CITY OF FARMINGTON
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Year Ended June 30, 2006

NOTE 1 - SCOPE OF AUDIT PURSUANT TO OMB CIRCULAR A-133

All federal grant operations of the City of Farmington (the “City”) are included in the scope of the
Office of Management and Budget (“OMB") Circular A-133 audit (the “Single Audit”). The Single
Audit was performed in accordance with the provisions of the OMB Circular Compliance
Supplement.  Compliance testing of all requirements as described in the Compliance
Supplement was performed for the grant programs noted below. These programs represent all
federal award programs and other grants with fiscal 2006 cash and non-cash expenditures to
ensure coverage of at least 25 percent (low risk auditee) of federally granted funds. Actual
coverage is 26% of total cash and non-cash federal award program expenditures.

Fiscal Year 2006
Expenditure

Major Federal Award Program Description
20.505 — Federal Transit Metropolitan Grants $ 501,912

The City has one high-risk type A and one low-risk type A programs for the 2006 audit.
NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation

The accompanying Schedule of Expenditures of Federal Awards includes all federal grants to
the City that had activity during the fiscal year ended June 30, 2006. This schedule has been
prepared on the accrual basis of accounting. Grant revenues are recorded for financial
reporting purposes when the City has met the qualifications for the respective grants.

Accrued and deferred reimbursements

Various reimbursement procedures are used for Federal awards received by the City.
Consequently, timing differences between expenditures and program reimbursements can exist
at the beginning and end of the year. Accrued balances at year-end represent an excess of
reimbursable expenditures over receipts to date. Generally, accrued or deferred balances
covered by differences in the timing of cash receipts and expenditures will be reversed in the
remaining grant period.
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Page Two

Our consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a
condition in which the design or operation of one or more of the internal control components
does not reduce to a relatively low level the risk that noncompliance with applicable
requirements of laws, regulations, contracts and grants caused by error or fraud that would be
material in relation to a major federal program being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
We noted no matters involving the internal control over compliance and its operation that we
consider to be material weaknesses.

This report is intended solely for the information and use of the City Council, City management,
the Office of the State Auditor, the New Mexico Legislature, and federal awarding agencies and
is not intended to be and should not be used by anyone other than these specified parties.

ey, crtf A
Farmington, New Mexico
November 3, 2006
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CITY OF FARMINGTON
SCHEDULE OF FINDINGS AND
QUESTIONED COSTS
Year Ended June 30, 2006

SUMMARY OF AUDIT RESULTS

The auditors’ report expresses an unqualified opinion on the basic financial statements of
the City of Farmington.

No material weaknesses relating to the audit of the financial are reported in the Independent
Auditor's Report on Compliance and on Internal Control Over Financial Reporting Based on
an Audit of the Financial Statements Performed in Accordance with Government Auditing
Standards.

No instances of noncompliance material to the financial statements of the City were
disclosed during the audit.

No material weaknesses relating to the audit of the major federal award programs are
reported in the Independent Auditors’ Report on Compliance With Requirements Applicable
to Each Major Program and Internal Control Over Compliance in Accordance With OMB
Circular A-133.

The auditor's report on compliance for the major federal award programs for the City
expresses an ungualified opinion.

No audit findings relative to the major federal award programs for the City are reported in
Part C. of this Schedule.

The program tested as major programs included:

Fiscal Year 2006
Expenditure

Major Federal Award Program Description
20.106 — Airport Improvement Program $ 551,845

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

The City was determined to be a low-risk auditee.
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