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INTRODUCTORY SECTION

The Introductory Section is the first of three essential components of the City’s Comprehensive
Annual Financial Report (CAFR). The second essential component is the Financial Section, and
the third is the Statistical Section. The Introductory Section provides general information on the
City’s structure and personnel as well as information useful in assessing the City’s economic
condition, with the letter of transmittal as the key element to formally introduce the CAFR to the
intended readers.



Finance Department

16000 N. Civic Center Plaza

B N Surprise, AZ 85374-7470
Ph: 623-222-1800

Su BR.I:UIS\I SE Fax: 623-222-1801

TTY: 623-222-1002

January 27, 2015

Honorable Mayor, Members of the City Council, and City Manager:

In accordance with the requirements of Arizona Revised Statutes (A.R.S.) § 41-1279.07, | am pleased to submit
the Comprehensive Annual Financial Report (CAFR) of the City of Surprise, Arizona (the City), for the fiscal
year ended June 30, 2014. These financial statements are prepared and presented in conformity with generally
accepted accounting principles in the United States (GAAP) as prescribed in pronouncements of the
Governmental Accounting Standards Board (GASB). To the best of our knowledge and belief, this report is
accurate in all material respects and is reported in a manner designed to present fairly the financial position and
results of the operations of the various funds of the City. Disclosures necessary to enable the reader to gain
an understanding of the City’s financial activities have been included.

Management assumes full responsibility for the completeness and reliability of the information presented in this
report based on internal controls established for this purpose. To provide a reasonable basis for making these
representations, the City has established a framework of internal control that is designed to protect the City’s
assets from loss, theft or misuse and to compile sufficient reliable information for the preparation of the basic
financial statements in conformity with GAAP. Because the cost of internal controls should not outweigh their
anticipated benefits, the objective is to provide reasonable rather than absolute assurance that the financial
statements are free of any material misstatements.

CliftonLarsonAllen LLP, a firm of licensed certified public accountants, has audited the City of Surprise’s
financial statements pursuant to A.R.S § 9-481. The audit is intended to provide reasonable assurance that the
financial statements of the City for the fiscal year ended June 30, 2014, are free of material misstatement. The
independent audit involved examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation.

An unmodified audit opinion denotes that the financial statements are presented fairly and in conformity with
GAAP. The independent auditor concluded, based upon the audit, that there was a reasonable basis for
rendering an unmodified opinion that the City’s financial statements for the fiscal year ended June 30, 2014, are
fairly presented in conformity with GAAP. The independent auditor’s report is presented as the first component
of the financial section of this report.

The City is also required to undergo an annual single audit in conformity with the provisions of the Single Audit
Act of 1996 and U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations. CliftonLarsonAllen LLP was also contracted to perform the single audit of the
City's major grant programs. This audit was designed to meet the requirements of the Single Audit Act of 1996
and related OMB Circular A-133. The single audit report is issued separately from this CAFR. Copies are
available online and upon request from the City's Finance Department.

Management’s discussion and analysis (MD&A) immediately follows the independent auditor’'s report and
provides a narrative introduction, overview, and analysis of the basic financial statements. MD&A complements
this letter of transmittal and should be read in conjunction with it.

City Profile

Surprise, located just 45 minutes west of downtown Phoenix along U.S. Route 60/State Highway 93, was
founded on May 17, 1938 by Flora Mae Statler who purchased and subdivided the original town site. The
former small farming village now encompasses 108 square miles, including urban and commercial
developments, ranches, industrial sites, and business parks. Surprise has grown from 500 residents to a city of
over 123,000 people, evolving from a small town government to a regional governmental entity.



Surprise operates under the Council/Manager form of government. Policymaking and legislative authority are
vested in a governing council consisting of the Mayor and six other members. The Council is responsible,
among other things, for passing ordinances, appointing committees, adopting the budget, and appointing the
City Manager, the City Attorney, the City Clerk, and the Presiding Judge. The City Manager is responsible for
carrying out the policies and ordinances of the Council, for overseeing the day-to-day operations of the City,
and for appointing department directors.

The Council is elected on a non-partisan basis. Council members serve four-year staggered terms, with three
elected alternately every two years. The Mayor is elected at large every four years, while the other Council
members are elected by district.

The City of Surprise provides a full range of services, including police and fire protection, roadway maintenance
and construction, recreational and cultural activities, as well as general administrative services. Sanitation,
water, and sewer services are provided to many of the residents through the City’s enterprise funds. The City
provides street lighting for developing areas through legally formed street lighting districts. The City provides
and accounts for a legally separate volunteer firefighters’ pension fund as mandated by Arizona Revised
Statute, Title 9, as well as a non-profit corporation formed under Arizona Revised Statute, Title 10, designed to
facilitate the acquisition and improvement of City property, and a community facilities district designed to
provide funding for the construction and acquisition of certain public infrastructure improvements. These last
four activities essentially function as departments within the City and have been included as an integral part of
the City’s financial statements. Additional information on all four of these legally separate entities can be found
in Note 1 section A. (1.A) in the Notes to the Financial Statements.

The annual budget is adopted by resolution and serves as the foundation for the City of Surprise’s financial
planning and control. The maximum legal expenditure permitted for the fiscal year is the total budget as
adopted. The budget preparation and adoption process is described in greater detail in the Notes to the
Financial Statements. The budget is prepared by fund and by department within the general fund. The budget
may be amended during the fiscal year as follows: Department Directors may make transfers of appropriations
within a department between the major categories of supplies and services and within the personnel category.
The City Manager may authorize transfers from the personnel category and from operating capital to services
or supplies within a department. The Council must approve all transfers from contingency dollars, between
funds, between departments and between projects.

Economic Condition and Outlook

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

Local Economy

Economic forecasts show a slow and steady economic recovery for Arizona. These forecasts are supported by
several key indicators. The unemployment rate for the City of Surprise has increased slightly from 5.0 at June
2013 to 5.4% as of June 2014. Despite this increase, the unemployment rate is well below the high of 9.4%
reached in June 2010. The City’s largest revenue source is sales tax generated from a variety of business
categories including retail stores, communications/utilities, construction, restaurant/bar, real estate/rental and
leasing, service related, art/entertainment, and hotel/motel. Sales tax revenues have increased 5% from the
prior year and State shared revenues have increased 3%.

Further information on the history of City revenues can be found in the MD&A, pages 16 through 29, and the
statistical section that begins on page 129, of this financial report.



Long-Term Financial Planning

Last year, the City accomplished its goal to attain an operating reserve level in the general fund equal to two
months’ expenditures (approximately $12.5 million). In the upcoming year, the City is planning a broad
expansion of Surprise amenities and services including new youth and sports programs, improvements of City
parks and major roads, Surprise Stadium improvements, support for Economic Development efforts, employee
pay increases, and backing the City’s first Boys and Girls Club. In addition, improvements and maintenance
were delayed as the City regained its fiscal health. The City is now ready to address overdue maintenance and
improvements via the City's capital improvements plan.

Acknowledgements

| want to thank and recognize the staff of the Finance Department for their efforts in preparing this report. |
would like to thank all City departments for their assistance throughout the past year. | also appreciate the
guidance and support extended by the City Manager and the Mayor and City Council in planning and
conducting the financial operations of the City in a fiscally responsible manner.

Respectfully submitted,

5.5
O Larons

Lindsey Duncan
Chief Financial Officer
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MAYOR AND CITY COUNCIL MEMBERS

MAYOR SHARON WOLCOTT — Mayor@surpriseaz.qov

Mayor Sharon Wolcott was elected November 2011 on a platform that called for creating
more jobs, providing new education options, and addressing traffic congestion in Surprise.

The former District 1 council member also has worked hard to bring about more fiscal
accountability and transparency at City Hall and she intends to continue the fight for
taxpayers in her new job.

As Mayor, she has promised to reach out to the community with regular town hall
meetings in neighborhoods across Surprise. Sharon believes City government works best
when elected officials and senior staff members take time away from City Hall to engage
residents on the issues.

In December 2011, she joined several members of the City Council in an initial round of public meetings to
discuss what citizens believe the City’s priorities should be in 2012 and beyond.

Her hands-on style of leadership is expected to help drive solutions to some of our community’s most
pressing and important challenges and opportunities.

Sharon discovered Surprise in 2003. Her first opportunity to serve came in 2008, when she was appointed to
the Surprise Transportation Commission, serving as Vice-Chair. She was elected to the Surprise City
Council in 2009.

Before coming to our community, Sharon previously served on the City council in Newport, Minnesota and as
a state legislator in both the Minnesota House and Senate.

Wolcott’s term expires in December 2015. She is elected at-large.

VICE MAYOR SKIP HALL — Skip. Hall@surpriseaz.qov

Skip Hall was elected to the City Council in an April 2008 special election in District 6
(Palo Verde) and re-elected to office in 2009 to a full term. Redistricting placed Skip in the
newly-configured District 5, and on August 27, 2013, he was elected to the District 5 seat.
He was sworn in on January 1, 2014 to a four-year term and elected Vice Mayor by the City
Council on January 14, 2014.

Skip served as Vice Mayor in 2011. He has been part of the united Council effort that
helped pull Surprise back to fiscal health in the last two years, generating a budget
surplus and placing the City’s fiscal house in order.

Skip’s goals for the City include a 100-year water plan, working with transportation
partners to expand east-west connections, developing a local circulator, expanding youth involvement in the
community, and attracting new businesses to Surprise.

Skip currently serves on the Mayor's Business Roundtable Committee, the Form Based Code Sub-
committee, and chairs the Water Sub-Committee. Skip also volunteers his time with the St. Mary’s Food
Bank at the Surprise location.

Skip is active with the City’s Tourism Commission and in promoting the City to local, regional and national
organizations. He is active with the Chamber of Commerce and the AZ TechCelerator to promote business
growth.

He grew up in Idaho and received a business degree from Seattle University. Skip is a Vietham War Veteran
and was awarded the Bronze Star for his outstanding service 1969-1970.

Skip has two daughters, a son and five grandchildren.




ROLAND WINTERS - Roland.Winters@surpriseaz.gov

Roland F. Winters Jr. was elected in the newly-configured District 1 (Acacia) on August
27, 2013 and will serve a four-year term, which began January 1, 2014.

Born and educated through high school in New Jersey, Roland earned a degree in
Business Administration and Pre Law at Fullerton College in Fullerton, Ca. He earned a
BA degree in Marketing Management from the University of California.

He worked thirty five years at Hughes Air Craft Company in Fullerton, Ca. and also owned
and operated a photo studio in Fullerton and Placentia, Ca. He served on the State Board

of Directors for Californians for Disability Rights (CDR).

Roland and his wife Carroll have been married 44 years. They moved with their adult daughter to Surprise in
2008. He was appointed to the Surprise Disability Advisory Commission by the City Council and served 3
years.

In 2011, he was elected to the Board of Directors of his HOA in 2011 and in 2013 elected Vice president by
his peers.

JIM BIUNDO - Jim.Biundo@surpriseaz.gov

5 Jim Biundo was appointed District 2 Councilmember on January 28, 2014, to fill a
vacancy. He has been a resident of Surprise since 2003.

Jim was first appointed to the City Council’s District 1 on June 14, 2011, to fill a vacancy
and he served as Vice Mayor in 2013. His appointment to the District 1 seat expired
December 31, 2013. Redistricting places Jim within the new District 2 boundaries.

Jim served in the United States Marine Corps from 1954 to 1957. Following military
service, he attended college in Colorado and received Bachelor of Arts and Master of Arts

degrees in English, Speech, and Theatre and continued studies in a post-graduate
doctoral graduate program.

Jim has had a career in education as a high school teacher, associate professor, and administrator at
colleges in Colorado, lowa, Arizona, and Missouri. During that time, he also pursued a parallel track in public
service. He has served as a Councilmember at-large and has been on boards of directors of chambers of
commerce, convention and visitor’s bureaus, civic/service organizations, and was on the Board of Directors
of Brucemore, Inc., and a National Trust for Historic Preservation property located in Cedar Rapids, lowa.

Jim is the author of two books, several published poems, and over thirty published articles. He has made
over forty presentations at regional, national, and international conferences. He retired in 2000 from
Southeast Missouri State University where he served as Assistant to the President.

Jim and his wife Antoinette have three daughters: Terrilee Day in Del Norte, Colorado; Kimberly Peets in Las
Vegas, Nevada; and Tammy Gerstner in Lee’s Summit, Missouri. They also have four grandchildren.




JOHN WILLIAMS — John . Williams@surpriseaz.qgov

John Williams was elected to the City Council from District 3 (Mesquite) in November
2007. As a teacher, parent, and husband, John brings a community perspective to his
commitment to serve as a voice for all residents. John has been in Education and Sports
Medicine since he and his wife Melissa bought their home in Surprise in 2000.

A graduate of Hofstra University in New York, John also holds a Masters in Health Science
from Towson University in Maryland. His professional career began in Sports Medicine
and transitioned into education when he and Melissa came to Surprise.

John is a certified teacher and for the last several years has been building the Peoria
Unified School District's Career and Technical Education Sports Medicine program. He has been selected by
his peers to be the program lead.

John and Melissa have three children, Connor, Ashlyn, and Matthew. Melissa and John are animal lovers
and have opened their home to numerous animals in need including Blaze, the three-legged cocker spaniel
whose life was extended for 8 years after they took him into their home in 1999.

“l want to give my kids, our kids, the opportunity to be part of a community of connection and opportunity. In

15 years, | hope my oldest, Connor, can attend the next great university right here in Surprise. | hope when
he graduates he will have the option of building his own family here because we will have grown a
sustainable economy that offers high quality jobs to our residents. These are my hopes and dreams. |
believe working together, we can make them happen.”

RACHEL VILLANUEVA - Rachel.Villanueva@surpriseaz.qov

Rachel Villanueva will serve out the remainder of her late husband, Roy Villanueva’'s term
as the new District 4 Councilmember, following a unanimous vote by the Surprise City
Council.

Rachel has lived in Surprise for 37 years in the Original Town Site (OTS) and is retired
following a 30-year career with Honeywell.

The 74-year old currently serves on the OTS Revitalization Committee and for 10 years
served on the Dysart Unified School District Board.

Rachel was instrumental in creating the Fiestas Patrias at Gaines Park, a long-running festival recognizing
Mexican Independence Day formally held in the OTS.

“I am honored to carry on the legacy of Roy and will work hard to represent my constituents,” said
Villanueva. “I plan to continue efforts to revitalize and preserve the history of the OTS and work with this
Council for the betterment of the entire City of Surprise.”

The term expiration for this appointment is December 31, 2016.




TODD TANDE — Todd.Tande@surpriseaz.gov

Todd Tande was elected in the newly-configured District 6 (Palo Verde) on August 27,
2013 to a four-year term beginning January 1, 2014.

Todd is a local Realtor and a business owner of Education Connection Solutions, LLC. He
received his Bachelor of Science degree in Management and his MBA from California State
Polytechnic University, Pomona. Todd'’s career in the private sector includes many years in
the theme park and defense industries.

Todd also has experience in public service in California and Indiana. He served as Chief
Financial Officer for Indianapolis-Marion County DPS until he joined Indiana State
Government as Deputy Director for the Department of Natural Resources. Todd also served in the Indiana
State Capitol a Finance Director responsible for Statewide Finances.

Todd and his wife Blossom have been married since 1980 and they have two children and one grandchild
who call Surprise home. Todd’s parents, Paul and Lois Tande, live in Sun City Grand - making it four
generations of Tande’s in Surprise.
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FINANCIAL SECTION - INDEPENDENT AUDITORS’ REPORT

The Financial Section is divided into five subsections. The first subsection is the Independent
auditors’ report, which is the official written communication of the audit results provided by the
independent auditors expressing their opinion on the City’s financial statements as to whether the
financial statements are fairly presented in conformity with Generally Accepted Accounting
Principles (GAAP).

Financial Subsection’s

e Independent Auditors’ Report
Management’s Discussion and Analysis
Government Wide Financial Statements
Fund Financial Statements
Notes to the Financial Statements



CliftonLarsonAllen LLP

www.CLAconnect.com

CliftonLarsonAllen

INDEPENDENT AUDITORS’ REPORT

The Honorable Mayor and the City Council of the
City of Surprise, Arizona

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 remaining fund information of the City of Surprise,
Arizona, as of and for the year ended June 30, 2014, 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.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free 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 auditors’ 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 City’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 City’s internal control. Accordingly, we express no such opinion. An audit also 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.

NE XIA Anindependent mermber of Nexia International 12
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The Honorable Mayor and the City Council of the
City of Surprise, Arizona

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the City of Surprise as of June 30, 2014, 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.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 16 through 29, the Public Safety Personnel
Retirement System Schedule of Funding Progress on page 78, and budgetary comparison information
on pages 79 through 84 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 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.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Surprise’s basic financial statements. The combining and individual
fund financial statements and schedules and the introductory and statistical sections are presented for
purposes of additional analysis and are not a required part of the basic financial statements.

The combining and individual fund financial statements and schedules are the responsibility of
management and were derived from and relates 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
States of America. In our opinion, the combining and individual 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 in

the audit of the basic financial statements, and accordingly, we do not express an opinion or provide
any assurance on it.

13



The Honorable Mayor and the City Council of the
City of Surprise, Arizona

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 27,
2015, on our consideration of the City of Surprise, Arizona's internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the result 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 of
Surprise Arizona’s internal control over financial reporting and compliance.

Wmﬁ@c L7

CliftonLarsonAllen LLP

Phoenix, Arizona
January 27, 2015

14
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FINANCIAL SECTION - MANAGEMENT’S DISCUSSION AND ANALYSIS

The Financial Section is divided into five subsections. The second subsection is Management’s
Discussion and Analysis. This component of required supplementary information is used to
introduce the basic financial statements and provide an analytical overview of the City’s
financial activities.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The City of Surprise (City) is pleased to provide an overview of our financial activities for the
fiscal year ended June 30, 2014. The intended purpose of Management’s Discussion and
Analysis (MD&A) is to provide an introduction to the basic financial statements and notes, that
provides an objective and easy to read analysis of our financial activities based on currently
known facts, decisions, and conditions, by providing a summary of operating results and
reasons for changes, which will help to determine if our financial position improved or
deteriorated over the past year. This report addresses current operational activities, the sources,
uses, and changes in resources, adherence to budget, service levels, limitations, significant
economic factors, and the status of infrastructure and its impacts on our debt and operation.
Amounts presented may reflect some minor differences due to rounding. This analysis is meant
to be read in conjunction with the letter of transmittal.

FINA

R/
0.0

NCIAL HIGHLIGHTS
Governmental Type net position decreased by 1% or $6.4 million from $475.3 million to
$468.9, a greater decrease than the prior year decrease of $0.7 million. The decrease in net
position is attributable to the following changes in revenue: capital contributions decreased $3.1
million due to a decrease in developer contributions, development impact fees decreased $0.45
million, sales taxes increased $1.8 million due to an improving local economy, franchise fees
increase $0.43 million, and state shared revenues increased $0.74 million. In addition, expenses
increased $5.6 million due to a $4.8 million increase in personnel and $2.3 million increase in
services related to development agreements.
Business Type net position decreased less than 1% or $2.3 million from $329.9 million to
$327.6 million. The current year net position decreased while the prior year net position had
increase of $0.9 million. The decrease in net position from the prior year is attributable an
increase in capital contributions of $0.24 million, and increase in charges for services of $0.24
million, an increase in interest revenue of $0.15 million, a decrease in development fees of $1.4
million due to decreased permits, and a decrease in developer reimbursements of $.22 million. In
addition, operating expenses increased $2.6 million due to increases in cost of sales and service,
indirect costs, and depreciation.
Governmental Activities expenses of $118.9 million exceeded program revenues of $29.6
million, a difference of $89.3 million. The remaining $89.3 million of expense represents the total
burden each separate function places on the City, that is the total cost after deducting revenues
charged or grants and contributions received specifically for these programs. This amount is
covered by general governmental revenues net of transfers.
Business Type expenses were $37.8 million, while program revenues totaled $36.3 million, a
difference of $1.5 million. For the business type activities for the current year this deficit will be
covered by the unrestricted net position.
Component units — The City includes four separate legal entities in its report: the City of
Surprise Voluntary Firefighters’ Pension and Relief Fund, the Surprise Municipal Property
Corporation (SMPC), Marley Park Community Facilities District (CFD), and various Street
Lighting Improvement Districts (SLID). Although legally separate, these “component units” are
presented along with the City’s financial statements (blended presentation). Blending component
units is appropriate when they share a governing body with the primary government or when
there is an exclusive benefit to the primary government. Each of the above mentioned component
units, meets these requirements. A more detailed description of these component units is
available in Note 1.



225050~
SURPRISE

ARIZONA

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of a series of financial statements. The Statement of Net Position and the
Statement of Activities (on pages 29 and 30-31) provide information about the activities of the City as a
whole and present a longer-term view of the City’s finances. Fund financial statements start on page 34.
For governmental activities, these statements tell how these services were financed in the short term as
well as what remains for future spending. Fund financial statements also report the City’s operations in
more detail than the government-wide statements by providing information about the City’s most
significant funds. The fiduciary statements provide financial information about activities for which the
City acts solely as a trustee or agent for the benefit of those outside of the government.

Reporting the City as a Whole

Our analysis of the City as a whole begins on page 30. One of the most important questions asked about
the City’s finances is, “Is the City as a whole better off or worse off as a result of the year’s activities?”
The Statement of Net Position and the Statement of Activities provides information about the City as a
whole and about its activities in a way that helps answer this question. These statements use the
economic resources measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing of related cash
flows.

These two statements report the City’s net position and/or changes in them. You can think of the City’s
net position — the difference between assets, deferred outflows of resources, liabilities and deferred
inflows of resources — as one way to measure the City’s financial health, or financial position. Over time,
increases or decreases in the City’s net position are one indicator of whether its financial health is
improving or deteriorating. You will need to consider other non-financial factors, however, such as
changes in the City’s property tax base and the condition of the City’s roads, to assess the overall health
of the City.

The Statement of Net Position and the Statement of Activities are divided into two kinds of activities:

« Governmental activities — Most of the City’s basic services are reported here, including the
police, fire, public works, parks and recreation departments, and general administration.

% Business type activities — The City charges a fee to customers to help it cover all or most of the
costs of certain services it provides. The City’s water, sewer, and sanitation systems are reported
here.
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Reporting the City’s Most Significant Funds

Our analysis of the City’s major funds begins on page 35 where the fund financial statements begin.
These provide detailed information about the most significant funds, not the City as a whole. Some funds
are required to be established by state law and by bond covenants. However, the City Council establishes
many other funds to help it control and manage money for particular purposes or to show that it is
meeting legal responsibilities for using certain taxes, grants, and other money.

®
0.0

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

Proprietary Funds — When the City charges customers for the services it provides, whether to
outside customers or to other units of the City, these services are generally reported in proprietary
funds. Proprietary funds are reported in the same way that all activities are reported in the
Statement of Net Position and the Statement of Activities. In fact, the City’s enterprise funds (a
component of proprietary funds) are the same as the business-type activities reported in the
government-wide statements but provide more detail and additional information, such as cash
flows, for proprietary funds. The City uses an internal service fund (the other component of
proprietary funds) to report activities that provide supplies and services for the City’s other
programs and activities, specifically the City’s Employee Healthcare Fund and the Risk
Management Fund.

Fiduciary Funds — The City is the trustee, or fiduciary, for the Volunteer Firefighters Pension
and Relief Fund and Flexible Spending Account. All of the City’s fiduciary activities are
reported in separate Statements of Fiduciary Net Position and Changes in Fiduciary Net Position
on pages 48-49.

These activities are excluded from the City’s other financial statements because the City cannot
use these assets to finance its operations. The City is responsible for ensuring that the assets
reported in these funds are used for their intended purposes.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS

The following table reflects the condensed Statement of Net Position as of June 30, 2014 and
June 30, 2013.

City of Surprise's Net Position (in Millions)

Governmental Business-type Total Primary
Activities Activities Government
ASSETS 2014 2013 2014 2013 2014 2013
Current and other assets $ 745 $ 630 $ 757 $ 775 $ 1502 $ 1405
Capital assets, net 438.4 456.2 311.9 317.1 750.3 773.3
Total assets 512.9 519.2 387.6 394.6 900.5 913.8
DEFERRED OUTFLOWS OF RESOURCES
Deferred charge on refunding 0.7 0.8 0.3 0.4 1.0 1.2
Total deferred outflows
of resources 0.7 0.8 0.3 0.4 1.0 1.2
LIABILITIES
Other liabilities 9.5 7.3 3.6 2.8 13.1 10.1
Long-term liabilities 35.2 37.4 56.7 62.3 91.9 99.7
Total liabilities 44.7 44.7 60.3 65.1 105.0 109.8
Net position:
Net investment in capital
assets 413.7 428.1 263.4 262.6 677.1 690.7
Restricted 29.7 28.0 6.9 6.9 36.6 34.9
Unrestricted 25.5 19.2 57.3 60.4 82.8 79.6
Total net position $ 4689 $ 4753 $ 3276 $ 3299 $ 7965 $ 805.2

Net position is a good indicator of a city’s overall financial standing. For fiscal year 2014, the City had
total combined net position of $796.5 million. This was a decrease of $8.7 million, or 1.09% over the
prior year’s net position of $805.2 million. Not all of the $796.5 million is available for the City to use
without restraint. The largest portion of the City’s total net position $677.1 million, or 85% represents the
City’s net investment in capital assets. Of the remaining net position, $36.6 million is restricted for
various purposes and $82.8 million is unrestricted.
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City of Surprises Changes in Net Position (in Millions)

Governmental Business-type Total Primary
Activities Activities Government
2014 2013 2014 2013 2014 2013
REVENUES
Program Revenues:
Charges for services $ 169 $ 169 $ 330 $ 328 $ 499 $ 497
Operating grants and contributions 9.8 10.1 - - 9.8 10.1
Capital grants and contributions 2.9 5.9 3.3 4.4 6.2 10.3
General revenues:
Property taxes 94 9.3 - - 9.4 9.3
Sales taxes 39.7 37.8 - - 39.7 37.8
Franchise taxes 5.2 4.7 - - 5.2 4.7
State shared revenues 26.7 26.0 - - 26.7 26.0
Unrestricted investment earnings 0.3 0.2 0.3 0.2 0.6 0.4
Other 0.5 0.6 - - 0.5 0.6
Total revenues 111.4 111.5 36.6 37.4 148.0 148.9
EXPENSES
Program activities:
Governmental activities:
General government 16.1 15.0 - - 16.1 15.0
Public safety 40.8 39.1 - - 40.8 39.1
Public works and streets 35.0 33.7 - - 35.0 33.7
Community development 8.4 7.7 - - 8.4 7.7
Culture and recreation 17.2 16.3 - - 17.2 16.3
Interest on long-term debt 1.4 15 - - 14 15
Business-type activities:
Water - - 10.5 10.8 10.5 10.8
Sewer - - 20.1 18.7 20.1 18.7
Sanitation - - 7.1 5.9 7.1 5.9
Total expenses 118.9 113.3 37.7 35.4 156.6 148.7
Excess before special items and transfers (7.5) (1.8) (1.1) 2.0 (8.6) 0.2
Transfers in (out) 1.1 1.1 (1.1) (1.1) - -
Increase/(Decrease) in net position (6.4) (0.7) (2.2) 0.9 (8.6) 0.2
Net position - beginning 475.3 476.0 329.9 329.0 805.2 805.0
Net position - ending $468.9 $4753 $3277 $3299 $796.6 $8052
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FY 2014 Governmental Program Revenues and Expenses
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govemment and streets (incl. development recreation term debt
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B Program Revenues  ®Program Expenses

For fiscal year 2014, governmental program expenses exceeded program specific revenues by $89.4
million. The remaining expenses were supported by general governmental revenues.

«+ Charges for services, operating grants and contributions, and capital grants and contributions
account for 26% of total governmental revenues.
«» Community oriented programs such as Public Safety (police, fire, and courts) and Culture and
Recreation (parks, recreation, youth, and senior services) are subsidized by general governmental
revenues. The City does not intend to charge for the total cost of these services directly.
e The City of Surprise maintains a full-time paramedic-trained Fire Department funded by
General Government revenues.
e Culture and Recreation often charges a fee for services it provides, but usually that fee
does not cover the entire cost of the service.
Community Development revenues come primarily from construction related activities.
SLIDS are Street Light Improvement Districts that charge a fee/tax to pay for the maintenance of
light poles and the electricity used by neighborhood streetlights. Revenues and expenses for
SLIDS are included in the public works and streets program.

*
X4

L)

*
X4

L)
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Governmental Activities Revenues for the fiscal year ended June 30, 2014 totaled $111.4 million and
have been identified by major revenue source in percentage format. The prior year percentages have also
been provided for comparison.

Fiscal Year 2014 Governmental Activities Revenues

Unrestricted Other Charges for
invest.ment 1% services
earnings 15%
less than 1%
Operating

grants and
State shared contributions
revenues 9%
0,
24% Capital

grants and
contributions

Franchise 2%
taxes Property
5% taxes
8%

Sales taxes
35%
Fiscal Year 2013 Governmental Activities Revenues
Unrestricted
mnvestment Cithar
earmnmngs — lags than 1% Charges for

State shared

revenues
23%

o .
less than 1% services

15%

Operating
grants and
contributions
9%

Franchise
taxes

4% _

Capital grants

and
contributions
Sales taxes Property 5%

35% taxes

8%

% The City’s largest revenue source is sales taxes at $39.7 million. This is followed by state shared
revenues totaling $26.7 million.

% Total governmental activities revenues decreased $0.1 million from the prior year as a result of
the following changes in revenue: capital contributions decreased $3.1 million due to a decrease
in developer contributions, sales taxes increased 1.9 million due to an improving local economy,
and state shared revenues increased $0.7 million.
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Business Type Revenues for the fiscal year ended June 30, 2014 totaled $36.3 million are identified by
major revenue source in percentage format. The prior year percentages have also been provided for
comparison.

Fiscal Year 2014 Business Type Revenues

Capital Unrestricted
grants and investment
contributions earnings

9% 1%
Charges for
services
90%
Capital  Year 2013 Business Type Revenues
grants and Unrestricted
contributions investment
12% carnings lcss

than 1%

Charges for
services
88%

¢+ Total Business Type Revenues decreased $0.8 million from the prior fiscal year.
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% Governmental Activities Expenses for the fiscal year ended June 30, 2014 totaled $118.9
million and are identified by function in percentage format. The prior year percentages have also
been provided for comparison.

Fiscal Year 2014 Governmental Activities Expenses

Interest on
Culture and long-term
recreation debt
14%

1%

General

Community government
development 13%
7%

Public safety
35%

Public works

and streets
(incl. SLIDS)
29%
Fiscal Year 2013 Governmental Activities Expenses
Interest on
long-term General
debt government

Culture and 13%
recreation

14%

1%

Community
development
7%

Public safety
Public works 35%
and streets
(incl. SLIDS)

30%

% Current year costs increased slightly by $5.6 million. The single largest expense for the City is
the cost of personnel. Public safety has the largest workforce paid from governmental funds. As
a result, public safety comprises the largest portion of program expenditures at $40.8 million,
followed by public works and streets at $35.0 million.
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Business Type Expenses for the fiscal year ended June 30, 2014 totaled $37.8 million and are
identified by function in percentage format. The prior year percentages have also been provided for
comparison.

Fiscal Year 2014 Business Type Expenses

Sanitation
19%
Water
28%
Sewer
33%
Fiscal Year 2013 Business Type Expenses
Sanitation
17%
Water
31%

Sewer
52%

% Business Type expenses increased slightly by $2.4 million from the prior year.
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FINANCIAL ANALYSIS OF THE CITY’S FUNDS
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Total Governmental Funds fund balance increased $8.4 million from $48.2 million to
$56.6 million. The increase was primarily due to increases in sales taxes, state shared revenues,
intergovernmental revenue, fines, indirect charges, and inventories. Of the total ending fund
balance, $1.0 million has been classified as nonspendable and is not available to meet future
funding needs because it is not in spendable form or is legally or contractually required to be
maintained intact. An additional $29.7 million has been classified as restricted and consists of
amounts restricted by external parties or as a result of the law. Of the remaining total, $5.0
million has been committed to recognize a specific council determined purpose, these amounts
may be used for another purpose with council’s direction. There is $44.1 million of fund balance
which has been assigned to a specific purpose by the chief financial officer; these amounts may
be used for other than their currently assigned positions if the chief financial officer deems it
necessary. Finally, there is an unassigned fund balance of -$23.2 million. This negative
unassigned fund balance is the result of several development fee funds that currently have deficit
cash balances. Interfund loans were created to replenish the cash balances in these funds and the
future receipt of development fees will be used to repay these interfund loans.

e The General Fund balance increased $9.9 million. This change was the result of
increases in sales taxes, state shared revenues, intergovernmental revenue, fines,
donations, and inventories. Sales taxes increased as a result of an improving economy.

e The General Capital Projects Fund balance decreased $2.5 million due to an increase in
sales tax offset by an increase in capital outlay.

e The General Government Development Fee Fund contains $43.7 million in advances
from other funds which represents the current cash deficit in the fund. This amount will
be reimbursed from future development fees to pay for the growth related capital
improvements.

e The Fire Development Fee Fund experienced an increase in fund balance of $0.3 million
as a result of development fee revenues exceeding expenditures for the current year. The
fund used this income to pay down its interfund loan from $6.2 million in the prior year
to $6.0 million this year. The remainder of the interfund loan will be repaid from future
development fees.

e The Highway User Revenue Fund balance increased $1.4 million from $1.6 million to
$3.0 million due to an increase in the amount of highway user tax received from the state.

e The Transportation Improvement fund balance decreased $0.6 million from $3.1 million
to $2.5 million. This decrease is the result of an decrease in sales tax and an increase in
expenditures for public works/streets and capital outlay.

e The Non-major Governmental Funds fund balance increased $0.4 million. The increase
was due to an increase in sales tax, intergovernmental revenue, charges for service and
development fees. The increases were offset by decreases in grants, fines, and
expenditures for public safety, public works, community development, and interest/fiscal
charges.

Proprietary Fund financial statements provide similar information contained in the government-
wide financial statements but in more detail. Their results are thoroughly discussed in the review
of business type activities.
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GENERAL FUND BUDGETARY HIGHLIGHTS

«+ The original General Fund budget for expenditures was $80.7 million. Budget adjustments
throughout the year increased total budgeted expenditures $0.5 million to reach the final budget
of $81.2 million.

¢ Actual General Fund expenditures totaling $78.8 million were $2.4 million less than budgeted.
The variance between budgeted and actual expenditures was spread fairly evenly among all of the
City’s expenditures and was the result of conservative spending efforts.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets at Year-End, Net of Depreciation (in Millions)

Governmental Activities Business-type Activities Total
2014 2013 2014 2013 2014 2013
Land and improvements $ 336 % 336 % 51 $ 49 387 $ 385
Parks 10.3 10.3 - - 10.3 10.3
Water rights - - 7.3 6.9 7.3 6.9
Construction in progress 4.7 4.7 1.6 4.2 6.3 8.9
Buildings and improvements 1415 147.8 2915 296.3 433.0 4441
Improvments other than buildings 13.3 13.4 0.9 0.9 14.2 14.2
Equipment and vehicles 12.7 13.1 5.5 3.9 18.2 17.0
Infrastructure 222.3 233.3 - - 222.3 233.4
Total capital assets net $ 4384 % 456.2 $ 3119 $ 3171 $ 750.2 $ 773.3

The capital assets of the Governmental Activities decreased by $17.8 million from the prior fiscal year,
net of depreciation ($7.2 million increase before depreciation).

+ Changes to the Governmental Activities capital assets for fiscal year 2014 were the result of:

e Current year depreciation expense of $25.0 million.
e Capital asset donations made to the City. The assets donated consisted of streets and water
and sewer infratructure.
=  $0.1 million — Carden Elementary Public Improvements
= $0.2 million — Gestamp Solar Steel Public Improvements
= $0.2 million — Marley Park Public Improvements
= $0.1 million — Southwest Products Public Improvements
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+« Governmental Activities construction in process includes:
$0.3 million for Fire Pumper

$0.8 million for El Mirage Road — Northern to Bell
$0.3 million for Fiber Optics — Peoria

$1.3 million for Bell Road Sidewalks

$0.3 million for Fiber Optics — Loop 303

$0.5 million for Dove Valley Parkway

$0.2 million for Pave Dirt Shoulder

$0.3 million for Fire Station 304

The capital assets of the Business Type Activities funds decreased by $5.2 million from the prior fiscal
year, net of depreciation ($5.6 million increase before depreciation).

+ Changes to the Business Type Activities capital assets for fiscal year 2014 were the result of:
e Current year depreciation expense of $10.8 million.
o Capital asset infrastructure donations made to the City. The assets donated consisted of water
and sewer utilities.

= $0.1 million — Marley Park Square Public Improvements
»=  $0.2 million — Gestamp Solar Steel Public Improvements
= $0.3 million — Marley Park Public Improvements
= $0.1 million — Southwest Products Public Improvements

+« Business Type Activities construction in process - includes:
e $0.2 million Disinfection Byproduct Reduction
e $1.3 million Mountain Vista Well #2

+«»+ For more detailed information on Capital Assets see Note 5 of this report.
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Governmental Activities Business-type Activities Total
2014 2013 2014 2013 2014 2013
Municipal property corporation bonds ~ $ 180 $ 206 % 538 $ 507 % 718 % 80.3
Community facilities districts bonds 7.3 75 - - 7.3 75
Contracts and developer payable 2.0 1.4 0.3 0.3 2.3 1.7
Total debt outstanding $ 273§ 295 $ 541  $ 600 $ 814  $ 89.5

% Long-term debt decreased this year from $89.5 million to $81.4 million as a result of the current
year repayments of principal.
+¢+ For more detailed information on long-term debt see Note 8 of this report.

ECONOMIC FACTORS, RATES, AND NEXT YEAR’S BUDGET

% Revenues are expected to increase slightly — City sales tax is expected to increase 5%, or $1.8
million as consumer spending continues to improve with the economy. State shared revenues are
projected to increase by $1.6 million, or 6% from the current year. Currently, the City of Surprise
is the tenth most populated city in Arizona.

« Personnel increase — For the FY2015 budget, represented public safety employees implemented
step plans at a cost of $2.2 million. Non-represented employees received a 2.0% merit increase
and all city employees on the general salary plan received a 1.3% COLA.

+ Next year’s budget — Total budgeted expenditures for the General Fund for fiscal year 2015 are
$85.5 million, an increase of $6.4 million over the current year’s final budgeted expenditures.
The increase in the budget is the result of increases in budgeted General Fund expenditures for
personnel, (health insurance, COLA, retirement) and professional services.

FINANCIAL CONTACT
The financial report is designed to provide a general overview of the City of Surprise’s finances and to
demonstrate accountability for the use of public funds. Questions about any of the information provided

in this report, or requests for additional financial information, should be addressed to the City’s Chief
Financial Officer at: 16000 North Civic Center Plaza, Surprise, Arizona 85374.
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FINANCIAL SECTION - BASIC FINANCIAL STATEMENTS -
GOVERNMENT-WIDE FINANCIAL STATEMENTS

The Financial Section is divided into five subsections. The third subsection is comprised of the
Basic Financial Statements that are the core of general-purpose external financial reporting for
local governments, and are separated into three components. The first component is comprised of
the government-wide financial statements. These financial statements incorporate all of the
City’s gov