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The independent audit of the financial statements of the City was part of a broader, federally and state
mandated “Single Audit” designed to meet the special needs of federal and state grantor agencies. The
standards governing Single Audit engagements require the independent auditor to report not only on the
fair presentation of the financial statements, but also on the audited government’s internal controls and
compliance with legal requirements, with special emphasis on internal controls and legal requirements
involving the administration of federal and state awards.

GAAP require that management provide a narrative introduction, overview, and analysis to accompany the
basic financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter of
transmittal is designed to complement MD&A and should be read in conjunction with it. The City’s
MD&A can be found immediately following the report of the independent auditors.

Profile of the City

The City of Gainesville is the most populous city in, and serves as the county seat of, Alachua County.
The City also serves as the cultural, educational and commercial center for the North Central Florida
region. Gainesville is located midway between the Gulf of Mexico and the Atlantic Ocean and halfway
between Miami and Pensacola. There are approximately 60 square miles of land included within the
corporate boundaries of the City. As of April 1, 2015, the official population estimate was 127,955.

The City was established in 1854, incorporated in 1869 and has operated under a Commission-Manager
form of government since 1927. The City Commission consists of seven elected officials (the Mayor and
six Commissioners) who are responsible for enacting the ordinances and resolutions which govern the
City. In March of 1998, City voters elected a Mayor for the first time in more than 70 years. The elected
Mayor serves a three-year term and presides over public meetings and ceremonial events. The Commission
appoints the City Manager, General Manager for Utilities, City Auditor, City Attorney, Clerk of the
Commission and Equal Opportunity Director. As chief executive officers, the City Manager and General
Manager for Utilities are charged with the enforcement of all ordinances and resolutions passed by the
Commission. They accomplish this task through the selection and supervision of two Assistant City
Managers, an Administrative Services Director, Utilities Executive Management Team and Leadership
Team, and numerous department heads.

The City of Gainesville provides its constituents with a wide variety of public services as listed below:
e  building inspections

codes enforcement

community development

cultural affairs

economic development

electrical power generation and distribution

golf course

mass transit

natural gas distribution

parks and recreation

homeless services

police and fire protection

refuse collection

small business development

stormwater management

street maintenance, traffic engineering and parking
water and wastewater

telecommunications and data transfer
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Internal support services include the following:
accounting and reporting
accounts payable and payroll
billing & collections
budgeting and budget monitoring
cash management

City-wide management
computer systems support
debt management

equal opportunity

fleet maintenance

facilities maintenance
human resources
information systems
investment management
labor relations

mail services

pension administration
property control

purchasing

risk management

strategic planning

All moneys required to support the above-stated services are reflected in this report. This report includes
all funds that are controlled by or are dependent on the City Commission.

In addition to these activities, the City exercises oversight responsibility for the Community
Redevelopment Agency and the Gainesville Enterprise Zone Development Agency. Accordingly, these
activities are included in the reporting entity and are reflected in this report. Note 1(A) in the Notes to the
Financial Statements lists the specific criteria used for establishing oversight responsibility.

The City also maintains budgetary controls. The objective of these is to ensure compliance with legal
provisions contained in the annual appropriated budget approved by the City Commission. Annual budgets
are legally adopted for activities of the general fund, certain special revenue funds and debt service funds.
Capital projects funds and certain special revenue funds (such as multi-year grant funds and tax increment
funds) are appropriated on a project basis. Budgets are controlled at the departmental level and total
expenditures may not legally exceed appropriations for each budgeted fund without Commission approval.
Encumbrance accounting is utilized in governmental funds and encumbrances are reappropriated as part of
the following year’s budget.

Factors Affecting the City’s Financial Condition

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

Local economy. The economic landscape in Gainesville continues to be dominated by the government
sector. Statistics compiled by the Bureau of Economic and Business Research at the University of Florida
indicate that one of every three jobs in Gainesville is provided by the federal, state or local government.
This reliance on jobs from other than the private sector tends to modify Gainesville’s reaction to external
economic stimuli, such that the local economy grows less rapidly than others during boom periods but also
suffers less during economic declines.
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The City’s unemployment rate is 4.5%, which is significantly lower than the state and national averages
and is a decrease from 4.9% at the same time last year. Enrollment at the University of Florida, the engine
for the area’s economy, has remained steady with a 2015 fall enrollment of 52,519 students.

The General Fund’s main revenue sources include Property Tax, Utility Tax, State Revenue Sharing &
Half-Cent Sales Tax, Fire Assessment and the transfer from the Utility. The Florida legislature and
electorate have passed initiatives which have resulted in reduced property tax revenue growth. This was
exacerbated by the recession which caused the decline or stagnation of the other major revenue sources.
The City has responded to this trend by diversifying the revenue base by adding a Fire Assessment Fee and
with significant cuts in expenditure budgets during the five year period spanning fiscal years 2007 through
2011. While revenues are beginning to trend upwards, the transfer from the Utility to the General Fund
has been renegotiated with a notable decrease in amount starting in fiscal year 2015.

A significant expenditure facing the City is long-term pension costs. During fiscal years 2012 and 2013,
the City successfully negotiated modifications to its General and Consolidated Pension Plans which
reduced the trajectory of the increases in the projected contributions for the City and Utility.

Long-term financial planning. Both General Government and the City-owned Utility develop multi-year
financial forecasts, including capital improvement plans. Some of the key projects in these capital
improvement plans are:
o Remediation of the Depot Park Downtown Stormwater Basin and construction of a signature park
and recreation facility.
e Relocation and rebuilding of an existing fire station (#1).
o Implementation of recurring annual funding for three new areas:
0 Equipment replacement internal service fund
o Facilities maintenance internal service fund
0 Road resurfacing funds
e  The Utility currently forecasts the need for a new electric supply by about 2022. Details on this
project can be found in the accompanying Management’s Discussion and Analysis on page MDA-
10.

Financial policies. The City has adopted and complied with the following financial policies:

e General Fund Reserve Policy — The unassigned fund balance of the General Fund will be at
least 10% of the proposed General Fund revenue budget.

e General Insurance Fund Reserve Policy — The General Insurance Fund will maintain fiscal
year-end current assets equal to current liabilities.

e Budget Administration Policy — Systematic procedures that are used in the development,
review, adoption, monitoring, and revision of the budget.

e Debt Management Policy — Outlines allowable debt issuance purposes, debt structure,
limitations on debt levels, allowable types of debt, promotes sound financial management and
enhances the City’s credit rating.

e Capital Improvement Planning Policy — Requires a fully funded five-year Capital Improvement
Plan and Capital Budget.
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INDEPENDENT AUDITOR’S REPORT

Honorable Mayor and City Commissioners
City of Gainesville, Florida

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, each major fund, and the aggregate discretely presented component unit and remaining
fund information of the City of Gainesville, Florida (the “City”), as of and for the year ended September
30, 2015, and the related notes to the financial statements, which collectively comprise the City’s basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of the Utility Fund, which is both a major fund and 96 percent, 85 percent,
and 90 percent, respectively, of the assets, net position, and revenues of the business-type activities.
Those statements were audited by other auditors whose report has been furnished to us, and our
opinions, insofar as they relate to the amounts included for the Utility Fund and the business-type
activities, are based solely on the report of the other auditors. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also

AUD-1



includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of
the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, each major fund, and the aggregate discretely presented
component unit and remaining fund information of the City, as of September 30, 2015, and the
respective changes in financial position and, where applicable, cash flows thereof for the year then
ended in accordance with accounting principles generally accepted in the United States of America.

Change in Accounting Principle

As discussed in Note 16 to the financial statements, the City implemented the provisions of GASB
Statement 68, Accounting and Financial Reporting for Pensions, and GASB Statement 71, Pension
Transition for Contributions Made Subsequent to the Measurement Date. Our opinions are not modified
with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and the schedules listed in the table of contents as “required supplementary
information” be presented to supplement the basic financial statements. Such information, although not
a part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We and other auditors have applied certain
limited procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about
the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City’s basic financial statements. The introductory section, combining and
individual nonmajor fund financial statements and schedules, and statistical section are presented for
purposes of additional analysis and are not a required part of the basic financial statements. The
combining and individual nonmajor fund financial statements and schedules are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records
used to prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves,
and other additional procedures in accordance with auditing standards generally accepted in the United
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States of America by us and other auditors. In our opinion, based on our audit, the procedures
performed as described above, and the report of the other auditors, the combining and individual
nonmajor fund financial statements and schedules are fairly stated in all material respects in relation to
the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied by
us and the other auditors in the audit of the basic financial statements and, accordingly, we do not
express an opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 29,
2016, on our consideration of the City’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. That report does not include the results of the other auditors’ testing of internal control over
financial reporting or compliance and other matters that are reported on separately by those auditors.
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 internal
control over financial reporting or on compliance. That report is an integral part of an audit performed
in accordance with Government Auditing Standards in considering the City’s internal control over
financial reporting and compliance.

Cdd»v, ﬁ“ﬁ"’ .£‘ “‘2’%""‘)“’ Li.C,

Gainesville, Florida
March 29, 2016
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the City of Gainesville (the “City”), we offer readers of the City’s financial statements this
narrative overview and analysis of the financial activities of the City for the fiscal year ended September 30, 2015.
Management’s Discussion and Analysis is designed to (a) assist the reader in focusing on significant financial
issues, (b) provide an overview of the City’s financial activity, (c) identify changes in the City’s financial position,
(d) identify any material deviations from the financial plan, and (e) identify individual fund issues or concerns. We
encourage readers to consider the information presented here in conjunction with additional information that we
have furnished in our letter of transmittal, which can be found on pages vi - xii of this report, and the City’s financial
statements which begin on page 1.

Financial Highlights

e The assets and deferred outflows of resources of the City exceeded its liabilities and deferred inflows of
resources at the close of the most recent fiscal year by $708,826,821 (net position). This is a decrease of
12.05% from fiscal year 2014. The primary reason for the decrease is attributable to the implementation of
new accounting standards related to the reporting of pensions. The City provides a defined benefit pension
plan for its employees. The City implemented Governmental Accounting Standards Board (GASB)
Statement No. 68, Accounting and Financial Reporting for Pensions, which requires employers providing a
defined benefit pension plan to report the net pension liability. As a result of implementing this new
standard the restatement reduced the City’s beginning net position by $102,240,328 for Governmental
Activities and $13,819,272 for Business-type Activities for a total restatement of beginning net position of
$116,059,600.

e The City’s total net position increased by $18,978,687 as a result of fiscal year 2015 operations.

e Asof the close of the fiscal year, the City’s governmental funds reported combined ending fund balances of
$96,204,419, an increase of $22,582,569 in comparison with the prior year. Of the total ending fund
balances, $51,924,300 is available for spending at the City’s discretion (committed, assigned and
unassigned fund balances).

e Atthe end of the current fiscal year, the unassigned fund balance in the General Fund was $17,476,507.

e The City’s total bonded debt increased by $31.0 million (2.9%) during the current fiscal year. The
components of this change are discussed in detail in the bonded debt section below.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to the City’s basic financial statements. The
City’s basic financial statements comprise three components: 1) government-wide financial statements, 2) fund
financial statements, and 3) notes to the financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves.

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

The statement of net position presents information on all of the City’s assets & deferred outflows of resources and
liabilities & deferred inflows of resources, with the net amount reported as net position. Over time, increases or
decreases in net position may serve as a useful indicator of whether the financial position of the City is improving or
deteriorating.

The statement of activities presents information showing how the City’s net position has changed during the most
recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for
some items that will only result in cash flows in future fiscal periods (such as uncollected taxes and earned but
unused sick leave).

Both of the government-wide financial statements distinguish functions of the City that are principally supported by
taxes and intergovernmental revenues (governmental activities) from other functions that are intended to recover all
or a significant portion of their costs through user fees and charges (business-type activities). The governmental
activities of the City include general government, public safety, physical environment, transportation, economic
environment, human services and culture and recreation. The business-type activities include electric generation,
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transmission and distribution, natural gas, water and wastewater, telecommunications, refuse collection, stormwater
management, golf course, building code enforcement, and mass transit.

The government-wide financial statements include not only the City itself, but also a legally separate enterprise zone
development agency (discretely reported component unit), and a legally separate redevelopment agency (blended
component unit) for which the City is financially accountable. Financial information for the discretely reported
component unit is reported separately from the financial information presented for the primary government itself.
The blended component unit is reported in five non-major special revenue funds of the primary government and is
included in the Governmental Activities section of the government-wide financial statements. The government-
wide financial statements can be found on pages 1-3 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over resources
that have been segregated for specific activities or objectives. The City, like other state and local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the funds of
the City can be divided into three categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the government-wide
financial statements, governmental fund financial statements focus on near-term inflows and outflows of spendable
resources, as well as on balances of spendable resources available at the end of the fiscal year. Such information
may be useful in evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is
useful to compare the information presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements. By doing so, readers may better understand the
long-term impact of the government’s near-term financing decisions. Both the governmental fund balance sheet and
the governmental fund statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

The City maintains seventy individual governmental funds. Information is presented separately in the governmental
fund balance sheet and in the governmental fund statement of revenues, expenditures and changes in fund balances
for the general fund, which is considered to be a major fund. Data from the other sixty-nine governmental funds are
combined into a single, aggregated presentation. Individual fund data for each of these nonmajor governmental
funds is provided in the form of combining statements elsewhere in this report. The basic governmental fund
financial statements can be found on pages 4-7 of this report.

Proprietary funds. The City maintains two different types of proprietary funds. Enterprise funds are used to report
the same functions presented as business-type activities in the government-wide financial statements. The City
maintains six enterprise funds to account for the following operations: utilities (including electric power generation,
transmission and distribution, natural gas distribution, water and wastewater treatment and telecommunications),
refuse collection, golf course, stormwater management, building code enforcement, and mass transit. Internal
service funds are an accounting device used to accumulate and allocate costs internally among the City’s various
functions. The City maintains three internal service funds to account for fleet management operations, general
insurance, and employee health insurance programs. Because these services benefit governmental more than
business-type functions, they have been included within governmental activities in the government-wide financial
statements, however in the government-wide financial statements, a certain portion of the net income of the internal
service funds each year is reported in t