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City Council and Citizens of Fond du Lac
City of Fond du Lac
Fond du Lac, WI

We are pleased to present the Comprehensive Annual Financial Report (CAFR) of the City of

Fond du Lac for the year ended December 31, 2012. Responsibility for both the accuracy of the data
and the completeness and fairness of the presentation, including all disclosures, rests with the City. We
believe the CAFR is accurate in all material aspects, that it is presented in a manner designed to fairly
set forth the financial position and results of operations of the City as measured by the financial
activity of its various funds, and that all disclosures necessary to enable the reader to gain maximum
understanding of the City's financial affairs have been included.

Wisconsin State Statutes require an annual audit of the financial transactions and accounts of the City
by an independent public accountant selected by the City Council. This requirement has been met with
the inclusion of the auditor's opinion in this report.

Schenck S.C., Certified Public Accountants, have issued an unqualified (“clean”) opinion on the City
of Fond du Lac’s financial statements for the year ended December 31, 2012 which means that in the
opinion of our independent auditor, the financial statements are fairly presented in conformity with
generally accepted accounting principles. The independent auditor’s report is located at the front of the
financial section of this report.

The City is required to undergo an annual single audit to conform with the provisions of the Single
Audit Act of 1984, the Single Audit Act Amendments of 1996, U.S. Office of Management and
Budget Circular A-133, Audits of State and Local Governments, and Wisconsin State Single Audit
Guidelines. Information related to this single audit, including the schedule of expenditures of federal
and state awards, schedule of findings and questioned costs, and reports of the independent certified
public accountants on the internal control structure and compliance with applicable laws and
regulations, is included in the Single Audit Section of this report.

This letter of transmittal complements the Management’s Discussion and Analysis (MD & A) and
should be read in conjunction with it. The City of Fond du Lac’s MD&A immediately follows the
independent auditor’s report and provides a narrative introduction, overview and analysis of the basic
financial statements.

Government Profile

The City of Fond du Lac was incorporated in 1852 and is located in Fond du Lac County at the
southern shore of Lake Winnebago, the largest inland lake in Wisconsin at 220 square miles. Five
major highways lead into the City, which is approximately one hour from each of the largest cities in
the State; Milwaukee, Madison and Green Bay. The City encompasses just over 20 square miles and
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serves a population of 43,100. .

Governance is provided by a Council-Manager form of government with seven council members
comprising the governing body. The council members are ¢lected at large on an alternating basis for a
term of two years, not to exceed three consecutive terms. The City of Fond du Lac provides a full
range of municipal services, including police and fire protection, ambulance, parks, public works
operations, parking and transit services, water and sewer utilities, community development, and
general administrative services.

Financial Information

Reporting Entity ,
The City uses the criteria set forth by the Governmental Accounting Standards Board Statement No. 14

to determine the scope of the City's reporting entity. The financial reporting entity includes all the
funds of the primary government.

Accounting System and Internal Controls

The accounts of governmental entities such as the City are organized and operated on the basis of
funds. A fund is an independent fiscal and accounting entity with a self-balancing set of accounts.
These accounting entities are separated for the purpose of carrying on specific activities or attaining
certain objectives and are used to aid management in demonstrating compliance with legal and
contractual requirements.

Management of the City is responsible for establishing and maintaining an internal control structure
designed to provide reasonable assurance regarding: 1) the safeguarding of assets against loss from
unauthorized use or disposition, and 2) the reliability of the financial records for preparing financial
statements in conformity with generally accepted accounting principles. The concept of reasonable
assurance requires that judgments of management rely on estimates in the evaluation of such controls
as to costs and benefits derived. All internal control evaluations occur within that cost to benefit

framework.

We believe that the City's internal accounting controls adequately safeguard assets and provide
reasonable assurance of the proper recording of financial transactions.

Budgetary Controls
The City charter provides that the City Council shall adopt the annual budget prepared by the City’s

management. This budget is reviewed by the City Council and is formally adopted by the passage of a
budget resolution. The City Manager is authorized to transfer budgeted amounts between budget
accounts within a department. The level of control over budget adjustments varies for legally adopted
budgets as follows: General Fund at division/department level and Debt Service Fund and Special
Revenue Funds at the total fund level. Expenditures may not legally exceed appropriations at the above
levels unless authorized by two-thirds vote of the City Council.

Cash Management

Cash balances of the various funds are combined and invested to the extent possible in daily
repurchase agreements, U.S. Treasury and U.S. Government Agency Securities, and the State of
Wisconsin Local Government Investment Pool. The City's policy is to allocate interest income earned
to funds in accordance with their respective contributions to the City’s investment portfolio.



Risk Management

The City is exposed to various risks of loss related to its employee health insurance medical claims. A
risk management internal service fund provides health care coverage for up to a maximum of $175,000
for each individual's total claims with aggregate group claims limited to an internal maximum
aggregate of $1 million. The City purchases third party specific and aggregate stop loss insurance for
claims in excess of coverage provided by the fund.

Commercial insurance policies are purchased for risk financing in the areas of liability, property,
automobile and workers compensation. Deductibles on these policies vary. Should losses occur, the
portion of the uninsured loss is not expected to be significant with respect to the financial position of
the City. Additional information on the City of Fond du Lac’s risk management activity can be found
in Note E (2).

Local Economy

The City of Fond du Lac unemployment rate dropped 0.9% from the previous year. The average 2012
unemployment rate was 7.7% for the City of Fond du Lac, 6.6% for Fond du Lac County and 6.9% for
the State of Wisconsin.

In 2012, Fond du Lac continued to experience growth in residential, commercial and industrial
development. There were 75 new housing units constructed, of which 29 units were one- and two-
family and 46 were multi-family. Commercial and industrial growth continued in 2012 with $26
million in construction of fourteen new buildings and 185 additions.

Total equalized value (estimated fair market value) of real estate and personal property fell 3% to
$2,563,349,900 in 2012 from 2011 due to economic conditions affecting housing values at the state
and national level. This is the third straight year that property values decreased.

The City’s equalized property tax valuation has increased 27% over the past 10 years.

Mercury Marine, the City’s second-largest employer, continues to expand its facilities within Fond du
Lac as they have experienced an increase in market share and expanded product offering as the
recreational boating market slowly rebounds. There are two projects underway that involve an
additional 38,000 combined square feet with a value of $20 million, including equipment, to an
existing 1.5 million square feet facility. The construction is expected to be complete with installation
of the new equipment at the end of 2013.

McNeilus Steel began operations in Fond du Lac three years ago and they broke ground for a 96,000
square foot, $15 million coil processing facility expansion in late 2012 that is expected to add fifty jobs
over the next three to five years.

Long-term financial planning

Unassigned fund balance in the general fund (19% of the subsequent year’s budgeted general fund
expenditures) falls within the policy guidelines (i.e. a minimum of 15% of subsequent year’s total
General Fund expenditures for working capital purposes) set by the Council for budgetary and
planning purposes.

The management of the City's capital improvements program is controlled using a long-range plan



adopted by the City Council. The Capital Improvements Program projects the City's capital
improvement needs for a five-year period and is reviewed and updated annually. The management and
accounting of this plan are controlled using capital project funds. The primary sources of financing
these improvements include general obligation debt, utility revenue debt, budgeted funds and revenue
from Federal and State grants.

Major Initiatives

Two new tax incremental financing districts were created in 2012. TIF #16 was created for blight
removal at Macy and Merrill Streets and will result in construction of 46 senior apartments named
Riverside Apartments. TIF #17 is an industrial expansion project involving a development agreement
with Wells Manufacturing.

New City buses are welcomed improvements to the transit system. One new bus was put into service
in 2012 while the final two buses to be replaced went into production in 2012 and will be delivered in
2013. Transit fare increases were implemented in 2012 due to declining revenues from state and
federal sources.

An on-going program of reconstructing the City’s sanitary sewer system in an effort to eliminate the
entrance of clear water into the sanitary sewer system continues. The wastewater treatment plant
continued construction of a biogas utilization project that will become operational in 2013 to utilize
gases that are by-products of the wastewater treatment operations for energy consumption at the plant.
It is expected that savings of electricity costs will start to be realized in the third quarter of 2013.

A major upgrade of water meter reading system from a “drive-by” radio read system to a fixed
network technology system was completed and operational in 2012. This system permits meters to be
read remotely which allows additional staff time to be utilized maintaining the meter exchanges and
repairs. The water treatment plant project to convert to an H.M.O. process (Hydrous Manganese
Oxide) to remove radium from the water is anticipated to be complete in September, 2013.

The City successfully completed the first year with a contracted property assessment service after
switching from an in-house assessment staff in early 2012. Budgetary savings and maintenance of
customer service were realized.

The budget for 2013 included a modest 1.5% increase in the property tax levy and no rate increases for
water and sewer utilities. The most significant issue facing the City for 2013 and 2014 relates to the
continuing effects of a very restrictive state-mandated property tax levy limit.

2011 Wisconsin Act 10 eliminates most collective bargaining rights for City employees, excluding
public safety and Transit employees. Non-represented employees, including decertified union
employees paid 50% of general Wisconsin State Retirement System (WRS) pension costs (the
employee share) contributions in 2012. Public safety and Transit employees retain bargaining rights
under state law and each group negotiated contracts for 2012-2013. The Transit union negotiated a
phase-in for employees to pay the employee share. As of 2013 all Transit union employees pay the
employee share of their WRS costs. As required by Act 10, newly hired public safety employees are
required to pay a share of their WRS costs, which is the same rate as paid by general employees.



Awards and Acknowledgement

Awards
The City of Fond du Lac will submit this Comprehensive Annual Financial Report to the Government
Finance Officers Association (GFOA) for the Certificate of Achievement for Excellence in Financial

Reporting.

To be awarded this honor, the financial reporting entity must publish an easily readable and efficiently
organized Comprehensive Annual Financial Report, whose contents conform to program standards.
This report satisfies both generally accepted accounting principles and applicable legal requirements.

This is the fourteenth consecutive year the City of Fond du Lac has prepared a Comprehensive Annual
Financial Report. The City received the Certificate of Achievement from the GFOA for the 1995
through 2011 Comprehensive Annual Financial Reports.

Acknowledgment

The preparation of the CAFR could not have been accomplished without the professional, efficient and
dedicated staff of the City of Fond du Lac Comptroller’s Division. We would like to express our
thanks to them and to the members of the City Council for their continued interest and support in the
financial operations of the City.

Respectfully submitted,

P Nk T Ll
Joseph P. Moore Hal M. Wortman

City Manager Director of Administration
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INDEPENDENT AUDITORS’ REPORT

To the City Council
City of Fond du Lac, Wisconsin

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Fond du Lac, Wisconsin
("the City") as of and for the year ended December 31, 2012, and the related notes to the financial statements,
which collectively comprise the City's basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the City's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the City’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the City as of December 31, 2012, and the respective changes in financial position
and, where applicable, cash flows thereof and the budgetary comparison for the general fund for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

Emphasis of Matter

As described in Note A.5.h., the City has implemented GASB Statement No. 63, Financial Reporting of Deferred
Outflows of Resources, Deferred Inflows of Resources, and Net Position and GASB Statement No. 65, ltems
Previously Reported as Assets and Liabilities, for the year ended December 31, 2012. Our opinions are not
modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis, the schedule of funding progress and the schedule of employer contributions on
pages 14 through 25 and 64 through 65 be presented to supplement the basic financial statements. Such
information, although not part of the basic financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally accepted
in the United States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's responses to our inquiries, the
basic financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited procedures do not
provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the City’s basic financial statements. The financial information listed in the table of contents as supplementary
information and the schedule of expenditures of federal awards and schedule of state financial assistance, as
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations, and the State Single Audit Guidelines issued by the Wisconsin Department of
Administration, and the other information, such as the introductory and statistical section are presented for
purposes of additional analysis and are not a required part of the basic financial statements.

The supplementary information and schedules of expenditures of federal awards and state financial assistance
are the responsibility of management and were derived from and relate directly to the underlying accounting and
other records used to prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other records used
to prepare the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted. in the United States of America. In our
opinion, the supplementary information, the schedules of expenditures of federal awards and the schedule of
state financial assistance are fairly stated, in all material respects, in relation to the basic financial statements as a

whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the audit of
the basic financial statements and, accordingly, we do not express an opinion or provide any assurance on them.
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Report Issued in Accordance with Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated July 25, 2013, on our
consideration of the City’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that report is
to describe the scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards in considering
the City’s internal control over financial reporting and compliance.

Sl S&

Certified Public Accountants
Green Bay, Wisconsin
July 25, 2013
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Management’s Discussion and Analysis

This section of the City of Fond du Lac’s annual financial report presents our narrative overview and analysis of
the financial activities of the City for the fiscal year ended December 31, 2012. We encourage readers to
consider the information presented here in conjunction with the letter of transmittal at the front of this report and
the City’s financial statements which follow this section.

Financial Highlights

The City has strong general fund reserves and a moderate overall debt burden.

A net positive budget variance for 2012 operations was experienced through both revenues and
expenses.

The assets of the City exceeded the liabilities and deferred inflows of resources at December 31, 2012 by
$216 million.

The City’s total net position decreased $700,000 (0.3 percent) over the course of this year's operations.
The business-type activities had a $5.4 million increase while the governmental activities had a $6.1
million decrease. .

The unrestricted net position of the governmental activities was $14.6 million.

The unrestricted net position of the business-type activities was $29.8 million.

The City’s general fund balance increased by $88,000. The fund balance was budgeted to decrease by
$1,066,000, resulting in a positive variance of $1,154,000 due primarily to lower than budgeted spending
in many divisions. This positive budget variance will be helpful as the 2013 adopted budget anticipates
using $916,000 in general fund balance.

The debt service fund balance was $375,000, a decrease of $818,000. The debt service fund was
budgeted to have a decrease in fund balance of $1 million. The largest portion of this positive budget
variance is due to higher collection of special assessments than budgeted.

The City advance refunded 2007 general obligation promissory notes and issued refunding bonds to
repay the cost of refunding the 2009 note anticipation notes to the early redemption date during 2012.
The primary purpose of both debt refundings was to reduce future annual debt payment amounts and
property tax levies required for debt service by extending the debt repayment terms to 20 years as well as
to take advantage of the lower current interest rates.

The internal service fund for the self-funded City group health insurance benefits started 2012 with a net.
position of $611,000 and finished with a net position of $1.4 million. The increase was due to 8%
premium increases in 2012 and a combination of changes in coverages offered to public safety sworn
personnel and general employees. The changes in health plan design for the public safety sworn
personnel lowered the premiums due to a larger increase in deductibles and maximum out of pocket
reimbursements. These changes caused both premium revenue and claims expense to be lower than
budgeted. The plan design changes for employees on the general health plan provided for higher
deductibles and higher maximum out of pocket costs to be paid by the employee while increasing the
premiums.

Other governmental funds had decreases in fund bafances of $326,000. During 2012, nonmajor capital
projects including clearwater-related utility street reconstruction and public works equipment replacement
used just over $900,000 in funds that were borrowed or available prior to 2012. Nonmajor special
revenue funds had an overall increase in fund balance of $602,000. Most of the increases were to funds
overcoming fund deficits in the prior year through cutting expenditures and transfers from the general
fund. All nonmajor governmental funds had positive fund balances at December 31, 2012.
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Overview of the Financial Statement

This annual report consists of four parts—management'’s discussion and analysis (this section), the basic
financial statements, required supplementary information, and an optional section that presents combining
statements for nonmajor governmental funds and internal service funds. The basic financial statements include
two kinds of statements that present different views of the City:

e The first two statements are government-wide financial statements that provide both long-term and short-
term information about the City’s overall financial status.
e The remaining statements are fund financial statements that focus on individual parts of the City
government and report the City’s operations in more detail than the government-wide statements.
o  The governmental funds statements tell how general government services like public safety were
financed in the short-term as well as what remains for future spending.
o Proprietary fund statements provide short and long-term financial information about the activities
the government operates similar to businesses, such as the water and sewer system.

The financial statements also include notes that explain some of the information in the financial statements and
provide more detailed data. The statements are followed by a section of required supplementary information that
further explains and supports the information in the financial statements.

In addition to these required elements, we have included a section with combining statements that provide details
about our nonmajor governmental funds, each of which are added together and presented in single columns in
the basic financial statements.

Components of the Financial Section

Management’s Basic Required Other
Discussion and Financial Supplementary Supplementary
Analysis Statements Information Information
| |
Government-wide Fund Notes to the
Financial Financial Financial
Statements Statements Statements

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

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

The statement of activities presents information showing how the government'’s net position changed during the
most recent fiscal year. All changes in net position 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 vacation leave).

Both of the government-wide financial statements distinguish functions of the City of Fond du Lac that are
principally supported by taxes and intergovernmental revenues (governmental activities) from other functions that
are intended to recover all or a significant portion of their costs through user fees and charges (business-type
activities). The governmental activities of the City of Fond du Lac include general government, public safety,
public works, culture and recreation, community development, other and interest on long-term debt. The
business-type activities of the City of Fond du Lac include the Water Utility and Wastewater Collection and
Treatment System.
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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 City of Fond du Lac, 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 City of Fond du Lac can be divided into two categories: governmental funds

and proprietary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions 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 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 government’s near-term financing decisions. Both the governmental fund balance
sheet and the governmental fund statement of revenues, expenditures and changes in fund balances provide a
reconciliation to facilitate this comparison between governmental funds and governmental activities. Data from
the other fifteen governmental funds are combined into single, aggregated presentation. Individual fund data for
each of these nonmajor governmental funds is provided in the form of combining statements elsewhere in this

report.

The City of Fond du Lac adopts an annual appropriated budget for its general fund, debt service fund and certain
special revenue funds. Budgetary comparison statements have been provided for these budgeted funds to
demonstrate compliance with this budget.

Proprietary funds. The City of Fond du Lac maintains two types of proprietary funds. Enterprise funds are used
to report the same functions presented as business-type activities in the government-wide financial statements.
The City of Fond du Lac uses enterprise funds to account for its Water Utility and Wastewater Collection and
Treatment System. The City of Fond du Lac uses an internal service fund to account for the transactions of the
City’s self-funded employee health insurance program. Because the health insurance program predominantty
benefits governmental rather than business-type functions, they have been included within governmental
activities in the government-wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial statements, only in more
detail. The proprietary fund financial statements provide separate information for the Water Utility and
Wastewater Collection and Treatment System, both of which are considered to be major funds of the City of Fond

du Lac.
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Government-wide Financial Analysis

Statement of Net Position
Net position may serve over time as a useful indicator of a government’s financial position. In the case of the City
of Fond du Lac, assets exceeded liabilities by $216,065,624 at the close of 2012.

By far, the largest portion of the City of Fond du Lac’s net position, 75 percent, reflects its investment in capital
assets, net of depreciation, less the outstanding debt that was used to acquire those assets. The following table
presents a summary of the Statements of Net position.

City of Fond du Lac - Net Position
(in thousands)

Governmental Business-type
Activities Activities Total
2012 [ 2011 2012 | 2011 2012 | 2011

Current and other assets $ 98939 $§ 95776 $ 43,153 $§ 50,481 $ 142,092 $ 146,257
Capital assets 153,145 157,386 188,024 182,200 341,169 339,586

Total assets 252,084 253,162 231,177 232,681 483,261 485,843
Non-current liabilities 80,206 78,490 108,124 115,583 188,330 194,073
Current and other liabilities 52,755 49,679 4,631 4,119 57,386 53,798

Total liabilities 132,961 128,169 112,755 119,702 245,716 247,871
Deferred inflows of resources

Property taxes 21,479 21,197 - - 21,479 21,197
Net position;
Invested in capital assets,

net of related debt 81,618 95,930 80,276 67,300 161,894 163,230
Restricted 1,444 2,218 8,393 10,377 9,837 12,595
Unrestricted 14,582 5,648 29,753 35,302 44,335 40,950

Total net position $ 97,644 $ 103,796 $ 118,422 § 112979 $ 216,066 $§ 216,775
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Statement of Activities
The following table summarizes the changes in net position for the City of Fond du lac for the fiscal year ended
December, 31 2012.

Changes in Net Position
(in thousands)

Governmental Business-type
Activities Activities Total
2012 | 2011 2012 | 2011 2012 | 2011

Revenues:
Program revenues:
Fees, fines and charges

for services $ 6,112 $ 5855 $ 24433 $§ 23,749 $ 30,545 $ 29,604
Operating grants and

contributions 5,567 6,172 - - 5,567 6,172
Capital grants and

contributions 3,506 4,794 8 20 3,514 4814
General revenues:

Property taxes 21,140 20,859 - - 21,140 20,859

Other taxes 355 247 - - 355 247
Grants and contributions not restricted

to specific programs 7,433 7,229 - - 7,433 7,229
Gain on disposal of

capital assets - - 18 23 18 23
Earnings on investments 230 538 561 709 791 1,247

Total revenues 44,343 45,694 25,020 24,501 69,363 70,195
Expenses:

General government 2,661 3,017 - - 2,661 3,017

Public safety 19,912 19,878 - - 19,912 19,878

Public works 15,442 14,790 - - 15,442 14,790

Culture and recreation 5,377 5,640 - - 5,377 5,640

Community development 5,242 8,831 - - 5,242 8,831

Interest on long-term debt 3,358 3,730 - - 3,358 3,730

Water - - 8,977 8,585 8,977 8,585

Wastewater - - 9,103 9,177 9,103 9,177

Total expenses 51,992 55,886 18,080 17,762 70,072 73,648

Increase (decrease) in net

position before transfers (7,649) (10,192) 6,940 6,739 (709) (3,453)
Transfers 1,497 1,422 (1,497) (1,422) - -
Increase (decrease) in net

position (6,152) (8,770) 5,443 5,317 (709) (3,453)
Net position - 1/1 103,796 112,566 112,979 107,662 216,775 220,228
Net position - 12/31 $ 97644 $ 103,796 $ 118422 $§ 112979 $ 216,066 $ 216,775
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Governmental activities. !
Revenues for the City’s governmental activities were $46 million. Property taxes are the largest source of
governmental activity revenues at $21 million, or 46 percent. The sources of revenues are shown in the pie graph

below.

REVENUES BY SOURCE
2012 GOVERNMENTAL ACTIVITIES

Earnings on Transfers 3%

investments 1% :
Grants & Contributions EZ?;’C g ;"?gof‘ Charges for
not Restricted for a =

Specific Purpose 16%

Operating Grants &

Other Taxes 1% Contributions 12%

Capital Grants &
Contributions 8%

Property Taxes 46%

The bar graph below compares the activities and expenses by function. Public safety represents the largest
expense at almost $19.9 million or 38 percent. Public works is the next largest area of expense at $15.4 million or
30 percent. The blue bars indicate the program revenues by function. Program revenues have increased as user
fees have expanded, but the graph reflects that most of the expenses are not financed by program revenues, but
rather by general property tax revenues. Community Development includes the Inspections Division which collects
significant revenues in the form of building permits. Public Safety includes the Ambulance Fund with patient fees
billed for ambulance service.
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Business-type activities.
The business-type activities of the Water and Wastewater utilities increased the City’s net position by $5.4 million.

Water rate increases must be submitted to the Wisconsin Public Service Commission (PSCW) for approval. The
last water rate increase was granted by the PSCW in 2009 and became effective January 1, 2010.

The last Wastewater Utility- rate increase was implemented in 2009.

REVENUES BY SOURCE
2012 BUSINESS-TYPE ACTIVITIES

Earnings on
Investments 2%

Fees, Fines &
Charges for Services 98%

The bar graph below is typical of the activities of enterprise funds. The expenses are more than recovered by the
program revenues.

2012 Revenues & Expenses for Enterprise Funds
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Financial Analysis of the Government’s Funds

As noted earlier, the City of Fond du Lac uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental funds. The focus of the City of Fond du Lac’s governmental funds is to provide information on
near-term inflows, outflows, and balances of spendable resources. Such information is useful in assessing the
City of Fond du Lac’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.

The general fund is the chief operating fund of the City of Fond du Lac. As a measure of the general fund's
liquidity, it may be useful to compare both unassigned fund balance and total fund balance to total fund
expenditures. The City Council has adopted a general fund working capital designation of 15 percent of the
annual budgeted general fund appropriations. Unassigned general fund balance as of December 31, 2012
represents 19.4 percent of total actual 2012 general fund expenditures, while total fund balance represents 25.5
percent of that same amount. The unassigned fund balance includes the working capital goal of 15 percent of the
2013 budgeted expenditures. Total general fund balance increased by $88,000 in 2012, significantly better than
the budgeted decrease of $1,066,000 due to favorable budget variances for both revenues and expenditures.

The debt service fund balance is $375,000, a decrease of $818,000. This decrease was less than the $1 million
budgeted use of fund balance due to a favorable budget variance for collection of special assessments.

Proprietary funds. The City of Fond du Lac’s proprietary funds provide the same type of information found in the
government-wide financial statements, but in more detail.

The total net position increased $5.3 million during 2012 while the unrestricted net position decreased $5.6 million
due largely to investment in capital assets from operations. Increases from large capital projects offset by annual
depreciation costs has increased the net investment in capital assets $6.8 million. Favorable experience with
operating revenues and the effects of Wisconsin’s Act 10 decreasing benefit costs for general employees has
also contributed to the positive net position.

General Fund Budgetary Highlights

The total difference between the original budget and the final amended budget was a net decrease in fund
balance of $260,398. The changes between original budget and the final budget were the result of fund balance
designations for projects and the roll-over of encumbrances from 2011. Encumbrances made up $16,600 of the
amendment. The more material changes took place with the assignment of $243,800 of 2011 fund balance by
Council action after the start of the new year. The larger items assigned to the 2012 budget included street
maintenance and overlay, government center expenses to complete projects outstanding at December 31, 2011,
and building demolition funds for code enforcement and public safety issues.

These increases were funded entirely by the use of fund balance either in the form of encumbrances or

assignment of the previous year fund balance. Most of these items were budgeted in previous years, but not
acquired or completed, so the funds remained in fund balance and were re-appropriated for expenditure in 2012.
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General fund revenue and expenditure budget variances-explanation.
During this year, the net increase in fund balance was $1.2 million higher than budget. The primary reasons for

this are:
[ ]

Revenues produced a net $191,000 positive budget variance.

o

O

o]

Licenses and permits exceeded budget by $45,400 primarily due to higher than anticipated
building, plumbing, electrical and heating permits.

Court and parking fines were short $89,000 due to elimination of a traffic officer position and
higher than normal patrol vacancies within the police department which resulted in less traffic and
parking citations being issued.

Miscellaneous revenue includes $62,400 more in industrial park land sales than budgeted.

Total expenditures provided for a net $1 million favorable budget variance. Although there was a positive
variance for all expenditures collectively, the police department was over budget.

O

General government had an overall favorable variance of $122,900.

= The city manager budget had net savings related to the retirement and hiring of a new
city manager during 2012. The city manager position was vacant for 2.5 months.

= From the clerk’s budget surplus, funds were applied to the 2013 budget to implement an
agenda software process.

* Central services includes the in-house printing and mail services. This division
underspent postage and provided more services to other departments resulting in a
favorable budget variance of $13,600.

* Human resources had a positive budget variance of $21,800 which was budgeted, but
not utilized for union negotiations during the year.

Police had a net 2012 budget shortage of $65,700 caused by overtime due to vacancies and
unanticipated retirement costs that exceeded the savings in wages for empty positions.

The Fire department experienced a favorable budget variance of $105,000 due to reductions in
overtime and budgeted employee retirement costs not materializing. The cost to replace
treadmills was assigned to the 2013 budget from these savings.

The department of public works had a net $737,000 favorable variance of which $17,500 was
assigned to the 2013 budget.

* Engineering, fleet, construction and maintenance, the municipal service center, solid
waste and electrical performed more work and provided more equipment and supplies
that were charged to projects than was estimated which had a $331,000 combined
budget impact.

= Stormwater and street maintenance of $181,000 was unspent at year end.

* Electricity used for street lighting was $31,000 under budget.

Culture and recreation had a $72,000 favorable variance.

= Parks had savings in wages and benefits of $11,500 and utility costs of $10,600.

* The Fairgrounds pool had $30,900 savings mainly from utilities.

= Ofthe $17,000 unspent senior center budget, $6,000 was in utility savings and $3,100
was applied to the 2013 budget for building maintenance.

Community development had a $55,800 favorable variance.

* The community development division’s budget surplus was applied to the 2013 budget
for neighborhood improvement costs related to a fire in the downtown.

*  When the City must step in and raze properties due to code enforcement violations and
public safety concerns, the costs are paid for through the inspections budget and billed to
the property owner. There were fewer demolitions during 2012 that the inspections
division paid for so $8,000 of the $37,300 unspent funds were carried over to the 2013
budget for anticipated demolitions.

Transfers out were over budget by $82,000 as a result of unbudgeted transfers made to the
Parking Special Revenue Fund of $47,000 to cover a fund deficit and a transfer to subsidize Tax
Increment District No. 13 of $35,000.
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Capital Asset and Debt Administration

Capital assets.
The City of Fond du Lac’s investment in capital assets for its governmental and business-type activities as of
December 31, 2012, amounts to $341,168,973 (net of accumulated depreciation). This investment in capital
assets includes land and construction in progress, infrastructure, buildings, improvements other than buildings,
and equipment.
Capital Assets
(net of depreciation, in thousands)

Governmental Business-type
Activities Activities Total
2012 | 2011 2012 | 2011 2012 [ 2011

Land and construction

in progress $ 7,470 $ 7,315 § 8,908 § 2356 $ 16,378 § 9,671
Infrastructure 118,971 122,123 - - 118,971 122,123
Buildings 14,122 14,858 72,124 74,429 86,246 89,287
Improvements other than

buildings 3,868 4,034 87,188 84,671 91,056 88,705
Equipment 8,714 9,056 19,804 20,744 28,518 29,800

Total $ 153145 $ 157,386 $ 188,024 $ 182200 $ 341,169 $ 339,586

Capital assets net of depreciation increased by $1.6 million, less than one half percent. The business-type
activities had a net increase of $5.8 million, split almost evenly between water and wastewater. Governmental
capital assets, net of depreciation decreased by $4.2 million due largely to 2012 depreciation expense of $7.5
million outpacing capital asset additions.

Major governmental capital activity included additional construction in progress work on the Pioneer Road railroad
grade separation project of $1.1 million, stormwater and street infrastructure of $1.7 million, replacement of a city
bus at a cost of $357,000, garbage truck of $200,000, police vehicle replacements of $204,000 and North Main
Street replacement of $377,000. Additions and retirements of large pieces of public works equipment and squad
cars are on a normal replacement schedule with no major changes planned.

Maijor business-type capital asset additions in the Water Utility included $2.4 million Hydrous Manganese Oxide
(HMO) equipment conversion, $1.6 million Galaxy meter project and $1.2 million of utility street reconstruction.
Significant Wastewater projects included $3.9 million biogas project, $1.5 million sewer manhole rehabilitation
project and $300,000 of utility street reconstruction. Depreciation expense for 2012 was $5.2 million split almost
equally between water and wastewater.

Additional information on the City’s capital assets can be found in Note C.4 of the Notes to Basic Financial
Statements.
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Long-term debt.
At the end of the current fiscal year, the City of Fond du Lac had total bonded debt outstanding of $182,992,843.

Outstanding Debt - General Obligation and Revenue Bonds
(in thousands)

Governmental Business-type
Activities Activities Total
2012 | 2011 2012 | 2011 2012 | 2011
General obligation bonds $ 61,190 $ 49,015 % - $ - $ 61,190 $ 49,015
General obligation notes 14,055 16,583 - - 14,055 16,583
Revenue bonds - - 107,748 114,900 107,748 114,900
Total $ 75245 $ 65598 $§ 107,748 $ 114,900 $ 182,993 §$§ 180,498

The total debt of the City of Fond du Lac decreased $2.5 million, or 1.4 percent during 2012. The City issued
Series 2012A and Series 2012B general obligation refunding bonds dated May 23, 2012. The Series 2012A
bonds in the amount of $5,475,000 were issued to advance refund 2007 notes. The Series 2012B bonds, totaling
$7,650,000, were issued to repay the cost of refunding the 2009 general obligation note anticipation notes to the
early redemption date of June 12, 2012. The effect of the refinancings and refundings is to increase the debt
repayment schedules from 10 years to 20 years, and to reduce scheduled increasing debt service principal and
interest payments and increasing property tax levies for debt service over the next several years. The 2009 note
anticipation notes with a balance of $7.9 million are not included in the 2011 figures above. Taxable general
obligation promissory notes of $1.055 million were issued for the Tax Incremental District No. 17. General
obligation promissory notes of $2.8 million were issued for the City’s portion of the Pioneer Road railroad grade
separation project costs.

The City of Fond du Lac maintains an “AA-Stable” rating from Standard & Poor’s for its general obligation debt.
The revenue bonds of the water utility have been rated “A+/Stable” by Standard & Poor’s. The revenue bonds of
the sanitary sewer utility have been rated A2 by Moody'’s Investors Service.

State statutes limit the amount of general obligation debt a government entity may issue to 5 percent of its total
equalized valuation. The current debt limitation for the City on December 31, 2012 was $128,167,495, which was
in excess of the net outstanding general obligation debt applicable to debt limitation of $74,869,626. The
available legal margin for new debt was $53,297,869.

Additional information on the City's debt may be found in note C.6 of the Notes to Basic Financial Statements.
Economic Factors and Next Year’s budgets and Rates

e The 2012 unemployment rate for the City of Fond du Lac was 7.7 percent, which is 0.9 percent lower than
a year ago. The May, 2013 unemployment rate is 7.5 percent, unchanged from last May.

e Population in the City of Fond du lac increased slightly from 2011 to 2012.
The City’s total property tax levy to fund the 2013 budget is up 1.5 percent. The equalized tax rate
increased 4.7 percent and the assessed tax rate increased 0.6 percent.
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Rates for the City’s business-type activities remained unchanged for 2011, 2012 and 2013 as follows:

s The water utility had no rate increases for 2011, 2012 or 2013. Substantial water rate increases were
spread over the previous two years, with the last being a 23.5% increase effective January 1, 2010. The
rate increases were needed to pay for the construction of the $32.5 million water treatment system
improvements including the improvements to remove radium from the City’s drinking water as mandated
by the Department of Natural Resources (DNR). The increased water rates were also required by the
State of Wisconsin as a pre-condition of qualifying for the low-interest State Safe Drinking Water Loan
financing for this project.

e The wastewater utility rates remained the same from 2009 to 2013 with no proposed increases.

These factors were considered in preparing the City of Fond du Lac’s budget for 2013.

Requests for Information

This financial report is designed to provide a general overview of the City of Fond du Lac’s finances and to
demonstrate the City’s accountability for the money it receives to our citizens, taxpayers, customers, and
investors and creditors. Questions concerning any of the information provided in this report or requests for

additicnal financial information should be addressed to the Director of Administration, City of Fond du Lac, 160
South Macy Street, PO Box 150, Fond du Lac, WI 54936-0150.
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CITY OF FOND DU LAC, WISCONSIN
Statement of Net Position
December 31, 2012

Governmental Business-type
Activities Activities Total
ASSETS
Cash and investments $ 26,697,649 $ 16,795,869 $ 43,493,518
Receivables
Accounts 363,984 6,249,902 6,613,886
Ambulance 452,062 - 452,062
Special assessments 429,206 816,876 1,246,082
Accrued interest - 2,302 2,302
Taxes 48,320,649 3,112 48,323,761
Community development loans 6,295,762 - 6,295,762
Due from other governments 15,528,796 10,293,643 25,822,439
Internal balances (72,182) 72,182 -
Inventories 652,123 364,135 1,016,258
Prepaid items 250,625 - 250,625
Restricted assets - 8,393,145 8,393,145
Noncurrent special assessments - 85,965 85,965
Other - noncurrent 20,404 76,138 96,542
Capital assets:
Land and construction in progress 7,469,583 8,908,511 16,378,094
Infrastructure 194,457,783 - 194,457,783
Buildings 26,327,736 87,157,443 113,485,179
Improvements other than buildings 9,380,760 108,152,940 117,533,700
Equipment 21,734,392 32,030,221 53,764,613
Accumulated depreciation (106,224,829)  (48,225,567) (154,450,396)
Total Assets 252,084,503 231,176,817 483,261,320
LIABILITIES
Accounts payable 1,540,171 1,950,038 3,490,209
Contracts payable 185,492 199,406 384,898
Accrued expenses 1,366,179 131,149 1,497,328
Accrued interest 1,302,059 734,675 2,036,734
Due to other governments 46,182,112 - 46,182,112
Unearned revenues 1,405,894 89,029 1,494,923
Other 773,489 1,627,229 2,300,718
Noncurrent liabilities:
Due within one year
Long-term obligations 5,476,725 6,904,402 12,381,127
Due in more than one year
Long-term obligations 74,729,525 101,219,369 175,948,894
Total liabilities 132,961,646 112,755,297 245,716,943
DEFERRED INFLOWS OF RESOURCES
Property taxes 21,478,753 - 21,478,753
NET POSITION
Net investment in capital assets 81,618,359 80,275,705 161,894,064
Restricted for:
Equipment replacement - 1,496,670 1,496,670
Debt service 375,374 4,772,127 5,147,501
Water plant decommissioning - 2,124,348 2,124,348
Community development projects and loans 1,068,546 - 1,068,546
Unrestricted 14,581,825 29,752,670 44,334,495
Total Net Position $ 97644104 $ 118,421,520 $ 216,065,624

The notes to the basic financial statements are an integral part of this statement.
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Functions/Programs

Governmental activities:
General government
Public safety

Police

Fire

Ambulance
Public works
Culture and recreation
Community development
Interest on long-term debt

Total governmental activities

Business-type activities:
Water
Wastewater

Total business-type activities

Total

CITY OF FOND DU LAC, WISCONSIN

Statement of Activities

For the Year Ended December 31, 2012

Program Revenues

Net (Expense) Revenue and

Changes in Net Position

Fees, Fines, and Operating Capital
Charges for Grants and Grants and
Expenses Services Contributions Contributions

$ 2,660,933 $ 985,864 $ 114,667 -
10,333,412 109,655 506,470 1,039,855

4,658,458 19,287 126,468 -

4,920,467 2,774,201 361,837 -
15,441,486 419,502 3,023,823 352,627

5,376,808 531,292 1,039,783 -
5,242,287 1,272,075 244,677 2,113,093

3,357,936 - 149,397 -
51,991,787 6,111,876 5,567,122 3,505,575
8,977,193 12,395,916 - 8,283

9,102,462 12,036,787 - -
18,079,655 24,432,703 - 8,283
$ 70,071,442 $ 30,544,579 $ 5,567,122 § 3,513,858

General revenues:
Property taxes
Other taxes
Grants and contributions not restricted to specific programs
Gain on disposal of capital assets
Earnings on investments
Miscellaneous
Transfers
Total general revenues and transfers

Change in net position
Net position - January 1

Net position - December 31

The notes to the basic financial statements are an integral part of this statement.
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Governmental Business-type
Activities Activities Total

$ (1,560,402) $ - (1,560,402)
(8,677,432) - (8,677,432)
(4,512,703) - (4,512,703)
(1,784,429) - (1,784,429)
(11,645,534) - (11,645,534)
(3,805,733) - (3,805,733)
(1,612,442) - (1,612,442)
(3,208,539) - (3,208,539)
(36,807,214) - (36,807,214)
- 3,427,006 3,427,006

- 2,934,325 2,934,325

- 6,361,331 6,361,331
(36,807,214) 6,361,331 (30,445,883)
21,140,460 - 21,140,460
354,692 - 354,692
7,432,593 - 7,432,593

- 17,862 17,862

229,992 561,116 791,108
196 - 196

1,497,592 (1,497,592) -

30,655,525 (918,614) 29,736,911
(6,151,689) 5,442,717 (708,972)
103,795,783 112,978,803 216,774,596

$ 97644104 3%

118,421,520 $ 216,065,624
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ASSETS
Cash and investments
Accounts receivable
Ambulance receivable
Taxes receivable, net
Special assessments receivable
Community development loans receivable
Due from other governmental funds
Due from other governments
Inventories
Prepaids
Other

Total assets

LIABILITIES, DEFERRED INFLOWS OF RESOCURCES AND FUND BALANCES

Liabilities:
Accounts payable
Contracts payable
Accrued compensation
Due to other funds
Due to other governmental units
Unearned revenue
Other
Total liabilities

Deferred inflows of resources:
Property taxes
Special assessments
Loans receivable
Total deferred inflows of resources

Fund balances:

Nonspendable

Inventories and prepaid items
Restricted

Debt service

Community development projects and loans
Committed

Subsequent years' expenditures
Assigned

Subsequent years' expenditures
Unassigned
Total fund balances

Total liabilities, deferred inflows of resources
and fund balances

CITY OF FOND DU LAC, WISCONSIN

Balance Sheet
Governmental Funds
December 31, 2012

Other Total
Debt Service Governmental Governmental

General Fund Fund Funds Funds
$ 14745805 $ 375374 $ 9,516,101 $ 24,637,280
271,289 - 47,417 318,706
- - 452,062 452,062
40,643,861 4,673,574 3,003,214 48,320,649
39,049 390,157 - 429,206
- - 6,295,762 6,295,762
424,401 - - 424,401
14,278,244 - 1,250,552 15,528,796
616,570 - 35,553 652,123
41,785 - - 41,785
- - 20,404 20,404
$ 71,061,004 $ 5439,105 $ 20,621,065 $ 97,121,174
$ 443,697 $ - 3 490,856 $ 934,553
142,575 - 42,917 185,492
1,144,982 - 221,197 1,366,179
- - 424,401 424,401
46,182,112 - - 46,182,112
1,370,222 15,604 - 1,385,826
486,735 - 42,713 529,448
49,770,323 15,604 1,222,084 51,008,011
13,960,720 4,514,819 3,003,214 21,478,753
- 533,308 - 533,308
- - 6,295,762 6,295,762
13,960,720 5,048,127 9,298,976 28,307,823
658,355 - 35,553 693,908
- 375,374 - 375,374
- - 1,068,546 1,068,546
83,300 - 8,995,906 9,079,206
1,013,681 - - 1,013,681
5,574,625 - 5,574,625
7,329,961 375,374 10,100,005 17,805,340
$ 71,061,004 $ 5,439,105 $ 20,621,065 $ 97,121,174
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CITY OF FOND DU LAC, WISCONSIN
Balance Sheet (Continued)
Governmental Funds
December 31, 2012

Reconciliation of Fund Balances to Net Position
Total Fund Balance as shown from previous page

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

Capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds.

Other long-term assets are not available to pay for current period expenditures and,
therefore, are deferred in the funds. The details of this difference are as follows:
Special assessments
Loans receivable
Net adjustment

Internal service funds are used by management to charge the cost of insurance
programs to individual funds. The assets and liabilities of internal service funds
are included in governmental activities in the statement of net position.

Internal service funds are used by management to charge the costs of
insurance programs to individual funds. The net expense of certain
activities of internal service funds is reported with proprietary activities.

Long-term liabilities, including bonds and notes payable, are not due and
payable in the current period and, therefore, are not reported in the funds.
The details of this difference are as follows:

Bonds and notes payable

Capital leases

Compensated absences

Other post-employment benefits

Accrued interest on long-term obligations
Net adjustment

Net Position of Governmental Activities as Reported on the

Statement of Net Position (see page 26)

The notes to the basic financial statements are an integral part of this statement.
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$ 17,805,340
153,145,425
$ 533,308
6,295,762
6,829,070
1,444,760
(72,182)

$ (77,045,000)

(69,589)
(1,555,048)
(1,536,613)
(1,302,059)
(81,508,309)
$ 97,644,104



REVENUES
Property taxes
Other taxes
Licenses and permits
Intergovernmental
Charges for services
Court and parking fines
Special assessments
Investment earnings
Miscellaneous
Total revenues

EXPENDITURES
Current:
General government
Public safety
Public works
Culture and recreation
Community development
Other
Debt service:
Principal
Interest and other charges
Capital outlay
Total expenditures

Excess (deficiency) of revenues
over expenditures

OTHER FINANCING SOURCES (USES)
Refunding bonds issued
Long-term debt issued
Premium on long-term debt issued
Payment to refunding escrow agent
Transfers in
Transfers out

Total other financing sources (uses)

Net change in fund balances
Fund balances - January 1

Fund bailances - December 31

CITY OF FOND DU LAC, WISCONSIN
Statement of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds
For the Year Ended December 31, 2012

Other Total
Debt Service Governmental Governmental

General Fund Fund Funds Funds
$ 15546854 § 3,330,975 $ 2,262,631 $ 21,140,460
305,440 B 49,252 354,692
1,219,945 - - 1,219,945
8,952,542 149,397 6,106,782 15,208,721
449,085 - 3,732,413 4,181,498
331,185 - 65,103 396,288
- 352,627 - 352,627
145,621 35,136 10,385 191,142
340,030 - 1,102,496 1,442,526
27,290,702 3,868,135 13,329,062 44,487,899
2,719,009 - 9,060 2,728,069
13,618,437 - 6,174,540 19,792,977
6,502,489 - 2,291,194 8,793,683
1,806,506 - 2,828,555 4,635,061
1,172,745 - 1,619,049 2,791,794
- 8,401 - 8,401
- 9,588,675 - 9,588,675
- 3,376,076 1,025 3,377,101
- - 6,938,086 6,938,086
25,819,186 12,973,152 19,861,509 58,653,847
1,471,516 (9,105,017) (6,532,447) (14,165,948)
- 13,125,000 - 13,125,000
- - 3,855,000 3,855,000
- 63,626 - 63,626
- (5,432,281) - (5,432,281)
1,513,814 530,227 6,161,740 8,205,781
(2,897,666) - (3,810,523) (6,708,189)
(1,383,852) 8,286,572 6,206,217 13,108,937
87,664 (818,445) (326,230) (1,057,011)
7,242,297 1,193,819 10,426,235 18,862,351
$ 7,329,961 $ 375,374 $ 10,100,005 $ 17,805,340
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CITY OF FOND DU LAC, WISCONSIN
Statement of Revenues, Expenditures and Changes in Fund Balances (Continued)
Governmental Funds
For the Year Ended December 31, 2012

Reconciliation of Changes in Fund Balance to Changes in Net Position

Net Change in Fund Balances as shown on previous page $ (1,057,011)

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

Governmental funds report capital outlays as expenditures. However,
in the statement of activities the cost of these assets is allocated
over their estimated useful lives and reported as depreciation
expense. This is the amount by which capital outlays were less
than depreciation in the current period, detailed as follows:

Capital outlay $ 3,462,273
Loss on disposals (240,694)
Depreciation expense (7,461,818)
Net adjustment (4,240,239)

Revenues in the statement of activities that do not provide current financial
resources are not reported as revenues in the funds. (21,571)

The issuance of long-term debt (e.g., bonds, leases) provides current
financial resources to the governmental funds, while the repayment of
the principal of long-term debt consumes the current financial resources
of governmental funds. Neither transaction, however, has any effect on net
position. Also, governmental funds report the effect of issuance costs,
premiums, discounts, and similar items when debt is first issued,
whereas these amounts are deferred and amortized in the statement of
activities. This amount is the net effect of these differences in the
treatment of long-term debt and related items, detailed as follows:

Issuance of general obligation debt $ (16,980,000)

Principal paid on long-term debt 14,880,000

Payment of capital lease 33,675

Net adjustment (2,066,325)

Some expenses 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. The detail of this difference is as follows:

Compensated absences $ 41,504
Other post-employment benefits 393,421
Accrued interest 70,796
Net adjustment 505,721

Internal service funds are used by management to charge the costs of
insurance programs to individual funds. The net revenue of certain
activities of internal service funds is reported with governmental activities. 727,736

Change in Net Position of Governmental Activities as Reported on the
Statement of Activities (see pages 27 - 28) $ (6,151,689)

The notes to the basic financial statements are an integral part of this statement.
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CITY OF FOND DU LAC, WISCONSIN

Statement of Revenues, Expenditures and Changes in Fund Balance - Budget to Actual

REVENUES
Property taxes
Other taxes
Licenses and permits
Intergovernmental
Charges for services
Court and parking fines
Investment earnings
Miscellaneous
Total revenues

EXPENDITURES
General government

City council
City manager
Clerk
Central services
Elections
Board of review
Comptrollers

Information technology services

Central collections
Assessment
Attorney

Human resources
Animal control
Delinquent accounts

Non-departmental insurance

City wide

Total general government

Public safety
Police
Fire

Total public safety

(Continued)

General Fund
For the Year Ended December 31, 2012

Variance with

Final Budget-
Positive
Original Budget Final Budget Actual (Negative)
15,518,077 15,518,077 $ 15,546,854 § 28,777
228,373 228,373 305,440 77,067
1,174,565 1,174,565 1,219,945 45,380
8,916,906 8,916,906 8,952,542 35,636
419,556 419,556 449,085 29,529
420,000 420,000 331,185 (88,815)
150,000 150,000 145,621 (4,379)
272,267 272,267 340,030 67,763
27,099,744 27,099,744 27,290,702 190,958
58,979 64,929 63,072 1,857
221,825 224,577 212,775 11,802
284,225 255,185 246,734 8,451
101,783 104,484 90,905 13,579
125,741 200,593 200,592 1
2,700 3,751 3,751 -
634,667 657,282 642,665 14,617
- 25,936 - 25,936
97,121 95,966 95,674 292
467,044 439,971 432,355 7,616
214,523 235,103 235,030 73
347,688 378,577 356,723 21,854
99,803 99,803 99,803 -
15,900 15,900 4,527 11,373
31,342 31,342 25,912 5,430
8,492 8,492 8,491 1
2,711,833 2,841,891 2,719,009 122,882
9,170,486 9,169,249 9,234,964 (65,715)
4,482,181 4,488,324 4,383,473 104,851
13,652,667 13,657,573 13,618,437 39,136
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Statement of Revenues, Expenditures and Changes in Fund Balance - Budget to Actual (Continued)

EXPENDITURES (Continued)

Public works
Engineering
Fleet operations

Construction and maintenance

Municipal service center
Highway maintenance
Snow and ice removal
Stormwater maintenance
Solid waste
Electrical
Street lights
Trees

Total public works

Culture and recreation
Parks
Fairgrounds pool
Taylor pool
Senior center
Total culture and recreation

Community development
Community development
Inspections
Economic development

Total community development

Total expenditures

Excess (deficiency) of revenues
over expenditures

OTHER FINANCING SOURCES (USES)

Transfers in
Transfers out

Total other financing sources (uses)

Net change in fund balances
Fund balances - January 1

Fund balances - December 31

CITY OF FOND DU LAC, WISCONSIN

General Fund

For the Year Ended December 31, 2012

Variance with

Final Budget-
Positive

Original Budget Final Budget Actual (Negative)
1 ,069,01@ 991,737 801,397 190,340
624,389 624,789 608,647 16,142
1,877,632 1,871,432 1,737,687 133,845
571,645 577,445 456,423 121,022
419,521 465,473 405,824 59,649
129,100 158,885 158,754 131
503,907 502,451 355,044 147,407
939,330 1,001,766 1,000,010 1,756
323,171 326,821 302,514 24,307
411,000 415,997 375,064 40,933
296,917 302,638 301,225 1,413
7,165,626 7,239,434 6,502,489 736,945
1,267,807 1,267,807 1,245,770 22,037
265,424 265,424 234,526 30,898
93,254 93,254 91,251 2,003
249,886 251,886 234,959 16,927
1,876,371 1,878,371 1,806,506 71,865
468,067 477,240 462,176 15,064
606,623 647,075 606,341 40,734

104,228 104,228 104,228 -
1,178,918 1,228,543 1,172,745 55,798
26,585,415 26,845,812 25,819,186 1,026,626
514,329 253,932 1,471,516 1,217,584
1,495,790 1,495,790 1,513,814 18,024

(2,815,613) (2,815,613) (2,897,666) (82,053)
(1,319,823) (1,319,823) (1,383,852) (64,029)

(805,494) (1,065,891) 87,664 1,153,555

7,242,297 7,242,297 7,242,297 -
$ 6436803 $ 6,176,406 $ 7,329,961 1,153,555

The notes to the basic financial statements are an integral part of this statement.
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CITY OF FOND DU LAC, WISCONSIN
Statement of Net Position
Proprietary Funds
December 31, 2012

Business-type Activities - Governmental
Enterprise Funds Activities -
Water Wastewater Total Internal Service
ASSETS
Current assets:
Cash and Investments $ 8,662,755 $ 8,133,114 $ 16,795,869 $ 2,060,369
Receivables
Accounts 3,380,562 2,869,340 6,249,902 45,278
Special assessments 486,651 330,225 816,876 =
Accrued interest 818 1,484 2,302 -
Taxes 3,112 - 3,112
Prepaid expenses - - - 208,840
Inventories 364,135 - 364,135 -
Total current assets 12,898,033 11,334,163 24,232,196 2,314,487
Noncurrent assets:
Restricted assets 6,023,812 2,369,333 8,393,145 -
Special assessment receivables 54,366 31,599 85,965 -
Due from other governments 229 10,293,414 10,293,643 -
Other 76,138 - 76,138 -
Capital assets:
Land 305,815 - 305,815 -
Building 15,505,560 71,651,883 87,157,443 -
Improvements other than buildings 52,325,730 55,827,210 108,152,940 -
Equipment 27,757,568 4,272,653 32,030,221 -
Construction in progress 2,802,561 5,800,135 8,602,696 -
Less: accumulated depreciation (21,662,388) (26,563,179) (48,225,567) -
Total noncurrent assets 83,189,391 123,683,048 206,872,439 -
Total assets 96,087,424 135,017,211 231,104,635 2,314,487
LIABILITIES
Current liabilities:
Accounts payable 1,780,033 170,005 1,950,038 605,618
Contracts payable 86,571 112,835 199,406 -
Accrued interest 514,986 219,689 734,675 -
Accrued compensation 60,727 70,422 131,149 -
Unearned revenues 67,434 21,595 89,029 20,068
Other 1,527,229 - 1,527,229 244,041
Compensated absences 82,837 82,561 165,398 -
Bonds, notes, and loans payable 2,905,684 3,833,320 6,739,004 -
Total current liabilities 7,025,501 4,510,427 11,535,928 869,727
Noncurrent liabilities:
Other post-employment benefits 107,886 102,644 210,530 -
Bonds, notes, and loans payable 53,282,733 47,726,106 101,008,839 -
Total noncurrent liabilities 53,390,619 47,828,750 101,219,369 -
Total liabilities 60,416,120 52,339,177 112,755,297 869,727
NET POSITION
Net investment in capital assets 20,846,429 59,429,276 80,275,705 -
Restricted for equipment replacement - 1,496,670 1,496,670 -
Restricted for bond redemption 3,899,464 872,663 4,772,127 -
Restricted for water plant decommissioning 2,124,348 - 2,124,348 -
Unrestricted 8,801,063 20,879,425 29,680,488 1,444,760
Total Net Position $ 35,671,304 $ 82,678,034 118,349,338 $ 1,444,760
Adjustment to reflect the consolidation of internal service fund activities
related to enterprise funds. (33,984)
$ 118,315,354
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CITY OF FOND DU LAC, WISCONSIN
Balance Sheet (Continued)
Proprietary Funds
December 31, 2012

Reconciliation of Fund Balances to Net Position
Total Net Position Balance as shown from previous page

Amounts reported for business-type activities in the statement of net position
are different because:

Internal service funds are used by management to charge the costs of
insurance programs to individual funds. The net revenue of certain
activities of internal service funds is reported with proprietary activities.

Net Position of Business-type Activities as Reported on the

Statement of Net Position (see page 26)

The notes to the basic financial statements are an integral part of this statement.
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106,166

$ 118,421,520




CITY OF FOND DU LAC, WISCONSIN
Statement of Revenues, Expenses and Changes in Net Position

Proprietary Funds

For the Year Ended December 31, 2012

Operating revenues:
Charges for services
Other
Total operating revenues

Operating expenses:
Personal services
Contractual services
Materials and supplies
Utilities
Insurance claims and expenses
Taxes
Depreciation
Total operating expenses

Operating income
Nonoperating revenues (expenses):

Gain on disposal of capital assets

Merchandising and Jobbing

Interest and investment revenue

Interest and fiscal charges

Total nonoperating revenue (expenses)
Income before contributions and transfers

Capital contributions
Transfers out

Changes in net position
Total net position - January 1

Total net position - December 31

Business-type Activities - Governmental
Enterprise Funds Activities -
Internal
Water Wastewater Total Service Fund
$12,220,980 $11,930,683 $ 24,151,663 $ 5,895,253
161,866 106,104 267,970 -
12,382,846 12,036,787 24,419,633 5,895,253
1,211,744 1,637,193 2,848,937 -
675,228 1,699,684 2,374,912 -
2,192,343 1,222,841 3,415,184 -
652,600 599,236 1,251,836 -
- - - 5,061,351
9,576 - 9,576 -
2,295,974 2,621,346 4,917,320 -
7,037,465 7,780,300 14,817,765 5,061,351
5,345,381 4,256,487 9,601,868 833,902
17,862 - 17,862
13,070 B 13,070
160,580 400,536 561,116 -
(1,997,340) (1,370,716) (3,368,056) -
(1,805,828) (970,180) (2,776,008) -
3,539,553 3,286,307 6,825,860 833,902
8,283 - 8,283 -
(1,497,592) - (1,497,592) -
2,050,244 3,286,307 5,336,551 833,902
33,621,060 79,391,727 113,012,787 610,858

$ 35,671,304 § 82,678,034 $ 118,349,338 §

1,444,760
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CITY OF FOND DU LAC, WISCONSIN
Statement of Revenues, Expenses and Changes in Net Position (Continued)
Proprietary Funds
For the Year Ended December 31, 2012

Reconciliation of Changes in Fund Balance to Changes in Net Position

Net Change in Net Position from previous page $ 5,336,551

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

internal service funds are used by management to charge the costs of
insurance programs to individual funds. The net revenue of certain
activities of internal service funds is reported with proprietary activities. 106,166

Change in Net Position of Proprietary Activities as Reported on the
Statement of Activities (see pages 27 - 28) $ 5,442,717

The notes to the basic financial statements are an integral part of this statement.
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Cash flows from operating activities:
Receipts from customers
Payments to suppliers
Payments to employees
Internal activity - payments from (to) other funds
Other receipts
Net cash provided by operating activities

Cash flows from noncapital financing activities:
Transfers to other funds
Repayment of advance to municipality
Net cash used by noncapital financing activities

CITY OF FOND DU LAC, WISCONSIN
Statement of Cash Flows

Proprietary Funds

For the Year Ended December 31, 2012

Cash flows from capital and related financing activities:

Proceeds from sale of capital assets

Acquisition and construction of capital assets

Cost of removal of capital assets

Principal paid on long-term debt

interest paid on long-term debt

Special assessment collections

Capital contributions

Net cash used by capital and related
financing activities

Cash flows from investing activities:
Interest on investments

Net change in cash and cash equivalents
Cash and cash equivalents - January 1
Cash and cash equivalents - December 31

Cash and cash equivalents consist of the following:
Unrestricted

Restricted
Total

(Continued)

Business-type Activities - Governmental
Enterprise Funds Activities -
Internal
Water Wastewater Total Service Fund
$ 12,339,986 $ 12,047,623 $ 24,387,609 $ -
(2,484,184) (3,596,131) (6,080,315) (5,244,562)
(1,224,721) (1,642,716) (2,867,437) -
- - - 5,883,624
161,866 106,104 267,970 -
8,792,947 6,914,880 15,707,827 639,062
(1,497,592) - (1,497,592) -
(437,500) - (437,500) -
(1,935,092) - (1,935,092) -
17,862 - 17,862 -
(5,433,956) (5,522,884) {10,956,840) -
(20,255) - (20,255) -
(3,246,675) (3,905,580) (7,152,255) -
(1,997,340) (1,370,716) (3,368,056) -
8,817 25,038 33,855 -
8,283 - 8,283 -
(10,663,264) (10,774,142) (21,437,406) -
160,318 401,144 561,462 -
(3,645,091) (3,458,118) (7,103,209) 639,062
18,331,658 13,960,565 32,292,223 1,421,307
$ 14,686,567 $ 10,502,447 $ 25189014 $ 2,060,369
$ 8662755 $ 8,133,114 $ 16,795,869 $ 2,060,369
6,023,812 2,369,333 8,393,145 -
$ 14686567 $ 10,502,447 $ 25189014 $ 2,060,369
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CITY OF FOND DU LAC, WISCONSIN
Statement of Cash Flows (Continued)
Proprietary Funds
For the Year Ended December 31, 2012

Business-type Activities - Governmental
Enterprise Funds Activities -
Internal
Water Wastewater Total Service Fund

Reconciliation of operating income to net cash
provided by operating activities
Operating income $ 5345381 $ 4,256,487 $ 9,601,868 $ 833,902
Adjustments to reconcile operating income to
net cash provided by operating activities:

Depreciation 2,295,974 2,621,346 4,917,320 -
Depreciation charged to other operating accounts 236,710 - 236,710 -
Merchandising and jobbing 13,070 - 13,070 -
(Increase) decrease in assets:
Receivables 116,219 (523,637) (407,418) (4,275)
Due from other governmental units (229) 641,185 640,956 -
Prepaid expenses - - - (34,840)
Inventories (12,559) - (12,559) -
Deferred charges 72,922 5,344 78,266 -
Other (3,112) - (3,112) -
Increase (decrease) in liabilities:
Accounts payable 722,872 (1,195) 721,677 (169,324)
Contracts payable 19,435 (62,034) (42,599) -
Accrued compensation 11,117 14,950 26,067 -
Other 8,093 - 8,093 20,953
Unearned revenues 3,016 (608) 2,408 (7,354)
Compensated absences (6,978) (2,502) (9,480) -
Other post-employment benefits (17,116) (17,971) (35,087) -
Accrued and other liabilities (11,868) (16,485) (28,353) -
Net cash provided by operating activities $ 8792947 $ 6914880 $ 15,707,827 $ 639,062

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

40



CITY OF FOND DU LAC, WISCONSIN
Notes to Basic Financial Statements
December 31, 2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The basic financial statements of the City of Fond du Lac, Wisconsin (“the City”) have been prepared in
conformity with accounting principles generally accepted in the United States of America (GAAP) as applied
to government units. The Governmental Accounting Standards Board (GASB) is the accepted standard-
setting body for establishing governmental accounting and financial reporting principles. The significant
accounting principles and policies utilized by the City are described below:

1.

Reporting Entity
The City of Fond du Lac is a municipal corporation governed by an elected seven member council. In

accordance with GAAP, the basic financial statements are required to include the City (the primary
government) and any separate component units that have a significant operational or financial
relationship with the City. The City has not identified any component units that are required to be
included in the basic financial statements in accordance with standards established by GASB Statement

Nos. 14 and 39.

Related Organization
The City's officials are also responsible for appointing the members of the board of another organization,

but the City's accountability for this organization does not extend beyond making the appointments.
Therefore this organization is not included in the City's reporting entity. The City Council appoints the
members of the following related organization:

The Housing Authority of the City of Fond du Lac - The Housing Authority was established by the
City to administer the low and moderate income housing program funded by federal grants and
rental income. Although board members of the Housing Authority are appointed by the City
Council, there is no financial interdependency with the City of Fond du Lac nor does the City have
any significant influence over Housing Authority operations. The City does not provide funding for
the Housing Authority. Additionally, the City does not hold title to any of the Housing Authority
assets, nor does it have any right to the Housing Authority's surpluses. The City has no legal
obligation to fund Housing Authority programs should grant funding no longer be available.

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net position and the statement of
activities) report information on all of the nonfiduciary activities of the City. For the most part, the effect of
interfund activity has been removed from these statements. Governmental activities, which are primarily
supported by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for services.

The statement of activities demonstrates the degree to which the direct expenses of a given function are
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. Taxes and other items not properly included among program revenues are reported
instead as general revenues.

Separate financial statements are provided for governmental funds and proprietary funds. Governmental
funds include general, special revenue, debt service and capital projects funds. Proprietary funds include
enterprise and internal service funds. Major individual governmental funds and major individual
enterprise funds are reported as separate columns in the fund financial statements.
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CITY OF FOND DU LAC, WISCONSIN
Notes to Basic Financial Statements
December 31, 2012
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
The City reports the following major governmental funds:

GENERAL FUND

This is the City's main operating fund. It accounts for all financial resources of the general government,
except those accounted for in another fund.

DEBT SERVICE FUND

This fund accounts for the resources accumulated and payments made for principal and interest on long-
term general obligation debt of governmental funds.

The City reports the following major enterprise funds:

WATER UTILITY

This fund accounts for all activities necessary to provide water services to residential, commercial, and
industrial customers of the City. Fund activities include administration, billing and collection, operations,
construction, maintenance, financing and related debt service.

WASTEWATER COLLECTION AND TREATMENT SYSTEM

This fund accounts for all activities necessary to provide sewer services to residential, commercial, and
industrial customers within the City and various outlying sanitary districts. Fund activities include

administration, operations, construction, and maintenance of the sewerage collection and treatment
system.

Additionally, the government reports the following fund types:

Internal service funds account for health self-insurance provided to other departments of the City on a
cost reimbursement basis.
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CITY OF FOND DU LAC, WISCONSIN
Notes to Basic Financial Statements
December 31, 2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

4.

Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund financial statements. Revenues
are recorded when earned and expenses are recorded when a liability is incurred, regardless of the
timing of related cash flows. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenues as soon as all eligibility requirements
imposed by the provider have been met.

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 City
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, as well as expenditures related to compensated absences and
claims and judgments, are recorded only when payment is due.

Revenues susceptible to accrual include intergovernmental grants, intergovernmental charges for
services, public charges for services and interest. Other revenues such as licenses and permits, other
fines and forfeits and miscellaneous revenues are recognized when received in cash or when measurable
and available.

As a general rule the effect of interfund activity has been eliminated from the government-wide financial
statements. Exceptions to this general rule are payments-in-lieu of taxes and other charges between the
City's water and wastewater functions and various other functions of the City. Elimination of these
charges would distort the direct costs and program revenues reported for the various functions
concerned.

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

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing operations. The principal operating revenues of the
City's enterprise funds are charges to customers for services. Operating expenses for enterprise funds
include the cost of services, administrative expenses, and depreciation on capital assets. All revenues
and expenses not meeting this definition are reported as nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use
restricted resources first, then unrestricted resources, as they are needed.
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CITY OF FOND DU LAC, WISCONSIN
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5. Assets, Liabilities, Deferred Qutflows/Inflows of Resources and Net Position or Fund Balance

a.

Cash and Investments

Cash and investments are combined in the financial statements. Cash deposits consist of demand
and time deposits with financial institutions and are carried at cost. Investments are stated at fair
value. Fair value is the amount at which a financial instrument could be exchanged in a current
transaction between willing parties, other than in a forced or liquidation sale. For purposes of the
statement of cash flows, all cash deposits and highly liquid investments (including restricted assets)
with a maturity of three months or less are considered to be cash equivalents.

Accounts Receivable

Accounts receivable are recorded at gross amount with uncollectible amounts recognized under the
direct write-off method. An allowance for uncollectible accounts has been provided in the basic
financial statements.

Interfund Receivables and Payables

During the course of operations, numerous transactions occur between individual funds for goods
provided or services rendered. These receivables and payables are classified as “due from other
funds” and “due to other funds” in the fund financial statements. Noncurrent portions of the interfund
receivables for the governmental funds are reported as “advances to other funds” and are offset by a
nonspendable fund balance since they do not constitute expendable available financial resources and
therefore are not available for appropriation.

The amount reported on the statement of net position for internal balances represents the residual
balance outstanding between the governmental activities and business-type activities.

Inventories

Inventories are recorded at cost, which approximates market, using the first-in, first-out method.
Inventories consist of expendable supplies held for consumption. The cost is recorded as an
expenditure at the time individual inventory items are consumed rather than when purchased.

Inventories of governmental funds in the fund financial statements are offset by nonspendable fund
balance amounts to indicate that they do not represent spendable available financial resources.

Prepaid Items
Payments made to vendors that will benefit periods beyond the end of the current fiscal year are

recorded as prepaid items.

Prepaid items of governmental funds in the fund financial statements are offset by nonspendable fund
balance amounts to indicate that they do not represent spendable available financial resources.
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f.

Capital Assets
Capital assets, which include property, plant, equipment, and infrastructure assets, are reported in the

applicable governmental or business-type activities columns in the government-wide financial
statements. Capital assets are defined by the City as assets with an initial, individual cost of $5,000
or higher and an estimated useful life in excess of one year. Such assets are recorded at historical
cost or estimated historical cost if purchased or constructed. Donated capital assets are recorded at
estimated fair value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend asset lives are not capitalized.

Capital assets of the City are depreciated using the straight-line method over the following estimated
useful lives:

Governmental | Business-type
Activities Activities
Years

Assets

Land improvements 15-20 15-20
Buildings 30-40 12 - 47
Machinery and equipment 2-20 5-45
Improvements other than buildings - 25-77
Infrastructure 20-40 -

Compensated Absences

It is the City’s policy to permit employees to accumulate earned but unused vacation and sick leave
benefits in accordance with bargaining unit agreements. All vacation and sick leave is accrued when
incurred in the government-wide and proprietary fund financial statements. A liability for these
amounts is reported in the governmental funds in the fund financial statements only if they have
matured, for example, as a resuit of employee resignations and retirements.

Deferred Outflows/Inflows of Resources

The City implemented GASB Statement No. 63, Financial Reporting of Deferred Outflows of
Resources, Deferred Inflows of Resources, and Net Position and GASB Statement No. 65, ltems
Previously Reported as Assets and Liabilities for the year ended December 31, 2012. In addition to
assets, the statement of net position will sometimes report a separate section for deferred outflows of
resources. This separate financial statement element, deferred outflows of resources, represents a
consumption of net position that applies to a future period(s) and so will not be recognized as an
outflow of resources (expense/expenditure) until then. The City currently does not have any items
that qualify for reporting in this category.

In addition to liabilities, the statement of net position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element, deferred inflows of
resources, represents an acquisition of net position that applies to a future period and so will not be
recognized as an inflow of resources (revenue) until that time. The City has one item that qualifies for
reporting in this category, property taxes. This amount will be recognized as an inflow of resources in
the subsequent year for which it was levied. The City also has additional type of item, which arises
only under a modified accrual basis of accounting that qualifies for reporting in this category.
Accordingly, the item, unavailable revenue, is reported only in the governmental funds balance sheet.
The governmental funds report unavailable revenues from two sources, special assessments and
loans receivable. These amounts are deferred and recognized as an inflow of resources in the period
the amounts become available.
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Long-term Obligations

In the government-wide financial statements, and proprietary funds in the fund financial statements,
long-term debt and other long-term obligations are reported as liabilities in the applicable
governmental activities, business-type activities, or proprietary fund statement of net position. Bond
premiums and discounts are deferred and amortized over the life of the bonds, if material. Bonds
payable are reported net of the applicable bond premium or discount. Bond issuance costs are
expensed in the current period.

In the fund financial statements, governmental funds recognize bond premiums and discounts, as
well as bond issuance costs, during the current period. The face amount of debt issued is reported
as other financing sources. Premiums received on debt issuances are reported as other financing
sources while discounts on debt issuances are reported as other financing uses. Issuance costs,
whether or not withheld from the actual debt proceeds received, are reported as debt service
expenditures.

Fund Equity
GOVERNMENTAL FUND FINANCIAL STATEMENTS

Fund balance of governmental funds is reported in various categories based on the nature of any
limitations requiring the use of resources for specific purposes. The following classifications describe
the relative strength of the spending constraints placed on the purposes for which resources can be
used:

e Nonspendable fund balance - Amounts that are not in spendable form (such as inventory, prepaid
items, or long-term receivables) or are legally or contractually required to remain intact.

» Restricted fund balance - Amounts that are constrained for specific purposes by external parties
(such as grantor or bondholders), through constitutional provisions, or by enabling legislation.

» Committed fund balance - Amounts that are constrained for specific purposes by action of the
City Council through the adoption of an ordinance or passage of a resolution. These constraints
can only be removed or changed by the City Council using the same action that was used to
create them.

e Assigned fund balance - Amounts that are constrained for specific purposes by action of City
management. The City Council has not authorized a specific employee to assign fund balance.
Residual amounts in any governmental fund, other than the General Fund, are also reported as

assigned.

e Unassigned fund balance - Amounts that are available for any purpose. Positive unassigned
amounts are only reported in the General Fund.

The City has adopted a fund balance spend-down policy regarding the order in which fund balance
will be utilized. Where applicable, the policy requires restricted funds to be spent first, followed by
committed funds, and then assigned funds. Unassigned funds would be spent last.
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GOVERNMENT-WIDE AND PROPRIETARY FUND STATEMENTS
Equity is classified as net position and displayed in three components:

¢ Net investment in capital assets - Amount of capital assets, net of accumulated depreciation, less
outstanding balances of any bonds, mortgages, notes, or other borrowings that are attributable to
the acquisition, construction, or improvement of those assets.

* Restricted net position - Amount of net position that is subject to restrictions that are imposed by
1) external groups, such as creditors, grantors, contributors or laws or regulations of other
governments or 2) law through constitutional provisions or enabling legislation.

e Unrestricted net position - Net position that is neither classified as restricted nor as invested in
capital assets, net of related debt.

6. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual results could differ from

those estimates.

NOTE B - STEWARDSHIP AND COMPLIANCE

Budgets and Budgetary Accounting

The City follows these procedures in establishing the budgetary data reflected in the basic financial
statements:

1.

a.

On or about October 1, the City Manager submits to the City Council a proposed operating budget for
the calendar year commencing the following January 1. The operating budget includes proposed
expenditures and the means of financing them. After submission to the governing body, public
hearings are held to obtain taxpayer comments. Following the public hearings, the proposed budget,
including authorized additions and deletions, is legally enacted by City Council resolution.

Budgets are adopted on a basis consistent with accounting principles generally accepted in the
United States of America for the governmental funds. Budget is defined as the originally approved
budget plus or minus approved amendments. Budget appropriations not expended during the year
are closed to fund balance unless authorized by the governing body to be forwarded into the
succeeding year's budget.

During the year, formal budgetary integration is employed as a management control device for the
general fund, debt service fund, and special revenue funds, except for the Community Development
Grant, TIF Districts and Property Insurance Deductible Special Revenue Funds. The City Manager is
authorized to transfer budgeted amounts between budget codes within a department; however,
expenditures may not legally exceed appropriations at the above levels unless authorized by two-
thirds vote of the City Council. Budgeted amounts are as originally adopted, or as amended by the
City Council. Supplemental amendments were necessary during the year but were not material in
relation to the original appropriation.

The budget as enacted includes total expenditures at the organization level. An organization can be
a department, division, fund or other activity. Expenditures cannot legally exceed appropriations at
this level. The governmental funds have legally adopted budgets.

The City did not have any material violation of legal or contractual provisions for the fiscal year ended
December 31, 2012.
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2. Excess of Expenditures over Budget Appropriations

The following expenditure accounts of the general, special revenue, debt service and capita