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INDEPENDENT AUDITORS' REPORT

To: City Council and Mayor
City of Jeannette

We have audited the accompanying primary government financial statements — cash basis of the
governmental activities, each major fund and the aggregated remaining fund information of the City of
Jeannette (City), as of December 31, 2010, 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 an opinion 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 prepares its financial statements on the cash basis of accounting
which is a comprehensive basis of accounting other than accounting principles generally accepted in the
United States of America.

The financial statements referred to above do not include the City’s Police and Firemen’s
Pension Funds which should be included in order to conform with accounting principles generally
accepted in the United States of America. The Police Pension net assets are estimated to be n excess of
$5,400,000 at December 31, 2010, and the Firemen’s Pension net assets are estimated to be in excess of
$660,000 at December 31, 2010.

The financial statements referred to above include only the primary government of the City
which consists of all funds, organizations, institutions, agencies, departments and offices that comprise
the City’s legal entity. The financial statements do not include financial data for the City’s legally
separate component unit, the City of Jeannette Municipal Authority, which accounting principles
generally accepled in the United States of America, as applied to the City’s cash basis of accounting,
require this to be reported with the financial data of the City’s primary government. As a result, the
financial statements do not purport to and do not present fairly the cash basis financial position of the
reporting entity of the City, as of December 31, 2010, and the changes in its cash basis financial position
for the year then ended in conformity with the basis of accounting described in Note 1. The City of
Jeannette Municipal Authority's assets are estimated to be in excess of $14,100,000 at December 31,
2010 and its liabilities are estimated to be in excess of $8,600,000 at December 31, 2010.
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In our opinion, except for the omission of the City’s Police and Firemen’s Pension Funds as
discussed in the fourth paragraph and the omission of the City of Jeannette Municipal Authority’s
financial data as discussed in the fifth paragraph, the financial statements referred to above present fairly,
in all material respects, the respective cash basis financial position of the governmental activities, each
major fund and the aggregate remaining fund information for the primary government of the City, as of
December 31, 2010, and the respective changes in the cash basis financial position thereof and the
respective budgetary comparison for the General Fund for the year then ended in conformity with the
basis of accounting described in Note 1.

In accordance with Government Auditing Standards, we have also issued our report dated
February 14, 2012 on our consideration of the City’s internal control over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts and grants 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 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 the audit
performed in accordance with Government Auditing Standards and should be considered in assessing the
results of our andit.

The Management’s Discussion and Analysis on pages 3 through 8§, the budget comparison on
page 12 and the pension information on pages 26 through 28 arc not a required part of the financial
statements but are 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 supplementary
information. However, we did not audit the information and express no opinion on it.

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

'Dp%ﬂ _1', [;"V”’“/ L2429

Greensburg, Pennsylvania
February 14, 2012



CITY OF JEANNETTE

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2010

As management of the City of Jeannette (City), we offer our residents, elected officials, employees and
other interested parties this narrative overview and analysis of the financial activities of the City for the
fiscal year ended December 31, 2010. For purposes of this discussion and analysis, “City” refers to the
primary government only. The goal of this Management’s Discussion and Analysis is designed to (1)
assist the reader in focusing on significant financial issues, (2) provide an overview of the City’s
financial activity, (3) identify changes in financial position, (4) identify any material deviations from the
approved budget, and (5) identify individual fund issues or concerns.

City management encourages all readers to consider the information presented here in conjunction with
the financial statements that we have furnished and the accompanying notes that follow in order to obtain
a thorough understanding of the City’s financial condition at December 31, 2010.

FINANCIAL HIGHLIGIUTS

e The City is presenting primary government financial statements as financial data of the
City’s component unit; the City of Jeannette Municipal Authority is not presented.

e As described in the notes to the primary government financial statements (financial
statements), the City prepares its financial statements on the cash basis of accounting.

o The City’s net assets increased $691,518 during fiscal year 2010 or 35%.

o Unrestricted net assets were $380,212 at December 31, 2010. These assets may be used
to meet the City’s ongoing obligations to residents and creditors.

e The City’s real estate property tax rate for fiscal year 2010 is 32.62 mills.

e At December 31, 2010, the City had $2,605,000 of general obligation debt outstanding.
This represents an increase of $395,000 from the previous fiscal year.

e The total fund balance of the General Fund on December 31, 2010 was $380,212. This
fund balance is unreserved and is available for spending at the City’s discretion.

OVERVIEW OF FINANCIAL STATEMENTS

This Management’s Discussion and Analysis is intended to serve as an introduction to the City’s basic
financial statements. The City’s financial statements are comprised of three components: (1)
government-wide financial statements, (2) fund financial statements, and (3) notes to the financial
statements. This report also contains other required supplementary information in addition to the basic
financial statements themselves.

The basic financial statements present two different views of the City through the use of government-
wide financial statements and fund financial statements. In addition to these required elements, a section
with combining statements provides details about the nonmajor government funds that are presented mna
single column in the basic financial statements.



CITY OF JEANNETTE

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2010

(1) Government-Wide Financial Statements — The government-wide financial statements are designed to

(2)

provide all interested parties with a broad overview of the City in a manner similar to a private-sector
business.

e The Statement of Net Assets — This report presents information on all of the City’s cash,
cash equivalents and its cash-basis nel assets. As described in the notes to the basic
financial statements, the City’s financial statements are on the cash basis of accounting.
Over time, increases or decreases in net assets may serve as a useful indicator of whether
the financial position of the City is improving or deteriorating.

o The Statement of Activities — This report presents information showing how the
government’s net assets changed during the most recent fiscal year. This shows cash-
basis expenses by functions/programs related to operating grants and how the deficit
from cach function/program is funded with general cash-basis revenues.

Both of the government-wide cash basis financial statements distinguish functions of the City that are
principally supporied by taxes and intergovernmental revenues (governmental activities) from other
functions that are intended to recover all or a significant portion of their costs through user fees. The
governmental activities of the City include general government, public safety, public works, culture
and recreation, community development and debt service.

The government-wide financial statements include only the City itself. Financial statements of the
City of Jeannette Municipal Authority (Authority), a component unit of the City, are available at the
Authority’s office. The government-wide financial statements can be found on pages 9 and 10 of this
report and do not include the financial position or results of the City of Jeannette Municipal
Authority.

Fund Financial Statements — A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The City, like other
governmental agencies, utilizes fund accounting to ensurc and demonstrate compliance with finance-
related legal requirements. All of the funds of the City can be divided into governmental funds and
fiduciary funds.

The fund financial statements can be found on pages 9, 11 and 12 of this report.

e (Governmental Funds — Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial
statements.

e Proprietary Funds — Proprietary funds use the same basis of accounting as business-type
activities.

The City maintains four individual governmental funds. Information is presented scparately in the
governmental funds balance sheet and in the governmental funds statement of revenues, expenditures
and changes in fund balance for the General Fund, Capital Projects and the Community Development
Fund, which are considered major funds, and the Liquid Fuels Fund, a nonmajor fund.



CITY OF JEANNETTE

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2010

The City adopts an annual appropriated budget for the General Fund. A budgetary comparison
statement has been provided for the General Fund to determine compliance with actual
revenues/expenditures to budgeted amounts.

(3) Notes to the Primary Government Financial Statements — The notes to the financial statements
provide additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements.

The notes to the financial statements can be found on pages 14 through 25 of this report.
In addition to the financial statements and accompanying notes, this report also presents certain
required supplementary information concerning the City’s progress in funding its obligation to

provide pension benefits to its employees.

The required supplementary information can be found on pages 26 through 28 of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS
As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. In the case of the City, net assets on the cash basis of accounting were $2,616,829 as of

December 31, 2010, an increase of $691,518 from 2009.

STATEMENT OF NET ASSETS

CASH BASIS
December 31, 2010
Assets:
Cash and cash equivalents $ 2,616,829
Net assets:
Restricted $ 2,236,617
Unrestricted 380,212

S 2,616,829

The balance of unrestricted net assets as of December 31, 2010 was $380,212 and may be used to meet
the government’s ongoing obligations to its citizens and creditors. This was an increase of $168,157
from 2009.

At the end of the current year, the City is able to report a positive balance in net assets. The same
situation held true for the prior fiscal year.

Governmental Activities — Governmental activities increased the net assets by $691,518.



CITY OF JEANNETTE

MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED DECEMBER 31, 2010

Details of these increases for the governmental activities are as follows:

Primary Government:

Governmenl Activities:
General government
Public safety

Public works:
Highways and streets
Sanitation

Culture and recreation

Community development

Capital purchases

Debt principal and interest
Total government activitics

General Revenues:
Taxes:
Real estate
Earned income
Other
Franchise fees
Interest
Payments in licu of taxes
Loan proceeds
Miscellaneous
Total general revenues

Change in net assets
Net assets - beginning of year
Net assets - end of year

CHANGES IN NET ASSETS
CASH BASIS
NET (EXPENSES) REVENUES

Program Net (Expenscs)
Expenses Revenues Revenues

$ 1,322,057 i 217,984 $  (1,104,073)
1,971,383 355,877 (1,615,506)
1,193,887 342,129 (851,758)
681,228 681,228 -
30,000 - (30,000)
291,462 1,264,417 972,955
782,946 712,500 (70,446)
236,344 - (236,344)
$ 6,509,307 S 3,574,135 (2,935,172)
$ 2,033,452

596,840

293,812

154,228

1,617

24,749

500,000

21,992

3,626,690

691,518

1,925,311

s 2,616,829

The City continues to have significant challenges in cnsuring it has sufficient revenues to meet its
financial demands. City Council continues to assess ways to increase revenues and decrease

expenditures.

6z



CITY OF JEANNETTE

MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2010

The beginning of 2012 has brought several new Council members to the decision-making responsibilities
for the City. Discussions have started with the Council and the City Clerk with the main priority being
the financial condition of the City. The Mayor, Council and the City Clerk have recognized that this is
an uphill battle. The City is determined to look at all finances on a monthly basis, with the thought that
decisions will be made to maintain the City of Jeannetle in a positive position.

FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS

As noted carlier, the City uses fund accounting to ensurc and demonstrate compliance with finance
related legal requirements.

Governmental T'unds — The focus of the City’s governmental funds is to provide information on near-
term inflows, outflows and balances of available resources. Such information is useful in assessing the
City’s financial requirements. In particular, the unreserved fund balance may serve as a useful measure
of a government’s net resources available for spending at the end of the fiscal ycar.

The General Fund is the chief operating fund of the City. At the end of the current fiscal year, the
unreserved fund balance of the General Fund was $380,212. Fund balances in the Capital Projects Fund,
Community Development Fund and Liquid Fuels Fund were $297,950, $1,792,683 and $145,984,
respectively. These amounts represent an increase in fund balance in the Community Development Fund
of $963,717 and a decrcase in the Capital Projects Fund and Liquid Fuels Fund of $242,840 and
$197,516, respectively. These amounts represent funds available that may be used for activities within
the scope of each fund. On the statement of net assets, these amounts are shown as restricted net assets,
because, in terms of the government as a whole, they are restricted by bond covenants (Capital Projects
Funds) and grantors (Community Development Fund and Liquid Fuels Fund).

GENERAL FUND BUDGETARY HIGHLIGHTS

Differences between the General Fund budget and the actual revenues/expenditures totaled $609,239 in
additional cash-basis revenues, $794,142 more in cash-basis expenditures and $345,010 more in other
financing sources. The net of these differences resulted in an excess of revenues over expenditures in
the amount of $160,107.



CiTY OF JEANNETTE

MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2010

DEBT

At the end of the current fiscal year, the City had an outstanding total debt of $2,650,134, an increase of
$374,129 from 2009. Of this amount, $2,105,000 is comprised of General Obligation Bonds while
$66,005 relates to capital lease obligations. During 2010, the City incurred additional debt consisting of
a Unit Debt Loan in the amount of $500,000. Of this amount, approximately $350,000 was used for
pension funding for all City employees. The deficits incurred in prior years contributed to the situation
of requiring a loan.

A breakdown of the City’s debt follows:

LONG-TERM DEBT
GENERAL OBLIGATION AND OTHER DEBT

Balance as of Payments/ Balance as of
January 1, 2010 Additions Retirements December 31, 2010
General Obligation Bonds 8 2,210,000 $ - $ (105,000)  § 2,105,000
General Obligation Note - 500,000 - 500,000
Capital Lease Obligation 66,005 - (20,871) 45,134
Totals 3 2,276,005 p 500,000 ) (125,871) b 2,650,134

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the City’s finances for all those with an
interest in the financial affairs of the City. Questions concerning any of the information provided in this
report or requests for additional financial information should be addressed to: Office of the City Clerk,
City of Jeannette, 110 South Second Street, Jeannette, PA 15644.

/Michael ¥ ﬂiﬁyon, ,J( V

City Clerk
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CITY OF JEANNETTE
STATEMENT OF ACTIVITIES - CASIT BASIS
FOR THE YEAR ENDED DECEMBER 31, 2010

Program Revenues Net (Expense)
Operating Capital Revenue and
Charges for Grants and Grants and Change in
Functions/Programs Expenses Services Contributions ~ Contributions Net Assets
Primary government:
Governmental activities:
General government $ 1,322,057 § 122,604 § 95380 § - % (1,104,073)
Public safety 1,971,383 222,076 133,801 - (1,615,506)
Public works - highway and streets 1,193,887 - 342,129 - (851,758)
Public works - sanitation 681,228 665,450 15,778 - -
Culture and recreation 30,000 - - - (30,000)
Community development 291,462 73,413 1,191,004 ~ 972,955
Capilal purchases 782,946 712,500 (70,4406)
Principal and interest paid on long-term debt 236,344 - - - (236,344)
Total governmental activities $ 6,509307 § 1,083,543 § 1,778.092 § 712,500 (2,935,172)

General revenues:

Taxes:
Real estate b 2,033,452
Earned income 596,840
Emergency and municipal service tax 145,282
Business privilege tax 67,532
Tax coliccted - county 29,348
Other 51,650
Franchise fees 154,228
Interest 1,617
Payments in lieu of taxes 24,749
Loan proceeds 500,000
Miscellaneous 21,992
Total general revenues 3,626,690
Change in nct assels 691,518

Net assets:

Beginning of year 1,925,311
End of year h 2,616,829

The accompany notes are an integral part of these financial statements.
A0s



CITY OF JEANNETTE

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE -

Revenues:
Taxes
Licenses, permits and fees
Fines, forfeitures and penalties
Interest
Intergovernmental
Charges for services
Payments in lieu of taxes
Program income
Miscellaneous

Total revenues

Expenditures:

Current:
General government
Public safety
Public works - highways and streets
Public works - sanitation
Culture and recreation
Community development
Insurance
Miscellaneous

Capital purchases

Debt service:
Principal retirement
Interest

Total expenditures

Other financing sources (uses):
Proceeds from loan
Interfund transfers, net

Total other financing sources (uses)

Net change in fund balance

Fund balance:
Beginning of year

End of year

The accompany notes are an inlegral part of these financial statements.
i1

CASH BASIS
FOR THE YEAR ENDED DECEMBER 31, 2010

Nonmajor

Capital Community Liquid Total
General Projects Development Fuels Governmental

Fund Fund Fund Fund Funds
2,924,103 % - 8 - - § 2924103
223,230 - - - 223,230
45,216 - - - 45,216
176 86 844 511 1,617
1,116,166 - 1,191,004 239,425 2,546,595
839,910 - - - 839,910
24,749 - - - 24,749
- - 73,413 - 73,413
21,992 - - 21,992
5,195,542 86 1,265,261 239,936 6,700,825
1,150,542 - - - 1,150,542
1,971,383 - - 1,971,383
772,335 - - 421,552 1,193,887
681,228 - - - 681,228
30,000 - - - 30,000
34,028 - 257,434 - 291,462
20,182 - - - 20,182
8,407 - - - 8,407
782,946 142,926 - - 925,872
125,871 - - - 125,871
110,473 - - - 110,473
5,687,395 142,926 257,434 421,552 6,509,307
500,000 - - - 500,000
160,010 (100,000) (44,110) (15,900) -
660,010 (100,000) (44,110) (15,900) 500,000
168,157 (242,840) 963,717 (197,516) 691,518
212,055 540,790 828,966 343,500 1,925,311
380,212 § 297950 % 1,792,683 145984 § 2,616,829




CITY OF JEANNETTE
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE -
CASH BASIS - BUDGET AND ACTUAL GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2010

Budget Actual Variance
Revenues:
Taxes $ 3,006,597 % 2,024,103  § (82,494)
Licenses, permits and fees 150,200 223,230 73,030
Fines, forfeitures and penalties 66,500 45,216 (21,284)
Interest 10,000 176 (9,824)
Intergovernmental 367,363 1,116,166 748,803
Charges for service 900,643 839,910 (60,733)
Payments in lieu of taxes 35,000 24,749 (10,251)
Miscellancous 50,000 21,992 (28,008)
Total revenues 4,586,303 5,195,542 609,239
Expenditures:
General government 1,324,912 1,150,542 174,370
Public safcty 1,837,920 1,971,383 (133,463)
Public works - highways and streets 668,194 772,335 (104,141)
Public works - sanitation 633,938 681,228 (47,290)
Culture and recreation 30,000 30,000 -
Community development 08,889 34,028 64,861
Insurance 46,000 20,182 25,818
Miscellaneous 46,441 8,407 38,034
Capital purchases - 782,946 (782,9406)
Debt service:
Principal retirement 100,000 125,871 (25,871)
Interest 106,959 110,473 (3,514)
Total expenditures 4,893,253 5,687,395 (794,142)
Other financing sources (uses):
Proceeds from loan . 500,000 500,000
Interfund transfers, net 315,000 160,010 (154,990)
Total other financing sources (uscs) 315,000 660,010 345,010
Net change in fund balance $ 8,050 § 168,157 % 160,107

The accompanying notes are an integral part of these financial statements.
195



CITY OF JEANNETTE
FIDUCIARY FUNDS
STATEMENT OF FIDUCIARY NET ASSETS
AS OF DECEMBER 31, 2010

Fire Insurance
Escrow Fund

Assets
Cash and cash equivalents $ 40,501
Tolal assets $ 40,501

Net Assets

Held for fire damage payments b 40,501

Total net asscts $ 40,501

STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
FOR THE YEAR ENDLED DECEMBER 31, 2010

Fire Insurance
Eserow Fund

Additions
Interest income h) 23
Total additions 23
Change in net assets 23
Total net assets- beginning 40,478
Total net assets- ending $ 40,501

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



CITY OF JEANNETTE

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Jeannette, Pennsylvania (City), was incorporated and adopted its first Charter as a
City in 1938. The City operates under a commission form of government and provides the
following services as provided by its charter: police and fire, street, public works and sanitation,
culture-recreation, health and social services, planning and zoning and general administrative
services.

The Governmental Accounting Standards Board (GASB) is the authoritative standard-setting

body for the establishment of governmental accounting and financial reporting principles. The
most significant of these accounting policies are as follows:

Reporting Entity

The primary government financial statements (financial statements) include only the financial
activity of the City and do not include the City of Jeannette Municipal Authority (Authority),
which is considered a component unit in accordance with the provisions of GASB Statement No.
14, "Financial Reporting Entity." ‘The City is considered to be financially accountable for the
Authority because City Council appoints the Authority's governing board and guarantees the
Authority's debt (Note 8). Separate financial statements for the Authority are available upon
request from its offices.

Government-Wide and Fund Financial Statements

The government-wide cash basis financial statements (i.e., the statement of net assets and the
statement of activitics) report information on all of the non-fiduciary activities of the primary
government. For the most part, the effect of interfund activity has been removed from thesc
statements.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include: 1) charges to
customers or applicants who purchase, use or directly benefit from services or privileges
provided by a given function or segment, and 2) grants that are restricted to meeting the
operational requirements of a particular function or segment. Taxes and other items not included
among program revenues are rcported as general revenues. Major individual governmental
funds are reported as separate columns in the fund financial statements.

Basis of Accounting/Measurement Focus

Basis of accounting refers to the timing of the recognition of revenues and expenditures in the
accounts and in the financial statements. The City has elected to present its financial statements
on the cash basis which is a comprehensive basis of accounting other than accounting principles
generally accepted in the United States of America. Accordingly, amounts are recognized when
received or paid rather than when carned or when obligations are incurred. Inventories,
principally supplies, are accounted for as expenditures when purchased. Encumbrance
accounting, whereby fund balance is reserved for commitments related to unperformed contracts
for goods and services, is not used by the City.
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CITY OF JEANNETTE

NOTES TO THE FINANCIAL STATEMENTS

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 defined as a
fiscal and accounting entity with a self-balancing set of accounts. The City only uses
governmental funds and fiduciary funds, although the latter are excluded from these financial
statements.

Governmental Funds

Governmental funds are those through which most governmental functions typically arc
financed. Governmental funds reporting focuses on the sources, uses and balances of current
financial resources. Expendable assets are assigned to the various governmental funds according
to the purpose for which they will be paid.

The City reports the following major governmental funds:

The General Fund is the principal operating fund of the City that is used to account for
all financial transactions except those required to be accounted for in other funds.

The Capital Projects Fund is used to account for financial resources to be used for the
acquisition or construction of major capital facilities or acquisitions of equipment.

The Community Development Fund is used to account for various grants received from
the Department of Community and Economic Development.

Additionally, the City reports the following nonmajor governmental funds:

The Liguid Fuels Fund accounts for state aid revenues (liquid fucls taxes) received from
the Pennsylvania Department of Transportation for building, improving, lighting and
maintaining roads and bridges within the City.

Fiduciary unds

The pension trust funds are used to account for assets held by the City in a trustee capacity for
future payment of retirement benefits to employees or former employees. The City has three
separate pension plans: the Non-Uniformed Plan, the Police Plan and the Firefighter Plan. The
pension trust funds for the Police Plan and Firefighter Plan are not included in the financial
statements, as discussed in the "GAAP Departure" section below.

The City maintains a firc insurance escrow account for the future payment of insurance costs as a
result of fire damages. A statement of fiduciary net assets and a statement of changes in
fiduciary net assets have been presented to account for the activity in this account.



CITY OF JEANNETTE

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

GAAP Departure:

The City's financial statements for the year ended December 31, 2010 exclude the pension trust
funds for the Police Plan and Fireman Plan. Both funds are audited separately.

Fund Balance

In the fund financial statements, governmenial funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for use
for a specific purpose. Designations of fund balance represent tentative management plans that
are subject to change.

Reserved

Reserved is used to denote that portion of fund balance that is not available for
expenditure appropriation or is legally segregated for a specific purposc.

Unreserved

Unreserved is used to denote that portion of the fund balance that is available for
appropriation.

Unreserved, Designated

Designated is used to denote that portion of the fund balance that the City Council has
designated for a specific purpose.

Budgets and Budgetary Accounting

Formal budgetary accounting is employed as a management control in the General Fund of the
City. The budget is adopted on the cash basis which is a comprehensive basis of accounting
other than accounting principles generally accepted in the United States of America.

The City must adopt the budget for the General Fund by December 31.

Appropriations lapse at the close of the fiscal year to the extent that they have not been expended
or encumbered.

Deposits and Investments

The City considers all short-term investments with a maturity of three months or less to be cash
equivalents. Investments are carried at fair value based on quoted market prices.
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CITY OF JEANNETTE

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Compensated Absences

The City allows non-uniformed employees to accumulate unused sick leave to a maximum of 125
days. Upon termination, unused sick leave of non-uniformed employees, up to the maximum,
will be paid at the rate of $80 per day. Police can accumulate one month of sick leave for each
year of service. Upon normal retirement, unused sick leave will be paid at the rate of $10 per
day, up to a maximum of 12 weeks. Firemen can accumulate unused sick leave, up to a
maximum of 42-24 hour days. Upon termination/retirement, unused sick leave of firemen will be
paid at onc-half of the shift rate. Earned vacation time is required to be used currently. As of
December 31, 2010, the liability for accrued sick leave was $109,299.

NOTE 2 — CASH AND CASH EQUIVALENTS

Pennsylvania statutes provide for investment of governmental funds (which exclude the Pension
Trust Funds) into certain authorized investment types including U.S. Treasury bills, other short-
term U.S. and Pennsylvania government obligations and insured or collateralized time deposits
and certificates of deposit. The statues allow pooling of governmental funds for investment
purposes.

The deposit and investment policy of the City adheres to state statutes. There were no deposit or
investment transactions during the year that were in violation of either the state statutes or the
policy of the City.

The following is a summary of the City's deposits which are insured by the Federal Depository
Insurance Company (Category 1) and not insured or collateralized in the City's name but
collateralized in accordance with Act 72 of the Pennsylvania state legislature which requires the
institution to pool collateral for all governmental deposits and have the collateral held by an
approved custodian in the institution's name (Category 3).

Total Total Carrying
Category 1 Category 3 Amount
Deposits $ 503,829 $ 1,655,301 $ 2,159,130

Investments below are considered cash equivalents and arc reported as such on the governmental
funds balance sheet/statement of net assets - cash basis. The investments of the City have been
categorized to indicate the level of risk assumed by the City, as follows: Category 1 - insured or
registered, or securities held by the City or its agent in the City's name; Category 2 - uninsured
and unregistered, with securities held by the counterparty's trust department or agent in the City's
name; Category 3 - uninsured and unregistered, securities held by the counterparty or its trust
department or agent, but not in the City's name.
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CITY OF JEANNETTE

NOTES TO THE FINANCIAL STATEMENTS

NOTE 2 — CASII AND CASH EQUIVALENTS (continued)

The carrying value and categorization of the investments of the City at December 31, 2010 were
as follows:

Carrying Total
Value Category 3
U.S. Government Money Market § 297,950 $ 297,950
PLGIT 159,749 159,749

§ 457,699 § 457,099

NOTE 3 - PROPERTY TAX LEVIES

Taxes are levied on March 1 and are due and payable on or before June 30. All unpaid taxes
become delinquent July 1 of the same year. Any taxes still unpaid at December 31 of the same
year are turned over to the Westmoreland County Tax Collector. City property tax revenues are
recognized when received.

City real eslate taxes were levied for general purposes at 32.62 mills on 100% of assessed
valuation. The assessed valuation was approximately $62.8 million for the 2010 levy.

NOTE 4 - LONG-TERM DEBT

Changes in Long-Term Debt

Changes in the City's long-term debt during 2010 were as follows:

Balance at Ralance at
December 31, December 31,
2009 Additions Payments 2010

General Obligation Bonds, 1998 $ 2,210,000 $ - $ (1050000  § 2,105,000
General Obligation Note, 2010 - 500,000 - 500,000

h) 2,210,000 § 500,000 $ (1050000 § 2,605,000

General Obligation Bond - Series 1998

In March 1998, the City issued a General Obligation Bond — Series 1998 (1998 bonds). The
1998 bond issue was to a) fund various capital projects and b) retire the City's General
Obligation Bond — Series 1994 (1994 bonds). The interest rate ranges from 3.9% to 5.0% and 1s
scheduled to mature in 2024. As part of the 1998 bond issue, funds were deposited in an
irrevocable trust with an escrow agent to provide for all future debt service payments on the 1994
bonds. As a result, the 1994 bonds are considered to be defeased; and the liability for those
bonds has been removed from the general long-term debt account group. At December 31, 2010,
$2,105,000 of bonds considered defeased are outstanding.
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CITY OF JEANNETTE

NOTES TO THE FINANCIAL STATEMENTS

NOTE 4 — LONG-TERM DEBT (continued)

The debt service requirements are as follows for the City's outstanding bonds:

Year Principal Interest Total
2011 $ 110,000 $ 101,930 $ 211,930
2012 110,000 96,650 206,650
2013 120,000 91,130 211,130
2014 120,000 85,250 205,250
2015 130,000 79,000 209,000

Thereafter 1,515,000 365,875 1,880,875
5 2,105,000 S 819,835 $ 2,924 835

General Obligation Note- 2010

In December 2010, the City issued a General Obligation Note, Series 2010. The note was sold to
First Niagara Bank N.A. in accordance with its proposal to purchase the note. The 2010 note
was issued to fund unfunded debt of the City that has accumulated as a result of performed and
contracted services. Principal and interest payments of $15,452 will be due quarterly for a total
of forty payments beginning in March 2011 and continuing thereafter until the maturity date of
December 2020, Interest on the note will be at a fixed rate of 4.25% per annum on a tax-cxempt
fully bank-qualified basis until the maturity date.

The debt service requirements are as follows for the City's outstanding note:

Year Principal Interest Total
2011 h) 41,037 $ 20,600 $ 61,637
2012 42,809 18,828 61,637
2013 44,657 16,980 61,637
2014 46,586 15,051 61,637
2015 48,598 13,039 61,637

Thercafter 276,313 31,843 308,156
$ 500,000 $ 116,341 $ 616,341
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CITY OF JEANNETTE

NOTES TO THE FINANCIAL STATEMENTS

NOTE 5— CAPITAL LEASES

The City has one capital lcase obligation as of December 31, 2010. The capital lease for a fire
truck has a total cost of $184,525. This capital asset is not accounted for on the governmental
funds balance sheet/statement of net assets (cash basis) duc to the City reporting on the cash
basis.

The following is a schedule of future minimum rental payments under these leases at December

31,2010:
Fiscal Year Ending December 31, Balance
2011 h) 24,385
2012 24,385
Total minimum lease payments 48,770
Less: amount representing interest (3,636)

Present value of future minimum
lease payments $ 45,134

NOTE 6 — PENSION PLAN

Plan Descriptions

The City administers three defined benefit pension plans covering full-time employces: the Non-
Uniformed Pension Plan, the Police Pension Plan and the Firemen Pension Plan (Plans). The
Plans operate under the authority of various City ordinances and provide retirement, disability
and death benefits to plan members and beneficiarics. Cost-of-living allowances are provided at
the discretion of the Plans. The Non-Uniformed Pension Plan is an agent multiple-employer
plan. The Police Pension Plan and the Firemen Pension Plan are single-employer plans. Plan
provisions are established by City ordinance with the authority for City contributions required by
Act 205 of the Commonwealth of Pennsylvania (Act 205).

All Plans receive bi-annual actuarial valuations. The Non-Uniformed Pension Plan is
administered by the Pennsylvania Municipal Retirement System (PMRS) which is an agent
multiple-cmployer public employce retirement system that acts as a common investment and
administrative agent. The PMRS issues a separate Comprehensive Annual Financial Report.
That report may be obtained by writing to the Pennsylvania Municipal Retirement System, P.O.
Box 1165, Harrisburg, PA 17108-1165. Neither single-cmployer plan issues separate audited
financial statements.



CITY OF JEANNETTE

NOTES TO THE FINANCIAL STATEMENTS

NOTE 6 — PENSION PLAN (continued)

Plan Descriptions (continued)

As of the date of the most recent actuarial valuations, participants in the pension plans were as
follows:

Participants Non-Uniformed Police Fireman

sl

Active members 21 14
Retirces and beneficiaries

receiving benefils 25 21 4
Terminated plan members with

vested or deferred benefits 2 - -

Contributions and Funding Policy

Act 205 requires that annual contributions be based upon the calculation of the Minimum
Municipal Obligation (MMO). The MMO calculation is based upon the biennial actuarial
valuation. Employees are not required to contribute under Act 205; such contributions are
subject to collective bargaining. The Commonwealth of Pennsylvania allocates certain funds to
assist in pension funding. Any financial requirement established by the MMO that exceeds the
Commonwealth of Pennsylvania allocation must be funded by the City.

In accordance with the Plan's governing resolution, members are required to contribute five
percent of compensation to the plan. An additional contribution of $1 per month is required by
the Police and Firemen Plans.

The Plans may also be eligible to receive an allocation of state aid from the General Municipal
Pension System State Aid Program which must be used for pension funding. Any funding
requirements established by the MMO in excess of employee contributions and state aid must be
paid by the City in accordance with Act 205.

Administrative costs, including the investment manager, trustee and actuarial services, are
charged to the plan and funded through investment carnings.

Non-Uniformed Police Fireman
Annual pension cost $ 150,994 h 254,809 $ 41,144
Contributions made $ 200,399 $ 307,738 3 50,218

.



CITY OF JEANNETTE

NOTES TO THE 'INANCIAL STATEMENTS

NOTE 6 — PENSION PLAN (continued)

Historical Trend Information

Historical trend information designed to provide information about the City's progress made in
accumulating sufficient assets to pay benefits when duc is presented below:

Percentage of Net Pension
Annual Pension APC Obligation
Year Ending Cost (APC) Contributed (Asset)
Non-uniformed 12/31/2004 $ 131,113 100% -
12/31/2005 $ 153,489 100% -
12/31/2006 $ 151,405 100% -
12/31/2007 h) 160,377 100% -
12/31/2008 $ 160,015 100% -
12/31/2009 A 155,976 100% -
12/31/2010 h) 150,994 100% -
Police 12/31/2004 $ 115,284 100% -
12/31/2005 $ 113,938 100% -
12/31/2006 $ 129,377 100% -
12/31/2007 5 213,493 100% -
12/31/2008 ] 217,836 100% -
12/31/2009 b 254,809 100% -
12/31/2010 N/A 100% -
Firemen 12/31/2004 $ 19,077 100% -
12/31/2005 $ 19,942 100% -
12/31/2006 h 20,489 100% -
12/31/2007 $ 24,103 100% -
12/31/2008 8 24,145 100% -
12/31/2009 S 42,543 100% -
12/31/2010 hY 41,144 100% -

N/A: Information not available as of the date of the report.

NOTE 7 -POST-EMPLOYMENT HEALTH CARI:

In addition to the pension benefits described above, the City provided health care benefits to
Teamster and Police retirees in full until Medicare benefits begin. The employer's contributions
are financed on a pay-as-you-go basis. As of December 31, 2010, eight retirees benefited under
this plan, and $62,726 in premiums was paid on their behalf. All other retirees must reimburse
the City 100% of the premiums paid on their behalf.



CITY OF JEANNETTE

NOTES TO THE FINANCIAL STATEMENTS

NOTE 8 - GUARANTEE OF DEBT

The City guarantees the debt service payments of the Authority under its guaranteed Sewer
Revenue Bonds, Refunding Series (original issue amount, $2,600,000), and Refunding Series A
of 2003 (original issue amount, $2,460,000). The City had guaranteed the Authority's 1998
Bonds which were refunded with the Series A 2003 issue. During 2010, the City made no
contributions to the Authority. City management does not anticipate any contributions being
required in the near future.

Annual debt service payments under the terms of the Authority Bonds, Refunding Series and
Refunding Series A of 2003 are as follows:

Principal

Year Amount Interest Amount Total

2011 b 330,000 S 110,135 $ 440,135

2012 350,000 98,585 448,585

2013 360,000 86,065 446,005

2014 370,000 72,648 442,648

2015 385,000 58,310 443310
Thereafter 1,030,000 78,175 1,108,175

§ 2,825,000 § 503,918 $ 3,328,918

The City also guarantees three PennVest Loans (2008 PennVest Loan, outstanding balance of
approximately $3,922,687 at December 31, 2010; 2006 PennVest Loan, outstanding balance of
approximately $100,257 at December 31, 2010; and 2002 PennVest Loan, outstanding balance of
approximately $421,822 at December 31, 2010) of the Authority. Monthly payments of principal
and interest on the 2008 PennVest Loan are $19,455 through the first 5 years and $21,316
thereafter, until 2028. Interest-only monthly payments are being made at a rate of 1.27% on the
2006 PennVest loan. Monthly payments of principal and interest to be made by the Authority are
$3,331 for the 2002 PennVest Loan through June 1, 2023.
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CITY OF JEANNETTE

NOTES TO THE FINANCIAL STATEMENTS

NOTE 9 - LOAN RECEIVABLE

The City’s Community Development fund provides low interest loans to proprietors that use
Jeannette as their place of business. These funds are repaid to the City at interest rates that range
between 2% and 5% over various amortized periods.

The following represents the loan activity for the year ended December 31, 2010:

Balance at Balance at

January 1, December 31,
2010 Payments Additions 2010

Loan #1 $ 1,331 b - 5 - 5 1,331
Loan #2 74,950 - - 74,950
Loan #3 29,091 - - 29,091
Loan #4 10,103 (2,883) - 7,220
Loan #5 166,258 (53,845) € 112,413
$ 281,733 $ (56,728) $ a $ 225,005

NOTE 10 — RISK MANAGEMENT

The risk of losses is covered by commercial insurance for the following areas: property and
liability, workers' compensation and dishonesty. For insured areas, there have been no
significant reductions in insurance coverage. Settlement amounts have not exceeded insurance
coverages for the current year.

On December 31, 1996, City Council authorized the City’s participation, beginning in 1997, in
the Penn Prime Workers’ Compensation Trust, which is a group workers’ compensation pool,
established through the intergovernmental cooperation of Pennsylvania municipalities under the
authority of the Pennsylvania Workers” Compensation Act and the Pennsylvania
Intergovernmental Cooperation Law. The City’s participation in this pool is deemed to control
workers® compensation insurance costs and reduce annual premiums.

NOTE 11 - COMMITMENTS AND CONTINGENCIES

The City is currently engaged in the process of Eminent Domain proceedings with a local citizen.
In September 2010, a Board of View Hearing was held whereat the plaintiff was awarded
damages in excess of $300,000. However, both parties filed an appeal to this award. It is the
City’s position that the amount of damages that the local citizen is entitled to is far less than the
award amount, while it is the position of the plaintiff that his damages are in excess of the award
amount. No provision would have been made in the financial statements for this Jawsuit.

In addition, several lawsuits are pending against the City for which no provisions would have
been made in the financial statements because the ultimate resolutions are not reasonably
estimable. In the opinion of management and legal counsel, such matters are not material to the
financial statements, either individually or in the aggregate, since the claims would essentially be
covered by insurance; and the only cost to the City would be the payment of the insurance
deductible.
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CITY OF JEANNETTE

NOTES TO THE FINANCIAL STATEMENTS

NOTE 11 - COMMITMENTS AND CONTINGENCIES (continued)

Certain revenues provided to the City by the federal government are subject to audit by
respective grantor agencies. Potential reimbursements may be required as a result of such audits.
No provision would have been made for potential reimbursements in the financial statements as
material amounts are considered to be unlikely.

NOTE 12 - SUBSEQUENT EVENTS

The City has evaluated its December 31, 2010 financial statements for subsequent events through
February 14, 2012, the date the financial statements were available to be issued. The City is not
aware of any subsequent events which would require recognition or disclosure in the financial
statements.
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CITY OF JEANNETTE

NOTE TO REQUIRED SUPPLEMENTARY PENSION SCHEDULES

The information presented in the required supplementary pension schedules was determined as part of
the actuarial valuations at the dates indicated. Additional information as of the latest actuarial valuation
follows:

Non-uniform Police Firemen
Actuarial valuation date 1/1/2009 1/1/2009 1/1/2009
Actuarial cost method Entry Age Lntry Age Entry Age
Normal Normal Normal
Amortization method Level Dollar Level Dollar Level Dollar
Closed Closed Closed
Asset valuation method IFair Value 4-Year Smoothing  4-Year Smoothing
Remaining amortization period 6.46 Years 20 Years (aggregate) 26 Years
Actuarial assumptions
Investment rate of return 6.00% 7.50% 7.50%
Projected salary increases 5.20% 5.00% 5.00%
Underlying inflation rate n/a 3.00% 3.00%
Cost of living adjustment, n/a n/a n/a

if applicable

n/a = not applicable

The accompanying notes are an integral part of these financial statements.
228



REPORTS REQUIRED BY GOVERNMENTAL AUDITING STANDARDS AND
THE SINGLE AUDIT ACT



Deluzio & Company, LLP

Certified Public Accountants & Business Advisors

Partners
Charles A. Deluzio, CPA
351 Harvey Avenue Jeffrey P. Anzovino, CPA, MSA Telephone: 724-838-8322
Suite A Joseph E. Petrillo, CPA Fax: 724-853-6500
Greensburg, PA 15601-1911 Stacey A. Sanders, CPA, CSEP Email: contactus@deluziocpa.com

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

To: City Council and Mayor
City of Jeannette

We have audited the primary governmental financial statements — cash basis of the City of
Jeannette (City), as of and for the year ended December 31, 2010, and have issued our report
thereon dated I'ebruary 14, 2012. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control over Financial Reporting

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

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in internal
control over financial reporting that might be significant deficiencies or material weaknesses;
and, therefore, there can be no assurances that all deficiencies, significant deficiencies or
material weaknesses have been identificd. However, as described in the accompanying schedule
of findines and questioned costs, we identified certain deficiencies in intcrnal control over
financial reporting that we consider to be material weaknesses.

A deficiency in internal control exists when the design or operation of a control docs not allow
management or employees, in thc 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 delected and corrected on a timely basis. We consider the deficiencies described in the
accompanying schedule of findings and questioned costs, referenced as 2010-01, 2010-02 and
2010-03, to be material weaknesses.
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Deluzio & Company, LLP

Certified Public Accountants & Business Advisors

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
opinion on compliance with those provisions was not an objective of our audit; and, accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.

We noted certain other matters that we reported to the management of the City of Jeannette in a
separate letter dated February 14, 2012.

The City’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. We did not audit the City’s responses; and,
accordingly, we express no opinion on them.

This report is intended solely for the information and use of the City Council, management of the
City, others within the entity and federal awarding agencies and is not intended to be, and should
not be, used by anyone other than these specified parties.

DW f’ ( cm/ﬂ;uz e’

Greensburg, Pennsylvania
February 14, 2012
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH REQUIREMENTS THAT
COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB
CIRCULAR A-133

To: City Council and Mayor
City of Jeannetic
Compliance

We have audited the City of Jeannette’s (City’s) compliance with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that could have a direct and material effect on the City’s major federal
program for the year ended December 31, 2010. The City’s major federal program is identified in the
summary of auditors' results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to its major
federal program is the responsibility of the City’s management. Our responsibility is to express an
opinion on the City’s compliance based on our audit.

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

In our opinion, the City complied, in all material respects, with the compliance requirements referred
to above that are applicable to its major federal program for the year ended December 31, 2010.

Internal Control over Compliance

The management of the City is responsible for establishing and maintaining effective internal control
over compliance with requirements of laws, regulations, contracts and grants applicable to federal
programs. In planning and performing our audit, we considered the City’s internal control over
compliance with requirements that could have a direct and material effect on a major federal program
in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB
Circular A-133 but not for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, we do not express an opinion on the effectiveness of the
City’s internal control over compliance.
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Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over
compliance that might be significant deficiencies or material weaknesses; and therefore, there can be
no assurance that all deficiencies, significant deficiencies or material weaknesses have been
identified. However, as discussed below, we identified a deficiency in internal control over
compliance that we consider to be a material weakness.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such
that therc is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely basis.
We consider the deficiency in internal control over compliance described in the accompanying
schedule of findings and questioned costs as item 2010-04 to be a material weakness.

The City’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. We did not audit the City’s responses; and, accordingly,
we express no opinion on the responses.

This report is intended for the information and use of the City Council, management of the City,
others within the entity and federal awarding agencies and is not intended to be, and should not be,
used by anyone other than these specified parties.

Vel (empry 22

Greensburg, Pennsylvania
February 14, 2012
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CITY OF JEANNETTE
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

DECEMBER 31, 2010
Federal Federal
Federal Grantor CFDA # Revenues Expenditures
Federal Emergency Management Agency 97.044 $ 712,500 § 712,500
US Department of Housing and Urban Development 14.228 229,889 229,889
US Department of Housing and Urban Development 14.239 2,025 2,025
Total b 944,414 § 944,414

Supplemental Disclosures

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of
the City of Jeannette and is presented on the cash basis of accounting. The information in this
schedule is presented in accordance with the requirements of OMB Circular A-133, Audits of States,
Local Governments and Non-Profit Organizations. Therefore, some amounts presented in this
schedule may differ from amounts presented in, or used in the preparation of, the basic financial
statements. The Schedule of Expenditures of Federal Awards is based upon information provided by
the various funding sources to the City of Jeannette and other information available at the time this

schedule was presented.
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CITY OF JEANNETTE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2010

SUMMARY OF AUDIT RESULTS

1.

The auditors' report expresses a qualified opinion on the general purpose financial statements of
the City of Jeannette.

Three material weaknesses relating to the audit of the financial statements are reported in the
general purpose financial statements.

No instances of noncompliance material to the financial statements of the Cily of Jeannette are
reported.

One material weakness relating to the audit of the major federal award programs is reported in
the general purpose financial statements.

The auditors' report on compliance for the major federal award programs for the City of
Jeannette expresses an unqualified opinion on the major federal program.

An audit finding relative to the major federal award program for the City of Jeannette is
reported in this Schedule.

The program tested as a major program is the Pederal Emergency Management Agency
program, CFDA 97.044.

The threshold for distinguishing Type A and B programs was $300,000.

The City of Jeannette did not qualify as a low-risk auditee.

FINDINGS - FINANCIAL STATEMENT AUDIT

This section identifies the significant deficiencies, material weaknesses and instances of
noncompliance related to the financial statements that are required (o be reported in accordance with
paragraphs 5.18 through 5.20 of Government Auditing Standards.

Material Weaknesses:

2010-01: Financial Reporting

Condition: Lack of effective controls in certain areas as it relates to the City’s overall financial
reporting process.

Criteria: Effective oversight and internal controls should exist to properly monitor the City’s
overall financial operations and reporting process and to identify and resolve any issues
identified in a timely manner.

Lffect: Due to the lack of controls over certain areas of the financial reporting process, there is

an increased risk that errors, misstatements or fraudulent activity could occur without being
properly identified.
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CITY OF JEANNETTE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2010

Cause of Condition: There are currently limited effective controls in place to properly monitor
the financial activity within the City’s various funds. Additionally, there is an overall lack of
effective communication with those involved in the City’s financial reporting process.

Recommendation:  We recommend that the City implement certain controls to improve
oversight of financial aclivity and to improve the effectiveness of the financial reporting
process. The City should also consider developing an accounting manual that would promote
the consistent application of accounting policies and procedures.

Management Response: The City recognizes its lace of effective controls in the financial area
as well as with the recording process the City has in place currently. The City has applied for a
grant from the State to update its financial reporting process and is planning on implementing a
new accounting system in 2012. The City’s initial priority is to address the issues related to
financial reporting, reconciliation and posting of general ledger accounts and payroll.

2010-02: Segregation of Duties
Condition: Lack of adequate segregation of duties in several key accounting processes.

Criteria. Responsibilities for custody, accounting and control of the City’s assets should be
segregated.

Effect:  Because of the lack of adequate segregation of dutics in scveral key accounting
processes, there is an increased risk of unauthorized or fraudulent transactions to occur,
especially in the areas of cash disbursements and payroll. It also could lead to incomplete
documentation and incorrect recording of transactions.

Cause of Condition: There arc no procedures currently in place to provide an adequate
segregation of duties within several key accounting processes, especially in the areas of cash
disbursements and payroll.

Recommendation: We recommend that the dulies for processing accounts payable and cash
disbursements and payroll duties be segregated in order to strengthen internal control in these
arcas.

Management Response: Management is aware of the lack of effective segregation of duties in
certain key accounting areas and will continue to look to segregate duties in these areas going
forward in the most cost-effective manner.



CITY OF JEANNETTE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2010

2010-03: Accounting Discipline and Complete and Accurate Recording of Transactions

Condition: While conducting our audit, obtaining a complete and accurate general ledger was
problematic, as was also the case for the production of supporting schedules for several balances
in the general ledger.

Criteria:  The general ledger provided should be complete and accurate, and all subsidiary
ledgers and supporting schedules should be properly reconciled to the general ledger balances.

Effect: The lack of timely and inaccurate subsidiary ledgers and supporting schedules being
provided during the audit contributed to significant delays in the ability to finalize the year-end
financial statements and audit and led to significant audit adjustments. Specifically, it was
determined that the City’s payroll cash account and related payroll withholding accounts were
not accurately recorded as of December 31, 2010. A material audit adjustment was required to
properly record the payroll cash account. In addition, documentation related to federal funding
received and subscquently expended for new fire equipment was not provided in a timely
manner and was determined not to be properly reflected in the City’s general ledger. This
required a material audit adjustment to record these transactions and caused delays in
completing the City’s Single Audit.

Cause of Conditions: Accurate subsidiary ledgers and other supporting information requested
for certain general ledger accounts, as noted above, were not initially provided during the audit.
In addition, information related to federal awards received and subsequently expended was not
communicated in a timely manner.

Recommendation: We recommend that accounting personnel improve and/or acquire necessary
skills concerning the preparation of supporting schedules for balances recorded in the general
ledger. This training would lead to employees who are more efficient, effective and
communicative with regard to accounting and financial matters. In addition, all financial
activity of the City, including all cash accounts, should be communicated to the City Clerk in a
timely manner. The payroll cash account should be closely monitored during the year to ensure
that the balance is being accurately reported in the general ledger.

Management Response: Management believes that the current personnel are capable of
performing accounting functions and that with some additional training, would become more
efficient in the performance of these functions. In addition, with the implementation of the new

accounting software, improvements should be made in the accuracy and efficiency of recording
transactions and reconciling general ledger accounts.

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAMS AUDIT
Material Weakness:

2010-04: Accounting Discipline and Complete and Accurate Recording of Transactions

The material weakness identified at finding 2010-03 also apples to the major federal award
program.
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CITY OF JEANNETTE
SCHEDULE OF PRIOR AUDIT FINDINGS
YEAR ENDED DECEMBER 31, 2010

PRIOR YEAR FINDINGS - FINANCIAL STATEMENT AUDIT

Significant Deficiency:
2009-01: Record Storage and Retrieval
Condition: Accounting records frequently could not be located or provided in a timely manner.
Recommendation: The City should establish a policy to allow for a systematic manner of filing
and monitoring the use of City documents which would enable a more efficient and effective
document retrieval process.
Current Status: During the year, the City has implemented procedures that have noticeably
improved the document retrieval process as it related to the information requested during the
audit.

Material Weaknesses:

2009-02: Financial Reporting

Condition: Lack of effective controls in certain areas as it relates to the City’s overall financial
reporting process.

Recommendation: The Cily should implement certain controls to improve oversight of financial
activity and to improve the effectiveness of the financial reporting process. The City should
also consider developing an accounting manual that would promote the consistent application of
accounting policies and procedures.

Current Status: The City continues to work toward the establishment of procedures to improve
the overall financial oversight and reporting process. An accounting manual has not been
developed by the City.

2009-03: Segregation of Duties

Condition: Lack of adequate segregation of duties in several key accounting processes.

Recommendation: The duties for processing accounts payable and cash disbursements and
payroll duties should be segregated in order to strengthen internal control in these areas.

Current Status: The City is continuing to search for ways to segregate key accounting functions
in the most cost-effective manner.



CITY OF JEANNETTE
SCHEDULE OF PRIOR AUDIT FINDINGS
YEAR ENDED DECEMBER 31, 2010

2009-04: Accounting Discipline

Condition: While conducting our audit, obtaining a complete and accurate general ledger was
problematic, as was also the case for the production of supporting schedules for balances in the
general ledger, including cash accounts.

Recommendation:  Accounting personnel should improve and/or acquire necessary skills
concerning the preparation of supporting schedules for balances recorded in the general ledger.
This training would lecad to employees who are more efficient, effective and communicative
with regard to accounting and financial matters. In addition, all financial activity of the City,
including all cash accounts, should be communicated to the City Clerk in a timely manner.

Current Status: As disclosed in the current year audit, there continues to be issues regarding the
accuracy and completeness of the City’s general ledger. The City is currently in the process of
selecting a new accounting software package that will improve the current capabilities of the
financial reporting process. This sofiware is expected to be implemented during 2012.
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