CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING PoLiciEs

The accompanying summary of the City of Franklin's more significant accounting policies is
presented to assist the reader in interpreting the financial statements and other daia in this
report. These policies, as presenied, shouid be reviewed as an integral part of the
accompanying financial statements. The accounting policies of the City conform to accounting
principles generally accepted in the United States of America as applicable to governmental
units. A summary of the significant accounting policies follows:

A. REPORTING ENTITY

This report includes all of the funds of the City of Franklin. The reporting entity for the City
consists of {a) the primary government, (b) organizations for which the primary government is
financially accountable, and (c) other organizations for which the nature and significance of their
relationship with the orimary government are such that their exclusion would cause the reporting
entity's financial statements to be misieading or incomplete. A legally separate organization
should be reported as a component unit if the elected officials of the primary government are
financially accountable to the organization. The primary government is financially accountable if
it appoints a voting majority of the organization’s governing body and {1) it is able to imposs its
will on that organization or (2) there is a potential for the organization to provide specific
financial benefils fo or burdens on the primary government. The primary government may be
financially accountable if an organization is fiscally dependent on the primary government. A
tegally separate, {ax exempt organization should be reported as a component unit of a reporting
entity if all of the following criteria are met {1} the economic resources received or held by the
separate organization are entirely or almost entirely for the direct benefit of the primary
governmeni, #s component units, or is constifuents; {2) the primary government is entified o, or
has the abiiity to otherwise access, a majority of the economic resources received or held by the
separate organization; (3) the economic resources received or held by an individual
organization that the specific primary government, or its component units, is entitied to, or has
the ability to ctherwise access, are significant fo ihat primary govermnment. Blended component
units, although legally separate entities, are, in substance, part of the government’s operations
and are reporied with similar funds of the primary government. Discretely presented component
unifs would be reported in a8 separale column in the government-wide financial statements to
emphasize that it is legally separate from the City. This report does not contain any discretely
prasented component uniis.

Biended Component Unit

The Community Development Authority (Authority) was created by the City in 1982 to serve as
a fimancing vehicle for certain Tax incremental Districts {TID) development within the City. The
Authority is governed by a seven member board appointed by the Mayor and confirmed by the
Common Council. Although it is legally separate from the City, the Authority is reported as if it
were part of the primary government because iis sole purpose is to finance and manage certain
TID development projects for the benefit of the Cily. The Authority's operations are included in
the governmental activiies of the government-wide financial statements and in a TiD capital
projects fund. The Authority follows accounting poticies of the City.
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CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2014

NOTE 1 - SUMBARY OF SIGNIFICANT ACCOUNTING PoOLICIES (continued)
B. GUOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS
Governmeni-Wide Financial Statements

The slatement of net position (Exhibit A} and statement of activities (Exhibit B) display
information about the reporting government as a whole. They include all funds of the reporting
entity except for fiduciary funds. The siatemenis distinguish between governmental and
business-type acliviies. Governmental activities generally are financed through taxes,
intergovernmental revenue and other non-exchange revenue. Business-fype activilies are
financed in whoie or in part by fees charged io exiernal parties for goods and services provided.

The statement of activities demonstrates the degree that direct expenses of a given segment or
function are offset by program revenue. Direct expenses are those that are clearly identifiable
with & specific function or segment. The City does not allocate ail indirect expenses to functions
in the statement of activities.

Program revenue inciudes 1) charges fo customers or applicants who purchase, use or directly
benefit from goods, services or privileges provided by a given funclion or segment, and 2)
grants and contributions that are restricted to meeting the operational or capital requirements of
& particular function or segment. Taxes and other items not included among program revenys
are reporied as general revenue. Internally dedicated resources are reported as genera
revenue rather than as program revenue.

Fund Financial Statements

Financial statements of the reporiing enfity are organized into funds with a fund considered to
be a separate accounting entity. Each fund is accounted for by providing a separate set of self-
balancing accounts that constitute its assets, deferred outflows, liabilities, deferred inflows, net
positionffund equity, revenue and expenditures/expenses.

Separate financial statements are provided for governmental funds, proprietary funds and
fiduciary funds with the latter being excluded from government-wide financial statemenis. Major
individual government funds and major individual enlerprise funds are reporied as separate
columns in the fund financial statements.

Funds are organized as major funds or nonmajor funds within the governmental and enterprise

fund statements. An emphasis is placed on major fuinds within the governmental and enterprise
categories.
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CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2014

NOTE 1 - SUMMARY OF DIGNIFICANT ACCOUNTING POLICIES {continued)
B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS (continued)
Fund Financial Statements {continued)

A fund is considered major if it is the primary operating fund of the Cily or meets the foliowing
criteria;

a. Total assets and deferred outflows, Habiliies and deferred infiows, revenue, or
expenditures/expenses of that individual governmental or enferprise fund are at least i3
percent of the corresponding total for ait funds of that category or fype.

b. The same element of the individual governmental fund or enterprise fund that met the 10
percent fest is at least 5 percent of the coresponding fotal for all governmental and
enterprise funds combined.

c. In addition, any other governmental or enterprise fund that the City believes is important
o financial staiement users may be reported as a maijor fund.

Major Governmental Funds

General Fund — accounts for the City's primary operating activities. it is used fo account for ail
financial resources except those required o be accounted for in another fund.

Debt Service Fund — accounts for rescurce accumuilation from taxes, special assessments and
other revenue along with payments made for principal and interest on long-term debt other
than enterprise fund debt.

TiD Fund — accounts for resource accumuiation from fax incremenis and ofher revenue of the
T1D along with payments made for capital outlay, other expenditures, principal and interest
onh long-term debt obligations of the TiDs. Each TID is a sub fund of the TiD Fund.

Major Enterprise Funds

Enterprise funds are used to account for operations (&) that are financed and operated in a
manner similar to private business - where the intent of the governing body is that the cosis
{expenses, including depreciation) of providing goods or services to the general public on a
continuing basis be financed or recovered primarily through user charges, or (b) where the
governing body has decided thet pericdic defermination of revenue earned, expenses incurred,
and/or net income is appropriate for capital maintenance, public policy, management control,
accountability or other purposes.

Water Utility Fund — accounts for operations of providing water services fo City residents and
bifls for those services.

Sanitary Sewer Fund — accounts for the operations of providing sanifary sewer services for City
residents and bills for those services.
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CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2614

NOTE 1 - SUMBARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)
B. GOVERNMENT-WIDE AND FUND FiNANCIAL BTATEMENTS (continued)
In addition the City reports:
NonMajor Governmental Funds

Special Revenue Funds — account for the proceeds of specific revenue sources {(other than
major capital projects) thal are legally or policy restricted to expenditures for specified
purpeses. The funds include Library Operaling, Likrary Auxiliary, Solid Waste Collection, St
Martiy's Fair, Donation, Civic Celebrations and Grant.

Capital Projects Funds — account for resources accumulated to be used for the purchase of
eguipment, streset replacement, acquisition of land and the construction of capital
improvement projects. The funds include Capital Cutlay, Equipment Repiacement, Capital
Improvement, Street Improvement, Utility improvement and Development.,

Other Fund Types

internal Service funds — account for the payment by the City for active employees of group
health and dental charges for services and slop loss insurance charges and the biling of
deparimenis or agencies of the City on a costreimbursement basis for the services
received.

Fiduciary funds — account for assets held by the Cily in a frustee capacity or as an agent for
individuals, private organizations and/or governmental units. The fiduciary funds include a
properiy tax fund, an other agency fund ihat records the agency aciivity for emergency
government, monitoring and siting activities funded by others, an escrow fund and a post
empioyment benefits frust fund for retiree group health costs.

C. MEASUREMENT Focus, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT PRESENTATION
Government-Wide Financial Statemenis

The government-wide statement of net position and statement of activities are reported using
the economic resources measurement focus and the accrual basis of accounting. Under the
accrual basis of accounting, revenue is recognized when earned and expenses are recorded
when the liability is incurred or economic asset used. Revenue, expenses, gains, losses, assels,
deferred inflows, liabilities and deferred outflows resufting from exchange and exchange-like
transactions are recognized when the exchange takes place. Property taxes are recognized as
revenue in the year that they are levied for.

Taxes receivabie for the following year are recorded as receivables and deferred inflows. Grants
and similar items are recognized as revenue as soon as all eligbility requirements imposed by
the provider are met. Special assessments are recorded as revenue when eamed. Receivables
are recorded as revenue when services are performed.
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CiTY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2014

NOTE 1 - SUNMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

C. MEASUREMENT FOCuUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT PRESENTATION
{continued)

Governmenti-Wide Financial Statements (continued)

As a general rule, the effect of interfund activity has been eliminated from the government-wide
financial statements. Exceptions to this general rule are charges befween the City's Water Utilify
and Sanitary Sewer fund and various other funciions of the governmeni. Elimination of these
charges would distort the direct costs and program revenue reporied for the various functions
concemed.

Fund Financial Statementis

Governmental fund financial statemenis are reported using the current financial resources
measurement focus and the moedified accrual basis of accounting. Revenue is recorded when |
is both measurable and availabie. Available means collectible within the current period or soon
enough thereafier i be used fo pay liabilities of the current period. For this purpose, the City
considers grant revenue to be available if they are collected within 150 days of the end of the
current fiscal period and all other revenue o be available if they are collected within 80 days of
the end of the current fiscal period. Expenditures are recorded when the related fund liability is
incurred, except for unmatured interest on long-term debt, claims, judgmenis, compensated
absences and pension expenditures which are recorded as a fund liability when expecied fo be
paid with expendabie availabie finanhcial resources.

Froperty taxes are recorded the year levied as receivabie and deferred inflow and are
recognized as revenue the next year when services financed by the levy are provided.

intergovernmental aids and grants are recognized as revenue in the period the Cily is entitled to
the resources and the amounts are available. Amounis owed to the City are recorded as
receivables. Amounts not available or received prior to the entitiement period are recorded as
deferred inflow.

Special assessments ievied for benefils {o property owners for instaliation of sanitary sewers,
water mains, roads, and other improvements are recorded as revenue when they become
measurable and available. Annual installments due in future years are recorded as receivables
and deferred inflows.

Revenue susceptible to accrual includes property taxes, room taxes, public charges for services
and iterest. Other general revenue such as permits, fines and forfeitures, licenses and
miscellanecus revenue are recognized when received or when measurable and available under
the criteria mentioned above.
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CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

C. MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT PRESENTATION
{continued}

Governmeni-Wide Financial Statements {continued}
Fund Financial S{atements {continued)

Deferred inflows are reporied on the governmental funds balance sheet. Deferred inflows arise
from faxes levied in the current year that are for subsegueni year's operations. For
governmental fund financial statements uneamed revenues arise where polential revenue dees
not meet both the "measurable”™ and “available” criteria for recognition In the current pericd.
Unearned revenue arises when resources are received before the City has a legal daim to
them, as when grant monies are received prior fo the incurrence of qualifying expenditures. in
subseqguent periods, when both revenue recognition criteria are met or when the City has & legal
claim o the resocurces, the lisbilily is removed from the balance sheet and revenue is
recognized.

Proprietary and fiduciary fund financial statements (other than agency funds) are reported using
the economic resources measurement focus and the accrual basis of accounting. Agency fund
financial statements are reported using the accrual basis of accounting and do not have a
measuremeni focus.

Proprietary funds distinguish operating revenue and expenses fiom nonoperating items.
Operating revenue and expenses generally result from providing services and delivering goods
in connection with the proprietary fund's principal operations. The principal operating revenue of
the Water and Sanitary S8ewer funds are charges to customers for sales and services provided.
The rates billed in the Water Utility are approved by the Public Service Commission. Sanitary
sewer charges are billed at rates esiablished by City policy based on the charges received from
the Milwaukee Metropclitan Sewerage District and local operation and maintenance expenses.
The principal operating revenue of the intemnal service fund is charges o cther funds for group
heaith coverage.

Operaling expenses for proprietary funds include the cost of sales and services, administration
and depreciation on capital assets. Revenue and expenses not meeting this definition are
reported as nonoperaling revenue and expenses.

All Financial Statements

The preparation of financial statements in conformity with accounting principles generaily
accepled in the United Siales of America requires management o make esiimates and
assumptions that affect reported amount of assets and liabilifies and disclosure of contingent
asseis and labiliies at the date of the financial siatemenis and reporied amounts of revenue
and expenditures/expenses during the reporting pericd. Actual resulfs could vary from those
estimaies.
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CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

D. AsseTs, Liasu ITiES AND NET POSITION OR EQUITY

1.

Cash and Investments

For purposes of the stalement of cash flows, the Cily considers all highly lquid invesiments with
an initial maturity of three months or iess 1o be cash equivaients.

The City of Franklin maintains two investment policies. The first covers all funds except fiduciary
funds for refiree heaith purposes. The ohiective of this policy is fo generate current income,
consistent with safely and reasonable risk as defined under prudent persen rules. As operating
reserves, the gualily, liquidity and maturity shructure of the portfolio are most important. The
investment policy:

a.

b.

d.

e

f.

Requires a minimum rating at time of purchase of As3 by either Moody's or Standard &
Poor’s.

Limits an issuer 1o 10% or less and asset classes o 35% or less of the fair value of the
portfolio with the exceplion of U.S. Government Treaswry and Agency secwrities that
have the full faith guarantee of the U.8. Government.

Specifies a minimum amount of cash equivalents be maintained, an average life of the
portfolic not exceeding & years and no individual issue with a maturity exceeding seven
years at the date of purchase to imit interest rate risk.

Limits invesiments highly sensitive to market changes through its duration and
diversification policies to lim# interest rate risk.

Prohibits the investment in foreign owned securities.

Limits derivative investments {o those with a final maturity of seven vears or less.

In addition the City's investment policy restricis allowable investments {o investiments that follow
state statutes, section 66.0603, that limils invesiments {o:

a.

b.
c.

Time deposits in any credit union, bank, savings bank, rust company or loan association
authorized to fransact business in the state and maturing in three vears or less.

The Local Government Investment Pool {(LGIP).

Bonds or securities issued or guaranised by the federal government.

Bonds or securifies of any county, city, drainage disfrict, fechnical college district, village,
town of school district of the State of Wisconsin. Also, bonds issued by a local exposition
district, a local professional baseball park disirict, a local professional foothall stadium
districi, a cultural aris district, or by the University of Wisconsin Hospitals and Clinics
Authority and the Wisconsin Aerospace Authority.

Any security maturing in seven years or less and having the highest or second highest
rating category assigned of a nationally recognized rating agency.

Securities of an open-ended management invesiment company or investment trust
subject to various conditions and investment oplions.

Repurchase agreements with public deposiiories, with cerfain conditions.
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CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2614

NOTE 1 - SuMMARY OF SIGNIFICANT ACCOQUNTING PoLICIES {continued)

D. AssETs, LiaBiLiTiES AND NET POSITION OR EQUITY {continued)

4. Cash and Investments {continued)
The second investment policy is for its fiduciary fund for retiree health purposes. The policy:
Requires the invesitment fo be in a section 115 trust for refiree health purposes.
Requires compliance with the “prudent person” standard.
c. Requires asset allocation policy that considers the lishilifty stream of bensfits, the

relationship to cumrent and projected assels, ihe historical performance of capital
marketis and the perception of future economic conditions.

o

d. Primary investment cbjeclives are safety, diversification and retum.
e. Allows investment in various asset classes.
f. Lindls investment in equities after 2015 1o 75% of iotal assets {0 be invesied. Pricr o

January 1, 2016 equity investments may be up io 100% of the assetls.
The City manages the various risks in its cash and investments as follows:

a. Custodial creditrisk — invesimenis are heid by a trustee or third party cusicdian.
— deposiis in excess of FDIC insurance limits are maintained
in the State LGIP or secured bank balances in
amounis of al least 75% of the vear end cash balances,
b. Credit risk — securities purchased need fo have an AA or befter investment rating.
¢. Concentration of credit risk — issuer or assel class not to exceed 10% of the market
vaiue of the portfolio with the exception of U.S. issued securities.
d. Interest rate risk — managed by limiting the length of maturity of newly purchased
investmenis and limils the average Hife of the porifolio to control risk.

investmenis are stated at fair value, which is the amount at which an investment could be
exchanged in a current {ransaction between willing parties. Fair values are based on quoted
market prices. No investments are reported at amortized cost.

Adjustments necessary to record investments at fair value are recorded in the operating
statement as increases or decreases in investment income. Investnent income on commingled
investments of various City Funds is aliccated based on average invesiment balances.

The Wisconsin Local Government Invesiment Pool (LGIP) is pant of the State Investment Fund
{SIF}), and is managed by the State of Wisconsin Investment Board. The SIF is not registered
with the Securities and Exchange Commission, but operates under the statutory authority of
Wisconsin Chapter 25. The SIF reporis the fair value of its underlying assets annually.
Participants in the LGIP have the right to withdraw funds in fotal on one day's notice. At
December 31, 2014, the fair value of the City’s share of LGIP assets was substantially equal to
the amount reported in these statements.
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CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 21, 20614

NOTE 1 - SUMMARY OF SIGNIFICANT ACCUOUNTING POLICIES {continued)

D. ASsETS, LIaBILITIES AND NET POSITION OR EQuUiTY {(continusd)

2. Rsecsivabies
Property taxes are levied in December on the assessed value as of the prior January 1. In
addition 1o property taxes for the municipalily, faxes are collecied for and remitted 1o the state
government, county government, three iocal school districts, technical coliege district and
metropolitan sewerage district. Taxes for all other governmental units billed in the current year
for the succeeding year are reflected as receivables and due to other iaxing units on the

accompanying fiduciary funds statement of fiduciary net position.

Property tax calendar — 2014 {ax roil:

Lien date and levy date December 2014
Tax bils mailed December 2014
Payment in full, or January 31, 2015
First instaliment due January 31, 2015
Second instaliment due March 31, 2015
Third installment due May 31, 2015
Personal property taxes in full January 31, 2015
Final tax setllement with County August 20, 2015
Tax deed by County — 2014

Belinquent raal estale taxes October 2017

Accounts recejvable have been shown net of an aliowance for uncollectible accounts. No
provision for uncotliectible accounts receivable has been made for enterprise funds because of
their right by law fo place delinguent bilis on the fax roll.

During the course of operations, transactions occur between individual funds that may result in
amounts owed between funds. Shori-term interfund loans are reported as “due to and from
other funds”. Long term interfund loans are reported as “advances from and o other funds™.

Interfund receivables and payables bebween funds within governmental activities are eliminated
in the statement of net position. Any residual balances oufstanding between the governmental
activities and the business-type activities are reported in the govemment-wide financial
stalements as “inlernal balances™.

in the general fund financial statements, advances to other funds are offset equally by
nonspendable fund balance which indicales that they do nof constitute expendable available
financial resources and, therefore, are not available for appropristion. Advances in all other
governmental funds are classified in fund balance based on the availabliity of repayments for
use.

Page 48



CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
Becember 31, 2614

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
[. AssETS, LIABIITIES AND NET POSITION CR EQUITY {continued)
3. Inventories and Prepaid ltems

Governmental fund invenlory items, except fuel invenlory, are charged o expengitures when
purchased. The fuel inventory is recorded at cost on a firstin firstcut basis using the
consumption method of accounting. The cost of such inventfories is recorded as
expenditures/expenses when consumed rather than when purchased. Year end inventory was
not significant.

Proprietary fund inventories are generally used for construction and for operation and
maintenance work. They are nof for sale. Material and supplies on hand at vear end are
considered immaterial.

Cerlain payments to vendors reflect cosis applicable to future accounting periods and are
recorded as prepaid items in both government-wide and fund financial statemenis. The cost of
prepaid items is recorded as expendilures/expenses when consumed rather than when
purchased.

4. Restricted Asseis

Mandatory segregation of assels are presented as resiricted assets. Such segregation is
required by agreemenis with extemal parties. Current liabilifes payable from restricted assels
are so classified. The excess of restricted assets over current liabitities will be used first for
equipment replacement. The remainder, if generated from eamnings, is shown as restricted net
position.

5. Capiial Assets
Governmseni-Wide Statements

Capital assets, which include property, plant and equipment, are reporied in the government-
wide financial statements. Capital asseis are defined by the government as assets with an inifial
cost of more than $1,000 for general capifal assets and $10,000 for infrasiructure assets with
estimaied useful lives of two years or more. Capiial assels are recorded at historical cost or
estimated historicai cost if actual amounts are not available. Donated capital assets are
recorded at estimated fair value at the date of donation. Additions to and replacements of capital
assets of business-type activities are recorded at original cost, which includes material, labor,
overhead, and an aliowance for the cost of funds used during construction when significant.

For tax-exempt debt, the amount of interest capitalized eguals the interest expense incurred
guring construction netted against any interest from temporary investment of borrowed fund
procesds. No net inferest was capitalized during the current year. The cost of renewals and
betterments relating to retirement units is added to plant accounts. The cost of property
replaced, retired or ctherwise disposed of, is deducted from plant accounts and, generally,
together with removal costs less salvage, is charged fo the applicable function.
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CITY OF FRANKLIN, WiSCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2614

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

D. Assers, LiaBiLiTieS AND NET PosIiTION OR EquiTy {continued)

5. Capital Assets {continued)

Governmeni-Wide Statements {continued)

Depreciation of ali exhaustible capital assels is recorded as an allocated expense in the
statement of activities, with accumuiated depreciation refiected in the statement of net position.

Depreciation is provided over the assets’ estimated useful lives using the siraight-line method of
depreciation. The range of ussful lives by asset type follows:

Buildings and improvements 10-30 Years
Machinery and Equipment 2-30 Years
Water and sewer systems 20-100 Years
infrastructure 30-80 Years

Fund Financial Statements

in the fund financial statements, capital assets used in governmental fund operations are
accounted for as capital outiay expenditures of the governmental fund upon acquisition. Capital
assets used in proprietary fund operations are accounted for the same in the government-wide
statemenis.

&. Deferred Inflows/Outflows of Resources

Gains or losses on prior refundings are amortized over the remaining iife of the cid debt, or the
fife of the new debt, whichever is shorler. The balance at year end for gainsfiosses is shown as
an increase or decrease in the deferred outflow of resources section of the statement of net
pasition.

In governmentai funds, properly taxes receivable, special assessments and interest revernue not
yet due are not recognized as revenue in the current period. For the government-wide and
proprietary fund type financial siatements, special assessments and interest revenue are
recognized as revenue in the current period. This ieaves property tax receivable as a deferred
inflow of resources in the statement of net position.

7. Compensated Absences

Under terms of empioyment, employees may eam compensatory ime and are granted sick
leave, severance pay and vacations in varying amounts. Only benefits considered to be vested
are disciosed in these statements. All vested compensatory time, severance pay and vacation
pay are accrued when incurred in the government-wide, proprietary and fiduciary fund financial
statements. A liability for these amounis is reported in governmental funds only if they have
maiured. For example a liabilily, as a result of employee resignations or refirements are payable
with expendable available resources.
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CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING PoLICIES {continusd)
D. AssSETs, LIABILITIES AND NET POSITION OR EQUITY {continued)
7. Compensated Absences {continued)

Fayments for vesied compensalory time, severance pay and vacation pay will be made at raies
in effect when the benefils are used. Accumuiated vested compensaiory time, severance pay
and vacation pay liabilities are determined on the basis of current salary rates and include
salary related payments. Vacation ahd compensatory ime are used on a first-in, first-out basis,
Accordingly all accrued amounis are considered to be due within one vear. Severance due
within one year is estimated based on employee age and expecied retirement.

8. Long-term Obligations/Conduit Debt

All long-term obligations o be repaid from governmenial and business-lype rescurces are
reported as liabilities in the government-wide statements. The long-ferm obligations consist of
noles and bonds payable and accrued compensated absences. .

Long-term obligations for governmental funds are not reported as liabilities in the fund financial
statements. The face value of debt {plus any premium) is reported as other financing sources
and payments of principal and interest are reporied as expendilures. The proprietary fund
accounting is the same as it is in the government-wide siatements.

The City has approved issuance of industrial development revenue bonds (IDRB) for the benefit
of private business enterprises. IDRB's are secured by morigages or revenue agreements on
associaled projects of the business enferprises. The IDRB’s do not constitute indebtedness of
the City. Accordingly, the bonds ars not reported as Eabiliies in the finandial statements.

5. Ciaims and Judgmenis

Claims and judgmenis are recorded as liabiliies if ali the conditions of Governments!
Accouniing Standards Board pronouncements are met. Claims and judgments that would
normally be liquidated with expendable available financial rescurces are recorded during the
year as expendiiures in the government funds. if they are not to be liguidated with expendable
available financial resources, no Hability is recognized in governmental fund financial
statements. The related expenditure is recognized when the Hiability is Hquidated. Claims and
judgments are recorded in the government-wide statements and proprietary funds as expenses
when the related Habiliies are incurred. There were no significant claims or judgments af year
end.
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CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)
D. AsSETS, LIABILITIES AND NET POSITION OR EQUITY {continued)
18, Equity Classificalions
Government-Wide Statements
Equity is classified as net posilion and displayed in three components:

a. Net investment in capital assels — Consists of capital assets, net of accumulated
depreciation, reduced by the cutstanding belances of bonds, morigages, notes, or other
borrowings that are affribulable 1o the acquisition, construction, or improvement of those
assets. Deferred oulflows of resources and deferred inflows of resources that are
attributable to the acquisition, construction, or improvement of those asseis or related
debt are also inciuded in this component of net position. Unspent related debt proceeds
are exciuded from the caleulation of net investment in capital assets.

b. Restricted net position — Consists of resfricted assels and deferred outflows of resources
reduced by liabiliies and deferred inflows of resources related o those assets,
Generally, a iability relales o restricted assels if the assef results from a resource flow
that also resulis in the recognition of a liability or if the liability will be Equidated with the
resiricted assels reporied.

¢. Unrestricted net position — The net amount of the assets, deferred ouffiows of resources,
liabilities, and deferred inflows of resources that are not included in the determination of
net investiment in capital assets or the restricted components of net position.

When both restricted and unrestricted resources are available for use, it is the City's policy to
use restricied rescurces first, then unrestricled resources, as they are needed.

Fund Statements

Fund balance of governmental funds is reported in various categories based on the nature of
any limitations requiring the use of rescurces for specific purposes. The government #self can
establish limitation on the use of resources through either a commitment (restricted fund
balance) or an assignment (assigned fungd balance).

The committed fund balance classification includes amounis that can be used only for the
specific purposes determined by a formal action of the government's highest decision-making
authority. The governing council is the highest level of decision-making authority for the
government that can, by adoption of an ordinance prior to the end of the fiscal year, commiited
fund balance. Once adopted, the limitation imposed by the ordinance remains in place untif a
similar action is {aken (the adoption of ancther ordinance) to remove or revise the limitation.
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NOTE 1 - SUMMARY OF DIGNIFICANT ACCOUNTING POLICIES {continued)
D. AsSSETS, LIABILITIES AND NET POosimion or Eauity (continued)
410. Equity Classifications {continued)
Fund Statements {(coniinued)

Amounis in the assigned fund balance classification are intended to be used by the government
for specific purposes but do not meet the critetia to be classified as commitied. The govermning
council {Common Councll) has by resolution authorized the Director of Finance & Treasurer fo
assign fund balance (Resolution 2014-7025). The Common Councl may also assign fund
balance as it does when approprialing fund balance o cover a gap between estimated revenue
and appropriations in the subseguent year's appropriated budget. Unlike commifments,
assignmenis generaliy only exist femporarily. In other words, as additional action does not
normally have to be taken for the removal of an assignment. Conversely, as discussed above,
an additional aclion is essenilal {o either remove or revise a commitment.

11. Comparative Data

The basic financial stalements include comparative data for the prior year for individual
enterprise funds in the fund financial siatements in order o provide an understanding of the
changes in financial position and operations of these funds. This comparative data is not at the
ievel of detall required for a presentation in conformily with general accepted accounting
principles. Accordingly, such information should be read in conjunction with the City's financial
statemenis for the year ended December 31, 2013 from which the data was derived. Also,
certain amounts presented in the prior vear data have been reclassified in order o be consistent
with the current year's presentation.

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
A. BUDGETARY INFORMATION

Budgetary information is derived from the annual operating budget and is presented using the
same basis of accounting for each fund as described in Note 1 C with the excepfion of
encumbrances, transfers from the General Fund o Special Revenue Funds and tax eguivalent
from the Waler Utility. Actual {(budgetary basis} expenditures presented reflect actual {GAAPR)
expendifures adjusted for expenditures liquidated under the prior period budget and
encumbrances expected fo be liquidated under the current period budgef. Actual {budgetary
basis) revenue present the tax equivalent from the Water Uity as {ax revenue while GAAP
basis statements present this item as a transfer.

A budget has been adopied for the General, Debt Service, Library, Solid Waste, Capital Outlay,

Equipment Replacement, Capital Improvement, Street improvement, Development, Sanitary
Sewer and Water Utilly funds. Budgets have not been formally adopted for other funds.
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NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY {continued}
A. BUDGETARY INFORMATION {continued)

The budget amounis presented include any amendmenis made during the year. The City may
asuthorize fransfers of budget amounts within departmenis. Transfers belween deparments and
chainges 1o the overall budget must be approved by a two-thirds voie of the Common Coundil.
Supplemental appropriations during the vear were nof significant. Appropriations lapse at the
end of the vear unless specifically carried over. Carryovers o the following vear were not
material. Budgets are adopted for personnel and non-personnel expenditures at the function
level

B. LIMITATIONS N THE CITY'S TAX LEVY

As part of Wisconsin's Act 40 (2011), legisiation was passed that imited the City's future tax
levies. Generaily, the City is Himited o its prior tax levy doliar amount {exciuding TIF districts),
increased by the greater of the percentage change in the City's equalized value due to new
consiryction, or 0%. Limited amounts of unused fax levy may be carried forward info the
following vear. Changes in debt service from one year 16 the next are generally exempt from this
Emit.

C. ExXCEsS EXPENDITURES OVER APPROPRIATIONS

The City controls expenditures at the funclion level (e.g. public safety). For the vear ended
December 31, 2014 the General Fund did not excesed budged expenditures, except for sirest
fighting.

NOTE 3 - DEVAILED NOTES ON ALL FUNDS
A. CASH AND INVESTMENTS

The City maintains a cash and investment pool that is utifized by ali funds. Each fund’s portion
of this pooi is displayed on the siatement of net position and balance sheet as cash and
investmenits of the City. In addition, investments are separately held by several of the funds.

Deposils in each locat and area bank are insured by the FDIC in the amount of $250,000 for
time and savings deposits and $250,000 for demand deposifs.

The City's bank accounts are slso insured by the State of Wisconsin Deposit Guarantee Fund in
the amount of $400,600 per financial institution. However, aithough the fund had reserves
available af December 31, 2014, the future availability of resources to cover the losses cannof
be projected because provisions of the 1885 Wisconsin Act 35 provided that the amount in the
fund will be used to repay public depositors for losses uniil the appropriation is exhausted at
which time the fund is abolished.

Page 34
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NOTES TO FINANCIAL STATEMENTS
December 31, 2014

NOTE 3 - DETAILED NOTES ON ALL FUNDS {continued)
A. CASH AND INVESTMENTS {continued)

The City maintains a coliateral arrangement with s main bank to provide coliateralization in
excess of deposits maintained at the bank. The collaterad is maintained in the form of a letler of
credit from the Federal Home Leoan Bank of Cincinnati in the amount of $42 000,000, Cash and
investments as shown on the December 31, 2014 Cily of Franklin Statement of Net position are
subiject {0 the following risks:

Carrying Bank & Investment

Value Balances Risks
{ocal Government Investiment Pool 3 382 137 % 382,137 Credit and interest rate
Money market funds 71,356 71,356 Credt and interest rate
Certificates of deposit 1,470,000 1,470,600 Custodial
.8, treasuries 1,483,552 1,483,552 interestrate
U.S. agencies 7,306,760 7.306,76¢ Credlt, interost rate
and concentration of credit
Corporate notes 5,556,856 5,556,806 Credit, interest rate
and conceniration of credit
Total fixed income investmenis 16,270,701 16,270,701
Equity funds 3,522,387 3,522 387 Custodial
Fixed income funds 1,015,787 1,015,797 Custodial and credit
Cash and demand deposits 61,684 885 54 470,737  Custodiat
Tolal $ 8248387C & 75278622

Reconciliation {o the financiail statemenis is shown below:

Per Statement of Net Position
Primary Government:

Unrestricted cash and investments $ 24487 517
Resiricted cash and invesiments 313,558
Per Statement of Fiduciary Net Position - Agency Funds 53,138,004
- Post Employment Benefits Trust _ 4,556,701

$ 82,493,870

Custedial Credit Risk For deposits - Custodial credit risk is the risk that in the event of a
financial insttution failure, the City's deposits may not be refurned o the City. As of December
34, 2814, none of the Cily's folal hank balances of $54,470,737 were uninsured and
uncollateralized and therefore exposed o cuslodial credit risk. For investmenis — Custodial
credif risk Is the risk that, in the event of the fallure of the counterparty, the City will not be able
{c recover the vaiue of its invesiments or collateral securities in the possession of an outside
party. All of the Cily's investments except the Local Government Investment Pocol have a tri-
party relationship with the investments held by & parly independent of the parly managing the
investment.
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NOTE 3 - DETAILED NOTES ON ALL FuNDS {continued)
A. CASH AND INVESTMENTS (continued)

Credit Risk Credit risk is the risk that an issuer or other counterpariy will not fuilfiil its obligation.
The City’s policy requires a minimum credit rating of Aa3 at time of purchase. The City's fixed
income investments subject to credit risk include agencies securilies, corporate asset backed
securities, corporate bonds, government repurchase agreements and money market funds and
were rated by Moody's Invesior Service,

As of December 31, 2014, 99.5% of the fixed income invesitmenis were in rated fixed income
nvestiments and subject to credit risk. The ratings as z percenlage of the tofal investment
porifcic were as follows: Aaa at 45.5%, Aatl al 5.2%, Aa2 &t 13.2%, Aa3 at 52%.and A1 at
5.2%. The portfolio makeup of fixed income investments was corporate securities at 28.7%,
ireasury and agency securiies at 45.5%, and money market funds st 0.4%. The Local
Government Investment Fool was 2.0% of the investments and is not rated but is subject to
credit risk. Equities and fixed income mufual funds held in frust at 23.5% make up the remainder
of the invesimends and are not rated.

Conceniration of Credit Risk Concentration of credit risk is the risk of loss atffributed 1o a large
investment position in a single issuer. As of the December 31, 2014 no issue other than U.S,
Treasury and Agency securities that have the full faith guarantee of the U.8. government and
the Local Government investment Pool had a position of greater than ten percent of the
potifolio.

Interest Rate Risk interest rate risk is the risk that rising interest rates will have an adverse
impact con the fair value of the invesimenis in the porifolic. The longer the malurities in the
portfoilo the greater the risk of loss is i portfolio value.

The porticlio policy limits this risk by limiting the length of permiffed invesiments and limiis the
purchase of investmenis highly sensitive tc market changes.

As of December 31, 2014 the Cily's investments exposed fo interest rate risk were as follows:

Fair Investment Maturity in years
investment type { in thousands) YVealue Less than 1 1-5 5-7

Money market funds 5 71,356 % 71,356 $ - 3 -
Certificates of Deposit 1,470,000 880,000 493 060 -
U.8. ireasuries and agencies 8,790,312 1,483 552 2,388 777 4 817 BG83
Cotporate notes 5,556,886 1,613,738 4 543 157 -
Local government invesiment pool 382,137 382,137 - -

Total $18270701 & 3,930,784 §7421934 $4917883
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NQOTE 3 - DETaiLED NOTES ON ALL FUNDS (continued)
B. RECEIVABLES

Receivables consist of accounis, taxes, notes and special assessments from cifizens and
others. Receivables are reporied net of uncollectible amounts. The reserve for bad debis,
principally for perscnal property {axes and ambulance revenue, was $48,328 at Dacember 31,
2014. Cther than the note receivable and special assessment receivables, alt other receivables
are expecied o be collected within one year,

The City in 2011 entered infe an intergovernmental cooperalion agreement with another
government where the other government will reimburse the City for substantially ali of the debt
service costs resulting from the City taking on a Stale Clean Water Fund Loan. Those
reimbursements will start in 2015 and will continue over the life of the loan, ending in 2031,

C. RESTRICTED ASSETS

I accordance with the City's ordinance enacting a sewer user charge system and regulations of
the Department of Nalural Rescurces, the Sanitary Sewer Fund — an Enferprise Fund,
incorporated an equipment replacement charge as a component of the rate struciure fo be used
for significant mechanical equipment replacement as required by the Wisconsin Depariment of
Natural Resources. Revenue generated from this charge is accumuiaied and used for
repiacement of certain equipment. The balance in this account at December 31, 2014 is
$313,558.
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December 31, 2014

NOTE 3 - DETAILED NOTES ON ALL Funps (continued)
D, CAPITAL ASSETS

Capital asset activity for the year ended December 31, 2014 was as follows:

Beginning Ending
Governmerdal Activities Balance Additions Dispositions Balance
Capitz! assets not depreciatad:
Land $ 24958327 & 14210 $ 22938 $ 24948631
Construction in progress $152,923 720,808 450,218 423313
Total capital assets not depreciated 25 111,250 734 B18 473,122 25,372 844
Capital assets depreciated:
Buildings & improvements 24,225 492 482 353 - 24,717,845
Machinery & equipment 17,571,157 1,042,152 1,088,712 . 17,514,597
Infrastucture 82,173,188 1,687 600 - 93,860,788
Total capital assets depreciated 133,589 837 3,222,405 1,098,712 138,083,230
Less: Accurnutated depreciation for:
Buildings & improvements 8,579,485 524 758 - 9,104,243
Machinery & eguipment 11,004,502 882,534 1,088,712 10,888,324
Infrastructure 25,027,592 1,561,331 - 26,588,623
Tetal accumuiated depreciation 44 611,579 3,068,623 1,088,712 46,581,490
Net capital assets depreciated 89,358,258 163,482 - 89,611,740
Geovernmental activities capiial assets,
net of accumulated depreciation $ 114469508 § 888298 § 473122 § 114834684
Bepreciation expense was charged to funclions as foliows:
Governmental Activities
General government 3 127,803
Public safety 715,831
Pubilic works 1,923,694
Heaith & human services 10,310
Cuiture & recreation 289,125
Conservation & development 1,860
Total governmental activities depreciation expense $ 30688623
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NOTE 3 - DETAILED NOTES ON ALL FUNDS (continued)

D. CapiTaL AssSeTs {continued)

Business-type Activities

Capital Assels not depreciated:
Land
Construciion in progress

Total capital assels nol depreciated

Capital assseis depreciated:
Buildings & improvements
dachinery & sguipment
Infrastructure

Total capital assels depreciated

{ ess: Accumudlated depreciation for:

Buildings & improvements
BMachinery & equipment
Infrastructure

Total accumuiated depreciation

Net capiial assels depreciated

Business-type Aclivities Capital Assets,

Net of Accumutated Depreciation

Baiance Additions Dispositions Balance
521,225 % - % - 521,225
57,842 555,603 261,335 351,610
578,167 555,003 261,335 872,835
3,438,827 16,089 20,614 3434412
2,788,107 48,280 153,056 2,694,341
109,764,750 868,830 186,592 118,447 988
116,002,784 934,219 360,282 116,578,741
1,151.324 148,822 20,614 1,238,632
1,622,312 183,815 153,056 1,633,171
24,713,131 1,486,479 196,084 26,008 516
27,486,767 1,758,316 363,764 28,882 319
88,518,017 {825,087} {3,562} 87,604,422

$ 85005184 %

{270,084} $ 257833 § 88,587,257

Depreciation expense was charged to functions as follows,

Business-Type Activiies:
Water
Sewer
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NOTES TO FINANCIAL STATEMENTS
December 21, 2014

NOTE 3 - DETAILED NOTES ON ALL FUNDS (continued)

E. INTERFUND RECEIVABLES, FAYABLES AND TRANSFERS
Interfund balances result from the time lag between the dales that (1) interfund goods and
services are provided or reimbursable expenditures oceur, {2) transachions are recorded in the
accounting system and (3} payments between funds are made. in ail cases amounts are repaid

within ong year.

For the statement of net position, interfund balances owed within the govemmental activities or
husiness — type aclivities are netted and e§imi;}ated.

The interfund receivables and pavables at Decamber 31, 206114 are as foliows!

Receivable Fund
Water Sanitary

Payable Fund General Utility Sewer Tolal
General $ - 0§ 3282 8§ 7878 § 11230
Non-Major 11,552 7457 - 15,009
Water Utility - - 85,554 65,654
Sanitary Sewer - 10,21C - 10,210
Totals 3 #1552 § 20919 ¢ 73532 $ 1058503

The City of Franklin provides short and long term advances o its TIF Districts. The amounts
advanced are either from proceeds of a borrowing or from fund reserves. They are used to
enable the TIF Districts fo carry out approved project plans and may be replaced in the future by
direct borrowing. The TIE Districts inferest rale is based upon the inderest rate incurred by the
Bebt Service Fund on its borrowings or the reinvestment rate available o other funds. The
advances will be repaid as the proporticnate principal amounts in the Debt Service Fund are
due or when TH District resources are available.

Receivable Fund

Self Capital Projecis Due within
Payable Fund General Insurance Develpopment Total ohe year
Tif Districts kA - % 2338000 3 2250000 $ 4588000 $ 2,888,000
Bebt Service - - 1,075,000 1,075,000 1,075,000
Sanitary Sewer 2,168 616 - - 2,188,618 -

$ 2158616 § 2338000 § 3325000 $ 7881616 3 2663000

Generally, transfers are used to {1) move revenue from the funds that collect them to the fund
that the budget requires to expend them, {2} move receipts restricted to debt service from the
funds coliecting the receipis o the Debt Service Fund and {3) use unresfricted revenue
collected in the General Fund to finance various programs accounted for in other funds in
accordance with budgetary authorizations.
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CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
Becember 31, 2014

NOTE 3 - DETALED NOTES ON ALL FuNDs {continued)

Transfers as presented on the fund financial statementis during the vear ended December 31,
2014 were as follows:

Transfers Outl
Nonmajor
Genersl Governmental Enterprise Fund
Fund Funds Funds Tetals
Transfers in

General Fund % - 3 £5380 % 1046884 % 1,112,244
Debt Service Fund - 226,811 - 226,814
Nonmajor Govertimental Funds 24,000 761,952 - 785,952
Enterprise Funds - 373,727 - 873.727
Total b3 24000 8 1827870 § 10468584 § 2988734

A reconciliation of fund stafement transfers fo government wide transfers for the year ended
December 31, 2014 is as follows:

Governmental Funds  Enterprise Funds

Transiers In per fund statements $ 2125007 & 873,727
Transfers Out per fund stalements {1,051,870} {1,646 864}
nel fransfers per fund statements 173,137 {173,137)
Capital Contributions from

governmental funds fo enterprise funds § {317.738) § 317,738
Government Wide Transfers $ {144,601 § 144,601

F. DererRRED INFLOWS AND DEFERRED QUTFLOWS

Governmental funds report deferred infiows In connection with receivables for revenues that are
not considered {o be availablie fo liguidate Habllities of the current period. Governmental funds
also report deferred inflows in connection with resources that have been received, but not vet
earned. Properly taxes receivable for the subsequent year are not earned and can hot be used
to liquidate liabiliies of the current period. Al the end of the curmrent fiscal vear, the varicus
components of deferred inflows reported in the financial stalements were as follows:

Unavailable Unearned Totad
Governmental funds:
Property faxes receivable % - $ 24414291 $ 24414291
Special assessments not yet due 1,382,628 - 1,382,528
Total deferred inflows
for governmental funds $ 1382528 § 24414281 § 257968818
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NOTE 3 - DETAILED NOTES ON ALL FuNDs {(continued)
G. LONG TERM OBLIGATIONS
General Oblgation Debt
Long-term liabilifies for the year ended December 31, 2014 were as follows:
Amounis

Balance Balance due within
12131113 Additions Deletions 12131114 one year

Governmental Activities

General obligation debt $ 17880000 § 5,320,000 310265000 § 12935000 §  €15000
Net pension obligation 84,880 - 6,000 78 880 -
Premium 21,387 232827 1,841 202273 . -
Sub-total 17986267 5552827 10,272,841 13,266,153 615,060
Compensated absences
Accrued vacation pay 408,872 985,877 852,084 427,855 427 655
Accrued severance pay 1,188 035 54 880 54,332 1,188,583 58,130
Aceiued compensatory time 175783 248188 215862 208.086 208,096
Total compensated absences 17736896 _ 1272926 1,222,288 1,624 334 693,881
Governmental activities
Long-term liabilities $ 19,750,983 § 6825753 § 11465228 3 15080487 5 1,308,881

All general obligation notes and bonds payable are backed by the full faith and credit of the City.
The notes and bonds will be retired by fulure property tax levies, special assessment coliections
and designated landfill revenue.

The governmental activilies compensated absences primarily accrue to and are paid from the
City's General Fund.

Amounts
Balance Balance due within
12131113 Additions Deletions 12131114 one year
Business-iype Activities
Generat obligation debt $ 24565423 § 1313211 § 1102112 § 24,776,522 $1,184.246
Discount - {13,507} - {13,507} -
Subtotal 24,565,423 1,299,704 1,102,112 24763015 1,184,246
Compensated absences
Accrued vacation pay 45730 39309 43,930 44 159 44 159
Accrued severance pay 57,161 4608 - 51,769 -
Accrued compensatory time 12.513 £.668 4490 16,691 16,631
Business-type activifies
Long-term Eabilities $ 24680877 § 1352289 $§ 1147532 § 24885634 $1.245096
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NOTE 2 - DETAILED NOTES ON ALL Funbs (continued)

G. LONG TERM OBLIGATIONS {confinued)

Details of general obligation notes and bonds payable are as follows:

Raie Amount 12/31

General obiigation promissory notes
12/18/14 2.0-2.5

General obligation refunding bonds
13107 380

Total Governmenial Activities Debt

lssue Payable Payabie

Tvpe

31i15-24 31 & 91 $ 5320000 3 5320,000 7

37 1708-21 31 & 9N 9,825,000 7,615,000

$ 12,935,000

Business-type Activity Debt
General obligation Clean Water Fund Loan

1/25/12  2.462 5/1/14-31 5/1 & 1111 27,562,754 $ 23,486,522 °

12/18/14 2.0-3.125 3/1/15-34 3/1 & 9N 1,280,000 1.290.060 *
Total Business-type Activities Debt $ 24,716,507

! Issued 63% for capital TIF purposes and 33% for generai capital purposes, 2 Issued for a
sewer exiension on W Ryan Rd, ° Issued for Water Buiiding purposes.

Annual principal and interest payments to maturity on general obligation notes and bonds
payable are as follows;

Annual principat and interest payments tc maturily on generai obligation notes and bonds
payable are as follows:

Year Ending Governmeniat Activities Business-type Activities

31-Dec Principal interest Principal Interest
2015 $ 615,000 § 377061 $ 11842486 $ 588,938
2016 1,950,000 377,588 1,212,048 570,330
2017 3,014,000 297,388 1,240,535 540,393
2018 2,320,000 207,558 1,269,723 509,746
2019 1,365,000 143,988 1,298,625 478,371
2020-24 3,675,000 178,698 6,993,158 1,888,898
2025-29 - - 7.899 313 965,255
2030-34 - - 3,677,870 112,063
Total $ 12935000 § 1582692 § 24776522 $ 5653994

The City's statutory debt iimit and margin of indebtedness at December 31, 2014 are
$179,484,705 and $141,773,183, respectively. By City debt policy, the debt limit and margin of
indebtedness limit are $71,753,882 and $34,082,360, respectively.
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NOTE 3 - DeTAaieD NOTES ON ALL FUNDS (continued)
G. LonsG TERM OBLIGATIONS {confinued)
Conduit Debt Obligations

Eleven series of Industrial Revenue Bonds originally issued with an aggregate principal amount
of $104,592,000 are outstanding with a December 31, 2014 balance of $94,344 454,

H. NET POSITION/FUND BALANCES
Governmental Activities

Governmental activities net position reporied on the governmeni-wide siatement of net position
at December 31, 2014 include the following:

Net investment in capital assels

tand $ 24949631
Construction in process 423 313
Other capital assets, net of accumulated depreciation 89,511,740
Less: refated long term debt outstanding {8.852,807)
Net invesiment in capital assetfs 106,031,877
Restricted for
Debt service 580,605
Uity improvement 1,918 450
Development 4.170,338
Library 598,752
Cther 560,306
Total restricted 7,828,452
Unrestricted §,848.660
Total governmental activities net position $ 122,708,989
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December 31, 2014

NOTE 3 - DETAWLED NOTES ON ALL FUNDS {continued)

H. NET POSITION/FUND BALANCES {continued)

Governmental Fund Balances

Reportted on the fund financial statements at December 31, 2014 include the following:

Nonspendable fund balances

General Fund - inveniories and prepaid items

General Fund - Advances
Library Fund - prepaid items

Total nonspendable

Restricted fund balances
Debt Service
Utility improvements
Development
TiF Disfricts
Donatlions
Health services
Library services
Solid Waste
Recreational services

Total resfricted

Assigned Fund balances:
Capital Projecis:
Capital Cutlay
Eguipment Replacement
Capital improvement
Street Improvement
Purchases on Crder

Total Assigned fund blances

Unassigned fund baiances
General Fund
Debt Service - Deficit
St Mardin's Fair - Deficit
TiF Districts - Deficit

Total Unassigned fund baiances
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2,198,616
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546,238
672,431
4,170,339
347978
122,550
175,220
598,277
216,385
46,151

6,893,569

303,348
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1,975,601

230,837

207,270

4,808,729
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{970,958
(11,552)
(1213 872)
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CITY OF FRANKLIN, WISCONSIN
NOTES TO FINANCIAL STATEMENTS
December 31, 2014

NOTE 3 - DETALED NOTES ON ALL Funps (continued)
H. NET POSITION/FUND BALANCES {confinued)
Business-type Activities

Business-type aclivities net position reporied on the government-wide siatement of net posifion
at December 31, 2014 include the following:

Net investment in capital assels

Land 3 524,225
Construction.in process 351610
Other capital assels, net of accumulated depreciation 87,6594 422
Less; related long term debt ouistanding, net
of unspent bond proceeds -
Net investment in capital assels 88,567 257
Restricted for
Other 313,558
Unrestricted 4 015830
Total business-type aclivities net position $§ 92,886445
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NOTE 4 - OTHER INFORMATION
A. DEFINED BENEFIT PenSION PLANS
Wisconsin Retirement System

All eligible protective {public safety} City of Franklin empioyvees participate in the Wisconsin
Retirement System ("System”), a costsharing multiple-empioyer defined benefif public
employee refirement system {"PERS". All such permanent employees expected to work over
600 hours a year, for emplovees hired prior to July 1, 2011 and 1200 hours a vear for
employees hired prior after thai dale are eligible to pafiicipale in the System. Covered
empioyees in the proleclive occupations category are required by statule to contribule 7.0% to
the plan both for proteciive occupations with social security, and for protective occupations
without sccial security.

Employers may not make these confributions to the plan on behalf of the profective occupation
empioyees unless provided for by an existing collective bargaining agreement. Employers are
required fo contribute an actuarially defermined amount necessary fo fund the remsining
projected cost of future bengfits.

The payroll for employees coverad by the Systern for the vear ended December 31, 2044 was
$8,071.472 and the employer’s total payroll was $14,442 042, The total required contribution for
the year ended December 31, 2014 was $1,457,708, or 158.06% of covered payroll. $565,303
was paid by employees while 38382705 was paid by the empiloyer. Of the total required
contribution, 100% was contributed for the current year. Total contributions for the years ended
Becember 31, 2013, and 2012 were $1,653,044 and $1,680,118, respectively which equai the
required contributions for each year.

The System provides that profective employees who retire af or after age 53 with 25 years or
more of service or age 54 with less than 25 years of selvice are entitled to receive retirement
benefits. Proteclive employees may retire at age 50 and receive actuarially reduced benefits.
The faclors influencing the benefit are: {1) final average eamings, (2) vears of creditable service
and {3} a formula factor. Final Average Earnings is the average of the protective employee's
three highest year's eamings. Proteclive employees terminating covered empioyment before
becoming eligible for retirement benefits may withdraw their contributions and, by daing so,
forfelt ali rights to any subseguent benefits. For employees beginning participation after January
1, 18940 and no longer actively employed on or after April 24, 1988, creditable service in each of
five years is required for eligibility for a refirement annuity. Parficipants emploved prior to 1980
and on or after April 24, 1998 are immediately vested. Participants who initially became WRS
eligible on or after July 1, 2011 must have five vears of creditable service o be vested

The System aiso provides death and disabilily benefits for emplovees. Eligibility for and the
amount of all benefits is determined under Chapter 40 of the Wisconsin Siatutes. The System
issues an annual financial report that may be oblained by writing to the Department of
Employee Trust Funds, P.C. Box 7831, Madiscn, Wi 53707-7831.
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NOTE 4 - OTHER INFORMATION {continued)
A. DerinED BENEFT PENSION PLANS (continued)
PuBLic WORKS EMPLOYEES PENSION PLAN
Pian Description

The City is also a participant in the City of Franklin Public Works Employees’ Pension Plan, a
single empiloyer defined benefil pension plan covering eligible public works employees. The
assets of this Plan are administered by Principal Life Insurance Company. An annual financial
report may be obtained by writing o the plan adminisirator at Principal Financial Group, P.C.
Box 9683, Des Moines, |A 50308-0396.

Employees attaining the age of 60 are entilled to annual benefits of 1.98% of average
compensation muitiplied by the number of years of service subsequent o January 1, 1956.
Average compensation is defined as the monthily folal pay pius salary deferrals, compensation
and cvertime received for the three consecutive years out of the ten iatest years which gives
the highest average. Empioyees may retire early and receive reduced benefits at age
55 with at least ten years of service.

Disability benefits equivalent io expected benefiis at normal retirement date are paid unti
normal retirement date, death or recovery. If an active employee dies, his or her beneficiary
receives a lump-sum cash payment equal to the participant's accumulation at date of death or
an annuity benefit deferred uniil participant’s eatilest retirement date.

If an empioyee terminates his or her employment with the Cily, the employee has the option of
accepting either normal retirement benefils at normal refirement date, or a lump-sum cash
payment of pariicipant's vested accumulations. An empioyee becomes 50% vested after five
years of service and 100% vested after ten years.

Empioyees make a non-glective end non-discretionary pension contribution that in 2014 was
8.2% of payroll. The Cily contributes all remaining amounis necessary o fund the pension plan.
Starting in 2010, the City uses the entry age hormal actuarial cost method.

Funding Policy

The City's funding policy has been to provide yearly contributions at actuariaily determined rates
thai, expressed as a percentage of covered payroll, are designed o accumulate sufficient
assets to pay benefits when dus.

Annual Pension Cost

For 2014, the City’s required contribution of $283,632 was determined during a January 1, 2614
actuarial valuation using the entry age normal cost method. The City began to require employee
coniributions, totaling $148,998 in 2014. During the vear ended December 21, 2014, combined
contributions tofaling $293,632 were accrued. This resulted in the net pension obligation being
reduced by $6,000. The required employer contribufion amount representad 168.4% of cirent
year payroll compared o the 18.4% anticipated in the 2012 actuarial report,
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NOTE 4 - OTHER INFORMATION {continued)
A. DerFmED BENEFIT PENSION PLANS {continued)
PuBLiCc WORKS EMPLOYEES PENSION PLAN {continued)

Annual Pension Cost (continued)

The entry age normal acluarial cost method does ideniify or separately amortize unfunded
actuarial Habilities. The unfunded actuarial liability is being amoriized over g 20 vear ciosed
period. Significant actuarial assumptions include: {a) a rate of retum on the invesiment of
present and fulure assets ranging of 7.5% compounded annually, (b) projected salary increases
of 3.00% per year compounded annually, atiributable to inflation applied using the level
percentage of projected payroli. The assumptions do not include post retirement benefit
increases. The acluarial value of assels was determined using fechnigues that smocth the
effects of short-term volatility in the market vaiue of investments over a five-year period.

Three Year Trend Information

Annual Percentage Net
Year Pension of APC Pension
Ending Cost{APC; Contributed _ Obligation

1273172014 § 287,832 102.9% $ 78,880
12/31/2013 & 303894 102.1% $ 84,880
12/31/2012 272 480 102.2% 91,336

The following table shows components of the City's annual pension cost for the year, the
amount aclually contributed fo the plan and changes in the City's nel pension obiigation:

Annual required congibution $ 293,632
Interest on net pension obligation 8,366
Adjusiment {o annual required confribution {12,3866)

Annus! pension expense 287,832
Coniributions made {293,632)

Decrease in net pension obligation {8,000
Net pension obligation - beginning of vear 84,880
Net pension obligslion - end of year $ 78,880

Annual Pension Cost
Funding progress

(A) (B) ) (D} (E) (F)
Actuarial UAAL as
Aciuarial Actuarial Accrued Unfunded  Funded Percentage of
Valuation Asset Liability (AAL) AAL {(UAAL) Ratio Covered  Covered Pavroil
Date Value - Aggregate HB{AY {{ANIBY] Fayrell {CWEN
112014 $ 6,175311 37061519 $§ 888,208 87% % 1,619,768 55%

The muiti year trend information is located in the reguired supplementary information
immedialgly following the noles to the financial statementis.
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NOTE 4 - OTHER INFORMATION [continued)
B. DeriNED CONTRIBUTION PLAN

Based on CiHly ordinances all eligible City of Franklin non-profective employees (except public
works employees) participate in the Clly of Frankiin Befined Contribution Plan {(the *Plan”). The
Plan assets are administered by the Principal Life insurance Company.

Emplovees after completing six months of service with the City are efigible to participate. The
Plan requires the City to make periodic contributions to each participant's account equail fo 10%
of such participant's annual compensation. Emplovees are required fo make contributions of 5%
of wages. A participant's accrued benefit for City confributions is 100% vested and non
forfeitable upon death, normal retirement, early retirement or permanent and total disability as
defined in the Plan. If employment is terminated for any other reason, each participant's accrued
benefit vests at various percentages, based on years of service. During 2014, fotal contributions
of $388,969 or 10% of covered payroli were made. The Cily contributed $196 807 and
empioyees $192,362. The City may make amendmenis to the Plan.

C. PosTEMPLOYMENT HEALTH CARE BENERITS

The City of Frankiin administers a singie employer defined benefi posi employment benefit plan
through a rust. The CHy of Frankiin Post Employment Benefifs Trust is accounied for on the
accruat basis of accounting and presented as a fiduciary fund. Separate financial statements
are not prepared for the trust. Retiree and City contributions are recognized in the period in
which the coniribulions ars due.

City of Frankiin eligible full time employees meeting minimum age and service requirements
may receive group health care benefits at a reduced cost during the period from their normat
retirement date uniil they reach age 85. This resulis in an other post employment benefi
{OPEB) obligation for those groups. These groups commonly have higher medical costs than
anficipated in the blended premium rates. That differential is referred fo as an implicit rate
subsidy.

Contribution requirements are established by either City ordinance or collective bargaining and
may be amended only by the groups establishing the requiremenis. The City's periodic
contribution is determined and fixed at the time of refiremeni. The refiree pays the balance of
the perjodic biended premium. The eligibility for the benefit follows:

Employee Group # Ciiy Amount Age  Years Service
Non-represenied 35 75% of Premium at Retirement 62 20
Police 55 75% of Premium at Retirement 53 15
Dispatch 13 75% of 2005 Premium 62 20
Fire 43 75% of Premium at Retirement 53 20
DPW 28 75% of Premium af Retirement 60 15
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NOTE 4 - OTHER INFORMATICN (continued)
€. PosT EMPLOYMENT HEALTH CARE BENEFRITS (continued)

The City’s annual other post employment benefit (OPEB) expense is calculated based upon the
annual required contribution (ARC) of the City. An actuarial calculation by an actuary was used
{o caiculate the ARC and related information using the measurement method required by GASB
Staternent No. 45 for employers with 200 or more tolal plan members. The ARC represents &
ievel of funding that, if paid on an ongeing basis, is projected fo cover the normai cost each year
and amortize any unfunded actuarial liabilities over a closed period of 30 years. The following
table shows the components of the City's annual OPEB cost for the year, the amount actually
coniribuied to the trust and changes in the City's net OBEE obligation for retiree heailth henefits:

Anrual required contribution % 581,718
Interest on net OPER obligation -
Adpsstment to annual required contribution -
Annual OPEB expense 551,718
Caontributions made {551,716

Increase in net OPER obligation -
Net OPERB obligation - beginning of year -

Net OPEB obhiigation - end of year 3 -

The City's annual OFPER cost, the perceniage of annual OPEE cost coniributed 1o the trust and
the net CPEER obligation for the current and prior hwo years were as follows:

Fiscal Arinual Percentage of Net
Year CPEB Annual OPEB OPEB
Ended Cost Cost Contributed Chiigation
12{31/20%4 § 551,716 100.0% 3 -
1213172013 523342 106.0% -
12/31/2012 837,535 100.0% -
Funding progress:
(A} 8) {C} (B} (E) {r)
Acluarial UAAL as
Actuarial  Actuarial Accrued Unfunded Funded Percentage of
Valuation Asset Liability (AAL) AAL (UAAL} Ratio Covered Covered Payroll
Dale Value Projected unit credit HB-{AY] HAVIBY Payroli JCWER
1172614 $3,608,637 § 7.085983 $ 3,187,356 55% $ 12,155,777 28%

The multi vear frend information is located in the required supplementary information
immediately following the notes lo the financial statements. The projection of future benefits for
an ohgoing benefit involves estimates for the value of reported amounis and assumptions about
the probability of occurrence of events far into the fulure. Exampies include assumptions aboutf
future employment, mortaiity and the healthcare cost tfrend. Amounts determined regarding the
funding status of the trust and required contribufions of the emplover are subject to continual
revision as aclual resulls are compared with past expeclations and new estimates are made
about the fujure.
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NOTE 4 - OTHER INFORMATION {continued)
C. Post EMPLOYMENT HEALTH CARE BENERITS (continued)

The schedule of funding progress, presented immediately following the focinotes, presents
multi-year frend information that shows whether the actuarial value of trust assels is increasing
or decreasing over time relstive to the actuarial accrued llabilities for bensfits.

The above scheduies of employer condributions present frend information about the amounts
contributed o the trust by the City in comparison to the ARC, an amount actuariaily determined
in accordance with the parameters of GASB Statement No. 43. The ARC represenis a level of
funding that, if paid on an ongoing basis, is projecied to cover normal cost for each year and
amortize any unfunded aciuarnial fiabilities {or funding excess) over a closed period of thirty
VEears,

Projections of benefits for financial reporting purposes are based upon the substantive plan (the
plan as understoed by the City and plan members) and include the types of benefits provided at
the lime of each valuation and the hislorical pattern of sharing benefit costs between the City
and plan members o that point. The methods and assumptions used include technigues that
are designed io reduce short term volatility in actuarial accrued liabiiities and the actuarial vaiue
of assets, consistent with the long term perspeciive of the calctlations.

The wrust's financial statements are prepared using the accrual basis of accounting. Retires and
City contribufions are recognized in the period that contributions are due. The City has made a
formal commitment {o provide the contributions. Benefits and refunds are recognized when due
and payable. Investments are reported at fair value with the valuation determined by the
independent cusiodian of the asseis.

The following significant assumptions were made:

The acluarial valuation uses the projected unit credit actuarial cost method.

The ARC was calculated using the fevel percentage of payroli method, amortizing costs over a
closed period of 30 years. The remaining amortization pericd at December 31, 2014 was 23

years.

Based upcn the expected return of the Cify of Franklin Post Employment Benefits Trust under
the investment policy adopted for the Trust, a discount rate of 7% was used.

The actuarial value of the trust assets is delermined using techniques that spread the impact of
short term volatility over a five year period.

Group health charges for actives and refirees were used as the basis for calculation of the
present value of total benefits {o be paid.

The expected healthcare trend rate of increase in group health charges was based upon the
recent experience of the Cily of Franklin self funded health care program. The trend rate
assumption of 8.5% for vears one and two, B.0% for years three and four, reduced to an
ultimate rate of 5 5% afier thirleen vears, was used.
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NOTE 4 - OTHER INFORMATION {continued)
C. PosT EMPLOYMENT HEALTH CARE BENERITS {continued)

The expecied iong term payrell growth rate was assumed to be 3% which is the expected
infiation rate for the City.

No postretirement bensfif increases gther than salary increases are anticipated.

Ratles of refirement, morialily and termination for reasons other than retirement and death are
from the “Wisconsin Retirement Systermn 2008-2011 Experiencs Study”.

Marital status at retirement was assumed to be 75% with a spouse or dependenis.
D. CONTINGENCIES AND COMMITMENTS

The City at limes is parly {o claims and legal proceedings. Although the oulcome of such
matters in not presently determinable, it is the opinion of City management and the Cily atforney
that the likelihcod is remote that any such claims or proceedings will have a material adverse
etffect on the City's financial position.

The City has received federal and state grants for specific purposes that are subject to review
and audit by the grantor agencies. Such audits could lead o requests for reimbursements {o the
grantor agency for expenditures disallowed under terms of the grants. Management believes
such disaliowances, if any, would be immaterial.

The City has $2,122,647 in outstanding contractual commitmentis relating io various Public
Works projects and equipment purchases at December 31, 2014, The City has encumbered
$207 270 at year end due to valid contacts or purchase orders in piace and the related services
committed and not yet received.

The City receives impact fees for new development projecis. The fees are io he used o fund
specific projects within a specific period of fime. in the event the projects are not completed or
the time pericd elapses, the City will be required 1o refund the impact fees 1o the current owners
of properties that the fees were originally coliected.

Funding for the operating budget of the Cify comes from many sources, including property
taxes, grants and alds from other uniis of govermnment, user fees, fines and parmits and cther
miscellaneous revenue. The Stale of Wisconsin provides a variety of aid and grant programs
that benefi the City. Those aid and grant programs are dependent on continued approval and
funding by the Wisconsin governor and legisiature, through their budget process. Any changes
made by the State to funding or eligibiiity of local aid programs could have a significant impact
on future operating results of the Cily.

E. RISK MANAGEMENT

The City is exposed 1o various risks of loss related to torts, theft, damage or destruction of
assets, errors and omissions, natural disasters, and workers' compensation claims that the City
catries commercial insurance. No significant reductions in insurance coverage occurred for any
rick of loss in the past year, and setied claims have not exceeded commercial coverage in any
of the past three fiscal years.
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NOTE 4 - OTHER INFORMATION {continued)
E. RiSK MANAGEMENT {coniinued}

The City aiso offers a group medical and dental insurance pian to employees for which the City
is self-insured. This aclivity is accounted for in the Cify’s Self Insurance Intemal Service Fund.
Group medical and dental costs are charged to City depariments and retirees participating in
the program. A third party administrator handies claims payments. The City carries siop loss
insurance for claims in excess of $60,000 per year per individual. Liabilities are reported when i
is probable that claims have occurred and the amount of the claim can be reasonably estimated.
Liabilities include an estimated amount for claims fhat have been incurred buf not reported
{"IBNR").

Changes in the balance of claims payable for the two years ended December 31, 2014 are as
follows:

Current
Balance Claims and
Beginning of Changes in Claims Balance End
Year Estimates Payments of Year
2514 $ 375,100 $3,047.834 § 3047834 $ 379,100
2013 $ 352,600 $3808103 $ 3781003 $ 379,100
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PusLic WORKS EMPLOYEES PENSION PLAN
SCHEDULE OF FUNDING PROGRESS

Three Year Trend Information

{A) (B) <) (D} {(E) (F}
Actuarial UAAL as
Actuarial Actuarial Accrued infunded Funded Percentage of
Valuation Asset Liabiity (AAL) AAL {UJAALY Ratio Covered  Covered Payroll
Date Value - Aggregate HBHA) {AY(B)] Payroll HTWEY
11172014 % 6,175,311 37061519 $ 886208 387% § 1,619,768 55%
17142013 5,383,615 6,408,402 1024783 84% 1,689,251 81%
12012 5,096,223 5,749,842 653719 89% 1,685,438 3%
CiTY OF FRANKLIN POST EMPLCYMENT BENEFITS TRUST
SCHEDULE OF FUNDING PROGRESS
Actuarial Actuarial Acerued Unfunded Funded Perceritage of
Valuation Asset Liability {AAL) AAL {UAAL) Ratio Covered Covered Payroli
Date Value Proiecied unit credit {B)-(A) FAY(BY Payroif HCWEN
1712014  $3.908837 & 70859983 § 3187356 55% % 12155777 8%
11122 2,398 455 2,184,388 5,784,933 258% 11,553,445 50%
1112016 1,254,758 6,016,224 4,761,463 24%% 11,523,032 41%
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