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INDEPENDENT AUDITOR'S REPORT 
 
Mayor and City Council 
City of Severy, Kansas 
 

We have audited the accompanying statutory basis financial statements of 
City of Severy, Kansas, as of and for the year ended December 31, 2010, as listed 
in the table of contents.  These financial statements are the responsibility of 
City of Severy, Kansas, 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 Kansas Municipal Audit Guide.  
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 more fully in Note 1, the City of Severy, Kansas, prepares its 

financial statements on a prescribed basis of accounting that demonstrates 
compliance with the cash basis and budget laws of the State of Kansas, which is a 
comprehensive basis of accounting other than accounting principles generally 
accepted in the United States of America.  The effect on the financial statements 
of the differences between this regulatory basis of accounting and accounting 
principles generally accepted in the United States of America, although not 
reasonably determinable, is presumed to be material. 
 

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 the financial data of any legally separate 
component units which accounting principles generally accepted in the United States 
of America require to be reported with the financial data of the City’s primary 
government. 

 
In our opinion, because of the City's policy to prepare its financial 

statements on the basis of accounting discussed in the preceding two paragraphs, 
the financial statements referred to above do not present fairly, in conformity 
with accounting principles generally accepted in the United States of America, the 
financial position of City of Severy, Kansas as of December 31, 2010, or changes in 
financial position for the year then ended. 

 
In our opinion, the financial statements referred to above present fairly, 

in all material respects, the cash and unencumbered cash balances of City of 
Severy, Kansas, as of December 31, 2010, and the revenues it received and 
expenditures it paid for the year then ended, on the basis of accounting described 
in Note 1. 

 
 

Respectfully Submitted, 
 

Schlotterbeck and Burns, LLC 
 
 
May 2, 2011 
 


















 













   

   
  
    
   
   
  
   

  

   
   
   

  
   


 
 
 
  
  
 































   

   
   
   
    

   
   
   
   
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

   
 
 
 
   
   

 
 
 
 

 
 
 

   

 
 



 
 
 
 
 

 
 
 

 

   
 


   
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   



 
 
   
 


   

 
   





















 





  

 
 



 
 
 


   

 
 













  


















   

   

 
   



 
   
 
 


   

 
 





















 




 







 
 













  


















   

 

 
 
 
 



   
   
   
   


  

 
 





















 





  
 
 



 
  
 


  

   
  











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  


















   

   
 
   
   



 
 
 
 
   
 


   
 
 
 


 

 
 


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












   

   
 
   
   
   

 
   



   
   
   
 
  
 


 
 
 
 


 

 
 













  


















 

   
 
   
   



 
 
 
 
 


 

 
 





















 





  
 



 
 


 

 
 







City of Severy, Kansas
Agency Funds

Statement of Cash Receipts and Disbursements
For the Year Ended December 31, 2010

Statement 4

Beginning Cash Cash Ending
Fund Cash Balance Receipts Disbursements Cash Balance

Payroll Clearing Fund $ 1,040 87,662 87,609 1,093

See accompanying notes to financial statements.
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City of Severy, Kansas
Statement of Changes in Long Term Debt
For the Year Ended December 31, 2010

Statement 5

Date of Balance Balance
Interest Date of Amount Final Beginning Reductions/ Other end of Interest

Issue Rate Issue of Issue Maturity of Year Additions Payments Changes Year Paid

Outstanding Obligations:

General Obligation Debt
KWPCRF Loan (Salt Creek) 4.650% 12/22/1999 143,624$     8/1/2020 95,347     6,752      88,595     4,356      

KWPCRF Loan (Sewer) 2.720% 11/26/2007 153,840      9/1/2029 148,522    6,965      141,557    3,508      

Lease Purchase Agreements

Kubota Tractor 4.986% 5/19/2006 39,984       5/8/2012 21,449     -          6,805      -         14,644     1,069      

Total Long-Term Debt 265,318    -          20,522     -         244,796    8,933      

Schedule of Maturity of Long-Term Debt: 2011 2012 2013 2014 2015 2016-2020 2021-2025 2026-2029 Total

KWPCRF Loan
Principal 13,049$      13,544      14,061     14,598     15,158     85,012    42,260     32,470     230,152    

Interest 7,848        7,352       6,836      6,298      5,739      19,471    7,594      1,790      62,928     

Lease Purchase Agreements

Principal 7,144        7,500       14,644     
Interest 730          374         -          -          -          -         -          -          1,104      

    Total 28,771       28,770      20,897     20,896     20,897     104,483   49,854     34,260     308,828    

See accompanying notes to financial statements
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Note 1 Summary of Significant Accounting Policies 
 

A. Reporting Entity 
 

Principles Used in Determining Scope of Entity 
 

The basic criterion used for including other governmental 
organizations in the financial reports is the exercise of oversight 
responsibility over such organizations.  Oversight responsibility is derived 
from the City's powers and includes, but is not limited to, financial 
accountability, appointment of a voting majority of the governing body, 
imposition of will, financial benefit/burden on primary government and 
fiscal dependency.  The City has waived the application of generally 
accepted accounting principles and as such, have not included any component 
units in these financial statements. 

 
B. Basis of Presentation 

 
A fund is defined as an independent fiscal and accounting entity with 

a self-balancing set of accounts recording cash and other financial 
resources, together with all related liabilities and residual equities or 
balances and changes therein, which are segregated for the purpose of 
carrying on specific activities or attaining certain objectives in 
accordance with special regulations, restrictions or limitations. 

 
The following types of funds comprise the financial activities of the 

City for the year of 2010: 
 

Governmental Funds: 
 
General Fund--to account for all unrestricted resources except those 
required to be accounted for in another fund. 
 
Special Revenue Funds--to account for the proceeds of specific revenue 
sources (other than special assessments or major capital projects) 
that are restricted by law or administrative action to expenditure for 
specified purposes. 
 
Capital Project Funds--to account for financial resources to be used 
for the acquisition or construction of major capital facilities. 
 

Proprietary Funds: 
 
Enterprise Funds--to account for operations that are financed and 
operated in a manner similar to private business enterprises--where 
the stated intent is that the costs (expenses, including depreciation) 
of providing goods or services to the general public on a continuing 
basis be financed or recovered primarily through user charges or where 
periodic determination of revenues earned, expenses incurred and/or 
net income is deemed appropriate for capital maintenance, public 
policy, management control, accountability, or other purposes. 
 

Fiduciary Funds: 
 
Trust and Agency Funds--to account for assets held by a governmental 
unit in a trustee capacity or as an agent for individuals, private 
organizations, other governmental units and/or other funds.  These 
include (a) Expendable Trust Funds, (b) Nonexpendable Trust Funds, (c) 
Pension Trust Funds and (d) Agency Funds. 
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C. Basis of Accounting 

 
These financial statements are presented on a basis of accounting 

which demonstrates compliance with the cash basis and budget laws of the 
State of Kansas.  Cash receipts are recognized when the cash balance of a 
fund is increased.  For an interfund transaction, a cash receipt is recorded 
in the fund receiving cash from another fund.  Cash disbursements are 
recognized when the cash balance of a fund is decreased.  For an interfund 
transaction, a cash disbursement is recorded in the fund from which the cash 
is transferred.  Expenditures include disbursements, accounts payable, and 
encumbrances.  Encumbrances are commitments related to unperformed 
(executory) contracts for goods and services, and are usually evidenced by a 
purchase order or written contract. 

 
The City has waived generally accepted accounting principles in 

accordance with Kansas Statutes and as a result, they are required to follow 
this type of special reporting. 

 
Departure from Generally Accepted Accounting Principles 

 
The basis of accounting described above results in a financial 

statement presentation which shows cash receipts, cash disbursements, cash 
and unencumbered cash balances, and expenditures compared to budget.  
Balance sheets that would have shown non-cash assets such as receivables, 
inventories and prepaid expenses, liabilities such as deferred revenue and 
matured principal and interest payable, and reservations of the fund balance 
are not presented.  Under generally accepted accounting principles, 
encumbrances are only recognized as a reservation of fund balance; 
encumbrances outstanding at year end do not constitute expenditures or 
liabilities.  Consequently, the expenditures as reported do not present the 
cost of goods and services received during the fiscal year in accordance 
with generally accepted accounting principles.  In addition, General Fixed 
Assets that account for the land, buildings and equipment owned by the City 
are not recorded. 

 
D. Budgets 

 
Kansas statutes require that an annual operating budget be legally 

adopted for the general fund, special revenue funds (unless specifically 
exempted by statute), debt service funds, and enterprise funds.  The 
statutes provide for the following sequence and timetable in the adoption of 
the legal annual operating budget: 

 
1. Preparation of the budget for the succeeding calendar year on or 

before August 1st. 
2. Publication in local newspaper of the proposed budget and notice 

of public hearing on the budget on or before August 5th. 
3. Public hearing on or before August 15th but at least ten days 

after publication of notice of hearing. 
4. Adoption of the final budget on or before August 25th. 
 
The statutes allow for the governing body to increase the originally 

adopted budget for previously unbudgeted increases in revenue other than ad 
valorem property taxes.  To do this, a notice of public hearing to amend the 
budget must be published in the local newspaper.  At least ten days after 
publication the hearing may be held and the governing body may amend the 
budget at that time.  During 2010, the City had no such amendments. 

 
The statutes permit transferring budgeted amounts between line items 

within an individual fund.  However, such statutes prohibit expenditures in 
excess of the total amount of the adopted budget of expenditures of 
individual funds.  Budget comparison statements are presented for each fund 
showing actual receipts and expenditures compared to legally budgeted 
receipts and expenditures. 
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All legal annual operating budgets are prepared using the modified 
accrual basis of accounting, modified further by the encumbrance method of 
accounting.  Revenues are recognized when cash is received.  Expenditures 
include disbursements, accounts payable, and encumbrances.  Encumbrances are 
commitments by the municipality for future payments and are supported by a 
document evidencing the commitment, such as a purchase order or contract.  
All unencumbered appropriations (legal budget expenditure authority) lapse 
at year-end. 

 
A legal operating budget is not required for capital projects funds, 

trust funds, and the following special revenue funds: 
 
Cemetery Upkeep Reserve Fund 
Fire Reserve Fund 
Special Equipment Reserve Fund 
 

Spending in funds which are not subject to the legal annual operating 
budget requirement are controlled by federal regulations, other statutes, or 
by the use of internal spending limits established by the governing body. 

 
E. Assets, Liabilities, and Fund Equity 

 
Cash 
 

To facilitate better management of the City's cash resources, excess 
cash is combined in pooled operating accounts.  Each fund's portion of total 
cash is based on its equity in the pooled cash amount.  Cash in excess of 
current operating needs is invested on a pooled investment basis and 
earnings thereon, unless specifically designated, are credited to the Water 
Utility Fund. 

 
Property Taxes and Other Receivables 

 
Collection of current year property tax by the County Treasurer is not 

completed, apportioned nor distributed to the various subdivisions until the 
succeeding year, such procedure being in conformity with governing state 
statutes.  Consequently, current year property taxes receivable are not 
available as a resource that can be used to finance the current year 
operations of the City and therefore, are not susceptible to accrual. 

 
It is not practicable to apportion delinquent taxes held by the County 

Treasurer at the end of the audit period and further, the amounts thereof 
are not material in relationship to the financial statements taken as a 
whole. 

 
Deposits and Investments  

 
K.S.A. 9-1401 establishes the depositories which may be used by the 

City. The statute requires banks eligible to hold the City's funds have a 
main or branch bank in the county in which the City is located and the banks 
provide an acceptable rate of return on funds. In addition, K.S.A. 9-1402 
requires the banks to pledge securities for deposits in excess of FDIC 
coverage. 

 
K.S.A. 12-1675 allows the City to deposit idle funds in time deposits-

open accounts, and certificates of deposit with allowable financial 
institutions; and to invest idle funds in U.S. government securities; 
temporary notes; no-fund warrants; repurchase agreements; and the Kansas 
Municipal Investment Pool. 

 
The City held no investments at December 31, 2010 and held no 

investments throughout the year. 
 
Concentration of credit risk. State statutes place no limit on the 

amount the City may invest in any one issuer as long as the investments are 
adequately secured under K.S.A. 9-1402 and 9-1405. 
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Custodial credit risk – deposits. Custodial credit risk is the risk 

that in the event of a bank failure, the City's deposits may not be returned 
to it. State statutes require the City's deposits in financial institutions 
to be entirely covered by federal depository insurance or by collateral held 
under a joint custody receipt issued by a bank within the State of Kansas, 
the Federal Reserve Bank of Kansas City, or the Federal Home Loan Bank of 
Topeka, except during designated "peak periods" when required coverage is 
50%.  The City has not designated any peak periods. 

 
Custodial credit risk – investments. For an investment, this is the 

risk that, in the event of the failure of the issuer or counterparty, the 
City will not be able to recover the value of its investments or collateral 
securities that are in the possession of an outside party.  State statutes 
require investments to be adequately secured. 

 
At December 31, 2010, the carrying amount of the City's deposits was 

$152,437 and the bank balance was $152,609. The bank balance was fully 
covered by Federal Depository Insurance Coverage. 

 
Inventories and Prepaid Expenses 
 

Inventories and prepaid expenses which benefit future periods are 
recorded as an expenditure during the year of purchase as required by state 
statutes.  No physical inventories were taken at year end and no accounting 
controls exist for control of materials inventory. 

 
Long-Term Debt 
 

Long-term debt is recognized as a liability of a governmental fund 
when due, or when resources have been accumulated in the debt service fund 
for payment early in the following year.  For other long-term obligations, 
only that portion expected to be financed from expendable available 
financial resources is reported as a fund liability of a governmental fund.  
Long-term liabilities expected to be financed from proprietary fund 
operations are accounted for in those funds. 

 
F. Revenues and Expenditures 
 

Property Tax Revenue Recognition 
 
Property taxes become a lien against all property November 1st.  

Taxpayers have the option of paying in full or in two installments.  The 
delinquency dates are December 20th and May 10th.  Delinquent taxes are 
assessed interest at rates established by Kansas Statute.  This interest is 
retained by the County Treasurer. 

 
Taxes levied to finance the budget are made available to the City 

after January 1st and are distributed by the County Treasurer approximately 
every month and a half.  At least 50% of the taxes levied are available in 
January. 

 
Interfund Transactions 
 

Quasi-external transactions are accounted for as revenue, expenditures 
or expenses.  Transactions that constitute reimbursements to a fund for 
expenditures/expenses initially made from it that are properly applicable to 
another fund, are recorded as expenditures/expenses in the reimbursing fund 
and as reductions of expenditures/expenses in the fund that is reimbursed. 

 
All other interfund transactions, except quasi-external transactions 

and reimbursements, are reported as transfers.  Non-recurring or non-routine 
permanent transfers of equity are reported as residual equity transfers.  
All other interfund transfers are reported as operating transfers. 
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Note 2 Stewardship, Compliance, and Accountability 

 
Compliance with Kansas Cash Basis Law 
 

Expenditures and encumbrances exceeded the available cash of the 
Employee Benefit fund in the amount of $178. 

 
Compliance with Kansas Budget Law  

 
Expenditures and encumbrances exceeded the adopted budget of the 

Special Highway fund in the amount of $4,699. 
 

Compliance with Kansas Depository Security Law 
 

No violations. 
 
Note 3 Detail Notes on All Funds and Account Groups 

 
A. Assets: 
 

General Fixed Assets 
 
The City has not maintained a record of fixed assets used in 

performance of general governmental operations as required by generally 
accepted accounting principles. 

 
The City has adopted a resolution waiving the maintenance of these 

records until December 31, 2010, in accordance with K.S.A. 75-1120(a). 
 

B. Liabilities: 
 

Defined Benefit Pension Plan 
 
Plan Description.  The City contributes to the Kansas Public Employees 

Retirement System (KPERS), a cost-sharing multiple-employer defined benefit 
pension plan as provided by K.S.A. 75-4901, et seq.  KPERS provides 
retirement benefits, life insurance, disability income benefits, and death 
benefits.  Kansas law establishes and amends benefit provisions.  KPERS 
issues a publicly available financial report that includes financial 
statements and required supplementary information.  That report may be 
obtained by writing to KPERS (611 S. Kansas, Suite 100; Topeka, KS  66603) 
or by calling 1-888-275-5737. 

 
Funding Policy.  K.S.A. 74-4919 establishes the KPERS member-employee 

contribution rate at 4% of covered salary.  The employer collects and remits 
member-employee contributions according to the provisions of section 414(h) 
of the Internal Revenue Code.  State law provides that the employer 
contribution rate be determined annually based on the results of an annual 
actuarial valuation.  KPERS is funded on an actuarial reserve basis.  State 
law sets a limitation on annual increases in the contribution rates for 
KPERS employers.  The employer rate established by statute for the period 
January 1, 2010 through December 31, 2010 was 7.14% (dropping to 6.14% for 
the period April 1, 2010 through June 30, 2010).  The City employer 
contributions for the year ending December 31, 2010, 2009 and 2008 were 
$1,874, $1,508, and $1,509, respectively, equal to the statutory required 
contribution for the year. 
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General Long-Term Debt 
 
Kansas cities are limited to aggregate general obligation debt not to 

exceed 30% of assessed valuation of tangible taxable property within the 
city.  The City's assessed valuation as of November 1, 2010 was $703,809.  
At December 31, 2010, the City had no bonded indebtedness outstanding.  The 
resulting legal debt margin for the City is $211,143. 

 
At December 31, 2010, the City has two loans outstanding through the 

Kansas Department of Health and Environment.  These loans were funded 
through the State's KWPCRF program, with the proceeds being used in 
connection with various City construction projects.  At December 31, 2010 
the outstanding balance on these loans is $230,152. 

 
Also at December 31, 2010, the City is obligated under a lease 

purchase agreement for the purchase of a tractor.  Details of this lease 
purchase agreement are shown on Statement 5. 

 
A schedule of changes in the City's long term debt, along with 

payments due subsequent to December 31, 2010, is presented in Statement 5. 
 

C. Operating Transfers: 
 

         From                       To                         Amount 
  
General Fund Fire Reserve Fund $  3,000 
Employee Benefits Fund Health Care Trust Fund 4,800 
General Fund Special Highway Fund 9,928 

 
Note 4 Sewer Lagoon Improvement Project 

 
During 2008, the City began a project to add another cell to their 

existing sewer lagoon.  This project was funded through a $171,222 Community 
Development Block Grant and a $171,222 KPWCRF Loan.  Repayment of the loan 
will be made from the City’s sewer utility fund through future customer 
charges. 

 
As of December 31, 2010, this project is complete.  Expenditures and 

encumbrances to date as of December 31, 2010 were $307,680 with a total 
project authorization of $342,444. 
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