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CITY of DECATUR

P.O. Box 488 — Decatur, Alabama 35602

Commodore Stephen Decatur
1779 - 1820

March 30, 2006

To the Honorable Mayor, Members of the City Council, and Citizens of the City of Decatur, Alabama

The Comprehensive Annual Financial Report of the City of Decatur, Alabama, for the fiscal year ending September
30, 2005, is hereby submitted. Responsibility for both the accuracy of the data, and the completeness and faimess of
the presentation, including all disclosures, rests with management. This report, including the exhibits and statistical
data contained herein, has been prepared by the Finance Depariment of the City of Decatur in conformity with the
standards established by the Governmental Accounting Standards Board and complies with accounting principles
generally accepted in the United States of America (GAAP). We believe the data as presented is accurate in all
material aspects, and that it is presented in @ manner to fairly set forth the financial position and results of operations

of the City.

Alabama state faw requires an annual audit fo be made, in accordance with generally accepted audifing standards, of
all books and accounts of the City by independent certiffed public accountants. This requirement has been complied
with and the report of Beason & Nalley, Inc., Certified Public Accountants, for the fiscal year ended September 30,

2005 is inctuded in this report.

This year's annual audit included 2 single audit of all federal grants, which compiies with federal iegislation. The
single audit report is forwarded to the City's grantor agencies for review.

GAAP require that management provide a narratfive introduction, overview, and analysis to accompany the basic
financial statements in the form of Managemenf’s Discussion and Analysis (MD&A). This letter of transmittal is
designed to complement MD&A and should be read in conjunction with it. The City of Decatur's MD&A can be found
immediately following the report of our independent auditors, Beason & Nalley, Inc., Certified Public Accountants.

Profile of the Government

Decatur, Alabama was named in honor of the illustrious naval hero, Commodore Stephen Decatur, famed for his
gallantry in the confiict with the Barbary States of North Africa, and later in the War of 1812, The town was
incorporated December 8, 1826, by an act of the legislature.

Decatur, the county seat of Morgan County, is situated in northern Alabama, on the Tennessee River, midway
between Nashville, Tennessee (110 miles to the north), Birmingham, Alabama (85 miles to the south), Aflanta,
Georgia {200 miles to the east), and Memphis Tennessee (200 miles to the west). Huntsville, Alabama is thirty miles

east of Decatur.

Since October 1968, the City of Decatur has been governed by a mayor-council form of government. The mayor is
chief executive officer of the city and is elected by general election to a four year term. The city council is the
legislative body and consists of five (5) members, who are elected for four year terms. Prior to 1988, members of the
city council were elected on an “at large” basis. in 1988, the city council established five (5) electoral districts, one of
which is primarily black in population. An election was held August 23, 1988, on a “single member district” basis to fill

all five places on the city council.

The City of Decatur provides a full range of services. These include police and fire protection, sanitation services, the
construction and maintenance of streets and infrastructure, recreational facilities (24 parks comprising 1,263 acres,
34 tennis courts, 4 recreation centers, 32 ball fieids, 4 pools, 4 golf courses both public & private, 31 soccer fields),
cultural events, community services, and general administrative services. The city operates Point Mallard Park, a
major 750 acre family recreation park on the Tennessee River, and home of America's first wave pool. At this
location, in addition to the wave pool, there is an Olympic diving pool, water slides, 18-hole championship golf course,
regulation size ice rink, and a 210 pad campground. The City continues to make major investments in the park.
Utility services are provided through a separate Municipal Utilities Board, which functions as a department of the City
of Decatur and has been included as an integral part of the City's financial statements.



The City maintains budgetary controls fo ensure compliance with legal provisions in the annually appropriated
budgets adopted by the City Council. Activities of the general fund and special revenue funds are included in the
budget process. Project length financiai plans are adopted for all capital project funds. A formal budget is not
adopted for the debt service funds because effective control is achieved through the related debt's indenture
provisions. Although not legally required, the City Council also approves operating budgets for the Point Mallard and
Landfill enterprise funds and the Cemetery permanent fund. The legal level of budgetary control is the department
level. A formal amendment to the original budget is adopted after the Council reviews and approves changes at mid-
year. All annual appropriations lapse at year-end.

Local economy

The information presented in the financial statements s better understood when it is considered from the broader
perspective of the specific environment within which the City of Decatur operates.

Decatur and Morgan County have a strong, diversified industrial base built on the area's access to raw materials and
their end markets. Looking back on economic activity for the past year, positive trends continue for the area despite
layoffs and company downsizings that have occurred over the past couple of years. Qur manufacturers are still
investing money into their companies and many are expanding operations. in fiscal year 2005, there was one new
company, and twenty-seven expansions investing $183.35 million and creating 374 jobs. The numbers are up from
the previous year, and companies continue to invest in their local facilities, expressing a confidence in their outiook of

Decatur and Morgan County.

The Decatur MSA unemployment rate improved in 2005 with 3.9% unemployed compared with 6.1% at 9/30/04. This
rate is slightly higher than the state’s average unemployment rate which was 3.5%. : .

Long-term financial pfanning

Envision Decatur is a plan for the renovation of the downtown, uptown, riverfrant, and West Moulton Street areas.
The consuitant contract was completed in the spring of 2004 and estimated time for full impiementation of this plan is
twenty years. Day Park, an entryway to the City, became part of the North Alabama Birding Trail and was formally
dedicated in September 2005. The $300,000 development was funded by the room occupancy tax imposed by the
Hospitality Association. Alsc funded with the room occupancy tax is the $1.6 million construction project on the
marina and other facilities on the old Ingails property located adjacent to the Tennessee River. Improvements to
Belano Park, funded by grants, include restoration of the Rose Garden, a new $200,000 water play feature through
the Land, Water, and Conservation program, and a $200,000 walking trail funded through the Alabama Department
of Transportation. The Southwest Recreation Center was renamed in honor of Jack Allen, a former Council
president. Construction continues on the soccer complex.

The new Turner-Surles Community Resource Center will open March 2006 in Northwest Decatur. The North West
Community Development Corporation was formed to provide the organizational framework for community based
ieadership fo pian and implement actions which will lead to the revitalization, development and sustainability of
Northwest Decatur using this nrew Resource Center. The Corporation’s mission is to foster economic developrment
programs, opportunities for self-reliance, empowerment and entrepreneurship for residents of Northwest Decatur,
expand the availability of and accessibility to decent and affordable housing, enhance employment opportunities of
residents through adult training, education, employment programs, and business development opportunities, create
programs and opportunities for joint venture projects with successful for-profit business and catalyze and sustain a
sense of neighborhood in Northwest Decatur. Approximately one million doltars has been spent on this new resource
center funded entirely by community development biock grant funds. Future funding to complete the Resource
Center and pay cosis related to CDC activities will be provided by the Community Development Block Grant program.

The City and the Decatur Board of Education have worked together to insure a safe school environment for the
students and faculty. In September 2005, the U.S. Department of Justice awarded a $372,844 Secure Our Schools
grant for the purchase and installation of metal detectors and camera surveillance systems for the two high schools
and three middle schools. The City's match was $111,853. The Cops in Schoois grant from the U.S. Department of
Justice provides the salaries and benefits for four City of Decatur police officers to be deployed full time in the

schools.
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Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Cerfificate of
Achievement for Excellence in Financial Reporting to the City of Decatur for its comprehensive annual financial report
for the fiscal year ended September 30, 2004. This was the thirteenth consecutive year that the govemment has
achieved this prestigious award. In order fo be awarded a Certificate of Achievement, a government must publish an
easily readable and efficiently organized comprehensive annual financial report. This report must satisfy generally
accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that cur current comprehensive annual
financial report continues to meet the Certificate of Achievement Program’s requirements, and we are submitting it to

the GFOA to determine its eligibility for another certificate.

The preparation of this report is possible because of the efficient and dedicated service of the enfire staff of the
finance department. We wish to express our appreciation to Alien Stover, who assisted in the preparation of this
report and our independent auditors, especially Jeremy Jefferys, CPA and Julie Reeves, CPA.  We would also like
to thank the Mayor and members of the City Council for their interest and support in planning and conducting the

financial operations of the City in a responsible manner.

Respectfully submitted,

Gail Busbey Linda McKinney
Chief Financial Officer Finance Supervisor

=Xll-



Independent Auditor's Repont

The Honorable Mayor and Members
of the City Council

City of Decatur

Decatur, Alabama

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 the City of Decatur,
Alabama (‘the City"} as of and for the year ended September 30, 2005, 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 Decatur's
management. Our responsibility is to express opinions on these financial statements
based on our audit. We did not audit the financial statements of the City of Decatur’s
Board of Education ("Board of Education”), which is a component unit of the City, or the
financial statements of the Municipal Utilities Board Enterprise Fund (*Utilities Board”).
The Board of Education’s financial statements represent 98.5% of the total assets and
99.8% of the revenues of the discretely presented comiponent units. The Utilities
Board's financial statemenis represent 91.2% of the total assets and 94.8% of the
operating revenues of the enterprise funds. Those financial statements were audited
by other auditors whose reports have been furnished to us, and our opinion, insofar as
it relates to the amounts included for these entities, is based solely on the réports of the

other auditors.

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 audi 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
and the reports of the other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, 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 of Decatur, Alabama, as of September 30, 2005,
and the respective changes in financial position and cash flows, where applicable,
thereof and the respective budgetary comparisons for the General Fund, and the
School Special Revenue Fund for the year then ended in conformity with accounting
principles generally accepted in the United States of America. . ‘

As ‘described in Note 5G to the basic financial statements, the City adopted
Governmental Accounting Standards Board (GASB) Statement No. 40, Deposit and
Investment Risk Disclosures — an amendment of GASB No. 3.

Beason & Nalley, Inc.
101 Monroe Street
Huntsville, Alabama
35801-4829

Tel: 256.533.1720
800.416.1946
Fax: 256.534.8558

www.beasonnaliey.com



The management's discussion and analysis beginning on page 3 is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We and other auditors have applied certain iimited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no opinion

onit

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Decatur's basic financial statements. The introductory section, supplementary
information and statistical information listed in the table of contents are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The supplementary
infformation has been subjected to the auditing procedures applied by us and the other auditors in the
audit of the basic financial statements and, in our opinion, based on our audit and the reports of other
auditors, are faitly stated in all material respects in relation to the basic financial statements taken as a
whole. The introductory section and the statistical information have not been subjected to the auditing
procedures applied in the audit of the basic financial statements and, accordingly, we express no opinion

on them..

In accordance with Government Auditing Standards, we have also issued our report dated January 30,
2006 on our consideration of the City of Decatur’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts and grants. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and shouid be

read in conjunction with this report in considering the results of our audit.

2 57
5“% : ama ,,wng ,
CERTIFIED F’UBL!C ACCOUNTANTS

January 30, 2006




CITY of DECATUR

P.O. Box 488 — Decatur, Alabama 35602

Commodore Stephen Decatur
1779 - 1820

Management's Discussion and Analysis

As management of the City, we offer readers of the City's financial statements this narrative overview and analysis of
the financial activities of the City for the fiscal year ended September 30, 2005. We encourage readers to consider
the informationpresented here in conjunction with our letter of transmittal at the front of this report and the City's

financial statements, which follow this section.

Financial Highlights

+ The assets of the City exceeded its liabilities at the ciose of fiscal year 2005 by $243.2 million. Of this amount,
$23.4 million from governmental activities is considered unrestricted, which means the City may use this
amount, plus future revenues, to meet its ongoing obligations to citizens and creditors.

s The unrestricted net assets of the business-type ac’uwtles are $28 1 million and may be used to meet the
ongoing obligations of the business-type acltivities. ’

e Total net assets increased $8.6 million in 2005. Net assets of the governmental activities increased $2.8 million
and net assets of the business-type activities increased $5.8 million

e Total revenues of the governmental activities increased $1.5 million or 2.5 percent, and fotal expenses of
govemmental activities increased $1.3 million, or 2 percent.

+  As of September 30, 2005, the governmental funds reported a combined ending fund baiance of $25.1 million, a
decrease of $2.6 million from the prior year. Of the ending fund balance, $22.7 million is unreserved and
availabie to finance the activities of the governmental funds and $2.4 miliion is reserved to meet existing
obligations.

» The General Fund reported a fund balance of $19 8 million and $9.5 million of this amount is avallable for any
purpose. The fund balance decreased $1.2 million from the prior year.

e  The City's total debt decreased by $10.3 million during 2005. $10.1 million in principal was paid during the year.
Decatur City Schools issued $26 million in Capital Outlay Warrants, for which the City of Decatur is not

responsible.

Overview of the Financial Statements

This discussion and analysis are intended fo serve as an introduction to the City's basic financial statements. The
City's basic financial statements comprise three components: {1) government-wide financial statements, (2} fund
financial statements, and (3) notes to the financial statements. This report also contains other supplementary

information in addition to the basic financial statements themselves.

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

The statement of net assets presents information on ali of the City's assets and liabilities, with the difference
between the two reported as net assets. Cver time, increases or decreases in net assets may serve as a useful

indicator of whether the financial position of the City is improving or deferiorating.

The statement of activities presents information showing how the government's net assets changed during the most
recent fiscal year. Ali changes in net assets are reported as soon as the undetlying event giving rise to the change
oceurs, regardless of the timing of the cash flows. Thus, revenue and expenses reported in this statement for some
items will only result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused annual

leave).




Management's Discussion and Analysis- Continued

Both of the government-wide financial statements distinguish functions of the City that are principally supported by
taxes and intergovernmental revenues (governmental activities) from other functions that are intended to recover all
or a significant portion of their costs through user fees or charges (business-type activities). The govemmental
activities of the City include general government, public safety, public works, public services, intergovernmental,
community service, community development, and personnel board functions. The intergovernmental functions of
the City are those activities whereby the City provides financial resources to other governmental entities, primarily
the Decatur Board of Education for support of the city school system.

The business-type activities of the City include the Municipal Utilities Board, Sanitary Landfill and Point Mallard
operations.

All of these activities are collectively referred to in the financial statements as those of the primary government.

As described in the letter of transmittal and notes to the financial statements, other entities’ activities are included in
this report because of the relationship of these legally separate entities to the City. Financial information of the
Board of Education and Public Building Authority are referred to in the financial statements as those of the
discretely-presented component units. This discussion and analysis focuses on the primary government, and the
complete financial statements (including MD&A) of the component units may be obtained from the Finance

Department of the City.
The government-wide financial statements can be found on pages 12 through 13 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over resources
that have been segregated for specific activities or objectives. The City, like other state and local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the funds of
the City can be divided into two categories: governmental funds and proprietary funds.

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

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is
useful to compare the information presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements. By doing so, readers may better understand
the long-term impact of the government's near-term financing decisions. Both the governmental fund balance sheet
and the governmental fund statement of revenues, expenditures, and changes in fund balances provide a
reconciliation to facilitate this comparison between governmentat funds and governmental activities.

The City maintains sixteen individuat governmental funds:

* General Fund and the School Fund are considered to be major funds, and information is presented separately in
the governmental funds balance sheet and in the governmental funds statement of revenues, expenditures, and

changes in fund balances for these funds.

+ . The fourteen other govenmental funds are considered to be non-major governmental funds, and they are
combined into a single, aggregated presentation in the basic financial statements. Individual fund data for each
of these funds is provided in the form of combining statements elsewhere in this report.

The basic governmental fund financial statements can be found on pages 14 through 17 of this report.

Proprietary funds. The City maintains only one type of proprietary fund. Enterprise funds are used to report the
same functions presented as business-type activities in the government-wide financial statements. The City uses
enterprise funds to acceunt for its Sanitary Landfill and Point Mallard operations and the Municipal Utilities Board

Fund.






