


            



 

                                

 
 
 
 
 
 
 
 
Honorable Mayor, City Council  
and City Manager 
City of Kettering 
3600 Shroyer Road  
Kettering, OH 45429 
 
 
We have reviewed the Independent Auditor's Report of the City of Kettering, Montgomery 
County, prepared by Clark, Schaefer, Hackett & Co., for the audit period January 1, 2002 through 
December 31, 2002.  Based upon this review, we have accepted these reports in lieu of the audit 
required by Section 117.11, Revised Code.  The Auditor of State did not audit the accompanying 
financial statements and, accordingly, we are unable to express, and do not express an opinion on 
them. 
 
Our review was made in reference to the applicable sections of legislative criteria, as reflected by 
the Ohio Constitution, and the Revised Code, policies, procedures and guidelines of the Auditor of 
State, regulations and grant requirements.  The City of Kettering is responsible for compliance 
with these laws and regulations. 
 
 
 
 
 
 
 
 
 
BETTY MONTGOMERY 
Auditor of State 
 
May 5, 2003  
 
 
 
 
 
 



This Page is Intentionally Left Blank.





This Page is Intentionally Left Blank.





















            



CITY OF KETTERING, OHIO

COMPREHENSIVE ANNUAL FINANCIAL REPORT

YEAR ENDED DECEMBER 31, 2002

PRINTED ON RECYCLED PAPER

Prepared by:
Department of Finance

Nancy H. Gregory, CPA, Director









INTRODUCTORY SECTION

PRINTED ON RECYCLED PAPER





iii

March 31, 2003

Honorable Mayor, Members of City Council
and Citizens of Kettering, Ohio:

The Comprehensive Annual Financial Report for the City
of Kettering for the year ended December 31, 2002, is hereby
submitted. Responsibility for the accuracy of the data and
the completeness and fairness of the presentation,
including all disclosures, rests with the City. To the best of
our knowledge and belief, the enclosed data are accurate
in all material respects and are reported in a manner
designed to present fairly the financial position and results
of operations of the City. All disclosures necessary to
enable the reader to gain an understanding of the City’s
financial activities have been included.

This Comprehensive Annual Finance Report continues to
incorporate Government Accounting Standards Board
Statement No. 34 — Basic Financial Statements — and
Management's Discussion and Analysis — for State and
Local Governments. Statement No. 34 was developed to
make annual financial reports of state and local governments
easier to understand and more useful to those who make
decisions using governmental financial information. We
first implemented Statement No. 34 in 1999, four years
earlier than the required date of implementation. We were
proud to be the first city in the State of Ohio to do so. This
year's report reflects our continuing efforts to disseminate
clear and useful financial information to our users.

The City provides various services including police and
fire protection, parks, recreation and cultural arts, street
maintenance, planning, zoning and other general
governmental services. The City does not maintain utility
operations. In addition to general governmental activities,
the City oversees the Kettering Volunteer Firefighters
Pension Plan, and the activities of the Plan are included in
the reporting entity. However, Montgomery County, Greene
County, Beavercreek, Centerville, Kettering, and West
Carrollton School Districts, Miami Conservancy District,
Miami Valley Regional Transit Authority, Police and
Firemen’s Disability and Pension Fund and the Public
Employees Retirement System of Ohio have not met the
established criteria for inclusion in the reporting entity and
are excluded from this report. In addition, the City is one
of seventeen local cities involved in a public entity risk

pool, Miami Valley Risk Management Association, Inc.
(MVRMA, Inc). This separate entity does not meet the
established criteria for inclusion in the reporting entity and,
accordingly is not included in the City’s financial report.

HISTORY AND BACKGROUND

Kettering was established as a village in 1952. Three years
later, it achieved City status, adopted a Home Rule Charter
and approved the Council/Manager form of government.
The City of Kettering was named for its most outstanding
citizen, Charles F. Kettering, a well-known philanthropist
and inventor. Kettering invented the automotive self-
starter, and the “Bug,” the world’s first robot plane.

The City operates under a Council/Manager form of
government with a Mayor and six City Council members
elected on a non-partisan basis for a term of four years.
Kettering is known as a leader in many areas of municipal
government, including financial reporting, traffic system
management, police services, parks, recreation and cultural
arts programs, intergovernmental cooperation and
successfully structured volunteer programs. Kettering
citizens are known for their community spirit and
involvement. In fact, Kettering is commonly known as the
“City of Volunteers.”

The quality of living in any city can be measured best by
the quality of services people receive. In Kettering, people
like what they find: a recent survey showed that 93% of all
residents were satisfied with City services and 98% were
satisfied with Kettering as a place to live.

ECONOMIC CONDITION AND OUTLOOK

The economic environment for Kettering’s business
community continued to be one of relative stability during
2002. Kettering’s unemployment rate has consistently run
well below the averages for the local area, the State of Ohio
and the United States. This trend continued in 2002.
Kettering’s unemployment rate for 2002 was 2.8% compared
to rates of 5.6% for Montgomery County, 5.7% for the State
of Ohio and 5.8% for the United States.

The diversity of the employment base in Kettering has
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contributed favorably to the relative stability of the economic
environment.  Kettering’s broad range of businesses
includes several major employers with headquarters or
divisions located within the city’s boundaries. These
employers include Kettering Medical Center employing
2,900, Delphi Automotive Systems a manufacturer of
automobile brake and suspension systems employing over
2,000,  Victoria’s Secret Catalogue with 1,500 employees
and Monogram Services Co. a credit card processing
center with 1,200 employees. Other major employers in the
city include Kettering City Schools, Scitex Digital Printing
Co. a manufacturer of digital printers, Defense Finance and
Accounting Services a federal government accounting
services center, a number of engineering firms and computer
hardware and software related businesses.

Despite being practically landlocked, Kettering continued
to thrive in terms of new economic development. A strong
emphasis through a variety of efforts is placed on economic
development both within Kettering and regionally.

Reynolds and Reynolds, a fortune 1000 company based in
Dayton since 1866 has completed its Phase II at the Miami
Valley Research Park located in Kettering. The company
moved more than  700 new employees into the new site in
2002 and now employs close to 1,500 people at the Research
Park campus.

The redevelopment of the former Hills and Dales Shopping
Center, now called Governor's Place, continued during
2002. The City sold the remaining lots and the build out of
the site should be completed one and a half years ahead of
schedule. During 2002, several businesses joined Heapy
Engineering and Synergy's medical building which both
opened in 2001. Applebee's opened a new restaurant in
2002. AG Edwards built a new headquarters, Synergy
Development began construction of a new professional
office building and a retail center building scheduled to
open in 2003. Finally, AOR Realty began construction of
the Dayton Oncology and Hematology office which will
also open in 2003.

Across from Governor's Place at Southern Hills Crossing
(formerly the Stenger's Ford site), RG Properties began
construction of a Super Wal-Mart, with the grocery store
to be located in Kettering. The store is scheduled to open
in mid summer. RG  Properties also built a retail center on
the site that opened in early 2003.

Miami Computer Supply, Inc. (MSCi) completed
construction of its new corporate headquarters in Kettering
Corporate Center. Built by the Dayton/Montgomery County
Port Authority, the MCSi building will allow for 215 new
jobs and retain another 150 existing jobs. Park Place III
opened in Lincoln Park in 2002, and already half of the space

has been leased. This site is now completely built out with
three professional office buildings. McGohan Brabender
purchased the former DP&L Resource Center building on
South Dixie Drive. The company provides employee benefits
and group insurance services and employs more than 50
people. Trader Joe's, a specialty grocery store, opened in
November in the Town & Country Shopping Center. The
store is only their second in Ohio.

Kettering participates in ED/GE, a revenue sharing program
that occurs among a number of communities in Montgomery
County. Money from the program is distributed to the
communities for economic development projects after an
application for funds is filed and a board of local officials
for the communities reviews and approves the projects.  In
2002, the City received $50,000 from ED/GE to study
Wilmington Pike from the north corporation line to the
intersection of Wilmington Pike and Woodman Drive. The
money will be used to look at traffic patterns, streetscaping,
ways to assist the businesses along Wilmington Pike, and
generally make the area more inviting. The City also received
another $75,000 for a redevelopment plan for Woodman
Drive north of Patterson Boulevard to Woodbine Avenue.
This is a joint project with the cities of Kettering and Dayton
and the Miami Valley Research Foundation.

The City’s emphasis on economic development combined
with the existing variety of businesses located within
Kettering are significant factors affecting the future
economic strength of this community.  Promoting Kettering
as a good place to do business for new businesses, as well
as existing businesses, will continue to be one of our
highest priorities.

For a more in-depth analysis of the City's current economic
condition, please see the Management Discussion and
Analysis (MD&A) portion of the report starting on page 3
of the Financial Section.

ACCOUNTING SYSTEM
AND BUDGETARY CONTROL

Management of the City is responsible for establishing and
maintaining an internal control structure designed to ensure
that the assets of the City are protected from loss, theft or
misuse and to ensure that adequate accounting data are
compiled to allow for the preparation of financial statements
in conformity with generally accepted accounting principles.
The internal control structure is designed to provide reason-
able, but not absolute, assurance that these objectives are
met. The concept of reasonable assurance recognizes that
the cost of controls should not exceed the benefits likely to be
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derived, and the evaluation of costs and benefits requires
estimates and judgments by management.

Budgetary Controls.  The City maintains budgetary controls
to ensure compliance with legal provisions embodied in the
annual appropriated budget approved by City Council.
Activities of the General Fund, Special Revenue Funds, the
Debt Service Fund and the Capital Projects Fund are included
in the annual appropriated budget. For more detailed budget
information, please see the Notes to the Required Supple-
mentary Information on page 38 of this report.

Cash Management. Cash, temporarily idle during the year
was invested in various instruments detailed below.  As of
December 31, 2002, the City’s cash resources were divided
between cash and investments as follows:

Cash and certificates of deposit $13,415,613
Repurchase agreement 1,134,868
Corporate bonds & stocks 16,653,249
Pension plan pooled investment fund 1,733,975
Money market mutual funds 4,113,848

TOTAL $37,051,553

Interest earned on investments for the year was $1,621,527.

The City’s investment policy is to minimize credit and market
risks while obtaining a competitive yield on its portfolio.

OTHER INFORMATION

Independent Audit. The basic financial statements of the
City of Kettering were audited by Clark, Schaefer, Hackett &
Co., Certified Public Accountants. See page 2 of the Financial
Section of this report for their unqualified opinion.

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 of Kettering, Ohio for its comprehensive annual finan-
cial report for the fiscal year ended December 31, 2001. 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 effi-
ciently organized comprehensive annual financial report,
whose contents conform to program standards.  Such reports
must satisfy both generally accepted accounting principles
and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year
only. The City of Kettering has received a Certificate of
Achievement for the last 20 consecutive years (fiscal years
ended 1982-2001). We believe our current report continues to

conform to the Certificate of Achievement Program require-
ments, and we are submitting it to GFOA.

In addition, the City also received the GFOA’s Award for
Distinguished Budget Presentation for its annual appropri-
ated budget for the fiscal year beginning January 1, 2002. In
order to qualify for the Distinguished Budget Presentation
Award, the City’s budget document was judged to be
proficient in several categories including policy documenta-
tion, financial planning and organization.

Acknowledgements. A note of sincere appreciation is ex-
tended to the many conscientious people who have contrib-
uted so much of their time and effort to the preparation of this
report. The Finance Department staff, in particular, are to be
commended for their commitment to professional excellence
as exemplified by the contents of this report.

Finally, contributions to the financial condition of the City of
Kettering by the Mayor, members of City Council, Assistant
City Manager and Department Directors cannot be overem-
phasized.  Their guidance and support represent invaluable
factors necessary for the City to continue to manage the
financial affairs and reporting requirements of municipal
government within the Kettering Community.

Respectfully submitted,

Steven C. Husemann
City Manager

Nancy H. Gregory, CPA
Director of Finance
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of the City of Kettering’s financial performance provides an overview of the City’s financial
activities for the fiscal year ended December 31, 2002.

FINANCIAL HIGHLIGHTS

1. The City’s net assets increased by over $3.1 million or 2.4%, however, unrestricted net assets decreased $1.3 million.
2. The General Fund reported a deficit of over $1.1 million.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements.  The Statement of Net Assets and the Statement of Activities
(on pages 8 and 9) provide information about the activities of the City as a whole and present a longer-term view of the
City’s finances.  Fund financial statements start on page 10.  For governmental activities, these statements tell how these
services were financed in the short term as well as what remains for future spending.  Fund financial statements also report
the City’s operations in more detail than the government-wide statements by providing information about the City’s most
significant funds.  The remaining statements provide financial information about activities for which the City acts solely
as a trustee or agent for the benefit of those outside of the government.

Reporting the City as a Whole

The Statement of Net Assets and the Statement of Activities

Our analysis of the City as a whole begins on page 5.  One of the most important questions asked about the City’s finances
is, “Is the City as a whole better off or worse off as a result of the year’s activities?” The Statement of Net Assets and the
Statement of Activities report information about the City as a whole and about its activities in a way that help answer this
question. These statements include all assets and liabilities using the accrual basis of accounting, which is similar to the
accounting used by most private-sector companies.  All of the current year’s revenues and expenses are taken into account
regardless of when cash is received or paid.

These two statements report the City’s net assets and changes in them. You can think of the City’s net assets — the
difference between assets and liabilities — as one way to measure the City’s financial health, or financial position.  Over
time, increases or decreases in the City’s net assets are one indicator of whether its financial health is improving or
deteriorating.  You will need to consider other nonfinancial factors, however, such as changes in the City’s property tax
base, the condition of the City’s roads,  the condition of the City’s neighborhoods, and the reputation of the public schools
to assess the overall health of the City.
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Reporting the City’s Most Significant Funds

Fund Financial Statements

Our analysis of the City’s major funds begins on page  6. The fund financial statements begin on page 10 and provide
detailed information about the most significant funds — not the City as a whole.  Some funds are required to be established
by State law and by bond covenants. However, the Finance Director establishes many other funds to help control and
manage money for particular purposes or to show that the City is meeting legal responsibilities for using certain taxes,
grants, and other money (like grants received from the U.S. Department of Housing and Urban Development). The City’s
two kinds of funds — governmental and proprietary — use different accounting approaches.

• Governmental funds — Most of the City’s basic services are reported in governmental funds, which focus on how
money flows into and out of those funds and the balances left at year-end that are available for spending.  These funds
are reported using an accounting method called modified accrual accounting, which measures cash and all other
financial assets that can readily be converted to cash. The governmental fund statements provide a detailed short-
term view of the City’s general government operations and the basic services it provides. Governmental fund
information helps you determine whether there are more or fewer financial resources that can be spent in the near
future to finance the City’s programs. The relationship (or differences) between governmental activities (reported
in the Statement of Net Assets and the Statement of Activities) and governmental funds is described in a reconciliation
at the bottom of the fund financial statements.

• Proprietary funds — The City uses internal service funds (a component of proprietary funds) to report activities that
provide supplies and services for the City’s other programs and activities.  An example of an internal service fund
would be the City’s Administrative Operations Fund which accounts for activities of the Vehicle Maintenance
Center, the Print Shop, and others. Proprietary funds are reported in the same way that all activities are reported in
the Statement of Net Assets and the Statement of Activities.

The City as Trustee

Reporting the City’s Fiduciary Responsibilities

The City is the trustee, or fiduciary, for its volunteer firefighters pension plan. It is also responsible for other assets that
— because of a trust arrangement — can be used only for the trust beneficiaries. All of the City’s fiduciary activities are
reported in separate Statements of Fiduciary Net Assets and Changes in Fiduciary Net Assets on page 17.  We exclude
these activities from the City’s other financial statements because the City cannot use these assets to finance its operations.
The City is responsible for ensuring that the assets reported in these funds are used for their intended purposes.
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THE  CITY AS  A WHOLE

For both 2002 and 2001, the City has shown a 2.4% and 4.4 % respective increase in Total net assets. Revenues generated
were $55.5 million and expenses from all programs were $52.3 million resulting in a surplus for the year of over $3.1 million.
The unrestricted net assets — the part of net assets that can be used to finance day-to-day operations without constraints
established by debt covenants, enabling legislation, or other legal requirements — decreased $1.3 million.

Explanations for the larger fluctuations between years are as follows:

• Federal grant revenue was lower in 2002 because a grant to fund a roadway project ended in 2001.
• State grant revenue was much higher this year than in 2001 because the City applied for more grants to fund roadway

projects.
• Last year saw a $1.0 million infrastructure (street) contribution while 2002 did not.
• Income taxes were up $1.7 million over 2001 due to the health of Kettering's economic climate.
• The decrease in Other taxes is primarily due to a decrease in estate taxes. 2001 saw elevated  estate tax revenues of

$2.9 million while 2002 returned to more normal levels of $2.4 million.
• Investment earnings were significantly lower in 2002 because of lower interest rates.
• Other general revenues were higher in 2001 because of a statewide, one-time Bureau of Workers’ Compensation

refund, Anthem Insurance Company demutalization, and several reimbursements for street projects by Montgomery
County.

• A large portion of the expense increase in Public Works can be attributed to the increase of 2002 depreciation expense
because of our large infrastructure additions in 2001.

The following two tables present condensed information on Net Assets and Changes in Net Assets for the year.

NET ASSETS

2002 2001

Current and other assets $55,134,017 $55,566,074

Capital assets 110,588,870 107,240,163

   Total assets 165,722,887 162,806,237

Long-term debt outs tanding (13,452,771) (14,025,420)

Other liabilities (15,564,709) (15,242,502)

   Total liabilities (29,017,480) (29,267,922)

Net assets :

   Invested in capital assets , net of debt 100,065,903 95,986,319

   Restricted 3,602,467 3,231,630

   Unrestricted 33,037,037 34,320,366

Total net assets $136,705,407 $133,538,315
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CHANGES IN NET ASSETS

2002 2001

Revenues 

Program revenues:

   Charges for services $6,862,381 $6,115,386

   Federal grants 1,037,864 1,879,000

   State and local grants 2,407,595 1,456,265

   Special assessments 1,308,754 1,251,362

   Sponsorships and contributions 768,987 1,282,904

General revenues:

   Income taxes 25,341,919 23,660,299

   Property taxes 7,898,720 7,787,277

   Other taxes 6,432,237 6,992,076

   Investment earnings 1,381,779 2,071,226

   Other general revenue 2,030,648 2,630,097

      Total revenues 55,470,884 55,125,892

Program expenses

   General government 11,179,273 10,716,604

   Police 10,626,973 10,270,530

   Fire 7,569,675 7,349,117

   Public works 10,803,744 9,812,828

   Leisure services 11,665,610 10,832,180

   Interest on long-term debt 458,517 541,085

      Total expenses 52,303,792 49,522,344
Increase (decrease) in net assets $3,167,092 $5,603,548

The following table presents the cost of each of the City's four largest programs -- police, fire, public works and leisure
services -- as well as each program's net cost (total cost less revenues generated by the activities). The net cost shows
the financial burden that was placed on the City's taxpayers by each of these functions.

GOVERNMENTAL ACTIVITIES

Total Cost of Services Net Cost of Services 

2002 2001 2002 2001

Police $10,626,973 $10,270,530 $10,534,263 $10,198,837

Fire 7,569,675 7,349,117 7,569,335 7,319,277

Public works 10,803,744 9,812,828 6,971,161 5,477,029

Leisure services 11,665,610 10,832,180 6,769,165 6,409,456

All others 11,179,273 10,716,604 7,615,770 7,591,743
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The capital asset activity for the year was typical of most years. The City ended 2002 with total net capital assets of
$110,588,870. Of this total, $10,342,570 was not being depreciated and the capital assets being depreciated totaled
$162,592,886  with accumulated depreciation of $62,346,586.

The City issued new debt in the current year in the form of Ohio Public Works Commission(OPWC) promissory notes and
Montgomery County 800mhz promissory notes.The OPWC notes were for roadway improvements.  $738,168  were issued
for 20 years at 0% interest and $49,087 were issued for 20 years at 3% interest. At December 31, 2002, the City had various
debt issues outstanding, which included $5,966,977 of general obligation bonds, $1,094,375 of special assessment debt
with city commitment and $3,461,615 of promissory notes.  As of December 31, 2002, the City’s net general obligation
bonded debt of  $5,920,423 was well below the legal limit of $114,650,117 and debt per capita equaled $102.96.

For more detail on capital asset and long-term debt activity, refer to note 7 and note 11 respectively in the Notes to the
Basic Financial Statements.

THE CITY’S FUNDS

As the City completed the year, its governmental funds (as presented in the balance sheet on pages 10 and 11) reported
a combined fund balance of  $35.4 million, which is 3.0% lower than last year’s total of  $36.5 million.

The City's General Fund experienced no overall increase in revenues for 2002, yet expenditures increased by 5%. Income
tax revenues increased by more than 5.1%; however, this increase was offset by decreases in intergovernmental revenue,
investment earnings, and refunds and reimbursements. The flat revenues, coupled with the increase in expenditures, help
to account for the decrease in General Fund balance of over $1.1 million or 4.1% compared with 2001.

There were no significant variations in the City’s original General Fund budget and the final General Fund budget.  In
contrast to this, there was a significant variance between actual expenditures and final budgeted expenditures for
“Transfers to other funds”.  The City planned many new capital projects. In hindsight, the number of projects anticipated
to be completed during the year was overly optimistic.
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NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2002

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

The City of Kettering, Ohio, (the “City”) is a home rule municipal corporation under the laws of the State of Ohio and
operates under its own Charter.  The current Charter, which provides for a Council/Manager form of government,
was adopted in 1955 and has subsequently been amended.

The City provides various services including police and fire protection, parks, recreation, street maintenance,
planning, zoning, and other general government services.  The City does not maintain any utility or other operations
that would require the establishment of enterprise funds.

The financial reporting entity consists of (a) the primary government, (b) organizations for which the primary
government is financially accountable, and (c) governmental organizations for which the primary government is not
financially accountable, but for which the nature and significance of their financial relationship with the primary
government are such that exclusion would cause the reporting entity’s financial statements to be misleading or
incomplete.  Component units are legally separate organizations for which the elected officials of the primary
government are financially accountable.  In addition, component units can be governmental organizations for which
the primary government is not financially accountable, but for which the nature and significance of their financial
relationship with the primary government are such that exclusion would cause the reporting entity’s financial
statements to be misleading or incomplete.  No separate government units meet the criteria for inclusion as a
component unit.

B. Basis of Presentation

Government-Wide Statements: The Statement of net assets and the statement of activities display information about
the primary government, except for its fiduciary activities. Eliminations have been made to minimize the double
counting of internal activities. Governmental activities generally are financed through taxes, intergovernmental
revenues and other nonexchange transactions. The City has no business-type activities.

The statement of activities presents a comparison between direct expenses and program revenues for each function
of the City's governmental activities. Direct expenses are those that are specifically associated with a program or a
function and, therefore, are clearly identifiable to a particular function. Program revenues include (a) charges paid by
recipients of goods or services offered by the programs and (b) grants and contributions that are restricted to meeting
the operational or capital requirements of a particular program. Revenues that are not classified as program
revenues, including all taxes, are presented as general revenues.

Fund Financial Statements:  The fund financial statements provide information about the City's funds, including
fiduciary. Separate statements for each fund category — governmental, proprietary and fiduciary — are presented.
The emphasis of fund financial statements is on major governmental funds, each displayed in a separate column. All
remaining governmental funds are aggregated and reported as nonmajor funds.

The City reports the following major governmental funds:

General Fund — This fund is the general operating fund of the City.  It is used to account for all financial resources
except those required to be accounted for in another fund.

Street Maintenance Fund — This fund accounts for the portion of gasoline tax and motor vehicle license fees
restricted  for maintenance of streets.
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Parks, Recreation & Cultural Arts Fund — This fund accounts for moneys received and expended for the Parks,
Recreation  & Cultural Arts Department programs and activities.

Fraze Pavilion Fund — This fund accounts for moneys received and expended for the Fraze Pavilion
amphitheater operations.

Community Development Fund — This fund accounts for grants received from the Department of Housing
and Urban Development (HUD).  Grants are restricted for various purposes designated by HUD.

Debt Service Fund — This fund is used to account for the accumulation of resources for, and the payment of,
general, special assessment and promissory note long-term debt principal and interest.

Capital Projects Fund — This fund is used to account for the financial resources to be used for the acquisition or
construction of major capital facilities (other than those financed by proprietary funds).

Additionally, the City reports the following fund types:

Internal Service Funds — The internal service funds are used to account for the financing of goods or services
provided by one department or agency to other departments or agencies of the City, or to other governments on a
cost-reimbursement basis. These goods and services include computer services, vehicle maintenance, office
supplies, postage, printing services, photographic service, building maintenance and health insurance. The City has
no unbilled service receivables at year end.

Pension Trust Fund — This fund reports a trust arrangement under which assets are accumulated in order to pay
retirement benefits to the City’s volunteer firefighters.

Private Purpose Trust Fund — This fund reports a trust arrangement under which principal and income are
used for the education of dependents of deceased police officers.

Agency Funds — These funds account for assets held by the City as an agent for: 1) various local governments
collected by the municipal court, 2) payroll withholdings and 3) unclaimed moneys and other miscellaneous
activities.

C. Basis of Accounting

Basis of accounting refers to when revenues and expenditures or expenses are recognized in the accounts and
reported in the financial statements.  Basis of accounting relates to the timing of the measurements made, regardless
of the measurement focus applied.

Government-wide, proprietary and fiduciary fund  financial statements measure and report all assets (both financial
and capital), liabilities, revenues, expenses, gains and losses using the economic resources measurement focus and
accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues in the year for
which they are levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.

All governmental funds are accounted for using a current financial resources measurement focus and are reported on
the modified accrual basis of accounting. Revenues are recognized in the accounting period in which they become
measurable and available.  “Measurable” means the amount of the transaction can be determined and “available”
means collectible within the current period or soon enough thereafter to be used to pay liabilities of the current period
which, for the City’s purposes, is considered to be 30 days after year end.  Revenues considered susceptible to accrual
are community development block grants, delinquent property taxes, income taxes and interest on investments.
Property taxes levied before year-end are not recognized as revenue until the next calendar year.  The fiscal period for
which property taxes are levied at year-end in the State of Ohio is the succeeding calendar year.
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Expenditures are recognized in the accounting period in which the fund liability is incurred, if measurable, except for
interest on unmatured general long-term debt, and on special assessment indebtedness collateralized by special
assessment levies, which are recognized when due. Inventory and prepaid expenditures are recorded in the
governmental fund types and charged as expenditures when used.  A portion of the fund balance is reserved in
governmental funds for the amount of inventory and prepaid expenditures.

Private-Sector standards of accounting and reporting issued on or before November 30, 1989, are followed in both
the government-wide and proprietary fund financial statements to the extent that those standards do not conflict with
or contradict guidance of the Governmental Accounting Standards Board.

D. Pooled Cash and Investments and Investments with Fiscal Agent

All investments are stated at fair value which are based on quoted market prices.

E. Inventory

Inventory is valued at cost (specific identification method in the internal service funds and FIFO (first-in, first-out)
method in the special revenue funds.)  Inventories are recorded as expenses/expenditures when used.

F. Capital Assets

Capital assets include land, improvements to land, buildings, building improvements, machinery, equipment,
infrastructure and all other assets that are used in operations and that have initial useful lives extending beyond a
single reporting period. Infrastructure is defined as long-lived capital assets that normally are stationary in nature and
normally can be preserved for a significantly greater number of years than most capital assets. Examples of
infrastructure include roads, bridges and drainage systems.

All capital assets are valued at historical cost, or estimated historical cost if actual historical cost is not available.
Donated capital assets are valued at their estimated fair market value at the time received. Interest on constructed
capital assets is capitalized.

When capital assets are purchased, they are capitalized and depreciated in the government-wide statements and the
proprietary fund statements. The City capitalizes all assets with a cost of $5,000 or greater and a useful life of at least
two years. Capital assets are recorded as expenditures of the current period in the government fund financial
statements.

Depreciation is calculated using the straight-line method over the estimated useful lives of the assets. Estimated
useful lives of the various classes of depreciable capital assets are as follows:

Machinery and Equipment 3 - 20 years
Buildings and Improvements 15 - 30 years
Infrastructure 20 - 40 years

G. Interfund Transactions and Transfers

During the course of normal operations, the City has numerous transactions among funds, most of which are in the
form of transfers used to move unrestricted revenues collected in the general fund to finance various programs
accounted for in other funds in accordance with budgetary authoritations. The accompanying financial statements
generally reflect such transactions as transfers, with the exception of the internal service funds which are used to
account for various supplies and services which are then charged back to the appropriate fund on an “as used” basis.
The internal service funds record such charges as operating revenues;  all other City funds record payments to the
internal service funds as operating expenditures.
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H. Reserves and Designations

Reserves indicate portions of fund equity not appropriable for expenditures and/or legally segregated for a specific
future use.

Designations indicate tentative plans for financial resource utilization in a future period.  Such plans are subject to
change; they may never be legally authorized or result in expenditures/expenses.

I. Grants and Other Intergovernmental Revenues

All reimbursement-type grants are recorded as intergovernmental receivables and revenues or deferred revenue
when the related expenditures are incurred.

J. Use of Estimates

The preparation of the basic financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities at
the date of the basic financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

2. POOLED CASH AND INVESTMENTS

The City maintains a cash and investments pool that is available for use by all funds, except the pension trust fund.
Each fund type’s portion of this pool is displayed on the Fund Balance Sheets as “Pooled cash and investments.”  The
deposits and investments of the pension trust fund are held separately from those of other City funds and displayed as
“Unallocated insurance contracts.”

Cash and cash equivalents in the internal service funds consist of cash and money market funds which can be
withdrawn without prior notice or penalty.

Deposits: At year end, the carrying amount of the City’s deposits was $13,415,613 and the bank balance was
$14,407,869.  The bank balance is insured or collateralized with securities held by the City or its safekeeping agent in
the City’s name.

Investments:  All investments are reported at fair value which is based on quoted market prices. The City’s
investment policy authorizes investments in obligations of the U.S. Treasury, agencies, and instrumentalities,
commercial paper rated A-l by Standard & Poor’s Corporation or P-l by Moody’s Commercial Paper Record,
corporate bonds rated A or better by Standard & Poor’s Corporation or Moody’s Bond Ratings, bankers acceptances
issued by banks ranked nationally as being in the top 50 in asset and deposit size, repurchase and reverse repurchase
agreements, money market mutual funds whose portfolio consists of authorized  investments, and the state
treasurer's investment pool.

The City’s investments are categorized to give an indication of the level of risk assumed by the entity at year end.
Category 1 includes investments that are insured or registered or for which the securities are held by the City or its
agent in the City’s name.  Category 2 includes uninsured and unregistered investments for which the securities are
held by the counterparty’s trust department or agent in the City’s name.  Category 3 includes uninsured and



23

unregistered investments for which the securities are held by the counterparty, or by its trust department or agent, but
not in the City’s name.

Category Carrying Amount
1 2 3 and Fair Value

Repurchase
Agreement $1,134,868 $1,134,868

Corporate
Bonds & Stocks 16,653,249 16,653,249

$17,788,117 $17,788,117

Money Market
Mutual Funds 4,113,848

Pension Plan Pooled
Investment Fund 1,733,975

Total Investments $23,635,940

3. INCOME TAXES

The City levies a 1.75% income tax on substantially all income earned within the City.  Additional increases in the
income tax rate require voter approval.  City residents pay City income tax on income earned outside the City, however;
a credit is allowed for income taxes paid to other municipalities.

Employers within the City withhold income tax on employee compensation and remit at least quarterly.
Corporations and other individual taxpayers pay estimated taxes quarterly and file an annual declaration.

4. PROPERTY TAXES

Property taxes include amounts levied against all real, public utility and tangible (used in business) property located
in the City.  Property taxes are levied each December 31 on the assessed value listed as of the prior December 31.
Assessed values are established for real property at 35% of true value, for public utility property at 100% of true
value, and for tangible property at 25% of true value (excluding the first $10,000 of value).  Property market values
are required to be updated every three years and revalued every six years.  A revaluation was completed in 2002.
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The property tax calendar is as follows:

Levy date December 31, 2001
Lien date December 31, 2001
Tax bill mailed January 20, 2002
First installment payment due February 15, 2002
Second installment payment due July 15, 2002

The assessed values for the City at December 31, 2001, were as follows:

Assessed
Value   
Category

Real Estate $982,829,080
Public Utility Real Property 138,530
Tangible Personal Property 83,507,362
Public Utility Personal Property 25,430,900

Total $1,091,905,872

The County Treasurer collects property taxes on behalf of all taxing districts including the City of Kettering.  The
County periodically remits to the City its portion of taxes collected.  Property taxes may be paid on either an annual
or semiannual basis.

5. OTHER TAXES

The caption “Other taxes” on the Statement of Activities is comprised of taxes levied by the State or the County and
distributed to the City. The components of the number are as follows:

Estate taxes $2,394,378
Sales taxes 1,793,683
Gasoline taxes 1,140,584
Vehicle license taxes 818,363
Miscellaneous other taxes 285,229

$6,432,237

6. LOANS   RECEIVABLE   AND   NOTES  RECEIVABLE

The City used a portion of the Federal Community Development Block Grant (CDBG) to provide low interest loans
for housing rehabilitation, as well as for economic and job development.  The loans are payable in installments to 2028.
Fund balance has been reserved for the loans receivable at December 31, 2002, as it does not represent currently
available spendable resources. CDBG regulations require the City to reinvest loan repayments in permissible CDBG
loans or expenditures.

The City has sold property to several companies and taken a note receivable in exchange. These note receivables are
payable in installments to 2006. Fund balance has been reserved for the notes receivable at December 31,2002, as it
does not represent currently available spendable resources.
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7. CAPITAL ASSETS

Capital asset activity for the year ended December 31, 2002, was as follows:

8. RISK MANAGEMENT

The City is a member of a public entity risk pool, Miami Valley Risk Management Association, Inc. (MVRMA) with
sixteen other local cities.  This pool covers all property, crime, liability, boiler and machinery and public official liability
up to the limits stated below.

Insurance coverage is as follows:

Property — Blanket
Crime — $1,000,000 per occurrence
Liability— $11,000,000 per occurrence
Boiler & Machinery — $100,000,000 per occurrence
Public Official Liability — $1,000,000 per occurrence

Beginning Ending
Balance Increases Decreases Balance

Capital assets not being depreciated:
  Land $9,188,092 $1,252,978 ($98,500) $10,342,570
  Construction in progress
     Subtotal 9,188,092 1,252,978 (98,500) 10,342,570
Capital assets being depreciated:
  Buildings and  improvements 35,247,873 549,743 (19,286) 35,778,330
  Machinery and equipment 14,772,842 1,324,874 (708,913) 15,388,803
  Infrastructure 104,841,667 6,608,740 (24,654) 111,425,753
     Subtotal 154,862,382 8,483,357 (752,853) 162,592,886
Accumulated depreciation:
  Buildings and  improvements (17,595,416) (1,613,546) 12,000 (19,196,962)
  Machinery and equipment (9,867,166) (1,089,314) 661,819 (10,294,661)
  Infrastructure (29,347,729) (3,531,888) 24,654 (32,854,963)
     Subtotal (56,810,311) (6,234,748) * 698,473 (62,346,586)
     Net capital assets being depreciated 98,052,071 2,248,609 (54,380) 100,246,300
     Net capital assets                $107,240,163 $3,501,587 ($152,880) $110,588,870

      *Depreciation expense was charged to governmental functions as follows:

General government $326,764
Police 267,133
Fire 398,939
Public works 3,591,132
Leisure services 1,492,465
In addition, depreciation on capital assets held by the City's internal service funds is
  charged to the various functions based on their usage of the assets. 158,315
Total depreciation expense $6,234,748
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The deductible per occurrence for all types is $2,500. Pool coverage is $2,501 - $5,000 for boiler and machinery, $2,501
- $15,000 for crime, $2,501 - $250,000 for property, and $2,501 - $500,000 for liability. Excess insurance coverage,
provided by commercial companies, is the amount in excess of pool coverage to the limits stated above.  The City pays
an annual premium to MVRMA which is intended to cover administrative expenses and any claims covered by the
pool.  MVRMA has the ability to require the member cities to make supplemental payments in the event reserves are
not adequate to cover claims.  An actuarial opinion issued as of December 31, 2001, indicates reserves in excess of
anticipated claims.

Employee health insurance is provided through a fully insured plan and is accounted for and financed through an
internal service fund. The City pays premiums to a private insurance company and retains no risk.

Workers’ compensation is administered by the State of Ohio.  The City pays a premium per employee to the State for
this coverage.

There were no significant reductions in insurance coverage from the prior year in any category of risk.  Insurance
coverage for each of the past three years was sufficient to cover any claims settlements.

 9. PENSION   PLAN   OBLIGATIONS

Substantially all City employees are covered by one of two cost-sharing multiple-employer defined benefit pension
plans, namely, the Police and Fire Pension Fund or the Public Employees Retirement System of Ohio (PERS). Both
funds provide retirement and disability benefits, annual cost of living adjustments, and death benefits to plan
members and beneficiaries.

POLICE   AND   FIRE   PENSION   FUND

Authority to establish and amend benefits is provided by state statute per Chapter 742 of the Ohio Revised Code. The
Police and Fire Pension Fund issues a publicly available financial report that includes financial statements and
required supplementary information for the fund. Interested parties may obtain a copy by making a written request to
140 East Town Street, Columbus, Ohio 43215-5164, or by calling (614) 228-2975.

The Ohio Revised Code provides statutory authority for employee and employer contributions. Plan members are
required to contribute 10% of their annual covered salary and the City is required to contribute 19.5% and 24%
respectively for police officers and firefighters. The City's contributions to the plan for the years ending
December 31, 2000, 2001, and 2002, were $1,655,769, $1,849,105 and $1,832,207 respectively, equal to the required
contributions for the year.

PUBLIC EMPLOYEES RETIREMENT SYSTEM

Authority to establish and amend benefits is provided by state statute per Chapter 145 of the Ohio Revised Code. The
Public Employees Retirement System issues a publicly available financial report that includes financial statements
and required supplementary information for the fund. Interested parties may obtain a copy by making a written
request to 277 East Town Street, Columbus, Ohio 43215-4642, or by calling (614) 466-2085.

The Ohio Revised Code provides statutory authority for employee and employer contributions. Plan members are
required to contribute 8.5% of their annual covered salary and the City is required to contribute 13.55%. The City's
contributions to the plan for the years ending December 31, 2000,  2001 and 2002, were $1,628,503, $2,083,068  and
$2,217,038 respectively, equal to the required contributions for the year.
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VOLUNTEER   FIREFIGHTERS   PENSION

Principal Life Insurance Company administers a single-employer, defined benefit pension plan for the Volunteer
Firefighters. At January 1, 2002, the Plan’s membership consisted of the following:

Retirees and beneficiaries currently receiving benefits 63

Terminated employees entitled to benefits but not yet
receiving them 42

Active members 66

Total 171

All regular members of the Volunteer Fire Department are eligible for the plan upon completion of 3 years of
continuous service.  Members may retire at age 55 and receive a monthly benefit, payable for life.  The monthly
retirement benefit is equal to the sum of $8.00 multiplied by the number of years of credited service not in excess of
10 years and $10.00 multiplied by the number of years of credited service in excess of 10 years.  Benefits vest at 15%
upon 3 years of credited service plus 5% for each additional year, up to 100%.  Benefits are established by and may
be amended by City Ordinance.

Financial Statements of the Volunteer Firefighters Pension are prepared using the accrual basis of accounting.
Employer contributions are recognized when due and the employer has made a formal commitment to provide the
contributions. Benefits and refunds are recognized when due and payable in accordance with terms of the plan. The
pension plan does not issue a stand-alone financial report

Plan investments are reported at fair value. No investment, in any one organization, exceeded five percent of net
assets available for benefits.

The City’s funding policy is to provide for periodic employer contributions at actuarially determined rates that,
expressed in dollars, are designed to accumulate sufficient assets to pay benefits when due.  Costs of administering
the plan are paid separately by the City and not deducted from plan assets. The City is to make all contributions
required to the plan. Contribution requirements are established or may be ammended by City Ordinance. Active
members are not required to contribute.

The annual required contribution for the current year was determined as part of the January 1, 2002, actuarial valuation
using the aggregate actuarial cost method. The actuarial assumptions included a 7.0% investment rate of return and
that benefits will not increase after retirement. The actuarial value of assets was determined using the contract basis.
The aggregate actuarial cost method does not identify or separately amortize unfunded actuarial liabilities.

SCHEDULE OF EMPLOYER CONTRIBUTIONS

Annual
Year Ended Required Actual Percent
December 31 Contribution Contribution Contributed

1997 28,603 28,603 100%
1998 40,785 40,785 100%
1999 40,684 40,684 100%
2000 35,644 35,644 100%
2001 36,628 36,628 100%
2002 0 0 100%



28

For the fiscal years ended December 31, 2000, 2001 and 2002, the Annual Pension cost (APC) was $35,644, $36,628  and
$0 respectively; the Percentage of APC contributed was 100% and the net pension obligation was $0.

The first year the City has reported the Volunteer Firefighters Pension under GASB 27 was in 1996. The pension
liability was $0 and was determined in accordance with GASB 27. The amount of pension liability at transition was $0.
The difference between the amount of pension liability and the previously reported liability to the plan was $0.

10. OTHER POSTEMPLOYMENT BENEFITS (OPEB)

In addition to the pension benefits described in Note 9, both the Public Employees Retirement System of Ohio and the
Police and Fire Pension Fund provide postretirement health care coverage, commonly referred to as OPEB (other
postemployment benefits).  For both systems, the Ohio Revised Code provides the authority for public employers to
fund postretirement health care through their contributions.

POLICE AND FIRE PENSION FUND OPEB

The fund provides postretirement health care coverage to any person who receives or is eligible to receive a monthly
benefit check or is a spouse or eligible dependent child of such person.  An eligible dependent child is any child under
the age of 18 whether or not the child is attending school, or under the age of 22, if attending school full-time or on a
2/3 basis.

Health care funding and accounting is on a pay-as-you-go basis.  The Ohio Revised Code provides that health care
costs paid shall be included in the employer’s contribution rate.  The 2002 employer contribution rate was 19.5% of
covered payroll for Police and 24% for Fire of which 7.75% was used to fund health care.  The City’s contribution for
the year ended December 31, 2002, was $411,643 for Police and $256,889 for Fire to pay postemployment benefits.

The number of participants eligible to receive health care benefits as of December 31, 2001, were 13,174 for Police and
10,239 for Fire. The Fund’s total health care expenses for the year ended December 31, 2001, were $122,298,771.

PUBLIC EMPLOYEES RETIREMENT SYSTEM OPEB

The Public Employees Retirement System of Ohio provides post-retirement health care coverage to age and service
retirants with 10 or more years of qualifying Ohio service credit.  Health care coverage for disability recipients and
primary survivor recipients is available.

The 2002 employer contribution rate was 13.55%, of which 5.0% was used to fund health care.  The City’s contribution
for the year ended December 31, 2002, was $818,087 to fund post-employment benefits.

OPEB are advanced-funded on an actuarially determined basis. An entry age normal actuarial cost method of
valuation is used in determining the present value of OPEB. The different between assumed and actual experience
becomes part of unfunded actuarial accrued liability. All investments are carried at market value. For actuarial
valuation purposes, assets are adjusted annually to reflect 25% of unrealized market appreciation or depreciation.
The investment assumption rate for 2001 was 8.00%. Individual base pay was assumed to increase 4.00%
compounded annually with no change in the number of active employees. Health care costs were assumed to increase
4.00% annually.

The number of active contributing participants was 402,041 as of December 31, 2001, the date the latest actuarial
review was performed. The Funds actuarially determined accrued liability for OPEBs at December 31, 2001, are $16.4
billion with net assets available for OPEB of $11.6 billion, leaving an unfunded actuarial liability of $4.8 billion.
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 11. LONG-TERM   LIABILITIES

Long-term liability activity for the year ended December 31, 2002, was as follows:

Amounts
 Beginning Ending Due Within

Balance Additions Reductions Balance One Year
General obligation bonds:

Fire station, 9.00% $185,000 $45,000 $140,000 $45,000
Service center, 9.00% 220,000 55,000 165,000 55,000
Improvement bonds—

Series 1991, 4.5%-6.65% 360,144 24,958 335,186 25,419
Improvement bonds—

Series 1992, 3.25%-6.45% 700,296 42,857 657,439 42,439
Improvement Refunding, 2.65%-5.25% 2,935,000 530,000 2,405,000 555,000
Recreation Center Refunding,

2.65%-16.9% 3,114,352 850,000 2,264,352 895,000

Total general obligation bonds 7,514,792 1,547,815 5,966,977 1,617,858

Special assessment bonds:
1983 David Road Improvement,

9.75% 34,000 17,000 17,000 17,000
Improvement bonds—

Series 1991, 4.5%-6.65% 1,144,856 75,042 1,069,814 79,581
Improvement bonds—

Series 1992, 3.7%-5.9% 14,704 7,143 7,561 7,561

Total special assessment bonds 1,193,560 99,185 1,094,375 104,142

Other:
Accrued vacation and

sick leave benefits 2,771,574 1,846,442 1,688,212 2,929,804 1,787,181
Ohio Public Works Commission

Long-Term Promissory Notes, 0-3% 2,545,494 787,255 71,134 3,261,615 164,322
Montgomery County 800 Mhz, 0%

Promissory Notes 200,000 200,000 66,667

Total other 5,317,068 2,833,697 1,759,346 6,391,419 2,018,170

Total long-term liabilities $14,025,420 $2,833,697 $3,406,346 $13,452,771 $3,740,170

The accrued vacation and sick leave benefits liability will be liquidated by several of the City's governmental and
internal service funds. In the past, approximately 73% has been paid by the General Fund, 12% by the Street
Maintenance Fund and the remainder by the other governmental and internal service funds. The City uses the
“vesting method” to determine the appropriate liability.

In the event of delinquencies related to special assessment bonds, the City is required to use other resources until
foreclosure proceeds are received to satisfy debt service. The City does not have a sinking fund or reserve established
to cover defaults by property owners because foreclosure proceeds would eliminate any outstanding liability.
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The annual requirements to pay principal and interest on long-term obligations at December 31, 2002, are as follows:

The Ohio Revised Code (ORC) provides that the total net debt (as defined in the ORC) of a municipal corporation,
whether or not approved by the electors, shall not exceed 10.5% of the total value of all property in the municipal
corporation as listed and assessed for taxation. In addition, the unvoted net debt of municipal corporations cannot
exceed 5.5% of the total taxation value of property. At December 31, 2002, the City had a legal debt margin for total debt
of $108,729,694 and a legal debt margin for unvoted debt of $56,398,752.

12. LEASES AND CONSTRUCTION COMMITMENTS

There are no operating leases, in which the City is a lessee, in excess of one year.  Operating lease payments in 2002
were $243,994.

Construction and other commitments at December 31, 2002, were approximately $4,192,000.

13. CONTINGENT LIABILITIES

The City is the defendant in various lawsuits and subject to various claims over which litigation has not commenced.
Although the outcome of these matters is not presently determinable, in the opinion of the Law Director the
resolution of these matters will not have a material adverse effect on the financial condition of the City.

The City participates in several federally assisted programs which are subject to program compliance audits by the
grantors or their representatives.  A single financial and compliance audit of the City has been completed with no
findings for recovery.  The grantor agencies, at their option, may perform economy and efficiency audits, program
results audits or conduct monitoring visits.  Such audits and visits could lead to reimbursement to the grantor
agencies.  Management believes such reimbursements, if any, would be immaterial.

Principal Interest Principal Interest Principal Interest

2003 $1,617,858 $306,420 $230,989 $7,709 $104,142 $72,115
2004 1,705,564  220,866     267,117     15,191       84,436       65,157       
2005 940,018     980,279     267,691     14,617       89,671       59,922       
2006 854,196     954,064     201,615     14,026       95,320       54,272       
2007 195,709     931,244     202,224     13,418       101,658     47,934       

2008-2012 653,632     1,018,761  791,482     57,293       619,148     128,812
2013-2017 745,301     39,065       
2018-2022 704,630     17,911       

2023 50,566       754            
$5,966,977 $4,411,634 $3,461,615 $179,984 $1,094,375 $428,212

Bonds
Special AssessmentGeneral Obligation

Bonds
Promissory

Notes
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NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED DECEMBER 31, 2002

1. BUDGETS AND BUDGETARY ACCOUNTING

An annual budget for all governmental fund types covering the period January 1 through December 31 of the
following year showing estimated revenues and expenditures is submitted to the County Auditor as Secretary of the
County Budget Commission.  The budget is passed by City Council, after public hearings are held, by July 15 of each
year, and submitted to the County Budget Commission by July 20 of each year.

The County Budget Commission certifies its actions relative to the annual budget to the City by September 1.  As part
of this certification, the City receives an official certificate of estimated resources which states the projected receipts
by fund.  On or about January 1, this certificate is amended to include any unencumbered fund balances from the
preceding year.  Prior to December 31, the City must revise its budget so that the total contemplated expenditures
from any fund during the ensuing fiscal year will not exceed the amount stated in the certificate of estimated
resources.  The revised budget then serves as the basis for the annual appropriations ordinance.

A temporary appropriations ordinance to control expenditures may be passed on or about January 1 of each year for
the period January 1 through March 31.  An annual appropriations ordinance must be passed by April 1 of each year
for the period January 1 to December 31.  The appropriations ordinance generally controls expenditures at the level
of personal services, operating expenditures and capital improvements on a department level, except for the state
highway fund, cemetery fund, police pension fund, DESC (Defense Electronics Supply Center) reuse fund, special
safety grants and programs fund, community development fund and the capital projects fund which are controlled at
the fund level.  The City Manager has the authority to amend appropriations within the department at the levels of
personal service, operating expenditures and capital improvements; amendments above this level require council
approval.  The ordinance may be amended or supplemented by Council during the year as required.  Amendments to
the appropriations ordinance made during the year were not material in relation to the original appropriations.  Total
expenditures in any fund do not exceed the estimated resources for that fund.  Unencumbered appropriations lapse at
year-end, while encumbered amounts are reappropriated in the following year’s budget. Revenues are estimated by
the Finance Director in conjunction with the annual budgeting process. However, these estimates are not included or
required in the budget ordinance.

The City, being a home rule municipal corporation, has adopted, through ordinance, GAAP (generally accepted
accounting principles) as its budgetary basis.

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the expenditure of
monies are recorded in order to reserve that portion of the applicable appropriation, is employed as an extension of
formal budgetary control in the governmental funds.  Encumbrances outstanding at year-end are reported as
reservations of fund balance for subsequent year expenditures.
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