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November 12, 2003

To the Honorable Mayor and City Commission
City of Birmingham
Birmingham, Michigan 48012

With this letter, we transmit the City of Birmingham’s Comprehensive Annual Financial Report
(CAFR) for the fiscal year ended June 30, 2003. This report has been prepared pursuant to, and
in compliance with State statutes, which require the City to publish within six months of the
close of each fiscal year a complete set of financial statements in compliance with generally
accepted accounting principles (GAAP) and audited in accordance with generally accepted
auditing standards.

The financial statements have been prepared by the City’s Finance Department for the purpose
of disclosing the City’s financial condition to its residents, elected officials, and other interested
parties. Management assumes full responsibility for both the accuracy of the data and the
completeness and fairness of the presentation, including all disclosures.

The City of Birmingham'’s financial statements have been audited by Plante & Moran, PLLC. The
purpose of an independent audit is to provide reasonable assurance that the financial statements
are free of material misstatement. The independent audit involves examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements; assessing the
accounting principles used and significant estimates made by management; and evaluating the
overall financial statement presentation. The audit concluded that there was a reasonable basis
for rendering an unqualified opinion that the City of Birmingham’s financial statements for the
year ended June 30, 2003 are fairly presented in conformity with GAAP. Plante & Moran’s
report is presented as the first component of the financial section of this report.

The independent audit of the City’s financial statements was part of a broader, federally
mandated “single audit.” The single audit is designed to meet specific requirements of federal
grantor agencies. These requirements require the independent auditor to report not only on
the fair presentation of the financial statements, but also on the City’s internal controls and
compliance with legal requirements, with special emphasis on internal controls and legal
requirements involving the administration of federal awards. The independent auditor’s reports
related specifically to the single audit are published separately.

This letter is designed to introduce the financial report and provide information that would be
useful in assessing the City’s financial condition (particularly information about future resources
and obligations). In addition, the financial statements include a narrative introduction, overview,
and analysis in the form of a management’s discussion and analysis (MD&A), which should be
read in conjunction with this letter.



City Location and Character

The City of Birmingham, incorporated in 1933, is located in the southeastern portion of Oakland
County, encompasses an area of approximately 4.73 square miles, and is approximately 20 miles
north of downtown Detroit. This year, Birmingham celebrates the 70th anniversary of its
incorporation as a home-rule city. The City operates under the Commission-Manager form of
government. The seven commission members, one of whom serves as mayor, are elected for
four-year overlapping terms on a non-partisan basis. The City Commission is responsible,
among other things, for passing ordinances, adopting the budget, and appointing advisory board
and commission members. The City Manager is responsible for carrying out the policies and
ordinances of the City Commission and for overseeing the day-to-day operations of the City.
The City Commission appoints the City Manager and City Clerk, who reports, as do all other
department heads, to the City Manager.

Throughout its history, Birmingham has enjoyed a high level of citizen involvement, which has
contributed to the high quality of life in the community. Residents are elected or appointed to
serve on a variety of commissions, committees, councils, and boards. Residents and officials
alike volunteer their time and talent to support various projects to benefit the community.

Located in the heart of Oakland County, one of the wealthiest counties (per capita income) in
the country, Birmingham is an affluent city and is the hub of the area. Its downtown is filled with
shops, art and antique galleries, restaurants, and movie theaters, and is also a center for real
estate, accounting, finance, insurance, legal, and other services. The City is a favorite destination
for visitors throughout the Metro area. The City currently has in excess of 200 retail
establishments and over 520 service enterprises. Named one of the country’s “Top 20 Most
Walkable Communities,” the City provides residents with a quality lifestyle including beautiful
residential neighborhoods, excellent schools, and all the social and cultural opportunities that
come with a thriving pedestrian-friendly downtown. The Birmingham Principal Shopping
District, established in 1993, provides leadership in marketing, advertising, and promotion of the
downtown.

The City provides a wide range of city services, including police and fire protection; the
construction and maintenance of roads and other infrastructure; recreational activities and
cultural events; community planning, zoning, and code enforcement; refuse collection, water-
receiving, and sewer disposal services. Birmingham is also within commuting distance of the
major employment areas of the greater Detroit metropolitan area. Located within the City are
the Rouge River, Quarton Lake, and rolling landscape, which attract builders and homeowners.

Factors Affecting Financial Condition

The information presented in the financial statements is best understood when it is considered
from the broader perspective of the environment in which the City operates.



Local Economy - The largest single revenue source is property taxes. Historically this revenue
source has been stable and is expected to remain so into the foreseeable future. The City also
continues to have a strong, diversified tax base as the 10 largest taxpayers represent
approximately 7.3 percent of total assessed valuation. A total of 78.2 percent of the tax roll is
residential. The remaining 21.8 percent is nonresidential, composed of 17.3 percent
commercial, 0.70 percent industrial and 3.78 percent personal property. The City is
approximately 98 percent developed. As a result of significant reinvestment in the City’s
residential and commercial districts, the City has experienced a |3.7 percent annual growth rate
in the property tax base since fiscal 1998. The fiscal year 2002-2003 tax levy was reduced by
.625 mills from the prior fiscal year, primarily as a result of redevelopment within the City.

The region, which includes the City of Birmingham and the surrounding area of Oakland County,
has a labor force of approximately 682,500. It is anticipated that, after declining for the past two
years, job growth will increase by approximately | percent for 2003 and 2.4 percent for calendar
year 2004. The June 2003 unemployment rate of 3.1 percent for the City is well below the state
and national unemployment rates of 7.2 percent and 6.4 percent, respectively, for the same
period. The City continues to attract businesses of national and international importance. The
overall occupancy rate of approximately 89 percent is expected to continue to increase as
independent retailers continue to open businesses such as high-end fashion and gift stores to fill
the void left by the closing of the Jacobson’s store last year.

Currently the State is in an economic slump. Approximately 7 percent of the City’s total
revenues come from sales tax that is collected by the State and shared with local units of
government. Because of reductions in statewide collections of income tax and single business
tax, the State government has retained a higher portion of the sales tax in order to balance its
own budget. This has resulted in a decrease in state-shared revenue in the current year, and
further reductions are expected for the near future.

The City has maintained a strong financial position as a result of significant gains in property tax
receipts, which are generated by the continued strength of the local economy and
management’s prudent budgeting practices.

Accounting and Budgetary Control

The City’s comprehensive internal controls framework has been designed to protect the City’s
assets from loss, theft, or misuse, and to compile sufficient reliable information for the
preparation of financial statements in conformity with GAAP. Internal accounting controls are
designed to provide reasonable, but not absolute, assurance that the financial statements will be
free from material misstatement.



The annual budget serves as the primary financial management tool for the City. From
November to February, the City Manager and department heads develop and review
departmental and activity budgets. At the “Long-Range Planning Session” in January, the City
Commission gives feedback and communicates its priorities and the direction in which it wishes
to proceed. At this meeting, a “five-year financial forecast” is also presented and serves as the
framework from which the budget is developed. The City Manager, also in a public forum on or
before the first Monday in May, presents the proposed budget in line-item detail to the City
Commission for review and approval

The City of Birmingham’s budget is a plan that represents the City Commission’s commitment
to provide cost-effective, efficient, and quality services to its residents. The annual budget is
adopted in accordance with legal requirements governed by Chapter 7 of Birmingham’s City
Charter and the Uniform Budgeting Act, State of Michigan, P.A. 621 of 1978. The City adopts
its budget by budgetary center, which is the level of classification detail at which, by law,
expenditures cannot exceed appropriations. Budget transfers between budgetary centers or
from fund balance are periodically approved by the City Commission.

The General Fund, Special Revenue Funds, and Debt Service Funds are under formal budgetary
control. Unexpended appropriations lapse at year end, while open purchase orders and
contract encumbrances are immediately reappropriated to the subsequent fiscal year.

Long-term Financial Planning - Because the City is at a mature stage in its life cycle, it has
significant infrastructure needs that have not been present historically. Several years ago, the
City determined that meeting these infrastructure needs would be the most significant financial
challenge over the next several years. In fiscal year 1999-2000, a 10-year sewer improvement
program with an estimated cost of $32 million was begun to abate basement flooding, construct
relief sewers, and repair or replace existing sewers in critical structural condition. Of the
$32 million, $11.6 million has been earmarked for joint sewer relief projects with other
communities: the North Arm Project for the Twelve Towns Drain, the George W. Kuhn Drain
Project, and the Acacia Park Relief Drain.

The City of Birmingham is in the eighth year of a $15 million multi-year program for water main
construction and restoration. Improvements totaling $3 million have been incurred and were
financed with revenue bonds issued in 1993. The remaining $12 million is supported through a
voter-approved property tax levy. The levy, which began in fiscal year 1997-1998, will continue
at the estimated annual rate of $1 million.

In November 2001, City voters authorized the City of Birmingham to issue general obligation
unlimited tax bonds in an amount not to exceed $25 million. The bonds may be sold in one or
more issues. The proceeds from the bond sales will be used to implement the Recreation
Master Plan. The Recreation Master Plan outlines the City’s long-range goals for the acquisition
and/or enhancement of parkland and recreational facilities. The first bond issue in the amount of
$15.7 million was sold in December 2002 and a portion of the proceeds was used to purchase
the Barnum Facility and to partially fund the dredging of Quarton Lake. A study is being
performed to determine the best use of the Barnum Facility, with consideration being given to
long-term additional ongoing costs involved with staffing, operating, and maintaining the new
facility.



Cash Management Policies and Practices - Temporarily idle cash from the City’s various
funds is invested through management of a common pooled cash and investment account.
Investment maturities are timed to meet the City’s general liquidity needs. Investment
instruments generally consisted of U.S. Treasury bills and notes, U.S. Treasury stripped coupons,
certificates of deposit, and state-approved pooled investment funds. Yields on investments
ranged from .985 percent to |.711 percent during 2003. Total interest income generated
amounted to approximately $674,400 (excluding Pension Trust Fund earnings and earnings on
funds not directly managed by the City).

Risk Management - The City is a member of the Michigan Municipal League Liability and
Property Pool, which is a self-insurance program for general and auto liability, auto physical
damage, and property loss claims. The City accounts for its insurance and self-insurance
program in an Internal Service Fund and charges out to other funds their respective share of
insurance costs. Additional information on the City of Birmingham’s risk-management activity
can be found in Note 9 of the notes to the financial statements.

Pension and Other Postemployment Benefits - The City of Birmingham Employees’
Retirement System is a single-employer defined benefit pension plan, which covers all full-time
employees of the City. Required contributions are determined as a part of an annual actuarial
valuation. As of June 30, 2002, the ratio of present assets to actuarial accrued liabilities was
138.3 percent. The City of Birmingham also provides postretirement health care benefits for
certain retirees and their dependents. As of the end of the current fiscal year, there were
137 retired employees receiving these benefits, which are advance-funded by employer
contributions expressed as a percentage of annual covered payroll at actuarially determined
rates. Additional information pertaining to the City’s pension and postemployment benefits can
be found in Notes 10 and I | of the notes to the financial statements.

Awards and Acknowledgements

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement
for Excellence in Financial Reporting to the City of Birmingham for its Comprehensive Annual
Financial Report (CAFR) for the fiscal year ended June 30, 2002. This was the thirteenth
consecutive year that the City has received this prestigious award. In order to be awarded a
Certificate of Achievement, a government must publish an easily readable and efficiently
organized CAFR. This report satisfied both GAAP and applicable legal requirements.

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

In addition, the City has also received the GFOA’s Award for Distinguished Budget Presentation
for its annual budget for the fiscal year beginning July |, 2002. This was the thirteenth
consecutive year that the City has received this prestigious award. In order to qualify for the
Distinguished Budget Presentation Award, the government’s budget document was judged to be
proficient in several categories, including as a policy document, a financial plan, an operations
guide, and a communications device.



The preparation of this report was made possible by the dedicated service of the entire staff of
the Finance Department. Each of these individuals has our sincere appreciation for the
contributions made in the preparation of this report, as well as all additional individuals who
assisted in this effort. Appreciation is also expressed to the City Commission for their consistent
support throughout the year in matters pertaining to the financial affairs of the City.

Respectfully submitted,

j/jﬁm J27. Vo e /%U%Zf

Thomas M. Markus B. Sharon Ostin
City Manager Director of Finance
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Southfield, MI 48037-0307

mOran Tel: 248.352.2500
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Independent Auditor’s Report

To the Honorable Mayor
and City Commission
City of Birmingham, Michigan

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund,
and the aggregate remaining fund information of the City of Birmingham, as of and for the year
ended June 30, 2003, which collectively comprise the City’s basic financial statements as listed in
the table of contents. These financial statements are the responsibility of the City of
Birmingham’s management. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the City of Birmingham, as of June 30, 2003, and the respective changes in
financial position and cash flows, and the respective budgetary comparisons for the General
Fund and the Major and Local Street Funds for the year then ended, in conformity with
accounting principles generally accepted in the United States of America.

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

A member of

A worldwide associatlon of Independent accounting firms



To the Honorable Mayor
and City Commission
City of Birmingham, Michigan

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Birmingham’s basic financial statements. The accompanying
introductory section, other supplemental information, and statistical section as identified in the
table of contents, are presented for the purpose of additional analysis and are not a required
part of the basic financial statements. The combining statements presented in the other
supplemental information 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 section, budgetary
comparison schedules, and statistical section have not been subjected to the auditing procedures
applied by us in the audit of the basic financial statements and, accordingly, we express no
opinion on them.

As described in Note |3, the City has implemented a new financial reporting model, as required
by the provisions of GASB Statement No. 34, Basic Financial Statements - and Management’s
Discussion and Analysis - for State and Local Governments, and related statements, as of July I,
2002. In adopting this statement, the financial statements now include a management’s
discussion and analysis, government-wide full accrual financial statements, and reorganized fund-
based statements. In addition, the governmental funds now accrue a liability for compensated
absences only to the extent that they come due for payment prior to year end.

In accordance with Government Auditing Standards, we have also issued our report dated
September 26, 2003 on our consideration of the City of Birmingham’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grants. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be read in conjunction with this report in considering

the results of our audit.
74{»@ f M, PLLe

September 26, 2003
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City of Birmingham, Michigan

Management’s Discussion and Analysis

The City of Birmingham’s management’s discussion and analysis (MD&A) is designed to provide
an objective and easy-to-read analysis of the City’s financial activities based on current
information and facts. The MD&A is intended to serve as an introduction to the City’s basic
financial statements. Specifically, this information is designed to assist the reader in focusing on
significant financial issues, provide an overview of the City’s financial activity, identify changes in
the City’s financial position (its ability to address the next and subsequent years’ challenges),
identify significant variances from the approved budget, and identify individual fund issues.

This is the first year the City has presented its financial statements in accordance with the new
reporting model required by Governmental Accounting Standards Board Statement No. 34,
Basic Financial Statements - and Management’s Discussion and Analysis - for State and Local
Governments (GASB No. 34). This new reporting model significantly changes not only the
presentation of financial data, but also the manner in which the information is recorded.

The information contained within this MD&A is only a component of the entire financial
statements. Readers are encouraged to read it in conjunction with the transmittal letter, which
can be found on pages i-vi of this report, and the City’s financial statements, which follow this
section.

Financial Highlights

As discussed in further detail in this discussion and analysis, the following represents the most
significant financial highlights for the year ended June 30, 2003:

e State-shared revenue, our second largest revenue source, was reduced by the State of
Michigan by approximately $122,000. The City reacted by reducing or eliminating certain
non-essential programs and new personnel requests and by delaying filling certain vacant
positions.

e Total net assets related to the City’s governmental activities increased by approximately
$5,200,000, with approximately $5,060,000 of that amount invested in capital assets.

e At the end of the current fiscal year, unreserved fund balance for the General Fund was
$4,165,479, or 19 percent of total General Fund expenditures and transfers out.

e In November 2002, the City sold $15,700,000 in general obligation bonds, which began the
City’s long-term investment in park and recreation facilities and improvements.

Overview of the Financial Statements

In addition to the MD&A (this section), the City’s annual report consists of three other parts:
() basic financial statements, (2) required supplementary information, and (3) an optional
section that presents combining statements for non-major governmental, internal service, and
fiduciary funds. The basic financial statements include two kinds of statements that present
different views of the City:



City of Birmingham, Michigan

Management’s Discussion and Analysis (Continued)

Government-wide Financial Statements - These statements provide readers with a broad
overview of the City’s finances, in a manner similar to a private-sector business and, therefore,
are prepared using the accrual basis of accounting. These statements provide a longer term
view of the City’s finances and whether taxpayers have funded the full cost of providing
government services. The first two statements are government-wide financial statements and
include the following:

e The statement of net assets presents information pertaining to all the City’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 is improving or deteriorating.

e The statement of activities accounts for all of the current year’s revenues and expenses
regardless of when cash is received or paid. 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).

Both of the government-wide financial statements distinguish functions of the City of
Birmingham 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 include general government, public safety, public works, community and
economic development, recreation and culture, and interest on long-term debt. The business-
type activities of the City include water and sewer-disposal systems, automobile parking, and
municipal golf courses.

The government-wide financial statements include not only the City of Birmingham itself (known
as the primary government), but also the legally separate Baldwin Public Library and the
Principal Shopping District, for which the City is financially accountable. Financial information
for these component units is reported separately from the financial information presented for
the primary government itself.

Fund Financial Statements - The remaining statements are fund financial statements. The City
of Birmingham, like other governmental entities, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. Fund financial statements
report the City’s operations in more detail than the government-wide financial statements.
These statements present a short-term view and tell how taxpayer resources were spent during
the year. The City’s three fund financial statements include the following:



City of Birmingham, Michigan

Management’s Discussion and Analysis (Continued)

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, the governmental funds statements
tell how general government services like public safety were financed in the short term as well
as what remains for future spending. Because this information does not encompass the
additional long-term focus of the government-wide statements, we provide additional
information at the bottom of the governmental funds statement, or on the subsequent page, that
explains the relationship (or differences) between them.

Proprietary Funds - Services for which the City charges customers a fee are generally
reported in proprietary funds. Proprietary funds, like the government-wide statements, offer
short- and long-term financial information.

e In fact, the City’s Enterprise Funds (one type of proprietary fund) are the same as its
business-type activities, but provide more detail and additional information, such as cash
flows.

e The City also utilizes Internal Service Funds (the other kind of proprietary fund) to report
activities that provide supplies and services to the City’s other programs and activities, such
as the City’s Equipment Fund. Because these services predominantly benefit governmental
rather than business-type functions, they have been included with governmental activities in
the government-wide financial statements.

Fiduciary Funds - Fiduciary funds provide information about resources held for the benefit of
parties outside the government, such as the retirement plan for the City’s employees in which
the City acts solely as a trustee or agent. Fiduciary funds are not reflected in the government-
wide financial statement because the resources of those funds are not available to support the
City’s own programs. The accounting used for fiduciary funds is similar to that used for
proprietary funds.

Notes to the Financial Statements - The financial statements also include notes that provide
additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements.

Other Information - In addition to the basic financial statements and accompanying notes, this
report also presents certain required supplemental information. This information includes
budgetary comparisons for the City’s General Fund and Major Special Revenue Funds. It also
includes combining statements for the City’s nonmajor governmental funds, Internal Service
Funds, and fiduciary funds. Immediately following the supplemental information is a statistical
section, which provides certain information pertaining to general government revenues,
expenditures, tax revenues and collections, demographic, and other statistical data.



City of Birmingham, Michigan

Management’s Discussion and Analysis (Continued)

Financial Analysis of the City as a Whole

Net Assets - 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 Birmingham, assets exceeded liabilities
by $104.5 million at the close of the fiscal year ended June 30, 2003. The largest portion of the
City’s net assets (62 percent) reflects its investment in capital assets. The City uses capital assets
to provide services to citizens; accordingly, these assets are not available for future spending.

Restricted net assets of the City totaled $5.5 million and are reported in the governmental
activities. These net assets have limits on their use that are externally imposed by restrictions
such as enabling legislation or bond covenants. These resources can only be used for the specific
purposes for which they were intended, such as expenditures for major and local streets,
building operations, or debt-service activities. The remaining unrestricted net assets may be
used to meet the City’s ongoing operations.

Since this is the first year the City has presented government-wide financial statements,
comparisons to the prior year have not been presented. In future years, when prior year
information is available, a comparative analysis of government-wide data will be included.

The following table shows, in a condensed format, the net assets of the City of Birmingham as of
June 30, 2003:

Table A-1
City of Birmingham’s Net Assets

Governmental  Business-type
Activities Activities Total

Current and other assets $ 31,214508 $ 28,098919 $ 59,313,427
Capital assets 50,248,271 67,844,074 118,092,345

Total assets $ 81,462,779 $ 95,942,993 $ 177,405,772
Current liabilities $ 4209,891 $ 6,481,812 $ 10,691,703
Long-term liabilities 21,115,964 41,137,289 62,253,253

Total liabilities $ 25,325,855 $ 47,619,101 $ 72,944,956
Net assets:

Invested in capital assets -

Net of related debt $ 34,770,767 $ 28,526,058 $ 63,296,825
Restricted 5,472,159 - 5,472,159
Unrestricted 15,893,998 19,797,834 35,691,832

Total net assets $ 56,136,924 $ 48,323,892 $ 104,460,816




City of Birmingham, Michigan

Management’s Discussion and Analysis (Continued)

As shown in Table A-2 (changes in net assets), the City’s total revenues were approximately
$42 million for the current year, of which 47 percent was obtained from property taxes. Fees
charged for services accounted for another 39 percent of the total, with the balance of the City’s
revenues primarily being derived from State and federal sources. The total cost of all programs
and services at June 30, 2003 was $34.5 million. City expenses cover a wide range of services.
For the current fiscal year, about 41 percent of the City’s expenses related to public safety and
public works.

Net assets increased by $5.2 million for the City of Birmingham’s governmental activities. This
increase accounted for 70 percent of the total growth in net assets for the year. Net assets for
business-type activities increased by $2.3 million during the year, accounting for the remaining
30 percent increase. The majority of this increase is attributable to improvements to the water-
and sewer-distribution systems.

The following analysis highlights the changes in net assets for the year ended June 30, 2003:

Table A-2
Changes in City of Birmingham’s Net Assets

Governmental  Business-type

Activities Activities Total
Revenue
Program revenue:
Charges for services $ 4584342 $ 11,838,129 $ 16,422,47 |
Operating grants and
contributions 1,305,361 - 1,305,361
Capital grants and
contributions 1,454,135 230,740 1,684,875
General revenue:
Property taxes 15,883,161 3,955,796 19,838,957
State-shared revenue 2,017,629 - 2,017,629
Unrestricted investment
earnings 390,267 265,363 655,630
Miscellaneous 59,061 - 59,061
Total revenue 25,693,956 16,290,028 41,983,984
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Table A-2
Changes in City of Birmingham’s Net Assets (Continued)

Governmental  Business-type

Activities Activities Total
Program Expenses
General government $ 2,985,800 $ - $ 2,985,800
Public safety 9,261,427 - 9,261,427
Public works 5,037,138 - 5,037,138
Community and economic
development 1,379,875 - 1,379,875
Recreation and culture 1,235,909 - 1,235,909
Interest on long-term debt 686,078 - 686,078
Water and sewer - 9,785,225 9,785,225
Automobile parking - 3,088,100 3,088,100
Golf courses - 1,009,814 1,009,814
Total program expenses 20,586,227 13,883,139 34,469,366
Excess before transfers 5,107,729 2,406,889 7514,618
Transfers 131,720 (131,720) -
Increase in Net Assets 5,239,449 2,275,169 7,514,618
Net Assets - June 30, 2002 50,897,475 46,048,723 96,946,198
Net Assets - June 30, 2003 $ 56,136,924 $ 48,323,892 $ 104,460,816

Financial Analysis

Governmental Funds - The analysis of the City’s major funds begins on page 16, following the
government-wide financial statements. The fund financial statements provide detailed
information about the most significant funds, not the City as a whole. As noted earlier, the City
of Birmingham uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements as well as to show accountability for certain activities, such as special
property tax millages. The City’s major funds for fiscal year 2002-2003 include the General
Fund, Major and Local Street Funds, and the Capital Projects Fund.



City of Birmingham, Michigan

Management’s Discussion and Analysis (Continued)

The General Fund is the main operating fund of the City and accounts for most of the City’s
governmental services, the most significant of which include police and fire. Expenditures for
police and fire services incurred during the year totaled $8.6 million. The General Fund is
primarily supported by property taxes (66 percent) and intergovernmental revenues
(10 percent), which consist primarily of state-shared revenues. A measure of the General Fund’s
liquidity can be made by comparing unreserved fund balance and total fund balance to total fund
expenditures. At year end, unreserved fund balance is 19 percent and total fund balance is
23 percent of total General Fund expenditures, including transfers out.

The Major Street Fund is used to account for construction, maintenance, and other authorized
operations of the City’s major streets (as contrasted with the neighborhood streets, which are
maintained by the Local Street Fund). The Major and Local Street Funds derive their revenues
primarily from gas- and weight-tax distributions from the State and operating transfers from the
General Fund. The fund balances of the Major and Local Street Funds of $3 million and
$1 million, respectively, are restricted primarily for road improvements.

The Capital Projects Fund is used to account for earmarked revenue set aside for major public
improvements. Revenue sources include General Fund transfers and proceeds of debt issued.
The total fund balance of the Capital Projects Fund at June 30, 2003 is $10.8 million. Of this
amount, $6.0 million represents bond proceeds to be used for park and recreational purposes,
while $1.9 million of the balance has been earmarked for the Woodward Avenue Median
Project.

Proprietary Funds - In addition to governmental funds, the City uses proprietary funds, which
provide similar type of information as that contained in the government-wide financial
statements, but in more detail. The Water and Sewage Disposal Funds, Automobile Parking
System Fund, Municipal Golf Courses Fund, and Internal Service Funds make up the City’s
proprietary funds. Unrestricted net assets of the proprietary funds were approximately
$20 million at year end. Of this amount, approximately $15 million is attributable to the water-
supply and sewage disposal systems.

For fiscal year 2002-2003, rate increases of 6.4 percent and 4.5 percent were approved for the
Water and Sewer Funds, respectively, resulting in the increase in charges for services. The rate
increases were necessary to cover increased charges imposed by the Detroit Water and
Sewerage Department, increased maintenance costs for the three Combined Sewer Overflow
(CSO) basins, increased City operating costs for sewer maintenance, and to offset the reduction
in interest income.
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General Fund Budgetary Highlights

The City amended its budget t