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December 23, 2008

Mayor Beach,
Members of the City Council and
Citizens of Marshalltown, lowa:

In accordance with Chapter 11 of the Code of lowa, | hereby submit the Comprehensive Annual Financial
Report (CAFR) of the City of Marshalltown, lowa, (City) for the fiscal year ended June 30, 2008. The
accuracy of data, and the completeness and fairness of the presentation, including all disclosures, is the
responsibility of the City management. To the best of our knowledge and belief, the enclosed data
accurately, and in all material respects, is reported in a manner that presents fairly the financial position
and results of operations for the City and its component units. All disclosures necessary to enable the
reader to gain an understanding of the City's financial activities have been included. Also included is
information required to fulfill SEC disclosure regulations and bond covenants as it pertains to bonds held
by the City of Marshalltown.

The CAFR is organized into the four sections: Introductory, Financial, Statistical and Compliance.

1. The introductory section is unaudited and includes the table of contents, this letter, a copy of
the Certificate of Achievement for Excellence in Financial Reporting awarded for the FYE 07
CAFR, an organizational chart and a listing of principal elected and appointed officials.

2. The financial section includes the independent auditor's report, the management’s discussion
and analysis (MD&A) of the City’s financial activities, the basic financial statements, the
combining and individual fund financial statements, schedules and supplementary information.

3. The statistical section of the report, which is also unaudited, includes statistical information
pertaining to the City's financial condition and operations, generally presented on a multi-year
basis. This section has been expanded to comply with GASB (Government Accounting and
Standards Board) Statement Number 44. Also included in this section are schedules required
for bond covenant and SEC compliance.

4. The fourth section of the report provides the information needed to comply with the U.S. Office
of Management and Budget Circular A-133, Audits of States, Local Governments and Non-
Profit Organizations. Information related to the single audit, including the independent auditor's
report, the schedule of expenditures of federal awards (SEFA), schedule of findings and
guestioned costs are included in the compliance section.

The City of Marshalltown’s financial statements have been audited by Eide Bailly LLP of Dubuque, lowa, a
firm of licensed certified public accountants. The goal of the independent audit was to provide reasonable
assurance that the City's financial statements for the fiscal year ended, June 30, 2008 are free of material
misstatement. The independent audit involved examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements; assessing the accounting principals used and significant
estimates made by management, and evaluating the overall financial statement presentation. The
independent auditor, concluded, based upon the audit, that there was a reasonable basis for rendering an
unqualified opinion that the City of Marshalltown’s financial statements for the fiscal year ended, June 30,
2008 are fairly presented in conformity with GAAP.

Management'’s discussion and analysis (MD&A) immediately follows the independent auditor’s report and
provides a narrative introduction, overview, and analysis of the basic financial statements. The MD&A
complements this letter of transmittal and should be read in conjunction with it. With the FY 05 financial
report, the City implemented Governmental Accounting Standards Board Statement No. 44. This statement

CITY COUNCIL: William Backoff, Bob Wenner, Bethany Wirin, Andrea Maxwell, Al Hoop, Marla Grabenbauer, Robert Schubert
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expands the usefulness of the information presented in the Statistical Section of this report, presenting
many multi year histories of many financial trends. As the years progress, a greater amount of comparison
will be provided to aid the reader in understanding the underlying financial condition of the City.

Profile of the Government

The City was incorporated July 27, 1863 under the laws of the State of lowa, later amended on June 16,
1975 under the City Home Rule Act. Marshalltown is located in the central region of the state, with a land
area of 19.19 square miles and a population of 26,009 as of the 2000 census. The City is empowered to
levy a property tax on both real and personal property located within its boundaries, and has the power to
extend its corporate limits by annexation, which was done during the fiscal year of this report, adding 1.04
square miles for the potential Alliant Energy Plant expansion. The City operates under a mayor-council form
of government. Setting policy and legislative authority are vested in the seven-member council. The City
Council is responsible for passing ordinances, resolutions, adopting and amending the budget, appointing
committees and hiring the City Administrator as provided by ordinance. The Mayor and Council are elected
on a nonpartisan basis. Beginning November 1997 the elections are on a four year staggered term rotation,
allowing continuity within the membership. Four of the council members are elected from within their
respective districts. The mayor and the three remaining council members are elected at large. The City
Administrator, hired by the City Council is responsible for carrying out the policies and ordinances of the
council, overseeing the day-to-day operations of the government, and for hiring the City Clerk and
department managers.

The City provides police, fire, traffic safety, culture, recreation, community development, public works,
sewage collection and disposal, compost facility, a transit system, municipal parking lots, various housing
programs as authorized by its charter. For financial reporting purposes, all funds, agencies, boards,
commissions, trusts and authorities involved in the provision of these services are included if the City is
financially accountable. Financial accountability is determined by several inherent factors, including fiscal
dependence, ability to impose will upon the entity’s governing body, provision of specific financial burdens or
benefits and separate legal entity status. In Marshalltown, the library is overseen by a board of directors and
included in the operations of the general fund. 911 Communications are administered by a 911
Commission, which uses an agreement allowed by Chapter 28 of the Code of lowa and is included in this
report. The water distribution system, administered by an independent utility board of trustees, and the
Convention and Visitors Bureau, administered by a board of directors, are included as component units of
the City. The Marshalltown School District and East Marshall School District are administered by
independent and autonomous boards created and elected under the authority of the Code of lowa, are
legally separate and are fiscally independent of the state and other local governments. The school districts'
financial statements are, therefore, not included as part of the City’s financial report. However, the county
and school district overlapping debt is displayed in the statistical schedules.

The annual budget serves as the foundation for the City of Marshalltown’s financial planning, development
and control. The budget is adopted as one document containing two components, the capital and operating
budget. The capital budget includes all projects and assets acquisitions in excess of $5,000. All City
departments are required to submit appropriation requests to the finance department during the fall of each
year. Revenue estimates and expenditure requests are verified for availability and compatibility with Council
goals and policies. The city administrator then uses this analysis for developing a proposed budget. The
proposed budget is presented to the council for review during January. The council is required to hold at
least one public hearing on the proposed budget and to adopt a final budget before March 15. The legally
adopted budget is prepared by function (e.g., Public Safety, Public Works, Capital Projects etc).
Department managers may make transfers of appropriations within the department. The transfer of
appropriations between functions, however, requires a public hearing and approval by the city council prior
to exceeding the published function budget. Budgetary control is monitored at the function level. All funds
budgeted in accordance with state statute are included in the budget-to-actual comparisons, presented on
pages 74-76 as part of the required supplementary information.
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ECONOMIC CONDITION AND OUTLOOK

The local economic outlook is still positive based upon the recent events listed later in this letter. The
national trend for a slow down in construction is not reflected within Marshalltown due to various projects.
Building permits were up $11,464,000 for new construction and $7,524,700 for remodeling, repairs and
additions. Seventeen new single-family units were constructed totaling $3,548,000. Sixty-two multi family
units were given permits during this fiscal year adding $7,853,000 to local housing. Retail sales are
slowing, however, their strength over the past three years still points to Marshalltown as a stable regional
economy. Unemployment is relatively low, and skilled workers are in demand statewide. Civic leaders
have successfully capitalized on this continued momentum with the announcement of various industrial
expansions discussed below.

The Local Option Sales Tax (LOST) begun April 1, 2000 was extended for another ten years in early
2004. The original ballot language required 20% of the LOST for the storm sewer, 5% for cash flow
reserves and 75% designated for property tax relief. Having successfully achieved the goals of that
mandate, the 2004 ballot changed the 5% to be designated by the City Council for any legal purpose and
the 20% to be designated for storm sewer and other capital projects. The LOST generated over $2.7
million tax collected and interest earned, down slightly from $2.9 last year, yet still demonstrating overall
stability in the regional retail sector. The 75% property tax relief portion of the LOST was applied during
preparation of the budget for fiscal year 2007-2008, reducing the tax levy by $3.16/$1,000 of taxable
valuation or $2,156,250. The Council's discretionary designation for this year went to additional street
repairs due to the severity of the winter. The George Butler and Associates study on the condition of the
storm sewer system, created a status and location database sighting repairs and reconstruction in excess
of $13.6 million. During this year Council continued chipping away at pent up projects, completing repair
on Hughes Street, and beginning work on Ingledue. Due to flooding in May and June of 2008, most of
the spring storm water work was deferred until after the fiscal year ended. Approximately $250,000
damage occurred, minor in relation ot other communities in the state. The City is working with FEMA to
identify all damages and recoup some of the related expenses. Most of the damage was discovered after
the close of the fiscal year, with little material impact on this year’s report.

The School Infrastructure Local Option (SILO) Sales Tax, originally passed in 2004, was designated to
buy down the $25,000,000 infrastructure bonds for ten years. Voters in Marshall County gave the
extended collection of SILO tax through 2022. Beginning July 1, the State of lowa will collect a sales tax
of six percent and abolish the schools Local Option Sales Tax. According to the terms of the legislation
communities with outstanding bonds previously issued for school infrastructure will be allocated sufficient
funds to retire those obligations.

In Marshalltown, most of the schools undergoing restructuring were completed to the extent that students
have relocated to the new facilities during 07-08 school year. Some of these facilities were damaged
during the '08 floods and are undergoing still more restructuring of the physical plants to mitigate future
destruction. The school district is working with FEMA on these projects.

MAJOR INITIATIVES
BUILDING ON WHAT WE ALREADY HAVE

One of the most stable institutions in Marshalltown is the lowa Veteran’s home (IVH) which opened in
1887. Employer of 1,000, this facility is housed on a 160 acre campus serving over 755 beds for
veterans, spouses and widows. During this year, IVH began a $100 million construction and renovation
project with the demolition of homes to make way for future expansion. Funding of $26.75 million has
been granted from the U.S. Department of Veterans Affairs towards phase one of the project. $20 million
has been budgeted from the state for the three final phases of the project on top of $14 million for phase
one. Phase one will include a 120 bed nursing facility and a 60 bed pavilion to have a home-like feel for
residents requiring less supervision.
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Imagine is a community-wide initiative facilitated by a coalition of community organizations and
individuals. The mission for Imagine is to engage community members in a collaborative, community-
wide visioning process which has developed 7 big ideas to be implemented by 2011. Their mission is to
move Marshalltown into the future by focusing on sustainable community development: meeting the
needs of the present without compromising the ability of future generations to meet their own needs.
Many of the Imagine committees are still actively working towards the seven Imagine 2011 ideas. Biking
enthusiasts came before the Council with a number of proposals to enhance the Pedestrian and Bike
Friendly Committee’s desire to add signage to the existing 8.9 miles of bike path and configure various
streets as bike routes. All of these endeavors enhance the committee’s major goal to complete the local
links for the American Discovery Trail network, a 6,800 mile trail that goes from coast to coast.

Many of the downtown projects begun last year are making a slow start due to increases in construction
costs. The renovation of the historic Orpheum is a joint venture between lowa Valley Community
College, the Orpheum Board of directors, and the City. With visions of keeping the retro style of this 1949
movie theatre, the parties at hand have now secured favorable bids for the $3.22 million project,
relocating an adjoining business and finalized a $1,000,000 application for state funding. The facility will
be used for various cultural events, live theatre and a theatrical construction and storage area. Interior re-
construction is scheduled during the winter of 2008-2009. Mid 2009 is the anticipated opening date for
the facility.

Upgrading existing facilities is always important to keep the interest and activities of members at the
Community Y. This year the game room has been converted to several interactive electronic games to
keep after school youth and adults punching, dancing, sidestepping and jumping around. The interactive
body controls and flashing floor pads are expected to keep interest ‘jumping’. Computerized controls
change the skill levels for the various participants making the game room versatile for all ages.

Continued strength to the medical segment of the community is also building on last year’s initiatives.
The Marshalltown Medical and Surgical Center's (MMSC) Cardiovascular Cath Lab performed 841
cardiovascular procedures, 300 more than projected. The local availability of the technology, skilled
surgeons and support staff has contributed to Marshalltown’s ability to provide various tests, diagnosis
and treatments within the 90 minute window recognized as a national goal in saving the heart muscle.
Before the construction of the Cath Lab, all such procedures required a 45 minute commute to Des
Moines or Ames which were the closest facility.

Another enhancement at the community hospital includes the installation of the state of the art MRI
scanner within the MMSC facility. The new equipment provides a larger bore opening and more free
space between the patient's head and the magnet, features needed for large patients and those with
claustrophobia. The Siemens equipment also provides up to four times more signal-to-noise ratio over
traditional open MR designs. It can also perform advanced clinical applications in less time.

Marshalltown has long been the home of the Wolfe Eye Clinics. This year, two new state of the art
operating microscopes were installed in March at Marshalltown Medical & Surgical Center for the use of
the eye clinic. These microscopes are designed for cataract surgery, featuring a new form of illumination
that dramatically improves the retinal reflex and depth perception.

McFarland Clinic, another local medical provider, opened Urgent Care Clinic in Marshalltown for residents
seeking health care services after regular business hours. The Urgent Care Clinic opened in June, 2008
at the Southside location. Services offered are for acute, non emergency health problems or injuries that
require immediate attention. Conditions commonly seen include upper respiratory problems, strains,
sprains, minor lacerations and burns. Follow up care, if needed, is coordinated with the patient’s regular
care provider.

McFarland Clinic is also building a new dialysis center in the south area of the community, scheduled to
receive patients in the later part of 2008. This new facility will give additional services locally, increasing
availability to the regional geographical area.
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Marshalltown’s long time industrial base also marked this year with many ground breakings and
announcements, showing future stability of the region. Alliant's announcement to construct a $1 billion
coal burning power generating system last year is progressing through the various application processes.
The construction contractor has been named and the community is preparing for the influx of over 1,000
construction crews and skilled plumbers, electricians and welders. $10-$12 million in Fisher valves will be
used in Alliant’s proposed new power plant in Marshalltown. Alliant’s decision is supported by Emerson’s
experience with installations in existing plants that provide 40 percent of the average peak demand in the
United States. Over the past 18 months, Emerson has been selected to supply its technology-leading
control systems for 12 new US coal-fired units.

During this same period, Alliant began construction on a new technical training center. The new facility
replaces the old training center which sits on the ground where the proposed new power plant will be
constructed. The training center will entail two buildings. The first is a classroom environment while the
other is a hand-on learning space consuming 8,100 square feet with a new garage facility of 4,050 square
feet. Completion is scheduled for March 2009. Upon completion, a field training course will also be
constructed to give crews the chance to work on real-world simulations outside. This facility also has the
potential for training regional emergency crews on how to deal with natural gas fires and downed power
lines.

One of the proposed structures on the new Alliant power plant site has been negotiated with Fisher
division of Emerson, another long time industrial anchor in Marshalltown, to be used as a training and
testing facility for Emerson’s Ovation control systems. Some of the steam generated from the plant will
be the supplier of Fisher's plant generating systems which will support the advanced technology center,
the high pressure and temperature steam required for ongoing research and development activities.

The increased electric supply from the proposed plant also made Marshalltown more viable for Emerson’s
worldwide information technology operations. The $12 million investment will support a new data center
to backup information from Emerson operations and development across the globe from Marshalltown,
lowa. Equipment will be housed in a 12,000 square foot section of a remodeled building on Fisher's
Governor Road campus. Fiber optic connections outside the facility will cost another $2 to $3 million,
supporting world wide businesses. Construction is anticipated to finish in the first quarter of 2009. The
new data center is designed to rarely experience down time. It will backup anything Emerson does
anywhere in the world. The City pledged $100,000 in tax increment financing to facilitate the enhanced
infrastructure.

The Marshalltown Community College opened its doors to the new $6.5 million Student activity center.
Featured in the new facility is a new gymnasium featuring a full college basketball/volleyball court with
seating for up to 1,500, an upper level walking/jogging track, workout area and meeting rooms. The
workout area is available for all students, a great enhancement for campus patrons. The new adjacent
dormitory was a construction project by students increasing the on campus capacity another 24 units.

IVCCD also opened its new Welding & Technology Lab to the Construction Technology building on the
northeast corner of the Marshalltown campus. It is 12,200 square feet, including space for more work
stations, a lab, steel storage, metal preparation, and classrooms. The space accommodates up to 36
modern stations for arc welding, gas welding and brazing (a specialized and highly skilled style of finish
welding). In addition to the welding and brazing training/certification, the new facility enables lowa Valley
to expand its lead safety training, agricultural welding training, and high school career-technical training.
This facility will support skills identified by major employers, Lennox, Fisher Emerson and labor needed
for the new Alliant plant construction.

December 12, 2006, Emerson Process Management, a business of Emerson announced a $19 million
renovation and expansion of its Fisher® control valves research and development facilities in
Marshalltown, lowa. The project creates the Fisher Technology Development Center, which will be the
industry’s largest and most advanced flow control research facility. The center will be staffed by
employees from Emerson’s current research and development facility, with plans to add 15 research and
development engineers. Construction began in early 2007 with final facade completion in April 2009.
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The new facility: 1) Quadruples current air and water flow rate capabilities to permit testing of valves for
larger and higher-pressure applications. 2) Increases pressure and flow sub-systems to support noise
abatement research and product development. 3) Provides new flow sciences research labs to support
multi-phase, cavitations and real world fluid control problems through the expanded dynamic performance
test loops to accommodate larger valves, supporting new product development, and improving customer
demonstration and witness testing capability.

The April 2006 referendum gave a 70% voter approval to build a new library. The referendum allowed not
more than $5,000,000 in general obligation bonds for the project which were sold during this fiscal year.
The challenge to raise $4 million to construct the facility was surpassed with a combination of gifts and
grants. Fisher-Emerson donated property to the City for the new library site and a $250,000 challenge
grant for the project. The project received $1.2 million from the Vision lowa Grant in October 2006. All
other necessary property was secured in the early winter of 2008 and sanitary and storm sewer
modifications were completed. Opening of the facility is planned for December 22, 2008.

OTHER INFLUENCING FACTORS

Conveniently located at the junction of Highways 30 and 330 Marshalltown is the regional hub of central
lowa with six diverse golf courses, art galleries, historic Main Street, antique shopping, annual festivals
and events, architectural tours, Lincoln Highway, indoor and outdoor aquatic centers, 8.9 miles of bike
and walking trails, within 30 miles of the lowa Speedway of Newton, vineyard and wineries, a Vegas-style
casino, and other exciting attractions. Located forty-five minutes northeast of Des Moines, Marshalltown
can offer small town life style within the reach of a large metropolitan area for culture and transportation.

State Economic Impact:

During fiscal year 07-08 the residential assessment rollback continued to increase in essence reducing
resources available to the City and other taxing governments, to an extent reducing growth originally
scheduled to be added to the tax base. Assessed values increased in FY 08 by $26,895,785. However,
the taxable growth in values was only increased 2.4%, influenced by the increase of .4364% rollback
factor for residential removing the commercial roll back factor completely and the calculations used for the
utility excise tax. During the 1980’s, the state legislature limited the value growth by class to 4%
statewide and linked or coupled agricultural and residential values so that neither class could increase at
a greater percentage than the other. The emergence of ethanol plants in lowa has changed the market
value of agricultural prices which has impacted the property tax system in lowa. Legislative Interim
committees continue to examine the property tax system because, in part, the rollback factor continues to
shift the burden for the payment of services onto our businesses and industries. The table below
demonstrates the magnitude of roll back by property classification.

Fiscal Residential Agricultural | Commercial Industrial Utility
Year

07-08 45.5596 100. 100. 100. Excise tax
06-07 45.9960 100. 99.1509 100. Excise tax
05-06 47.9642 100. 100. 100. Excise tax
04-05 45.9960 100. 99.2574 100. Excise tax
03-04 47.9642 100. 100. 100. Excise tax
02-03 48.4558 100. 97.7701 100. Excise tax
01-02 51.3874 100. 100. 100. Excise tax
00-01 51.6676 96.338 98.7732 100. Excise tax
99-00 56.2651 100. 100. 100. Excise tax
98-99 54.8525 96.4206 97.3606 100. 100.
97-98 56.4789 100. 100. 100. 100.
96-97 54.9090 100. 97.2824 100. 100.
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The Utility Replacement Tax (URT) also known as the Excise Tax, replaced the centrally assessed
property tax on utilities with an excise tax based on the generation, transmission and distribution of
electricity and natural gas since 1998. An assessed value of utility property is, however still used to
calculate bonding capacity. This fiscal year there was a slight decrease of 2.7% from the Ultility
Replacement Tax.

Section 42, another factor shifting the property tax liability was enacted by the state legislature in 2005,
known as lowa Code Section 42. This provision changes the calculation of privately held rental
residential units that qualify for federal tax credits. These units previously classified as commercial can
now be classified as residential (enjoying the rollback factor) in part increasing the profitability of the unit.
Pressures are being put upon the legislature to change the commercial classification on all residential
units to enjoy the residential roll back. This would adversely affect the city’s ability to generate revenues
on properties generally requiring more services due to its high density and economic composition.

Capital Improvement Project (CIP) levy is property tax revenue used for the repair and replacement of
capital items, approved by a referendum in 1999. This Capital Improvement levy generated $445,167 this
year. Use of this levy allows: 1) capital equipment and building maintenance on a routine, planned basis,
2) avoids or eliminates the use of debt capacity for capital equipment and building maintenance, 3) avoids
or eliminates interest expense for capital equipment and building maintenance 4) allows more flexibility
for operations within the general fund. By resolution, the City Council voted to set aside 15% of the
annual capital improvement levy for large capital items such as fire engines. To better manage the
resources generated by the levy, all departments prepare at least a five year capital needs plan for
Council approval.

Hotel/Motel Tax is imposed upon the occupancy of local hotel and motel units. In Marshalltown the 7%
rate was imposed in 2005. The tax is used to promote tourism and convention activity within the
community and through the Convention and Visitor's Bureau (CVB), a component unit of the City. The
agreement with the CVB was amended changing the split ratio with the City. The agreement began
July 1, 2006 is reflected below:

75% to be used by the CVB for fiscal year 06-07
74% to be used by the CVB for fiscal year 07-08
73% to be used by the CVB for fiscal year 08-09
72% to be used by the CVB for fiscal year 09-10
71% to be used by the CVB for fiscal year 10-11

Additionally, the Council designated 15% of all annual revenue generated be earmarked for a special
project. During FY 08, these designated funds contributed to the finish the construction of a community
center in the Riverview Park. The facility was constructed through the training program at the community
college in time for the lowa Barbeque Contest. This activity brings thousands of people into the
community. The facility was designed to offer year round rentals to the park.

Special Assessments were used on another capital street project during this fiscal year demonstrating a
change in cost sharing between the City and citizens that directly benefit from the street improvements.
This has allowed the city to reduce the dependence on debt to fund street projects. The City policy uses
the maximum interest rate allowed by state code (currently 9%) to encourage timely retirement of the
assessment.

INTER-GOVERNMENTAL COOPERATION

A monthly meeting of the management of each of the governmental bodies continues for its fourteenth year.
Discussions at these meetings allow informal discussions on changes in the community and their impact on
each agency in the areas of taxation, tax increment financing, GIS mapping, data processing, zoning,
demographics, personnel and transportation. Many of these managers also travel to Washington DC with the
Chamber of Commerce and MEDIC (Marshall Economic Development Impact Committee) to explore available
programs and funding assistance.

The County Board of Supervisors meets with the City Council on a quarterly basis to continue
management's involvement in intergovernmental cooperation and efficiencies. This year the direct benefits
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from the meetings were the discussions on the timing of events and cost sharing for Highland Acres road
improvements and intended projects for tax increment financing. During this fiscal year, the City’s Police
Chief reenlisted for active military duty providing an opportunity to examine the possible merger of law
enforcement services. Due to vast differences in the state established retirement and civil services criteria,
the merger was not feasible, however good information sharing energized the public officials and the
citizens.

FINANCIAL INFORMATION

The management of the City is responsible for establishing and maintaining a system of internal controls
designed to ensure that the assets of the government are protected from loss, theft or misuse and to ensure
that adequate accounting data is compiled to allow for the preparation of financial statements in conformity
with generally accepted accounting principles (GAAP). Internal controls are designed to provide
reasonable, but not absolute, assurance that these objectives are met. The concept of reasonable
assurance recognizes that: 1) the cost of a control should not exceed the benefits likely to be derived; and
2) the valuation of costs and benefits require estimates and judgments by management. Internal controls
have been established within the finance department and are evaluated to provide adequate control based
on resources available. Management continues to modify internal controls to meet changing needs and
recommendations by the external auditors.

The City maintains its daily financial records and budget on a cash basis of accounting. The accounting
records for governmental operations and agency funds are converted to the modified accrual basis at the
end of the fiscal year. Similarly, the enterprise, internal service, and pension trust fund are converted to the
accrual basis of accounting. The fund balances on an accrual basis of accounting vary from the cash type
of balances based on cash receipts and disbursements in that the latter reflect only moneys "on hand" that
are available for spending.

Compliance Audit. As a recipient of federal and state financial assistance, the City also is responsible for
ensuring that adequate internal controls are in place for compliance with applicable laws, regulations,
contracts and grants related to those programs. Internal controls are subject to periodic evaluation by
management and the external audit staff of the City.

As a part of the City's compliance audit, described earlier, tests are made to determine the adequacy of the
internal controls, including that portion related to federal financial assistance programs, and the state
programs determined under the same criteria, as well as to determine that the City has complied with
applicable laws and regulations. The results of the City's independent auditor’s results for the fiscal year
ended June 30, 2008, disclosed one significant deficiency in internal control over the major programs. All
findings and comments can be found in the Schedule of Findings and Questioned Costs in the Compliance
Section of this report.

Cash Management. Cash temporarily idle during the year can be invested in demand deposits, certificates
of deposits, commercial paper rated AAA or above, obligations of the U.S. Treasury or an investment pool.
The investment pool utilized by the City was the IPAIT (lowa Public Agency Investment Trust) which invests
primarily in U.S. Treasury securities, repurchase agreements, and agency securities backed by the full faith
and credit of the U.S. Government. Investment of City funds are restricted by state statute and local policy.
All investments of the primary government are directly held and managed by the City Finance Director with
co-authority of the City Administrator. An Investment Advisory Committee of financial specialists within the
community review all investment activity on not less than a quarterly basis, insuring the investment vehicles
are diversified, staggered to meet cash flow needs, and with minimal risk exposure. The maturities of
investments generally range from 30 days to 3 years. With the change in the investment market, the
volatility in interest rates, and progress on capital projects there was a decrease in earnings from $655,348
in FYE '07 to $602,711 this year.

Risk Management. The city is exposed to various risks of loss related to torts; theft, damage, or destruction
of assets; errors and omissions; worker's compensation; and health care of its employees. The city has
participated in the lowa Cities Assurance Pool since 2005 in insure itself from such losses. This is an
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intergovernmental organization created to secure affordable insurance to municipalities and counties with
similar risk exposures. The City covers its worker's compensation coverage with the lowa Worker’s
Compensation Association. Strategic planning of worker's compensation cases including medical case
management, a safety committee, supervisory/employee relations, transitional work and litigation
management have been incorporated into the City’s risk management program. More details on the City’'s
risk management can be found in the Notes to the Financial Statements found later in this report.

The City’s self-funded health insurance also promotes safety and wellness through preventative incentives,
publications and various activities. Third party coverage insures a stop loss limit of $80,000 minimizing
catastrophic exposure to losses. The Group Health Advisory Committee, made up of City employees and
support staff, was formed to examine the City's self-administered insurance program. The committee
continues to implement and monitor changes to the coverage of the group. Participation in the IRS Section
125 Cafeteria Plan, disability insurance, voluntary life insurance, prescription discounts and wellness
programs have substantially increased. A self-funded Preferred Provider Organization (PPO) plan has been
offered since January 1998 as an alternative to increased premiums. Provider discounts and favorable
experience with claims positively impacts the city again this year increasing available cash balances in the
internal service fund and helps control tax levies which support the City’s portion of the premium. Cost
containment measures and claim review continue to improve control over excessive claims. Cash balances
increased due to the fewer major claims experience during the year.

Post employment benefits. The City of Marshalltown provides postretirement health care benefits for certain
retirees and their dependents. As of the end of the current fiscal year, there were 58 retired employees or
surviving spouse receiving these benefits, which are financed on a pay-as-you-go basis. As of the date of
this report, GAAP does not require governments to report a liability in the financial statements in connection
with an employer’s obligation to provide these benefits. The City is preparing for future reporting changes
required by GASB in this area through various policy changes. See Note 8 under the Notes to Financial
Statements for more detail on the policies and changes which will effect the post employment benefits.

OTHER INFORMATION

Independent Audit. State statutes require an annual audit by independent certified public accountants. Eide
Bailly LLP of Dubuque, lowa, was selected by the City Council for a five year engagement. In addition to
meeting the requirements of state statutes, the audit is designed to meet the requirements of U.S. Office of
Management and Budget's Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. To conduct the audit, the auditors used generally accepted auditing standards and the
standards set forth in the General Accounting Office's Government Auditing Standards. The auditor's report
on the basic financial statements is included in the financial section of this report. The auditor's reports on
internal controls and compliance with applicable laws, regulations, contracts, and grants are included in the
Compliance Section.

Awards. The Government Finance Officers Association of the United States and Canada (GFOA) awarded
a Certificate of Achievement for Excellence in Financial Reporting to the City for its comprehensive annual
financial report for the years ending June 30, 1990, and consecutively 1993 through 2007. The Certificate of
Achievement is a prestigious national award, recognizing conformance with the highest standards for
preparation of state and local government financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable and
efficiently organized comprehensive annual financial report. This report must satisfy both generally accepted
accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our 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.

Acknowledgments. Improving the financial and economic outlook and stability for Marshalltown is a
cooperative effort from community leaders and individuals in the private and public sector. That vision and
the fiscal management of the City directly contribute towards the financial health of the City government.
The City’s progress in this past year has been astonishing again!
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The preparation of this report could not be accomplished without the dedicated services of the entire
Finance Department. This has been a difficult transition year in the department training new staff. We also
want to acknowledge the assistance from many other department staff, agencies and organizations which
are all vital to the culmination of this report.

Respectfully submitted,

: , ~
—F
3 :

Richard Hierstein
City Administrator

And
Cindy R. Kendall, CGFM
Finance Director
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Marshalltown Organizational Chart 2008

Mayor + City Council
elected
Library
Carole Winkleblack
Operations are separate from City
Board Appointed by Counci
City Administrator

Dick Hierstein - appointed
Administrative Services-City Clerk, Human Resources

Finance Police Dept Park & Recreation City Attorney
Cindy Kendall Chief Lon Walker Terry Gray Roger Nowadzky
Budget, Payroll Patrol, Special Services Park Maintenance City Legal Counsel
Accounting, Information Technology Investigations, Communications Recreation Programs Prosecute Municipal Infractions
Water Pollution Control Fire Dept. Public Works Housing, Zoning & HUD
Mike Fields Chief Larry Squiers Lynn Couch Michelle Spohnheimer
Wastewater Treatment Fire Suppression Street and Sewer Maintenance Housing Development, HUD,
Engineering, Transit, Aviation Planning & Zoning, Rental Insp. & Building Div
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CITY OF MARSHALLTOWN, IOWA

OFFICIALS
JUNE 30, 2008

Name

Title

Term Expires

Elected officials:
Gene Beach
Bethany Wirin
Andrea Maxwell
Robert Schubert
Al Hoop
William Backoff
Robert Wenner

Marla Grabenbauer

Council-appointed officials:

Dick Hierstein

Mayor

Mayor Pro-tem
Council Member
Council Member
Council Member
Council Member
Council Member
Council Member

City Administrator

City Administrator appointment with Council Approval:

Roger Nowadzky

Shari Coughenhour

Cindy R. Kendall

Larry Squiers

Michelle Spohnheimer

Terry Gray
Lon Walker
John Phillips
Lynn Couch

Sarah Meusburger

Mike Fields

City Attorney

City Clerk

Finance Director

Fire Chief

Housing Director

Parks and Recreation Director
Police Chief

Public Facilities Superintendent
Public Works Director
Technical Services Coordinator
Water Pollution Control Director

December 31, 2009
December 31, 2009
December 31, 2011
December 31, 2009
December 31, 2011
December 31, 2011
December 31, 2009
December 31, 2009

October 30, 2009

Indefinite
Indefinite
Indefinite
Indefinite
Indefinite
Indefinite
Indefinite
Indefinite
Indefinite
Indefinite
Indefinite
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INDEPENDENT AUDITOR’S REPORT

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

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 Marshalltown, lowa, as of and for the year ended June 30,
2008, which collectively comprise the City’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the management of the City of Marshalltown. Our
responsibility is to express opinions on these financial statements based on our audit. We did not audit the
financial statements of the Marshalltown Water Works and the Marshalltown Convention and Visitors
Bureau. Those financial statements were audited by other auditors whose reports thereon have been
furnished to us, and our opinion, insofar as it relates to the amounts included for the Marshalltown Water
Works and the Marshalltown Convention and Visitors Bureau, is based on the reports 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. The financial statements of the Marshalltown Convention and Visitors Bureau were not
audited in accordance with Government Auditing Standards. 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 and the reports of 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 Marshalltown, lowa, as of June 30,
2008, and the respective changes in financial position and, where applicable, cash flows thereof for the
year then ended in conformity with accounting principles generally accepted in the United States of
America.
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In accordance with Government Auditing Standards, we have also issued our report dated December 23,
2008, on our consideration of the City’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our
audit.

The management’s discussion and analysis on pages 16 through 33, Marshalltown Water Works
Supplemental Retirement Pension System Schedule on page 73, and budgetary comparison information
on pages 74 through 76 are not required parts of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America. We
and the other auditors have applied certain limited 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 on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the basic financial statements of the City of Marshalltown, lowa. The introductory section,
combining nonmajor fund financial statements, schedule of bond maturities, and statistical section are
presented for purposes of additional analysis and are not required parts of the basic financial statements.
The accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is also not a required part of the basic financial
statements of the City of Marshalltown. The combining nonmajor fund financial statements, schedule of
bond maturities, and the schedule of expenditures of federal awards have been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated in all
material respects in relation to the basic financial statements taken as a whole. The introductory and
statistical sections have not been subjected to the auditing procedures applied in the audit of the basic
financial statements, and accordingly, we express no opinion on them.

QZ@M L7

Dubugue, lowa
December 23, 2008
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Management’s Discussion & Analysis (MD&A)

The following is a narrative overview and analysis of the financial activities of the City of
Marshalltown for the fiscal year ended June 30, 2008. We encourage readers to consider the
information presented here in conjunction with additional information that we have furnished in
our letter of transmittal, which can be found on pages 1-10 of this report. We continue to add
more comparison tables and graphs to the MD&A showing major variances in dollars and
percent. Additional historical information can be found in the Statistical Section of this report
supporting some of the analysis presented in this discussion and the transmittal letter.

Financial Highlights of Primary Government

e Assets of the City of Marshalltown exceeded its liabilities at the close of the most recent
fiscal year by $65,801,684 (net assets) as compared to $61,174,303 in the prior year.

e The City's total net assets increased by $4,627,381. This increase is attributable
primarily to the reduction and refinancing of debt liabilities, an increase in Capital Grants
and Contributions and Construction in Progress. The contributions and state funding for
the library were the largest impact on the increase in net governmental assets.

e As of the close of the current fiscal year, the City of Marshalltown’s governmental funds
reported combined ending fund balances of $13,423,007 an increase of $1,605,932 in
comparison with the prior year. This is a temporary increase contributed to the increase
reserved fund balance to be used within the next two years for capital projects such as
the library construction and various storm water and street projects.

e $3,455,023 a decrease of $2,138,659 over last year's ending balance for governmental
funds is available for spending at the City’s discretion (unreserved undesignated fund
balance). This reduction large reduction is due to the progress on certain projects and
the designation of capital project funds as reserved. For example, the Road Use Tax
fund balance was reduced as larger resurfacing projects were completed.

e The City’'s total debt had a net increase of $1,531,722 during the current fiscal year. This
change reflects the retirement of existing bonds, refinancing of three issues and the
addition of $5,000,000 for the library construction.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City of Marshalltown’s
basic financial statements. The City of Marshalltown’s basic financial statements include 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. The Transmittal Letter, submitted as part of the
overall report, gives general information about the government and economic spirit of the
community.

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

The statement of net assets presents information on all of the City of Marshalltown’s assets and
liabilities, with the difference between the two reported as net assets. Over time, increases or
decreases in net assets may serve as a useful indicator of whether the financial position of the
City of Marshalltown 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
underlying event giving rise to the change occurs, regardless of the timing of related cash flows.
Thus, revenues and expenses are reported in this statement for some items that will only result in
cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).
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Both of the government-wide financial statements distinguish functions of the City of
Marshalltown that are principally supported by taxes and intergovernmental revenues
(governmental activities) from other functions that are intended to recover all or a significant
portion of their costs through user fees and charges (business-type activities). The governmental
activities of the City of Marshalltown include public safety, public works (roads, utilities and traffic
controls), health and social services, parks and recreation, library, economic development,
general government administration and employee insurance. The business-type activities of the
City of Marshalltown include compost, concessions, storm sewer, water pollution control and
transportation activities.

The government-wide financial statements include the City of Marshalltown itself (known as the
primary government) and also the legally separate Water Works and Convention and Visitors
Bureau for which the City of Marshalltown is financially accountable. Financial information for
these component units is reported separately from the financial information presented for the
primary government.

The government-wide financial statements can be found on pages 34-36 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 of
Marshalltown, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All of the funds of the City of
Marshalltown can be divided into three categories: governmental, proprietary and fiduciary.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial statements.
However, unlike the government-wide financial statements, governmental fund financial
statements focus on near-term inflows and outflows of spendable resources, as well as on
balances of spendable resources available at the end of the fiscal year. Such information may be
useful in evaluating a government’s near-term 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 city’s near-term financing
decisions. Both the governmental fund balance sheet and the governmental fund statement of
revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities.

The City of Marshalltown maintains fifteen individual governmental funds. Information is
presented separately in the governmental funds balance sheet and in the governmental funds
statement of revenues, expenditures and changes in fund balances. Major funds include
General, Road Use Tax, Debt Service, HUD Programs and other capital project and special
revenue funds. Data from the other six non-major governmental funds are combined into a
single, aggregated presentation in the governmental funds financial statements. Individual fund
data on each of the non-major governmental funds is provided in the form of combining
statements in the supplementary information section.

The City of Marshalltown adopts an annual appropriated budget for all funds as required by state
statute. In lowa, budgetary compliance is at the function level, transcending fund level
accounting as demonstrated in this report. Budgetary comparison statements have been
provided for the governmental and enterprise/proprietary fund levels. This comparison
demonstrates the City’s compliance with state requirements. This comparison can be found on
pages 74-76 of this report.

The basic governmental fund financial statements can be found on pages 37-40 of this report.

Proprietary funds. The City of Marshalltown maintains two different types of proprietary funds.
Enterprise funds are used to report the same functions presented as business-type activities in
the government-wide financial statements. The City of Marshalltown uses enterprise funds to
account for its Storm Sewer, Water Pollution Control, Compost, Transit and Concession activities.
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Internal service funds are an accounting vehicle used to accumulate and allocate costs internally
among the City of Marshalltown’s various functions. The City of Marshalltown uses internal
service funds to account for its insurance operations. Because this service predominantly
benefits governmental rather than business-type functions, they have been included with
governmental activities in the government-wide financial statements. Individual fund data for the
internal service funds are provided in the form of combining statements in the supplementary
information section.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary fund financial statements provide separate
information for the Storm Sewer, Water Pollution Control and Non-major Enterprise funds,
namely, Compost, Transit and Concession activities.

The basic proprietary fund financial statements can be found on pages 41-45 of this report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are not available to support the City of Marshalltown’s
own programs. The most significant fiduciary fund maintained by the City of Marshalltown is the
payroll fund; which records the taxes collected for other taxing jurisdictions within the City of
Marshalltown. The accounting used for fiduciary funds is much like that used for governmental
funds. The basic fiduciary fund financial statements can be found on pages 46-47 of this report.

Notes to the financial statements. The notes provide additional information that is essential to
a full understanding of the data provided in the government-wide and fund financial statements.
The notes to the financial statements can be found on pages 48-72 of this report.

Other information. The combining statements referred to earlier in connection with non-major
governmental and proprietary funds is presented immediately following the required
supplementary information (RSI). Combining and individual fund statements and schedules can
be found on pages 77-87 of this report.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. In the case of the City of Marshalltown, assets exceeded liabilities by $65,801,684 at
the close of the most recent fiscal year.

By far, the largest portion of the City of Marshalltown’s net assets $47,077,885 reflect its
investment in capital assets (e.g., land, buildings, machinery, equipment, and infrastructure), less
depreciation and any related debt. The City of Marshalltown uses these capital assets to provide
services to citizens; consequently, these assets are not available for future spending. Although
the City of Marshalltown’s investment in its capital assets is reported net of related debt, it should
be noted that the resources needed to repay this debt must be provided from other resources,
since the capital assets themselves cannot be used to liquidate these liabilities.
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CITY OF MARSHALLTOWN NET ASSETS
June 30, 2008

Governmental Activities

Increase
FY 2007-08 FY 2006-07 (decrease)
Current and other assets $ 27,500,765 $ 23,596,453 $ 3,904,312
Capital assets 38,591,981 34,678,646 3,913,335
Total Assets 66,092,746 58,275,099 7,817,647
Current and other liabilities 12,126,887 10,083,100 2,043,787
Non-current liabilities 22,735,617 20,651,385 2,084,232
Total Liabilities 34,862,504 30,734,485 4,128,019
Net assets:

Invested in capital assets,
net of related debt 19,020,002 14,837,533 4,182,469
Restricted 3,466,011 3,093,281 372,730
Unrestricted 8,744,229 9,609,800 (865,571)

Total Net assets$ 31,230,242 $ 27,540,614 $ 3,689,628

Business-type Activities

Increase
FY 2007-08 FY 2006-07 (decrease)
Current and other assets $ 7,065,740 $ 5,962,272 $ 1,103,468
Capital assets 33,652,883 34,136,107 (483,224)
Total Assets 40,718,623 40,098,379 620,244
Current and other liabilities 396,054 159,349 236,705
Non-current liabilities 5,751,127 6,305,341 (554,214)
Total Liabilities 6,147,181 6,464,690 (317,509)
Net assets:
Invested in capital assets,
net of related debt 28,057,883 27,975,107 82,776
Restricted 949,146 949,930 (784)
Unrestricted 5,564,413 4,708,652 855,761

Total Net assets$ 34,571,442 $ 33,633,689 $ 937,753




Total Net Assets

Increase
FY 2007-08 FY 2006-07 (decrease)
Current and other assets $ 34,566,505 $ 29,558,725 $ 5,007,780
Capital assets 72,244,864 68,814,753 3,430,111
Total Assets 106,811,369 98,373,478 8,437,891
Current and other liabilities 12,522,941 10,242,449 2,280,492
Non-current liabilities 28,486,744 26,956,726 1,530,018
Total Liabilities 41,009,685 37,199,175 3,810,510
Net assets:

Invested in capital assets,
net of related debt 47,077,885 42,812,640 4,265,245
Restricted 4,415,157 4,043,211 371,946
Unrestricted 14,308,642 14,318,452 (9,810)

Total Net assets$ 65,801,684 $ 61,174,303 $ 4,627,381

A portion of the City of Marshalltown’s activities net assets ($4,415,157) represents resources
that are subject to external restrictions. Prior year comparison shows $4,043,211, an increase
of $371,946. The remaining balance of unrestricted net assets ($14,308,642) may be used to
meet the government’s ongoing obligations to citizens and creditors. This is a decrease in
available net assets over 2006-2007 by $9,810. At the end of the current fiscal year, the City of
Marshalltown is able to report positive balances in all three categories of net assets,
governmental, business-type activities, and total.

The following is a more detailed review of the years’ operation.
City of Marshalltown Changes in Net Assets
Governmental Activities

Increase
FY 2007-08 FY 2006-07 (decrease)

Revenues:
Program Revenues:

Charges for services $ 1,641,170 $ 2,039,135 $ (397,965)

Operating Grants and Contributions 6,006,627 5,739,079 267,548

Capital Grants and contributions 1,570,148 2,898,828 (1,328,680)

General Revenues

Property and other taxes 13,557,035 13,220,972 336,063

Grants & Contributions not restricted

to specific programs 368,341 343,333 25,008

Other 1,255,780 953,165 302,615
Total Revenues 24,399,101 25,194,512 (795,411)
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Expenses:
Public safety
Public works
Health and social services
Culture and recreation
Community and economic development
General government
Interest on long term debt

Governmental Activities

Total expenses

Increase (decrease) in net assets
before transfers

Transfers
Increase (decrease) in net assets

Net Assets - beginning of year

Net assets - end of year

14,000 —

12,000 —

10,000 —

8,000 —

Increase

FY 2007-08 FY 2006-07 (decrease)
7,542,266 7,221,486 320,780
5,083,392 4,002,011 1,081,381
1,273,679 1,404,277 (130,598)
2,900,972 2,477,842 423,130
1,795,613 1,992,572 (196,959)
1,120,708 1,271,344 (150,636)
841,587 910,061 (68,474)
20,558,217 19,279,593 1,278,624
3,840,884 5,914,919 (2,074,035)
(151,256) (314,222) 162,966
3,689,628 5,600,697 (1,911,069)
27,540,614 21,939,917 5,600,697
$ 31,230,242 $ 27,540,614 $ 3,689,628

City of Marshalltown’s Changes in Net Assets
Governmental Activities-Revenues-Two Year Comparison
(per $1,000s)

6,000 —
4,000 —
2,000 —
Charges for Operating Grants| Capital Grants & Property and G_rant.s &
. S N Contributions not Other
services & Contributions | contributions other taxes .
restricted to
‘. FY 2007-08 1,641 6,007 1,570 13,557 368 1,256
‘l FY 2006-07 2,039 5,739 2,899 13,221 343 953
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Revenues as a Percent-Two Year Comparison

2007-2008

Grants &
Contributions not
restricted to specific

programs Other

Charges for services

2% 5% %

Operating Grants &
Contributions
25%

Property and othe
taxes
55%

Capital Grants &
contributions
6%

2006-2007

Gre'lnts.& Charges for

Contributions A
; services

not restricted 8% .

to specific C?peratlngd

programs rar.lts an

Contributions

1%

23%
Capital
Property and Grants and
other taxes contributions
52% 12%

City of Marshalltown’s Changes in Net Assets
Governmental Activities-Expenses-Two Year Comparison (per 1,000's)

8,000 —

7,000

6,000

5,000

4,000

3,000

2,000

1,000

) ) Health & social Culture and Commumt‘y & General Interest on long
Public safety Public works . ) economic
services recreation government term debt
development
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Expenses as a Percent-Two Year Comparison
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Business-type Activities

Increase
FY 2007-08 FY 2006-07 (decrease)

Revenues:
Program Revenues:

Charges for services $ 5,437,389 $ 4554638 $ 882,751
Operating Grants and Contributions 290,701 253,130 37,571
Capital Grants and contributions 165,849 239,065 (73,216)
General Revenues
Other 247,713 255,923 (8,210)
Total Revenues 6,141,652 5,302,756 838,896
Expenses:
Business type 5,355,155 4,978,653 376,502
Total expenses 5,355,155 4,978,653 376,502
Increase (decrease) in net assets before
transfers 786,497 324,103 462,394
Transfers 151,256 314,222 (162,966)
Increase (decrease) in net assets 937,753 638,325 299,428
Net Assets - beginning of year 33,633,689 32,995,364 638,325
Net assets - end of year $ 34571442 $ 33,633,689 $ 937,753
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City of Marshalltown’s Changes in Net Assets
Business-type — Revenues — Two Year Comparison

(Stated in $1,000s)

Charges for services Operatlng_ Gre_mts and | Capital Qrapts and Other
Contributions contributions
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BFY 2007-08 5,437 291 166 248
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City of Marshalltown’s Changes in Net Assets
Business-type —Expenses — Two Year Comparison
(per $1,000's)
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Total Governmental & Business-type Activities

Increase
FY 2007-08 FY 2006-07 (decrease)
Revenues:
Program Revenues:
Charges for services 7,078,559 $ 6,593,773 $ 484,786
Operating Grants and Contributions 6,297,328 5,992,209 305,119
Capital Grants and contributions 1,735,997 3,137,893 (1,401,896)
General Revenues
Property and other taxes 13,557,035 13,220,972 336,063
Grants & Contributions not restricted to
specific programs 368,341 343,333 25,008
Other 1,503,493 1,209,088 294,405
Total Revenues 30,540,753 30,497,268 43,485
Expenses:
Public safety 7,542,266 7,221,486 320,780
Public works 5,083,392 4,002,011 1,081,381
Health and social services 1,273,679 1,404,277 (130,598)
Culture and recreation 2,900,972 2,477,842 423,130
Community and economic development 1,795,613 1,992,572 (196,959)
General government 1,120,708 1,271,344 (150,636)
Interest on long term debt 841,587 910,061 (68,474)
Business type 5,355,155 4,978,653 376,502
Total expenses 25,913,372 24,258,246 1,655,126
Increase (decrease) in net assets before
transfers 4,627,381 6,239,022 (1,611,641)
Transfers - - -
Increase (decrease) in net assets 4,627,381 6,239,022 (1,611,641)
Net Assets - beginning of year 61,174,303 54,935,281 6,239,022
Net assets - end of year $ 65801684 $ 61,174,303 $ 4,627,381

Financial Analysis of the Government’s Funds
As noted earlier, the City of Marshalltown uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

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

At the end of the current fiscal year, the City of Marshalltown’s governmental funds reported a combined
ending fund balance of $13,423,007, an increase of $1,650,932 in comparison with the prior year. Of this
total amount $4,049,992 is unreserved fund balance, which is available to meet the future financial needs of
the City. $2,046,736, an increase of $113,620, is designated for future equipment and capital maintenance,
future cash flow and landfill fees. The remainder of fund balance is reserved to indicate that it is not
available for new spending because it has already been committed 1) to liquidate contracts and purchase
orders of the prior period ($299,582) 2) to fund various debt service payments ($671,304), 3) for capital
projects ($5,783,116) and 4) a variety of other restricted purposes ($572,277).
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The General fund is the chief operating fund of the City of Marshalltown. At the end of the current fiscal
year, unreserved fund balance of the general fund was $3,974,650. $332,174 has been designated by
management for subsequent year’s expenditures. The general fund’s total beginning fund balance was
$3,462,266, an increase of $512,384 primarily as a result of the timing of expenditures. As a measure of
the general fund’s liquidity, it may be useful to compare both unreserved fund balance and total fund
balance to total fund expenditures. Unreserved fund balance represents 30 percent of total general fund
expenditures ($12,578,898), while total fund balance represents 32 percent of the same amount. This is
approximately a 2% improvement over 2007-2008.

The Road Use Tax fund is apportioned to the City from the state gasoline taxes based upon population.
This fund is used for street related purposes only. Major street resurfacing and reconstruction are
scheduled each year in the spring after the impact of winter weather can be determined. At the end of the
current fiscal year, the ending fund balance of $1,559,594 is a slight decrease ($520,975) compared to the
prior year. Snow and ice removal are the greatest variable for this fund. The severity of this year’s winter
storms and market demand for gasoline and salt in lowa proved to be detrimental to the City’s streets,
requiring major patching. Fluctuations in gasoline prices are not as dramatic as once thought so future
allocations should not be hampered.

The second Lead Abatement program was sustained with another three-year grant. The program was
extended into the county due to the high incidents of lead poisoning in young children. The City administers
the grant in collaboration with many health and welfare agencies and the local hospital. Even though
demand for this program generates a six to twelve month waiting list, federal funding has not been renewed
for a third three year program in Marshalltown. The other Housing and Urban Development (HUD) Program
activity is the Section 8 program.

The renewal of the Local Option Sales Tax referendum insures property tax relief (75%), storm sewer and
other capital improvements (20%), and any project designated by the Council (5%) for the next nine years.
Property tax relief dollars are transferred to other funds; therefore, the entire fund balance is reserved for
capital projects. The increase in the balance this year ($2,209,031) was due to revenues in excess of
anticipation and further delays with storm sewer projects due to flooding in May and June of this fiscal year.

The Tax Increment Financing (TIF) fund does not qualify as a major fund this year, but has been included in
order to give the reader consistency for this very important revenue source. Numerous projects are
focusing on City private partnerships for the removal of blighted housing and economic growth. A CDBG
grant awarded during this fiscal year will be matched with private and TIF funds to purchase and demolish
various dilapidated buildings to be replaced with housing units, providing multifamily housing and put value
added property back onto to the tax base, improving the surrounding neighborhood. Additional TIF funding
was pledged during this year for a Downtown facade program. To date two projects were completed and
another application is being reviewed. The City has also pledged support towards the renovation of the
empty Fisher/Emerson Center Street factory (see the Transmittal narrative for more information on this
conversion.)

A slight decrease ($48,836) in the Debt Service fund reflects the City’s participation in the refunding of
various bond issues during the year. Any fund balances will continue to be used to defray debt related fees
in the future.

Changes in the Public Works Capital Project funds were a decrease of $123,585 over last year. Major
projects in this area include various capital street construction or reconstruction projects. The city has
continued its policy to fund capital street projects with a special assessment formula increasing the
participation of property owners that benefit directly by the improvements. Recreation and Cultural Capital
projects funds are very active with the construction of the new public library. See the Letter of Transmittal
for additional information on this project. The third capital project fund is for projects at the airport. With
95% federal funding, the City is using the Capital Improvement Levy to fund the City’s match requirements.

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

The ending net assets for the proprietary funds were $34,571,442, a net asset increase of $937,753.

26



Budgetary Highlights

General Fund

Revenues and transfers in for the general fund operations, on the GAAP basis, exceed revenues estimates
by $262,733 and departmental expenditures and transfers out on the budgetary basis were less than

appropriated amounts by $197,046.

The following schedule presents a summary of General Fund revenues and transfers in on the GAAP basis
for the fiscal year ended June 30, 2008 and the amount and percentage of increases and decreases

Percentage Percentage Percentage

Revenues FY 2007-08  of Total FY 2006-07  of Total Change of Change
Property taxes $ 5,206,474 39.2% $ 4,997,073 40.0% $ 209,401 27.6%
Other city taxes 1,104,766 8.3% 994,166 8.0% 110,600 14.5%
Use of money & property 276,391 2.1% 328,823 2.6% (52,432) (6.9%)
License and permits 365,034 2.8% 303,126 2.4% 61,908 8.2%
Intergovernmental 737,394 5.6% 779,658 6.2% (42,264) -5.6%
Charge for service 812,807 6.1% 848,204 6.7% (35,397) -4.7%
Other revenues 335,290 2.5% 317,937 2.5% 17,353 2.3%
Transfers in 4,440,529 33.4% 3,948,480 31.6% 492,049 64.6%
Total 13,278,685 100.0% 12,517,467 100.0% 761,218 100.0%

2008 General Fund Revenues and Transfers

Property taxes
39%

Transfers in
33%

Other
revenues
2%

Other city taxes

Charge_s 8%
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6%
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0,
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2%

Current and prior year's property taxes continue to represent the largest revenue source, with $5.2 million
or 40% of all general fund revenues. The increase in property tax revenues from 20070of $209,401 is due to
a modest increase in the taxable value of real estate. There was .0001 cent increase in tax rate for this
fiscal year within the general fund. The next largest revenue is Transfers In. All general fund employee
benefits are reflected in the operating fund even though a transfer is required from the special revenue fund,
which collects the tax. The increase in transfers reflects the increase in benefits such as retirement and
group health insurance.
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CITY OF MARSHALLTOWN, IOWA
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2008

NOTE 1 - BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of the
City of Marshalltown, lowa, and is presented on the accrual basis of accounting. The information on 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 basic financial statements.
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CITY OF MARSHALLTOWN, IOWA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2008

Part I: Summary of the Independent Auditor’s Results:

(@ Unqualified opinions were issued on the financial statements.

(b) A significant deficiency in internal control over financial reporting was disclosed by the audit of
the financial statements and was also a material weakness.

(c) The audit did not disclose any non-compliance which is material to the financial statements.

(d) A material weakness in internal control over the major programs was noted.

() An unqualified opinion was issued on compliance with requirements applicable to the major
programs.

() The audit disclosed an audit finding which is required to be reported in accordance with Office of
Management and Budget Circular A-133, Section .510(a).

(@) Major programs were as follows:
e CFDA Number 14.871 — Section 8 Housing Choice Vouchers
e CFDA Number 20.205 — Highway Planning and Construction

(h)  The dollar threshold used to distinguish between Type A and Type B programs was $300,000.

(i)  The City of Marshalltown, lowa, did not qualify as a low-risk auditee.

Part 11: Findings Related to the Financial Statements:

SIGNIFICANT DEFICIENCY/MATERIAL WEAKNESS

11-A-08

Material Audit Adjustments — During the course of our engagement, we proposed material
audit adjustments to the financial statements and Schedule of Expenditures of Federal
Awards that would not have been identified as a result of the City’s existing internal
controls and, therefore, could have resulted in a material misstatement of the City’s
financial statements and Schedule of Expenditures of Federal Awards.

Recommendation — We recognize that with a limited number of office employees and the
finance department’s turnover in personnel, preparation of the financial statements and
Schedule of Expenditures of Federal Awards is difficult. However, we recommend that
finance staff continue to receive relevant training and that management review all
documentation completed by staff for use in preparing the financial statements and
Schedule of Expenditures of Federal Awards.

Response — Additional turnover in the Finance Department has curtailed the efforts
to comply with internal controls. The City is committed to training and monitoring the
preparation of the financial statements and Schedule of Expenditures of Federal Awards.

Conclusion — Response accepted.
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CITY OF MARSHALLTOWN, IOWA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2008

Part I11: Findings and Questioned Costs for Federal Awards:

INSTANCE OF NON-COMPLIANCE

CFDA Number 20.205: Highway Planning and Construction

Pass-through Agency Numbers: STP-U-4797(608)--70-64 and STP-RR00(111)--2C-64
Department of Transportation

Passed Through the lowa Department of Transportation

111-A-08

Davis-Bacon Act Noncompliance

Criteria — Federal Regulations require investigations be made of all contracts to assure
compliance with the labor standard clauses. Investigation shall include interviews with
employees and examinations of payroll data.

Condition — The City obtained certified payroll data from the contractors, but did not
examine the payroll data. The City only performed interviews on one of the two contracts
included in testing.

Cause — City staff assigned to monitor the requirements of the Davis-Bacon Act have not
received the proper training needed to comply with the requirements.

Effect — Since the investigations were not made in accordance with DOL regulations, it is
possible that contractors were not in compliance with the labor standards.

Recommendation — We recommend City staff attend training to obtain the required
knowledge to correctly and completely monitor the requirements of the Davis Bacon Act.

Response -— In order to insure future compliance with Davis-Bacon, City staff will receive
training and guidance on compliance requirements. Procedures have been put into place
and responsible parties have reviewed those procedures.

Conclusion — Response accepted.

SIGNIFICANT DEFICIENCY/MATERIAL WEAKNESS

111-B-08

Material Adjustments to the Schedule of Federal Awards — During the course of our
engagement, we proposed material audit adjustments to the Schedule of Expenditures of
Federal Awards that would not have been identified as a result of the City’s existing
internal controls and, therefore, could have resulted in a material misstatement of the
Schedule of Expenditures of Federal Awards. See item 11-A-08
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CITY OF MARSHALLTOWN, IOWA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2008

Part IV: Other Findings Related to Required Statutory Reporting:

IV-A-08

IV-B-08

IV-C-08

1V-D-08

IV-E-08

IV-F-08

IV-G-08

IV-H-08

Certified Budget — Disbursements during the year ended June 30, 2008, did not exceed the
amounts budgeted.

Questionable Expenditures — We noted no expenditures that we believe may fail to meet
the requirements of public purpose as defined in an Attorney General’s opinion dated
April 25, 1979.

Travel Expense — No expenditures of City money for travel expenses of spouses of City
officials or employees were noted.

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

Bond Coverage — Surety bond coverage of City officials and employees is in accordance
with statutory provisions. The amount of coverage should 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.

Deposits and Investments — No instances of non-compliance with the deposit and
investment provisions of Chapters 12B and 12C of the Code of lowa and the City’s
investment policy were noted.

Revenue Bonds — No instances of non-compliance with the provisions of the City’s
revenue bond resolutions were noted.
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