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BROWN CPA, LLC

Independent Auditor’s Report

To the Town of Chapin
Chapin, South Carolina

Report on Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
and each major fund of Town of Chapin, South Carolina (the “Town”) as of and for the years ended December 31,
2012 and the related notes to the financial statements, which collectively comprise the Town’s 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 the 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 from 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 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 financial
position of the governmental activities, the business-type activities, and each major fund as of December 31, 2012,
and the respective changes in its financial position and, where applicable, cash flows thereof for the year then ended
in conformity with accounting principles generally accepted in the United States of America.

www.browncpallc.com| P.O. Box 3288 | Irmo, SC 29063 |803-315-3029
MEMBER:
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
SOUTH CAROLINA ASSOCIATION OF CERTIFIED PUBLIC ACCOUNTANTS Page 1



Other Matters

Management has elected not to present Management’s Discussion and Analysis that accounting principles generally
accepted in the United States of America require to be presented to supplement the basic financial statements. Such
missing 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. Our opinion on the basic
financial statements is not affected by this missing information.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 24, 2014, on our
consideration of the Town’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 that
testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards and is important for
assessing the results of our audit.

BRowwN CFPA, L |.c.

Irmo, South Carolina
January 24, 2014
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Assets
Current assets:

Cash and equivalents

Cash and equivalents, restricted
Escrow funds
Council restricted

Accounts receivable, net

Prepaid expenses

Due from (to) other funds

Total current assets

Noncurrent assets:
Bond issuance costs, net of amortization
Capital assets, net of accumulated depreciation
Total noncurrent assets

Total assets

Liabilities

Current liabilities:

Accounts payable
Long term liabilities:

Amounts due within one year:
General obligation bonds
Compensated absences

Amounts due beyond one year:
General obligation bonds
Customer deposits

Total liabilities

Net position
Invested in capital assets, net of related debt
Restricted by council
Unrestricted
Total net position

See accompanying notes to the financial statements

Town of Chapin
Statement of Net Position
December 31, 2012

Primary Government

Governmental Business-type

Activities Activities Totals
$ 1,123,412 $ 1,495,055 $ 2,618,467
70,164 42,080 112,244
382,004 3,199,511 3,581,515
106,696 202,880 309,576
- 5,080 5,080
192,945 (192,945) -
1,875,221 4,751,661 6,626,882
13,500 - 13,500
2,196,483 15,362,218 17,558,701
2,209,983 15,362,218 17,572,201
4,085,204 20,113,879 24,199,083
34,999 33,851 68,850
70,164 - 70,164
15,716 - 15,716
657,037 - 657,037
- 42,080 42,080
777,916 75,931 853,847
1,469,282 15,362,218 16,831,500
382,004 3,199,511 3,581,515
1,456,002 1,476,219 2,932,221
$ 3,307,288 $ 20,037,948 $ 23,345,236




Town of Chapin
Statement of Activities
for the year ended December 31, 2012

Net (Expense) Revenue and Changes

Program Revenues in Net Position
Operating
Charges for Grants and Governmental Business-type
Function / Program Expenses Services Contributions Activities Activities
Primary Government:
Governmental activities:
General administration $ 240,461 $ - $ - $ (240,461) $ -
Council 42,839 - - (42,839) -
Public safety
Police 536,185 80,375 - (455,810) -
Fire 2,000 - - (2,000) -
Street 42,376 - - (42,376) -
863,861 80,375 - (783,486) -
Business-type activities:
Water and Sewer 2,162,212 2,172,796 66,608 - 77,192
Total Primary Government $ 3,026,073 $ 2,253,171 $ 66,608 (783,486) 77,192

General revenues (expenses):

Licenses 891,153 -
Taxes 123,988 -
Intergovernmental state revenues 36,990 -
Interest 3,815 -
Other 17,228 -
1,073,174 -

Change in net position 289,688 77,192
Net position - beginning 3,017,600 19,960,756
Net position - ending $ 3,307,288 $ 20,037,948

The accompanying notes are an integral part of these financial statements



Town of Chapin
Balance Sheet Governmental Fund
December 31, 2012

General Debt Service Total
Fund Fund Governmental
Assets:
Cash and cash equivalents $ 1123412 $ - $ 1123412
Cash and equivalents, restricted
Escrow funds - 70,164 70,164
Council restricted 382,004 - 382,004
Receivables: -
Property tax assessments - intergovernmental 103,282 - 103,282
Intergovernmental State of SC 3,414 - 3,414
Interfund - water and sewer fund 192,945 - 192,945
Total assets $ 1,805,057 $ 70,164 $ 1,875,221
Liabilities and Fund Balances:
Liabilities:
Accounts payable $ 34,999 $ - $ 34,999
Bonds payable 727,201 - 727,201
Compensated absences 15,716 - 15,716
Total liabilities 777,916 - 777,916
Fund balances:
Restricted 382,004 70,164 452,168
Fund balance 645,137 - 645,137
Total fund balances 1,027,141 70,164 1,097,305
Total liabilities and fund balances $ 1,805,057 $ 70,164 $ 1,875,221

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



Town of Chapin
Reconciliation of Governmental Fund Balance to Net Position of Governmental Activities
December 31, 2012

Fund balance - governmental funds $ 1,097,305

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

Assets are capitalized and amortized or depreciated in the statement of
net assets and charged go expenditures in the governmental fund:

Bond issuance costs, net of amortization 13,500
Capital asses net of accumulated depreciation 2,196,483
$ 3,307,288

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



Town of Chapin
Statement of Revenues, Expenditures and Changes
In Fund Balance - Governmental Fund
for the year ended December 31, 2012

Revenues:
Licenses $ 891,153
Taxes 123,988
Fines 80,375
Intergovernmental state revenues 36,990
Interest 3,815
Other 17,228
Total Revenues 1,153,549
Expenditures:
General administration 212,465
Council 42,839
Public safety
Police department 497,442
Fire department 2,000
Capital outlay 470,092
Debt service:
Principal 67,798
Interest 27,746
Total Expenditures 1,320,382
Net change in fund balance (166,833)
Fund Balance, Beginning 1,264,138
Fund Balance, Ending $ 1,097,305

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



Town of Chapin
Reconciliation of the Statement of Revenues, Expenditures and Changes in
Governmental Fund Balance to the Statement of Activities
for the year ended December 31, 2012

Reconciliation to the Statement of Activities:
Net change in fund balance $ (166,833)

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

Costs of capital assets are reported as expenditures in the governmental
fund and are reported as capital asset additions in the statement of net 470,092

Depreciation of capital assets is reported as an expense in the statement
of activities (79,869)

Amortization of bond issuance costs is reported as an expense in the
statement of activities (1,500)

Repayments of long-term debt are reported as expenditures in the
governmental funds and are reported as a reduction of liabilities in the
statement of net assets 67,798

Net change in net position $ 289,688

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



Town of Chapin
Statement of Revenues, Expenditures and Changes in Fund Balance
Budget to Actual - General Fund
for the year ended December 31, 2012

Budget Actual Variance
Revenues:
Licenses $ 843,000 $ 891,153 $ (48,153)
Taxes 129,781 123,988 5,793
Fines 114,000 80,375 33,625
Intergovernmental state revenues 26,656 36,990 (10,334)
Interest 3,200 3,815 (615)
Other 34,200 17,228 16,972
Total Revenues 1,150,837 1,153,549 (2,712)
Expenditures:
General administration 229,087 212,465 16,622
Council 55,962 42,839 13,123
Public safety
Police department 688,889 497,442 191,447
Fire department 2,000 2,000 -
Capital outlay 174,899 470,092 (295,193)
Debt service:
Principal - 67,798 (67,798)
Interest - 27,746 (27,746)
Total Expenditures 1,150,837 1,320,382 (169,545)
Net change in fund balance (166,833)
Fund Balance, Beginning 1,264,138
Fund Balance, Ending $ 1,097,305

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



TOWN OF CHAPIN
STATEMENT OF NET POSITION
PROPRIETARY FUNDS
December 31, 2012
Business-type Activities - Enterprise Funds - Water and Sewer

Assets
Current assets:
Cash and equivalents
Accounts receivable, net
Prepaid expenses
Due (to) from other funds
Cash and equivalents, restricted
Escrow funds
Council restricted
Total current assets

Noncurrent assets:
Capital assets, net
Total noncurrent assets

Total assets

Liabilities
Current liabilities:
Accounts payable
Payable from restricted assets:
Customer deposits
Total current liabilities

Total liabilities

Net position
Restricted - council restricted
Invested in capital assets
Unrestricted
Total net position

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

1,495,056
202,880
5,080

(192,945)

42,080
3,199,511

4,751,662

15,362,218

15,362,218

20,113,880

33,852

42,080

75,932

75,932

3,199,511
15,362,218
1,476,219

$

20,037,948




Town of Chapin
Statement of Revenue, Expenses, and Changes in Net Position
Proprietary Fund
for the year ended December 31, 2012
Business-type Activities - Enterprise Funds - Water and Sewer

Operating revenue:

Charges for services $ 2,172,796
Total operating revenue 2,172,796
Operating and maintenance expenses:
Salaries 91,907
Benefits 35,282
Contractual services 363,921
Materials and supplies 597,845
Utilities 145,188
Repairs and maintenance 373,177
Other expenses 5,893
Depreciation and amortization 548,999
Total operating expenses 2,162,212
Operating income (loss) 10,584
Other financing sources
Capital grants and gifts 66,608
Increase (decrease) in net position 77,192
Net position - beginning of year 19,960,756
Net position - end of year $ 20,037,948

The accompanying notes are an integral part of these financial statements.
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Town of Chapin
Statement of Cash Flows
Proprietary Fund
for the year ended December 31, 2012

Cash flows provided by operating activities:
Cash recepts from customers
Cash payments for empolyee wages and benefits for services provided
Payments to suppliers
Net cash provided by operating activities

Cash flows from noncapital financing activities
Increase (decrease) in refundable deposits
Net cash provided by noncapital financing activities

Net change in cash
Cash and cash equivalents - beginning of year

Cash and cash equivalents - end of year

Classified as:
Cash and equivalents
Cash and equivalents, restricted
Escrow funds
Council restricted

Reconciliation of operating income to net cash
provided by operating activities:
Operating income
Depreciation
Net changes in assets and liabilities:
Accounts receivable
Unbilled earned revenue
Prepaid expenses
Due to general fund
Accounts payable
Accrued absences

$ 2,237,151
(127,189)
(1,486,024)

623,938

(21,053)

(21,053)

602,885

4,133,762

$ 4,736,647

$ 1,495,056

42,080
3,199,511

$ 4,736,647

$ 10,584
548,999

(26,145)
74,346
(5,080)

192,945

(166,711)
(5,000)

$ 623,938

The accompanying notes are an integral part of these financial statements.
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Town of Chapin
Notes to Financial Statements
December 31, 2012

Note 1 — Summary of Significant Accounting Policies

The Town of Chapin, South Carolina (the “Town”) was founded by Martin Chapin in 1889 and
originally incorporated in 1950 under the laws of the State of South Carolina. The Town adopted
the Council form of government pursuant to the Home Rule Statute, Act No. 283 of 1995. The
Town operates under the Council form of government with the Mayor and five council members
comprising the governing body. As authorized by its Code of Ordinances, the Town provides
public safety (police), public works (streets), health and sanitation, licensing and regulation and
general administrative services to its constituents.

The accounting policies of the Town conform to accounting principles generally accepted in the
United States of America (“GAAP”) as applicable to governments. The Governmental
Accounting Standards Board (“GASB”) is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles in the United States. The following is
a summary of the more significant accounting policies:

A. Reporting Entity

The core of the financial reporting entity is the primary government which has a separately
elected governing body. As required by generally accepted accounting principles, the financial
reporting entity includes both the primary government and all of its component units. Component
units are legally separate organizations for which the elected officials of the primary government
are financially accountable. In turn component units may have component units.

B. Government-wide and Fund Financial Statements

The Statement of Net Assets and the Statement of Changes in Net Assets, which are the
government-wide statements, report information on all of the nonfiduciary activities of the
Town. Most of the interfund activity has been removed from these statements. The Town’s
governmental activities, which are supported primarily by business licenses, taxes and
intergovernmental revenues, are reported separately from its business-type activities, which rely
on charges for services for support.

The Statement of Activities demonstrates the degree to which the direct expenses of specific
functions are offset by program revenues. Direct expenses are those that are clearly identifiable
with a specific function. Program revenues include charges for services and grants or
contributions that are restricted to meeting the operational or capital requirements of a particular
function. Revenues that are not properly included among program revenues, including all taxes,
are reported as general revenues,

Separate financial statements are provided for governmental funds, proprietary funds, and
fiduciary funds, even though the fiduciary funds are excluded from the government-wide
statements. The Town currently has no fiduciary funds. Major individual governmental funds are
included as separate columns in the fund financial statements. The proprietary funds distinguish
operating revenues and expenses from nonoperating items. The operating items generally result

13



Town of Chapin
Notes to Financial Statements
December 31, 2012

from providing services in connection with the fund’s principal ongoing operations. All revenues
and expenses not meeting the operating criteria are reported as nonoperating items.

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide, proprietary, and fiduciary fund financial statements are reported using the
economic resources measurement focus, except for the agency funds which have no
measurement focus. The government-wide, proprietary fund and fiduciary fund financial
statements are reported using the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing of the
related cash flows. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenues as soon as all the eligibility
requirements imposed by the provider are met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized when
they are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay the liabilities of the current
period. Expenditures are recognized when a fund liability is incurred, if measurable, except for
unmatured principal and interest on general long-term debt which are recognized when due.

In the governmental funds statements, property taxes, investment earnings and charges for
services of the current fiscal period are susceptible to accrual and thus counted as revenue for the
current fiscal period if received within 60 days of year-end. With the exception of sales tax
distributions, revenues collected beyond 60 days after year end are not susceptible to accrual
because generally they are either not available or not measurable until received in cash.

The Town reports the following major funds:

General Fund — The general fund is the general operating fund of the Town. It is used to account
for all financial resources except those required to be accounted for in another fund. The primary
revenue sources are business licenses, property taxes, franchise fees, and to a lesser extent State
grants. The primary expenditures of the Town are for public safety and general governmental
services.

Enterprise Fund — This fund is used to account for activities for which a fee is charted to external
users for goods or services. The Town’s water and sewer activities are reported in an Enterprise
Fund.

Private—sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to
the extent that these standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. The County has the option of following subsequent private-sector
guidance for the business-type activities and enterprise funds, subject to this same limitation. The
County has elected not to follow subsequent private-sector guidance.

14



Town of Chapin
Notes to Financial Statements
December 31, 2012

All funds of the Town are accounted for during the year on the modified accrual basis of
accounting. The governmental funds are also reported using the modified accrual basis of
accounting. The proprietary funds are reported using the full accrual basis of accounting.

The Town recognizes assets of nonexchange transactions in the period when the underlying
transaction occurs, when an enforceable legal claim has arisen, or when all eligibility
requirements are met. Revenues are recognized, on the modified accrual basis, when they are
measurable and available. Nonexchange transactions occur when one government provides (or
receives) value to (from) another party without receiving (or giving) equal or nearly equal value
in return. Various intergovernmental revenues, property taxes and most donations are examples
of nonexchange transactions.

Under the terms of grant agreements, the Town funds certain programs by specific grants,
resources and/or general revenues. Thus when program expenses are incurred, there are both
restricted and unrestricted net assets available to finance the program. It is the Town’s policy to
first apply grant resources to such programs and then general revenues.

D. Budgetary Data Control

Budgets are adopted on a basis consistent with generally accepted accounting principles. Annual
appropriated budgets are adopted for the general and proprietary funds. All annual appropriations
lapse at the fiscal year end. Project length financial plans are adopted for all capital project funds
whenever such projects are in force.

E. Deposits and Investments

All deposits of the Town are made in board-designated official depositories and are secured as
required by State Law. For purposes of the statement of cash flows, the Town considers all
highly liquid investments with an original maturity of three months or less to be cash
equivalents. The Town is authorized by ordinance to invest in obligations of the United States
and its agencies and commercial paper.

The unexpended bond proceeds of the Town’s general obligation bond is classified as restricted
assets within the governmental funds because their use is completely restricted to the purpose for
which the bonds were originally issued.

F. Receivables and Payables

Outstanding balances between funds are reported as “due from (to) other funds.” In the
government-wide statements, receivables consist of all revenues earned at year-end and not yet
received. Allowances for uncollectible amounts receivable are based upon historical trends and
the periodic aging of accounts receivable.

G. Capital Assets

Capital assets that are purchased or constructed are recorded at historical cost. Donated assets are
recorded at estimated market value at the time of donation. The Town defines capital assets as
assets with an individual cost of more than $5,000, and an estimated useful life of more than two
years. The cost of normal maintenance and repairs that do not add to the value of the asset or
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Town of Chapin
Notes to Financial Statements
December 31, 2012

materially extend asset lives are not capitalized. Qualifying improvements that rest in or on the
land itself are recorded as depreciable land improvements. Major additions and renovations and
other improvements that add to the usable space, prepare existing buildings for new uses, or
extend the useful life of an existing building are capitalized. The Town capitalizes movable
personal property with a unit value in excess of $5,000 and a useful life in excess of two years
and depreciable land improvements, buildings and improvements, and intangible assets costing
in excess of $50,000. Routine repairs and maintenance except individual items costing in excess
of $5,000, are charged to operating expenses in the year in which the expense was incurred.

Depreciation is computed using the straight-line method over the estimated useful lives of the
assets, generally ten to fifty years for buildings and improvements, thirty years for land
improvements, and five to ten years for machinery, equipment and vehicles.

H. Compensated Absences

Employee vacation pay expense is accrued at year-end for financial statement purposes. The
liability and expense incurred are recorded at year-end as a component of current and long-term
liabilities in the statement of net position and as a component of salary and benefit expenses in
the statement of revenue, expense, and changes in net position.

I. Long-Term Debt

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the applicable governmental activities statement of net assets. Bond
premiums and discounts, as well as issuance costs, are deferred and amortized over the life of the
bond using the straight line method. Bonds payable are reported net of the applicable bond
premium or discount. Bond issuance costs are reported as deferred charges and amortized over
the term of the related debt.

In the fund financial statements, governmental fund types report the face amount of debt issued
as another financing source. Bond premiums and discounts, as well as bond issuance costs, are
recognized during the current period. The face amount of the debt issued and any related
premiums are reported as other financing sources. Discounts on issuance are reported as other
financing uses. Issuance costs are reported as a reduction of proceeds.

J. Net Position
The Town’s net position is classified as follows:

Invested in capital assets, net of related debt: This amount represents the Town’s total
investment in capital assets, net of outstanding debt obligations related to those capital assets. To
the extent debt has been included but not yet expended for capital assets, such amounts are not
included as a component of invested in capital assets, net of related debt.

Restricted net position — expendable: Restricted expendable net position include resources in

which the Town is legally or contractually obligated to spend resources in accordance with
restrictions imposed by external third parties.
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Town of Chapin
Notes to Financial Statements
December 31, 2012

Restricted net position — nonexpendable: Nonexpendable restricted net position consist of
endowment and similar type funds in which donors or other outside sources have stipulated, as a
condition of the gift instrument, that the principal is to be maintained inviolate and in perpetuity,
and invested for the purpose of producing present and future income, which may either be
expended or added to principal.

Unrestricted net position: Unrestricted net position represent resources that do not meet the
definition of “Restricted” or “invested in capital assets, net of related debt”. The Town’s policy
for applying expenses that can use both restricted and unrestricted resources is to first apply the
expense to restricted resources and then to unrestricted resources.

K. 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, liabilities, revenues and expenses and affect disclosure of contingent assets
and liabilities at the date of the financial statements. Actual results could differ from those
estimates.

Note 2 — Deposits and Investments

Deposits
The Town’s policies regarding the risk of financial instruments are included in Note 1. The

Town is exposed to certain custodial credit risks from the use of local financial institutions for its
depository accounts. At December 31, 2012 a total of $11,391,743 was on deposit with local
institutions in the name of the Town and were fully insured or collateralized by securities held in
the Town’s name. The Town did not recognize any losses due to default by counterparties
relating to depository relationships.

Custodial Credit Risk

Custodial credit risk for investments is the risk that, in the event of a failure of the counterparty
to a transaction, the investor will not be able to recover the value of the investments or collateral
securities that are in the possession of the outside party. All of the investment pool assets are
uninsured and unregistered, held by the counter party’s trust department or agent in the
investor’s name.

The Foundation has not experienced any losses resulting from custodial credit risk or credit risk.
Credit Risk

Credit risk is managed through the diversification of securities and types of securities within the
investment pools. Credit ratings are not available for investments in debt securities.
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Town of Chapin
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Interest Rate Risk

Interest rate risk is managed through the diversification of securities and types of securities

within the investment pools.

Liquidity Risk

Liquidity risk is managed through the diversification of types of securities, issuers, and issues

within the investment pools.

The following schedule reconciles cash and investments as reported in the Statement of Net

Position to the footnote disclosures provided for deposits and investments:
Statement of net position

Cash and cash equivalents
Investments
Total reporting entity

Note disclosure
Cash on hand
Deposits with banks
Total reporting entity

Note 3 — Accounts Receivables

Property taxes
Service customers
Due from State of SC

Other

Less, allowance for uncollectible
Net accounts receivable

Property Taxes

December 31

2012
$ 2,618,467

$ 2,618,467

$ 200
2,618,267

$ 2,618,467

Total
Governmental Business Type December 31,
Activities Activities 2012
$ 103,282 $ — 103,282
— 283,320 283,320
3,414 — 3,414
106,696 283,320 390,016
(—) (80,440) (80,440)
$ 106,696 $ 202,880 309,576

Real and all personal property taxes, other than automobile property taxes, attach as an enforceable
lien on January 1% of each year. Real property taxes are levied in September of each year and are
payable before January 15" of the subsequent year. Automobile property taxes attach a lien and
are levied throughout the year depending on when the vehicle’s license tax expires. These taxes are
assessed and collected by Lexington County, South Carolina under a joint billing and collection
agreement. Other personal property taxes are levied in September of each year and are payable by

January 15™ of the subsequent year.
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In the General Fund financial statements, property taxes are recorded as revenue in the period they
are levied and become due and available within the current period or expected to be collected soon
enough thereafter, within 60 days of each year, to be used to pay liabilities of the current period.

Note 4 — Bond Issuance Costs

During 2011 the Town issued a bond to fund construction of a Town Hall. The Town incurred
costs of $15,000 related to the bond issuance; those costs are being amortized over a 10 year
period.

Amortization expense for the year ended December 31, 2012 was allocated as follows:
Business Type

Activities
Administration $ 750
Police 750
$ 1,500
Note 5 — Capital Assets
Governmental Activities Balance Balance
31-Dec-11 Increases Decreases 31-Dec-12
Capital assets not being depreciated
Land and improvements $ 127,409 $ - $ - $ 127,409
Construction in progress 267,425 422,378 689,803
Total capital assets not being depreciated 394,834 422,378 - 817,212
Other capital assets:
Building and improvements 384,630 - - 384,630
Machinery, equipment and other 69,156 - - 69,156
Vehicles 216,791 47,714 - 264,505
Depreciable land improvements 1,271,290 - - 1,271,290
Total other capital assets 1,941,867 47,714 - 1,989,581
Less, accumulated depreciation for:
Building and improvements (130,648) (8,498) - (139,146)
Machinery, equipment and other (69,156) - - (69,156)
Vehicles (147,712) (28,995) - (176,707)
Depreciable land improvements (182,925) (42,376) - (225,301)
Total accumulated depreciation (530,441) (79,869) - (610,310)
Other capital assets, net 1,411,426 (32,155) - 1,379,271
Capital assets, net $ 1,806,260 $ 390,223 $ - $ 2,196,483

At December 31, 2012 the Town was in the process of constructing a new Town Hall. The
building was completed in December 2013. Overall construction costs are expected to be
approximately $3,500,000.

19



Town of Chapin
Notes to Financial Statements
December 31, 2012

Depreciation expense for the year ended December 31, 2012 was allocated as follows:
Business Type

Activities
Administration $ 13,373
Police 24,120
Streets 42,376
$ 79,869
Business-type Activities Balance Balance
31-Dec-11 Increases Decreases 31-Dec-12
Capital assets not being depreciated
Land and improvements $ 954,475 $ - $ 954,475
Total capital assets not being depreciated 954,475 - 954,475
Other capital assets:
Machinery, equipment and other 37,363 45,233 82,596
Vehicles 24,732 - 24,732
Depreciable land improvements 21,586,825 66,608 21,653,433
Total other capital assets 21,648,920 111,841 21,760,761
Less, accumulated depreciation for:
Machinery, equipment and other (37,363) (2,901) (40,264)
Vehicles (4,946) (4,946) (9,892)
Depreciable land improvements (6,761,710) (541,152) (7,302,862)
Total accumulated depreciation (6,804,019) (548,999) (7,353,018)
Other capital assets, net 14,844,901 (437,158) 14,407,743
Capital assets, net $ 15,799,376 $ (437,158) % - $ 15,362,218

Note 6 — Pension Plan and Other Employee Benefits

The majority of employees of the Town’s employees are covered by a retirement plan through
the South Carolina Retirement System (SCRS), a cost-sharing multiple-employer defined benefit
pension plan administered by the Retirement Division of the South Carolina Public Employee
Benefit Authority (PEBA), a public employee retirement system. Generally, all full-time or part-
time equivalent Town employees in a permanent position are required to participate in and
contribute to the SCRS as a condition of employment unless exempted by law as provided in
Section 9-1-480 of the South Carolina Code of Laws. The SCRS plan provides a life-time
monthly retirement annuity benefits to members as well as disability, survivor options, annual
benefit adjustments, death benefits, and incidental benefits to eligible employees and retired
members.

The Retirement Division maintains five independent defined benefit plans and issues its own

publicly available Comprehensive Annual Financial Report (CAFR) which includes financial
statements and required supplementary information. A copy of the separately issued CAFR may
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be obtained by writing to the South Carolina Public Employee Benefit Authority, P.O. Box
11960, Columbia, South Carolina 29211-1960. Furthermore, the Division and the five pension
plans are included in the State of South Carolina’s CAFR.

Under the SCRS, Class Il members are eligible for a full service retirement annuity upon
reaching age 65 or completion of 28 years of credited service regardless of age. Employees who
first became members of the System after December 31, 2012 are considered Class 111 members
and are eligible for a full service retirement annuity upon reaching age 65 or upon meeting the
rule of 90 requirement (i.e., the members age plus the years of service add up to a total of at least
90). The benefit formula for full benefits effective since July 1, 1989 for the SCRS is 1.82
percent of an employee’s average final compensation (AFC) multiplied by the number of years
of credited service. For Class Il members, AFC is the average annual earnable compensation
during 12 consecutive quarters and includes an amount for up to 45 days termination pay at
retirement for unused annual leave. For Class Il1 members, AFC is the average annual earnable
compensation during 20 consecutive quarters and termination pay for unused annual leave at
retirement is not included. Early retirement options with reduced benefits are available as early
as age 55 for Class Il members and age 60 for Class 111 members. Class Il members are vested
for a deferred annuity after five years of earned service. Class Ill members are vested for a
deferred annuity after eight years of earned service. Members qualify for a survivor’s benefit
upon completion of 15 years of credited service (five years effective January 1, 2002).

Disability annuity benefits are payable to Class Il members if they have permanent incapacity to
perform regular duties of the member’s job and they have at least 5 years of earned service (this
requirement does not apply if the disability is a result of a job related injury). Class 11 members
qualify for disability annuity benefits provided they have a minimum of eight years of credited
service. An incidental death benefit equal to an employee’s annual rate of compensation is
payable upon the death of an active employee with a minimum of one year of credited service or
to a working retired contributing member. There is no service requirement for death resulting
from actual performance of duties for an active member. For eligible retired members, a lump-
sum payment is made to the retiree’s beneficiary of up to $6,000 based on years of service at
retirement. TERI participants and retired contributing members are eligible for the increased
death benefit equal to their annual salary in lieu of the standard retired member benefit.

Effective January 1, 2001, Section 9-1-2210 of the South Carolina Code of Laws allows
employees eligible for service retirement to participate in the Teacher and Employee Retention
Incentive (TERI) Program. TERI participants may retire and begin accumulating retirement
benefits on a deferred basis without terminating employment for up to five years.

Upon termination of employment or at the end of the TERI period, whichever is earlier,
participants will begin receiving monthly service retirement benefits which will include any cost
of living adjustments granted during the TERI period. Because participants are considered
retired during the TERI period, they do not earn service credit, and are ineligible to receive group
life insurance benefits or disability retirement benefits. The TERI program will end effective
December 31, 2018.
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South Carolina Retirement System

Effective July 1, 2012, employees participating in the SCRS were required to contribute 7.00%
of all earnable compensation. The employer contribution rate for SCRS was 15.15%. Included
in the total SCRS employer contribution rate is a base retirement contribution of 10.45% and
.15% for the incidental death program. The Town’s actual retirement and incidental death
program contributions to the SCRS for the years ended December 31, 2012 and 2011 and 2010,
respectively were:

South Carolina Retirement System Contribution Activity

Fiscal
Year Retirement
Ended System Incidental Death
Employer Employer
Contribution Employer Contribution Employer
Rate Effective Actual Rate Effective Actual
July 1st Contribution July 1st Contribution
2012 10.450% $ 20,252 0.15% $ 306
2011 9.385% $ 18,530 0.15% $ 298
2010 9.240% $ 16,391 0.15% $ 266

Police Officers Retirement System

The South Carolina Police Officers Retirement System (PORS) is a cost-sharing multiple
employer defined benefit public employee retirement system. Generally, all full-time employees
whose principal duties are the preservation of public order or the protection or prevention and
control of property destruction by fire are required to participate in and contribute to PORS as a
condition of employment. This plan provides lifetime monthly annuity benefits as well as
disability, survivor benefits and incidental benefits to eligible employees and retirees. In
addition, participating employers in the PORS contribute to the accidental death fund which
provides annuity benefits to beneficiaries of police officers and firemen killed in the actual
performance of their duties. These benefits are independent of any other retirement benefits
available to the beneficiary.

Under the PORS, Class Il members are eligible for a full service retirement annuity upon
reaching age 55 or completion of 25 years of credited service regardless of age. Class Ill
members are eligible for a full service retirement annuity upon reaching age 55 or 27 years of
credited service. The benefit formula for full benefits effective since July 1, 1989 for the SCRS is
2.14 percent of an employee’s average final compensation (AFC) multiplied by the number of
years of credited service. For Class Il members, AFC is the average annual compensation during
12 consecutive quarters and includes an amount for up to 45 days termination pay for unused
annual leave. For Class 111 members, AFC is the average annual earnable compensation during
20 consecutive quarters and termination pay for unused annual leave at retirement is not
included. PORS does not have an early retirement option. Class Il members are vested for a
deferred annuity after five years of earned service. Class Il members are vested for a deferred
annuity after eight years of earned service. Members qualify for a survivor’s benefit upon
completion of 15 years of credited service (five years effective January 1, 2002).
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Effective July 1, 2012, employees participating in the PORS were required to contribute 7.00%
of all earnable compensation. The employer contribution rate for PORS was 12.3%. Included in
the total PORS employer contribution rate is a base retirement contribution of 11.90%, 0.20% for
the incidental death program, and 0.20% for the accidental death program. The Town’s actual
retirement, incidental death program and accidental death program contributions to the PORS for
the years ended December 31, 2012 and 2011 and 2010, respectively were:

Police Officers Retirement System Contribution Activity

Fiscal
Year Retirement Incidental Death and
Ended System Accidental Death
Employer Employer
Contribution Employer Contribution Employer
Rate Effective Actual Rate Effective Actual
July 1st Contribution July 1st Contributions
2012 11.900% $ 25,417 0.15% $ 436
2011 11.363% $ 20,522 0.15% $ 366
2010 11.130% $ 23,784 0.15% $ 411

Article X, Section 16, of the South Carolina Constitution requires that all State-operated
retirement systems be funded on a sound actuarial basis. Title 9 of the South Carolina Code of
Laws of 1976, as amended, prescribes requirements relating to membership, benefit, and
employee/employer contributions for each retirement system. Employee and employer
contribution rates to SCRS and PORS are actuarially determined.

For the current fiscal year 2012, the SCRS and PORS do not make separate measurements of
assets and pension benefit obligations for individual employers within the cost-sharing plan.
Under Title 9 of the South Carolina Code of Laws, the Town’s liability under the plans is limited
to the amount of required employer contributions (stated as a percentage of covered payroll) as
established by the South Carolina Public Employee Benefit Authority and as appropriated in the
South Carolina Appropriation Act and from other applicable revenue sources. Accordingly, the
Town recognizes no contingent liability for unfunded costs associated with participation in the
plans.

The Governmental Accounting Standards Board (GASB) has issued accounting Statement #67
Financial Reporting for Pension Plans. This Statement is effective for financial statements for
fiscal years beginning after June 15, 2013. Additionally, the GASB has issued GASB Statement
# 68 Accounting and Financial Reporting for Pensions. This Statement is effective for financial
statements for fiscal years beginning after June 15, 2014. The Town has not determined the
financial consequences to these statements as a result of the implementation of these statements
however, once they are implemented it is expected that the State of South Carolina agencies and
political subdivisions will be required to recognize their proportionate share of the South
Carolina Public Employee Benefit Authority’s pension liability which could have a significant
impact on the financial position and results of operations of the Town in future years.

23



Town of Chapin
Notes to Financial Statements
December 31, 2012

Note 7 — Contingencies, Litigation, and Project Commitments

From time to time the Town may be a party to various lawsuits arising out of the normal conduct
of its operations. In the opinion of Town management, there are no material claims or lawsuits
against the Town that are not covered by insurance or whose settlement would materially affect
the Town’s financial position.

In the normal course of operations, the Town participates in various federal or state grant / loan
programs from year to year. The grant / loan programs are often subject to additional audits by
agents of the granting or loaning agency, the purpose of which is to ensure compliance with the
specific conditions of the grant or loan. Any liability for reimbursement that may arise as a result
of these audits cannot be reasonably determined at this time, although it is believed the amount,
if any, would not be material.

Note 8 — Risk Management

The Town is exposed to various risks of loss and maintains State or commercial insurance
coverage for each of those risks. Management believes such coverage is sufficient to preclude
any significant uninsured losses for the covered risks. Settlement claims have not exceeded this
coverage in any of the past three years.

The State of South Carolina believes it is more economical to manage certain risks internally and
set aside assets for claim settlement. Several State funds accumulate assets and the State itself
assumes substantially all the risk for the following claims of covered employees:

Unemployment compensation benefits

Worker’s compensation benefits for job—related illnesses or injuries

Health and dental insurance benefits

Long-term disability and group-life insurance benefits

Employees elect health insurance coverage through either a health maintenance organization or
through the State’s self-insured plan.

The Town and other entities pay premiums to the State’s Insurance Reserve Fund (IRF), which
issues policies, accumulates assets to cover the risk of loss, and pays claims incurred for covered
losses relating to the following activities:

Theft, damage to, or destruction of assets

Real property, its contents, and other equipment

Motor vehicles and watercrafts

Torts

Natural disasters

The IRF is a self-insurer and purchases reinsurance to obtain certain services and to limit losses
in certain areas. The IRF’s rates are determined actuarially.

The Town obtains coverage through a commercial insurer for employee fidelity bond insurance
for all employees for losses arising from theft or misappropriation.

24



Town of Chapin
Notes to Financial Statements
December 31, 2012

Note 9 — Long Term Liabilities
Long-term liability activity for the years ended is as follows:

Due within 1

December 31 Additions Reductions December 31, year
2011 2012

Accrued

compensated

absences and

related

benefits $ 12,100 3$ 13,848 $ 10,232 3$ 15,716 $ 15,716

Bonds Payable ¢ 795000 $ — $ 67,799 $ 727,201 $ 70,164

Debt service requirements for the Town’s general obligation bond used to construct the Town
Hall are as follows. The bonds are being repaid over a 10 year period with interest on the bonds
is at 3.490%. The Town may repay the bonds early without penalty in 2014.

Governmental Activities

Year Ending General Obligation Bonds

June 30, Principal Interest
2013 $ 70,164 $ 25,380
2014 72,613 22,931
2015 75,147 20,397
2016 77,770 17,774
2017 80,484 15,060
2018-2021 351,023 31,153

$ 727,201 $ 132,695

Note 10 — Operating Leases
The Town is has one operating lease with monthly payments of $188 expiring December 2013.

Note 11 — Concentration of Revenue
For the Governmental Activities of the Town approximately 20.6% of general revenue is
received from one taxpayer for a business license.

Note 12 — Subsequent Events Review

Management has reviewed the activity of the Town subsequent to year-end through January 24,
2014, the date the statements were available to be issued, for items of significance that would be
required by professional standards to be disclosed in these statements. No items of significance

were noted.
*kkkk
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BROWN CPA, LLC

Independent Auditor’s Report on Supplementary Information
Summarized Schedule of Financial Information

Town of Chapin
Chapin, South Carolina

Our report on our audit of the basic financial statements of the Town of Chapin for the year
ended December 31, 2012 appears on page 2. That report was conducted for the purpose of
forming an opinion on the basic financial statements taken as a whole.

The summarized schedule of fines and assessments and victims assistance on the following
pages for the years ended December 31, 2012 is presented for purposes of additional analysis and
is not a required part of the basic financial statements. Such information has been subjected to
the auditing procedures applied in the audits 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.

BRowwN CPA L ].c.

Irmo, South Carolina
January 24, 2014

www.browncpallc.com| P.O. Box 3288 | Irmo, SC 29063 |803-315-3029
MEMBER:
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
SOUTH CAROLINA ASSOCIATION OF CERTIFIED PUBLIC ACCOUNTANTS
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Town of Chapin
Supplementary Schedule of Fines and Assessments
for the year ended
December 31, 2012

Collections:

Disbursements: State Treasurer
Audit Fee
Revenue Town
Surcharges and Victims Assistance

80,375

43,624
950
31,521
4,280

80,375

See Independent Accountant's Report on Supplementary Information.
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Town of Chapin
Supplementary Schedule of Victim's Assistance
Collections and Disbursements for the year ended
December 31, 2012

Balance per bank account December 31, 2011 $ 48,172
Collections: Fines and assessments 4,019
Interest 76

4,095

Disbursements: Victim's assistance -
Balance per bank account December 31, 2012 $ 52,267

See Independent Accountant's Report on Supplementary Information
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BROWN CPA, LLC

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

Town of Chapin
Chapin, South Carolina

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 Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the governmental and business type activities of the Town of Chapin (the “Town”),
as of and for the year ended December 31, 2012, and the related notes to the financial statements,
which collectively comprise the Town’s basic financial statements and have issued our report
thereon dated January 24, 2014.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Town’s
internal control over financial reporting (internal control) 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 Town’s
internal control. Accordingly, we do not express an opinion on the effectiveness of Town’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 and responses, we identified certain deficiencies in internal control that we
consider to be material weaknesses and 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 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. 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. See the attached schedule
of comments from 2012 audit with management’s response for a listing of internal control
weaknesses.

www.browncpallc.com| P.O. Box 3288 | Irmo, SC 29063 |803-315-3029
MEMBER:
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
SOUTH CAROLINA ASSOCIATION OF CERTIFIED PUBLIC ACCOUNTANTS
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Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or, significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Town’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 or other matters that are required to be reported under Government Auditing
Standards.

Purpose of this Report

Town of Chapin’s response to the findings identified in our audit is described in the
accompanying schedule of findings and questioned costs. Town of Chapin’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.

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.

BRowwN CPA, ..

Irmo, South Carolina
January 24, 2014
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Town of Chapin

Comments from 2012 Audit with Management’s Response

2012-1 Financial Reporting — Financial Statement Level

This is a material weakness

Condition — During the audit for the year ended December 31, 2012 it was noted that numerous
correcting journal entries were necessary to adjust the trail balance to the financial statements
presented herein. In order to make the financial reports generated by the accounting system as
meaningful as possible, the Town should reconcile the general ledger accounts for cash, accounts
receivable, property and equipment, and accounts payable to supporting documentation on a
monthly basis. A benefit of monthly reconciliations is that errors do not accumulate but can be
identified and attributed to a particular period, which makes it easier to perform future
reconciliations.

Criteria —Sound financial reporting requires that financial accounts be reflective of the
supporting documentation.

Effect — As a consequence of not posting updating entries throughout the year amounts reported
by management are not comparable to the yearend financial statements.

Questioned Costs — None

Recommendation — We recommend that The Town of Chapin develop and implement written
procedures and initiate monthly financial reporting wherein all necessary journal entries are
posted to the accounts so that monthly financial statements are comparative to amounts reported
at year-end. We suggest that the town hire professional help on a part time basis to review the
monthly financial reports and ensure that all 1) the financial reporting system is properly setup
(see comment 2012-2 below) and 2) all necessary reconciliations and correcting entries have
been posted. Specifically, we recommend that the town hire a CPA proficient in governmental
financial reporting on a contract basis to assist in the monthly financial reporting. We, as the
Town’s auditor, cannot provide this function for the town as it would impair our independence.

Managements Response — See management’s response attached.

2012-2 Financial Reporting — Detail Level

This is a material weakness

Condition — During the audit for the year ended December 31, 2012 it was noted that The Town
currently uses QuickBooks to account for general operations of the Town and for the Water and
Sewer activities. Two separate sets of QuickBooks are maintained. Based upon or review of the
Town usage of QuickBooks we noted that:
1) The QuickBooks file has not been setup in structure to account for the operating
activities of the town.
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Town of Chapin

Comments from 2012 Audit with Management’s Response

2) Management is not using all the functionality of QuickBooks such as the accounts
receivable system, vendor payable system, and bank reconciliation functions.

Criteria —Sound financial reporting requires that financial accounts be reflective of the
supporting documentation.

Effect — The financial reporting system of the Town is unduly complex and fragmented.
Questioned Costs — None

Recommendation — See comment 2012-6. We recommend that The Town of Chapin develop
and implement written procedures to use QuickBooks as their book of record and to use to the
extent possible all of the computer functionality that the program offers. Specifically, we
recommend that:
1) The Town use the Class tracking function in QuickBooks and setup all departments
as a separate class. This would allow for a better tracking of expenses by department.
2) Management should enter all invoices into the accounts payable function of
QuickBooks and make payment from the payables system. Further, management
should setup all businesses that pay a license as a customer in QuickBooks and then
record the business license activity by customer. This would allow for better tracking
of activity by licensee by year.

Managements Response — See management’s response attached.

2012-3 Maintaining Supporting Documentation

This is a material weakness

Condition — During the audit for the year ended December 31, 2012 it was noted that:

1) The Town did not have any reports detailing how the prior year’s financials
statements were prepared. There was no detail to demonstrate what asset, liability,
revenue, or expenses accounts were grouped together to arrive at the totals reported
in the prior year financial statements.

2) The Town did not have a detail fixed asset register, it was necessary to obtain that
information from the prior auditor of the Town.

3) The Town has several bank accounts however, and the monthly statements are not
consistently maintained and or filed in a fashion allowing for easy retrieval.

Criteria —Management is ultimately responsible for the financial statements. Management need

to know how the accounts have been grouped and summarized at the financial statement level so
that they can identify any potential misstatements.
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Comments from 2012 Audit with Management’s Response

Effect — As a consequence of not knowing how the prior year financial statements were prepared
there is the potential that there was a misstatement and management did not identify and correct
the misstatement.

Questioned Costs — None

Recommendation — We recommend that The Town of Chapin:

1) Develop and implement written procedures whereby a review of the financial
statements is performed by senior management prior to issuance. The review should
include all supporting schedules to arrive at the amounts reported in the financial
statements. Management should then maintain those detail schedules in archive so
that the Town has the ability to research or review in future periods how the amounts
reported were arrive at.

2) Fixed asset registers should be maintained and filed with the associated fiscal years
financial supporting information.

3) Monthly bank statements be maintained and filed in monthly order by bank statement
account.

Managements Response — See management’s response attached.

2012-4 Improve Check Signing Policy

This is a significant deficiency

Condition — During the audit for the year ended December 31, 2012 it was noted that the Town
sometimes uses a stamp to sign checks. When the mayor is unavailable, the accountant can use
the stamp to sign checks.

Criteria — Good business practices and sound internal control.
Effect — The current systems results in a vulnerability to misappropriated cash.
Questioned Costs — None

Recommendation — We recommend that the check signing policy be revised. The checks should
not be signed by the accountant who originates and processes disbursements for payment. The
signature card should be revised to include the individuals deemed appropriate to sign. A policy
to have all checks over a certain amount signed by two parties should also be implemented. Such
controls over cash disbursements minimize the possibility of undetected errors or
misappropriation of cash. We believe that controls over cash will improve significantly by
implementing this recommendation.
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Comments from 2012 Audit with Management’s Response

Managements Response — See management’s response attached.

2012-5 Timely Performance of Financial Statement Audit

This is a significant deficiency

Condition — During the audit for the year ended December 31, 2012 we noted that the audit was
not timely performed due in part to a transition between audit firms.

Criteria — Good business practices and sound internal control.

Effect — In order for financials statements to be meaningful and useful and in order to identify
and correct bad practices, the financial statement audit should be timely peformed.

Questioned Costs — None

Recommendation — We recommend that the Town establish policies and procedures requiring
that the financial statement audit be completed within 120 days of year-end.

Managements Response — See management’s response attached.

2012-6 QuickBooks Data File

This is a significant deficiency

Condition — See comments 2012-1 and 2012-2.

Criteria — Good business practices and sound internal control.

Effect — The current financial reporting system is inadequate.

Questioned Costs — None

Recommendation — As the 2012 financial statements are being issued in January 2014, we
recommend that the Town abandon the current QuickBooks data file and start a new file for the

new calendar year 2014.

Managements Response — See management’s response attached.
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Comments from 2012 Audit with Management’s Response

2012-6 Incompatible Functions

This is a material weakness

Condition — The activities of the general town activities and water and sewer activities of the
Town are primarily bookkept by two separate clerks. One clerk for the general town activities
and one clerk for water and sewer activities without any cross review of each other’s work.
Theses clerks are responsible for numerous incompatible functions such as check writing and
bank account reconciliation, among other things.

Criteria — Segregation of duties results in improved internal control.

Effect — The Town has a week internal control structure which could result in financial
irregularities.

Questioned Costs — None

Recommendation — The Town should consider improving the segregation of duties of Town
personnel to reduce or eliminate incompatible functions. The Town should consider the
incremental costs of additional oversight and segregation of duties to the perceived benefits
received.

Managements Response — See management’s response attached.

35



Attachment A



OUTH CARDLINA
103 Columbia Avenue « P.0. Box 183 « Chapin, SC 29036

January 28, 2014

The Chapin Town Council is in receipt of the 2012 Chapin Town Audit from Mr. Matt
Brown, CPA. Given Mr. Brown’s assessment of the financial operations at the end of the audit
for the Town of Chapin, the Chapin Town Council has read, understood, and decided to

implement all aspects of the suggestions and recommendations.

Sincerely,

Vil w/é*v -5%,,/9 /me

Mayor Skip Wilson



