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INDEPENDENT AUDITOR’S REPORT

The Hono_réb]e Mayor and Council
- City of Morgantown
Morgantown, West Virginia

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund and the aggregate remaining fund information of the City
of Morgantown, West Virginia, as of and for the year ended June 30, 2006, 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 Morgantown, West Virginia'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 the significant estimates made by
management, as well as evaluating the overall financial statement presentation. We beheve that

our audit prov1des 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, each major
fund, and the aggregate remaining fund information of the City of Morgantown, West Virginia, as
of June 30, 2006, and the respective changes in financial position, and, where applicable, cash
flows, thereof for the year then ended in conformity with accounting principles generally accepted
in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
January 3, 2007, on our consideration of the City of Morgantown, West Virginia's internal control

over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial reporting
or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.
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The Honorable Mayor and Council
City of Morgantown Page 2

The management's discussion and analysis on pages 5 through 12 is not a required part of the basic
financial statements but is supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information
and express no opinion on it.

The accompanying schedule of expenditures of passenger facility charges is presented for purposes
of additional analysis as specified in the Passenger Facility Charge Audit Guide for Public
Agencies, issued by the Federal Aviation Administration, and is not a required part of the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated -
in all material respects in relation to the basic financial statements taken as a whole.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Morgantown, West Virginia's basic financial statements. The
combining and individual nonmajor fund financial statements are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The accompanying
schedule of expenditures of federal awards is presented for purposes of additional analysis as
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is also not a required part of the basic financial
statements of the City of Morgantown, West Virginia. The combining and individual nonmajor
fund financial statements and schedule of expenditures of federal awards have been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, are
fairly stated in all material respects in relation to the basic financial statements taken as a whole.
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January 3, 2007



MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of the City of Morgantown’s annual financial report presents management’s discussion and analysis of
the City’s financial performance during the fiscal year ended on June 30, 2006. Please read it in conjunction with
the City’s financial statements, which follow this section.

FINANCIAL HIGHLIGHTS

e Asreported in the City’s government-wide statement of net assets, total net assets increased $9.1 million,
or 19%, over the previous fiscal year. Net assets of governmental activities increased $3.1 million or 10%,
while the net assets of business-type activities increased approximately $6 million, or 36%, over the
previous year. Most of this increase can be attributed to the increase in net capital assets of $8,510,950,
most of which were funding by grants.

o Taxes, fees, and other revenues generated $3.2 million more than net expenses (total expenses less charges
for services, grants, and contributions) for governmental activities. Most of this excess can be attributed to
grants received for capital assets, which are not recorded as expenses in the statement of net assets. The
only tax rate increase was in the hotel occupancy tax from 3% to 6%, effective July 1, 2005, which
generated an additional $351,461, half of which was paid out in the form of a contribution to the
Convention & Visitor’s Bureau.

e In the City’s business-type activities, operating revenues increased $84, 244 or slightly less than 2%, over
the previous fiscal year, while operating expenses increased by $435,435 or 15%. The Parking Authorxty
and Building Commission reported operating income of $102,178 and $410,011, respectively. However,
the Airport reported an operating loss of ($554,850).

e In the General Fund, the revenues were $645,429, or 4%, more than budgeted, while expenditures,
including transfers, were $597,846, or 4%, less than budgeted. The General Fund reported a excess of
expenditures over revenues of ($48,263), for a net decrease in fund balance of the same amount. While the
fund balance in the General Fund at the beginning of the year is reported at $4,041,357, only $1,313,222
was available for appropriation for budget purposes due to the method used by the City to determine its
carryover which records tax revenue in the period due rather than in the period for which the taxes are
applicable.

o The City transferred $2,820,138 into the Capital Reserve Fund, $2,497,129 of which came from the
General Fund. This compares to $1,872,486 transferred to the Capital Reserve Fund from the General
Fund during the fiscal year ended June 30, 2005. Of the amount transferred from the General Fund during
the current year, $836,006 came from one-time business and occupation taxes on major construction
projects, and the balance resulted from greater than expected collection of regular B&O and other taxes.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of four parts—management’s discussion and analysis (this section), the basic financial
statements, required supplementary information, and an optional section that presents combining statements for non-
major governmental funds. The basic financial statements include two kinds of statements that present different

views of the City:

The first two statements are government-wide financial statements that provide both long-term and short-term
information about the City’s overall financial status. The remaining statements are fund financial statements that
focus on individual parts of the City government, reporting operations in more detail than the government-wide
statements and include governmental funds, proprietary funds, and fiduciary funds.
o The governmental funds statements tell how general government services such as public safety and public
works were financed in the short-term, as well as what remains for future spending.
s Proprietary funds statements offer short- and long-term financial information about the activities the City
operates like businesses, such as the municipal airport and parking authority.
o Fiduciary funds statements provide information about the financial relationships in which the City acts
solely as a trustee or agent for the benefit of others to whom the resources in question belong, such as the
three pension plans administered by the City.



The financial statements also include other notes that explain some of the information in the financial statements and
provide more detailed data. In addition to these required elements, there is also a section with combining statements
that provide details about non-major governmental funds, each of which are added together and presented in a single

column in the basic financial statements.

The following is a summary of the major features of the City’s financial statements, including the portion of City

government they cover and the types of information they contain:

Government-wide

Statements Government Funds Propriety Funds Fiduciary funds
Scope Entire City government | The activities of the City Activities the City operates Instances in which the City
(except fiduciary funds) | thatare not proprietary or similar to private businesses is the trustee or agent for

fiduciary, such as public such as the Airport and Parking someone else’s resources,

safety, public works, and Authority. such as the City’s three

parks pension plans ‘
Required Financial Statement of net assets Balance sheet Statement of net assets Statement of fiduciary net
Statements Statement of activities Statement of revenue, Statement of revenues, assets

expenditures, and changes
in fund balances

expenses, and changes in net
assets )
Statement of cash flows

Statement of changes in
fiduciary net assets

Accounting Basis

Accrual accounting and

Modified accrual

Accrual accounting and
economic resources focus

Accrual accounting and
economic resources focus

and Measurement €conomic resources accounting and current

Focus focus financial resources focus

Type of All assets and liabilities, | Only assets expected to be | All assets and liabilities, both All assets and liabilities,

Asset/Liability both financial and consumed and liabilities financial and capital, short-term | both short-term and long-

Information | capital, short-term and that come due during the and long-term term; can include capital as
long-term year or soon thereafter; no well as financial assets

capital assets included

Type of All revenues and Revenues for which cash is | All revenues and expenses All revenues and expenses

Inflow/Outflow expenses during the received during or soon during the year, regardiess of during the year, regardless

Information year, regardless of when | after the end of the year; when cash is received or paid of when cash is received or
cash isreceived or paid | expenditures when goods paid

and services have been
received and payment is
due during the year or soon

Government-Wide Statements

thereafter

The government-wide statements report information about the City as a whole using accounting methods similar to
those used by private-sector companies. The statement of net assets includes all of the City’s assets and liabilities,
but does not include those of the fiduciary funds. The statement of activities includes all of the City’s current year
revenues and expenses on a full-accrual basis.

The two government-wide statements report the City’s net assets--the difference between assets and liabilities—and
the change in net assets. Net assets and the change therein is one way to measure the City’s financial health or

position:

s  QOver time, increases or decreases in net assets are an indication of whether the City’s financial health is
improving or deteriorating, respectively.
e However, to assess the overall health of the City, additional non-financial factors, such as changes to the
City’s economic or tax base must be considered.

The City’s government-wide financial statements are divided into two categories:

o Governmental activities — Most of the City’s basic services are included here, such as police, fire, public
works, parks, and general administration. Charges for services finance approximately 30% of these
activities, while the various taxes and fees cover approximately 61%. The remaining 20% is financed
primarily by grants and investment income.

®  Business-type activities — The City’s parking facilities, municipal airport, and the leasing activities to its
governmental activities comprise the business-type activities. Charges for services are expected to cover
the full cost of operations of these activities, including capital maintenance.




Fund Financial Statements

The fund financial statements provide more detailed information about the City’s most significant funds — not the
City as a whole. Funds are accounting devices that the City uses to keep track of specific sources of funding and
spending for particular purposes. Some funds are required by state law, bond covenants, or grant agreements. Other
funds may be established to control and manage monies for particular purposes and to show that such designated
revenues are properly used.

The City has three kinds of funds as follows:

s Governmental Funds — Included in the City’s governmental funds are the General Fund, special revenue
funds, and capital reserve funds. These funds are used to account for the City’s basic financial services and
provide a detailed, short-term view. The focus is on how cash and assets that can readily be converted to
cash flow in and out and the balances left at fiscal year end that can be appropriated. Because this
information does not include the additional long-term focus of the government-wide statements, a
reconciliation is presented at the end of the governmental funds statements that details the differences
between the two focuses.

e Proprietary Funds — Activities for which user charges are made and which are expected to cover the cost of
the services provided are reported in proprietary funds. Proprietary funds provide both long- and short-
term financial information and are presented on the full-accrual basis of accounting. The City’s proprietary
funds are its three enterprise funds established for the Parking Authority, Airport, and the Building
Commission. These funds are the same as the City’s business-type activities, but the fund statements
provide more detail and additional information, including information on cash flows.

o Fiduciary Funds — The City is the trustee, or fiduciary, for the three pension plans it administrates—the
policemen’s pension, firemen’s pension, and the civilian employees’ pension plans. It is also responsible
for other assets that, because of a trust arrangement, can only be used for the trust beneficiaries. The City is
responsible for ensuring that the assets reported in these funds are used for their intended purposes. All of
the City’s fiduciary activities are reported in the statement of fiduciary net assets and the statement of
changes in fiduciary net assets. These funds are not included in the City’s government-wide financial
statements because the City cannot use these assets to finance its operations.

FINANCIAL ANALYSIS OF THE CITY AS AWHOLE
Net Assets

The following summarizes the change in net assets from the previous fiscal year:

City of Morgantown
Comparative Net Assets
FYE 6/30/05 FYE 6/30/06 % Change
Assets
Current assets $ 12,446,604 $ 14,479,988 16.34%
Capital assets 48,248,829 56,759,779 17.64%
Other assets 2,442,317 2,361,685 -3.30%
Total assets 63,137,750 73,601,452 16.57%
Liabilties
Current liabilities 2,745,104 4,380,961 59.59%
Long-term liabilities 13,721,444 13,397,513 -2.36%
Total Liabilities 16,466,548 17,778,474 7.97%
Net assets
Invested in capital assets 36,598,200 45,310,979 23.81%
Restricted 800,555 803,556 0.37%
Unrestricted 9,272,447 9,714,443 4.77%
Total Net Assets $ 46,671,202 $ 55,828,978 19.62%




The City’s combined net assets increased over $9.1 million, or 19.62%, over the fiscal year ended June 30, 2005.
This compares to a similar increase during the prior fiscal year of $9 million; however, that increase was
approximately a 23% increase over the fiscal year ended June 30, 2005. Total assets increased 16.57%, while total
liabilities increased 7.97%. While current liabilities more than doubled, total current assets exceed total current
liabilities by 330%. While much of the growth in net assets can be attributed to the growth in capital assets,
unrestricted net assets also increased 4.77% over the prior year.

In the governmental activities, total net assets increased $3.1 million, or10%, while unrestricted net assets increased
$635,960, or 8%, over the previous year. Much of this increase can be attributed to the increase in capital assets of
$2.6 million. Total net assets in the business-type activities increased $6 million, or 36%, while unrestricted net
assets decreased ($193,964),0r 13%. The increase in total net assets is primarily attributed to the increase in capital
assets of $5.9 million, most of which occurred at the Airport and was funded by capital grants.

Changes in Net Assets

The slight difference in the change in net assets reported on the statement of activities and the amounts cited above
is due to the operating transfers between governmental activities and business-type activities, primarily transfers
between the Capital Reserve Fund and the Airport Fund. The change in net assets is basically the difference
between revenues and expenses and, therefore, excludes transfers between activities.

Governmental Activities

Revenues for the City’s governmental activities were $28 million, with $15.5 million generated from taxes and
licenses, $7 million from charges for services (includes fines), $5.4 million from grants and contributions, and
$341,346 from other sources. The following chart depicts a more detailed breakdown of the revenues of the City’s
governmental activities:

Governmental Activities
Revenue
(FYO06 ~ $28 miltion)

Charges for Services Operating Graants
Other Taxes & 8%
Licenses
11%

Capital Grants
12%

Property Taxes
10%

B&O Taxes
33%

Due to the healthy economic conditions in Morgantown and the surrounding areas, tax and license revenue
(excluding the one-time construction business and occupation tax revenue) in the governmental activities has
increased at an average of 12% per year over the past four years. This has been accomplished with no changes in
tax formulas, and the only tax rate increase being the hotel occupancy tax rate increase in the current year. The
following graph depicts the growth in the City’s revenue from taxes and licenses, excluding the one-time
construction B&O tax revenue that is earmarked for the Capital Reserve Fund:
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Expenses of the governmental activities have also increased at a steady rate over the past four years, averaging
approximately 9% per year. Due to the growth in the City’s on-going revenues cited above, City Council has been
able to give employees a cost of living increase each year and has added six full-time employees over the past four
years. The following chart depicts the breakdown of the City’s expenses for governmental activities for the current
year:

Governmental Activities
Expenditures by Object
(FY06 - $25 million)

Culture & Recreation

17% Community
General Government DEVeIOEment
15% 19%
Streets & ) .
Transportation Benefit Payments
7% 1%

Public Safety
3%

Business-Type Activities

Service revenue in the City’s business-type activities increased less than 1% over the past year, while total expenses
increased 9%. This resulted in an overall deficit of ($684,656) before grant revenue.

The Parking Authority reported a decrease in operating revenue of $93,486, or 5%, from the previous year; however
the Authority was able to keep expenses at a modest 3% increase. The loss in revenue is attributed primarily to the
loss of one-time parking income realized in fiscal year 2005 that resulted from the closing of West Virginia
University’s parking facilities for renovations during several months of that year. The net operating income reported
by the Parking Authority for the year was $102,178, a decrease of $127,341from the prior year.

s

The operating loss of the Airport deteriorated by $148,714 over the previous year, resulting in a reported operating
loss of (8554,850). It should be noted, however, that the depreciation of capital assets included in operating
expenses totaled $564,189. . Airport charges for services and fuel sales increased $154,294 or 8%, while expenses
increased $389,033, or 17%. Increases in utilities, costs for major repairs to facilities, fuel prices, and marketing
account for much of this increase. Compounding this, the commercial air carrier ceased operations at the Airport



and a new carrier is scheduled to begin operations in July, 2006, which has caused decreased activity at the Airport
during this transition phase.

Net non-operating revenue, including non-operating grants and transfers, in the business-type activities was
$6,100,248, which is an increase over the previous year of $3,847,160. The non-operating revenue consists primarily
of capital grants received by the Airport from the U.S. Department of Transportation, which funded several projects
during the year, including the construction of the safety area extension, apron rehabilitation, and a deicing facility.

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As the City completed the current year, the governmental funds reported a combined fund balance of $9.4 million,
an increase of $673,270 from the previous year. This increase is primarily attributed to increases in the Board of
Parks and Recreation (BOPARC) Fund, the Capital Reserve Fund, and other nonmajor capital project funds.

The fund balance in the General Fund decreased $ 48,263 to $3,993,094. However, the balance available for
appropriation in the subsequent fiscal year was calculated at $949,139. City management prepares its budget on a
basis that recognizes tax revenue when the tax is due to be received, rather than in the period for which the taxes are

applicable.

The Economic Development Grant Fund is a special revenue fund used to account for the activity from three grants
awarded through the WV Economic Development Fund totaling over $21 million. The projects funded by these
grant funds include the Public Theatre and Marina in the Wharf District, the first phase of the Square at Falling Run,
which entails property acquisition and the demolition of several sub-standard housing units near the WVU campus,
and the National Biometric Security Project. During the year, these grant funds totaling $771,525 were used to
begin construction the Marina in the Wharf District, with another $1.2 million spent on engineering, project
management, and contracted services.

Included in the City’s capital project funds are the Tax Increment Financing (TIF) Fund and the Business
Improvement District (BID) Fund. Two TIF districts have been established by City Council and approved by the
WV Development Office:

District #1: Falling Run Development/Redevelopment District
District #2: The Riverfront Development/Redevelopment District

The TIF Fund is used to account for all property taxes designated as TIF property taxes and restricted for use in that
specific TIF district, as well as any activity relating to the issuance of TIF bonds that may occur in subsequent years.
The City received TIF property taxes of $314,999 in fiscal year 2006, and expended $66,9350n projects, most of
which went for engineering costs and the relocation of utilities in the Riverfront District. Additionally, The
Riverfront TIF District reimbursed the City of Morgantown $217,736 for costs paid on behalf of the District in the
previous two years. Tax increment revenue bonds in the amount of $6,180,000 will be issued by the City for the
Riverfront TIF District in the 2007 fiscal year for the construction of a parking garage..

The BID Fund is used to account for the activity in three established business improvement districts created to
renovate and improve different sections of High Street. A fourth district will be established in fiscal year 2007.
These projects are funded by assessments on the property owners in the district, contributions, Federal transportation
grants, and City funds. The City began assessing property owners in the first BID district in fiscal year 2005 and the
second BID District in 2006, Total assessments in the current year were $42,615, contributions were $12,140, and
Federal grants received totaled $323,563. Expenditures in the BID Fund totaled $404,583 as construction began on

the first two phases of the High Street improvements.

Of the special revenue funds, the Board of Parks and Recreation Commissioners (BOPARC) reported a fund balance
of $12,640, an increase of $212, 060 over the deficit of ($199,420) reported last year. The management of
BOPARC reduced expenses $ 155,531 from the previous year by eliminating cost inefficiencies and closely
monitoring budget compliance. Although service revenue remained virtually unchanged over the previous year,
operating transfers from the General Fund increased $180,029, along with an increase in transfers from the Capital
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reserve Fund of $5,611. The increased transfers from the General Fund resulted primarily from the increased hotel
occupancy tax. ‘

General Fund Budgetary Highlights

Over the course of the year, Crty Councﬂ revised the City’s general fund budget three times. These budget revisions
fall into two categories:

o Amendments and supplemental appropriations approved shortly after the beginning of the year to reflect
the actual beginning account balances (adjusting the estimated amounts in the budget adopted in March
2005.) :

o  Revisions made during the year to account for additional revenue recexved and to increase appropriations

- to prevent budget overruns.

Even with these adjustments, actual expenditures were $597,846 below final budgeted amounts, while revenues
were $645,429 above the final budgeted amounts. The additional revenues were due mainly to better-than-expected
business and occupation tax collections and the rate increase in the hotel occupancy tax.

CAPITAL ASSET AND DEBT ADMINISTRATION

- Capital Assets

At the end of fiscal year 2006, the City had $83.million invested in capital assets, with $57 million invested net of
accumulated depreciation. These assets include several buildings, fire and police equipment and vehicles, heavy
equipment and vehicles used in public works, parking facilities, and parks and recreational facilities. This amount
represents a net increase of $8.5 million over the previous year. Major additions during the year include the
improvements at the Airport mentioned prevmus]y, acquisition of land at Dorsey’s Knob Park, funded by a Federal
grant and private donations, several new police cruisers, public works vehicles and equipment, sidewalk and
streetscape projects, and the construction funded by the Economic Development Grants mentioned previously.

Long-term Debt

At the end of the year, the City had $12,559,393 in long-term revenue bonds, notes payable, and capital leases. This
was a decrease from the previous year of $380,028. The only new debt was $67,090 drawn down on the Parking
Authority revenue bonds issued in 2002 and $149,560 in capital leases for BOPARC equipment. Principal payments
on all debt totaled $596,678. More information on outstanding debt can be found in Note 5 of the Notes to Financial

Statements.

As reported in Note 11 of the Notes to Financial Statements, the Parking Authority met the 110% coverage ratio
required in its 2002 bond ordinance .The debt service coverage factor was 1.23 for the current year, compared to

1.40 for the previous year.
ECONOMIC FACTORS AND NEXT YEAR’S BUDGET RATES

City officials plan to implement an increase in fire service fees of 8% in fiscal year 2007, with an additional 8%
increase in fiscal year 2008. The proceeds from these increases will be used to service the debt on a $2 million
revenue bond expected to be issued in fiscal year 2008 for the construction of a new north side fire station. The land
for the facility will be donated by West Virginia University and the Monongalia County Commission in the next
fiscal year, with construction to begin in fiscal year 2008. ‘

An increase in the one-time business and occupation tax revenues is projected, with a budgeted amount of
$2,000,000, compared to the $1,200,000 budgeted in the 2006 fiscal year as several large construction projects get

underway and continue within the City.

Budgeted expenditures for operations are expected to increase slightly for fiscal year 2007. These expenditures
include a 4% cost of living adjustment for employees, increase in fuel and utility costs, and four additional full-time
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employees. In addition, contributions to the Capital Reserve Fund will increase as one-time construction B&O taxes
increase. The City, through its Capital Reserve Fund, will continue its paving, sidewalk, and demolition programs,
as well as its support of various community projects including Sunnyside Up (revitalization of campus
neighborhoods), the West Virginia Public Theatre, the Metropolitan Theatre, and the Wiles Hill Senior and

Community Center.

As for the City’s business-type activities, the Parking Authority expects to continue its cost control program and
enhance its revenue system. The operating budget is formulated to meet the 110% debt coverage requirement and
will be monitored on an on-going basis for compliance. Airport management continues to seek additional lease
revenue at the Airport and explore other options to increase the activity at the Airport. M<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>