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INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayor and City Council
City of New Baltimore, Michigan

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund,
and the aggregate remaining fund information of City of New Baltimore, Michigan (the City) 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’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. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and the
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

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
aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the City, as of June 30, 2011, and the respective changes in financial position,
and cash flows, where applicable, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

During the year, the City implemented GASB Statement No. 54, Fund Balance Reporting and
Governmental Fund-type Definitions, as discussed in Note 13. As a result of this required
impiementation, the Cemetery and Cemetery Land Funds are no longer reported as special
revenue funds, but are recorded as part of the general fund. In addition, fund balance
classifications in the governmental fund financial statements have been changed to reflect the five
new classifications under GASB 54.

The management’s discussion and analysis and the budgetary comparison schedules, as
identified in the table of contents, are not a required part of the basic financial statements but are
supplemental information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquiries of management,
regarding the methods of measurement and presentation of the required supplemental
information. However, we did not audit the information and express no opinion on it.



Independent Auditor’s Report
(Continued)

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City’s financial statements as a whole. The combining nonmajor fund
financial statements are presented for purposes of additional analysis and are not a required part
of the financial statements. The combining nonmajor fund financial statements are the
responsibility of management and were derived from and relate directly to the underlying
accounting and other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole.

Man £ Apecs i e

October 28, 2011



City of New Baltimore, Michigan

Management’s Discussion and Analysis

Our discussion and analysis of the City of New Baltimore, Michigan’s (the “City”) financial
performance provides an overview of the City’s financial activities for the fiscal year ended
June 30, 201 1. Please read it in conjunction with the City’s financial statements.

Financial Highlights

As discussed in further detail in this discussion and analysis, the following represents the most
significant financial highlights for the year ended june 30, 201 I:

e Total net assets decreased by $41,747 as a result of this year’s operations. Net assets of the
governmental activities increased by $7,374, while business-type activities decreased by
$49,121.

e The total cost of all the City’s programs was $13,084,3 13 for the year.

e The General Fund decreased in fund balance by $27,459 to $1,530,966 at year end.

Using this Annual Report

This annual report consists of a series of financial statements. The statement of net assets and
the statement of activities provide information about the activities of the City as a whole and
present a longer-term view of the City’s finances. This longer-term view uses the accrual basis
of accounting so that it can measure the cost of providing services during the current year and
whether the taxpayers have funded the full cost of providing government services.

The fund financial statements present a short-term view; they tell us how the taxpayers’
resources were spent during the year, as well as how much is available for future spending. Fund
financial statements also report the City’s operations in more detail than the government-wide
financial statements by providing information about the City’s most significant funds. The
fiduciary fund statements provide financial information about activities for which the City acts
solely as a trustee or agent for the benefit of those outside of the government.
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Management’s Discussion and Analysis (Continued)

The City of New Baltimore as a Whole

The following table shows, in a condensed format, the net assets as of June 30, 2011 and 2010:

Governmental Activities Business-type Activities Total
2011 2010 2011 2010 2011 2010
Assets
Current assets $ 6010926 $ 6279603 $ 7,163551 $ 8,088019 $ 13,174,477 $ 14,367,622
Noncurrent assets 21,588,650 21,459,902 59,198,748 58,988,965 80,787,398 80,448,867
Total assets 27,599,576 27,739,505 66,362,299 67,076,984 93,961,875 94,816,489
Liabilities
Current liabilities 1,502,794 1,576,013 1,491,437 1,909,895 2,994,231 3,485,908
Long-term liabilities 16,686,083 16,760,167 17,501,628 17,748,734 34,187,711 34,508,901
Total liabilities 18,188,877 18,336,180 18,993,065 19,658,629 37,181,942 37,994,809
Net Assets
Invested in capital assets -

Net of related debt 4,963,650 4,209,902 41,028,748 40,540,991 45,992,398 44,750,893
Restricted 992,595 872,458 186,111 99,855 1,178,706 972,313
Unrestricted 3,454,454 4,320,965 6,154,375 6,777,509 9,608,829 11,098,474

Total net assets $ 9,410,699 $ 9,403,325 $47,369,234 $47,418,355 §$ 56,779,933 $56,821,680

The City’s combined net assets totaled $56,779,933, a decrease of less than | percent from the
prior year. As we look at the governmental activities separately from the business-type activities,
we can see that the current level of unrestricted net assets for our governmental activities is
approximately $3.4 million. The unrestricted net assets for the business-type activities are
approximately $6.2 million.
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Management’s Discussion and Analysis (Continued)

The following table shows the changes of the net assets during the year and as compared to the
prior year:

Governmental Activities Business-type Activities Total
201 | 2010 2011 2010 2011 2010
Revenue
Program revenue:
Charges for services 1,503,576 $ 1,365,040 $ 3,657,586 $ 3,452,404 $ 5,161,162 $ 4817444
Operating grants 616,205 602,383 - - 616,205 602,383
Capital grants 9,468 3,229 - - 9,468 3,229
General revenue:
Property taxes 5,232,936 5,737,484 - - 5,232,936 5,737,484
State-shared revenue 813,958 553,762 - - 813,958 553,762
Unrestricted investment earnings 29,704 116,750 32,506 91,342 62,210 208,092
Miscellaneous revenue 11,226 123,029 668951 67,328 680,177 190,357
Total revenue 8,217,073 8,501,677 4,359,043 3,611,074 12,576,116 12,112,751
Program Expenses
General government 1,348,695 1,300,478 - - 1,348,695 1,300,478
Public safety 3,107,688 3,155,073 - - 3,107,688 3,155,073
Public works 2,277,040 2,688,855 - - 2,277,040 2,688,855
Community and economic development 131,952 194,075 - - 131,952 194,075
Recreation and cultural 1,064,648 1,115,772 - - 1,064,648 1,115,772
Interest on long-term debt 746,126 769,006 - - 746,126 769,006
Water - - 1,656,050 1,626,818 1,656,050 1,626,818
Sewer - - 2,587,042 2,011,558 2,587,042 2,011,558
Storm water - - 165,072 192,508 165,072 192,508
Total program expenses 8,676,149 9,223,259 4,408,164 3,830,884 13,084,313 13,054,143
Transfers In 466,450 - - - 466,450 -
Change in Net Assets 7,374 $ (721,582) $ (49,121) $ (219,810) $§ (41,747) $ (941,392)

Governmental Activities

The City’s total governmental revenue decreased from $8,501,677 in 2010 to $8,217,073 in
201 | mainly due to adjustments in charges for services, an increase in state-shared revenue, and
the decline in property tax revenue.

The City’s total governmental program expenses decreased by $547,110 mainly as a result of
increased monitoring of spending in all areas and less street improvements during the current
year.

Business-type Activities

The City’s business-type activities consist of the Water, Sewer, and Storm Water Funds. Of the
City’s charges for services revenue, the majority is generated from charges passed on to
residents which totaled approximately $3.7 million in 201 1. The charges for services are offset
by water, sewer, and storm water expenses of $4.4 million. After interest earnings and
miscellaneous revenue, the business activities had a net decrease in net assets of $49,121.
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Management’s Discussion and Analysis (Continued)

The City of New Baltimore’s Funds

Our analysis of the City’s major funds begins on page 1, following the government-wide
financial statements. The fund financial statements provide detail information about the most
significant funds, not the City as a whole. The City Council creates funds to help manage money
for specific purposes as well as to show accountability for certain activities, such as bond
projects. The City’s three major governmental funds for 2011 are the General Fund, Library
Fund, and the Public Improvement Fund.

“The General Fund pays for most of the City’s governmental services. The most significant are
general government which incurred expenditures of $1.2 million and police and fire which
incurred expenditures of approximately $2.6 million in 201 1.

General Fund Budgetary Highlights

Over the course of the year, the City amended the budget to take into account events during
the year. Overall, the General Fund’s revenue budget was increased during the year by a net
amount of approximately $291,000. Overall actual revenue was greater than the amended

budget by $25,782. The largest unfavorable variance was in fines and forfeitures, with a negative
variance of $8,456.

The City’s expenditure budget was increased by approximately $326,000 by amendments during
the year, mainly as a result of expected increases in public safety, engineering, and recreation
and culture. The City’s total expenditures were $5,312,532, approximately $14,000 less than
the amended budget. The General Fund’s unassigned fund balance has increased to $1,493,786
in 2011 from $1,454,803 in 2010.

Capital Asset and Debt Administration

The City’s investment in capital assets for its governmental and business-type activities as of june
30, 2011 totaled $80,787,398 (net of accumulated depreciation). This investment in capital
assets includes land, land improvements, buildings, vehicles and equipment, and roads, highways,
and other infrastructure. The total increase in the City's investment in capital assets for the
current fiscal year was $338,531, which represents increases in governmental activities of
$128,748, and an increase in business-type activities of $209,783.

Major capital asset events during the current fiscal year included the following:

Additions to the water plant expansion project

The ongoing wastewater plant improvement project
Police station project

Recreation improvements

Library expansion project

Infrastructure additions from Birch/Industrial project
Vehicle and equipment purchases
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Management’s Discussion and Analysis (Continued)

At the end of the current fiscal year, the City had general obligation bonded debt outstanding of
$34,795,000. These general obligation bonds are backed by the full faith and credit of the City.
Outstanding obligations as of the end of the fiscal year are as follows:

Governmental  Business-type
Activities Activities Total

General obligation bonds $ 16625000 $ 18,170,000 $ 34,795,000

The governmental activities bonds consist of road improvement debt of $3,875,000 and water
plant expansion debt of $12,750,000. Business-type activities debt is a result of funds drawn
from the Michigan Clean Water State Revolving Fund for wastewater plant improvements and
expansion.

Additional information concerning the City’s long-term debt can be found in the notes to the
financial statements.

Economic Factors and Next Year’s Budgets

Like most other communities in Michigan, particularly southeast Michigan, the City continues to
struggle with providing necessary services with limited revenue. For the fiscal year ending
June 30, 2011, the possibility of continuing reductions to the statutory portion of state revenue
sharing continues to be a concern. State-shared gas and oil tax distributions that are used for
road maintenance and construction also continue to trend downward. The City and its residents
are suffering from the effects of a siowdown in the housing market, which currently leaves some
projects incomplete on the landscape of the community. These factors were taken into
consideration of next year’s budget.

Also considered in the preparation of next year’s budget are a decrease in pension contributions,
and a freeze in healthcare costs.

Contacting the City’s Management

This financial report is intended to provide our citizens, taxpayers, customers, investors, and
creditors with a general overview of the City’s finances, and to show the City’s accountability for
the money it receives. If you have questions about this report or need additional information,
contact the city clerk’s office, 36535 Green Street, New Baltimore, Mi 48047,
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Statement of Net Assets

june 30, 2011

Primary Government

Governmental Business-type Component
Activities Activities Total Units
Assets
Cash and cash equivalents $ 3,939,509 $ 4,530,435 $ 8,469,944 $ 309,217
Investments 1,414,073 1,009,525 2,423,598 -
Receivables - Net:
Property taxes 67,246 - 67,246 -
Customers 142,972 739,029 882,001 -
Accrued interest 165 496 661 -
Due from other governmental units 198,868 - 198,868 -
Due from component units 206,250 - 206,250 25,089
Internal balances (430,327) 430,327 - -
Inventory - 145,960 145,960 -
Prepaid expenses and other assets 303,587 121,668 425,255 78
Restricted assets 107,020 186,111 293,131 -
Inventories , 61,563 - 61,563 -
Capital assets:
Assets not subject to depreciation 4,839,085 1,039,105 5,878,190 -
Assets subject to depreciation - Net 16,749,565 58,159,643 74,909,208 436,398
Total assets 27,599,576 66,362,299 93,961,875 770,782
Liabilities
Accounts payable 248,433 518,091 766,524 3,216
Due to other governmental units 1,920 - 1,920 -
Due to component units - - - 25,089
Due to primary government - - - 206,250
Refundable deposits, bonds, etc. 192,329 - 192,329 -
Accrued liabilities and other 348,811 93,346 442,157 4,054
Deferred revenue 36,301 - 36,301 -
Noncurrent liabilities:
Due within one year -
Long-term debt 675,000 880,000 1,555,000 -
Due in more than one year:
Compensated absences 201,842 55,614 257,456 7,180
Net OPEB obligation 534,241 156,014 690,255 -
Long-term debt 15,950,000 17,290,000 33,240,000 -
Total liabilities 18,188,877 18,993,065 37,181,942 245,789
Net Assets
Invested in capital assets - Net of related
debt 4,963,650 41,028,748 45,992,398 436,398
Restricted for:
Streets and highways 289,789 - 289,789 -
Debt service 2i2,542 - 212,542 -
Capital projects - 186,111 186,111 -
Police and fire operations 17,577 - 17,577 -
Recreation and culture 261,739 - 261,739 -
Perpetual Care 200,000 - 200,000 -
Construction code activities 10,948 - 10,948 -
Unrestricted 3,454,454 6,154,375 9,608,829 88,595
Total net assets $ 9,410,699 $ 47,369,234 $§ 56,779,933 § 524,993

The Notes to Financial Statements are an
Integral Part of this Statement. 8
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Program Revenue
Operating Grants  Capital Grants

Charges for and and
Expenses Services Contributions Contributions
Functions/Programs
Primary government:
Governmental activities:
General government $ 1,348,695 $ 630,448 $ - $ 2,105
Public safety 3,107,688 153,549 42,556 2,363
Public works 2,277,040 620,183 548,092 -
Community and economic development 131,952 - - -
Recreation and cuiture 1,064,648 99,396 25,557 5,000
Interest on long-term debt 746,126 - - -
Total governmental activities 8,676,149 1,503,576 616,205 9,468
Business-type activities:
Water 1,656,050 1,408,970 - -
Sewer 2,587,042 2,102,287 - -
Stormwater I 65,072 I 46,329 - -
Total business-type activities 4,408,164 3,657,586 - -
Total primary government $ 13,084,313 $ 5161,i62 $ 616,205 $ 9,468
Component units:
Downtown Development Authority $ 25418 $ - % - 3 -
Economic Development Corporation 78,407 - - -
Local Development Financing Authority 6,814 - - -
Total component units $ 110,639 §$ - $ - $ -

General revenue:
Property taxes
State-shared revenue
Investment income

Other miscellaneous income

Total general revenue
Transfers

Change in Net Assets
Net Assets - Beginning of year

Net Assets - End of year

The Notes to Financial Statements are an
integral Part of this Statement. 9



Statement of Activities
Year Ended June 30, 201 |

Net (Expense) Revenue and Changes in Net Assets
Primary Government

Governmental Business-type Component
Activities Activities Total Units
$ (716,142) $ - $ (716,142) $ -
(2,909,220) - (2,909,220) -
(1,108,765) - (1,108,765) -
(131,952) - (131,952) -
(934,695) - (934,695) -
(746,126) - (746,126) -
(6,546,900) - (6,546,900) -
- (247,080) (247,080) -
- (484,755) (484,755) -
- (18,743) (18,743) -
- (750,578) (750,578) -
(6,546,500) (750,578) (7,297,478) -
- - - (25,418)
- - - (78,407)
- - - (6,814)
- - - (110,639)
5,232,936 - 5,232,936 130,807
813,958 - 813,958 -
29,704 32,506 62,210 1,133
11,226 668,951 680,177 4,293
6,087,824 701,457 6,789,281 136,233
466,450 - 466,450 (466,450)
7,374 (49,121) (41,747) (440,856)
9,403,325 47,418,355 56,821,680 965,849

$ 9,410,699 $ 47,369,234 $ 56,779,933 $ 524,993
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Governmental Funds

Balance Sheet
june 30, 2011

Special Capital Projects

Revenue Fund -  Fund - Public Nonmajor
General Fund Library Improvement Funds Total
Assets
Cash and cash equivalents $ 680,589 $ 103,708 $ 1,161,011 $ 717,052 $ 2,662,360
Investments 1,132,621 133,048 100,265 - 1,365,934
Receivables - Net:
Property taxes 44,152 6,040 - 17,054 67,246
Customers 142,972 - - - 142,972
Accrued interest 165 - - - 165
Due from other governmental
units 110,435 - - 88,433 198,868
Due from component units - - 206,250 - 206,250
Due from other funds 50,000 - - - 50,000
Prepaid expenses 37,180 2,299 - 2,004 41,483
Restricted assets - - 107,020 - 107,020
Total assets $ 2,198,114 $ 245,095 $ 1,574,546 $ 824,543 $ 4,842,298
Liabilities and Fund Balances
Liabilities
Accounts payable $ 125270 % 4909 $ 51,064 $ 6232 $ 187,475
Due to other governmental units 1,920 - - - 1,920
Due to other funds - - - 50,000 50,000
Advances from other funds 134,692 - - - 134,692
Refundable deposits, bonds, etc. 187,829 - - 4,500 192,329
Accrued liabilities and other 136,984 7,951 - 3,451 148,386
Deferred revenue 80,453 6,040 - 17,054 103,547
Total liabilities 667,148 18,900 51,064 81,237 818,349
Fund Balances
Nonspendable:
Prepaids 37,180 2,299 - 2,004 4,483
Perpetual Care - - - 200,000 200,000
Restricted:
Police - - - 17,577 17,577
Debt service - - - 195,488 195,488
Park improvements - - - 29,504 29,504
Assigned:
Street improvements - - - 289,789 289,789
Construction code activities - - - 8,944 8,944
Public improvements - - 1,523,482 - 1,523,482
Library operations - 223,896 - - 223,896
Unassigned 1,493,786 - - - 1,493,786
Total fund balances 1,530,966 226,195 1,523,482 743,306 4,023,949

Total liabilities and
fund balances $ 2,198,114 $ 245,095 $ 1,574,546 $ 824,543 $ 4,842,298

The Notes to Financial Statements are an
Integral Part of this Statement. B



