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HOGAN - HANSEN

A Professional Corporation

Certified Public Accountants and Consultants

Independent Auditor’s Report

To the Honorable Mayor and
Members of the City Council
City of Marion, lowa

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the discretely presented component unit, each major fund and the aggregate remaining fund
information of the City of Marion, lowa, as of and for the year ended June 30, 2011, which collectively
comprise the City's basic financial statements, as listed in the Table of Contents. These financial
statements are the responsibility of the City of Marion, lowa’s management. 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 includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our 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, the discretely
presented component unit, each major fund and the aggregate remaining fund information of the City of
Marion, lowa, as of June 30, 2011, and the respective changes in financial position and cash flows, where
applicable, for the year then ended in conformity with the accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated March 15,
2012 on our consideration of the City of Marion, lowa’s internal control over financial reporting and 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 internal
control over financial reporting or compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of
our audit.

2750 First Avenue, NE, Suite 150, Cedar Rapids, |1A 52402-4800 « (319) 366-8267 * Fax (319) 366-8301 * E-Mail cr@hoganhansen.com

Member of American Institute of CPAs - lowa Society of CPAs 2
Algona  Belmond * Cedar Falls « Cedar Rapids ¢ Clear Lake « Mason City « Waterloo




To the Honorable Mayor and
Members of the City Council

City of Marion, lowa

Page 2

Management's Discussion and Analysis, budgetary comparison information and schedule of funding
progress for the retiree health plan on Pages 4 through 10 and Pages 42 and 44 are not required parts of
the basic financial statements, but are supplementary information required by the Governmental
Accounting Standards Board. We have applied limited procedures, which consisted principally of inquiries
of management regarding the methods of measurement and presentation of the required supplementary
information. We did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Marion, lowa's basic financial statements. We previously audited, in accordance with
the standards referred to in the second paragraph of this report, the financial statements for the four years
ended June 30, 2010 (which are not presented herein) and expressed unqualified opinions on those
financial statements. The financial statements for the three years ended June 30, 2006 (which are not
presented herein) were audited by other auditors in accordance with the standards referred to in the
second paragraph of this report who expressed unqualified opinions on those financial statements. Other
supplementary information included on Pages 45 through 55, including the schedule of expenditures of
federal awards required by U.S. Office of Management and Budget (OMB) Circular A-133, Audits of
States, Local Governments and Non-Profit Organizations, is presented for purposes of additional analysis
and is not a required part of the basic financial statements. Such information has been subjected to the
auditing procedures applied in our audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

%ew ’#Aﬂxéﬂ
HOGAN - HANSEN

Cedar Rapids, lowa
March 15, 2012



MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the City of Marion, lowa, we offer readers of the City of Marion’s financial statements
this narrative and analysis of the financial statements of the City of Marion for the fiscal year ended
June 30, 2011. This section should be read in conjunction with the financial statements and the
accompanying notes that follow. It should also be noted that the information contained here will provide
information on both the governmental operations and the business activities of the City.

FINANCIAL HIGHLIGHTS

The assets of the City of Marion exceeded its liabilities at the close of June 30, 2011 by $178 million (net
assets). Of this amount, $6.1 million (unrestricted net assets) may be used to meet the government’s
ongoing obligations to citizens and creditors.

The government’s net assets increased by $17.4 million.

At the end of the current fiscal year, unassigned fund balance for the general fund was $6.9 million, or
45.5% of the total general fund expenditures. For the purpose of these financial statements, the General
fund also includes the Equipment Replacement and the Tax Stabilization Funds.

Total general obligation debt decreased by $2,380,000. There were no general obligation notes issued
during the year.

USING THIS ANNUAL REPORT
The annual report consists of a series of financial statements and other information, as follows:

Management's Discussion and Analysis introduces the basic financial statements and provides an
analytical overview of the City's financial activities.

Government-Wide Financial Statements consist of a Statement of Net Assets and a Statement of
Activities. These provide information about the activities of the City as a whole and presents an overall
view of the City's finances.

The Fund Financial Statements tell how governmental services were financed in the short term as well
as what remains for future spending. Fund financial statements report the City's operations in more
detail than the government-wide statements by providing information about the most significant funds.

Notes to the Financial Statements provide additional information essential to a full understanding of
the data provided in the basic financial statements.

Required Supplementary Information further explains and supports the financial statements with a
comparison of the City's budget for the year, as well as presenting the Schedule of Funding Progress
for the Retiree Health Plan.

Other Supplementary Information provides detailed information about the nonmajor governmental
funds. In addition, the Schedule of Expenditures of Federal Awards provides details of various federal
programs benefiting the City.



REPORTING THE CITY'S FINANCIAL ACTIVITIES
Government-Wide Financial Statement

One of the most important questions asked about the City’s finances is, "Is the City as a whole better or
worse off as a result of the year’s activities?”” The Statement of Net Assets and the Statement of Activities
report information which helps answer this question. These statements include all assets and liabilities
using the accrual basis of accounting and the economic resources measurement focus, which is similar to
the accounting used by most private sector companies. All of the current year's revenue and expenses are
taken into account, regardless of when cash is received or paid.

The Statement of Net Assets presents all of the City’s assets and liabilities, with the difference between the
two reported as "net assets”. Over time, increases or decreases in the City’s net assets may serve as a
useful indicator of whether the financial position of the City is improving or deteriorating.

The Statement of Activities presents information showing how the City's net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the change occurs, regardless of
the timing of related cash flows. Thus, revenue and expenses are reported in this statement for some items
that will not result in cash flows until future fiscal periods.

The Statement of Net Assets and the Statement of Activities report three kinds of activities:

» Governmental activities include public safety, public works, culture and recreation, community and
economic development, general government, debt service and capital projects. Property tax, user
charges and state and federal grants finance most of these activities.

» Business-type activities include solid waste management collection and the sanitary sewer system.
These activities are financed primarily by user charges.

* The component unit includes the activities of the Marion Water Department. The City is financially
accountable for the Water Department and has included it in the financial statements and notes.

Fund Financial Statements
The City has three kinds of funds:
1. Governmental Funds

Governmental funds account for most of the City’s basic services. These focus on how money flows
into and out of those funds and the balances at year end that are available for spending. Governmental
funds include: (1) the General Fund, (2) the Special Revenue Funds, such as Tax Increment Financing,
Community Development and the Employee Benefit Fund, (3) the Debt Service Fund and (4) the
Capital Projects Fund. These funds are reported using the current financial resources measurement
focus and the modified accrual basis of accounting, which measures cash and all other financial assets
that can readily be converted to cash. The governmental fund financial statements provide a detailed,
short-term view of the City’s general governmental operations and the basic services it provides.
Governmental fund information helps determine whether there are more or fewer financial resources
that can be spent in the near future to finance the City’s programs.

The required financial statements for governmental funds include a balance sheet and a statement of
revenue, expenditures and changes in fund balances.



2. Proprietary Funds

Proprietary funds account for the City’s Enterprise Funds. These funds report services for which the
City charges customers for the service it provides. Proprietary funds are reported in the same way all
activities are reported in the statement of net assets and the statement of activities. The major
difference between the proprietary funds and the business-type activities included in the government-
wide statements is the detail and additional information, such as cash flows, provided in the proprietary
fund statements. The Enterprise Funds include the Sewer Rental and Sewer Rental Replacement
Funds, each considered to be major fund of the City. The City is responsible for ensuring the assets
reported in these funds are used only for their intended purposes and by those to whom the assets
belong.

The financial statements required for proprietary funds include a statement of net assets, a statement of
revenue, expenses and changes in fund net assets and a statement of cash flows.

Reconciliations between the government-wide financial statements and the fund financial statements
follow the fund financial statements.

3. Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefit of parties outside the
government. Fiduciary funds are not reflected on the government-wide financial statements because
the resources of these funds are not available to support the City of Marion’s own programs. The
accounting used for fiduciary funds is much like that used for proprietary funds. The basic fiduciary
funds financial statements can be found on Pages 20-21 of this report.

Government-Wide Financial Analysis
The analysis that follows focuses on the changes in the net assets for governmental and business-type

activities.
(in thousands)

Governmental Activities Business-Type Activities Total Government
2011 2010 2011 2010 2011 2010
Cash and pooled
investments $ 33373 $ 35402 $ 9117 $ 8994 $ 42490 $ 44,396
Other assets 17,776 16,853 841 960 18,617 17,813
Capital assets 166,103 149,223 17,790 18,268 183,893 167,491
Total Assets 217,252 201,478 27,748 28,222 245,000 229,700
Current liabilities 20,767 20,347 832 282 21,599 20,629
Noncurrent liabilities 18,461 20,583 — — 18,461 20,583
Total Liabilities 39,228 40,930 832 282 40,060 41,212
Net Assets
Invested in capital
assets, net of debt 148,596 129,279 17,790 18,268 166,386 147,547
Other nonspendable 266 — — — 266 —
Restricted 18,930 — — — 18,930 —
Committed 1,044 — — — 1,044 —
Assigned 3,055 — — — 3,055 —
Unrestricted 6,133 31,269 9,126 9,672 15,259 40,941
Total Net Assets 178,024 $ 160548 $ 26916 $ 27940 $ 204940 $ 188,488
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Net assets of governmental activities increased approximately $17.4 million for the fiscal year 2011. Net
assets of business-type activities decreased approximately $1 million for the fiscal year 2011. The largest
portion of the City’s net assets is invested in capital assets (e.g., land, infrastructure, buildings and
equipment), less the related debt. The debt related to the investment in capital assets is liquidated with
resources other than capital assets. Unrestricted net assets, the part of net assets that can be used to finance
day-to-day operations without constraints established by debt covenants, legislation or other legal
requirements, is approximately $6.1 million at the end of this year for governmental activities and
$9.1 million for business-type activities.

A summary version of the Statement of Activities follows:
(in thousands)

Governmental Activities Business-Type Activities Total
2011 2010 2011 2010 2011 2010

Revenue
Charges for services $ 1414 $ 1276 $ 5003 $ 4902 $ 6417 $ 6,178
Operating grants and

contributions 597 678 — — 597 678
Capital grants and

contributions 12,219 5,618 599 34 12,818 5,652
General Revenue

Property taxes 15,639 14,858 — — 15,639 14,858

Other taxes 4,909 4,204 — — 4,909 4,204

Franchise fees 329 327 — — 329 327

Road use taxes 2,743 2,407 — — 2,743 2,407

Investment income 711 715 102 123 813 838

Miscellaneous revenue 70 33 61 — 131 33

Total Revenue 38,631 30,116 5,765 5,059 44,396 35,175

Program Expenses
Public safety 7,635 7,958 — — 7,635 7,958
Public works 6,605 5,166 — — 6,605 5,166
Culture and recreation 3,398 3,426 — — 3,398 3,426
Community and economic

development 1,608 1,662 — — 1,608 1,662
General government 1,904 1,951 — — 1,904 1,951
Interest on long-term debt 762 685 — — 762 685
Sanitary sewer — — 2,948 2,685 2,948 2,685
Solid waste

management — — 1,550 1,228 1,550 1,228

Total Expenses 21,912 20,848 4,498 3,913 26,410 24,761

Transfers 726 411 (726) (411) — —
Changes in Net Assets 17,445 9,679 541 735 17,986 10,414
Beginning net assets,

as restated 160,579 150,869 26,375 27,205 186,954 178,074

Ending Net Assets $ 178024 $ 160548 $ 26916 $ 27940 $ 204940 $ 188,488



Governmental Activities

Charges for services make up 3.7% of governmental revenue. Operating and capital grants, primarily for
street projects and building improvement projects, make up another 33.2% of governmental revenue. The
remaining revenue comes from taxes, primarily property taxes and interest revenue.

Business-Type Activities

As expected, charges for services is the primary revenue source for business-type activities. Sanitary sewer
fees and solid waste fees are the primary charges for services that make up 86.8% of total revenue.
Investment income accounts for an additional 2% of total revenue.

INDIVIDUAL MAJOR FUND ANALYSIS
Governmental Fund Highlights

As the City of Marion completed the year, its governmental funds reported a combined fund balance of
$30,340,266, which is less than the $31,561,691 total fund balance at June 30, 2010. The following are the
major reasons for the changes in fund balances of the major governmental funds from the prior year.

The General Fund showed a modest increase in fund balance of $570,199 from the prior year to
$10,833,435. Revenue increased 4.9% over the prior year to $12,196,644 and expenditures increased 1.5%
to $15,134,463.

The Road Use Fund is used to account for the maintenance of the City’s infrastructure. This fund ended
fiscal year 2011 with a balance of $486,141 compared to the prior year ending balance of $132,104.
Revenue increased $336,329 or 14% over the prior period.

The Trust and Agency Employee Benefits Fund is required by the Code of lowa to account for property
taxes levied for employee benefits. This fund showed a small increase of $20,100 from the prior year to
$260,680.

The Debt Service Fund ended fiscal year 2011 with a ($26,830) deficit balance compared to the prior year
ending balance of ($242,696). Property tax revenue increased $135,733 while bond principal and interest
payments increased $487,685 in fiscal year 2011.

The Capital Projects Fund ended fiscal year 2011 with a $17,658,196 balance compared to the prior year
ending balance of $20,054,273. The decrease is due to current year projects.

Proprietary Fund Highlights

The Sewer Rental Fund accounts for the operation and maintenance of the City’s sanitary sewer system.
This fund ended fiscal year 2011 with a net asset balance of $16,600,011 compared to the prior year
ending net asset balance of $16,519,934.

The Sewer Rental Replacement Fund accounts for future operation and maintenance of the City’s sanitary
sewer system. This fund ended fiscal year 2011 with a net asset balance of $4,037,844 compared to the
prior year ending net asset balance of $3,641,721.



Budgetary Highlights

The City had one budget amendment during the fiscal year, which is our common practice. The major
increases in disbursements were from projects related to those funded with local option sales taxes, bond
issue projects and several stimulus projects. Also, there were additional overtime costs, various grant
expenses, extra street repair costs and higher storm sewer costs. There was also offsetting revenue
increases from the receipt of additional local option sales tax revenue, various additional grant proceeds
and additional charges for services.

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

The City’s capital assets include land, buildings and improvements, intangibles, equipment, streets, sewer
systems, lighting systems, traffic signals and other infrastructure. Capital assets for governmental activities
totaled $166,103,453 (net of accumulated depreciation/amortization) at June 30, 2011. Capital assets for
business-type activities totaled $17,789,886 (net of accumulated depreciation/amortization) at June 30,
2011. See Note 4 to the financial statements for more information about the City’s capital assets.

The major capital outlays for governmental activities during the year included construction of
infrastructure.

For business-type activities, major additions included a sewer jet truck, refuse trucks and sewer
infrastructure.

Construction in progress at June 30, 2011 for governmental activities consists primarily of street projects
and the Thomas Park maintenance building.

Long-Term Debt

At June 30, 2011, the City had $17,293,974 of outstanding general obligation bonds and notes for
governmental activities. No debt was issued during the year ended June 30, 2011.

The City continues to carry a general obligation bond rating of Aal assigned by national rating agencies to
the City’s debt since 2010. The Constitution of the State of lowa limits the amount of general obligation
debt cities can issue to 5% of the assessed value of all taxable property within the City’s corporate limits.
The City’s outstanding general obligation debt is significantly below its constitutional debt limit of
approximately $57 million. Additional information about the City’s long-term debt is presented in Note 5
to the financial statements.



ECONOMIC FACTORS

The unemployment rate for Linn County is currently at 6%, which is where it was the previous year and
less than the national unemployment rate of 9%.

Retail sales are also reported on a fiscal year, April 1 to March 31, basis. For fiscal year 2010, the most
recent available (April 1, 2009 to March 31, 2010), retail sales for Marion were $333.3 million and
$3.204 billion for Linn County. For fiscal year 2009, retail sales were $351.8 million for Marion and
$3.487 billion for Linn County.

The total value of building permits for fiscal year 2011 was approximately $37.7 million, which is down
from the fiscal year 2010 amount of $62.8 million. In fiscal year 2010 there was the construction of a
middle school and athletic facilities for the two local school districts as well as some larger commercial
projects. We did not have those types of big projects in fiscal year 2011.

NEXT YEAR’S BUDGET AND RATES

The adopted fiscal year 2011-2012 budget calls for an increase in tax receipts of 3.6% and accomplishes
all of the Council’s long-standing objectives including maintaining the current level of services,
maintaining adequate levels of cash reserves and complying with all of the City’s financial policies.

The City anticipates a 7% increase in wastewater treatment payments to the City of Cedar Rapids for fiscal
year 2011-2012. Increased customer accounts will be sufficient to provide the revenue needed to cover that
cost increase. Additionally, the higher than projected local option sales tax collections have eliminated the
need for a rate increase to cover the first phase of the trunk sewer project. No rate increase is proposed.

The City also expects no change in the solid waste fee for fiscal year 2011-2012. The increase in 2008,
coupled with increased revenue from added customer accounts, is sufficient to meet the needs of the
Department.

The total City tax levy rate for fiscal year 2011-2012 is 13.50980 per taxable valuation compared to
13.63603 for fiscal year 2010-2011. Net taxable valuation for fiscal year 2011-2012 is $1,193.7 million,
which was an increase of $52 million from the fiscal year 2010-2011 level which was $1,141.7 million.

FINANCIAL INFORMATION CONTACT
The City’s financial statements are designed to present users (citizens, taxpayers, customers, investors and
creditors) with a general overview of the City’s finances and to demonstrate the City’s accountability. If

you have questions about the report or need additional financial information, please contact the Office of
the Finance Director at 1225 - 6th Avenue, City Hall, Marion, lowa 52302.
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Basic Financial Statements




Statement of Net Assets

At June 30, 2011

Assets
Current Assets
Cash and pooled investments....................
INVESTMENTES . coeieeiie e
Receivables
Accounts, net of allowance for
uncollectible accounts...........ccoeeeeevunnnene.
Unbilled revenue.........ccoooooveeeiiiiieieeiinnes

Property Taxes
Delinquent .......cccceveeeeeiieiiiieeee e,
Succeeding Year.......cccoveeeeiiiieeeeinieeeees
Due from other governments......................
Due from other funds .......cccccceveviiiiiiiinnnnnn.
INVENTOMIES....vviiiieee e
Prepaid items ........oeeviviiiieeiiee e,
Total Current ASSetS.....ccccvvvvevveeeeeeene.

Noncurrent Assets
Notes receivable ...,
Interfund loan ................cooe
Capital assets (net of accumulated
depreciation)........oooeviieiiiiiee e
Capital assets not being depreciated.........
Total Noncurrent Assets ........cc.........

Restricted Assets

Loan proceeds restricted for capital project
Total Restricted ASSetsS ......ccccceeueeeee

TOtal ASSEIS .cciveeeieiiieeeeee e

Primary Government

Governmental
Activities

$ 9,847,546

Business
Activities

$ 6,736,908

Total

$ 16,584,454

Component
Unit
Water

$ 2,030,504

See accompanying notes to the financial statements.

23,525,599 2,380,585 25,906,184 —
125,892 285,709 411,601 153,828

— 446,519 446,519 325,491

47,042 5,669 52,711 1,498
45,769 — 45,769 —

— 50,659 50,659 —

108,729 — 108,729 —
15,997,625 — 15,997,625 —
1,327,384 — 1,327,384 —
631 — 631 —
119,930 — 119,930 181,854
— — — 33,250
51,146,147 9,906,049 61,052,196 2,726,425
2,682 — 2,682 —

— 52,053 52,053 —
81,590,552 17,342,496 98,933,048 11,534,029
84,512,901 447,390 84,960,291 2,940,845
166,106,135 17,841,939 183,948,074 14,474 874
— — — 105,365

— — — 1,498,649

— — — 1,604,014

$ 217,252,282 $27,747,988 $ 245,000,270 $ 18,805,313



Primary Government Component
Governmental Business Unit
Activities Activities Total Water
Liabilities
Current Liabilities
Accounts payable............cccoceriiiineiiinnnn. $ 1592,729 $ 759,658 $ 2,352,387 $ 554,811
Salary and benefits payable...................... 353,873 53,419 407,292 33,525
Accrued interest payable ...........ccccceeeeennn. 27,724 — 27,724 5,610
Long-Term Liabilities
Portion Due or Payable Within One Year
General obligation bonds payable........... 2,470,000 — 2,470,000 —
General obligation notes payable............ 34,347 — 34,347 —
SRF loan payable ..........ccccccviiiniinnnen. — — — 127,000
Compensated absSences...........cccocveeeenn. 2,668 19,061 21,729 45,650
Nonbonded indebtedness payable.......... 24,982 — 24,982 —
Interfund loan payable ..............cccoouuee 50,659 — 50,659 —
Deferred revenue ...........occcvvveeeiiieiiiiiinnee, 15,997,625 — 15,997,625 —
Self-insured estimated claims.................... 170,739 — 170,739 20,244
Reinsurance premiums payable ................ 41,817 — 41,817 —
Total Current Liabilities ...................... 20,767,163 832,138 21,599,301 786,840
Noncurrent Liabilities
Long-Term Liabilities
Portion Due or Payable After One Year
General obligation bonds payable.......... 14,615,000 — 14,615,000 —
General obligation notes payable........... 174,627 — 174,627 —
SRF loan payable ...........cccccviiiiiiinnnen, — — — 3,373,000
Compensated absences...........cccccoeeene. 2,441,086 — 2,441,086 —
Net OPEB liability .......ccccccovviveeiiiiieeee 791,350 — 791,350 86,900
Premium on bonds payable.................... 213,298 — 213,298 —
Nonbonded indebtedness payable......... 173,802 — 173,802 —
Interfund loan payable ..............c.cceuueeeee. 52,053 — 52,053 —
Total Noncurrent Liabilities................ 18,461,216 — 18,461,216 3,459,900
Liabilities Payable From Restricted Assets
Payable - customer deposits................cc.... — — — 105,365
Total Liabilities ........cccevevevveeeiiinenen, 39,228,379 832,138 40,060,517 4,352,105
Net Assets
Nonspendable
Invested in capital assets, net of
related debt.........ccoooeeiiii e, 148,596,181 17,789,886 166,386,067 12,473,523
Other ... 266,320 — 266,320 —
Restricted
] (1= £ 852,755 — 852,755 —
GrantS.....ooiieie e 260,680 — 260,680 —
Capital projects.......cccceeveeeeevicciiiiieiieeeeeene 17,816,721 — 17,816,721 —
Committed......ceeeviiiiee e 1,043,524 — 1,043,524 —
ASSIGNEA ... 3,054,523 — 3,054,523 —
UNrestricted........cvvvveviiieiee e 6,133,199 9,125,964 15,259,163 1,979,685
Total Net ASSEtS ...ccovcvveiiiiiiee e 178,023,903 26,915,850 204,939,753 14,453,208
Total Liabilities and Net Assets.............. $ 217,252,282 $27,747.988 $ 245,000,270 $ 18,805,313
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Statement of Activities

Year Ended June 30, 2011

Functions/Programs

Governmental Activities

PUDIIC SAfELY ...vviviiiiiiiiiiiiiiiiiiii e
A0 o] T2V o] ¢ T
Culture and reCreation ..........oevivei i
Community and economic development ..........ccccovvvevvivveiiieneeenn.
General governMENt ...,
1S =TS RPN

Total Governmental ACLIVItIES ....oivveeiiiiiiiiee e,

Business-Type Activities

S BV e
SOl WASEE ...

Total Business-Type ACtiVitieS ........ccccccvvevii
Total Primary GOVErnmMEeNt ...........oouviiiiiiiiiiiiiiiiiiieeeeenneeenneennnennens

Component Unit-Water ............cooeii

General Receipts

Property taXeS ....covvrreiiiieiiieeei e
Tax increment finANCING rEVENUE .........cccevviiiiiiieeeeeeiiee e eeeaens

Other Taxes

Cable television franChiSe ..........coceviiiiiiiiii e,
[ (010 14 1 (0 (= I
ROGA USE TAX ...uvuiiiiiiie e e e
Local option SAlES taX.........ccuvvvviiiiieeeeeiiiiiiee e
INVESTMENT INCOME ...cieiiee e e eaas
AASSESSIMENTS .ottt e e e e
MiISCEIlANEOUS FEVENUE........cceveiiiieie e
Gain on sale of capital @SSets.........cccvviviiieeiiiiiie e

TrANSTEIS (oo

Total General Receipts and Transfers .......cccccvvvvvvvvvvenenee.
Change in Net ASSELS....iiiii i e
Net Assets - Beginning of Year, as Restated ..........c.ccccoeeeeeerieene

Net ASSEtS - ENA OF YBAI . .iuu ittt a e

See accompanying notes to the financial statements.

Expenses

$ 7,635,167
6,604,677
3,398,624
1,608,370
1,903,820

761,831
21912489

2,947,560
1,550,459
4,498,019

$ 26,410,508
$ 2,208,635

Program Revenue

Net Revenue (Expense) and Change in Net Assets

Operating Capital
Charges Grants and Grants and Governmental Business-Type Component
for Services Contributions Contributions Activities Activities Total Unit
$ 294,895 $ 82,623 $ — (7,257,649) — $ (7,257,649) —
15,611 3,105 7,640,451 1,054,490 — 1,054,490 —
455,888 385,339 — (2,557,397) — (2,557,397) —
611,457 68,634 4,578,909 3,650,630 — 3,650,630 —
36,341 57,348 — (1,810,131) — (1,810,131) —
— — — (761,831) — (761,831) —
1,414,192 597,049 12,219,360 (7,681,888) — (7,681,888) —
3,528,846 — 598,921 — 1,180,207 1,180,207 —
1,474,008 — — — (76,451) (76,451) —
5,002,854 — 598,921 — 1,103,756 1,103,756 —
$ 6,417,046 $ 597,049 $ 12,818,281 (7,681,888) 1,103,756 (6,578,132) —
$ 3,052,902 $ — $ 474,736 — — — 1,229,003
15,638,561 — 15,638,561 —
672,314 — 672,314 —
329,008 — 329,008 —
164,748 — 164,748 —
2,742,990 — 2,742,990 —
4,072,230 — 4,072,230 —
710,849 102,070 812,919 37,244
18,069 196 18,265 —
51,967 — 51,967 31,035
— 61,000 61,000 —
725,737 (725,737) — —
25,126,473 (562.471) 24,564,002 68,279
17,444,585 541,285 17,985,870 1,297,282
160,579,318 26,374,565 186,953,883 13,155,926

$ 178,023,903  $ 26,915850  $204,930,753  $ 14,453,208
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Balance Sheet - Governmental Funds

At June 30, 2011

Assets

Cash and pooled investments ...........cccccvvveviiiiiiiiieieeeeeeee
INVESIMENTS ...,

Receivables

Y AN 0707010 | | 1=
1] (1S S

Property Taxes

DeliNQUENT ..o
SUCCEEAING YA .. .vvvvviiiieiiiiiiiiitieiiierireerrerarrrrrrernrrrrnrn ...
Due from other governments..........ccccceeeeevciviiieeee e,
Due from other fuNdS.........oooiviiiiii e
INtErfUNA 10AN..... oo
INVENTOTIES . .covee e e e

TOAl A S S LS et

Liabilities and Fund Balances
Liabilities
Current Liabilities

Accounts payable..........ccccceeeii
ACCIUE EXPENSES ....eiiiiiieieeee e e ettt e e e e
INtErfuNd 10AN ... cccviei e
Deferred rEVENUE .........ueeieiieee e

Total LiabilitieS c...ceeeiieiieieeeee e

Fund Balances
Nonspendable

[NV 01 (0] (=T PP
Cemetery perpetual Care .........cccceveeeeeeeiciiiieeieee e

Restricted for

] (=] P
GFANES . e
LOF=T o] =1 I o] (o] (=01 K=
(O 1 a1 oV 0T 1T

Committed to

PENSION ...t
(OF=T o] r= N o] (o] 1o

Assigned for

EQUIPMENT TESEIVE ......ceiiiiee e e e eeaeees
Tax credit reimburSEMENt .......cooevvveiiiiiiieieeeee e,
CONSUS FBSEIVE .. ettt e e e e

L0 ] = 1= o T [ o
Total FUNd BalanCes .......cuvviviiieiiiie e

Total Liabilities and Fund Balances .......cccoccoevvvvieieveeennnn,

See accompanying notes to the financial statements.

General Fund

$ 6,025,997
4,937,020

113,464
7,387

65,456
10,074,103
631
102,712
119,930

$ 21,446,700

$ 216,324
322,838
10,074,103
10,613,265

119,930

770,695

2,660,838
318,685
75,000
6,888,287
10,833.435

$ 21,446,700

Road Use

$ 195,683
119,919

1,625

270,180

$ 587,407

$ 70,231
31,035

101,266

486,141

486,141

$ 587,407

Trust

and Agency
(Employee
Benefits)

$ 189,896

21,546
3,120,967
55,310

7,71

$ 6,072

3,120,967
3,127,039

260,680

260,680

$ 3,387,719

Debt
Service

$ 153,333
7,864

17,397
2,802,555

$ —

205,424
2,802,555
3,007,979

(26,83;)
(26,830)

$ 2,981,149

Capital
Projects

$ 375,665
17,443,561

35,578

1,001,894

$ 1,198,502

1,198,502

17,658,196

17,658,196

$ 18,856,698

Nonmajor
Governmental
Funds

$ 1,005,713
132,982

3,200
47

4,330

$ 1,146,272

$ 17,628

17,628

146,390
366,614
158,525
184,286

272,829

1,128,644

$ 1,146,272

Total

$ 7,946,287
22,641,346

118,289
43,012

108,729
15,997,625
1,327,384
631
102,712
119,930

48,4 4

$ 1,508,757
353,873
205,424

15,997,625
18,065,679

119,930
146,390

852,755
260,680
17,816,721
184,286

770,695
272,829

2,660,838
318,685
75,000
6,861,457
30,340,266

$ 48,405,945



Reconciliation of the Balance Sheet - Governmental Funds to the

Statement of Net Assets

At June 30, 2011

Total Fund Balances for Governmental Funds (Page 13).....

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

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

Notes receivable are not financial resources and, therefore,
are not reported as assets in the governmental funds...........

Internal service funds, Nt ASSELS.......ovvvvveiieiiiiieeee e

Long-term liabilities, including bonds payable, are not due
and payable in the current period and, therefore, are not
reported in the funds.

Compensated abSENCES ........ccooviiiiiiiiiiiieee e
Bonds payable ...
F oo (U T=To 1 (=T =] AP
NET OPEB lability .......cccceeiiiiiiiiiiiiiiie e
Nonbonded indebtedness ...
NOLES PAYADIE ....eeeiiiii s
Premium on bonds payable ..........cccccciiiiiiiiiiii

Net Assets of Governmental Activities (Page 12) .................

See accompanying notes to the financial statements.

$ 30,340,266

166,103,453

48,451

2,500,617
$ (2,443,754)
(17,085,000)
(27,724)
(791,350)
(198,784)
(208,974)

(213,298) (20,968.,884)

$ 178,023,903
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Statement of Revenue, Expenditures and Changes in Fund Balances -

Governmental Funds

Year Ended June 30, 2011

Trust
and Agency
(Employee Debt Capital
General Fund Road Use Benefits) Service Projects
Revenue
PrOPEItY TAXES ..ioiuvieeiiiee et e ettt e et e e aea e $ 9,772,139 $ — $ 3,245,877 $ 2,620,545 —
Tax increment fiNANCING .......ccoovvviiiiiie e — — — — —
Other taXeS .....ccoeieeieeeee e 493,756 — — — 4,072,230
Licenses and PEermitS.........cceuuiiieiiieeiieeeiiies e e e e e e e e e eeneens 573,802 — — — —
Use of money and Property .......ccccccceeeeeeeeeieeeiieeeeeeeses e eeeeeee e 188,569 — 394 3,432 461,219
INLErgOVEINMENTAL........ueieice e 368,501 2,742,990 192,221 — 4,578,909
Charges for SErViCeS.......ooovveiiiie e 770,953 — 20,536 — 255
Special aSSESSMENES.......uuiiiii i 15 — — 18,054 —
MiISCEIIANEOUS.......ovvviiii et 23,790 — — — 26,976
TOtal REVENUE.....eiiiiiii it 12,191,525 2,742,990 3,459,028 2,642,031 9,139,589
Expenditures
Current
Public safety.......ceeeiee 7,887,528 — 102,141 — —
PUBIIC WOTKS ..ot 1,194,818 1,982,793 — — —
Culture and reCreation .................ueeeerruurrriirmnriner————— 3,279,290 — 96,281 — —
Community and economic development..........ccccccvvevennennnnnns 1,052,402 — — — —
General goOVEIMMENT .......cociieiiiee e e 1,720,425 — — — —
Debt Service
Principal ... — — — 2,437,832 —
Interest and other charges.......ccvvviiiii e, — — — 672,412 —
Capital ProjectS.......ccooviiiiiii — 240,943 — — 11,435,666
Total EXPeNnditureS ....cooooeiiiiiiiieee e 15,134,463 2,223,736 198,422 3,110,244 11,435,666
Revenue Over (Under) Expenditures........cccccceeeeeviiiiiivinnnnnnn. (2,942,938) 519,254 3,260,606 (468,213) (2,296,077)
Other Financing Sources (Uses)
Operating transfers iN ... 3,572,232 383,784 — 684,079 250,000
Operating transfers out...........cccceeeeie (64,214) (549,001) (3,240,506) — (350,000)
Sale of equipment...........ooo 5,119 — — — —
Total Other Financing Sources (US€S).......cccevvvvvveennennn. 3,513,137 (165,217) (3,240,506) 684,079 (100,000)
Net Change in Fund BalanCes.........ccccoovviiviieiieee i 570,199 354,037 20,100 215,866 (2,396,077)
Fund Balances - Beginning of Year, as Restated (Note 19)....... 10,263,236 132,104 240,580 (242,696) 20,054,273
Fund Balances - End of Year........ccccccccoviiiiiiiieie e $ 10,833,435 $ 486,141 $ 260,680 $  (26.,830) $ 17,658,196

See accompanying notes to the financial statements.

Nonmajor

Governmental

Funds

$ —
672,314

4,945
68,634
16,339

3,105

765,337

514,120

186,388
700,508

64,829

193,140
(243,519)

(50,379)

14,450
1,114,194

$ 1,128,644

Total

$ 15,638,561
672,314
4,565,986
573,802
658,559
7,951,255
808,083
18,069

53,871

30,940,500

7,989,669
3,177,611
3,375,571
1,566,522
1,720,425

2,437,832
672,412

11,862,997
32,803,039

(1,862,539)

5,083,235
(4,447,240)

5,119

641,114
(1,221,425)
31,561,691

$ 30,340,266
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Reconciliation of the Statement of Revenue, Expenditures and Changes in
Fund Balances - Governmental Funds to the Statement of Activities =——

Year Ended June 30, 2011

Changes in Fund Balances - Total Governmental Funds (Page 15) $ (1,221,425)

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

In the statement of activities, only the gain or loss on the
sale of capital assets is reported. However, in the
governmental funds, the proceeds from the sale of capital
assets increase financial resources. Thus, the change in
fund balances differs by the cost of the capital assets sold. (38,717)

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

Capital OULIAY ......cooeeeiiiiiieeee e $ 13,676,706
Depreciation EXPENSE ........uuuuuurrieiinniiiieiinninnennnnnnnnnnnnnnnnnnnnes (4,429,001) 9,247,705

Contributed land and infrastructure that does not constitute
current financial resources is not reported as revenue in the
fund statements but is in the statement of activities............... 7,640,451

The issuance of long-term debt provides current financial
resources to governmental funds, which the repayment of
the principal on long-term debt consumes current financial
resources of governmental funds. Neither transaction,
however, has any effect on net assets. 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.
Repayment of bond principal ...........cccccoeviiiiiiiiinns $ 2,380,000
Repayment of note principal ..........cccccvieiii e, 32,832
Change in accrued interest...........cccceeviiiiieeeee 27,370
BONA ISSUE COSES .....uiviiiiiiiiei et (93,089)
Premium on bond iSSUES........ccovuviiieiiiieeeeeee e, 23,700 2,370,813

Expenses reported in the statement of activities, such as
compensated absences and the net OPEB liability, do not
require the use of current financial resources and, therefore,

are not reported in governmental funds. ....................ooe (458,868)
Internal service funds net change.. ......ccccccccvvvvieviieeiieeiieenn, (95,374)
Change in Net Assets of Governmental Activities (Page 12) $ 17,444,585

See accompanying notes to the financial statements. 16



Statement of Net Assets - Proprietary Funds =———————

At June 30, 2011

Assets

Current Assets

Cash and pooled investments....
INnvestmentsS.......occoevevveivieinnen,

Receivables
ACCOUNTES....covviiiiiiiiciinceeeciis
Unbilled revenue..........cc.cccuun....
INtEreSt.....cvviiieiieiieeeeeeeei,
Interfund loan...........ccceeeeeeeennens
Total Current Assets ............

Noncurrent Assets
Interfund loan ...........cccocceeeeeen.
Capital assets (net of
accumulated depreciation) .......
Capital assets not being
depreciated...........cccoveeeeiiennnnn.
Total Noncurrent Assets......

Total ASSetS..cceeeiieiiiiiiiieiieeees

Liabilities

Current Liabilities

Accounts payable...........cccc.......

Compensated absences ............

Self-insured estimated claims....

Reinsurance premiums payable

Accrued payroll .........ccocceeeeeennn.
Total Current Liabilities........

Net Assets
Invested in capital assets,
net of related debit.....................
unrestricted..........ceoeeveieveeeiennnnn.
Total Net AsSetS....coceeeeeeenens

Total Liabilities and Net Assets

Governmental
Business-Type Activities - Enterprise Funds Activities
Sewer Rental Internal

Sewer Rental Replacement Nonmajor Totals Service Fund
$ 886,429 $ 3,615,125 $2,235354 $ 6,736,908 $ 1,901,259
351,039 398,835 1,630,711 2,380,585 884,253
193,527 — 92,182 285,709 7,603
312,738 — 133,781 446,519 —

— 1,923 3,746 5,669 4,030

— — 50,659 50,659 —
1,743,733 4,015,883 4,146,433 9,906,049 2,797,145
— — 52,053 52,053 —
15,249,751 — 2,092,745 17,342,496 —
— 177,593 269,797 447,390 —
15,249,751 177,593 2,414,595 17,841,939 —
$16,993484 $ 4193476 $6561.028 $27,747,988 $ 2,797,145
$ 329497 $ 155632 $ 274529 $ 759,658 $ 83,972
19,061 — — 19,061 —

— — — — 170,739

— — — — 41,817

44,915 — 8,504 53,419 —
393,473 155,632 283,033 832,138 296,528
15,249,751 177,593 2,362,542 17,789,886 —
1,350,260 3,860,251 3,915,453 9,125,964 2,500,617
16,600,011 4,037,844 6,277,995 26,915,850 2,500,617
$16,993.484 $4,193476 $6.561,028 $27.747988 $ 2797145
17

See accompanying notes to the financial statements.



Statement of Revenue, Expenses and Changes in Fund Net Assets -

Proprietary Funds

Year Ended June 30, 2011

Operating Revenue

Charges for services...................
Special assessments .................
Total Operating Revenue.....

Operating Expenses

Personal services.......................
Services and commodities..........
Depreciation........cccccevevveeeennnnen.

Total Operating Expenses ...

Operating Income (L0OSS).........

Nonoperating Revenue

Investment income.....................
Income Before Transfers.........
Capital assets received..............
Gain on sale of equipment.........
Transfers in.....cooovveeeeeeiveeeeeeennn.
Transfers out......ceooeeevevevveeneeenns

Changes in Net Assets ............

Net Assets - Beginning of Year,

as Restated (Note 20) ..............

Net Assets - End of Year .........

Governmental
Business-Type Activities - Enterprise Funds Activities
Sewer Rental Internal

Sewer Rental Replacement Nonmajor Totals Service Fund
$ 2,729,379 $ 372,198 $1,901,277 $ 5,002,854 $ —
79 — 117 196 1,732,332
2,729,458 372,198 1,901,394 5,003,050 1,732,332
506,691 — 753,498 1,260,189 —
1,942,923 — 631,184 2,574,107 1,969,738
428,613 — 235,110 663,723 —
2,878,227 — 1,619,792 4,498,019 1,969,738
(148,769) 372,198 281,602 505,031 (237,406)
5,159 40,062 56,849 102,070 52,290
(143,610) 412,260 338,451 607,101 (185,116)
615,058 (16,137) — 598,921 —
61,000 — — 61,000 —

— — 294,608 294,608 89,742

(452,371) — (567,974) (1,020,345) —
80,077 396,123 65,085 541,285 (95,374)
16,519,934 3,641,721 6,212,910 26,374,565 2,595,991

$16,600.011 $4.037,844 §$6.,277,905 $26,915.850 $ 2,500,617

See accompanying notes to the financial statements.
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Statement of Cash Flows - Proprietary Funds m—__ —————————————

Year Ended June 30, 2011

Governmental
Business-Type Activities - Enterprise Funds Activities
Sewer
Rental Internal
Sewer Replace- Service
Rental ment Nonmajor Totals Fund
Cash Flows From Operating Activities
Receipts from customers...........cccceeevvveennne $ 2,680,235 $ 372,342 $ 1,885,407 $ 4,937,984 $ 1,736,438
Payments to employees...........ccccvvvveeeeennn. (472,635) — (762,707)  (1,235,342) —
Payments to suppliers..........ccccveeveeieennenns (1,794,676) 154,825 (409,754) _ (2,049,605) (1,939,009)
Net Cash Provided by Operating
ACHIVITIES v 412 924 527,167 712,946 1,653,037 (202,571)
Cash Flows From Noncapital Financing
Activities
Net transfers ........ccooveviiiie e (452,371) — (273,366) (725,737) 89,742
Cash Flows From Capital and Related
Financing Activities
Cash received from interfund loan
rePaAYMENt......ccovvviiiiiiiiieeeeeeeeeeeeeeeeeeeeeeees — — 49,304 49,304 —
Disposal of capital assets..........cccccveeeeenn. 61,000 — 24,071 85,071 —
Purchase of capital assets............ccccceene. (305,283) (177,593) (558,499) _ (1,041,375) —
Net Cash Used in Capital and
Related Financing Activities.......... (244,283) (177,593) (485,124) (907,000) —
Cash Flows From Investing Activities
Interest received...........oeeveeeeeeeeiieeeeieeeeee, 5,159 40,584 57,393 103,136 52,247
Purchase of investments............cccvvveeeeenn. (230) — (3,698) (3,928) —
Sale of investments.........cccccvveeeeeecciiieeennn. — 112,272 135,110 247,382 —
Net Cash Provided by Investing
ACHIVITIES v 4,929 152,856 188,805 346,590 52,247
Net Increase in Cash and Cash
Equivalents ......cccccoooeee i (278,801) 502,430 143,261 366,890 (60,582)
Cash and Cash Equivalents at
Beginning of Year........cccccceeeeeviciiiieeeeeeen, 1,165,230 _ 3,112,695 2,092,093 6,370,018 2,846,094
Cash and Cash Equivalents at End
Of Year ..vvee e $ 886429 $3,615125 $ 2,235354 $ 6,736,908 $ 2,785,512

Reconciliation of Operating Income
(Loss) to Net Cash Provided by
Operating Activities
Operating income (I0SS) ......ceeeviveeeenenennn. $ (148,769) $ 372,198 $ 281,602 $ 505,031 $ (237,406)
Adjustments to Reconcile Income (Loss)
From Operations to Net Cash Provided
by Operating Activities

Depreciation .........cccoovvviieeeeee e, 428,613 — 235,110 663,723 —
Change in Assets and Liabilities
(Increase) decrease in receivables...... (49,223) 144 (15,987) (65,066) 4,106
Increase in accounts payable.............. 148,247 154,825 221,430 524,502 30,729
Increase (decrease) in accrued payroll 32,190 — (9,209) 22,981 —
Increase in accrued compensated
ADSENCES ...oovvvevveeeeeeeeeeeeeeeeeeeeeeeee e 1,866 — — 1,866 —

Net Cash Provided by Operating Activities $ 412,924 $ 527,167 $ 712,946 $ 1,653,037 $ (202,571)

See accompanying notes to the financial statements. 19



Statement of Fiduciary Assets and Liabilities - Trust FUNdS =—————

At June 30, 2011

Cemetery
Memorial
Assets
CaSh AN INVESIMBNES .. ettt et et e e e e e e e e e e reans $ 1,997
Liabilities
DUE 10 OtNEE TUNAS ... ettt e et e e e e aaeeaa $ 631
Net Assets
[ L] (o I T 1) T 1,366
Total LiabilitieS @and NEt ASSEES ..civuiiiiiiieiii ettt r et e e e e e e e e eeanaeens $ 1,997

See accompanying notes to the financial statements. 20



Statement of Changes in Fiduciary Net Assets - Trust Funds

At June 30, 2011

Cemetery
Memorial
Additions
Investment Earnings
Y T LT OSSPSR $ 5
Net ASSets - BEgINNING OF YEA .....cvviiiiiiiiiiiiiie et 1,361
Net ASSELS - ENA OFf YBAI ... $ 1,366

See accompanying notes to the financial statements. 21



Notes to the Financial Statements

(1) Summary of Significant Accounting Policies

The City of Marion, lowa, (City) is a political subdivision of the State of lowa located in Linn County. It was
first incorporated in 1865 and operates under the Home Rule provisions of the Constitution of lowa. The
City operates under the Council-Manager form of government with the Mayor and Council Members
elected on a nonpartisan basis. The City provides numerous services to citizens including public safety,
public works, culture and recreation, community and economic development and general administrative
services. It also provides sewer and sanitation services.

The financial statements of the City of Marion have been prepared in conformity with U.S. generally
accepted accounting principles (GAAP) as prescribed by the Governmental Accounting Standards Board.

Reporting Entity

For financial reporting purposes, the City has included all funds, organizations, account groups, agencies,
boards, commissions and authorities. The City has also considered all potential component units for
which it is financially accountable, and other organizations for which the nature and significance of their
relationship with the City are such that exclusion would cause the City's financial statements to be
misleading or incomplete. The Governmental Accounting Standards Board has set forth criteria to be
considered in determining financial accountability. These criteria include appointing a voting majority of an
organization's governing body, and (1) the ability of the City to impose its will on that organization or
(2) the potential for the organization to provide specific benefits to, or impose specific financial burdens on
the City.

These financial statements present the City of Marion (the primary government) and its component unit.
The component unit discussed below is included in the City’s reporting entity because of the significance
of its operational or financial relationship with the City. Certain disclosures about the discretely presented
component unit are not included because the component unit has been audited separately and a report
has been issued under separate cover. The audited financial statements are available at the City Clerk’s
office.

Discretely Presented Component Unit

The Marion Water Department is presented in a separate column to emphasize that it is legally separate
from the City, but is financially accountable to the City. Its relationship with the City is such that exclusion
would cause the City’s financial statements to be misleading or incomplete. The Water Department is
governed by a three-member board appointed by the City Council and the Water Department’s operating
budget is subject to the approval of the City Council.

Jointly Governed Organizations

The City also participates in several jointly governed organizations that provide goods or services to the
citizenry of the City but do not meet the criteria of a joint venture since there is no ongoing financial
interest or responsibility of the participating governments. City officials are members of the following
boards and commissions: lowa League of Cities, Linn County Emergency Management Agency, Marion
Economic Development Company (MEDCO) and Regional Planning Commission.
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Notes to the Financial Statements

(1) Summary of Significant Accounting Policies
Basis of Presentation

Government-Wide Financial Statements

The statement of net assets and the statement of activities report information on all the nonfiduciary
activities of the City and its component unit. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities, which are supported by property taxes and
intergovernmental revenue, are reported separately for business-type activities, which rely to a
significant extent on fees and charges for service. Likewise, the City is reported separately from its
component unit.

The statement of net assets presents the City's nonfiduciary assets and liabilities, with the difference
reported as net assets. Net assets are reported in three categories:

Invested in capital assets, net of related debt consists of capital assets, net of accumulated
depreciation and reduced by outstanding balances for bonds, notes and other debt that are
attributed to the acquisition, construction or improvement of those assets.

Restricted net assets result when constraints placed on net asset use are either externally imposed
or imposed by law through constitutional provisions or enabling legislation.

Unrestricted net assets consist of net assets that do not meet the definition of the two preceding
categories. Unrestricted net assets often have constraints on resources that are imposed by
management, but can be removed or modified.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenue. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenue includes: (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, contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenue are reported instead as general revenue.

Fund Financial Statements

Separate financial statements are provided for governmental, proprietary and fiduciary funds, even
though the latter are excluded from the government-wide financial statements. Major individual
governmental funds and major individual enterprise funds are reported as separate columns in the
fund financial statements. All remaining governmental funds are aggregated and reported as other
nonmajor governmental funds.

The City had the following major governmental funds:
The General Fund is the general operating fund of the City. All general tax revenue and other
revenue not allocated by law or contractual agreement to some other fund are accounted for in this

fund. From the fund are paid the general operating expenditures, the fixed charges and the capital
improvement costs not paid from other funds.
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Notes to the Financial Statements

(1) Summary of Significant Accounting Policies

The Road Use Special Revenue Fund is used to account for the maintenance of the City's
infrastructure, such as streets, bridges and storm sewers. The revenue of the Road Use Tax Fund is
primarily derived from state taxes. The expenditures primarily relate to the upkeep of the City’'s
infrastructure.

The Trust and Agency (Employee Benefits) Special Revenue Fund is required by the Code of lowa
to account for property taxes levied for employee benefits. This fund either pays benefits as
expenditures (primarily police and fire pension costs) or transfers cash to the General Fund to
reimburse allowable benefits paid therefrom.

The Debt Service Fund is used to account for property tax and other revenue to be used for the
payment of interest and principal on the City’s general long-term debt.

The Capital Projects Fund accounts for all resources used in the acquisition and construction of
capital facilities and other capital assets.

The City had the following major proprietary funds:

Enterprise Fund
The Sewer Rental Fund accounts for the operation and maintenance of the City’s sanitary sewer
system.

The Sewer Rental Replacement Fund accounts for future operation and maintenance of the City’s
sanitary sewer system.

Measurement Focus and Basis of Accounting

The government-wide financial and proprietary funds financial statements are reported using the
economic resources measurement focus and the accrual basis of accounting, as are the fiduciary fund
financial statements. Revenue is 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 revenue in the
year for which they are levied. Grants and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been satisfied.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenue is recognized as soon as it is both
measurable and available. Revenue is considered to be available when it is collectible within the current
period or soon enough thereafter to pay liabilities of the current period. For this purpose, the City
considers revenue to be available if it is collected within 60 days after year end.

Property taxes, local option sales taxes, intergovernmental revenue (shared revenue, grants and
reimbursements from other governments) and interest associated with the current fiscal period are all
considered to be susceptible to accrual. All other revenue items are considered to be measurable and
available only when cash is received by the City.
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Notes to the Financial Statements

(1) Summary of Significant Accounting Policies

Expenditures generally are recorded when a liability is incurred, as under accrual accounting. However,
principal and interest on long-term debt, claims and judgments and compensated absences are
recognized as expenditures only when payment is due. Capital asset acquisitions are reported as
expenditures in governmental funds. Proceeds of general long-term debt are reported as other financing
sources.

When an expenditure is incurred in governmental funds which can be paid using either restricted or
unrestricted resources, the City’s policy is generally to first apply the expenditure toward restricted fund
balance and then to less-restrictive classifications - committed, assigned and then unassigned fund
balances.

Under terms of grant agreements, the City funds certain programs by a combination of specific cost-
reimbursement grants, categorical block grants and general revenue. Thus, when program expenses are
incurred, there are both restricted and unrestricted net assets available to finance the program. It is the
City’s policy to first apply cost-reimbursement grant resources to such programs, followed by categorical
block grants and then by general revenue.

The proprietary funds of the City apply all applicable GASB pronouncements, as well as the following
pronouncements issued on or before November 30, 1989, unless these pronouncements conflict with or
contradict GASB pronouncements: Financial Accounting Standards Board Statements and
Interpretations, Accounting Principles Board Opinions and Accounting Research Bulletins of the
Committee on Accounting Procedure.

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

The City maintains its financial records on the cash basis. The financial statements of the City are
prepared by making memorandum adjusting entries to the cash basis financial records.

Assets, Liabilities and Fund Equity
The following accounting policies are followed in preparing the financial statements:

Cash, Pooled Investments and Cash Equivalents - The cash balances of most City funds are
pooled and invested. Interest earned on investments is recorded in the General Fund, unless
otherwise provided by law. Investments are stated at fair value except for the investment in the lowa
Public Agency Investment Trust, which is valued at amortized cost and nonnegotiable certificates of
deposit, which are stated at cost.

For purposes of the statement of cash flows, the City considers all highly liquid debt instruments

(including restricted assets) purchased with original maturities of three months or less to be cash
equivalents.
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Notes to the Financial Statements

(1) Summary of Significant Accounting Policies

Property Taxes Receivable, Including Tax Increment Financing - Property taxes, including tax
increment financing, in governmental funds is accounted for using the modified accrual basis of
accounting.

Property taxes receivable are recognized in these funds on the levy or lien date, which is the date the
tax asking is certified by the City Council to the County Board of Supervisors. Current year property
taxes receivable represent taxes collected by the County but not remitted to the City at June 30, 2011
and unpaid taxes. The succeeding year property taxes receivable represent taxes certified by the City
Council to be collected in the next fiscal year for the purposes set out in the budget for the next fiscal
year. By statute, the City Council is required to certify its budget to the County Auditor by March 15 of
each year for the subsequent fiscal year. However, by statute, the tax asking and budget certification
for the following fiscal year becomes effective on the first day of that year. Although the succeeding
year property taxes receivable has been recorded, the related revenue is deferred in both the
government-wide and fund financial statements and will not be recognized as revenue until the year for
which it is levied.

Property tax revenue recognized in these funds become due and collectible in September and March
of the current fiscal year with a 1-1/2% per month penalty for delinquent payments, is based on
January 1, 2009 assessed property valuations, is for the tax accrual period July 1, 2010 through
June 30, 2011 and reflects tax asking contained in the budget certified to the County Board of
Supervisors in March, 2010.

Customer Accounts and Unbilled Revenue - Accounts receivable are recorded in the enterprise
funds at the time the service is billed. Unbilled revenue for service consumed between periodic
scheduled billing dates is estimated and is recognized as revenue in the period in which the service is
provided.

Due From and Due to Other Funds - During the course of its operations, the City has numerous
transactions between funds. To the extent certain transactions between funds had not been paid or
received as of June 30, 2011, balances of interfund amounts receivable or payable have been
recorded in the fund financial statements.

Due From Other Governments - Due from other governments represents amounts due from the
State of lowa, various shared revenue, grants and reimbursements from other governments.

Inventories - Inventories are valued at cost using the first-in, first-out method. Inventories in the
General Fund consist of expendable supplies held for consumption. The cost is recorded as an
expenditure at the time individual inventory items are purchased. Reported inventories in the
governmental fund financial statements are equally offset by a fund balance reserve which indicates
that they are not available to liquidate current obligations.
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Notes to the Financial Statements

(1) Summary of Significant Accounting Policies

Capital Assets - Capital assets, which include property, equipment and vehicles, intangibles and
infrastructure assets (e.g. roads, bridges, curbs, gutters, sidewalks and similar items which are
immovable and of value only to the City) are reported in the applicable governmental or business-type
activities columns in the government-wide statement of net assets and in the proprietary funds
statement of net assets. Capital 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 repair not adding to the value of the asset or materially
extend asset lives are not capitalized. Reportable capital assets are defined by the City as assets with
initial, individual costs in excess of $5,000.

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

Asset Class Estimated Useful Lives
BUIIAINGS. ..ottt e e e e r e e e e e as 40 - 50 Years
Improvements other than buildingS .............euiiiiiiiiii e 5-50 Years
0 [UT ] o] g 1 = £ | PP 2 -20 Years
INFTASTIUCTUNE ..t e e e e e e e e e s e eeeeee s 5-80 Years
INEANGIDIES ...t e e 50 Years

Deferred Revenue - Although certain revenue is measurable, it is not available. Available means
collected within the current period or expected to be collected soon enough thereafter to be used to
pay liabilities of the current period. Deferred revenue in the governmental fund financial statements
represents the amount of assets that have been recognized, but the related revenue has not been
recognized since the assets are not collected within the current period or expected to be collected
soon enough thereafter to be used to pay liabilities of the current period. Deferred revenue consists of
unspent grant proceeds, as well as delinquent property taxes receivable and other receivables not
collected within 60 days after year end.

Deferred revenue in the statement of net assets consists of succeeding year property taxes receivable
that will not be recognized as revenue until the year for which it is levied and unspent grant proceeds.

Compensated Absences - City employees accumulate a limited amount of earned but unused
vacation and sick leave hours for subsequent use or for payment upon termination, death or
retirement. A liability is recorded when incurred in the government-wide, proprietary and fiduciary fund
financial statements. A liability for these amounts is reported in governmental fund financial statements
only for employees that have resigned or retired. The compensated absences liability has been
computed based on rates of pay in effect at June 30, 2011. The compensated absences liability
attributable to the governmental activities will be paid primarily by the General, Road Use and Sewer
Rental Funds.

Long-Term Liabilities - In the government-wide and proprietary fund financial statements, long-term
debt and other long-term obligations are reported as liabilities in the applicable governmental or
business-type activities column in the statement of net assets and the proprietary fund statement of net
assets. Bond issuance costs are reported as deferred charges and amortized over the term of the
related debt.
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Notes to the Financial Statements

(1) Summary of Significant Accounting Policies

In the governmental fund financial statements, the face amount of debt issued is reported as other
financing sources. Issuance costs, whether or not withheld from the actual debt proceeds received, are
reported as debt service expenditures.

Fund Equity - In the governmental fund financial statements, fund balances are classified as follows:

Nonspendable - Amounts which cannot be spent either because they are in a nonspendable form
or because they are legally or contractually required to be maintained intact.

Restricted - Amounts restricted to specific purposes when constraints placed on the use of the
resources are either externally imposed by creditors, grantors or state or federal laws or imposed
by law through constitutional provisions or enabling legislation.

Committed - Amounts which can be used only for specific purposes pursuant to constraints
formally imposed by the City Council through ordinance or resolution approved prior to year end.
Those committed amounts cannot be used for any other purpose unless the City Council removes
or changes the specified use by taking the same action it employed to commit those amounts.

Unassigned - All amounts not included in other spendable classifications.

(2) Cash and Pooled Investments

The City's deposits at June 30, 2011 were entirely covered by federal depository insurance or by the
State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This chapter provides for
additional assessments against the depositories to insure that there will be no loss of public funds.

The City is authorized by statute to invest public funds in obligations of the United States Government, its
agencies and instrumentalities; certificates of deposit or other evidences of deposit at federally insured
depository institutions approved by the City Council and the Treasurer of the State of lowa; prime eligible
bankers acceptances; certain high-rated commercial paper; perfected repurchase agreements; certain
registered open-end management investment companies; certain joint investment trusts; and warrants or
improvement certificates of a drainage district.

On June 30, 2011, the City had investments in the lowa Public Agency Investment Trust which were
valued at an amortized cost of $4,908,122 pursuant to Rule 2a-7 under the Investment Company Act of
1940.

The City's cash and investments at June 30, 2011 were as follows:

(8= 1= o [F T $ 16,582,457
Pooled cash investments - lowa Public Agency Investment Trust ...........cccccvvvvenne. 4,908,122
MONEY MArKEt ACCOUNLS ......uuueeiiiii s e e e s e s e n s e e e s e e s e e a e e e e e e eeas 8,168,992
U.S. Instrumentalities
Original maturitieS 5 YEars OF [€SS......c.uuuiiiiiiiiieeeiiii e e e e 244,000
Original maturities 6 10 10 YEAIS .......cceviiiiiiieee e ee et e e e e arr e e 12,321
Original MAtUrtieS 10+ YEAIS ......uuviiiiiieeiiiiiiiiiiee e e et e e e e e e e e e 12,574,746
O A et $ 42,490,638
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Notes to the Financial Statements

(2) Cash and Pooled Investments

Interest Rate Risk

The City's investment policy limits the investment of operating funds (funds expected to be expended in
the current budget year or within 15 months of receipt) in instruments that mature within 397 days. Funds
not identified as operating funds may be invested in investments with maturities longer than 397 days but
the maturities shall be consistent with the needs and use of the City.

Credit Risk
The City's U.S. Instrumentalities investments at June 30, 2011 are rated Aaa or better by Moody's
Investors service. The investment in the lowa Public Agency Investment Trust is unrated.

(3) Notes Receivable

The City has established a revolving loan program using funds from the repayment of loans previously
made to local businesses through grants received from the lowa Department of Economic Development
using Community Development Block Grant funds. These loans bear interest at 3% and have monthly
payments maturing through September, 2011. The outstanding balances of these loans at June 30, 2011
totaled $48,451.

(4) Capital Assets

Capital assets activity for the year ended June 30, 2011 was as follows:

Balance
Beginning Balance -
of Year Increases  Decreases End of Year
Governmental Activities
Capital Assets Not Being Depreciated
Land.....coooeiiiieeeeee e $ 65,454,267 $ 4,382,228 $ — $ 69,836,495
Construction in progress (as
restated, see Note 20)............ceeee. 6,612,801 11,642,602 3,578,997 14,676,406
Total Capital Assets Not Being
Depreciated...........ccccvvvveeeeeeennnns 72,067,068 16,024,830 3,578,997 84,512,901
Capital Assets Being Depreciated
BUIldiNGS ... 17,243,269 148,521 — 17,391,790
Improvements other than buildings 97,055,547 7,744,376 384,555 104,415,368
Equipment .......cccccoeeiiiiiiiiiiiiee e 9,818,508 978,427 201,541 10,595,394
Total Capital Assets Being
Depreciated...........ccccvvvveeeeeeennnns 124,117,324 8,871,324 586,096 132,402,552
Less Accumulated Depreciation for
BUIldiNgS ... 4,166,666 412,922 — 4,579,588
Improvements other than buildings 37,353,515 3,084,918 360,297 40,078,136
Equipment .......cccceeeiiiiiiiiiee e 5,410,197 931,161 187,082 6,154,276
Total Accumulated Depreciation... 46,930,378 4,429,001 547,379 50,812,000
Net Capital Assets Being Depreciated 77,186,946 4,442,323 38,717 81,590,552
Net Governmental Activities
Capital ASSEetS......ccceeevcveeeiieeecnennn, $ 149,254,014 $ 20,467,153 $3,617,714 $ 166,103,453
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(4) Capital Assets

Balance
Beginning Balance -
of Year Increases  Decreases End of Year
Business-Type Activities
Capital Assets Not Being Depreciated
Construction in progress (as
restated, see Note 20)............cee.ee. 48,308 417,414 $ 18,332 447,390
Capital Assets Being Depreciated
Buildings.........oooeeiieei 8,300 — — 8,300
Equipment .......ccccceeiiiiiiiiiiiieeeeeee 2,312,507 623,963 264,798 2,671,672
Distribution system (as restated,
see NOte 20)...ccueeeeeriiiiiiiiiieeeeenene 27,509,483 615,058 — 28,124,541
Storm sewer system ..........ccceeeeenn. 1,286,564 2,195 — 1,288,759
Total Capital Assets Being
Depreciated...........ccccvvveeeeeeeennnns 31,116,854 1,241,216 264,798 32,093,272
Less Accumulated Depreciation for
BUildingS ......ovviiiiiiiiiiiieeeeeeee 360 332 — 692
Equipment .......cccoceeiiiiiiiiiiiieee 1,264,572 258,225 240,726 1,282,071
Distribution system (as restated,
(see Note 20) .....cceevvcivvviiiieeeeeeeens 12,995,395 389,096 — 13,384,491
Storm sewer system.............oceevennnn. 67,452 16,070 — 83,522
Total Accumulated Depreciation... 14,327,779 663,723 240,726 14,750,776
Net Capital Assets Being Depreciated 16,789,075 577,493 24,072 17,342,496
Net Business-Type Activities
Capital ASSEetS......ccceevveeeiiieeiniennn, $ 16837383 $ 994907 $ 42404 $ 17.789.886
Depreciation expense was charged by the City as follows for the year ended June 30, 2011:
Governmental Activities
PUDIIC SALY ... e e e e e e e e e e e $ 586,452
PUDIIC WOTKS ...ttt e e e e e e e e e e nnnes 2,878,417
(@10 || (B =Ir= g Lo I (=Tod £=T= 11 [0] o TR 731,205
GENEral GOVEIMIMENT ....uuuiiiiiiiiiiiieiii e 232,927
Total Governmental Activities Depreciation EXPENnse .......c.cccceevvveevveevvvvnnnenenn, $ 4,429,001
Business-Type Activities
SEWET TENTAL ... .eiiiiiie ettt et s e e st e e et e e st e e e e beeeereeeaneeeanres $ 428,613
Y] [0 IRV 1) (T 219,041
Storm water ManNageMENT.........cooeii e 16,069
Total Business-Type Activities Depreciation EXpense........ccccccccevviiiiiiinnnneenn. $ 663,723
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Notes to the Financial Statements

(5) Long-Term Debt Liabilities

The following is a summary of the changes in long-term liabilities for the year ended June 30, 2011:

Balance - Amount  Range of
Beginning Balance - Duein the Interest
of Year  Additions Retirements End of Year Next Year Rates
Governmental Activities
General obligation bonds $ 19,465,000 $ — $ 2,380,000 $17,085,000 $ 2,470,000 2.000 - 4.00%
General obligation notes .. 241,806 — 32,832 208,974 34,347 4.375-5.20
Nonbonded indebtedness 198,784 25,000 25,000 198,784 24,982 3.23
Interfund loan ................... 304,032 — 98,608 205,424 101,318 2.75
Compensated absences .. 2,196,837 350,997 104,080 2,443,754 2,668 N/A
Net OPEB liability.............. 579,399 211,951 — 791,350 — N/A
TotalsS....ooeeveeeieeeeeiee $22985858 $ 587,948 $ 2,640,520 $ 20,933,286 $ 2,633,315
Business-Type Activities
Compensated absences.. $ 17,194 $ 1,867 $ — $ 19,061 $ 19,061

Bonds Payable

Eight issues of unmatured general obligation bonds totaling $17,085,000 were outstanding at June 30,
2011. General obligation bonds bear interest at rates ranging from 2% to 4% and mature in varying
annual amounts ranging from $75,000 to $610,000, with the final maturities due in the year ending
June 30, 2025.

Details of the City’s general obligation bonds payable at June 30, 2011 are as follows:

Amount
Date Interest Final Originally Outstanding
of Issue Rates Due Date Annual Payments Issued 6-30-11
General Obligation Bonds
Corporate purposes 12-1-03 3.35-3.70% 6-1-16 $295,000 - $370,000 $3,100,000 $ 1,745,000
Corporate purposes 12-1-04 3.35-3.65 6-1-15 70,000 - 80,000 700,000 310,000
Corporate purposes 12-1-05 3.55-3.80 6-1-17 300,000 - 385,000 3,300,000 2,090,000
Refunding corporate
purpose 10-15-07 3.55 6-1-12 470,000 - 485,000 2,250,000 485,000
Corporate purpose 12-15-07 3.45-3.80 6-1-18 455,000 - 610,000 5,000,000 3,780,000
Refunding corporate
purpose 4-30-09 2.00-2.70 6-1-14 260,000 - 275,000 1,310,000 800,000
Corporate purpose 12-15-09 2.00-3.13 6-1-20 190,000 - 245,000 2,120,000 1,930,000
Corporate purpose 12-15-09 3.00-4.00 6-1-25 340,000 - 535,000 6,285,000 5,945,000
$ 17,085,000
Year Ending June 30, Principal Interest Total
2012, $ 2,470,000 $ 578,103 $ 3,048,103
2013 2,050,000 500,634 2,550,634
2014, . 2,120,000 436,416 2,556,416
2015, 1,910,000 368,152 2,278,152
2016 i 1,890,000 303,714 2,193,714
2017-2021 ... 4,625,000 780,577 5,405,577
2022-2026 ....ccoveiiieiiiee e 2,020,000 206,000 2,226,000
$ 17,085,000 $ 3,173,596 $ 20,258,596
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(5) Long-Term Liabilities

General Obligation Notes

Two issues of unmatured general obligation notes totaling $208,974 were outstanding at June 30, 2011.
General obligation notes bear interest at rates ranging from 4.375% to 5.2% and mature in monthly
amounts ranging from $645 to $2,944, with the final maturities due in the year ending June 30, 2017.

Details of the City’s general obligation notes payable at June 30, 2011 are as follows:

Final Amount

Date Interest Due Annual Originally Outstanding
of Issue Rates Date Payments Issued 6-30-11

General Obligation Notes
Geo-Thermal note 7-20-06 5.200% 7-1-16 $ 369 -$ 7,508 $ 60,255 $ 34,297
Geo-Thermal note 12-28-06 4.375 1-1-17 20,258 - 33,638 285,577 174,677
$ 208,974
Year Ending June 30, Principal Interest Total
2012, $ 34,347 $ 8,720 $ 43,067
2013, e 35,933 7,134 43,067
2014 37,593 5,474 43,067
2015, i 39,329 3,738 43,067
2016..cciiiieeeiee e 41,146 1,921 43,067
2017 i 20,626 297 20,923
$ 208,974 $ 27.284 $ 236,258

Interfund Loan Agreements
In September, 2008, the City approved an interfund loan from the General and the Enterprise - Storm
Water Management Funds at a 2.75% annual interest rate as follows:

Original Outstanding

Lending Fund Borrowing Fund Loan 6-30-11
General Capital Projects $200,000 $102,712
Enterprise - Storm Water Management Capital Projects 200,000 102,712

These loans were to partially fund the purchase and installation of a fiber optics communication system.
The loans are eligible for, and the City plans to repay these loans with, the use of the debt service levy
through the year ending June 30, 2013.

(6) Summary of Nonbonded Indebtedness

During the year ended June 30, 2001, the City entered into an agreement with a donor to pay an annuity
of $25,000 each year for as long as the donor lives in exchange for a gift of 180 acres of land to be used
for park purposes. Using an estimated life span based on annuity tables and discounted at the City’'s
estimated incremental borrowing rate of 3.23%, an estimated liability of $198,784 was calculated. This
annuity liability is revalued annually based upon changes in life expectancy and discount rates.

Since the development of this land for park purposes is not expected to be fully completed for many
years, the agreement with the donors allows the City to lease this land or any part of it for farming
purposes pending full development. The City has entered into a three-year agreement to lease 66 acres
of cropland at $150 per acre per year, subject to proportionate reduction as land is developed.
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(7) Interfund Transfers

The detail of interfund transfers for the year ended June 30, 2011 is as follows:

Transfer to Transfer From Amount
General Fund Special Revenue
Road Use $ 376,078
Trust and Agency (Employee Benefits) 2,856,722
Proprietary
Sewer Rental 173,159
Nonmajor Proprietary Funds 166,273
3,572,232
Road Use Tax Special Revenue
Trust and Agency Employee Benefits 383,784
Trust and Agency
(Employee Benefits) General Fund 29,214
Special Revenue
Road Use 28,883
Proprietary
Sewer Rental 11,340
Nonmajor Proprietary Funds 20,305
___ 89,742
Nonmajor Special Revenue Special Revenue
Road Use 158,140
Nonmajor Capital Projects 35,000
193,140
Debt Service Proprietary
Sewer Rental 17,872
Nonmajor Proprietary Funds 72,688
Capital Projects 350,000
Tax Increment Financing 243,519
684,079
Capital Projects General Fund 250,000
Nonmajor Proprietary Fund Nonmajor Proprietary Fund 294,608
$ 5,467,585

Transfers generally move resources from the fund statutorily required to collect the resources to the fund
statutorily required to expend the resources or are for other purposes. Transfers are generally used to
fund the cost of administration, debt services or capital projects.
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(8) Due From and Due to Other Funds

The detail of interfund receivables and payables at June 30, 2011 is as follows:

Receivable Fund Payable Fund Amount
General Fiduciary
Cemetery Memorial $ 631

These balances result from interfund loans to cover expenses in the fund. Repayments will be made from
future revenue.

(9) Pension and Retirement Benefits
The City offers City employees the following retirement plans:

Municipal Fire and Police Retirement System of lowa

The City contributes to the Municipal Fire and Police Retirement System of lowa (the Plan), which is a
cost-sharing, multiple-employer defined benefit pension plan administered by a Board of Trustees. The
Plan provides retirement, disability and death benefits which are established by State statute to plan
members and beneficiaries. The Plan issues a publicly available financial report that includes financial
statements and required supplementary information. The report may be obtained by writing to Municipal
Fire and Police Retirement System of lowa, 7155 Lake Drive, Suite 201, West Des Moines, lowa 50266.

Plan members are required to contribute 9.4% of earnable compensation and the City’s contribution rate,
based upon an actuarially determined normal contribution rate, may not be less than 19.9% of earnable
compensation. Contribution rates are established by State statute. The City’s contributions to the Plan for
the years ended June 30, 2011, 2010 and 2009 were $862,844, $702,481 and $742,377, respectively,
which met the required minimum contribution for the year.

lowa Public Employees Retirement System

The City contributes to the lowa Public Employees Retirement System (IPERS) which is a cost-sharing
multiple-employer defined benefit pension plan administered by the State of lowa. IPERS provides
retirement and death benefits which are established by State statute to plan members and beneficiaries.
IPERS issues a publicly available financial report that includes financial statements and required
supplementary information. The report may be obtained by writing to IPERS, P.O. Box 9117, Des Moines,
lowa 50306-9117.

Most plan members are required to contribute 4.5% of their annual covered salary and the City is required
to contribute 6.95% of annual covered salary. Certain employees in special risk occupations and the City
contribute an actuarially determined contribution rate. Contribution requirements are established by State
statute. The City’s contributions to IPERS for the years ended June 30, 2011, 2010 and 2009 were
$391,774, $358,230 and $319,179, respectively, equal to the required contributions for each year.
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(10) Other Postemployment Benefits (OPEB)

Plan Description

The City operates a single-employer retiree benefit plan which provides medical/prescription drug benefits
for retirees and their spouses. There are 157 active and 18 retired members in the plan. Participants must
be age 55 or older at retirement.

The medical/prescription drug coverage is provided through a fully insured plan with Wellmark. Retirees
under age 65 pay the same premium for the medical/prescription drug benefit as active employees, which
results in an implicit subsidy and an OPEB liability.

Funding Policy
The contribution requirements of plan members are established and may be amended by the City. The
City currently finances the retiree benefit plan on a pay-as-you-go basis.

Annual OPEB Cost and Net OPEB Obligation

The City’s annual OPEB cost is calculated based on the annual required contribution (ARC) of the City,
an amount actuarially determined in accordance with GASB Statement No. 45. The ARC represents a
level of funding that, if paid on an ongoing basis, is projected to cover normal cost each year and
amortize any unfunded actuarial liabilities over a period not to exceed 30 years.

The following table shows the components of the City’s annual OPEB cost for the year ended June 30,
2011, the amount actually contributed to the plan and changes in the City’s net OPEB obligation:

Annual required CONtHBULION. .........ciiiiiiiiiee e e e e $ 314,317
Interest on net OPEB 0bligation .............iiiiiic e 12,400
Adjustment to annual required CONrIBULION ............vvvviiiiiiiiiiiiiiiieeireer e, (83,399)

ANNUAI OPEB COSt ...ttt e e e e e e e 243,318
Contributions Made ... (31,367)

Increase in Net OPEB Obligation...........c.cooooiiiiiiiii e 211,951
Net OPEB Obligation - Beginning Of YAl ..........uuuuiiiiccicsciesee e 579,399
Net OPEB Obligation - ENd Of Y@@ ........ccuuiiiiiiiiieeeeiiee e $ 791,350

For calculation of the net OPEB obligation, the actuary has set the transition day as July 1, 2008. The
end-of-year net OPEB obligation was calculated by the actuary as the cumulative difference between the
actuarially determined funding requirements and the actual contributions for the year ended June 30,
2011.

For the year ended June 30, 2011, the City contributed $31,367 to the medical plan.

The City’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan and the net
OPEB obligation as of June 30, 2011 are summarized as follows:

Percentage of

Year Ended Annual Annual OPEB Net OPEB
June 30, OPEB Cost Cost Contributed Obligation
2009 $ 292,864 0% $ 292,864
2010 286,535 0 579,399
2011 211,951 0 791,350
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(10) Other Postemployment Benefits (OPEB)

Funded Status and Funding Progress

As of July 1, 2010, the most recent actuarial valuation date for the period July 1, 2010 through June 30,
2011, the actuarial accrued liability was $2,820,489 with no actuarial value of assets, resulting in an
unfunded actuarial accrued liability (UAAL) of $2,820,489. The covered payroll (annual payroll of active
employees covered by the plan) was approximately $9,915,000 and the ratio of the UAAL to covered
payroll was 28.5%. As of June 30, 2011, there were no trust fund assets.

Actuarial Methods and Assumptions

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumption about future employment, mortality and the health care cost trend. Actuarially determined
amounts are subject to continual revision as actual results are compared with past expectations and new
estimates are made about the future. The schedule of funding progress, presented as required
supplementary information in the section following the Notes to the Financial Statements, presents
multiyear trend information about whether the actuarial value of plan assets is increasing or decreasing
over time relative to the actuarial accrued liabilities for benefits.

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

As of the July 1, 2010 actuarial valuation date, the frozen entry age actuarial cost method was used. The
actuarial assumptions include a 2.5% discount rate based on the City’s funding policy. The projected
annual medical trend rate is 6%.

Mortality rates are from the 94 Group Annuity Mortality Table projected to 2000, applied on a gender-
specific basis. Annual retirement was assumed at the rate of retirement by attained age after becoming
eligible to retire and continue health coverage and termination probabilities were assumed at a modest
rate for active employees while no turnover was assumed after the benefit start date.

The UAAL is being amortized as a level percentage of projected payroll expense on an open basis over
30 years.

(11) Compensated Absences

City employees accumulate vacation hours for subsequent use or for payment upon termination,
retirement or death. Employees covered under the International Association of Firefighters contract are
also eligible for compensation at normal retirement of accumulated sick leave in excess of 90 days, to a
maximum payment of 60 days. Employees covered under the Marion Policeman's Protective Association
contract are eligible for compensation at normal retirement of 50% of their sick leave accumulated, to a
maximum of 60 days. For employees covered under the AFSCME contract, Marion Water Department
employees and all other nonunion City employees, sick leave can be accumulated but is payable only
when used. Retiring employees of the Marion Water Department who have accumulated 30 or more days
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Notes to the Financial Statements

(11) Compensated Absences

of unused sick leave are entitled to one and one-half months of regular pay as severance pay. City
employees may also accumulate compensatory hours for overtime worked to be used subsequently or
paid out upon termination, retirement or death. The City's approximate maximum liability for earned
compensated absences payable to employees, including related tax and fringe amounts, is as follows:

Amount
Type of Benefit 6-30-11
Primary Government
Y o] (== 1Y TR $ 1,065,079
Vacation and PersoNal [AVE ..........ooeiiiiiiiiiiiiiiieeiee ettt nnenane 1,026,459
COMPENSALONY TIME ...ttt e e e e e e e e e e e s e e e e e e e e s s asnn e e e e e e e e e e aannes 352,216
$ 2,443,754
Component Unit
Y (o] L (ST AV $ —
V= (7= 1o o T T 45,650
$ 45650

The above liabilities have been computed based on rates of pay as of June 30, 2011.

(12) Conduit Debt

The City has issued $35,412,000 of industrial development revenue and health care facility revenue
bonds under provisions of Chapter 419 of the Code of lowa.

The amounts of these bonds which were still outstanding at June 30, 2011 are not reported to the City by
either the debtors or creditors. Therefore, outstanding balances are unknown. The bonds and related
interest are payable solely from revenue of applicable projects. Bond principal and interest do not
constitute liabilities of the City.

(13) Employee Health Care Plan

The City self-funds for health insurance claims to a stop-loss insured amount of $30,000 per participant
and a 125% aggregate stop-loss amount based on the "pure premiums" amount multiplied by the number
of single and family contracts covered during the contract year. The following is a summary of claims paid
during the year and an estimate of the claims incurred, but not reported at June 30, 2011:

Discretely

Presented

Primary Component
Government Unit Total
Claims paid during the year...........ccccooeeeiiieeiiiee e $ 1,424,177 $ 106,280 $ 1,530,457
Estimated claims incurred but unpaid at June 30, 2011.... 170,739 16,261 187,000
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(13) Employee Health Care Plan

The City has chosen to establish a risk financing fund for risks associated with the employees’ health
insurance plan. The risk financing is accounted for as an internal service fund where assets are set aside
for claim settlements. The cost of these benefits is charged to each department and fund based upon the
number of employees whose salary is charged to the department and fund and the type of plan (single or
family) chosen by the employee. Amounts charged are $396 per month single or $990 per month family
which is an actuarially determined amount with a reasonable provision for future unexpected claims. The
amount charged will be adjusted over a reasonable period of time so that the internal service fund
receipts and disbursements are approximately equal.

(14) Related Party Transactions

The Marion Water Department bills and collects for sewer and garbage services provided for the City of
Marion to its residents. During the year ended June 30, 2011, the Marion Water Department collected and
remitted to the City $3,403,804 for sewer and $1,334,491 for garbage service. Fees paid to the Water
Department by the City during the year to pay for this service totaled $88,002, of which $7,226 was
payable at June 30, 2011.

(15) Risk Management

lowa Municipalities Workers' Compensation Association

The City is a member of the lowa Municipalities Workers’ Compensation Association (Association). The
Association is a local government risk-sharing pool whose approximately 500 members include various
municipal and county governments throughout the State of lowa. The Pool was formed in July, 1981 to
formulate, develop and administer, on behalf of the member governments, a program of joint self-
insurance to stabilize costs related to members’ workers’ compensation liabilities. Program components
include claims management, member education and loss control services. There have been no
reductions in insurance coverage from prior years.

Each member pays annual premiums determined by using applicable standard rates for the exposure to
risk and applicable experience modification factors of the National Council on Compensation Insurance.
Each member may be subject to additional premiums to pay its pro rata share of claims which exceeds
the Association’s resources available to pay such claims. A distribution to members may also be made if
the Association has excess monies remaining after payment of claims and expenses.

The City’s premium contributions to the Association are recorded as expenditures from its operating funds
at the time of payment to the risk pool. Premiums paid to the Association for the year ended June 30,
2011 were $105,619.

The Association uses reinsurance and excess risk-sharing agreements to reduce its exposure to large
losses. Claims exceeding $500,000 are reinsured in an amount not to exceed $1,500,000 per occurrence.

Members may withdraw from the Association at any time provided they provide assets for settlement of all
pending claims.
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(16) Commitments and Contingencies

Primary Government

The City is involved in construction of capital assets, mainly streets and sanitary sewer lines. At June 30,
2011, the City was committed to approximately $8.7 million in construction contracts, capital asset
purchases and other services.

Risk Management

The City is exposed to various risks of loss related to torts; theft, damage to and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. These risks are covered by the
purchase of commercial insurance. Settled claims from these risks have not exceeded commercial
insurance coverage in the past three fiscal years.

Component Unit
The Water Department provides single premium health insurance coverage for a period not to exceed
three continuous years for retirees with a minimum of 25 years of service.

(17) Construction Commitments and Subsequent Events

At June 30, 2011, the City had entered into several construction contracts totaling approximately
$3.1 million for various street projects and the Marion Enterprise Center project.

Subsequent to June 30, 2011, the City entered into several agreements to purchase equipment and
construct capital improvements. These agreements totaled approximately $10.6 million.

The City has approved $9.3 million in general obligation urban renewal street improvement bonds,
$4.6 million in general obligation corporate purpose bonds and an internal loan agreement for ESCO
development incentive of $200,000. The City has also entered into a lease-purchase agreement in an
amount not to exceed $12 million for general obligation urban renewal for a new police station.

Management has evaluated subsequent events through March 15, 2012, the date which the financial
statements were available to be issued.

(18) Deficit Balances

At June 30, 2011, the Debt Service Fund had a deficit fund balance of $26,830. This deficit balance is a

result of an interfund loan made in the prior year. The deficit will be eliminated through debt service levy
collections.
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(19) Accounting Change/Restatement

Government Accounting Standards Board Statement No. 54, Fund Balance Reporting and Governmental
Fund Type Definitions, was implemented during the year ended June 30, 2011. The effect of fund type
reclassifications is as follows:

Internal Police
Service and Fire Employee
General Fund Retirement Benefit

Balances - June 30, 2010, as

previously reported...............cccueeenne. $ 9,479,477 $ 1,014,832 $ 783,759 $ 1,581,159
Change in fund type classification

per implementation of GASB

Statement NO. 54 ...........coocvviveeenne 783,759 1,581,159 (783,759) (1,581,159)
Balances - July 1, 2010, as Restated $ 10,263,236 $ 2595991 $ — $ —

(20) Prior Period Restatement

During the year ended June 30, 2011, management determined that fund balances were incorrect due to
capital assets and accounts receivable being overstated as of June 30, 2010. The Sewer Rental capital
assets were overstated by $956,114, the Sewer Rental Replacement capital assets were overstated by
$258,957 and the Storm Water Management Fund’'s capital assets were overstated by $215,071.
Additionally, the Sewer Disposal Fund accounts receivable was overstated by $135,000. The correction in
accounting for these items had the following effect on beginning fund balances at July 1, 2010.

Sewer Sewer Rental Storm Water Sewer
Rental Replacement Management Disposal
Balances - June 30, 2010, as
previously reported............cccveveennee. $ 17,476,049 $ 3,900,678 $ 3,466,616 $ 2,491,779
Restatement for capital assets............. (956,115) (258,957) (215,071) —
Restatement for accounts receivable .. — (135,000)

Balances - July 1, 2010, as Restated  $ 16,519,934 §$ 3,641,721 $ 3.251545 §$ 2,356.779

The above changes in capital assets also had the following effect on business-type activities capital
assets and depreciation as noted below:

Capital
Assets Being Accumulated
Depreciated -  Capital Assets Depreciation
Distribution Not Being for Distribution
System Depreciated System

Balances - June 30, 2010, as previously

(=] 010 1 1= o [T $ 28,516,968 $ 522,336 $ 13,046,765
Restatement for capital asset.............cccuu.... (1,007,485) (474,028) (51,370)
Balances - July 1, 2010, as Restated ........ $ 27,509,483 $ 48,308 $ 12,995,395
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(20) Prior Period Restatement

During the year ended June 30, 2011, management also determined that the governmental activities net
assets and capital assets not being depreciated were understated by $31,209. The correction for this item
had the following effect on beginning fund balances at July 1, 2010.

Capital Assets

Not Being

Governmental Depreciated -

Activities Construction

Net Assets in Progress

Balances - June 30, 2010, as previously reported ............... $ 160,548,109 $ 6,581,592
Restatement for capital aSSet............uvvvvvvvvvviriiiviiiiiiiiiiiinnnn, 31,209 31,209
Balances - July 1, 2010, as Restated .............cccceceevveennen.. $ 160,579,318 $ 6,612,801
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Schedule of Budgetary Comparison of Receipts, Disbursements and
Changes in Balances - Budget to Actual (Cash Basis) - All Governmental
Funds and Proprietary Funds

Year Ended June 30, 2011

Actual
Governmental Enterprise Original  Amended Over (Under)
Fund Types Funds Total Budget Budget Budget
Receipts
Property taxes.................. $ 15,673,680 $ — $15,673,680 $ 15,430,980 $ 15,430,980 $ 242,700
TIF collections.................. 671,582 — 671,582 620,221 620,221 51,361
Other city taxes ................ 4,268,291 — 4,268,291 4,347,917 4,347,917 (79,626)
Licenses and permits........ 587,371 — 587,371 548,425 548,425 38,946
Use of money and property 704,129 96,487 800,616 726,100 726,100 74,516
Intergovernmental ............ 7,550,481 — 7,550,481 9,494,011 9,594,011 (2,043,530)
Charges for services......... 1,196,292 7,588,147 8,784,439 9,001,324 9,001,324 (216,885)
Special assessments....... 18,054 — 18,054 20,325 20,325 (2,271)
Miscellaneous .................. 2,013,098 — _ 2,013,098 2,373,326 _ 2,373,326 (360,228)
Total Receipts ............. 32,682,978 _ 7,684,634 _ 40,367,612 _ 42,562,629 _ 42,662,629 (2,295,017)
Disbursements
Public safety........c.ccccn.... 8,061,001 — 8,061,001 8,198,496 8,498,496 (437,495)
Public works..................... 3,569,597 — 3,569,597 3,316,685 3,591,685 (22,088)
Culture and recreation ..... 3,431,117 — 3,431,117 3,549,078 3,799,078 (367,961)
Community and economic
development................... 1,562,630 — 1,562,630 1,621,012 1,621,012 (58,382)
General government ........ 3,524,182 — 3,524,182 3,587,629 3,637,629 (113,447)
Debt service ........ccceeeuneee. 3,101,885 — 3,101,885 3,102,284 3,103,284 (1,399)
Capital projects ................ 11,837,490 — 11,837,490 15,184,322 18,434,322 (6,596,832)
Business-type activities.... — _ 8,715,338 _ 8,715,338 8,765,674 _ 10,365,674 (1,650,336)
Total Disbursements .. 35,087,902 _ 8,715,338 _ 43,803,240 _ 47,325,180 _ 53,051,180 (9,247,940)
Receipts Over (Under)
Disbursements.............. (2,404,924) (1,030,704) (3,435,628) (4,762,551) (10,388,551) 6,952,923
Other Financing
Sources, Néet........ccveeeens 532,676 _ 1,355,033 1,887,709 — __ 2,100,000 (212,291)
Receipts and Other
Financing Sources Over
(Under) Disbursements
and Other Financing Uses (1,872,248) 324,329 (1,547,919) (4,762,551) (8,288,551) 6,740,632
Balance - Beginning of
Year, as Restated........... 37,270,234 _ 8,864,327 _ 46,134,561 _ 32,648,661 _ 46,134,561 —

Balance - End of Year.... $35,397,986 $ 9,188,656 $ 44,586,642 $ 27,886,110 $ 37,846,010 $ 6,740,632
The budgetary comparison is presented as required supplementary information in accordance with Government
Accounting Standards Board Statement No. 41 for governments with significant budgetary perspective differences
resulting from not being able to present budgetary comparisons for the general fund and each major special revenue
fund.

In accordance with the Code of lowa, the City Council annually adopts a budget on the cash basis following required
public notice and hearing for all funds, except blended component units. The annual budget may be amended during
the year utilizing similar statutorily prescribed procedures.

Formal and legal budgetary control is based upon ten major classes of disbursements known as functions, not by
fund or fund type. These ten functions are: public safety, public works, health and social services, culture and
recreation, community and economic development, general government, debt service, capital projects and business-
type. Function disbursements required to be budgeted include disbursements for the general fund, special revenue
funds, debt service fund, capital projects funds, permanent funds and enterprise funds. Although the budget
document presents function disbursements by fund, the legal level of control is at the aggregated function level, not
at the fund or fund type level. During the year, one budget amendment increased budgeted disbursements by
$5,726,000. This budget amendment is reflected in the final budgeted amounts.
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Schedule of Budgetary Comparison - Budget to GAAP Reconciliation

Year Ended June 30, 2011

Revenue .......cccoooveeiiiiieieee e
Expenditures.........ccccvveeveneinnniinninnes

NEt .o,
Other financing sources (uUses)........
Beginning fund balances, as restated

Ending Fund Balances..................

Other financing sources (uses).....
Beginning fund balances, as
restated........ccoceeviiiiiieniiiiineenns

Ending Fund Balances...............

Governmental Fund Types

Accrual
Cash Basis  Adjustments GAAP Basis
....................... $ 32,682,978 $ (1,737,359) $ 30,945,619
....................... 35,087,902 (2,284,863) 32,803,039
....................... (2,404,924) 547,504 (1,857,420)
....................... 532,676 103,319 635,995
.................... 37,270,234 (5,708,543) 31,561,691
....................... $ 35397986 $ (5,057,720) $ 30,340,266

Proprietary Fund Types
Adjustment for

Component Accrual
Cash Basis Unit  Adjustments GAAP Basis
$ 7,684,634 $ (3,086,014) $ 1,166,421 $ 5,765,041
8,715,338 (4,611,315) 393,996 4,498,019
(1,030,704) 1,525,301 772,425 1,267,022
1,355,033 (1,887,709) (193,061) (725,737)
8,864,327 (1,473,487) 18,983,725 26,374,565
$ 9188656 $ (1,835.895) $ 19.563.089 $ 26,915,850
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Schedule of Funding Progress for the Retiree Health Plan

Year Actuarial
Ended Valuation
June 30, Date
2009 7-1-08
2010 7-1-08
2011 7-1-10

Actuarial
Value of
Assets

(@)

Actuarial
Accrued
Liability
(AAL)

(b)

$— $2,614,066

2,614,066
2,820,489

Unfunded
AAL
(UAAL)
(b-a)

$ 2,614,066
2,614,066
2,820,489

Funded

Covered

Ratio Payroll
(a/b) (c)
0% $ 9,119,000

0 9,543,000

0 9,915,000

UAAL as a
Percentage
of Covered

Payroll
[(b-a)/c]

28.7%
27.4
28.5

See Note 10 in the accompanying Notes to the Financial Statements for the plan description, funding
policy, annual OPEB cost and net OPEB obligation, funded status and funding progress.
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Combining Balance Sheet Schedule - Nonmajor Governmental Funds

Year Ended June 30, 2011

Special Revenue Capital Projects Permanent Total
Tax Community Cemetery Nonmajor
Road Use Increment Development Park Maintenance Subdivision Perpetual Governmental
Replacement Financing Block Grant Development Bond Development Care Funds
Assets
Cash and pooled INVESIMENES ...........ccciiiiiieeiciiiee et $ 355,761 $ 137,286 $ 56,172 $ 149,022 $ 272,829 $ 10,429 $ 24,214 $ 1,005,713
RNV 1 0 1= ]SS 10,806 — — — — — 122,176 132,982
Receivables
AN o o]0 18 ] £ — 3,200 — — — — — 3,200
INEEIEST ..ttt e e 47 — — — — — — 47
Property Taxes
D= 1T o [N T=T o) RN — 4,330 — — — — — 4,330
TOLAl ASSELS 1uuiieiii ettt $ 366.614 $ 144816 $ 56,172 $ 149.022 $ 272,829 $ 10.429 $ 146.390 $ 1,146,272
Liabilities
ACCOUNLS PAYADIE ..o $ — $ 15697 $ 1,005 $ 926 $ — $ — $ — $ 17,628
Fund Balances
Nonspendable
Cemetery perpetual Care....... ... uueeuuurmueiiiiiieieeeeenenees — — — — — — 146,390 146,390
Restricted for
] L TS] N 366,614 — — — — — — 366,614
(@72 o] 1 r= N o] (0] [=Tox £ PSSERR — — — 148,096 272,829 10,429 — 431,354
(01 ToT o1 U ] 01011 P — 129,119 55,167 — — — — 184,286
Total FuUNd BalanCesS ........uvvieiiiiiiiiiiiiiiieee e 366,614 129,119 55,167 148,096 272,829 10,429 146,390 1,128,644
Total Liabilities and Fund Balances ........cccccccveevieeeiiee s $ 366,614 $ 144816 $ 56,172 $ 149,022 $ 272,829 $ 10429 $ 146,390 $ 1,146,272
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Combining Schedule of Revenue, Expenditures and Changes in Fund

Balances - Nonmajor Governmental Funds

Year Ended June 30, 2011

Special Revenue

Tax Community
Road Use Increment Development Park
Replacement Financing Block Grant Development
Revenue
Tax increment fINANCING ........cocvviieiiiiiiee e $ — $ 672,314 $ — $ —
Use of Money and ProPerty ........ccoccceeeeeieeiieseiee e 2,357 — 313 664
INtErgovernNMENTAL.........coiiiiiiii e e e e e e — — 68,634 —
Charges for SEIVICES.......coooiiiiiiie — — — —
MiISCEIIANEOUS ... .uuiiiiiiiiiiiiiiii e — — — —
TOtAl REVENUE....ciiiiiiiii et 2,357 672,314 68,947 664
Expenditures
Operating
Community and economic development...........cccocceeiiiiiiiiiiiiiccnnnnns — 407,366 106,754 —
Capital ProjECtS......ccooiiiieeeee 150,253 — — 36,135
Total EXPENitUIES ..ccooieiiieiieee et 150,253 407,366 106,754 36,135
Excess (Deficiency) of Revenue Over (Under) Expenditures.......... (147,896) 264,948 (37,807) (35,471)
Other Financing Sources (Uses)
Operating transfers iN ... 158,140 — — 35,000
Operating transfers OUL...........ooovivviiiiii e e — (243,519) — —
Total Other Financing Sources (US€S)....cccccvvvvvvvvvieevieeveeevnnnnne, 158,140 (243,519) — 35,000
Revenue and Other Financing Sources Over (Under)
Expenditures and Other Financing USES..........ccccvvvvviiiiieeeeeveennns 10,244 21,429 (37,807) (471)
Fund Balances - Beginning Of YEar...........cccoceiiiiiiiiiiiiiiaeereee e 356,370 107,690 92,974 148,567
Fund Balances - ENd Of YA .......cccceoviiiiiecie e $ 366.614 $ 129.119 $ 55,167 $ 148.096

Capital Projects

Maintenance
Bond

$ —
1,145
16,339

17,484

17,484

17,484
255,345

$ 272,829

Subdivision
Development

466

9,963

Permanent

Cemetery
Perpetual
Care

3,105
143,285

$ 146,390

Total
Nonmajor
Governmental
Funds

$ 672,314
4,945

68,634
16,339

3,105

765,337

514,120
186,388
700,508

64,829

193,140

(243,519)
(50,379)

14,450
1,114,194

$ 1,128,644
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Combining Schedule of Net Assets - Nonmajor Enterprise Funds =————

At June 30, 2011

Assets
Current Assets

Cash and pooled investments..............
INVESIMENtS ......oveeiiiii

Receivables

ACCOUNTES ...
Unbilled revenue...........cccoeevvvvevnnnene.
INtEreSt ..o
Interfund loan .......c.ccevvvveiiiieiiii,

Total Current Assets ..................

Noncurrent Assets

Interfund 10an........cooeevveeieeeeeen,

Capital assets (net of accumulated

depreciation) .........cccccvvvivniiiniiinninnn.
Capital assets not being depreciated ..
Total Noncurrent Assets............

Total ASSELS covvvieiieiiiieie e,

Liabilities and Net Assets
Liabilities

Accounts payable ...........cccoociiiiinnnenn.
Accrued payroll..........cccceeveeeeiiiiinininnns
Total Liabilities ...........ccccvveeenenn.

Net Assets
Invested in capital assets, net of

related debt.......ccoovevevvieiiiiieenn,
unrestricted ........oeeeveeeiieeeeeeee e
Total Net AsSetS ....ccooeevveevieeiinnnnn,

Total Liabilities and Net Assets .......

Solid Waste Storm Water
Solid Waste Replacement Management Total
$ 79,149 $ 130,646 $ 2,025,559 $ 2,235,354
1,228,711 402,000 — 1,630,711
92,182 — — 92,182
133,781 — — 133,781
1,792 1,954 — 3,746
— — 50,659 50,659
1,535,615 534,600 2,076,218 4,146,433
— — 52,053 52,053
887,509 — 1,205,236 2,092,745
— — 269,797 269,797
887,509 — 1,527,086 2,414,595
$ 2423124 $ 534600 $ 3.603,304 $ 6,561,028
$ 93,711 $ — $ 180,818 $ 274,529
8,504 — — 8,504
102,215 — 180,818 283,033
887,509 — 1,475,033 2,362,542
1,433,400 534,600 1,947,453 3,915,453
2,320,909 534,600 3,422,486 6,277,995
$ 2,423,124 $ 534600 $ 3.603304 $ 6,561.028
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Combining Schedule of Revenue, Expenditures and Changes in Fund Net

Assets - Nonmajor Enterprise Funds

Year Ended June 30, 2011

Solid Waste Storm Water
Solid Waste Replacement Management Total
Operating Revenue
Charges for services............ccccuveeeennee. $ 1,273,844 $ 200,164 $ 427,269 $ 1,901,277
Special assessments............cccceeeeeee. 117 — — 117
Total Operating Revenue........... 1,273,961 200,164 427,269 1,901,394
Operating Expenses
Personal ServiCes .......coocvvvvveevivnneennns. 753,498 — — 753,498
Services and commodities................... 577,920 — 53,264 631,184
Depreciation ..........cccceeevvveiviieiiiiiin e, 219,041 — 16,069 235,110
Total Operating Expenses......... 1,550,459 — 69,333 1,619,792
Operating Income (LOSS) ....cccevveeeenn. (276,498) 200,164 357,936 281,602
Nonoperating Revenue
Investment INCOME ............eevvvvveeeninnnes 26,325 24,458 6,066 56,849
Income (Loss) Before Transfers ...... (250,173) 224,622 364,002 338,451
TransSfers N 294,608 — — 294,608
Transfers out .......cccccvvvvvvvvviieviieeiieene, (80,305) (294,608) (193,061) (567,974)
Change in Net ASSetS......cccccceeernnnnne (35,870) (69,986) 170,941 65,085
Net Assets - Beginning of Year,
as Restated (Note 20)...................... 2,356,779 604,586 3,251,545 6,212,910

Net Assets - End of Year.........co........

$ 2,320,909 $ 534,600 $ 3,422,486 $ 6,277,995
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Combining Schedule of Cash Flows - Nonmajor Enterprise Funds =

Year Ended June 30, 2011

Cash Flows From Operating Activities

Receipts from customers.....................
Payments to employees......................
Payments to suppliers ..........ccccvvvenneee
Net Cash Provided by
Operating Activities ............

Cash Flows From Noncapital
Financing Activities
Operating transfers, net...................

Cash Flows From Capital and
Related Financing Activities
Cash received from interfund loan

(=T 0PNV 1] 0| SRR
Purchase of capital assets...............
Disposal of capital assets ................
Net Cash Used in Capital and
Related Financing Activities

Cash Flows From Investing Activities
Interest received........cccvvvveneiiiniinnnnnnns
Purchase of government securities .....
Sale of government securities .............
Net Cash Provided by
Investing Activities..............

Net Increase (Decrease) in Cash
and Cash Equivalents....................

Cash and Cash Equivalents at
Beginning of Year ............................

Cash and Cash Equivalents at
Endof Year.........ccccoo e

Reconciliation of Operating Income
(Loss) to Net Cash Provided by
Operating Activities
Operating iNnCome..........ccccceevvvivvnnnen.
Adjustments to Reconcile Income

(Loss) From Operations to Net Cash

Provided by Operating Activities
Depreciation............ccccvvvveeeeennn.
(Increase) decrease in

receivables ...........cccccveeeeenn,
Increase (decrease) in

accounts payable ..................
Decrease in accrued payroll .....

Net Cash Provided by Operating
AcCtiVities ....ovvveei i

Solid Waste Storm Water
Solid Waste Replacement Management Total
$ 1,257,853 $ 200,285 $ 427,269 $ 1,885,407
(762,707) — — (762,707)
(519,579) — 109,825 (409,754)
(24.433) 200,285 537,094 712,946
214,303 (294.608) (193.061) (273,366)
— — 49,304 49,304
(318,679) — (239,820) (558,499)
24,071 — — 24,071
(294,608) — (190,516) (485,124)
26,305 24,458 6,630 57,393
(3,698) — — (3,698)
— — 135,110 135,110
22,607 24,458 141,740 188,805
(82,131) (69,865) 295,257 143,261
161,280 200,511 1,730,302 2,092,093
$ 79149 $ 130646 $ 2,025.559 $ 2.235354
$ (276,498) $ 200,164 $ 357936 $ 281,602
219,041 — 16,069 235,110
(16,108) 121 — (15,987)
58,341 — 163,089 221,430
(9,209) — — (9,209)
$ (24433) $ 200285 $ 537,094 $ 712,946
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Combining Schedule of Net Assets - Nonmajor Internal Service FUNQS m—

At June 30, 2011

Assets
Current Assets
Cash and cash equivalents ................................
INVESIMENTES ..o,
Receivables
ACCOUNTES ...
INTEIESE .o
Total Current ASSEtS ....coovvvvveviieiiieeeeeeenn,

Total ASSELS v

Liabilities and Net Assets

Current Liabilities

Accounts payable ...........cccciiiii

Self-insurance estimated claims..........cc..c.oouue....

Reinsurance premiums payable...............cc.o....
Total Current Liabilities .......cccoceevvevneennnnn.

Net Assets
(@1 | =YS] [o (=To

Total Liabilities and Net ASSets ........covvvvvevneen.

Employee Health
Benefit Insurance Total
$ 691,358 $ 1,209,901 $ 1,901,259
884,253 — 884,253
— 7,603 7,603
4.030 — 4.030
1,579,641 1,217.504 2.797,145
1,579,641 $ 1,217,504 $ 2,797,145
$ 3,150 $ 80,822 $ 83,972
— 170,739 170,739
— 41,817 41,817
3,150 293,378 296,528
1,576,491 924,126 2.500,617
$ 1,579,641 $ 1,217,504 $ 2,797,145
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Combining Schedule of Revenue, Expenditures and Changes in Fund Net

Assets - Nonmajor Internal Service Funds

Year Ended June 30, 2011

Employee Health
Benefit Insurance Total

Operating Revenue
Miscellaneous reVENUE...........cvveeveeeeeeeeeieaeeenns $ — $ 1,732,332 $ 1,732,332
Operating Expenses
Services and commoditiesS............coccvvvveeeeeeernnnne 146,700 1,823,038 1,969,738
Operating Income (LOSS) ..coeeevevveeeeeeieeeeeeeeee. (146,700) (90,706) (237,406)
Nonoperating Revenue
INVeStMENt iNCOME ........cooviiiiiiiiii e, 52,290 — 52,290
Income (Loss) Before Transfers ..................... (94,410) (90,706) (185,116)
Transfers iN.....iiii e 89,742 — 89,742
Change in Net ASSetS....cccoeviiiviiiiiiiiiiii e, (4,668) (90,706) (95,374)
Net Assets - Beginning of Year, as Restated

(NOLE 20) ..t 1,581,159 1,014,832 2,595,991
Net Assets - End of Year.......cccoccevvvevnnnnnnnnnnns $ 1,576,491 $ 924126 $ 2,500,617
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Combining Schedule of Cash Flows - Nonmajor Internal Service FUN(S  m—

Year Ended June 30, 2011

Cash Flows From Operating Activities
Receipts from customers.........ccccoeevevvivviiiicnnneeen,
Payments to SUPPIIEIS ......ccoovviiiiiiiiiiieeeeeeee

Net Cash Provided by Operating
ACLIVILIES oo

Cash Flows From Noncapital Financing Activities
Operating transfers........cccccceviiiieviveciciii e,

Cash Flows From Investing Activities
INterest reCceived ....... ...

Net Decrease in Cash and Cash Equivalents ...
Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year ......

Reconciliation of Operating Income (Loss)
to Net Cash Provided by Operating Activities
Operating iINCOME............uuuuueeieiiiiiiiieieeeeneeeneeeneees
Adjustments to Reconcile Income (Loss)
From Operations to Net Cash Provided by
Operating Activities
Decrease in receivables..............ccccvvveeeenn.
Increase (decrease) in accounts payable ...

Net Cash Provided by Operating Activities ......

Employee Health
Benefit Insurance Total
$ — $ 1,736,438 $ 1,736,438
(149,118) (1,789,891) (1,939.009)
(149,118) (53,453) (202,571)
89,742 — 89,742
52,247 — 52,247
(7,129) (53,453) (60,582)
1,582,740 1,263,354 2.846,094
$ 1575611 $ 1,209,901 $ 2785512
$ (146,700) $ (90,706) $ (237,406)
— 4,106 4,106
(2,418) 33,147 30,729
14911 $ (53,453) 202,571)
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Schedule of Revenue by Source and Expenditures by Function

All Governmental Funds

Years Ended June 30, 2004 Through 2011

2011
Revenue
Property taXes .......uuuurueuemurriniiinnrinnennnnnnnnnnnnnnnnnnnnnnnnns $ 15,638,561
Tax increment financing and other city taxes............ 5,238,300

Special assSeSSMENtS.......coevveevviiiiiiiiiie e 18,069

Licenses and permitS............uvuuvevvviemurmnnnienniinninnninnn. 573,802
Use of money and property .......ccccceeeeeeeeeeeeeeeeeeeeeenn. 658,559
Intergovernmental.............cooiiiiiiii e 7,951,255
Charges for Service .........ccccccviiiiicceee 808,083
MiscellanEous...........ceeiiiiiiiiiiiice e 53,871
Total REVENUE .. .o $ 30,940,500
Expenditures
Operating
Public safety.......cccceeeeiiiiiiiciiiee e, $ 7,989,669
PUDBC WOTKS ... 3,177,611
Culture and recreation ..........cooveeeieeieeeiieeeeeeeeenn 3,375,571
Community and economic development............... 1,566,522
General governmMeNt ...........eeuveeerevemirneeinneienennnnennns 1,720,425
[BI=] o) Y=Y Y/ =T 3,110,244
Capital Projects........ccccceeiiii 11,862,997
Total EXpenditures ........occvvviiiiiieiiiiiiiieeeeeee e $ 32,803,039

2010 2009 2008 2007

$ 14,857,708 $ 14,436,527 $ 12,820,700 $ 12,512,678
4,531,109 925,485 856,874 822,768
19,323 21,446 22,848 23,716
541,439 542,547 532,826 528,180
715,090 874,905 1,135,512 1,198,796
5,677,970 3,693,796 3,752,935 2,943,735
432,527 408,310 367,322 394,383
365,070 318,639 377,097 287,072

$ 27,140,236 $ 21,221,655 $ 19,866,114 $ 18,711,328
$ 7,907,480 $ 7,225,455 $ 7,443,939 $ 6,870,973
3,206,090 2,988,781 2,969,549 2,563,142
3,304,388 3,025,885 2,854,777 2,612,677
1,631,865 1,784,298 1,319,293 1,437,522
1,784,151 1,660,215 1,494,061 1,776,781
2,715,648 3,761,247 4,106,061 1,853,090
4,853,756 5,540,965 2,380,396 4,209,427

$ 25,403,378 $ 25,986,846 $ 22,568,076 $ 21,323,612

2006

$ 11,826,079
869,887
24,340
592,713
1,089,406
3,946,362
388,304
409,139

$ 19,146,230

$ 6,766,956
2,597,935
2,541,376
1,523,641
1,281,742
1,902,207
6,899,597

23,513,454

2005 2004

$ 10,914,028 $ 10,241,000
694,740 342,128
59,444 12,795
604,373 545,391
916,855 657,703
3,139,845 3,423,035
357,767 384,108
375,854 306,974

$ 17,062,906 $ 1509013.134
$ 6,246,486 $ 5,655,995
2,375,455 2,189,523
2,277,750 2,235,656
1,061,538 1,090,282
1,248,325 1,245,788
1,970,226 1,769,025
4,666,646 2,118,065

$ 19,846,426 $ 16,304,334
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Schedule of Expenditures of Federal Awards

Year Ended June 30, 2011

Catalog

of Federal

Domestic

Federal Grantor/Pass-Through Assistance
Grantor/Program or Cluster Title Number

U.S. Department of Housing and Urban Development
Indirect
Pass-Through lowa Department of Economic
Development
Community Development Block Grants/
Entitlement Grants............ccccvveeeiieeniininee,
Economic Development Initiative -
Special Project, Neighborhood Initiative
and Miscellaneous Grants ............ccccccueeee
Total U.S. Department of Housing
and Urban Development ....................

U.S. Department of Justice
Direct
Law Enforcement Assistance - Narcotics and
Dangerous Drugs Training .........cccceevvveeieeeennn.
Indirect
Pass-Through California Emergency
Management Agency
ARRA - Edward Byrne Memorial Justice
Assistance Grant .........ccccccvvevviiiiieiiiieneee,
Total U.S. Department of Justice ........

U.S. Department of Transportation
Indirect
Pass-Through lowa Department of Transportation
Highway Planning and Construction ..............
ARRA - Highway Planning and Construction

20.205
20.205

Pass-Through lowa Department of Public Safety
State and Community Highway Safety .......
Total U.S. Department of Transportation

20.600

U.S. Environmental Protection Agency
Direct
Brownfields Assessment and Cleanup
Cooperative AgreementS..........ccoevvvvvviieeeeennn.

U.S. Department of Homeland Security
Direct
Disaster Grants - Public Assistance
Presidentially Declared Disasters...................
Hazard Mitigation Grants ............cccceevvvvnnnnn.
Total Department of Homeland Security

Total Expenditures of Federal Awards..............

Pass-Through
Grantor's Number

08-HSG-033

2009-F5012-IA-SB

STP-U-4775(617)-70-57
Various

Various

Various

Federal
Program/
Cluster
Expenditures

$ 100,138

9,684

109,822

17,135

40,679

57,814

47,296
2,452,714
2,500,010

34,481

2,534,491

190,924

467
211,409
211,876

$ 3,104,927
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Schedule of Expenditures of Federal Awards

Year Ended June 30, 2011

Note 1. Basis of Presentation

The accompanying schedule of expenditures of federal awards includes the federal grant activity of the
City of Marion, lowa, and is presented using accounting principles generally accepted in the United States
of America for local governmental units as prescribed in the statements issued by the Government
Accounting Standards Board and other recognized authoritative sources. The information in this schedule
is presented in accordance with the requirements of OMB Circular A-133, Audits of States, Local
Governments and Non-Profit Organizations. Therefore, some amounts presented in this schedule may
differ from amounts presented in, or used in the preparation of, the financial statements. Program
expenditures include only amounts subject to reimbursement from the grantor agency or program income;
thus, they are net of local matching.

Note 2. Subrecipients

There were no amounts provided to subrecipients from the City's federal award programs.
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HOGAN - HANSEN

A Professional Corporation

Certified Public Accountants and Consultants

Independent Auditor’s Report on Internal Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing
Standards

To the Honorable Mayor and
Members of the City Council
City of Marion, lowa

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component unit, each major fund and the aggregate
remaining fund information of the City of Marion, lowa, as of and for the year ended June 30, 2011, which
collectively comprise the City's basic financial statements, and have issued our report thereon dated
March 15, 2012. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

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

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses and, therefore, there can be no
assurance all deficiencies, significant deficiencies or material weaknesses have been identified. However,
as described in the accompanying schedule of findings and questioned costs, we identified a deficiency in
internal control over financial reporting that we consider to be a material weakness.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility a material
misstatement of the City of Marion, lowa's financial statements will not be prevented, or detected and
corrected, on a timely basis. We consider the deficiencies in internal control described in Part Il of the
accompanying schedule of findings and questioned costs as items 11-1I-IC-1 and 11-11-IC-2 to be material
weaknesses.

2750 First Avenue, NE, Suite 150, Cedar Rapids, |1A 52402-4800 « (319) 366-8267 * Fax (319) 366-8301 * E-Mail cr@hoganhansen.com
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To the Honorable Mayor and
Members of the City Council
Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Marion, lowa's financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance that are required to be reported
under Government Auditing Standards.

Comments involving statutory and other legal matters about the City’s operations for the year ended
June 30, 2011 are based exclusively on knowledge obtained from procedures performed during our audit
of the financial statements of the City. Since our audit was based on tests and samples, not all
transactions that might have had an impact on the comments were necessarily audited. The comments
involving statutory and other legal matters are not intended to constitute legal interpretations of those
statutes.

The City of Marion, lowa's responses to findings identified in our audit are described in the accompanying
schedule of findings. While we have expressed our conclusions on the City's responses, we did not audit
the City of Marion, lowa’s responses and, accordingly, we express no opinion on them.

This report, a public record by law, is intended solely for the information and the use of the officials,
employees and citizens of the City of Marion, lowa, and other parties to whom the City of Marion, lowa,

may report including federal awarding agencies and pass-through entities. This report is not intended to
be and should not be used by anyone other than these specified parties.

Hocan - fansen

HOGAN - HANSEN

Cedar Rapids, lowa
March 15, 2012
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HOGAN - HANSEN

A Professional Corporation

Certified Public Accountants and Consultants

Independent Auditor’s Report on Compliance With Requirements That
Could Have a Direct and Material Effect on Each Major Program and on
Internal Control Over Compliance in Accordance with OMB Circular A-133

To the Honorable Mayor and
Members of the City Council
City of Marion, lowa

Compliance

We have audited the compliance of the City of Marion, lowa, with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement
that could have a direct and material effect on major federal programs for the year ended June 30, 2011.
The City of Marion, lowa’s major federal program is identified in Part | of the accompanying schedule of
findings and questioned costs. Compliance with the requirements of laws, regulations, contracts and
grant agreements applicable to its major federal program is the responsibility of the City of Marion, lowa’s
management. Our responsibility is to express an opinion on the City of Marion, lowa’s compliance based
on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about the
City of Marion, lowa’s compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination of the City of Marion, lowa’s compliance with
those requirements.

In our opinion, the City of Marion, lowa, complied, in all material respects, with the requirements referred
to above that could have a direct and material effect on its major federal programs for the year ended
June 30, 2011.
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To the Honorable Mayor and
Members of the City Council
Page 2

Internal Control Over Compliance

The management of the City of Marion, lowa, is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts and grant
agreements applicable to federal programs. In planning and performing our audit, we considered the City
of Marion, lowa’s internal control over compliance with requirements that could have a direct and material
effect on a major federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance and to test and report on internal control over compliance in
accordance with OMB Circular A-133 but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the City's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses and, therefore, there can be no assurance significant
deficiencies or material weaknesses have been identified. We consider the deficiencies in internal control
over compliance described in Part Il of the accompanying schedule of findings and questioned costs
reported as items 11-11l-IC-1 and 11-11l-IC-2 to be material weaknesses.

The City of Marion’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. While we have expressed our conclusions on the City’'s
responses, we did not audit the City’s responses, and accordingly we express no opinion on them.

This report is intended solely for the information and use of the management and City Council of the City

of Marion, lowa, and federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

Hoctn - flansen

HOGAN - HANSEN

Cedar Rapids, lowa
March 15, 2012
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Schedule of Findings and Questioned Costs

Year Ended June 30, 2011

Part | - Summary of Auditor’'s Results:

Financial Statements

Type of auditor’s report issued:
Internal control over financial reporting:
Material weakness identified?
Significant deficiency identified not considered to be
material weaknesses?
Noncompliance material to financial statements noted?

Federal Awards

Internal control over major programs:
Material weakness identified?
Significant deficiency identified not considered to be
material weakness?

Type of auditor’s report issued on compliance for major
programs:

Any audit findings disclosed that are required to be reported
in accordance with Section .510(a) of Circular A-133?

Identification of major program:
CFDA Numbers
20.205

Dollar threshold used to distinguish
between Type A and Type B programs:

Auditee qualified as low-risk auditee?

Unqualified

X yes ____ho

__yes _X_none reported
__yes _X_no

X yes ___no

__yes _X_none reported
Unqualified

X yes ____ho

Name of Federal Program or Cluster

Highway Planning and Construction

$300,000

__yes _X_no
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Schedule of Findings and Questioned Costs

Year Ended June 30, 2011

Part Il: Findings Related to the Financial Statements:

Instances of Noncompliance
There were no reported instances of noncompliance.

Internal Control Deficiencies

11-lI-1C-1

11-1I-1C-2

Segregation of Duties

Auditor’s Finding and Recommendation - One important aspect of the internal control
structure is the segregation of duties among employees to prevent an individual employee
from handling duties which are incompatible. We noted that incompatible duties are being
performed by the same person. We realize that with a limited number of employees,
segregation of duties is difficult. However, the City should review its control procedures to
obtain the maximum internal control possible under the circumstances.

City’'s Response - The City is aware of the lack of segregation of duties and has considered
alternatives to improve this situation.

Auditor’s Conclusion - Response accepted.

Financial Statement Preparation

Auditor’'s Finding and Recommendation - The City does not have a system of internal
controls that fully prepares financial statements and disclosures that are fairly presented in
conformity with accounting principles generally accepted in the United States of America. As
is inherent in many entities of this size, the City has management and employees who, while
knowledgeable and skillful, do not have the time to maintain the current knowledge and
expertise to fully prepare the financial statements and the related disclosures.

Auditor’'s Recommendation - City staff should obtain additional knowledge through reading
relevant accounting literature and attending local professional education courses.

City’s Response - The City will consider obtaining additional knowledge where cost effective
but will continue to rely on its audit firm for assistance with drafting the financial statements
and disclosures.

Auditor’s Conclusion - Response accepted.
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Schedule of Findings and Questioned Costs

Year Ended June 30, 2011

Part Ill: Findings and Questioned Costs for Federal Awards:

Instances of Noncompliance
There were no reported instances of noncompliance.

Internal Control Deficiencies

All programs displayed on the schedule of expenditures of federal awards.

11-1lI-1C-1 Segregation of Duties Over Federal Revenue and Expenditures

Adequate control procedures through the segregation of employee duties is difficult to
achieve due to the limited number of staff administering grants and performing accounting
functions. See Finding 11-1I-1C-1 for additional information.

Part IV: Findings Related to Statutory Reporting

11-IV-A

11-1vV-B

11-Iv-C

11-IvV-D

11-IV-E

11-IV-F

11-IvV-G

Certified Budget - Disbursements during the year ended June 30, 2011 did not exceed the
amounts in the amended budget.

Questionable Disbursements - We noted no expenditures which did not appear to meet the
requirements of public purpose as defined in an Attorney General's opinion dated April 25,
1979.

Travel Expense - No disbursements of the City of Marion money for travel expenses of
spouses of City officials or employees were noted.

Business Transactions - No business transactions were noted between the City and City
officials or employees.

Bond Coverage - Surety bond coverage of the City of Marion officials and employees is in
accordance with statutory provisions and was reviewed and updated during the year. We
recommend that the amount of coverage continue to be reviewed annually to insure that the
coverage is adequate for current operations.

Council Minutes - No transactions were found that we believe should have been approved in
the Council minutes but were not. Council minutes were published within 15 days as required
by Chapter 372.13(6) of the Code of lowa.

Deposits and Investments - We noted no instances of noncompliance with the deposit and

investment provisions of Chapter 12B and 12C of the Code of lowa and the City's investment
policy.
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Schedule of Findings and Questioned Costs

Year Ended June 30, 2011

11-IV-H

Compensation Policy

Recommendation - It was noted that one City employee was able to accumulate an unusually
large amount of comp time hours this past year which were subsequently paid out after a mid-
year raise was granted. In doing so, there was no effort made to match the payout rate with
that when the hours were earned, or matching the hours worked with the correct fiscal year.
Management should review their comp-time accrual and payout practices and consider
adopting a policy specifically addressing these issues.

Response - The City has subsequently adopted a comp-time policy to address these issues.

Conclusion - Response accepted.
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