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100 NORTH MAIN STREET
O'FALLON, MISSOURI 63366
636.240.2000

FACSIMILE 636.978-4144
www.ofallon.mo.us

June 30, 2008

Honorable Mayor, Members of the City Council, City Administrator, and Citizens of
O’Fallon:

Dear Ladies and Gentlemen:

The comprehensive annual financial report of the City of O’Fallon, Missouri for the fiscal
year ended December 31, 2007 is hereby submitted. Responsibility for both the accuracy
of the data and the completeness and fairness of the presentation, including all
disclosures, rests with the government. To the best of our knowledge and belief, the
enclosed data are accurate in all material respects and are reported in a manner designed
to present fairly the financial position and results of operations of the various funds and
accounts of the government. All disclosures necessary to enable the reader to gain an
understanding of the City’s financial activities have been included.

The City of O’Fallon’s financial statements have been audited by Hochschild, Bloom &
Company LLP, a firm of licensed certified public accountants. The goal of the
independent audit was to provide reasonable assurance that the financial statements of the
City of O’Fallon for the fiscal year ended December 31, 2007, 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. The independent auditor
concluded, based upon the audit, that there was a reasonable basis for rendering an
unqualified opinion that the City of O’Fallon’s financial statements for the fiscal year
ended December 31, 2007, are fairly presented in conformity with GAAP. The
independent auditors’ report is presented as the first component of the financial section of

this report.

GAAP requires 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 the MD&A and
should be read in conjunction with it. The City of O’Fallon’s MD&A can be found
immediately following the report of the independent auditors.
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Profile of the Government

On April 4, 2006, the City of O’Fallon became a third-class city under Missouri Revised
Statutes utilizing the Mayor — City Council - City Administrator form of government.
The Council is comprised of two members of the council duly elected from each of the
City’s four wards, and a Mayor who is elected at large. The Mayor serves a four-year
term and the Council serves two-year terms. The City Administrator is appointed by the
Mayor and approved by the City Council to serve as the chief executive officer of the
City. ‘

The City Council sets the policy for the City, and the City Administrator is responsible
for administering this policy in the day-to-day activities of City operations.

The financial statements include all funds, accounts, agencies, boards, commissions, and
authorities for which the City is financially accountable in accordance with the provisions
of GASB Statement No. 14, “The Financial Reporting Entity.”

The City of O’Fallon is a full-service city and provides general administrative services,
police protection, highways and streets, water and sewer, community development, parks
and recreation, and environmental services.

City management is responsible for establishing and maintaining an internal control
framework designed to ensure the assets of the City are protected from loss, theft, or
misuse and to ensure that accurate accounting data are recorded to allow for the
preparation of financial statements in conformity with U.S. generally accepted accounting
principles. The system of internal control is designed to provide reasonable, but not
absolute, assurance that these objectives are met. The concept of reasonable assurance
recognized that: 1) the cost of a control should not exceed the benefits likely to be
derived; and 2) the valuation of costs and benefits requires estimates and judgments by

management.

The City maintains budgetary controls to ensure compliance with legal provisions
embodied in the annual appropriated budget adopted by the City Council. Activities of
the General, Special Revenue, Debt Service, and Capital Projects Funds are included in
the annually appropriated budget. The level of budgetary control (that is, the level at
which expenditures cannot legally exceed the appropriated amount) is established at the
fund level. Effective budgetary control is also aided in the General Fund by establishing
control at the individual department levels. In addition, the City Council adopts an
annual budget for the enterprise funds as a management control device to facilitate the
monitoring of expenditures. Unencumbered appropriations lapse at year-end.

ii
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Factors Affecting Financial Condition

Local economy. The City of O’Fallon encompasses 28.96 square miles. The City of
O’Fallon is located in St. Charles County, Missouri, about 30 minutes west of the St.
Louis City limits on Interstate 70. The City is bisected in a north-south direction by
Missouri State Highways M and K and in an east-west direction by Interstates 70 and
40/61. The population of the City, as projected by the City’s economic development
department, is 76,884 persons.

The economic condition and outlook for the City is positive. According to the U.S.
Census Bureau census in 2000, the City of O’Fallon is “the fastest growing city in the
State of Missouri.” The economic base consists of a healthy balance between residential
growth and commercial growth in service, wholesale distribution, and manufacturing
industries. Essentially a “bedroom community” in the early 1980°s to the St. Louis
Metropolitan area, the City’s economic growth now supports over 30,002 jobs for our
residents.

Housing construction and commercial development are indicators of economic growth.
In 2007, the City’s Building Division issued 806 single-family building permits, an
average of 67 per month; and 223 new commercial building permits.

The combination of strong residential and commercial development has caused taxable
property values to soar as well. The City’s 2007 assessed value was $1,566,175,445.
Overall, the City is well positioned for future growth and is somewhat protected from a
general economic downturn from the loss of a specific enterprise or industry.

Long-term financial planning. The City is currently exploring the need to construct a
new police facility or a police substation. The intent of the project is to provide ample
space for the growing police department and to reduce the amount of travel time between
the patrol area and the police station. If the due diligence phase of the project determines
that the City needs to move forward, the design and construction of the project may take
several years to complete.

The City is also in the process of considering an addition of a cultural arts theatre and ice
rink. This complex could include surrounding amenities such as a shopping complex
with restaurants and a hotel. The City is still in the process of determining the additional
ongoing costs such as staffing, operations, and maintenance. A preliminary timetable if
this project is approved would be 3 to 5 years.

Cash management policies and practices. Cash temporarily idle during the fiscal year
was invested in certificates of deposit, obligations of the U.S. Treasury, U.S. Government
Agencies, repurchase agreements, and time and demand deposits. The average yield on
maturing investments was 4.0%.

111
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Risk management. The City is exposed to a variety of accidental losses and has a risk
management strategy that attempts to minimize losses and the cost of insurance. Risk
control techniques have been established to reasonably assure that City employees are
aware of their responsibilities regarding loss exposures related to their duties.
Supervisory personnel are responsible for monitoring risk control techniques and
conducting safety awareness programs, etc., on an operational basis. Coordination of the
risk management policies and safety programs is performed by the office of the Director
of Human Resources.

Pension and other post-employment benefits. The City participates in the Missouri
Local Government Employees Retirement System (LAGERS). The plan is non-
contributory and covers all full-time City employees. The City funds the entire cost of
the plan. Fiscal year 2007 contributions, based on actuarial valuations, were 8.8% of
annual covered payroll for general employees and 11.3% for police employees.

The City also provides postretirement health and dental care benefits for certain retirees
and their dependents. As of the end of the current fiscal year, there were six retired
employees receiving these benefits, which are financed on a pay-as-you-go basis.

Awards and Acknowledgements

The Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of O’Fallon, Missouri for
its Comprehensive Annual Financial Report for the fiscal year ended December 31, 2006.
To be awarded a Certificate of Achievement, the City published an casily readable and
efficiently organized Comprehensive Annual Financial Report (CAFR). This report
satisfied both U.S. generally accepted accounting principles and applicable legal
requirements.

A Certificate of Achievement is valid for one year only. We believe that our current
Comprehensive Annual Financial Report continues to meet the Certificate of
Achievement Program’s requirements and shall submit to the GFOA to determine the
eligibility for another certificate.

In addition, the government also received the GFOA’s Distinguished Budget Presentation
Award for its annual budget document for fiscal year 2007. In order to qualify for the
Distinguished Budget Presentation Award, the government’s budget document was
Judged to be proficient in several categories, including as a policy document, a financial
plan, an operations guide, and a communications device.

The preparation of this report could not have been accomplished without the assistance
and dedication of the Finance Department’s staff. 1 would like to express my
appreciation to the City Administrator and the entire Management Team for their
cooperation in providing information to make this report possible.

v
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The assistance and recommendations in the preparation of this report from the City’s
independent certified public accountants, Hochschild, Bloom & Company LLP, is greatly
appreciated. Sincere gratitude is also extended to the Mayor and cach member of the
City Council for their interest and support in planning and conducting the financial
operations of the City in a responsible and progressive manner.

Respectfully submitted,

2l 1Y Buaket

Vicki M. Boschert, CPA
Director of Finance
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INDEPENDENT AUDITORS’ REPORT

June 30, 2008

Honorable Mayor and Members of the City Council
CITY OF O’FALLON, MISSOURI

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, cach major fund, and the aggregate remaining fund information of the CITY OF
O’FALLON, MISSOURI (the City) as of and for the year ended December 31, 2007, which collective-
ly comprise the City’s basic financial statements as listed in the accompanying table of contents. These
financial statements are the responsibility of the City’s management. Our responsibility is to express
opinions on these financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards 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 rea-
sonable assurance about whether the financial statements are free of material misstatement. An audit
includes consideration of internal control over financial reporting as a basis for designing audit proce-
dures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectivencss of the City’s internal control over financial reporting. Accordingly, we express no such
opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclo-
sures in the financial statements, assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the re-
spective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information as of December 31, 2007, and the respective changes in
financial position and cash flows, where applicable, thereof for the year then ended, in conformity with
U.S. generally accepted accounting principles.

(1 16100 Chesterfield Parkway West, Suite 125, Chesterfield, Missouri 63017-4829, 636-532-9525, Fax 636-532-9055
(] 1000 Washington Square, P.O. Box 1457, Washington, Missouri 63090-8457, 636-239-4785, Fax 636-239-5448
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In accordance with Government Auditing Standards, we have also issued a report dated June 30, 2008
on our consideration the City’s internal control over financial reporting and on our tests of its com-
pliance 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 report-
ing and compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in accor-
dance with Government Auditing Standards and should be considered in assessing the results of our au-
dit.

The management’s discussion and analysis and required supplementary information, as listed in the ta-
ble of contents, are not a required part of the basic financial statements but are supplementary informa-
tion required by the U.S. generally accepted accounting principles. We have applied certain limited pro-
cedures, which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the required supplementary information. However, we did not audit the information
and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collective-
ly comprise the City’s basic financial statements. The other supplementary information, as listed in the
table of contents, is presented for purposes of additional analysis and is not a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied in the au-
dit of the basic financial statements and, in our opinion, is fairly presented in all material respects in re-
lation to the basic financial statements taken as a whole.

We did not audit the data included in the introductory and statistical sections of this report and, there-
fore, express no opinions thereon.

Yochadidd Qlomn +C. LLP
T

CERTIFIED PUBLIC ACCOUNTANTS
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City of O’Fallon, Missouri

Management’s Discussion and Analysis
Fiscal Year Ended December 31, 2007

Introduction

As management of the City of O’Fallon, Missouri (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 December 31, 2007. We encourage readers to use
this document in conjunction with the transmittal letter in the Introductory Section of this
report and with the City’s financial statements that follow this section.

Beginming in 2003, the City implemented new reporting standards established by the
Governmental Accounting Standards Board. These new standards significantly changed
the content and structure of the financial statements.

Financial Highlights

e On a government-wide basis, the assets of the City exceeded its liabilities at the close
of the most recent fiscal year by $101,248,432 (net assets). Of this amount,
$20,414,667 is considered unrestricted. The unrestricted net assets of the City’s
governmental activities are $10,849,186 and may be used to meet the City’s ongoing
obligations. The unrestricted net assets of the City’s business-type activities are
$9,565,481 and may be used to meet the ongoing obligations of the City’s water,
sewer, environmental services, Renaud Spirit Center, and public venue activities.

¢ The net assets of the City (assets less liabilities) at December 31, 2007 increased
$16,456,513 (as restated) from $84,791,919 to $85,953,070 or 19% from the prior
year.

¢ As of the close of the current fiscal year, the City’s governmental funds reported
combined ending fund balances of $56,246,955. Approximately 23% of this total
amount, $13,012,230, is available for spending at the City’s discretion (unreserved
fund balance).

e At the end of the current fiscal year, unreserved fund balance for the General Fund
was $11,492,137, or 47% of total General Fund expenditures.

e The City’s total long-term debt increased by a net amount of $7,942,413, or 5%,
during the current fiscal year.

Overview of the Financial Statements

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






