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CITY OF HAMILTON! OHIO
Schedule of Expenditures of Federal Awards
Year Ended December 31, 2005

Pass Through Federal

Entity CFDA
Federal Grantor/Program Title Number Number Expenditures
U.S. Department of Housing and Urban Development:
Community Development Block Grants/Entitlement Grants n/a 14.218 $ 2,222,192
HOME Investment Partnerships Program n/a 14.239 196,825
Total U.S. Department of Housing and Urban Development 2,419,017
U.S. Department of Justice:
Local Law Enforcement Block Grants Program n/a 16.592 123,600
Community Capacity Development Office n/a 16.595 339,910
Bulletproof Vest Partnership Program n/a 16.607 8,492
Community Prosecution and Project Safe Neighborhoods n/a 16.609 56,605
Gang Resistance Education & Training n/a 16.737 109,230
Total U.S. Department of Justice 637,837
U.S. Department of Health and Human Services
(Passed through Ohio Department of Health)
Immunization Grants AZ-05/AZ-06 93.268 126,865
Total U.S. Department of Health and Human Services 126,865
U.S. Department of Homeland Security:
(Passed through Kentucky Emergency Management Agency)
Public Assistance Grants FEMA 1454 97.036 17,336
(Passed through Ohio Emergency Management Agency)
Public Assistance Grants FEMA-3198 97.036 62,014
79,350
Assistance to Firefighters Grant n/a 97.044 123,834
Total U.S. Department of Homeland Security 203,184
Total Federal Awards $ 3,386,903

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS:

NOTE A - OUTSTANDING NOTES
The community development loans outstanding at December 31, 2005 totaled $304,924 under CFDA 14.218 and $159,403 under
CFDA 14.239.

NOTE B - SIGNIFICANT ACCOUNTING POLICIES

The schedule of expenditures of federal awards includes the federal grant activity of the City of Hamilton! Ohio and is presented on
the cash basis of accounting. The information in this schedule is presented in accordance with the requirements of OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations . Therefore, some amounts presented in this schedule may
differ from amounts presented in, or used in the preparation of, the basic financial statements.

NOTE C - PASSTHROUGH AWARDS

The City of Hamilton! Ohio receives certain federal awards from the State of Ohio as pass-through awards. The amounts received are
commingled by the State of Ohio with other funds and cannot be separately identified. The total amount of such pass-through awards
is included on the schedule of expenditures of federal awards.
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CERTIFIED PUBLIC ACCOUNTANTS
BUSINESS CONSULTANTS

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH

GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Members of the City Council
City of Hamilton! Ohio:

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Hamilton!
Ohio ("City") as of and for the year ended December 31, 2005, which collectively comprise the
City's basic financial statements and have issued our report thereon dated June 19, 2006. 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.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our
opinions on the financial statements and not to provide an opinion on the internal control over
financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be material weaknesses. A
material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements
caused by error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. We noted no matters involving the internal control
over financial reporting and its operation that we consider to be material weaknesses.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit and, accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

We noted certain matters that we reported to management of the City in a separate letter dated
June 19, 2006.

This report is intended solely for the information and use of the Mayor and Members of City
Council, management, the finance advisory committee, and federal awarding agencies and pass-
through entities, and is not intended to be and should not be used by anyone other than those
specified parties.

C.&ﬁé( 5:4%{ /M%g’,

Cincinnati, Ohio
June 19, 2006



o

od

Cla&,Schaefanackeﬁ&a

CERTIFIED PUBLIC ACCOUNTANTS
BUSINESS CONSULTANTS

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

To the Honorable Mayor and
Members of the City Council
City of Hamilton! Ohio:

Compliance

We have audited the compliance of City of Hamilton! Ohio ("City") with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year
ended December 31, 2005. The City’s major federal programs are identified in the summary of
auditors’ results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of
its major federal programs is the responsibility of the City’s management. Our responsibility is to
express an opinion on the City’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the City's compliance with
those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit
does not provide a legal determination on the City's compliance with those requirements.

In our opinion, the City complied, in all material respects, with the requirements referred to above
that are applicable to each of its major federal programs for the year ended December 31, 2005.



Internal Control Over Compliance

The management of the City is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered the City’s
internal control over compliance with requirements that could have a direct and material effect on
a major federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance and to test and report on the internal control over
compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with applicable
requirements of laws, regulations, contracts, and grants caused by error or fraud that would be
material in relation to a major federal program being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
We noted no matters involving the internal control over compliance and its operation that we
consider to be material weaknesses.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City, as of and
for the year ended December 31, 2005, and have issued our report thereon dated June 19, 2006.
Our audit was performed for the purpose of forming opinions on the financial statements that
collectively comprise the City’s basic financial statements. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by
OMB Circular A-133 and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the
basic financial statements taken as a whole.

This report is intended solely for the information and use of the Mayor and Members of City
Council, management, the finance advisory committee, and federal awarding agencies and pass-
through entities, and is not intended to be and should not be used by anyone other than these
specified parties.

(lak | Skt takZZH 2

Cincinnati, Ohio
June 19, 2006



CITY OF HAMILTON! OHIO
Schedule of Findings and Questioned Costs

Year Ended December 31, 2005

Section I - Summary of Auditors’ Results

Financial Statements

Type of auditors' report issued :

Internal control over financial reporting:

e Material weakness(es) identified?

e Reportable condition(s) identified not
considered to be material weaknesses?

Noncompliance material to financial statements noted?

Federal Awards

Internal Control over major programs:
e Material weakness(es) identified?
e Reportable condition(s) identified
not considered to be material weaknesses?

Type of auditors’ report issued on compliance for major programs:

Any audit findings that are required
to be reported in accordance with
510(a) of Circular A-133?

Identification of major programs:

CFDA 14.218 - Community Development Block Grants/Entitlement Grants
CFDA 16.595 — Community Capacity Development Olffice

Dollar threshold to distinguish between
Type A and Type B Programs:

Auditee qualified as low-risk auditee?
Section II - Financial Statement Findings

None.

Section III - Federal Award Findings and Questioned Costs

None.

unqualified
none
none

none

none
none

unqualified

none

$500,000

yes



CITY OF HAMILTON! OHIO
Schedule of Prior Audit Findings
Year Ended December 31, 2005

The prior audit disclosed no instances of noncompliance that were required to be reported in
accordance with Government Auditing Standards or noncompliance with requirements of major
federal programs. In addition, no reportable conditions or material weaknesses with respect to
internal controls over financial reporting or internal controls over compliance were reported in the
prior year.
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Depariment of Finance

City of Hamilton! Ohio
One Renaissance Center
345 High Street, Hamilton! Ohio 45011
Telephone 513 785-7150
Fax 513 785-7160

Founded 1791

June 19, 2006

To the Honorable Mayor, Vice Mayor, City Council and
All Citizens of the City of Hamilton, Ohio:

We are pleased to present this Comprehensive Annual Financial Report (CAFR) for
Hamilton, Ohio. This report, for the year ended December 31, 2005, contains the financial
statements and other financial and statistical data that provide a complete and full
disclosure of all material financial aspects of the City. The responsibility for the accuracy
of all data presented, its completeness and fairness of presentation rests with the City of
Hamilton’s Department of Finance.

This report presents the financial activity of the City in conformity with generally accepted
accounting principles (GAAP) as set forth by the Governmental Accounting Standards
Board (GASB) and other recognized authoritative sources.

The CAFR is organized in three sections: the Introductory Section, the Financial Section
and the Statistical Section. The Introductory Section contains a table of contents, letter of
transmittal, organization chart, list of elected officials and a Certificate of Achievement for
Excellence in Financial Reporting for the 2004 CAFR. The Financial Section includes the
Independent Auditors” Report, Management’s Discussion and Analysis, the Basic
Financial Statements and Notes that provide an overview of the City’s financial position
and operating results, the Combining Statements for nonmajor funds and other schedules
that provide detailed information relative to the Basic Financial Statements. The Statistical
Section provides selected financial, economic and demographic information which may be
used to indicate trends for comparative fiscal periods.

The City of Hamilton is required to undergo an annual single audit in conformity with the
provisions of the Single Audit Act of 1984, the Single Audit Act Amendments of 1996 and
the U. S. Office of Management and Budget’s Circular A-133, Audits of State and Local
Governments. Information related to this single audit, including a schedule of federal
expenditures, the independent auditors® reports on internal controls and compliance with
applicable laws and regulations, and a schedule of findings and questioned costs are
included in a separately issued single audit report.

While this report accurately presents the financial statements and statistics of Hamilton,
Ohio, it only reflects a small segment of the entire community — a community that includes
many businesses, a quality school system, an excellent park system, a library system,
Miami University (a branch campus) and several industrial parks.

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

Early History

In 1791, General St. Clair established an army post on the east bank of the Great Miami
River from which he could carry on his campaign against hostile Indian tribes in the area.
The stockade fort was maintained until 1796. Shortly after the abandonment of the fort,
Israel Ludlow laid out a village which he called Fairfield on land adjoining the fort. A few
years later, Fairfield was renamed in honor of Alexander Hamilton. In 1803, Butler
County was officially created by an act of the state legislature and in 1810, Hamilton
became the county seat. In 1829, the first boat passed through Hamilton on the Miami and
Erie Canal bringing new prosperity and prominence to the City of Hamilton as an
industrial center as well as a regional center for retail and business services.

In 1854, the City of Hamilton, on the east bank of the Great Miami River, united with its
sister village, Rossville, on the west bank of the Great Miami River, under the name of
Hamilton. The City maintained its reputation as an industrial community of renown, and
its products were known the world over and the diversity of transportation systems
provided ready access to all of the world’s markets.

Location

Located thirty miles northwest of Cincinnati, Hamilton encompasses approximately 21.5
square miles and is located within a one-day drive of approximately 65% of the purchasing
population in the United States. A network of four interstate highways (71, 74, 75 and
275) and five U.S. and Ohio routes (4, 128, 129, 177 and 127) serve the City. In addition,
the Transportation Improvement District of Butler County has completed construction of
the new Union Center Interchange on Interstate 75 and the State Route 129 Extension
(formerly known as the Butler County Regional Highway), connecting Hamilton to
Interstate 75.

The nearby Cincinnati Metropolitan Area is an important rail freight center served by CSX
Transportation, Norfolk Southern and Conrail. It is also on the 15,000 mile Great
Mississippi River inland waterway and intra-coastal canal system. There are four airports
within 50 minutes drive time of Hamilton. The Cincinnati-Northern Kentucky
International Airport is located approximately one hour from Hamilton via two interstate
routes. The Butler County Regional Airport, a general aviation facility, is located in the
cities of Hamilton and Fairfield.
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Distance from Hamilton to Major Urban Markets

City Highway Miles
Cincinnati, Ohio 30
Dayton, Ohio 40
Indianapolis, Indiana 110
Columbus, Ohio 110
Detroit, Michigan 247
Cleveland, Ohio 248
Chicago, Illinois 274
Pittsburgh, Pennsylvania 284
Atlanta, Georgia 521

Form of Government

The City of Hamilton is a home rule municipal corporation created under the laws of the
State of Ohio. The City has operated under its charter since 1928, with the most recent
charter enacted in 2001. The City is considered a strong city manager form of municipal
government.

The Mayor of Hamilton is elected to a four-year term by popular vote, separate from the
remaining six council members. The Council candidate receiving the highest number of
votes becomes Vice-Mayor. Members of Council are elected to four year staggered terms,
three in each election. In addition, the City also elects a municipal court judge once every
six years.

The City Manager is charged with the proper administration of all affairs of the City. He
appoints and removes all heads of departments, subordinate officers and employees of the
City. In addition, he also serves as Chief Public Safety Officer.

Michael J. Samoviski, P. E., currently serves as City Manager and was appointed by City
Council on July 1, 2002. He has nearly thirty-nine years of public employment, which
includes thirty years at the City of Hamilton. From February 2001 until June 30, 2002, he
was Director of the Butler County Transportation Improvement District. From 1979 to
2001, he served as Public Works Director with the responsibility of directing the operation
and management of the department’s diverse activities. From 1974 to 1979, he served as
the City Traffic Engineer, a managerial position in the Public Works Department. Mr.
Samoviski received his bachelor’s degree in 1967 from Ohio University. He is a licensed
professional engineer in Ohio and California.

The Reporting Entity
The accompanying basic financial statements comply with the provisions of Governmental

Accounting Standards Board Statement No. 14, The Financial Reporting Entity, in that
they include all the organizations, activities, functions and component units for which the
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City (the reporting entity) is financially accountable. Financial accountability is defined as
the appointment of a voting majority of the component unit’s board and either (1) the
City’s ability to impose its will over the component unit, or (2) the possibility that the
component unit will provide a financial benefit to or impose a financial burden on the City.
In addition, the GASB has also issued Statement No. 39, Determining Whether Certain
Organizations are Component Units, which further defines the practical rules that an
evaluating government must employ, presuming that inclusion of any such entity is
material to financial statement presentation, for an organization to qualify as a component
unit.

Based on the foregoing, the reporting entity of the City has no component units but
includes all funds, agencies. boards and commissions that are part of the primary
government. The primary government includes the financial activities of the Hamilton
Civil Service Commission and the Hamilton Municipal Court.

The City serves as a fiscal agent but is not financially accountable for the Hamilton-Indian
Springs (Fairfield Township) Joint Economic Development Districts (JEDDI/JEDDII).
Therefore, they are reported as agency funds within the City’s financial section.

Excluded from the reporting entity because they are legally separate and fiscally
independent of the City are Butler County, the Butler Technology and Career Development
Center, the Hamilton City School District, the Lane Public Library, the Greater Hamilton
Convention and Visitor’s Bureau, the Hamilton Chamber of Commerce and the Hamilton
Central Business Special Improvement District.

AMP-Ohio, Inc., Butler County Alliance (fka the Economic Development Association of
Butler County) the Transportation Improvement District of Butler County (TID), the
Butler County Emergency Management Agency (EMA), the Hamilton Community
Improvement Corporation (CIC), the Hamilton Economic Development Corporation
(HEDC), the Center for Local Government and the Ohio-Kentucky-Indiana Regional
Council of Governments (OKI) are reported as jointly governed organizations. The AMP-
Ohio OMEGA JV2 and the Hamilton-Indian Springs (Fairfield Township) Joint Economic
Development Districts (JEDD) are reported as governmental joint ventures.

ECONOMIC OUTLOOK

Butler County exhibits a diverse economic base accompanied by growth in all sectors,
including industrial, retail, service and residential. The County is strategically located
midway between the major metropolitan areas of Cincinnati and Dayton. This central
location combined with population growth provides the area with a large concentration of
consumers and an excellent pool of prospective employees for new and expanding
businesses.



With approximately 1,700 establishments, the City is a major regional center of business
and industry. Manufacturing continues to remain a substantial component of the economic
base, primarily in the paper and paper products, metalworking, automotive parts and
components, machine tools, and other industrial sectors. In the paper industry, Smart
Papers and Mohawk Fine Paper (acquired Beckett Mill from International Paper in 2005)
operate mills in the city, with employment totaling over 650. Metal fabricators and
machine tool companies include Hamilton Caster & Manufacturing, Salvagnini USA,
Livingston-Tyler, Matandy Steel & Metal Products, General Electric Aircraft, Armor
Metal Group, Thompson Metal Tubing and Ferguson Metals. Automotive parts and
components, for original equipment and after-market use, are manufactured by such
Hamilton companies as Valeo Climate Control, ThyssenKrupp Bilstein Corporation of
America, Nifty Products and Dynamic Controls, employing approximately 900 in this
industry sector.

In the four year period, from 2002 through 2005, the City has seen considerable expansion
activity across the business sectors. The Department of Economic Development has
tracked and assisted approximately 40 expansion projects during that period. These
projects have accounted for an investment or anticipated investment of almost $122
million in new capital in the City. Additionally, these projects have or are expected to
create between 1,200-1,600 new jobs in the City, while retaining almost 2,900 existing
jobs. These projects include Fort Hamilton Hospital ($28.5 million investment, 170 new
jobs, 1,250 jobs retained), Valeo Climate Control ($8.8 million investment, 21 new jobs,
430 jobs retained), Sensus ($5 million investment, 31 new jobs) YAC Robot ($1 million
investment, 14 new jobs), Dawes Transport ($1.8 million investment, 34 new jobs), and
Butler County Surgical Properties/Prexus-Office Building, Imaging Center and Sleep
Center ($18+ million investment, 100+ new jobs, 60 retained jobs).

The City continues to attempt to diversify its business base, focusing a great deal of
attention on the technology industries. The addition of YAC Robots and Sensus to the
business complement in the City attests to this focus. Additionally, the City is continuing
to work closely with Vora Technology Park (VTP) in bringing new technology to the area.
VTP, a 58 acre park containing a 365,000 Class A, state-of-the-art office building, is
currently home to over 180 employees. The City is assisting in the recruitment efforts on-
going at VTP and expects to make additional expansion announcements for VTP in 2006.

As a complement to VTP and Miami University Hamilton Campus, the City owns the 65-
acre, University Commerce Park, a business park under development and adjacent to both
entities. To further spur the growth expected in this area, the City is moving forward with
plans for a new South Hamilton Railroad Crossing/Overpass Project. This overpass will
eliminate an at-grade railroad crossing, that has been seen as an obstacle to redevelopment
efforts and will provide direct access to Grand Boulevard, SR 4 and the eastern suburban
areas from the University Commerce Park/VTP/Miami Hamilton area.

In 1997, the City purchased a 263-acre tract of farm land, along Hamilton-Mason Road,

just north of the Butler County Airport. This site is situated approximately one-half mile
south of an interchange with the four-lane, limited access State Route 129 and
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approximately 8 miles from I-75. Since its acquisition, the City has developed and
marketed this property for industrial/commercial office uses and is known as Hamilton
Enterprise Park. Since its inception, 10 projects have been undertaken or will soon be
underway at the site, including M.A. Folkes (two projects), Butler County Surgical
Properties (surgery center, 15,000 sq. ft. medical office building, dialysis center, imaging
center and sleep center), Sensus, LLC (two projects), Butler County Alcohol and Chemical
Addiction office building, and the BCRTA headquarters. These developments represent a
capital investment of almost $40 million and have the potential of creating in excess of 400
jobs at the Park. A number of other commercial office/industrial projects are continuing to
consider locations at the Park.

Downtown Hamilton has and will see major investments in redevelopment of existing
buildings and new construction. Historic redevelopments include the Robinson-Schwenn
Building redevelopment, a $4+ million investment in circa 1866 former opera house for
office and retail use. Additionally, Historic Developers, LLC has undertaken the
redevelopment of the Mercantile Block, on High Street. This series of three buildings is
being redeveloped into retail and upper-story loft apartments, with an investment of
approximately $5 million and a completion date in 2007.

In 2003, the City purchased the former Mercy Hospital from Mercy Health Partners. The
City has since been working with a potential redeveloper to convert this 7.5+ acre site from
a former hospital to a market-rate residential and retail development along the banks of the
Great Miami River. This redevelopment, known as RiversEdge, is being facilitated
through the use of a $3 million grant from the Clean Ohio Revitalization Fund. The
investment at the site, including demolition and predevelopment, is expected to be near or
exceed $20 million. This redevelopment project is a key component of the City’s
Riverfront Redevelopment efforts.

With over 650,000 square feet of existing retail space, the City of Hamilton’s retail sector
continues to grow. With an anticipated new construction of approximately 200,000 square
feet over the next few years, the retail and restaurant sector is expecting several new
additions including a super Wal-Mart and new Kroger-anchored retail destination center.
Other projects include pending redevelopments of several mature shopping strip centers.
The Department of Economic Development continues efforts to attract new retailers and
dining establishments through a focused retail/restaurant attraction program. This initiative
is intended to identify services that either do not currently exist or would support present
retail operations in our community.

The Kroger-anchored retail development mentioned above is located on the site of the
former Mosler Safe Company. The City, with the assistance of a $2.3 million grant from
Clean Ohio Revitalization Fund, managed the remediation and demolition of this site and
facilitated the redevelopment into the Shoppes at Hamilton by Oberer Developers. The
total new investment on this former industrial brownfield is expected to be almost $9
million.
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Current retail anchors throughout the City include Meijer, Kroger, WalMart, Staples,
Hobby Lobby, Lowe’s Home Improvement, Tractor Supply, SuperPetz and other
established retailers. :

In the future, as in the recent past, the City economy is expected to be augmented by large
construction projects, including the ongoing campaign by the Hamilton City School
District to renovate their existing high and junior high schools. The ninth grade school
was recently completed; however, work is expected to begin over the next several years on
the construction of 8-9 new elementary schools in Hamilton, replacing the existing
schools.

In 1996, a Joint Economic Development District (JEDD) between the City of Hamilton
and Fairfield Township was approved by Fairfield Township voters. It set aside over 200
acres of prime land, zoned for business and industrial, to be serviced jointly as specified in
the contract and marketed for commercial/industrial development. Recently, the JEDD
was expanded (Phase II) to include the Bridgewater Falls development along Princeton
Road.

The original JEDD (I) authorized a 2% earnings tax on all business within its boundaries,
of which 75% flows to the City and 25% flows to the Township. One stipulation of the
JEDD agreement is that the City of Hamilton will not annex any township land for the 30-
year term of the contract. In exchange, 12 acres of county-owned land on the boundary
between Hamilton and the Township was transferred to the City. A second JEDD
(JEDDII) was approved in August 2004 to include over 100 acres of retail development.
This second JEDD reversed the collection percentage of the entities (75% for Fairfield
Township and 25% for the City).

To date, the development in the JEDD areas has proceeded at a strong pace. A number of
projects and developments have occurred within all phases of the JEDD, including several
banks and restaurants, as well as stores such as WalMart, Target, Dick’s, Best Buy, JC
Penney, and a variety of other retail establishments. Due to this JEDD’s location around
the interchange of State Route 129 and the State Route 4 By-Pass, additional retail and
commercial development is expected to continue at this location into the future. The
distribution of income tax revenues exceeds $20,000 per month for each entity. Discussion
1s underway with Fairfield Township for further expansion of the JEDD.

CITY SERVICES/INITIATIVES

Present

The City of Hamilton provides a host of traditional municipal services including police and
fire protection, parks and recreation, health and certain social services, operation of a
municipal court, street maintenance and other governmental services. In addition, the City
owns and operates four utility systems to serve consumers within the City and certain
immediately adjacent environs.
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The City of Hamilton has owned and operated a gas utility system since 1890. It is
currently the largest municipal gas distribution operation in Ohio. The Gas system has
approximately 220 miles of looped steel, cast iron and plastic mains.

The City has owned and operated an electric utility since 1893. The Electric System is a
fully integrated electric generation, transmission and distribution system. It is currently the
second largest municipally owned electric system in Ohio. It owns and operates both
thermal and hydroelectric generation facilities and purchases and sells power and energy
from and to other utilities and others.

The Wastewater System consists of the treatment plant and sanitary sewer facilities. The
initial sludge plant was placed in service in 1959. In 1978, the Wastewater System was
expanded to provide complete treatment services.

The City’s water supply operations began in 1884. The Water System is a fully integrated
water supply, treatment, transmission and distribution system. The City has two water
treatment facilities. The City’s two well fields draw from the Great Miami Buried Valley
Aquifer. The transmission and distribution system consists of more than 275 miles of
various size piping, storage facilities and pumping stations. Currently, surplus water is
sold to Butler County under a settlement agreed to in 2002.

Future

The completion of projects funded through Hamilton’s infrastructure renewal bonds will
proceed, as well as the completion of the High-Main Bridge construction in the Fall, 2006.
The City’s utility systems will continue to upgrade existing equipment and infrastructure in
2006, including projects such as the Highland Park Gas Main Replacement Program and
Rebuild of Electric Turbine #9.

Technology initiatives will continue to be deployed as a way of maximizing resources.
The GIST (or Geographic Information System Transition) Project Phase I was completed
in 2005. The City will complete implementation of the AMR (Automated Meter Reading)
System during 2006.

Property Taxes

Property taxes are collected by the Butler County Treasurer and remitted periodically to
the City by the County Auditor. Property values are assessed by the County Auditor every
three years in either a triennial update of values or in the required six-year full reappraisal
of property within the County. The County concluded a triennial property update in the
year 2005.

Property tax rates are developed through statute and by voter approved levies. The
property tax rate for the City of Hamilton is 7.16 mills, or $7.16 per $1000 of taxable
valuation. The tax rate is applied to the assessed value of all property located within the
City. Real Property is valued at approximately 35%. Public Utility Property is valued at
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approximately 88% while Tangible Personal Property is valued at 25% of its actual value.
Increases in the City’s property tax rate can only occur with the approval of the City’s
voters at this time. Revenues from property taxes are primarily used for general fund
operations. Total assessed values in the City over the past six years are shown below:

Assessed
Levy Collection Value
Year Year (in thousands)
2000 2001 $ 804,136
2001 2002 819,425
2002 2003 906,858
2003 2004 898,476
2004 2005 894,402
2005 2006 965,051
Building Permit Values

Building activity is evidenced by the following data relating to the issuance of building
permits by the City from 2000 to 2005:

Residential Commercial

Total
Year Number  Value Number  Value Value
2000 385 $20,498,066 366 $52,709,312 $73,207,378
2001 339 9,379,336 326 19,759,001 29,138,337
2002 392 13,703,202 329 16,472,320 30,175,522
2003 492 22,329,633 399 34,979,102 57,308,735
2004 438 21,037,770 479 48,338,747 69,376,517
2005 306 24,233,287 341 31,785,945 56,019,232

Employee Relations

The City currently employs approximately 709 permanent full-time employees and had a
2005 payroll of $42,703,897, which includes part-time and seasonal personnel.

Under the “Collective Bargaining Law” public employees of the State and many local
subdivisions have the right to organize, bargain collectively, and have union
representation. The employer must recognize and grant exclusive representation rights to a
representative approved by the State Employment Relations Board (“SERB™). SERB
approval may be granted either after fulfillment of its regulatory requirements or approval
by a majority of the employees at a SERB supervised election. The employer has the right
to insist on an election. Any agreements under the Collective Bargaining Law must be in
writing, must specify a grievance procedure and cannot exceed three years in duration.

The Collective Bargaining Law also designates those actions which constitute unfair labor
practices and prescribes remedial procedures. In addition, it sets forth dispute resolution
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procedures for a contract negotiation impasse, including arbitration or other mutually
agreeable methods. If, during negotiations for a new contract, the impasse persists after
fact-finding procedures, then police and firefighters, dispatchers in a 9-1-1 communication
center, and other public safety employees must take the dispute to binding arbitration and
do not have the right to strike. All other employees have the right to strike ten days after
written notice, provided there is no contract in place. No public employee has the right to
strike within the contract period.

All members of the Hamilton Police Division may retain fraternal membership in Lodge
38, Fraternal Order of Police. Persons holding the rank of Police Detective and lower are
covered by a collective bargaining agreement which extends through August 31, 2007.
Police officers of the rank of Lieutenant and Sergeant are in a separate unit, also
represented by Lodge 38 Fraternal Order of Police. That contract also runs through August
31, 2007. The ranks Captain and Chief are non-union but receive many of the same
benefits by codified ordinance sections as do the employees covered by that contract. All
eligible persons are included in these groups.

All members of the Hamilton Fire Division may retain fraternal membership in Local 20,
International Association of Firefighters. Persons holding the rank of Fire Captain and
lower are covered by the collective bargaining agreement which covers the period from
2005 through 2007. Members of the Fire Command, which includes the ranks of Deputy
Chief and Chief, are generally extended the same benefits as those employees covered by
the contract through codified ordinances. All eligible persons are included in these groups.

All of the eligible Sewer, Streets and Fleet Maintenance employees of the Public Works
Department and all eligible employees of the Parks Division are represented by the
American Federation of State, County and Municipal Employees (AFSCME Local 475).
These employees and the City have a three year collective bargaining agreement which
covers the period January 15, 2006 through January 14, 2009.

All of the 105 eligible operating and maintenance employees of the Gas & Water, Public
Works, and Electric Departments are represented by the International Union of Operating
Engineers, Local 20. The City and the Local 20 have negotiated a contract which covers
the period September 1, 2004 through August 31, 2007.

Forty-seven employees of the Electric, Gas & Water and Public Works Departments are
members of the International Brotherhood of Electrical Workers (IBEW). The City and
IBEW have negotiated a contract which covers the period November 1, 2003 through
October 31, 2006, with an extension through October 31, 2007.

Five of the Public Health Nurses are members of the Office and Professional Employees

International Union, Local 98. The City and these employees have agreed on a collective
bargaining agreement which will expire on June 30, 2007.
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AFSCME, Ohio Council 8 Local 3785 represents 13 persons employed in the 911
Communications Center as Public Safety Communications Operators. The current contract
is in effect until July 31, 2007.

AFSCME, Ohio Council 8, Local 3169 represents approximately 65 clerical and technical
employees. The three-year contract covers the period from July 10, 2005 through July 9.
2008.

The City of Hamilton has implemented a cooperative plan between labor and management
which has been designated Team Hamilton. One example of that program, and its
interaction with the labor contracts is the joint Health/Benefits Committee. That group,
with members from both labor and management, makes significant recommendations to
the City Manager. The role is important enough that the Committee is mentioned by
specific contract language, in all of the collective bargaining agreements.

Pension Plans

Current and retired employees of the City are covered under two statewide public pension
and retirement systems. The Ohio Police and Fire Pension Fund (OP&F) applies to sworn
members of the police and fire departments. Other City employees are covered by the
Ohio Public Employees Retirement Systems (PERS).

FINANCIAL INFORMATION

Accounting Controls

The City’s budgetary accounting system was designed to provide reasonable, but not
absolute, assurances that:

1. The City’s assets are protected against loss and unauthorized use or disposition;
and

2. Reliable financial reports for preparing financial statements and providing
accountability for assets are maintained.

The concept of reasonable assurance states that internal controls should be evaluated using
the following criteria:

1. The expenditure associated with providing the internal controls should not
exceed the benefits likely to be derived from their implementation; and

2. The evaluation of the offsetting costs and benefits involves estimates and
judgment by the members of the Finance Department.

All internal control evaluations occur within this framework. It is the belief of the
administrative and financial management personnel that the City’s financial controls
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adequately safeguard existing assets and provide reasonable assurance of the proper
recording of financial transactions.

Budgetary Controls

Detailed provisions for the City’s budget, tax levies, and appropriations are set forth in the
Ohio Revised Code and the City Charter. The City Manager, with the assistance of the
Finance Director, is required to submit to Council a tax budget of estimated revenues and
expenditures for all funds, except agency funds for the succeeding fiscal year by the first
council meeting in July. The budget is required to be adopted by the legislative body by
July 15 and to be submitted to the County Budget Commission by July 20 of each year.
City Council is required by Charter to adopt a permanent appropriation measure for the
ensuing fiscal year no later than January 1%. On December 29, 2004, City Council adopted
the 2005 fiscal year permanent appropriation measure.

The City maintains budgetary control on a non-GAAP budgetary basis by fund (the legal
level of control). Management further monitors budgetary performance by establishing
lower levels of budgetary control within each fund by department at major object levels,
which include personal services, contractual services, supplies and materials, other
expenditures, capital outlay, debt service and operating transfers.

Budgetary control is maintained by an encumbrance of purchase commitment amounts
prior to the release of purchase orders to vendors. Requisitions for the expenditure of
monies are submitted to the Finance Director for certification of funds and preparation of a
purchase order after approval by the City Manager and the appropriate Department
Director. The purchase order is reviewed for the availability of funds and the estimated
expenditure is encumbered against the available appropriation. Encumbrances which
would exceed the available appropriation are not approved or recorded until City Council
authorizes additional appropriations. Unencumbered appropriations lapse at the end of
each year.

The City’s Accounting Division monitors year-to-date expenditures plus encumbrances
versus the original appropriations plus any additional appropriations made to date. This
permits the Finance Director and other City officials to ascertain the status of each
department’s appropriations at any time during the year. A description of the various
funds and the basis of accounting are included in Note 1 to the basic financial statements.
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OTHER INFORMATION

Independent Audit

Included in this report is the unqualified audit opinion rendered on the City’s financial
statements for the year ended December 31, 2005, by Clark, Schaefer, Hackett & Co. City
management plans to continue to subject the financial statements to an annual independent
audit as part of the preparation of a Comprehensive Annual Financial Report. This annual
independent audit serves to maintain and strengthen the City’s accounting and budgetary
controls.

Awards

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the City of
Hamilton for its Comprehensive Annual Financial Report for the fiscal year ended
December 31, 2004. In order to be awarded a Certificate of Achievement, the City must
publish an easily readable and efficiently organized Comprehensive Annual Financial
Report, whose contents conform to program standards.

A Certificate of Achievement is valid for a period of one year only. We believe our
current report continues to conform to the Certificate of Achievement program
requirements and we are submitting it to the GFOA.
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The City of Hamilton is proud to be submitting this Comprehensive Annual Financial
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The basic financial statements of the City of Hamilton have been prepared in conformity
with statements issued by the Governmental Accounting Standards Board (GASB), and
more specifically GASB Statement No. 34. The statements are presented based upon
accounting measurements and prescribed formats that have come to be known as the New
Reporting Model. The adoption of these GASB statements requires a great deal of time
and resources, a majority of which have come from in-house personnel

The abilities of the staff of the Department of Finance are never more evident than in the
preparation of this report. Whether directly involved in financial statement creation and
the audit of those statements, or in the day to day tasks of protecting public funds, our
sincere thanks are extended to the entire Finance staff.

We would also like to take this opportunity to acknowledge the assistance of the Hamilton
City School District as well as the Butler County Auditor’s Office.

To Fraunfelter Accounting Services, we extend our deepest gratitude for your professional
and expert advice in preparing this document.

Respectfully Submitted,
THE CITY OF HAMILTON, OHIO
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Michael J/Samoviski Ana Ramanathan
City Manager Interim Director of Finance
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BUSINESS CONSULTANTS

INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and Members of the City Council
City of Hamilton!, Ohio:

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 Hamilton!, Ohio as of and for the year ended December 31, 2005, which collectively
comprise the City of Hamilton!, Ohio’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the City of Hamilton!, Ohio's
management. Our responsibility is to express opinions on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and 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 respective financial position of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Hamilton!, Ohio as of
December 31, 2005, and the respective changes in financial position and cash flows, where
applicable, thereof and the respective budgetary comparison for the General Fund for the year
then ended in conformity with accounting principles generally accepted in the United States of
America.



In accordance with Government Auditing Standards, we have also issued our report dated June
19, 2006, on our consideration of the City of Hamilton!, Ohio's internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements and other matters. The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

The management’s discussion and analysis on pages 3-12 is not a required part of the basic
financial statements but is supplementary information required by accounting principles
generally accepted in the United States of America. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Hamilton!, Ohio’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 have been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, are fairly stated in all material respects in relation to the
basic financial statements taken as a whole. 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 express no opinion on them.

(lak | Skt takZZH 2

Cincinnati, Ohio
June 19, 2006



City of Hamilton! Ohio
Management’s Discussion and Analysis
For the Year Ended December 31, 2005

Unaudited

The discussion and analysis of the City of Hamilton’s financial performance provide an
overall review of the City’s financial activities for the year ended December 31, 2005.
While the intent of this discussion and analysis is to look at the City’s financial
performance as a whole, readers should also review the transmittal letter and the basic
financial statements to enhance their understanding of the City’s fiscal performance.

Financial Highlights
Key highlights for 2005 are as follows:

0 The assets of the City exceeded its liabilities at the close of the year ended
December 31, 2005, by $214,330,487 (net assets). Of this amount, $11,399,609
(governmental unrestricted net assets) may be used to meet the City’s ongoing
obligations to citizens and creditors, and $45,626,967 is classified as unrestricted
in the Gas, Electric, Water and Wastewater activities.

0 The City’s total net assets increased by $4,156.273, which represents a 1.98%
increase from 2004.

0 At the end of the current fiscal year, the City’s governmental funds reported a
combined ending fund balance of $13,623,318. Of this amount $8,478,246 is
available for spending (unreserved fund balance) on behalf of its citizens.

0 At the end of the current fiscal year, unreserved fund balance for the general fund
was $7,463,154 or a little more than 21.81% of total general fund expenditures
and other financing uses.

Using this Annual Financial Report

This annual report consists of a series of financial statements and notes to those
statements. These statements are organized so the reader can understand the City of
Hamilton as a complete operating entity.

The Statement of Net Assets and Statement of Activities present both an aggregate view
of the City’s finances and longer-term view of those assets. Major fund financial
statements provide the next level of detail. For governmental funds, these statements tell
how services were financed in the short-term as well as what dollars remain for future
spending. The fund financial statements also look at the City’s most significant funds
with all other non-major funds presented in total in one column.



City of Hamilton! Ohio
Management’s Discussion and Analysis
For the Year Ended December 31, 2005

Unaudited

Reporting City of Hamilton as a Whole
Statement of Net Assets and the Statement of Activities

While this document contains information about the funds used by the City to provide
services to our citizens, the view of the City as a whole looks at all financial transactions
and asks the question, “How did we do financially during 2005?” The Statement of Net
Assets and the Statement of Activities answers this question. These statements include
all assets and liabilities using the accrual basis of accounting similar to the accounting
used by private sector companies. This basis of accounting considers all of the current
year’s revenues and expenses regardless of when the cash is received or paid.

These two statements report the City’s net assets and the change in those assets. This
change in net assets is important because it tells the reader whether, for the City as a
whole, the financial position of the City has improved or diminished. However, in
evaluating the overall position of the City, nonfinancial information such as changes in
the City’s tax base and the condition of City capital assets will also need to be evaluated.

In the Statement of Net Assets and the Statement of Activities, the City is divided into
two kinds of activities:

o Government Activities — Most of the City’s services are reported here including
police, social services programs, administration, and all departments with the
exception of our Gas, Electric, Water and Wastewater funds.

* Business-Type Activities — These services have a charge based upon the amount
of usage. The City charges fees to recoup the cost of the entire operation of our
Gas, Electric, Water and Wastewater Systems as well as all capital expenses
associated with these facilities.

o Component units are legally separate entities that the City has voting control over
or fiscal responsibility for the entity. The City has no component units.

Reporting City of Hamilton’s Most Significant Funds
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 objects. 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. Fund financial
reports provide detailed information about the City’s major funds. Based on restrictions
on the use of monies, the City has established many funds which account for the
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multitude of services provided to our residents. However, these fund financial statements
focus on the City’s most significant funds. In the case of Hamilton, our major funds are
the General, Gas, Electric, Water and Wastewater 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 current sources and uses 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 of 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 a multitude of individual governmental funds. Information is
presented separately in the governmental fund balance sheet and in the governmental
statement of revenues, expenditures and changes in fund balances for the major funds,
which were identified earlier. Data from the other 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.

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 uses enterprise funds to
account for its Gas, Electric, Water and Wastewater operations. Internal Service Funds
are an accounting device used to accumulate and allocate costs internally among the
City’s various functions. The City uses internal service funds to account for its fleet
management services, costs of certain goods or services, and costs associated with health
care benefits, pension, Worker’'s Compensation provided to other departments or
agencies of the City.

Fiduciary Funds: Fiduciary funds are used to account for resources held for the benefit
of parties outside the government. Fiduciary funds are not reflected in the government-
wide financial statements because the resources of those funds are not available to
support the City’s own programs. The accounting used for fiduciary funds is much like
that of the proprietary funds.
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Notes to the Financial Statements: The notes provide additional information that is
essential to a full understanding of the data provided in the governmental-wide and fund
financial statements.

Other information: In addition to the basic financial statements and accompanying notes,
this report also presents combining and individual fund statements and schedules.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s
financial position. In the case of the City, assets exceeded liabilities by $214,159,926
($68,176,133 in governmental activities and $145,983,793 in business type activities) as
of December 31, 2005. By far, the largest portion of the City’s net assets (66.34%)
reflects its investment in capital assets (e.g., land, buildings, machinery and equipment,
infrastructure), less any related debt used to acquire those assets that are still outstanding.
The City uses these capital assets to provide services to citizens; consequently, these
assets are not available for future spending. Although the City’s investment in its capital
assets is reported net of related debt, it should be noted that the resources needed to repay
this debt must be provided from other sources, since the capital assets themselves cannot
be used to liquidate these liabilities. The table below provides a summary of the City’s
statement of net assets for 2005 compared to 2004.

Governmental Business-Type
Activities Activities Total
2005 2004 2005 2004 2005 2004
Current and Other Assets $41,668,212 $39,077.949 $82,413,874 $74,087,160  $124,082,086 $113.165,109
Capital Assets 92,031,463 90,590,903 309,029,339 301,377,031 401,060,802 391,967,934
Total Assets 133,699,675 129,668,852 391,443,213 375,464,191 525,142,888 505,133,043
Long-term liabilities 42,653,990 44,090,196 207,727,972 216,856,832 250,681,962 260,947,028
Other liabilities 22,698,991 17,954,134 37,731,448 16,057,667 60,430,439 34,011,751
Total Liabilities 65,352,981 62,044,330 245,459,420 232,914,499 310,812,401 294,958,829
Nets Assets:
Invested in capital assets,
net of related debt 55,850,463 46,914,025 86.341,113 95,310,393 142,191,576 142,224,418
Restricted 1,096,622 1,346,714 14,015,713 6,081,729 15,112,335 7,428,443
Unrestricted 11,399,609 19,363,783 45,626,967 41,157,570 57,026,576 60,521,353
Total Net Assets $68,346,694 $67,624,522  $145983,793  $142,549,692  $214,330,487 $210,174,214
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An additional portion of the City’s net assets represents resources that are subject to
external restrictions on how they may be used. In the current fiscal year, this represented
$15,112,335 or 7.05% of net assets. The remaining unrestricted $57,026,576 or 26.61%
of net assets may be used to meet the City’s ongoing obligations to its citizens and
creditors and for business-type activities.

As of December 31, 2005, the City is able to report positive balances in all three
categories of net assets, both for the City as a whole, as well as for its separate
governmental and business-type activities. The same situation held true for past three
years. Total net assets increased $4,156,273 due to the City controlling expenses during
the fiscal year as well as increases in income tax revenue and the stormwater collection

fees.

Statement of Activities

Revenues:

Program Revenues:
Charges for Services
Operating Grants
Capital Grants

General Revenues
Income Tax
Property Tax
Other

Total Revenues

Expenses:

Security of Persons

and Property
General Government
Public Health/Welfare
Leisure Time Activities
Community Environment
Basic Utility Services
Transportation
Gas
Electric
Water
Wastewater
Other

Total Expenses

Change in Net Assets
before Transfers

Transfers

Change in Net Assets

Beginning Net Assets

Ending Net Assets

Governmental Business-Type
Activities Activities

2005 2004 2005 2004 2005 2004
$15.530.515 $13,248.610  $124,829,184 $99.138.254  $140,359,699 $112,386,864
6,563,223 9,422.109 39,110 57.739 6,602,333 9,479,848
1,962,756 2,689,249 0 199,152 1,962,756 2,888,401
22,697,147 22,166,068 0 0 22,697,147 22,166,068
8,431,924 7,209,615 0 0 8,431,924 7,209,615
6,796,884 4,992,490 1,872,202 820,707 8,669,086 5,813,197
61,982,449 59,728,141 126,740,496 100,215,852 188,722,945 159,943,993
28,683,794 28,125,387 0 0 28,683,794 28,125,387
2,661,367 2,118,100 0 0 2,661,367 2,118,100
2,320,928 2,471,205 0 0 2,320,928 2,471,205
2,725,304 2,334,059 0 0 2,725,304 2,334,059
4,099,421 7,636,375 0 0 4,099,421 7,636,375
4,549,461 3,479,397 0 0 4,549,461 3,479,397
8,044,762 3,725,413 0 0 8,044,762 3,725,413
0 0 35,317,274 24,756,742 35.317.274 24,756,742
0 0 60,371,316 51,735,827 60,371,316 51,735,827
0 0 14,290,977 10,580,588 14,290,977 10,580,588
0 0 13,290,251 10,623,965 13,290,251 10,623,965
8,211,817 7,991,779 0 0 8,211,817 7,991,779
61,296,854 57,881,715 123,269,818 97,697,122 184,566,672 155,578,837
686,595 1,846,426 3.470,678 2,518,730 4,156,273 4,365,156
36,577 0 (36.577) 0 0 0
722,172 1,846,426 3,434,101 2,518,730 4,156,273 4,365,156
67,624,522 65,778,096 142,549,692 140,030,962 210,174,214 205,809,508
$68,346,694 $67.624,522  $145.983,793  $142,549,692  $214,330.487 $210.174,214
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Governmental Activities

The primary focus of governmental activities is in the area of security of persons and
property, which represents the police, fire and dispatch centers of the City. For 2005,
total expenses were $28.68 Million representing 46.79% of governmental activity
spending yielding a reliance on general revenues to fund the program of approximately
$23.46 Million after direct support to their programs.

Continuing escalation in health insurance costs have affected all programs of the
government. A primary goal of all programs is to continually review and monitor
methods to seek self-sufficiency as public safety continues to increase expenditures. The
community environment program was the most successful of all programs, yielding no

reliance on general revenues and generating over $0.94 Million in net revenues during
2005.

Business-Type Activities

The City’s business-type activities include the Gas, Water, Electric and Wastewater
systems. All four utilities were able to boast positive operating income figures which
totaled $13.59 Million. Combined change in net assets figured to $3.51 Million with
only the wastewater system posting a net loss due to the advance refunding of the
revenue bonds. Over $214 Million of revenue bonds exist in the four utilities and each is
adequately meeting its covenant required debt service coverage ratio.

Financial Analysis of the City’s Funds

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance
with finance—related legal requirements.

Governmental Funds: The focus of these City funds is to provide information on near-
term inflows, outflows and balances of spendable resources. Such information is useful
in assessing the City’s financing requirements as well as its ability to meet the needs of
its citizens. In particular, unreserved fund balance may serve as a useful measure of the
City’s net resources available for spending at the end of the fiscal year.

As of the end of 2005, the City’s governmental funds reported combined ending fund
balances of $13.62 Million. Approximately $8.50 Million constitutes positive unreserved
fund balance available for spending for citizens. The remainder of the balance is
reserved encumbrances, supplies inventory, prepaid items, debt service and endowments
($5.12 Million).
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The General Fund is the chief operating fund of the City. As of December 31, 2005, the
unreserved general fund balance was $7.49 Million with a total fund balance of $8.04
Million. As a measure of liquidity, it is often useful to compare these numbers to total
general fund expenditures and other financing uses. Unreserved fund balance represents
approximately 21.88% of the total expenditures and other financing uses, while total fund
balance represents 23.50% of that same amount.

During 2005, the City’s general fund increased by $0.19 Million with revenues exceeding
expenditures by $0.51 Million. This is primarily due to controlling expenditures of
during the fiscal year.

General Fund Budgeting Highlights

The City’s budget is prepared according to Ohio law and the Charter of the City. The
Budget is based on accounting for certain transaction on a basis of cash receipts,
disbursements, and encumbrances. The most significant budgeted fund is the General
Fund.

The following table summarizes the major revenue sources and expenditures from
original to final budget for 2005:

Original Final
Description Budget Budget Change

Revenues:

Property and Other Taxes $5,800,000 $5,925,000 $125,000

Income Taxes 16,647,438 16,782,438 135,000

Intergovernmental Revenue 3,967,404 5,712,886 1,745,482

Other Revenues 5,527,222 6,062,693 535,471
Total Revenues 31,942,064 34,483,017 2,540,953
Expenditures:

Security of Persons/Property 20,816,972 22,226,076 1,409,104

General Government 2,356,671 2,276,567 (80,104)

Other Expenditures 10,882,235 12,857,361 1,975,126
Total Expenditures 34,055,878 37,360,004 3,3,04,126

The largest change in the City’s original and final revenue budgets was in the
intergovernmental revenue line item. The City’s original budget was conservative with
the state of local government funding and the unknown status of various grants. The City

was able to increase budgeted expenditures as the projected revenue forecast was
increased.
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The following table summarizes the major revenue sources and expenditures from final
budget to actual results for 2005:

Final
Description Budget Actual Change

Revenues:

Property and Other Taxes $5,925.000 $5,133,783 ($791.,217)

Income Taxes 16,782,438 17,125,671 343,233

Intergovernmental Revenue 5,712,886 5,560,652 (152,234)

Other Revenues 6,062,693 5,928,060 (134,633)
Total Revenues 34,483,017 33,748,166 (734,851)
Expenditures:

Security of Persons/Property 22,226,076 21,522,712 703,364

General Government 2,276,567 1,639,257 637,310

Other Expenditures 12,857,361 10,973,900 1,883,461
Total Expenditures 37,360,004 34,135,869 3,224,135

With an operating budget over $34 Million for the general fund, the City was able to
predict the final revenue budget within 2.2% of actual results. The small variances
between budgeted revenues to actual revenues were due to increase investment earnings
from rising interest rates.

The largest variance in the final expenditure budget to actual expenditures was in the

other expenditures function as the City controlled expenditures in the general special
appropriations line item throughout the year.
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Capital Assets and Debt Administration

Capital Assets: The City’s investment in capital assets for its governmental and business
type activities as of December 31, 2005, amounts to $142 Million (net of accumulated
depreciation and related debt). This investment in capital assets includes land, buildings,
systems improvements, equipment, machinery, roads, highways and bridges.

% Note 10 (Capital Assets) provides capital asset activity during 2005. The City has
had extremely limited funding to provide for capital asset acquisition and
construction.

The City added $7.81 Million in governmental capital assets during the year.
The business type activities recognized over $25 Million in additions as the City
added over $16 Million in construction in progress for the four enterprise funds.

3

*

7
°

Long-term Debt: At the end of 2005, the City had general obligation bonds outstanding
of $33,605,000. Total outstanding long-term bonds totaled $250,521,000 and with a
decrease of 4.5% against prior year outstanding bond balances. See Note 14 for further
information on the City’s long-term debt.

Economic Factors and Next Year’s Budgets and Rates

The City of Hamilton has experienced declining population in the last two decades as a
result of urban sprawl to townships and the loss of several large employers within the
City due to difficult economic times. The City has weathered these financial storms
admirably and has moderately increased General Fund balances. The City has reasonably
priced, affordable undeveloped land for business expansion and has become a leader in
the area of brownstield remediation of existing plant and business sites.

11
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The 2003 calendar year was the first tax year under which the City of Hamilton required
all residents to file a return (mandatory filing). The City was able to project a 2.5%
increase over 2005 estimated collection levels for the 2006 budget. Even with this
increase, constancy in other General Fund revenue streams, especially the Undivided
Local Government Fund, coupled with contractually required salary and benefit
increases, yields a 2006 budget with expenditures exceeding revenues by over
$2.500,000. Continuing State of Ohio budget problems as well as changes in personal
property tax, inheritance tax, and real tax delinquencies have prompted the City to
appropriate from the carry-over balance, or surplus, in the General Fund. Although
budgeted, the City continues to monitor expenditures and report budgetary results on a
monthly basis. Uncertainties regarding 2006 and future year revenue streams have
prompted City Council to take a wait-and-see approach regarding the accuracy of such
projections.

These factors were all considered in preparing, and then adopting, the 2006 budget for the
City of Hamilton. Anticipated increases in spending are strictly monitored beyond
standard cost of living adjustments. Health insurance costs continue to be of major
concern. Infrastructure and electric system renewal continues to be a focus for the City.

The City is prospering even in light of these fiscal pressures and maintains an A2
Moody’s General Obligation Bond Rating at the end of 2005. All bond anticipation notes
issued by the City received a Moody’s Investor Service MIG-1 rating, the highest
possible rating. The City issued a number of new bond anticipation notes designed to
match future revenues with anticipated costs and mitigate both tax and rate increases in
future years.

Requests for Information

This financial report is designed to provide our citizens, taxpayers, creditors, investors
and elected officials with a general overview of the City’s finances and to show
accountability for the money it receives. If you have any questions about this report or
need additional information, contact Office of the City of Hamilton Finance Director, 345
High Street, 7t Floor, Hamilton, Ohio 45011, (513) 785-7170, or visit the City website at
www.hamilton-city.org.

12



THE CITY OF HAMILTON! OHIO
STATEMENT OF NET ASSETS
DECEMBER 31, 2005

Assets:
Equity in Pooled Cash and Investments
Receivables (net of allowance
for doubtful accounts):
Taxes-Real & Personal Property
Taxes-Municipal Income
Accounts
Loans
Interest
Due from Other Governments
Inventory of Supplies at Cost
Prepaid ltems
Restricted Assets:
Cash and Investments
Bond Issuance Costs
Nondepreciable Assets:
Land
Construction In Progress
Depreciable Assets:
Buildings and Improvements
Machinery And equipment
Infrastructure : streets
bridges
culverts
storm sewer
Less: Accumulated Depreciation
Buildings and Improvements
Machinery And equipment
Infrastructure : streets
bridges
culverts
storm sewer

TOTAL ASSETS

Liabilities:
Accounts Payable
Accrued Wages and Benefits
Accrued Liabilities
Intergovernmental Payable
Accrued Interest Payabie
Customer Deposits Payable
Unearned Revenue
General Obligation Notes Payable
Special Assessment Notes Payable
Long Term Liabilities due within 1 year
Long Term Liabilities due over 1 year

Total Liabilities

NET ASSETS
Investment in Capital Assets, net related debt
Restricted:
Debt Service
Rate Stabilization
Grants
Levy Purposes
Nonexpendable Endowments
Unrestricted
Total Net Assets
Total Net Assets and Liabilities

Governmental Business
Type Type Total
$ 24285701 $ 41,621,569 $ 65,907,270
7,375,864 - 7,375,864
4,966,264 - 4,966,264
1,220,301 17,654,811 18,875,112
464,327 - 464,327
51,966 153,785 205,751
2,437,362 - 2,437,362
79,985 2,315,860 2,395,845
340,763 1,631,827 1,972,590
- 14,015,713 14,015,713
445 679 5,020,310 5,465,989
21,867,474 7,071,998 28,939,472
9,127,047 24,463,884 33,590,931
38,339,960 91,360,703 129,700,663
19,592,892 503,244,673 522,837,565
127,382,252 - 127,382,252
3,658,227 - 3,658,227
183,401 - 183,401
9,331,255 - 9,331,255
(10,410,663) (47,439,632) (57,850,295)
(12,861,381)  (269,672,288) (282,533,669)
(105,276,978) - (105,276,978)
(2,029,118) - (2,029,118)
(183,401) - (183,401)
(6,689,504) - (6,689,504)
133,699,675 391,443,213 525,142 888
3,900,256 13,350,403 17,250,659
556,894 313,393 870,287
451,925 250 452,175
1,793,441 564,795 2,358,236
495,650 2,500,770 2,996,420
7,825 1,351,837 1,359,662
6,818,000 - 6,818,000
8,175,000 19,650,000 27,825,000
500,000 500,000
3,659,319 9,779,749 13,439,068
38,994,671 197,948,223 236,942,894
65,352,981 245,459,420 310,812,401
55,850,463 86,341,113 142,191,576
246,865 4,515,713 4,762,578
- 9,500,000 9,500,000
5,054 - 5,054
769,739 - 769,739
74,964 - 74,964
11,399,609 45,626,967 57,020,576
68,346,694 145,983,793 214,330,487
$ 133,699675 $ 391,443,213 $ 525,142,888

See accompanying notes to the basic financial statements
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THE CITY OF HAMILTON! OHIO
BALANCE SHEET
GOVERNMENTAL FUNDS
DECEMBER 31, 2005

Other Total
Governmental Governmental
General Funds Funds
Assets:
Equity in Pooled Cash and Investments $ 7,029,164 $ 16,897 573 $ 23,926,737
Receivables (net of aliowance
for doubtful accounts):
Taxes-Real & Personal Property 3,137,284 4,238,580 7,375,864
Taxes-Municipal Income 3,848,855 1,117,409 4,966,264
Loans - 464,327 464,327
Accounts 684,701 535,600 1,220,301
Interest 40,106 11,860 51,966
Due from Other Funds 407,085 - 407,085
Interfund Receivable 362,000 - 362,000
Due from Other Governments 1,382,673 1,054,689 2,437,362
Inventory of Supplies at Cost 1,532 43,857 45,389
Prepaid ltems 298,476 42,287 340,763
Total Assets $ 17,191,876 $ 24,406,182 $ 41,598,058
Liabilities:
Accounts Payable 665,954 3,124,586 3,790,540
Accrued Wages and Benefits 503,097 45,378 548,475
Accrued Liabilities 350,242 101,683 451,925
Due to Other Funds - 407,085 407,085
Intergovernmental Payable 1,683,204 93,024 1,776,228
Interfund Payable - 362,000 362,000
Accrued Interest Payable - 210,750 210,750
Customer Deposits Payable - 7,825 7,825
Deferred Revenue 5,942,115 5,802,797 11,744,912
General Obligation Notes Payable - 8,175,000 8,175,000
Special Assessment Notes Payable - 500,000 500,000
Total Liabilities 9,144,612 18,830,128 27,974,740
Fund Balances:
Reserved for Encumbrances 284,102 3,868,089 4,152,191
Reserved for Supplies Inventory 1,532 43,857 45,389
Reserved for Prepaid ltems 298,476 42,287 340,763
Reserved for Debt Service - 531,765 531,765
Reserved for Endowments - 74,964 74,964
Unreserved, reported in:
General 7,463,154 - 7,463,154
Special Revenue - 1,402,305 1,402,305