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Independent Auditors’ Report

Board of Directors
Klamath County Library Service District
Klamath Falls, Oregon

We have audited the accompanying financial statements of the governmental activities and each major fund of Klamath County
Library Service District, as of June 30, 2012 and for the year then ended, which collectively comprise Klamath County Library
Service District’s basic financial statements as listed in the table of contents. These financial statements are the responsibility of
Klamath County Library Service District’s management. Our responsibility is to express an opinion on these financial statements
based on our audit.

Except as discussed in the following paragraph, we conducted our audit in accordance with auditing standards generally accepted
in the United States of America. 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 the 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 opinions.

The financial statements of Klamath County Library Foundation and Friends of the Klamath County Library have not been
audited, and we were not engaged to audit Klamath County Library Foundation’s or Friends of the Klamath County Library’s
financial statements as part of our audit of Klamath County Library Service District’s basic financial statements. Klamath County
Library Foundation and Friends of the Klamath County Library financial activities are included in Klamath County Library
Service District’s basic financial statements as discretely presented component units and represent 4.3%, 4.5%, and 7.0% of the
assets, net assets, and revenues, respectively, of Klamath County Library Service District’s aggregate discretely presented
component units.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial position of
the governmental activities, and each major fund of Klamath County Library Service District, as of June 30, 2012, and the
respective changes in financial position thereof for the year then ended in conformity with the generally accepted accounting
principles of the United States of America.

The management’s discussion and analysis on pages 3 through 6, and the budgetary comparison information on pages 23 through
24 are not a required part of the basic financial statements but are supplementary information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures to the management’s discussion and analysis, which
consisted principally of inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and we express no opinion on it. The budgetary
comparison information has been subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, are fairly stated in all material respects in relation to the basic financial statements taken as a whole.



Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise Klamath
County Library Service District’s basic financial statements. The other supplementary schedules are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The other supplementary schedules have been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated in
all material respects in relation to the basic financial statements taken as a whole.

Molatore, Scroggin, Peterson & Co. LLP

(Hhr C o

Andrew E. Peterson, Partner

Klamath Falls, Oregon
December 21, 2012




Klamath County Library Service District
Management’s Discussion and Analysis
June 30, 2012

As management of Klamath County Library Service District (District), we offer readers of the District’s financial statements this
narrative overview and analysis of the financial activities of the District for the fiscal year ended June 30, 2012.

Financial Highlights

The assets of the District exceeded its liabilities at the close of the most recent fiscal year by $4,768,625 (net assets). Of this
amount, $1,988,652 (unrestricted net assets) may be used to meet the District’s ongoing obligations to citizens and creditors.

The District’s total net assets increased by $208,645. This increase was due to revenues in excess of expenditures in the current
fiscal year.

As of the close of the current fiscal year, the District’s governmental funds reported combined ending fund balances of
$1,791,100 an increase of $90,909 when compared with the prior year. Of this amount $1,791,100 is available for spending at the
District’s discretion (assigned, unassigned fund balance).

At the end of the current fiscal year, unassigned fund balance for the general fund was $826,499, or 35.8% of total general fund
expenditures.

Overview of the Financial Statements

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

Government-wide financial statements
The government-wide financial statements are designed to provide readers with a broad overview of the District’s finances, in a
manner similar to a private-sector business.

The statement of net assets presents information on all of the District’s assets and liabilities, with the difference between the two
reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator of whether the financial
position of the District is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets changed during the most recent fiscal
year. Changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of the timing
of related cash flows. Thus, revenues and expenses are reported in this statement for some items that will only result in cash
flows in future fiscal periods (e.g., uncollected taxes and earned but unused compensated absences).

The governmental activities of the District include library services and reserves for future needs of the District.
The government-wide financial statements can be found on pages 7 and 8 of this report.

Fund financial statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for specific
activities or objectives. The District, like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. All of the funds of the District are in one category: governmental funds.

Governmental fund

Governmental funds are used to account for essentially the same function reported as governmental activities in the government-
wide financial statements. However, unlike the government-wide financial statements, governmental fund financial statements
focus on near-term inflows and outflows of spendable resources, as well as on balances of spendable resources available at the
end of the fiscal year. Such information may be useful in evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful to
compare the information presented for governmental funds with similar information presented for governmental activities in the
government-wide financial statements. By doing so, readers may better understand the long-term impact of the District’s near-




Klamath County Library Service District
Management’s Discussion and Analysis
June 30, 2012

term financing decisions. There is a reconciliation to facilitate this comparison between governmental funds and governmental
activities on pages 9 and 11.

The District maintains two individual governmental funds. Information is presented separately in the governmental fund balance
sheet and in the governmental fund statement of revenues, expenditures, and changes in fund balances for the general and the
capital projects fund. The capital projects fund accounts for the accumulation of resources for acquisitions of fixed assets or
construction of major capital projects.

The District adopts an annual appropriated budget for all its funds. A budgetary comparison statement has been provided for each
fund to demonstrate compliance with their budgets.

The basic governmental fund financial statements can be found on pages 9 through 11 of this report.

Notes to Financial Statements
The notes provide additional information that is essential to a full understanding of the data provided in the government-wide and
fund financial statements. The notes to the financial statements are on pages 12 through 22.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. In the case of the
District, assets exceeded liabilities by $4,768,625 at the close of the most recent fiscal year.

Part of the District’s net assets (58.2%) reflects its investment in capital assets (e.g., land, construction in progress, buildings and
system, machinery and equipment and infrastructure) less any related debt used to acquire those assets that is still outstanding.
The District uses these capital assets to provide services to citizens; consequently, these assets are not available for future
spending. Although the District's investment in its capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, since that capital assets themselves cannot be used to
liquidate these liabilities.

The remaining balance of unrestricted net assets $1,988,652 (41.7%) may be used to meet the government’s ongoing obligations
to citizens and creditors.

Klamath County Library Service District’s Net Assets

Governmental Activities

2012 2011

Current and other assets $ 2,108,992 $ 2,030,726
Capital assets 2,779,973 2,643,744
Total assets 4,888,965 4,674,470
Long-term liabilities outstanding 39,735 29,074
Other liabilities 80,606 85,415
Total liabilities 120,341 114,489
Invested in Capital assets,

Net of related debt 2,779,973 2,643,744
Unrestricted 1,988,652 1,916,237
Total net assets $ 4,768,625 $ 4,559,981

At the end of the current fiscal year, the District is able to report positive balances in total net assets for the government as a
whole, as well as for its separate governmental activities. The same held true for the prior fiscal year.




Klamath County Library Service District
Management’s Discussion and Analysis
June 30, 2012

The government’s net assets were increased by $208,645 during the current fiscal year. The largest factor in this increase is due
to contributions from component units for the purpose of construction of capital assets.

Key elements of the changes in net assets are as follows:

Klamath County Library Service District’s Changes in Net Assets

Governmental Activities

2012 2011
Revenues:
Program revenues:

Charges for services $ 66,537 $ 79,749

Operating grants and contributions 76,729 15,540

Capital grants and contributions 10,000 166,868
General revenues:

Property taxes 2,435,163 2,335,774

Unrestricted investment earnings 10,912 17,169

Property surplus income - 18,974
Total revenues 2,599,341 2,634,074
Expenses:

Library services 2,390,696 2,429,117
Total expenses 2,390,696 2,429,117
Increase (decrease) in net assets 208,645 204,957
Net assets, beginning 4,559,980 4,355,024
Net assets, ending $ 4,768,625 3 4,559,981

Governmental activities
Governmental activities increased the District’s net assets by $208,645. This is $3,688 more than the fiscal year 2011 increase.
Key elements of this difference are as follows: Increase for contributions from component units for construction of capital assets.

Financial Analysis of the Government’s Funds

As noted earlier, the District uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements.

Governmental funds

The focus of the District’s governmental funds is to provide information on the near-term inflows, outflows, and balances of
spendable resources. Such information is useful in assessing the District’s financing requirements. In particular, unreserved fund
balance may serve as a useful measure of a government’s net resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the District’s governmental funds reported combined ending fund balances of $1,791,100,
an increase of $90,909 from the prior year. All of this amount constitutes assigned and unassigned fund balance, which is
available for spending at the District’s discretion.

The general fund is the chief operating fund of the District. At the end of the current fiscal year, unassigned fund balance of the
general fund was $826,499. As a measure of the general fund’s liquidity, it may be useful to compare unassigned fund balance to
the total fund expenditures. The unassigned fund balance represents 35.8% of total general fund expenditures.

During the current fiscal year the fund balance of the District’s general fund decreased by $58,613. The key factor in this is a
transfer to the capital projects fund for capital expenditures.
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The capital projects fund has a fund balance of $964,601, all of which is assigned for capital expenditures. The net increase in
fund balance during the current year was $149,522. The reason for this increase was due to a transfer from the general fund.

Budgetary Highlights

The District budgets all funds in compliance with Oregon budget law. The District did not adopt any supplemental budgets
during the year.

Capital Asset and Debt Administration

Capital assets

The District’s investment in capital assets for its governmental activities as of June 30, 2012, amounts to $2,779,973 (net of
accumulated depreciation). This investment in capital assets includes land, construction in progress, buildings and system,

machinery and equipment and infrastructure. The total increase in the District’s investment in capital assets for the current fiscal
year was $139,229.

Major capital asset events during the fiscal year included the purchase of real property.

Klamath County Library Service District’s Capital Assets

Governmental Activities

2012 2011
Construction in progress $ 201,166 $ -
Land 222,600 222,600
Buildings and system 2,314,923 2,378,446
Machinery and equipment 41,284 42,698
Total $ 2,779,973  $ 2,643,744

Additional information on the District’s capital assets can be found in note 6 of this report.

Economic Factors and Next Year’s Rates

Klamath County is not immune from the national recession. The current unemployment outlook for Klamath County improved
significantly from the previous year. The rate for 2012 is 10.8% compared to 12.4% in 2011. Residential and commercial
construction has remained flat over the prior fiscal year. Tax revenues are expected to remain flat.

Requests for Information

This financial report is designed to provide a general overview of the District’s finances for all those with an interest in the
District’s finances. Questions concerning any of the information provided in this report or requests for additional financial

information should be addressed to District Manager, Klamath County Library Service District, 126 South Third Street, Klamath
Falls, Oregon 97601.
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Klamath County Library Service District

Statement of Net Assets
June 30, 2012

Assets
Current Assets:
Cash and cash equivalents
Accounts receivable
Property taxes receivable

Total Current Assets

Noncurrent Assets:
Capital assets (net of accumulated depreciation)
Construction in progress
Building and improvements
Land
Equipment

Total Noncurrent Assets

Total Assets

Liabilities
Current Liabilities:
Accounts payable

Total Current Liabilities

Noncurrent Liabilities:
Compensated absences
OPEB liability
Pension liability

Total Liabilities

Net Assets
Invested in capital assets, net of related debt

Unrestricted

Total Net Assets

The notes to the financial statements are an integral part of this statement.

Governmental
Activities

Component
Units

$ 1,750,553
23,240
335,197

$

221,248

2,108,990

221,248

201,166
2,314,923
222,600
41,284

2,779,973

4,888,963

221,248

22,282

22,282

58,324
2,110
37,624

120,340

2,779,973
1,988,652

221,248

$ 4,768,625

$

221,248




Klamath County Library Service District

Statement of Activities

For the Year Ended June 30, 2012

Program Revenues

Operating Capital
Charges for Grantsand Grantsand Governmental Component
Functions/Programs Expenses Services  Contributions Contributions Activities Units
Governmental Activities:
Library Services $ 2,390,696 $ 66537 $ 76,729 $ 10,000 $ (2,237,430)
Total primary government $ 2,390,696 $ 66537 $ 76,729 $ 10,000 $ (2,237,430)
Component Units:
Library Services $ 105368 3 - $ 183,747 $ - $ 78,379
Total component units $ 105368 $ - $ 183,747 $ - 78,379
General Revenues:
Property taxes, levied for general purposes 2,435,163
Unrestricted investment earnings 10,912 (1,925)
Total General Revenues 2,446,075 (1,925)
Change in Net Assets 208,645 76,454
Net Assets - Beginning, as restated 4,559,980 144,794

Net Assets - Ending

The notes to the financial statements are an integral part of this statement.

$ 4,768,625 $ 221,248




Klamath County Library Service District
Balance Sheet — Governmental Funds

June 30, 2012

Capital Total
General Projects Governmental
Fund Fund Funds
Assets
Cash and cash equivalents $ 785,953 964,601 $ 1,750,554
Accounts receivable 23,240 - 23,240
Property taxes receivable 335,197 - 335,197
Total Assets $ 1,144,390 964,601 $ 2,108,991
Liabilities and Fund Balances
Accounts payable $ 22,282 - $ 22,282
Deferred property tax 295,609 - 295,609
Total Liabilities 317,891 - 317,891
Fund balances:
Assigned - 964,601 964,601
Unassigned 826,499 - 826,499
Total Fund Balances 826,499 964,601 1,791,100
Total Liabilities and Fund Balances $ 1,144,390 964,601
Amounts reported for governmental activities in the statement of net
assets are different because:
Capital assets used in governmental activities are not financial
resource and, therefore, are not reported in the funds. 2,779,973
Other long-term assets are not available to pay for current period
expenditures and, therefore, are deferred in the funds.
Deferred revenue 295,610
Long-term liabilities not payable in the current year are not
reported as governmental fund liabilities. These liabilities consist of:
Compensated absences (58,324)
OPEB liability (2,110)
Pension liability (37,624)
Net assets of governmental activities $ 4,768,625

The notes to the financial statements are an integral part of this statement.




Klamath County Library Service District
Statement of Revenues, Expenditures and Changes in Fund Balance

Governmental Funds

For the Year Ended June 30, 2012

Capital Total
General Projects Governmental
Fund Fund Funds
Revenues
Property taxes $ 2,442,365 $ - $ 2,442,365
Opearting grants and contributions 58,806 - 58,806
Per Capita State Aid 16,491 - 16,491
Charges for services 51,872 - 51,872
Investment income 7,834 3,078 10,912
Miscellaneous revenues 16,095 - 16,095
Total Revenues 2,593,463 3,078 2,596,541
Expenditures
Current:
Personnel services 1,261,179 - 1,261,179
Materials and services 1,044,356 8,930 1,053,286
Capital outlay:
Building improvements - 191,167 191,167
Total Expenditures 2,305,535 200,097 2,505,632
Excess (Deficiency) of Revenues
Over (Under) Expenditures 287,928 (197,019) 90,909
Other Financing Sources and Uses
Transfer in - 346,541 346,541
Transfer out (346,541) - (346,541)
Total Other Financing Sources and Uses (346,541) 346,541 -
Net Change in Fund Balances (58,613) 149,522 90,909
Fund Balances - Beginning 885,112 815,079 1,700,191
Fund Balances - Ending $ 826,499 $ 964,601 $ 1,791,100

The notes to the financial statements are an integral part of this statement.




Klamath County Library Service District
Reconciliation of the Statement of Revenues,
Expenditures and Changes in Fund Balance of Governmental
Funds to the Statement of Activities
For the Year Ended June 30, 2012

Amounts reported for governmental activities in the statement of activities
(page 8) are different because:

Net change in fund balances - total governmental funds (page 10)

Governmental funds report capital outlays as expenditures. However, in the statement
of activities the cost of those assets is allocated over their estimated useful lives and
reported as depreciation expense. This is the amount by which capital outlays

exceeded depreciation in the current period.

The net effect of various miscellaneous transactions involving capital
assets (i.e. sales,trade-ins, and donations) is to increase net assets

Revenues in the statement of activities that do not provide current financial resources
are not reported as revenues in the funds.

Expenses for post employment obligations reported in the statement of activities do
not require the use of current financial resources and, therefore, are not reported
as expenditures in governmental funds.

Change in net assets of governmental activities (page 8)

The notes to the financial statements are an integral part of this statement.

90,909

126,231

10,000

(7,203)

(11,292)

208,645

11



Klamath County Library Service District
Notes to Financial Statements
June 30, 2012

Note 1 — Summary of Significant Accounting Policies

Organization

The Klamath County Library Service District (the District), was created by the residents of Klamath County through Measure 18-
39 on July 1, 2001. The governing body is a three member Board of Directors consisting of the Klamath County Board of
Commissioners. The Board of Directors is charged with the responsibility for overseeing operations of the District. The Board is
further charged with the selection of a budget committee to oversee the preparation and review of the annual budget.

Reporting Entity

The District’s financial statements include the accounts of all District operations. The District is a component unit of Klamath
County and is presented as a blended component unit. The accompanying financial statements present the District and its
component units, entities for which the District is considered to be financially accountable. These entities do not qualify as
blended component units and are presented separately in a discrete presentation.

Discretely Presented Component Units

Klamath County Library Foundation (the Foundation) — The Foundation was organized as a legally separate entity in 2004 as a
501(c)(3) not-for-profit organization. The Foundation exists for the purpose of promotion of reading and life-long learning
through the support of the Klamath County Library by conducting capital campaigns to expand and enhance facilities within the
District. The Foundation has no potential component units.

The Foundation board consists of four members from the community that direct the functions of the Foundation and make
decisions regarding the direction of the Foundation and the projects it will support. The financial statements of the Foundation
have not been audited.

Friends of the Klamath County Library (the Friends) - The Friends was formed in 1984 as a legally separate entity under 501(c)
(3) as a not-for-profit organization. The Friends exists for the purpose of raising funds for the support of the operations of the
District. The Friends has no potential component units.

The Friends board consists of seven members from the community that direct the functions of Friends and make decisions
regarding the direction of Friends and the projects it will support. The financial statements of Friends have not been audited.

Government — Wide and Fund Financial Statements
The government-wide financial statements (i.e., the statement of net assets and the statement of activities) report information on
all of the activities of the District. Governmental activities are supported by property taxes, billing services, and interest income.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment is offset by
program revenues. Direct expenses are those that are clearly identifiable with a specific function or segment. Program revenues
include 1) charges to customers or applicants who purchase, use, or directly benefit from goods, services, or privileges provided
by a given function or segment and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among program revenues are
reported instead as general revenues.

Major individual governmental funds are reported as separate columns in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus and the accrual basis of
accounting. Revenues are recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows.

Governmental fund financial statements are reported using the current financial resources measurement focus and the modified
accrual basis of accounting. Revenues are recognized as soon as 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 liabilities of the current
period. For this purpose, the District considers revenues to be available if they are collected within 60 days of the end of the
current fiscal period. Expenditures generally are recorded when a liability is incurred, as under accrual accounting. However, debt
service expenditures, are recorded only when payment is due.

12



Klamath County Library Service District
Notes to Financial Statements
June 30, 2012

Note 1 — Summary of Significant Accounting Policies (continued)

Property taxes are recognized as revenues in the year for which they are levied. Grants and similar items are recognized as
revenue as soon as all eligibility requirements imposed by the provider have been met.

The District reports the following major governmental funds:

The general fund is the District’s primary operating fund. It accounts for all financial resources of the District, except those
required to be accounted for in another fund.

The capital projects fund accounts for the accumulation of resources for the construction of a building for the District.
As a general rule, the effect of interfund activity has been eliminated from the government-wide financial statements.

Amounts reported as program revenues include 1) charges to customers or applicants for goods, services, or privileges provided,
2) operating grants and contributions, and 3) capital grants and contributions, including special assessments. Internally dedicated
resources are reported as general revenues rather than as program revenues. Likewise, general revenues include all taxes.

When both restricted and unrestricted resources are available for use, it is the District’s policy to use restricted resources first,
then unrestricted resources as they are needed. When committed, assigned, or unassigned funds are available for use, it is the
District’s policy to use the highest level of committed or assigned funds first, then unassigned funds as they are needed.

Deposits and Investments
The District’s cash and cash equivalents are considered to be cash on hand, demand deposits, and short-term investments with
original maturities of three months or less from the date of acquisition.

The District participates in Klamath County, Oregon Treasurer’s Investment Pool (TIP). The TIP operates in accordance with
appropriate state laws and regulations. The reported value of the pool is the same as the fair value of the pool shares. Information
regarding the TIP may be requested by contacting the Klamath County Treasurer’s office by mail, at 305 Main Street, Klamath
Falls, OR 97601.The District’s investment portfolio as of June 30, 2012 is representative of the types of investments made
throughout the year.

Receivables and Payables

Activities between funds that are representative of lending/borrowing arrangements outstanding at the end of the fiscal year are
referred to as, “due to/from other funds” (i.e., the current portion of interfund loans) or “advances to/from other funds” (i.e., the
noncurrent portion of interfund loans). All other outstanding balances between funds are reported as “due to/from other funds”.
Any residual balances outstanding between the governmental activities and business type activities are reported in the
government-wide statements as “internal balances”.

Advances between funds, as reported in the fund financial statements, are offset by a fund balance reserve account in applicable
governmental funds to indicate that they are not available for appropriation and not expendable available financial resources.

All trade receivables are shown net of allowance for uncollectibles. Allowances for uncollectibles on trade accounts receivables is
based on the District’s expected net write-offs for the next year based upon past history.

Property taxes become a lien against the property, as of July 1, in the year in which due and are assessed in October through
billing by the county to the property owner. Payments are due in three equal installments on November 15, February 15 and May
15 with a 3% discount available for payment in full on November 15. Taxes unpaid and outstanding on May 16 are considered
delinquent and are subject to lien, and penalties and interest are assessed.

Prepaid Items
Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid items in both
government-wide and fund financial statements.

Capital Assets
Capital assets, which include property, plant, and equipment, are reported in the applicable governmental activities columns in the
government-wide financial statements. Capital assets are defined by the District as assets with an initial, individual cost of more

13



Klamath County Library Service District
Notes to Financial Statements
June 30, 2012

Note 1 — Summary of Significant Accounting Policies (continued)
than $5,000 and an estimated useful life in excess of one year. All vehicles (rolling stock) are capitalized regardless of cost.

As the District acquires additional capital assets each period, they are capitalized and reported at historical cost. The reported
value excludes normal maintenance and repairs which are essentially amounts spent in relation to capital assets that do not
increase the capacity or efficiency of the item or extend its useful life beyond the original estimate. In the case of donations, the
District values these capital assets at the estimated fair value of the item at the date of its donation.

Property, plant, and equipment of the District is depreciated using the straight line method over the following estimated useful
lives:

Assets Years
Buildings & Improvements 20-50
Infrastructure 30
Vehicles
Equipment

Deferred Revenue

Unearned revenues will be recognized in the fiscal year they are earned in accordance with the accrual basis of accounting.
Deferred revenues reported in the governmental fund financial statements represent unearned revenues or revenues which are
measurable but not available. In accordance with the modified accrual basis of accounting, these items are reported as deferred
revenues.

Compensated Absences

It is the District’s policy to permit employees to accumulate earned but unused vacation, compensatory and sick leave benefits.
The District has a policy that employees hired after December 31, 1998 that are separated from employment do not get paid for
unpaid accumulated sick leave. Only employees employed before December 31, 1998 are paid half of their unpaid accumulated
sick leave. All vacation pay and compensatory time is accrued when incurred in the government-wide statements. A liability for
these amounts is reported in governmental funds only if they have matured, for example, as a result of employee resignations and
retirements at June 30. Liabilities for compensated absences are liquidated as employees separate from service and receive
payment for accumulated leave benefits. Expenditures for liquidating the liabilities are recorded in the General fund.

Pension and Other Postemployment Benefit Obligation (OPEB)

The District participates in the Klamath County Employees’ Pension Plan and the post-employment health care plan. The
District's share of the pension and net OPEB obligations are recognized as long-term liabilities in the government-wide financial
statements, the amount of which is actuarially determined and allocated to the District.

Fund Equity

The District complies with Statement No. 54 of the Governmental Accounting Standards Board, Fund Balance Reporting and
Governmental Fund Type Definitions. This statement requires five classifications of fund balances in governmental fund
financial statements — Nonspendable, Restricted, Committed, Assigned, and Unassigned. Nonspendable funds are either in
nonspendable form or are permanently restricted. Restricted funds can only be spent for specific purposes stipulated by law or
external regulation or contract. Committed funds can only be used for specific purposes determined by formal action of the Board
of Directors, which is the District’s highest level of decision making authority. The Board of Directors would have to take formal
action to alter the purpose for which these funds can be spent. Assigned funds are funds that are assigned to a specific purpose by
the Board of Directors but do not meet the criteria to be classified as restricted or committed. Unassigned funds is the residual
classification for the general fund.

In the financial statements, assets in excess of liabilities are presented in one of two ways depending on the measurement focus
used in the reporting fund.
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Klamath County Library Service District
Notes to Financial Statements
June 30, 2012

Note 1 — Summary of Significant Accounting Policies (continued)

On the Balance Sheet — Governmental Funds, assets in excess of liabilities are reported as fund balances and are segregated
between nonspendable, restricted, committed, assigned, and unassigned.

On the Government-wide Statement of Net Assets, net assets are segregated into restricted and unrestricted balances. Restrictions
are limitations on how the net assets may be used. Restrictions may be placed on net assets by an external party that provided the
resources, by enabling legislation or by the nature of the asset.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires management to
make estimates and assumptions that affect certain reported amounts and disclosures. Accordingly, actual results could differ
from those estimates.

Note 2 — Stewardship, Compliance, and Accountability

Budgetary Information

The District budgets all funds. On or before June 30 of each year, the District enacts a resolution approving the budget,
appropriating the expenditures, and levying the property taxes. Prior to enacting this resolution, the proposed budget is presented
to a budget committee consisting of members, the Board of Directors and a like number of interested citizens. The budget
committee presents the budget to the Board of Directors for budget hearings prior to enactment of the resolution approving the
budget, appropriating the expenditures, and levying property taxes. All annual appropriations lapse at fiscal year-end.

The budget is prepared by fund, department, activity, and line, and includes information of the past year, current year estimates,
and requested appropriations for the next fiscal year. Expenditures may not exceed legally budgeted appropriations at the level of
personal services, materials and services, capital outlay, debt services, transfers out, and other requirements/expenditures for each
fund.

Unexpected additional resources or appropriations may be added to the budget through the use of a supplemental budget. A
supplemental budget requires hearings before the public, publications in newspapers, and approval by the Board of Directors.
Original and supplemental budgets may be modified by the use of appropriation transfers between the levels of control. Such
transfers require approval by passing a Director’s resolution authorizing the transfer. All budget amendments are subject to the
limitations put forth in the Oregon Revised Statutes Chapters 294.305 through 294.565 (Oregon Budget Law). No supplemental
appropriations, permitted by Oregon Budget Law, were authorized by the Directors during the fiscal year. The District does not
use encumbrances.

Annual budgets are adopted generally following the modified accrual basis of accounting with the following exception: Interfund
loans and repayments are budgeted similar to other debt transactions. The nature and amount of all significant adjustments
necessary are noted on the budget to actual statements included in the financial statements.

Note 3 — Other Required Individual Fund Disclosures

Generally accepted accounting principles require disclosure of certain information concerning individual funds, including over
expenditures of budgeted funds by individual funds.

Budgeted Actual Over
Fund/Function Expenditures Expenditures Expended
Capital Projects Fund
Materials and services $ - $ 8930 $ 8,930
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Klamath County Library Service District
Notes to Financial Statements
June 30, 2012

Note 4 — Cash and Cash Equivalents

Deposits and investments as of as June 30, 2012 were as follows:

Primary Component
Government Units Total
Cash $ 150 $ - $ 150
Deposits with financial institutions - 110,649 110,649
Oregon Community Foundation - 57,511 57,511
Klamath County Treasurer Investment Pool 1,750,403 53,088 1,803,491

$ 1,750,553 $ 221,248 $ 1,971,801

Credit Risk

At year end, the book balance of the District’s bank deposits, from component units, was $110,649 and the bank balance was
$110,649. The primary government did not have any deposits with financial institutions at year end. Deposits are secured by
federal deposit insurance to legal limits. The remaining amount is secured by collateral in accordance with Oregon Revised
Statutes. The District has not adopted a policy for credit risk beyond that required by ORS Chapter 295.

Custodial Credit Risk

In the case of deposits this is the risk that in the event of a bank failure, the District’s deposits may not be returned to it. Oregon
laws require governmental deposits to be made in banks to be protected either by depository insurance or the financial institution
is required to maintain on deposit with a collateral pool manager securities having a value at least equal to the bank’s maximum
liability as defined by Oregon law. When such securities are deposited with the pool manager, covered funds are considered fully
collateralized under Oregon law. The collateral is held by a state-sponsored pool manager, and is clearly designated as security
for the benefit of depositors of public funds. When a loss has occurred in a bank, the State Treasurer shall assess the net amount
of public funds against the collateral deposited by the bank with the pool manager. If this is not sufficient to cover the loss, the
collateral of all other banks in the state shall be assessed, on a proportionate basis. The District has not adopted a policy for
custodial credit risk.

Credit risk - TIP: Oregon Revised Statutes, Chapter 294, authorize the District to invest in obligations of the U.S. Treasury,
U.S. Government agencies and instrumentalities, bankers’ acceptances guaranteed by an Oregon financial institution, repurchase
agreements, State of Oregon Local Government Investment Pool, certain high grade commercial paper, and various interest
bearing bonds of Oregon municipalities, among others. The District does not have a deposit policy for investment credit risk.
The District’s investment portfolio as of June 30, 2012, is representative of the types of investments made throughout the year.

Custodial credit risk — TIP: The District’s investment in the TIP are not required to be categorized by level of credit risk
because these investments are not evidenced by securities.

Concentration of credit risk — TIP: The District does not have a policy regarding concentration of credit risk.
Interest rate risk - TIP: The District does not have a policy regarding interest rate risk.

Note 5 - Receivables

Governmental funds report deferred revenue in connection with receivables for revenues that are not considered to be available to
liquidate liabilities of the current period. At the end of the current fiscal year deferred revenue reported in the governmental
funds related to property taxes.
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Klamath County Library Service District
Notes to Financial Statements
June 30, 2012

Note 6— Capital Assets

Capital asset activity for the year ended June 30, 2012 was as follows:

Beginning Ending
Balance Increases Decreases Balance
Capital assets, not depreciated
Construction in progress $ - $ 201,166 $ - $ 201,166
Land 222,600 - - 222,600
222,600 201,166 - 423,766
Capital assets, being depreciated
Building and improvements 3,177,732 - - 3,177,732
Equipment and furniture 82,586 - - 82,586
Vehicle 55,674 - - 55,674
3,315,992 - - 3,315,992
Less accumulated depreciaton:
Building and improvements 799,286 63,523 - 862,809
Equipment and furniture 39,888 1,414 - 41,302
Vehicle 55,674 - - 55,674
894,848 64,937 - 959,785
Total being depreciated, net 2,421,144 (64,937) - 2,356,207
Total capital assets $ 2,643,744 $ 136,229 $ - $ 2,779,973

Depreciation expense was charged to functions/programs of the District as follows:

Governmental Activites:
Library services $ 64,937

Note 7 — Operating Lease

The District leases real property which is used for its various branches. Lease expense for the year ended June 30, 2012 was
$86,2009.

Future minimum lease payments for these facilities are as follows for the years ended June 30:

2013 $ 77,895
2014 57,520
2015 21,264
2016 5,016
Total $ 161,695
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Klamath County Library Service District
Notes to Financial Statements
June 30, 2012

Note 8 — Long-term Liabilities

Changes in Long-term Liabilities
Long-term liability activity for the year ended June 30, 2012, was as follows:

Balance Balance Amounts Due
June 30, 2011 Additions Reductions June 30, 2012 Within One Year
Compensated absences $ 57,692 $ - $ 632 $ 58,324 $ -
OPEB liability 1,263 847 - 2,110 -
Pension liability 27,811 9,813 - 37,624
Total $ 86,766 $ 10,660 $ 632 $ 98,058 $

Note 9 — Contingencies

Amounts received or receivable from grantor agencies are subject to audits and adjustments by grantor agencies. Any disallowed
claims, including amounts already collected, may constitute liability of the applicable funds. The amount, if any, of expenditures
that may be disallowed by the grantor cannot be determined at this time, although the District expects such amounts, if any, to be
immaterial.

Note 10 — Interfund Transfers

Transfers are used to 1) move resources from the fund with collection authorization to the debt service fund as debt service
principal and interest payments are due, 2) move restricted amounts from borrowings to the debt service fund to establish
mandatory reserve accounts, 3) move unrestricted general fund revenues to finance various programs that the District must
account for in other funds in accordance with budgetary authorizations, including amounts provided as subsidies or matching
funds for various grant programs, and 4) move amounts from various departments to reserve accounts to fund budgeted reserves.

Note 11 — Risk Management

The District participates in Klamath County's risk management fund for unemployment and workers compensation claims. The
District purchases commercial insurance through Special Districts Association for general liability and auto. Settlements have not
exceeded coverage for each of the past three fiscal years.

Note 12 — Defined Benefit Pension Plans

The District participates in The Klamath County Employees’ Pension Plan.
Klamath County Employees’ Pension Plan

Plan Description

This plan is a single employer defined benefit pension plan to which the employer makes contributions. The latest actuarial
valuation of the plan was made as of January 1, 2009. The plan is a stand alone plan and covered under the Internal Revenue
Code 401(a) and the subsequent trust document/restatement.

All qualified employees who work 20 hours or more per week and are not considered temporary are eligible for participation after
the first of the month following the date of employment.

The benefits for participants vest at 0% for less than five years of service and 100% for five years or more of service.

Normal retirement is allowed at age 62, otherwise age 65. Early retirement is allowed at age 55 with reduced benefits until age
60. At age 60, retirement is allowed at an unreduced benefit level. Retirement benefits are based on salary and length of service;
are calculated using a formula and are payable monthly using several payment options. The plan also provides death and
disability benefits. A lump sum or rollover distribution can be made if the participant is under the age of 55.
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Klamath County Library Service District
Notes to Financial Statements
June 30, 2012

Note 12 — Defined Benefit Pension Plans (continued)

A complete copy of the detailed Plan Summary can be inspected at the County office at 305 Main Street, Klamath Falls, Oregon
97601 or by calling 541-883-4296.

Funding Policy

The amount of employer contribution is calculated by an actuary and recommended to the employer. The amount is expressed as
a percentage of the covered salary of each participating employee. Because the employer’s funding policy is to make
contributions as a percentage of actual payrolls, the following table summarizes the contribution information as a percentage of
payrolls.

Note: In Fiscal Year 2011-2012, the employer budgeted and contributed 10%. Currently 10% is budgeted in Fiscal Year 2012-
13. The actuarially computed Annual Required Contribution (ARC) is 12.12% for 2012.

Actuarial Methods and Assumptions

Projections of benefits and financial accounting purposes are based on the substantive plan (the plan as understood by the
employer and plan members) and include the types of benefits provided at the time of each valuation and the historical pattern of
sharing of benefit costs between the employer and plan members to that point. The actuarial methods and assumptions used
include techniques that are designed to reduce short-term volatility in actuarial accrued liabilities and the actuarial value of assets,
consistent with the long-term perspective of the calculations.

The actuarial assumptions, from the December 31, 2007, projected unit credit method were used. The actuarial evaluation include
an investment return of 8.0% on system assets, consumer price inflation of 2.75% per year, future general wage inflation of 3.75%
per year, health care cost inflation of 8.0% in 2008, grading down by 0.06% per year to 5.0% in 2013.

Three-year Trend Information
Three-year trend information for the District is as follows:

Fiscal Year Annual Required Employer Percentage of
Ending Contribution (ARC) Contribution ARC Contributed
06/30/12 $ 81,867 $ 70,079 86%
06/30/11 82,610 68,566 83%
06/30/10 78,706 64,939 83%

The employer’s policy prior to Fiscal Year 2009-2010 was to contribute 100% of the ARC computed as a percentage of the
projected payroll and in accordance with the selected actuarial cost method, and applied to actual payroll. As of fiscal year 2011-
2012, the employer has contributed 10% and has budgeted 10% in the Fiscal Year 2012-2013.

Annual Pension Cost
Employer contributions are calculated in conformance with the provisions of GASB Statement No. 27 as a percentage of covered
payrolls.

For the year ended June 30, 2012, the annual pension contribution was 86% of the ARC. The required contribution was
determined as part of the January 1, 2012, actuarial valuation using the entry age actuarial cost method.

Significant actuarial assumptions used in the valuation include (a) a rate of return on the investment of present and future assets of
8.0% per year, and (b) projected salary increases of 5.0% per year attributable to general wage adjustments, with additional
increases for promotion and longevity that vary by age and service.
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Klamath County Library Service District
Notes to Financial Statements
June 30, 2012

Note 12 — Defined Benefit Pension Plans (continued)

July 2011 to
June 2012

Annual required contribution (ARC) $ 81,867
Interest on net pension obligation 2,168
ARC adjustments (4,142)
Annual pension cost 79,893
Contributions made (70,079)
Increase in net pension obligation 9,814
Net pension obligation, beginning of year 27,810
Net pension obligation, end of year $ 37,624
Interest rate 7.25%
Amortization factor 7.22%

Note 13 — Post-employment Healthcare Plan

The District participates in Klamath County’s post-employment healthcare plan.
Klamath County Post-employment Healthcare Plan

Plan Description

The employer is required by Oregon Revised Statute (ORS) 243.303 to allow retirees to continue health insurance coverage for
themselves and their qualified dependents at the same rates as active employees from the time of their retirement to age 65.
Providing the same rate to retirees as provided to current employees constitutes an implicit rate subsidy for other postemployment
benefits (OPEB). Government Accounting Standards Board Statement 45 (GASB 45), Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions, is applicable to the employer due to the resulting implicit rate
subsidy. The employer administers a single-employer defined benefit healthcare plan that covers both active and retired
participants. These are not stand-alone plans and there are no separately issued financial statements.

Funding Policy

Retirees pay the entire premium in order to maintain coverage under the employer’s health plans. The employer does not directly
contribute to the cost of premiums for retirees. However, premiums paid by retirees do not represent the full cost of providing
health insurance to retirees because the employer’s rates are based on claims experienced for both active and retired employees;
medical coverage would be more expensive for retirees in a separately rated health plan. The additional cost of allowing
purchasing under the employer’s health insurance plans is considered an implicit rate subsidy and is financed on a pay-as-you-go
basis. Contribution requirements are established and may be amended by the Board of Commissioners in conjunction with the
applicable collective bargaining agreements.

Actuarial Funding Methods and Assumptions

In the actuarial valuation as of January 1, 2011, the projected unit credit method of funding was used. The objective under this
method is to fund each participant’s employment benefits. Thus, the total benefit to which each participant is expected to become
entitled at retirement is broken down into units, each associated with a year of past or future credited service. Typically, when
this method is introduced, there will be an initial liability for benefits credited for service prior to that date, and to the extent that
the liability is not covered by plan assets, there is an unfunded liability to be funded over a chosen period in accordance with an
amortization schedule.

The actuarial assumptions included (a) a discount rate 3.75% per annum, and payroll growth 3.75% per annum (b) an annual
retiree health care cost trend increase rate of 9.5% initially, grading down by 0.5% per year to 5.0% by the year 2018.
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Klamath County Library Service District
Notes to Financial Statements
June 30, 2012

Note 13 — Post-employment Healthcare Plan (continued)

Annual OPEB Cost
Annual OPEB cost requirements as of June 30, 2012, 2011 and 2010 are as follows:

Percentage of

Year Ended Annual Annual OPEB Net OPEB
June 30 OPEB Cost  Cost Contributed Obligation
2012 $ 965 13% $ 2,110
2011 1,023 32% 1,263
2010 2,998 81% 570

Annual OPEB Cost and Net OPEB Obligation

The District’s annual OPEB cost is calculated based on the annual required contribution of the employer (ARC), an amount
actuarially determined in accordance with the parameters of GASB 45. The ARC represents a level of funding that, if paid on an
ongoing basis, is provided to cover normal cost each year and amortize any unfunded actuarial liabilities over a period of thirty
years.

The following table shows the components of the District’s annual OPEB cost, the amount actually contributed to the plan, and
changes in the District’s net OPEB obligation to the plan.

July 2011 to
June 2012
Annual required contribution (ARC) $ 965
Interest on net OPEB obligation 47
ARC adjustments (42)
Annual OPEB cost 970
Contributions made (123)
Increase in net OPEB obligation 847
Net pension OPEB, beginning of year 1,263
Net pension OPEB, end of year $ 2,110
Interest rate 3.75%
Amortization factor 30

Note 14 — Concentrations
The District’s employees are subject to a labor agreement that covers all employees except members of management. The
agreement is with the Laborers' Union, Local 121 and is in effect from July 1, 2010 to June 30, 2012.

Note 15 — Related Party Transactions

Klamath County provides support for the District in the form of human resources, technical support, and administrative oversight.
Totals for the year ended June 30, 2012 were as follows: Administrative fees $233,280, workers compensation premiums $1,327
and technology fees of $6,300. The District also has the County provide maintenance services on certain District buildings.
These services totaled $197,230 for the year ended June 30, 2012.

Note 16 — Subsequent Events

Subsequent events were evaluated through December 21, 2012, which is the date the financial statements were available to be
issued.
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June 30, 2012

Note 17 — New Pronouncements

The Governmental Accounting Standards Board issued Statement No. 65, Items Previously Reported as Assets and Liabilities in
March of 2012. This Statement establishes accounting and financial reporting standards that reclassify, as deferred outflows of
resources or deferred inflows of resources, certain items that were previously reported as assets and liabilities and recognizes, as
outflows of resources or inflows of resources, certain items that were previously reported as assets and liabilities.

This statement is effective for periods beginning after December 15, 2012 and is not expected to have a significant impact on the
revenue, expenditures, or net assets of the District.
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Klamath County Library Service District

Statement of Revenues, Expenditures and Changes in Fund Balances -
Budget and Actual — General Fund
For the Year Ended June 30, 2012

Variance with

Budgeted Amounts Final Budget
Actual - Positive
Original Final Amounts (Negative)
Revenues
Property taxes $ 2293337 $ 2293337 $ 2,442,365 $ 149,028
Operating grants & contributions - - 58,806 58,806
Per Capita State Aid 14,289 14,289 16,491 2,202
Charges for services 98,256 98,256 51,873 (46,383)
Investment income 20,000 20,000 7,834 (12,166)
Miscellaneous revenues 1,000 1,000 16,095 15,095
Total Revenues 2,426,882 2,426,882 2,593,464 166,582
Expenditures
Current
Personnel services 1,423,183 1,423,183 1,261,180 162,003
Materials and services 1,076,945 1,076,945 1,044,356 32,589
Contingency 300,000 300,000 - 300,000
Total Expenditures 2,800,128 2,800,128 2,305,536 494,592
Excess (Deficiency) of Revenues
Over (Under) Expenditures (373,246) (373,246) 287,928 661,174
Other Financing Sources
Transfers out (346,541) (346,541) (346,541) -
Excess (Deficiency) of Revenues and Other
Sources Over (Under) Expenditures and
Other (Uses) (719,787) (719,787) (58,613) 661,174
Fund Balance - Beginning 869,787 869,787 885,112 15,325
Fund Balance - Ending $ 150,000 $ 150,000 $ 826,499 §$ 676,499
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Klamath County Library Service District
Statement of Revenues, Expenditures and Changes in Fund Balances -
Budget and Actual — Capital Projects Fund
For the Year Ended June 30, 2012

Variance with

Budgeted Amounts Final Budget
Actual - Positive
Original Final Amounts (Negative)
Revenues
Investment income $ 13,000 $ 13,000 $ 3078 $ (9,922)
Total Revenues 13,000 13,000 3,078 (9,922)
Expenditures
Current
Materials and services - - 8,930 (8,930)
Capital outlay 133,989 210,000 191,167 18,833
Contingency - - - -
Total Expenditures 133,989 210,000 200,097 9,903
Excess (Deficiency) of Revenues
Over (Under) Expenditures (120,989) (197,000) (197,019) (19)
Other Financing Sources
Transfers in 346,541 346,541 346,541 -
Excess (Deficiency) of Revenues and Other
Sources Over (Under) Expenditures and
Other (Uses) 225,552 149,541 149,522 (19
Fund Balance - Beginning 854,995 854,995 815,079 (39,916)
Fund Balance - Ending $ 1080547 $ 1004536 $ 964,601 $ (39,935)
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OTHER SUPPLEMENTARY SCHEDULES



Klamath County Library Service District
Schedule of Property Tax Transactions
For the Year Ended June 30, 2012

Schedule A-1
Balance
of Add Levy Balance
Receivable Extended (Deduct) Add (Deduct) Receivable
July 01, 2011 by Assessor Discounts Interest Collections June 30, 2012
Fiscal Year Ending
2012 $ - $ 2485198 $ (69,531) $ - $ 2,286,639 $ 129,028
Prior years
2011 117,831 (5,561) - 65,241 47,029
2010 116,207 (1,157) - 28,727 86,323
2009 63,407 (1,096) - 25,521 36,790
2008 27,390 (776) - 11,924 14,690
2007 8,457 (683) - 3,563 4,211
2006 3,241 (651) - 608 1,982
2005 and prior 17,245 (1,122) - 979 15,144
Total - Prior Years 353,778 - (11,046) - 136,563 206,169
Total $ 353,778 $ 2485198 $ (80,577) $ - $ 2423202 $ 335,197
Summary by Fund
General Fund $ 335,197
Total $ 335,197
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GOVERNMENT AUDITING STANDARDS SECTION



824 Pine Street
Klamath Falls, OR 97601

Molato‘re (541) 884-4164
Scroggin Fax: (541) 883-1232
Peterson

)
& Co.

Certified Public Accountants

Report on Compliance and on Internal Control Over Financial Reporting Based on an Audit of
Financial Statements Performed in Accordance With Government Auditing Standards

Independent Auditors’ Report

Board of Directors
Klamath County Library Service District
Klamath Falls, OR 97601

We have audited the basic financial statements of Klamath County Library Service District as of and for the year ended June 30,
2012 and have issued our report thereon dated December 21, 2012. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

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

Our consideration of the internal control over financial reporting was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be significant deficiencies or material weaknesses.
However, as discussed below, we identified certain deficiencies in internal control over financial reporting that we consider to be
significant deficiencies

A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, to prevent, or detect and correct misstatements on a timely basis. A
material weakness is a deficiency, or 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.

Our consideration of the internal control over financial reporting was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be deficiencies, significant deficiencies
or material weaknesses. We did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above. However, we identified certain deficiencies in internal control over financial reporting,
described in the accompanying schedule of findings that we consider to be significant deficiencies in internal control over
financial reporting. 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.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Klamath County Library Service District’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.

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

Molatore, Scroggin, Peterson, & Co. LLP

Andrew E. Peterson, CPA

Klamath Falls, Oregon
December 21, 2012
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824 Pine Street
Klamath Falls, OR 97601

Molato‘re (541) 884-4164
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Certified Public Accountants

Independent Auditors’ Report on Compliance and Internal Control over Financial Reporting Based on an
Audit of Financial Statements Performed in Accordance with Oregon Minimum Standards

Board of Directors
Klamath County Library Service District
Klamath Falls, Oregon

We have audited the basic financial of Klamath County Library Service District as of and for the year ended June 30, 2012, and
have issued our report thereon dated December 21, 2012. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the provisions of Minimum Standards for Audits of Oregon Municipal
Corporations, prescribed by the Secretary of State.

Compliance

As part of obtaining reasonable assurance about whether Klamath County Library Service District’s basic financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts grants,
including provisions of Oregon Revised Statutes as specified in Oregon Administrative Rules OAR 162-10-000 to 162-10-330, as
set forth below, noncompliance with which could have a direct and material effect on the determination of financial statement
amounts.

The accounting records and related internal control structure.

The use of various depositories to secure the deposit of public funds.

The requirements related to debt.

The requirements relating to the preparation, adoption and execution of the annual budgets for fiscal years 2012 and

2013.

e The requirements relating to insurance and fidelity bond coverage.

e The appropriate laws, rules and regulations pertaining to programs funded wholly or partially by other government
agencies.

e  The statutory requirements pertaining to the investment of public funds.

e The requirements pertaining to the awarding of public contracts and the construction of public improvements.

However, providing an opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance that are required to be reported under
Minimum Standards for Audits of Oregon Municipal Corporations.

Internal Control Over Financial Reporting

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

Our consideration of the internal control over financial reporting was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be significant deficiencies or material weaknesses.
However, as discussed below, we identified certain deficiencies in internal control over financial reporting that we consider to be
significant deficiencies.

28



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.

Our consideration of internal control over financial reporting was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in internal control that we consider to be material weaknesses, as
defined above. However, we identified certain deficiencies in internal control over financial reporting, described in the
accompanying schedule of findings that we consider to be significant deficiencies in internal control over financial reporting. A
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance.

We noted certain matters that we have reported to management of Klamath County Library Service District in a separate letter
dated December 21, 2012.

This report is intended solely for the information of management, the Board of Directors, and the Secretary of State, Audits
Division and is not intended to be and should not be used by anyone other than those specified parties.

Molatore, Scroggin, Peterson & Co. LLP

(Hhde C

Andrew E. Peterson, Partner

Klamath Falls, Oregon
December 21, 2012
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Klamath County Library Service District
Schedule of Findings
June 30, 2012

2012-1.

2012-2.

Klamath County Library Service District has inadequate documentation of the components of internal control.

Klamath County Library Service District had expenditures in excess of appropriations. The results of our tests
disclosed one instance of noncompliance relating to over expenditure of budgeted appropriations.
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