1. Summary of Significant Accounting Policies - continued

Non-spendable fund balances and restricted fund balances are considered restricted net position on the statement of
net position. Committed, assigned, and unassigned fund balances are considered unrestricted net position on the
statement of net position.

When expenditures are incurred by the City that would qualify for payment with either restricted or unrestricted
funds, it will be paid from restricted funds. When an expenditure Is incurred that qualifies for payment from one of
the three unrestricted fund balances categories, it will be applied in the following order: committed, assigned, then
unassigned.

Deferred Outflows/Inflows of Resources

The City implemented GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred
Inflows of Resources, and Net Position and No. 65, Items Previously Reported as Assets and Liabilities, as of January 1,
2012. These new standards establish accounting and financial reporting for deferred outflows/inflows of resources
and the concept of net position as the residual of all other elements presented in a statement of financial position.

In addition to assets, the statement of financial position will sometimes report a separate section for deferred
outflows of resources. This separate financial statement element, deferred inflows of resources, represents a
consumption of net position that applies to a future period and so will not be recognized as an outflow of resources
(expense/expenditure) until then. The government has no items that qualify for reporting in this category.

In addition to liabilities, the statement of financial position will sometimes report a separate section for deferred
inflows of resources. This separate financial statement element, deferred inflows of resources, represents an
acquisition of net position that applies to a future period and so not will be recognized as an inflow of resources
(revenue) until then. The government has no items that qualify for reporting in this category.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements. Estimates also affect the
reported amounts of revenues and expenses during the year. Actual results could differ from those estimates.

Reclassifications

Certain reclassifications have been made to prior year amounts in order to the current year presentation. The
reclassifications do not have a material effect on the financial statements.

24



City of Varnell, Georgia
Notes to Financial Statements
December 31, 2015

Note 2. Stewardship, Compliance, and Accountability

Budgetary Information

The City adopts an annual operating budget for the General Fund and the special revenue funds. The annual budgets
are adopted on a basis consistent with GAAP. The legal level of control {the level at which expenditures may not
legally exceed appropriations) for each adopted annual operating budget is at the department/function level within
each individual fund. All unexpended annual appropriations lapse at year-end.

Immaterial Violations of Finance-Related Legal and Contractual Provisions

The City had immaterial expenditures in excess of budgeted applications. The final budget figures varied from the
actual figures in several areas. The general government function of the General Fund was under budget by $37,221.
This was primarily due to including the Judicial Services in general government. The judicial function of the General
Fund was over budget by $35,738, because it was not budgeted separately. The culture and recreation function of the
General Fund was under budget by $1,503, because it was omitted since the county has taken over the financing of
the recreation activities. The debt service function of the General Fund was within budgeted amounts overall. The
City plans to adequately amend their budget as circumstances change in coming years.

Note 3. Cash

The City does not have a formally adopted deposit and investment policy that limits the government’s allowable
deposits or investments and addresses the specific types of risk to which the government is exposed. Custodial credit
risk for deposits may not be returned to it. The City does not have a deposit policy for custodial credit risk, but is
bound by State of Georgla law that requires collateralization of 110% of the fair value of the deposits in excess of
federal depository insurance for governmental entities. As of December 31, 2015, the City held bank balances of
$424,431, all of which was adequately insured and collateralized by securities held by the pledging financial
institution.

Note 4. Receivables

Receivables at December 31, 2015 consist of taxes, franchise fees, and fines and forfeitures. Receivables and payables
are recorded on the City’s financial statements to the extent that the amounts are determined to be material and
substantiated not only by supporting documentation, but also by a reasonable, systematic method of determining
their existence, completeness, valuation, and in the case of receivables, collectability.

Note 5.Property Tax and Taxes Receivable

Whitfield County tax assessor’s office assesses property values, bills and collects property taxes. Tax revenues are
recognized when levied to the extent they result in current receivables.

Property taxes are levied as of January 1 on property values assessed as of the same date. The tax bills are mailed on
October 20 and are considered due upon receipt by the taxpayer; however, the actual due date is based on a period
ending sixty days after the tax billing. After December 20, the bill becomes delinquent and penalties and interest may
be assessed by the government. If the tax is unpaid after ninety days from due date, a lien is placed against the
property.
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City of Varnell, Georgia
Notes to Financial Statements
December 31, 2015

Note 5.Property Tax and Taxes Receivable (continued)

Taxes receivable at December 31, 2015 consists of property taxes collected within sixty days of year end. Uncollected
taxes for the current year levy have been deferred to the extent that they were not collected within sixty days of year
end. The total received within sixty days of year end was $4,313.

Note 6. Capital Assets
Governmental activities capital asset activity for the year ended December 31, 2015 was as follows:
Balance at Reclass- Balance at

Capital assets not being depreciated:

Land $ 447,588 S - [ - S - $ 447,588
Construction in progress $ - 8 -5 - 3 - $ -
Total capital assets not being depreciated $ 447588 S - $ -5 - $ 447,588

Other capital assets:

Buildings and improvements $ 2,011,247 $ 1,208 § - § - $ 2,012,451

Streets $16516,002 $ 27366 S - 8 - $ 16,543,468

Equipment/furniture [ 33,296 $ 13,093 § - $ (3,500) $ 42,889

Vehicles $ 455,732 $ - $ - $ {9,600) $ 446,132
Total other capital assets $ 19,016,377 $ 41663 $ - $  (13,100) $ 19,044,940
Total cost $ 19,463,965 $ 41,663 $ - $ {13,100) $ 19,492,528
Accumulated depreciation:

Buildings and improvements $ 449,832 $ 45095 $ - $ - $ 494,927

Streets $15,717,199 $ 146,428 $ -8 - $ 15,863,627

Equipment/Furniture $ 24,342 [ 3945 § - $ (3,500) [ 24,787

Vehicles $ 396395 § 31,998 S - $ (9600) $ 418,793
Total accumulated depreciation: $ 16,587,768 S 227466 S - §  (13,100) $ 16,802,134
Governmental activities capital assets, net $ 2,876,197 $ (185,803) $ - $ - $ 2,690,394
Government activities depreciation expense:

General government S 175474

Public safety $ 11,622

Streets and sanitation $ 23,214

Culture and recreation $ 17,156
Total governmental activities depreciation expense $ 227,466
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City of Varnell, Georgia
Notes to Financial Statements
December 31, 2015
Note 7. Compensated Absences

Employees of the City of Varnell are entitled to paid vacations and sick days depending on the length of the

service. Therefore, employees are entitled to accumulate vacation and sick days. The accrued compensated

absence liability at December 31, 2015 was $9,830. The liability will be liquidated by the General Fund.
Note 8. Operating Leases

The City has no operating leases at December 31, 2015 whose terms extend beyond one year.
Note 9. Long-Term Debt
Capital Leases

There was no capital lease activity in 2015.

Notes Payable

The City financed the construction of the new City Hall through a note payable. The principal sum of the note is
$500,000 and is due in monthly installments of $3,537, including interest at 3.3%, through December 2027.

The note is secured by an interest in the City Hall facility and land. Note payable debt service requirements to
maturity are as follows:

2015
Principal Interest Total

2016 $ 2881 $ 13579 $ 42,440
2017 $ 29812 $ 12598 $ 42,440
2018 $ 3086 S 11,584 $ 42,440
2019 $ 31,904 S 10536 S 42,440
2020 $ 32988 S 9452 $ 42,440
2021-2025 $ 182545 § 29655 $ 212,200
2026-2027 $ 8190 S 289 S 84879
$ 418986 $ 90,293 S 509,279

Line of Credit

The City maintains a line of credit with a bank. The line was increased to $150,000 from $100,000 in

October 2012. The line is unsecured. Interest expense is paid monthly. The line expired on November

14, 2013 and the City was granted an extension of time to pay off the balance, and the line was paid off effective
October 14, 2014. The interest is calculated at prime rate plus 3.75%. The line of credit balance was $0 at
December 31, 2015.
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City of Varnell, Georgia
Notes to Financial Statements
December 31, 2015

Note 9.Long-Term debt - continued

The purpose of the short term debt was to finance some of the construction of the new City Hall until the
permanent financing was funded.

The City’s long-term obligations consisted of the following at December 31, 2015

Outstanding at Outstanding at Dueinone
12/31/2014 Additions Reductions 12/31/2015 VYear

Notes payable S 446,900 § - $ 27914 S 418,986 S 28861
Capital leases S - $ - S - S -
Line of credit S - S - $ - $ -
Compensated absences $ 980 - S - $ 980 $ -
Total $ 456,730 S - S 27,914 S 428,816 S 28,861
Note 10. Risk Management

The City is exposed to various risks of losses related to torts, thefts of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. The City has joined together with other
municipalities in the state as part of the Georgia Interlocal Risk Management Agency Property and Liability
Insurance Fund and the Georgia Municipal Association Group Self-insurance Workers Compensation Fund,
public entity risk pool currently operating as a common risk management and insurance program for member
local governments.

As part of these risk pools, the City is obligated to pay all contributions and assessments as prescribed by the
pools, to cooperate with the pool’s agents and attorneys, to follow loss reduction procedures established by the
funds, and to report as promptly as possible, and in accordance with any coverage descriptions issued, all
incidents which could result in the funds being required to pay any claim of loss. The City is also to allow the
pool’s agents and attorneys to represent the City in investigation, settlement discussions and all levels of
litigation arising out of any claim made against the City within the scope of loss protection furnished by the
funds.

The funds are to defend and protect the members of the funds against liability or loss as prescribed in the
member government contract and in accordance with the worker’s compensation law of Georgia. The funds are
to pay all cost taxed against members in any legal proceeding defended by the members, all interest accruing
after entry of judgment, and all expenses incurred for investigation, negotiation or defense. There were no
significant reductions in insurance coverage in relation to the prior year. For the years ended 2015, 2014, 2013,
2012, and 2011, there were no settlements in excess of insurance coverage.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

Honorable Mayor and Members of the City Council
City of Varnell, Georgia

We have audited, in accordance with the auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Governmental Auditing Standards issued by the Comptroller
General of the United States, the financial statements of the governmental activities and each major fund of the City of
Varnell, Georgia as of and for the year ended December 31, 2015, and the related notes to the financial statements,
which collectively comprise the City of Varnell, Georgia’s basic financial statements and have issued our report thereon
dated May 29, 2016.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City of Varnell Georgia’s internal
control over financial reporting to determine the audit procedures that are appropriate in the circumstances for the
purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the City of Varnell, Georgia’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the City of Varnell, Georgia’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was not
designed to identify all deficiencies in internal control that might be material weaknesses or significant deficiencies and
therefore, material weaknesses or significant deficiencies may exist that were not identified. However, as described in
the accompanying schedule of findings, we identified certain deficiencies in internal control that we consider to be
significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal control
such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will not be
prevented, or detected and corrected on a timely basis. We did not identify any deficiencies that we considered material
weaknesses.
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A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charge with governance. We consider the
deficiencies described in the accompany schedule of findings and responses to be significant deficiencies. (2015-001,
2015-002, 2015-003)

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Varnell, Georgia’s financial statements are free
from 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.

City of Varnell, Georgia’s Response to Findings

The City of Varnell, Georgia’s response to the findings identified in our audit is described in the accompanying schedule
of findings and responses. City of Varnell, Georgia’s response was not subjected to the auditing procedures applied in
the audit of the financial statements and, accordingly we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity's internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards in
considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any other

purpose.

B. Rodney Crowe, CPA
5, Gurwe, crPA
Ringgold, Geotgia

May 29, 2016

30



CITY OF VARNELL, GEORGIA
Schedule of Findings and Responses
December 31, 2015

SUMMARY OF AUDITOR’S RESULTS
Opinion on financial Statements:

Unmodified opinion issued on the financial statements in accordance with auditing standards generally accepted
in the United States of America and Government Auditing Standards issued by the Comptroller General of the
United States of America '

Internal Control Significant Deficiencies:
During the audit of the financial statements, three deficiencies in internal controls were disclosed.

FINDINGS RELATED TO THE FINANCIAL STATEMENTS WHICH ARE REQUIRED TO BE REPORTED IN ACCORDANCE WITH
GENERALLY ACCEPTED GOVERNMENT AUDITING STANDARDS

INTERNAL CONTROL:
Finding 2015-001 ~ Inadequate segregation of duties.

Criteria: Government Auditing Standards Chapter A.06 {h) states that, “inadequate controls for the safeguarding
of assets” is a control deficiency.

Condition: Inadequate segregation of duties.

Cause: An employee who is assigned the responsibility of recording the deposits into the general ledger should
not also reconcile the bank statement and make the bank deposit.

Effect: Inadequate segregation of duties makes the government more susceptible to fraud.

Recommendation: Since the City is unable to hire more employees to increase segregation of duties,
management oversight of accounting functions in imperative.

Management’s Responses: We concur. View of responsible officials and planned corrective actions: The City
Manager will perform and sign off on the bank reconciliation.
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CITY OF VARNELL, GEORGIA
Schedule of Findings and Responses (continued)
December 31, 2015

Finding 2015-002 - No deposit, investment, or other related policies have been adopted by the Council.

Criteria: Government Auditing Standards Chapter A.06 (b) states that, “ineffective oversight by those charged
with governance of the entity’s financial reporting, performance reporting, or internal control, or an ineffective
overall governance structure” is a control deficiency. -

Condition: No deposit, investment, or other related policies have been adopted by the Council.
Cause: There is no deposit, investment, or other related policies.

Effect: Failure to maintain official policies regarding deposits and investment could result in the City obtaining
deposits in accounts not approved by the state and not earning appropriate returns.

Recommendation: The Council should adopt official deposit and investment policies.

Management’s Responses: We concur. View of responsible officials and planned corrective actions: The City
Council will explore policies, pursue implementation, and adopt an investment policy in 2016.

Finding 2015-003 — Accounts are not reconciled to supporting Courtware software system.

Criteria: Government Auditing Standards Chapter A.06 (h) states that, “inadequate controls for the safeguarding
of assets” is a control deficiency.

Condition: Accounts are not reconciled to supporting Courtware software system.

Cause: Reconclliations should be performed on a timely basis to make management aware as soon as possible
of any discrepancies in the court reporting records.

Effect: Not reconciling the municipal fines received to the general ledger affords greater risk of
misappropriation or material misstatement.

Recommendation: Periodic reconciliations of the Courtware system should be made to the general ledger.

Management’s Response: We concur. View of responsible officials and planned corrective actions:
Reconciliations will be performed on a timely basis. In 2016, the City is adopting a procedure to reconcile to
Courtware.
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CITY OF VARNELL, GEORGIA
Schedule of Prior Audit Findings
December 31, 2015
Finding 2013-003 Condition: No deposit, investment, or other related policies have been adopted by the Council.
Still in effect

Finding 2013-004 Condition: Accounts are not reconciled to supporting Courtware software system.

Still in effect.
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The Cit)’ of Varnell Mayor Anthony Hulsey

> O Drawer C Council Members
Varnell, GA 30756 Sheldon Fowler (Mayor Pro Tempore)
(706) 694-8800 David Owens  Jan Pourquot
FAX (706) 694-2150 Andrea Gordy  Ashlee Godfrey

June 30, 2016

Edward Blaha, Director
Department of Audits and Accounts
254 Washington Street, SW
Atlanta, GA 30534-8400

Dear Mr. Blaha:

The corrective action plan for our December 31, 2015 audit is as follows:

2015-001 Condition: Inadequate segregation of duties.

We concur. We are making every effort to correct the areas as noted. Specifically, | as City Manager, will reconcile on a
timely basis, the bank statements with the General Ledger, and sign off on the bank statement reconciliation.

2015-002 Condition: No deposit, investment, or other related policies have been adopted by the Council.

We concur. The Council in 2016 is adopting an investment policy.

2015-003 Condition: Accounts are not reconciled to supporting Courtware software system.

We concur. In 2016 the City is adopting a procedure to perform reconciliations on a timely basis to the Courtware
system.

Thank you for your attention to this matter.
Respectfully submitted,

CITY OF VARNELL, GEORGIA

)d@?_ Ol —

M|ke Brown
City Manager
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