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CPAs & BUSINESS ADVISORS

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 the Honorable Mayor and Members of the Council
City of Flagstaff, Arizona
Flagstaft, Arizona

We have audited the financial statements of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the City of Flagstaff, Arizona (City) as of and for the year
ended June 30, 2010, which collectively comprise the City’s basic financial statements and have issued our report
thereon dated December 22, 2010. As noted in the comprehensive annual financial report, the City applied an
adjustment to beginning fund balances and net assets to correct revenue recognition of intergovernmental
revenues. 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; and the provisions of Title 28, Chapter 18, Article 2 of the
Arizona Revised Statutes.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over financial reporting as a basis
for designing our auditing procedures for the purpose of expressing our opinion on the 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 the internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over financial
reporting that might be deficiencies, significant deficiencies, or material weaknesses. 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 charged with governance. We did not note any 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 financial statements will not
be prevented, or detected and corrected on a timely basis. We consider the deficiency described in the
accompanying schedule of findings and questions costs as 10-01 to be a material weakness.
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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
instance of noncompliance or other matter that is required to be reported under Government Auditing Standards.

Arizona Legal Compliance

In connection with our audit, nothing came to our attention that caused us to believe that the City failed to use
highway user revenue fund monies received pursuant to Arizona Revised Statutes Title 28, Chapter 18, Article 2
and any other dedicated state transportation revenues received by the City solely for the authorized transportation
purposes. However, our audit was not directed primarily toward obtaining knowledge of such noncompliance.

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

This report is intended solely for the information and use of management, the Mayor and the City Council, and
federal awarding agencies and pass-through entities and is not intended to be and should not be used by anyone
other than these specified parties.

@MAZJQ

Phoenix, Arizona
December 22, 2010
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CPAs & BUSINESS ADVISORS

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

To the Honorable Mayor and Members of the Council
City of Flagstaff, Arizona
Flagstaff, Arizona

Compliance

We have audited the compliance of the City of Flagstaff, Arizona (City) 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 each of the City’s major federal program for the year
ended June 30, 2010. The City’s major federal program is identified in the summary of auditor's results section of
the accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to 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 could have a direct and material effect on each of its major federal program for the year ended June 30, 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 the
requirements that could have a direct and material effect on a major federal program to determine the auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on the internal control
over compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the
effectiveness of the City’s 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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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 a combination of
deficiencies, in internal control over compliance, such that there 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.

Our consideration of internal control over compliance was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control over compliance that might be
deficiencies, significant deficiencies, or material weaknesses. We did not identify any deficiencies in internal
control over compliance with requirements that could have a direct and material effect on a major federal program
that we consider to be material weaknesses, as defined above.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities, each major
fund and the aggregate remaining fund information of the City, as of and for the year ended June 30, 2010, which
collectively comprise the City’s basic financial statements and have issued our report thereon dated December 22,
2010. Our audit was performed for the purpose of forming our opinions on the financial statements that
collectively comprise the City’s basic financial statements. The accompanying schedule of expenditures of federal
awards is presented for the purpose of additional analysis as required by OMB Circular A-133 and is not a
required part of the basic financial statements. Such information 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 finical statements taken as a whole.

This report is intended solely for the information and use of management, the Mayor and the City Council, and
federal awarding agencies and pass-through entities and is not intended to be and should not be used by anyone
other than these specified parties.

&Mgup

Phoenix, Arizona
December 22, 2010
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CPAs & BUSINESS ADVISORS

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO THE PASSENGER
FACILITY CHARGE PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE

The Honorable Mayor,
Members of the City Council, and
Federal Aviation Administration

City of Flagstaff, Arizona
Compliance

We have audited the compliance of Flagstaff Pulliam Airport with the compliance requirements described in the
Passenger Facility Charge Audit Guide for Public Agencies, issued by the Federal Aviation Administration
(Guide), for its passenger facility charge program for the quarters and year ended June 30, 2010. Compliance
with the requirements of laws and regulations applicable to its passenger facility charge program is the
responsibility of the Airport’s management. Our responsibility is to express an opinion on Flagstaff Pulliam
Airport’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 the Guide. Those standards and the Guide require
that we plan and perform the audit to obtain reasonable assurance about whether noncompliance material effect on
the passenger facility charge program occurred. An audit includes examining, on a test basis, evidence about
Flagstaff Pulliam Airport’s compliance with those requirements, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.
Our audit does not provide a legal determination of Flagstaff Pulliam Airport’s compliance with those
requirements.

In our opinion, Flagstaff Pulliam Airport complied, in all material respects, with the requirements referred to
above that are applicable to its passenger facility charge program for the year ended June 30, 2010.

Internal Control Over Compliance

The management of Flagstaff Pulliam Airport is responsible for establishing and maintaining effective internal
contro] over compliance with the requirements of laws and regulations applicable to the passenger facility charge
program. In planning and performing our audit, we considered the Flagstaff Pulliam Airport’s internal control
over compliance with requirements that could have a direct and material effect on the passenger facility charge
program in order to determine our auditing procedures for the purpose of expressing our opinion on compliance
and to test and report on the internal control over compliance in accordance with the Guide.
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Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal
control that might be material weaknesses. A material weakness is a condition in which the design or operation of
one or more of the internal control components does not reduce to a relatively low level the risk that
noncompliance with applicable requirements of laws and regulations that would be material in relation to the
passenger facility charge program being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters involving the
internal control over compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information and the use of the Mayor, City Council, management and the
Federal Aviation Administration and is not intended to be and should not be used by anyone other than these
specified parties.

Cia,zﬁu//fuf’

Phoenix, Arizona
December 22, 2010



CITY OF FLAGSTAFF, ARIZONA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2010

SECTION I - SUMMARY OF AUDITOR'S RESULTS

1. The auditor’s report expresses an unqualified opinion on the financial statements of City of Flagstaff,
Arizona.

2. One material weakness relating to the audit of the financial statements was reported in the 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.

3. No instances of noncompliance material to the financial statements of City of Flagstaff, Arizona, which
would be required to be reported in accordance with Government Auditing Standards, were disclosed during
the audit.

4. No significant deficiencies were reported during the audit of the major federal award program or reported in
the Independent Auditor’s Report on Compliance with Requirements Applicable to Each Major Federal
Program and on Internal Control over Compliance in Accordance with OMB Circular A-133.

5. The auditor’s report on compliance for the major federal award program for City of Flagstaff, Arizona
expresses an unqualified opinion on the major federal program.

6. No audit findings that were required to be reported in accordance with Section 510(a) of OMB Circular A-133
are reported in Section III.

7. The programs tested as a major program were:

Airport Improvement Program CFDA 20.106.

Community Development Grant CFDA 14.218

Paul S. Sarbanes Transit in the Parks CFDA 20.520

Highway Planning and Construction CFDA 20.205

ARRA Highway Planning and Construction CFDA 20.205

ARRA Edward Byrne Memorial Formula Grant Program CFDA 16.804
ARRA WIFA-Singua Well CFDA 66.463

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

9. City of Flagstaff, Arizona did qualify as a low-risk auditee as that term is defined in OMB Circular A-133.

(continued on next page) 7



SCHEDULE OF FINDINGS AND QUESTIONED COSTS

SECTION II - FINANCIAL STATEMENT FINDINGS

10-01 Prior Period Adjustment

Criteria: An accounting system identifies material adjustments in the correct period.

Condition: Two prior period adjustments were noted by the City during the current year.

Cause: The adjustments were identified by the City which caused material prior period adjustments.
Effect: This control deficiency resulted in material adjustments to the financial statements.

Recommendation: The City should implement a procedure that reviews revenue recognition as part of the closing
procedures.

Response: Prior to fiscal year 2010, the Finance Section of the City of Flagstaff was reporting certain revenues of
the Library and Court, which were restricted for a specific purpose, only as revenue in the years that they were
used for that purpose. The remaining receipts received were reported as deferred revenue on the balance sheet.

Upon further review of reporting requirements, Finance staff learned that these revenues should all be reported as
revenues in the year received and we should show as a restricted fund balance. This information was then
provided to the City auditors in a timely manner. The City has been reconciling balances for both revenue
sources and are being used within intended purpose. This prior period adjustment did not affect any federal
awards as presented.

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COST

No matters are reportable.

(continued on next page)



SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOLLOW-UP ON PRIOR FINDINGS

No matters are reportable.
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CITY OF FLAGSTAFF, ARIZONA
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2010

NOTE 1 - BASIS OF ACCOUNTING
The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of City of
Flagstaff, Arizona, and is presented on the accrual basis of accounting. The information in this schedule is

presented in accordance with the requirements of OMB Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations.

NOTE 2 - SUBRECIPIENTS

From the federal expenditures presented in the schedule above, the City expended the following to subrecipients.

CFDA
Program Title Number Amount
Community Development Block Grant 14.218 $ 423,237

# # # # #
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City of Flagstaft

December 22, 2010

CORRECTIVE ACTION PLAN
YEAR ENDED JUNE 30, 2010

FINDING: 2010-1

Actions Planned in Response to the Finding:

The City has made the corrections to the current financial report for the period ending
June 30, 2010. With the corrections we are now showing all payments for the Library
and Court that was receipted in the period as revenue in the period received. We are
now showing the revenues that were received but not used for its specific purpose as
Restricted Fund Balance. The impact is that the unused portions of revenues were
reported as liabilities previously and now are shown as Restricted Fund Balance. We
will notify the accountant in charge or recording and reconciling these revenues of the
change in year end procedure and reconciliation. We will then monitor the reporting at
year end.

Explanation of Disagreement:

There is no disagreement with the audit finding. The issue was identified internally by
the Finance Manager and was brought to our Auditor attention once it was identified.

Official Responsible for Ensuring Corrective Action:

Rick Tadder, Finance Director

Planned Completion Date for the Corrective Action:

At the completion of the Fiscal Year 2011 audit, no later than December 31, 2011.
Plan to Monitor Completion of Corrective Action:

The City will add this item to our year-end procedure lists. We will monitor the year
end journals related to this issue to ensure proper reporting.

Should you have any questions or concern, please call me at (928) 213-2215.

Sincerely,

Rick Tadder
Finance Director

Arizona Relay Service 7-1-1
211 West Aspen Avenue, Flagstaff, Arizona 86001
Main & TDD (928) 774-5281 ¢ Fax (928) 779-7696



