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Town of FOUNTAIN HILLS

November 28, 2007

To the Honorable Mayor, Members of the Town Council, and Citizens of the Town of Fountain
Hills:

State law requires that all general-purpose local governments publish, within six months of the
close of each fiscal year, a complete set of financial statements presented in conformity with
generally accepted accounting principles (GAAP) and audited in accordance with generally
accepted auditing standards by a firm of licensed certified public accountants. Pursuant to that
requirement, we hereby issue the comprehensive annual financial report of the Town of Fountain
Hills for the fiscal year ended June 30, 2007.

This report consists of management’s representations concerning the finances of the Town of
Fountain Hills. Consequently, management assumes full responsibility for the completeness and
reliability of all of the information presented in this report. To provide a reasonable basis for
making these representations, management of the Town of Fountain Hills has established a
comprehensive internal control framework that is designed both to protect the government’s
assets from loss, theft, or misuse and to compile sufficient reliable information for the
preparation of the Town of Fountain Hills’ financial statements in conformity with GAAP.
Because the cost of internal controls should not outweigh their benefits, the Town of Fountain
Hills’ comprehensive framework of internal controls has been designed to provide reasonable
rather than absolute assurance that the financial statements will be free from material
misstatement. As management, we assert that, to the best of our knowledge and belief, this
financial report is complete and reliable in all material respects. :

16703 E. Avenue of the Fountains, Fountain Hills, Arizona 85268
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The Town of Fountain Hills’ financial statements have been audited by Heinfeld, Meech & Co., P.C,,
a certified public accounting firm. The goal of the independent audit was to provide reasonable
assurance that the financial statements of the Town of Fountain Hills for the fiscal year ended June
30, 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 Town of Fountain Hills’
financial statements for the fiscal year ended June 30, 2007, are fairly presented in conformity with
accounting principles generally accepted in the United States of America. The independent auditor’s
report is presented as the first component of the financial section of this report.

Accounting principles generally accepted in the United States of America require that management
provide a narrative introduction, overview, and analysis to accompany the basic financial statements
in the form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is
designed to complement the MD&A and should be read in conjunction with it. The Town of
Fountain Hills> MD&A can be found immediately following the report of the independent auditors.

Town of Fountain Hills Profile

The Town of Fountain Hills is a planned, family-
oriented community established in 1970 by
McCulloch Properties (now MCO Properties,
Inc.). Prior to 1970 the arca was a cattle ranch
and was part of one of the largest land and cattle
holdings in Arizona. It was purchased by Robert
McCulloch in the late 1960s and designed by
Charles Wood, Jr. (designer of Disneyland in
southern California). = The centerpiece of
Fountain Hills is one of the world's tallest man-
made fountains, a focal point that attracts
thousands of visitors each year.
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Located on 13,006 acres of land, and bordering northeast Scottsdale, Fountain Hills is surrounded by
the 3,500-foot McDowell Mountains on the west, the Fort McDowell Indian Reservation on the east,
the Salt River Indian Reservation on the south and by the McDowell Mountain Regional Park on the
north. Elevation is 1,520 feet at the fountain, 3,000 feet on Golden Eagle Boulevard, and is 500 feet
above Phoenix.

Over the past sixteen years Fountain Hills has grown from 10,190 residents to a town of 24,492 in
2006. The latest estimates for Fountain Hills indicate that the population will continue to grow to
near 36,045 by 2025.  Although the rate of growth is slowing as the Town approaches build-out, the
community continues to attract residents building large custom homes to take advantage of the scenic
vistas surrounding its mountain community. On June 5, 2006 the Town of Fountain Hills became
two square miles and about ten percent larger by annexing 1,300 acres of State Trust Land. The
process to annex the State Trust Land occurred over a two and one-half year period and development
of the land will occur over the next decade. Annexing this property into the Town ensures that its
future development will be of the highest quality under such Town’s standards as the cut-and-fill
ordinance and strict zoning regulations. Fountain Hills will have an opportunity to demonstrate that it
is truly the best place to live in the Valley.

The Town offers a range of living styles, from small community subdivisions to a number of large
custom homes. Fountain Hills also offers recreational, cultural and retirement programs that address
the needs and lifestyles of active families and adults. The community consists of primarily residential
property; of the total 20.32 square miles of land only 2.58% of the total is zoned commercial and/or
industrial, 31% is reserved as open space and the remainder is residential.

The Town’s Mission Statement for the Organization

The Town of Fountain Hills’ purpose is to serve the best interests of the community by:
providing for its safety and well-being;
respecting its special, small-town character and quality of life;
providing superior public services;
sustaining the public trust through open and responsive government; and maintaining the
stewardship and preservation of its financial and natural resources. To serve and respect, and
provide trust and stewardship.

Fountain Hills Town Hall
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The Town of Fountain Hills is an Arizona Municipal Corporation, acting as a general law Town as
prescribed in the Arizona Revised statutes. The Town was incorporated on December 5, 1989 with
the governmental and administrative affairs of the Town operating under the Council-Manager form
of government. The Town Council is responsible, among other things, for the adoption of local
ordinances, budget adoption, the development of citizen advisory committees and hiring the Town
Manager. The Town Manager is responsible for implementation of the policies of the Town Council
and administering the Town’s operations through three department directors and approximately 87
FTE employees. The Magistrate, Town Attorney and Town Prosecutor are under the direction of the
Town Council.

The Town provides or administers a full range of services including public safety (law enforcement,
fire, animal control, building inspection); community development (code enforcement, planning,
zoning and engineering); the construction and maintenance of streets and infrastructure, municipal
court, recreational activities, community center, senior center, and cultural events. The Town does
not maintain utility or other operations that require the establishment of enterprise funds.

The financial reporting entity (the Town) includes all the funds and account groups of the primary
government (i.¢., the Town of Fountain Hills as legally defined) as well as all of its component units,
The component units consist of legally separate entities for which the primary government is
financially accountable.  Blended component units, although legally separate entities, are, in
substance, part of the primary government’s operations and are included as part of the primary
government. Accordingly, the Cottonwoods Maintenance District, Eagle Mountain Community
Facilities District and Fountain Hills Municipal Property Corporation are included in the financial
reports of the Town.

The annual budget serves as the foundation for the Town of Fountain Hills’ financial planning and
control. The Town Council formally adopts the budget and legally allocates, or appropriates, available
monies for the General Fund, Highway User Revenue Fund, Special Revenue Funds, Debt Service
Funds, and Capital Projects Fund. Therefore, these funds have appropriated budgets, and budget to
actual information is presented. On or before the second meeting in May the Town Manager submits to
the Town Council a proposed budget for the fiscal year commencing the following July 1. The budget
includes proposed expenditures and the means of financing them. The Town Council is then required to
hold public hearings on the proposed budget and to adopt a final budget by no later than June 30, the
close of the Town of Fountain Hills’ fiscal year. The budget is legally enacted through passage of an
ordinance and is prepared by fund and department. The ordinance sets the limit for expenditures during
the fiscal year. The Town Manager may authorize transfers from and within personnel and from
operating capital to services or supplies within a department. Additional expenditures may be authorized
for expenditures directly necessitated by a natural or man-made disaster as prescribed in the State
Constitution, Article 9, Section 20.
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Factors Affecting Financial Condition

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

Local Economy. The Town of Fountain Hills, similar to other Arizona municipalities, is primarily
dependent upon state revenues and local sales tax as a major source of operating revenue, accounting
for 62% of total revenue for fiscal year 2006-07. Locally, 31% of the Town’s sales tax is from
construction activity and 39% is generated from retail activity. The construction activity is primarily
residential; fiscal year 2006-07 experienced a dramatic downturn in building permit activity,
particularly multi-family units compared to the prior year, which was the “year of the condos”. In
fiscal year 2005-06, there were 325 applications for multi-family permits compared to only 14 in
fiscal year 2006-07. As a result, the building permit revenue dropped by $765,000 from the previous
fiscal year. The repercussions from the decline in condominium and other multi-family permits will
begin to be felt in fiscal year 2007-08 when the actual construction of those units tapers off. State
shared revenues increased during fiscal year 2006-07 because state income tax revenues are based on
two years prior personal and corporate earnings. However, as the economy continues to falter
revenues from individual and corporate income tax returns are likely to decline as well.

Discussions between a developer and Town staff continue regarding the potential development of the
13-acre downtown parcel on the Avenue of the Fountains. Town planners have met with the
developer and his team on several occasions in an effort to create a concept that matches the Town’s
vision with the project.

A concept plan has been submitted for two adjacent retail/office buildings on Parkview Avenue near
Bruno’s Bar in Plat 208, near the downtown area - each contains 6 suites. The plans have been
reviewed by staff and the concept plan will be presented at a Planning and Zoning commission
meeting in the fall.

A Concept Plan and Special Use Permit application has been filed for a mixed-use project at the
southeast corner of Shea Boulevard and Monterey Drive which is one of the entrance points for the
Town. The project contains retail, restaurant, and office condominium uses.

Staff processed and issued a temporary use permit request for a sales office center for Four Peaks
Vista Condominiums. The property owner will be converting apartments at 13700 N. Fountain Hills
Boulevard to condominiums. Some remodeling has been done recently and a concept plan has been
submitted to remodel balconies and patios for many of the units. It is expected that the concept plan
will be presented to the Planning and Zoning commission sometime in the fall of 2007.

A 12-lot, single-family residential subdivision off Cerro Alto Drive, Vista at Fountain Hills, has
submitted the preliminary plat to Town staff for review.
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The chart above is a summary of local sales tax collections from fiscal year 2003-04 through
fiscal year 2006-07 by category. The increase in the wholesale/retail activity reflects the opening
of a new shopping center that was constructed in October 2002; the center is now 99% occupied.
The decrease in construction sales tax is due to the decline of multi-family, primarily condo,
units from the prior year. The opportunity to further expand the retail tax base in Fountain Hills
is limited by the lack of available commercial land — 75% of the developable lots are already
developed.

Long-term Financial Planning. Over the past decade the Town of Fountain Hills has embraced
a strategic planning process that has focused on the long-term viability of the community. In late
2004, the Town initiated a comprehensive strategic planning process that involved a significant
amount of citizen input. A technical Advisory Committee consisting of citizens, volunteers and
Town staff met to discuss the Town’s long range vision for nearly a year. This citizen driven
strategic planning process resulted in an expansive report entitled, “Town of Fountain Hills
Strategic Plan 2006-2010” which was adopted on December 1, 2005. One of the major issues
addressed in the report was the Town’s projected future financial health. The report described a
growing concern with the current reliance on construction sales tax base. Construction sales tax
is considered a one-time revenue source which is driven entirely by development activity. As the
Town approaches build-out construction related sales taxes and fees are likely to diminish; with a
declining revenue base it will become more difficult for the Town to meet the demands of
current service levels.

In August 2006, the Town engaged a consultant to review the financial condition of the Town
and analyze potential revenue enhancement options. This report is available on the Town’s
website at www.th.az.gov as the “Hocking Report™.
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The Fountain Hills Town Council maintains a fund balance policy that ensures adequate reserves
that will provide financial stability in the event of an unanticipated economic downturn. The
policy states:

1. A contingency fund of no less than 30 days operating expenditures for the upcoming
fiscal year to be designated for unanticipated expenditure or loss of revenue
(contingency)

2. A designated unreserved fund balance of a minimum of ten percent (10%) of the average
actual revenues for the preceding five fiscal years designated for “pay-as-you-go” capital

3. A reserved fund balance of twenty percent (20%) of the average actual revenues for the
preceding five fiscal years which is unavailable for appropriation

These amounts will not be programmed for expenditure and are only available for use within the
confines of expenditure limitations imposed by the State. A historical perspective of past general
fund balances is shown in the following chart. The decline in the General Fund balance from
fiscal year 2000-01 through fiscal year 2002-03 resulted from an economic downturn, spending
for capital projects and the creation of a municipal fire department, This trend was reversed in
fiscal year 2003-04 and the Mayor and Town Council and management are committed to
maintaining the $6.5 million of reserves in the future. A Capital Projects Fund has been created
and funded with proceeds from excess revenues collected over budgeted and unexpended
appropriations that are not needed to meet fund balance requirements or re-appropriation. In
order to maintain the General Fund balance at $6.5 million approximately $1.6 million was
transferred to the Capital Projects Fund in fiscal year 2006-07.

F\md Balance &_Reserves
~ General Fund

-~ (in miHions)

9798 98-99- 99.00 00-01 01-02 02-03 03-04 04-05 05-06 06-07
' Fiscal Years ‘ :

The Council has also adopted financial policies that include guidelines for the issuance of debt
for capital expenditures, Community Facility Districts, financing alternatives, expenditure
controls and financial planning. The policy was amended during fiscal year 2006-07 to allocate
a portion of the local construction sales tax to the Capital Projects Fund, thereby assuring that
one time revenues are used for one time expenditures. The debt policy was prepared with a
preference for “pay-as-you-go” financing for capital spending. An investment policy was
adopted and was awarded the Investment Policy Certification from the Association of Public
Treasurers of United States and Canada.
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Cash Management. State statutes permit municipalities in Arizona to invest in obligations of
the U.S. Treasury, commercial paper, corporate bonds, repurchase agreements, and the State
Treasurer’s Local Government Investment Pool (LGIP). The Town of Fountain Hills debt policy
restricts investments to securities that are 100% backed by the full faith and credit of the U.S.
government. The Town of Fountain Hills invests all idle cash in the State LGIP-GOV, which
consists of government-backed securitics. The year-to-date yield on investments as of
June 30, 2007 was 5.1960%. Investment income includes appreciation in the fair value of
investments. Increases in fair value during the current year, however, do not necessarily
represent trends that will continue; nor is it always possible to realize such amounts, especially in
the case of temporary changes in the fair value of investments that the government intends to
hold to maturity.

Daily cash deposits are made with the local bank and are maintained for payroll and payables;
these accounts are fully collateralized to $1 million.

Risk Management. The Town of Fountain Hills is a member of the Arizona Municipal Risk
Retention Pool. Risk coverage includes general liability, workers compensation, errors and
omissions, property and automobile insurance. The policy insures up to $2,000,000 per incident
occurrence plus any excess liability of up to $13,000,000 per occurrence per year. Coverage is
provided on a claims-made basis.

Pension Plan and Other Postemployment Benefits. The Town of Fountain Hills provides two
deferred compensation plans through the International City/County Management Association
(ICMA) in accordance with Internal Revenue Code Sections 401 A and 457. The 401A is funded
by mandatory employee wage deductions and matching Town contributions. The 457 is
voluntary and funded 100% through employee participation.

For further information on these plans please refer to Note 12 in the financial statements.

AWARDS AND ACKNOWLEDGMENT

Awards. The Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the Town of Fountain Hills for its
comprehensive annual financial report (CAFR) for the fiscal year ended June 30, 2006. This was
the tenth consecutive year that the government has received this prestigious award. In order to
be awarded this certificate, the government published an easily readable and efficiently
organized CAFR. This report satisfied both accounting principles generally accepted in the
United States of America and applicable legal requirements.
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This certificate is valid for a period of one year only. We believe that our current CAFR
continues to meet the program’s requirements and we are submitting it to the GFOA to
determine its eligibility for the fiscal year 2006-07 certificate.

In addition, the government also received the GFOA’s Distinguished Budget Presentation Award
for its annual budget for the fiscal year ending June 30, 2006. 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, This is the fourth consecutive year that the Town has
received the award.

Acknowledgments. The preparation of this report would not have been possible without the
efficient and dedicated services of the entire team of the Finance and Administration
Department. I would also like to extend my appreciation to the Mayor and Council for their
leadership and support. Each member of the department has my sincere appreciation for the
contributions made in the preparation of this report.

Respectfully submitted,
!

=

Kate Zanon
Interim Town Manager
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Certificate of
Achievement
for Excellence
1n Financial
Reporting

Presented to

Town of Fountain Hills
Arizona -

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2006

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.
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I.M HEINFELD, MEECH & CO., P.C.
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Corey Arvizu, CPA Fax (602) 277-9297

INDEPENDENT AUDITORS’ REPORT

The Honorable Mayor and Members of the Town Council
Town of Fountain Hills, Arizona

We have audited the accompanying financial statements of the governmental activities, each major
fund (General Fund, Development Fees Fund, General Obligation Debt Service Fund, Municipal
Property Corporation Debt Service Fund, Capital Projects Fund), and the aggregate remaining fund
information of the Town of Fountain Hills, Arizona (the Town), as of and for the year ended
June 30, 2007, which collectively comprise the Town’s basic financial statements as listed in the
table of contents. These financial statements are the responsibility of the Town’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 the 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, each major fund as listed above, and the
aggregate remaining fund information of the Town of Fountain Hills, Arizona as of June 30, 2007,
and the respective changes in financial position thereof 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
November 28, 2007, on our consideration of the Town of Fountain Hills, Arizona’s internal control
over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the
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.

TUCSON » PHOENIX ¢ FLAGSTAFF
www.heinfeldmeech.com



The management’s discussion and analysis on pages 5 through 14 and budgetary comparison
information on pages 44 through 46 are not a required part of the basic financial statements but are
supplementary information required by the Governmental Accounting Standards Board. 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 Town’s basic financial statements. The accompanying supplementary
information such as the introductory section, combining and individual 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 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 section and statistical section 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.

fongud Muen & Co.,#C

HEINFELD, MEECH & CO., P.C.
Certified Public Accountants

November 28, 2007
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TOWN OF FOUNTAIN HILLS, ARIZONA
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

As management of the Town of Fountain Hills, Arizona (Town), we offer readers of the Town’s
financial statements this narrative overview and analysis of the financial activities of the Town for
the fiscal year ended June 30, 2007. We encourage readers to consider the information presented
here in conjunction with additional information that we have furnished in our letter of transmittal,
which can be found in the introductory section of this report.

FINANCIAL HIGHLIGHTS

e The Town’s total net assets of governmental activities increased $3.8 million which
represents a 3 percent increase from fiscal year 2005-06.

e General revenues accounted for $22.7 million in revenue, or 87 percent of all fiscal year
2006-07 revenues. Program specific revenues in the form of charges for services and grants
and contributions accounted for $3.5 million or 13 percent of total fiscal year 2006-07
revenues.

e The Town had approximately $22.4 million in expenses related to governmental activities, an
increase of 35 percent from the prior fiscal year. The increase was primarily due to the
additional depreciation expense incurred during the year as a result of reporting retroactive
infrastructure assets in fiscal year 2006-07 in compliance with GASB Statement No. 34
reporting requirements.

e Among major funds, the General Fund had $16.9 million in fiscal year 2006-07 revenues,
which primarily consisted of taxes and intergovernmental revenues, and $14.3 million in
expenditures. The General Fund’s fund balance increased from $6.5 million as of
June 30, 20006, to $6.6 million as of June 30, 2007 after transfers to the Capital Projects
Fund.

OVERVIEVW OF FINANCIAL STATEMENTS

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

Government-wide financial statements. The government-wide financial statements are designed

to provide readers with a broad overview of the Town’s finances, in a manner similar to a private-
sector business.
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TOWN OF FOUNTAIN HILLS, ARIZONA
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

OVERVIEW OF FINANCIAL STATEMENTS (Cont’d)

The statement of net assets presents information on all of the Town’s assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets
may serve as a useful indicator of whether the financial position of the Town is improving or
deteriorating.

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

The government-wide financial statements outline functions of the Town that are principally
supported by taxes and intergovernmental revenues. The governmental activities of the Town
include general government, public safety, highways and streets, culture and recreation, community
development, and interest on long-term debt.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The Town uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the
funds of the Town are included in the governmental funds.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial statements.
However, unlike the government-wide financial statements, governmental fund financial
statements focus on near-term inflows 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 the Town’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
By doing so, readers may better understand the long-term impact of the Town’s near-term
financing decision. 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.
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TOWN OF FOUNTAIN HILLS, ARIZONA
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

OVERVIEW OF FINANCIAL STATEMENTS (Concl’d)

Information is presented separately in the governmental fund balance sheet and in the
governmental fund statement of revenues, expenditures and changes in fund balances for the
General Fund, Development Fees Fund, General Obligation Debt Service Fund, Municipal
Property Corporation Debt Service Fund, and Capital Projects Fund, all of which are considered
to be major funds. Data from the other governmental funds are combined into a single,
aggregated presentation. Individual fund data for each of these non-major governmental funds is
provided in the form of combining statements and schedules.

Notes to the financial statements. The notes provide additional information that is essential to a
full understanding of the data provided in the government-wide and fund financial statements. The
notes to the financial statements can be found immediately following the basic financial statements.

Other information. In addition to the basic financial statements and accompanying notes, this
report also presents certain required supplementary information concerning the Town’s budget
process. The Town adopts an annual expenditure budget for all governmental funds. A schedule of
revenues, expenditures and changes in fund balances - budget and actual has been provided for the
General Fund and Development Fees Fund as required supplementary information.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net assets may serve over time as a useful indicator of a government’s financial position. In the case
of the Town, assets exceeded liabilities by $119.0 million as of June 30, 2007.

The largest portion of the Town’s net assets (78 percent) reflects its investment in capital assets (e.g.,
land, infrastructure, buildings, improvements other than buildings, vehicles, machinery and
equipment, artwork and construction in progress), less any related debt used to acquire those assets
that is still outstanding. The Town uses these capital assets to provide services to its citizens;
consequently, these assets are not available for future spending. Although the Town’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. In addition, a portion of the Town’s net assets (10 percent) are restricted
by statute for the specified purposes of debt service repayment, capital outlay investment, and
highways and streets.

The Town’s financial position is the product of several financial transactions including the net results

of activities, the acquisition and payment of debt, the acquisition and disposal of capital assets, and
the depreciation of capital assets.
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TOWN OF FOUNTAIN HILLS, ARIZONA
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

GOVERNMENT-WIDE FINANCTAL ANALYSIS (Cont’d)

The following table presents a summary of the Town’s net assets for the fiscal years ended
June 30, 2007 and June 30, 2006.

As of
As of June 30, 2006 Percent
June 30, 2007 (As Restated) Change
Current and other assets $ 26,894,658 $ 24,581,682 9 %
Capital assets, net 120,783,479 121,368,490 <(1)
Total assets, net 147,678,137 145,950,172 1
Current and other liabilities 1,592,815 2,863,941 (44)
Long-term liabilities 27,089,593 27,931,006 (3)
Total liabilities 28,682,408 30,794,947 (7)
Net assets:
Invested in capital assets, net of related debt 92,508,637 03,655,467 (DO
Restricted 12,210,966 12,446,147 (2)
Unrestricted 14,276,126 9,053,611 58
Total net assets $ 118,995,729 $ 115,155,225 3%

The following are significant current year transactions that have had an impact on the Statement of
Net Assets.
¢ The principal retirement of $2.0 million of bonds.

e The addition of $2.7 million in capital assets through the Avenue of the Fountains
improvements, artwork donation, improvements other than buildings, and purchases of
vehicles, machinery and equipment.
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TOWN OF FOUNTAIN HILLS, ARIZONA
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

GOVERNMENT-WIDE FINANCIAL ANALYSIS (Cont’d)

Changes in net assets. The Town’s total revenues for the fiscal year ended June 30, 2007, were
$26.3 million. The total cost of all programs and services was $22.4 million. The following table
presents a summary of the changes in net assets for the fiscal years ended June 30, 2007 and
June 30, 2006.

Fiscal Year

Fiscal Year

Ended Ended Percent
June 30, 2007  June 30,2006  Change
Revenues:
Program revenues:

Charges for services $ 2,520,068 $ 4,133,263 (39) %
Operating grants and contributions 2,022,675 N/A
Capital grants and contributions 989,100 N/A

General revenues:
Sales taxes 11,407,714 11,007,924 4
Property taxes 1,385,953 1,648,947 (16)
Franchise taxes 324,318 314,359 3
State shared revenue 8,444,731 5,389,551 57
Investment income 1,094,994 673,351 63
Miscellaneous 85,418 200,921 (57)
Total revenues 26,252,296 25,390,991 3
Expenses:

General government 4,292.515 3,875,014 11
Public safety 5,935,742 5,403,620 10
Highways and streets 5,225,835 1,581,068 231
Culture and recreation 3,282,160 2,576,406 27
Community development 2,512,170 1,812,469 39
Interest on long-term debt 1,163,370 1,297,119 (10)
Total expenses 22,411,792 16,545,696 35

Change in net assets $ 3,840,504 $ 8,845,295 (57) %
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TOWN OF FOUNTAIN HILLS, ARIZONA
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

GOVERNMENT-WIDE FINANCIAL ANALYSIS (Cont’d)
Fiscal Year 2006-07 Expenses Fiscal Year 2005-06 Expenses

5% 8%
= 19% g

15%

27%

23%

B General government Public safety EJ Highways and streets

B Culture and recreation td Community development U Interest on long-term debt

The following are significant current year transactions that have had an impact on the Statement of

Activities.

e State shared revenue increased as a result of a higher than anticipated increase in State
income tax received by the State, as well as State sales tax and vehicle license tax.

¢ Highways and streets expenses increased primarily due to the additional depreciation expense
incurred during the year as a result of reporting retroactive infrastructure assets in fiscal year

2006-07 in compliance with GASB Statement No. 34 reporting requirements.

The following table presents the cost of the six major Town functional activities:
government, public safety, highways and streets, culture and recreation, community development and
interest on long-term debt. The table also shows each function’s net cost (total cost less charges for
services generated by the activities and intergovernmental aid provided for specific programs). The
net cost shows the financial burden that was placed on the State and Town’s taxpayers by each of

these functions.
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TOWN OF FOUNTAIN HILLS, ARIZONA
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

GOVERNMENT-WIDE FINANCIAL ANALYSIS (Concl’d)

Year Ended June 30, 2007 Year Ended June 30, 2006
Total Net (Expense)/ Total Net (Expense)/

Expenses Revenue Expenses Revenue
General government $ 4292515 $§ (3,381,537) $§ 3,875,014 $ 154,423
Public safety 5,935,742 (4,953,083) 5,403,620 (5,067,036)
Highways and streets 5,225,835 (5,197,650) 1,581,068 121,904
Culture and recreation 3,282,160 (2,139,842) 2,576,406 (2,510,608)

Community development 2,512,170 (2,067,142) 1,812,469 (1,812,469)
Interest on long-term debt 1,163,370 (1,163,370) 1,297,119 (1,275,972)
Total $22,411,792 $ (18,902,624) $ 16,545,696 $ (10,389,758)

e The cost of all governmental activities this year was $22.4 million.

e State government and charges for services subsidized certain programs with grants and
contributions and other local revenues of $3.5 million.

e Netcost of governmental activities ($18.9 million) was financed by general revenues, which
are made up of primarily sales taxes ($11.4 million) and state shared revenue ($8.4 million).
Investment earnings accounted for $1.1 million of funding,

FINANCIAL ANALYSIS OF THE TOWN’S FUNDS

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

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

The financial performance of the Town as a whole is reflected in its governmental funds. As the
Town completed the year, its governmental funds reported a combined fund balance of
$23.2 million, an increase of $4.1 million due primarily to unexpended revenues in the Capital
Projects Fund.

The General Fund comprises 28 percent of the total fund balance. Approximately $3.7 million, or
56 percent of the General Fund’s fund balance constitutes unreserved fund balance. The remaining
fund balance is reserved to indicate that it is not available for spending because it has already been
committed as follows:

e $11,753 for inventory
e $2,922391 for other purposes
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TOWN OF FOUNTAIN HILLS, ARIZONA
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

FINANCIAL ANALYSIS OF THE TOWN’S FUNDS (Concl’d)

The General Fund is the principal operating fund of the Town. The fund balance increased $69,901
in the General Fund to $6.6 million as of June 30, 2007. General Fund revenues decreased
$754,358. General Fund expenditures increased $1.7 million. This was primarily due to 2 $927,500
payment to settle a dispute over a lease agreement and a $485,000 increase in contract services for
law enforcement and fire and emergency medical services during the year.

BUDGETARY HIGHLIGHTS

Over the course of the year, the Town revised the General Fund annual expenditure budget in
connection with the Town’s payment of the judgment in the Lukenda lawsuit. The revision created a
transfer within the General Fund and did not result in an increase of expenditures.

A schedule showing the original and final budget amounts compared to the Town’s actual financial
activity for the General Fund is provided in this report as required supplementary information. The
significant variances are summarized as follows:

¢ The favorable variance of $408,968 in intergovernmental revenues was a result of a higher
than anticipated State income tax received by the State, as well as State sales tax and vehicle
license tax.

o The unfavorable variance of $669,606 in licenses and permits was a result of the Town
experiencing a significant drop in the number of building permits issued to contractors from
the prior year. During fiscal year 2005-06, the Town received 325 multi-family permits
compared to 14 in fiscal year 2006-07. Similarly, 71 single family permits were received
compared to 130 the prior year. This resulted in a 50 percent decline in building permit
revenue.

o The favorable variance of $547,331 in general and administrative expenditures was a result
of the Town Council authorizing a budget increase in the amount of $927,491 to the
Administration Department, reducing the Parks and Recreation Department capital budget by
the same amount (Resolution 2007-20, May 2007). The Administrative budget included a
line item for a possible sales tax refund that was not resolved. An appropriation in the
Administration budget of $400,000 for a sales tax refund was not expended, but has been
carried forward to fiscal year 2007-08.

o The favorable variance of $814,761 in capital outlay was a result of the Town Council
authorizing a budget transfer in the amount of $927,491 to the Administration Department to
settle a disputc with a previous landlord. The transfer came from a capital project
appropriation in the Parks and Recreations Department that was not ready for construction
until fiscal year 2007-08.
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TOWN OF FOUNTAIN HILLS, ARIZONA
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets. As of June 30, 2007, the Town had invested $181.7 million in capital assets,
including buildings, vehicles, computers, equipment, infrastructure and artwork. This amount
represents a net increase prior to depreciation of $2.5 million from last year, primarily due to the
Avenue of the Fountains improvements and art donation received by the Town during the year. Total
depreciation expense for the year was $4.6 million,

The following schedule presents a summary of capital asset balances for the fiscal years ended
June 30, 2007 and June 30, 2006.

Asof
Asof June 30, 2006
June 30, 2007  (As Restated)
Capital assets - non-depreciable $ 24,623,735 $ 23,571,668
Capital assets - depreciable net 94,795,369 97,796,822
Total $ 119,419,104 $ 121,368,490

Additional information on the Town’s capital assets can be found in Note 5.

Debt Administration. At year-end, the Town had $26.9 million in long-term debt outstanding,
$2.0 million due within one year. This represents a net decrease of $2.0 million.

State statutes currently limit the amount of general obligation debt a Town may issue to 6 percent
and 20 percent of its total secondary assessed valuation. The current debt limitation for the Town is
$158.8 million, which is more than the Town’s outstanding general obligation debt.

Additional information on the Town’s long-term debt can be found in Notes 6-7.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES

Many factors were considered by the Town’s administration during the process of developing the
fiscal year 2007-08 budget. The fiscal year 2007-08 budget was developed based on the goals and
priorities of the Town Council; appropriations include funding for:

e Conducting an economic study of the Town’s financial future.
Implementation of the second year of the Strategic Plan.

e Greater capital investment (23 percent of the budget) - major park improvements, technology
upgrades, and street maintenance.

e Engineering and design for sidewalk plan for increased pedestrian safety.
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TOWN OF FOUNTAIN HILLS, ARIZONA
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES (Concl’d)

The fiscal year 2007-08 budget could not be prepared without considering the condition of the
regional, state and national economies, specifically the real estate and construction industry.
Construction related revenues are declining and the Town is projecting growth by only 1.3 percent
over the fiscal year 2006-07 budget. Expenditures are projected to increase only 1.5 percent over the
prior year, including capital. Additional concerns are the increased cost of doing business. The
Town is a service organization; public safety services are provided by contract. The cost of
providing those services exceeds the rate of revenue growth.

The Town’s overall authorized full-time equivalent positions have not increased over the prior year.

The Town has maintained a General Fund reserve balance of 30 percent of revenues; the budgeted
expenditures do not include any use of fund balance.

The Town Council approved a resolution that authorizes the transfer of 85 percent of the
construction sales tax to the Capital Projects Fund to pay for one-time capital costs.

These indicators were considered when adopting the budget for fiscal year 2007-08. Budgeted
expenditures in the General Fund increased 5 percent to $16.8 million in fiscal year 2007-08.

CONTACTING THE TOWN’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, and investors and creditors with a
general overview of the Town’s finances and to demonstrate the Town’s accountability for the
resources it receives. If you have questions about this report or need additional information, contact
the Finance Department, Town of Fountain Hills, 16705 East Avenue of the Fountains, Fountain
Hills, Arizona 85268.
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GOVERNMENT-WIDE FINANCIAL STATEMENTS
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ASSETS
Current assets:
Cash and investments
Taxes receivable
Special assessments receivable
Accounts receivable
Due from governmental entities
Inventory, at cost
Deferred charges
Total current assets

Noncurrent assets:

Deferred charges
Land
Infrastructure
Buildings
Improvements other than buildings
Vehicles, machinery, and equipment
Artwork
Construction in progress
Accumulated depreciation

Total noncurrent assets

Total assets

LIABILITIES
Current liabilities:
Accounts payable
Accrued payroll and employee benefits
Compensated absences payable
Accrued interest payable
Unearned revenue
Bonds payable
Bonds premium payable
Total current liabilities

Noncurrent liabilities:

Non-current portion of long-term obligations

Total non-current liabilities
Total liabilities

NET ASSETS

Invested in capital assets, net of related debt

Restricted for:
Highways and streets
Debt service
Capital outlay

Unrestricted

Total net assets

The notes to the financial statements are an integral part of this statement.
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TOWN OF FOUNTAIN HILLS, ARIZONA
STATEMENT OF NET ASSETS
JUNE 30, 2007

Governmental
Activities

$ 25,148,906
26,357

5,272

237,510
1,347,312
11,753

117,548
26,894,658

1,364,375
23,571,668
125,495,515
17,754,746
10,169,670
3,696,144
989,100
62,967
(62,320,706)
120,783,479
147,678,137

836,043
27,417
189,047
543,705
185,650
1,965,000
9,921
3,756,783

24,925,625
24,925,625
28,682,408

92,508,637

897,252
1,397,044
9,916,670

14,276,126

$ 118,995,729




TOWN OF FOUNTAIN HILLS, ARIZONA
STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2007
Net (Expense)
Revenue
and Changes
Program Revenues in Net Assets
Capital
Charges for Grantsand  Governmental
Functions/Programs Expenses Services Contributions Activities
Governmental activities:
General government $ 4,292,515 $ 910,978 §$ $ (3,381,537)
Public safety 5,935,742 982,659 (4,953,083)
Highways and streets 5,225,835 28,185 (5,197,650)
Culture and recreation 3,282,160 153,218 989,100 (2,139,842)
Community development 2,512,170 445,028 (2,067,142)
Interest on long-term debt 1,163,370 (1,163,370)
Total governmental activities $ 22411,792 $§ 2,520,068 $ 989100 (18,902,624)
General revenues:;
Taxes:

Sales taxes 11,407,714

Property taxes 1,385,953

Franchise taxes 324318

State shared revenue 8,444,731

Investment income 1,094,994

Miscellaneous 85,418

Total general revenues 22,743,128

Changes in net assets 3,840,504

Net assets, beginning of year, as restated

Net assets, end of year

115,155,225

$118,995,720

The notes to the financial statements are an integral part of this statement.
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TOWN OF FOUNTAIN HILLS, ARIZONA
BALANCE SHEET - GOVERNMENTAL FUNDS

JUNE 30, 2007
General
Development Obligation Debt
General Fees Service
ASSETS
Cash and investments b 6,010,357 $ 3,770,857 § 1,240,147
Taxes receivable 11,929 13,947
Special assessments receivable
Accounts receivable 237,510
Due from governmental entities 1,035,258 20,437
Inventory, at cost 11,753
Total assets $ 7,306,807 $ 3,770,857 % 1,274,531
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable h 657,284 § 47,423 §
Accrued payroll and employee benefits 23,724
Bond interest payable 192,273
Deferred revenue 25,650 160,000 5,888
Bonds payable 980,000
Total liabilities 706,658 207,423 1,178,161
Fund balances:
Reserved for inventory 11,753
Reserved for other purposes 2,922,391
Unreserved:
Undesignated 2,204,810 3,563,434 96,370
Designated for non-recurring items 1,461,195
Unreserved reported in:
Special revenue funds
Debt service funds
Total fund balances 6,600,149 3,563,434 96,370

Total liabilities and fund balances $ 7,306,807 § 3,770,857 § 1,274,531

The notes to the financial statements are an integral part of this statement.
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Municipal

Property Non-Major Total
Corporation Governmental Governmental
Debt Service Capital Projects Funds Funds
$ 2,232,932 § 10,003,996 § 1,890,617 § 25,148,906
481 26,357
5272 5,272
237,510
291,617 1,347,312
11,753
3 2,232,932 § 10,003,996 § 2,187,987 § 26,777,110
5 $ 87.326 $ 44,010 3 836,043
3,693 27417
255,843 95,589 543,705
4,482 196,020
715,000 270,000 1,965,000
970,843 87,326 417,774 3,568,185
11,753
2,922,391
1,262,089 9,916,670 17,043,373
1,461,195
1,741,998 1,741,998
28,215 28,215
1,262,089 9,916,670 1,770,213 23,208,925
$ 2,232932  § 10,003,996 §$ 2,187,987 % 26,777,110
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TOWN OF FOUNTAIN HILLS, ARIZONA

RECONCILIATION OF THE BALANCE SHEET - GOVERNMENTAL FUNDS

TO THE STATEMENT OF NET ASSETS

JUNE 30, 2007

Total governmental fund balances

Amounts reported for governmental activities in the Statement of
Net Assets are different because:

Deferred charges related to the issuance of refunding bonds are
amortized over the life of the associated refunding issue in the
government-wide statements but not reported in the funds,

Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds.

Governmental capital assets
Less accumulated depreciation

Some revenues are not available to pay for current
period expenditures and, therefore, are deferred in the funds.

Special assessments
Property taxes

Long-term liabilities are not due and payable in the
current period and therefore are not reported in
the funds.

Compensated absences payable

Bonds payable
Bonds premium payable

Net assets of governmental activities

The notes to the financial statements are an integral part of this statement,
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$

181,739,810
(62,320,706)

4,482
3,888

(189,047)
(24,821,453)
(114,093)

23,208,925

1,481,923

119,419,104

10,370

(25,124,593)

118,995,729



TOWN OF FOUNTAIN HILLS, ARIZONA
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
GOVYERNMENTAL FUNDS

YEAR ENDED JUNE 30, 2007
General
Development Obligation Debt
General Fees Service
Revenues:
Taxes $ 8,066,378 § $ 1,232,781
Intergovernmental 6,248,222
Fines and forfeitures 281,173
Licenses and permits 1,239,318
Charges for services 252,165 618,605
Rents and royalties 267,350
Special assessments
Investment income 467,164 151,632 25,786
Miscellaneous 85,418
Total revenues 16,907,188 770,237 1,258,567
Expenditures:
Current -
General government 3,636,066
Public safety 5,689,020
Highways and streets
Culture and recreation 2,109,903
Community development 2,462,643
Capital outlay 373,695 475,831
Debt service -
Principal retirement 980,000
Interest and fiscal charges . 384,544
Total expenditures 14,271,327 475,831 1,364,544
Excess (deficiency) of revenues over expenditures 2,635,861 294,406 (105,977)
Other financing sources (uses):
Transfers in 520,000
Transfers out (2,565,960)
Total other financing sources (uses) (2,565,960) 520,000
Changes in fund balances 69,901 814,406 (105,977)
Fund balances, beginning of year 6,530,248 2,749,028 202,347
Fund balances, end of year $ 6,600,149 § 3,563,434 § 96,370

The notes to the financial statements are an integral part of this statement.
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Municipal

Property Non-Major Total
Corporation Governmental Governmental
Debt Service Capital Projects Funds Funds

§ $ 1,938,111 § 1,921,817 & 13,159,087
2,196,509 8,444,731
23,041 304,214
1,239,318
28,185 898,955
267,350
4228 4,228
45,619 307,515 97,278 1,094,994
85,418
45,619 2,245,626 4,271,058 25,498,295
388,485 4,024,551
5,689,020
2,028,397 2,028,397
21,471 2,131,374
2,462,643
1,122,054 31,307 2,002,887
715,000 273,228 1,968,228
473,349 200,772 1,058,665
1,188,349 1,122,054 2,943,660 21,365,765
(1,142,730) 1,123,572 1,327,398 4,132,530
1,668,249 2,045,860 148,960 4,383,069
(1,817,109) (4,383,069)

1,668,249 2,045,860 (1,668,149)
525,519 3,169,432 (340,751) 4,132,530
736,570 6,747,238 2,110,964 19,076,395
b 1,262,080 § 9.916,670 % 1,770,213  § 23,208,925
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TOWN OF FOUNTAIN HILLS, ARIZONA
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2007

Net changes in fund balances - total governmental funds $

Amounts reported for governmental activities in the Statement of Activities are
different because:

Governmental funds report capital outlay as expenditures. However, in the Statement
of Activities, the cost of those assets are allocated over their estimated useful lives
as depreciation expense.

Expenditures for capitalized assets $ 2,684,134
Less current year depreciation (4,625,000)

Some revenues will not be available to pay for current-period
expenditures and, therefore, are deferred in the funds.

Property taxes (45,330)
Intergovernmental (189,769)

Repayment of long-term debt is an expenditure in the governmental funds,
but the repayment reduces long-term liabilities in the Statement of Net Assets.

Some expenses reported in the Statement of Activities do not require the use
of current financial resources and therefore are not reported as expenditures

in governmental funds.

Amortization of deferred charges (114,626)
Compensated absences 28,936

The disposal of capital assets resulted in a loss on the Statement of Activities.
However, the loss is not an expenditure in the governmental funds.

Change in net assets in governmentatl activities $

The notes to the financial statements are an integral part of this statement,
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(1,940,866)

(235,099)

1,978,149

(85,690)

(8,520)
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TOWN OF FOUNTAIN HILLS, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Town of Fountain Hills, Arizona (Town) have been prepared in
conformity with accounting principles generally accepted in the United States of America as
applied to government units. The Governmental Accounting Standards Board (GASB) is the
accepted standard-setting body for establishing governmental accounting and financial reporting
principles.

The more significant of the Town’s accounting policies are described below.
A. Reporting Entity

The Town is a municipal entity governed by an elected Mayor and council. As required by
accounting principles generally accepted in the United States of America, these financial
statements present the Town and its component units, entities for which the Town is considered
to be financially accountable. Blended component units, although legally separate entities, are,
in substance, part of the Town’s operations and so data from these units are combined with data
of the Town, the primary government.

The financial reporting entity consists of a primary government and its component units. A
component unit is a legally separate entity that must be included in the reporting entity in
conformity with generally accepted accounting principles. The Town is a primary government
that has a separately elected governing body, is legally separate, and is fiscally independent of
other state or local governments. Furthermore, component units combined with the Town for
financial statement presentation purposes and the Town are not included in any other
governmental reporting entity. Consequently, the Town’s financial statements include only the
funds of those organizational entities for which its elected governing body is financially
accountable.

The Eagle Mountain Community Facilities Town and the Cottonwoods Improvement Town. As
special purpose districts and separate political subdivisions under the Arizona Constitution, the
districts can levy taxes and issue bonds independently of the Town. Property owners in the
designated areas are assessed for Town taxes, and thus for the costs of operating the districts.
‘The Town Council serves as the Board of Directors; however, the Town has no liability for the
districts” debt. For financial reporting purposes, transactions of the Towns are combined
together and included as if they were part of the Town’s operations,

Town of Fountain Hills, Arizona Municipal Property Corporation. The Town of Fountain Hills,
Arizona Municipal Property Corporation’s (MPC) Board of Directors consists of three members
which are appointed by the Fountain Hills Town Council. The MPC, which is a nonprofit
corporation incorporated under the laws of the State of Arizona, was formed for the sole purpose
of assisting the Town in obtaining financing for various projects of the Town. The Town has a
“moral obligation” for the repayment of the MPC’s bonds. For financial reporting purposes,
transactions of the MPC are combined together and included as if they were part of the Town’s
operations.
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TOWN OF FOUNTAIN HILLS, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

B. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.¢., the statement of net assets and the statement of
activities) present financial information about the Town as a whole. The reported information
includes all of the nonfiduciary activities of the Town. For the most part, the effect of internal
activity has been removed from these statements. These statements are to distinguish between
the governmental and business-type activities of the Town. Governmental activities normally
are supported by taxes and intergovernmental revenues.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include 1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes, state
shared revenues, investment income and other items not included among program revenues are
reported instead as general revenues.

Separate financial statements are provided for governmental funds. Major individual
governmental funds are reported as separate columns in the fund financial statements,

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

Government-wide Financial Statements - The government-wide financial statements are
reported using the economic resources measurement focus and the accrual basis of accounting.
Revenues are recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized as revenues in the
year for which they are levied. Grants and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the grantor or provider have been met. As a general rule the
effect of internal activity has been eliminated from the government-wide financial statements;
however, the effect of interfund services provided and used between functions are reported as
expenses and program revenues at amounts approximating their external exchange value.

Fund Financial Statements - Governmental fund financial statements are reported using the
current financial resources measurement focus and the modified accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and available. Revenues are
considered to be available when they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the Town considers revenues
to be available if they are collected within 60 days of the end of the current fiscal period.
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TOWN OF FOUNTAIN HILLS, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service resources are provided during the current year for payment of long-term
debt principal and interest due carly in the following year (not to exceed one month) and
therefore the expenditures and related liabilities have been recognized. Compensated absences
are recorded only when payment is due.

Property taxes, sales taxes, franchise taxes, licenses and permits, charges for services, special
assessments and investment income associated with the current fiscal petiod are all considered to
be susceptible to accrual and so have been recognized as revenues of the current fiscal period.
Grants and similar awards are recognized as revenue as soon as all eligibility requirements
imposed by the grantor or provider have been met. Miscellaneous revenue is not susceptible to
accrual because generally they are not measurable until received in cash. Grants and similar
awards are recognized as revenue as soon as all eligibility requirements imposed by the grantor
or provider have been met. Deferred revenues also arise when resources are reccived by the
Town before it has legal claim to them, as when grant monies are received prior to meeting all
eligibility requirements imposed by the provider.

Delinquent property taxes have been recorded as deferred revenue. Receivables that will not be
collected within the available period have also been reported as deferred revenue on the
governmental fund financial statements.

The Town reports the following major governmental funds.

General Fund - This fund accounts for all financial resources of the Town, except those
required to be accounted for in other funds,

Development Fees Fund - This fund accounts for development fees collected from
developers restricted for projects approved by the Town Council.

General Obligation Debt Service Fund - This fund accounts for the Town’s property tax
revenues received to pay the debt service of the Town’s general obligation bonds.

Municipal Property Corporation Debt Service Fund - This fund accounts for the revenues
received to pay the debt service on MPC revenue bonds.

Capital Projects Fund - This fund accounts for the capital improvements to various projects
of the Town.

When both restricted and unrestricted resources are available for use, it is the Town’s policy to
use restricted resources first, then unrestricted resources as they are needed.
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TOWN OF FOUNTAIN HILLS, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

The focus of governmental fund financial statements is on major funds rather than reporting
funds by type. Each major fund is presented in a separate column. Non-major funds are
aggregated and presented in a single column.

D. Investments

Nonparticipating interest-earning investment contracts are stated at cost. Money market
investments and participating interest investment contracts with a remaining maturity of one year
or less at time of purchase are stated at amortized cost. All other investments are stated at fair
value.

E. Investment Income

Investment income is composed of interest and net changes in the fair value of applicable
investments.

F. Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at
the end of the fiscal year are referred to as either “due to/from other funds” (i.e., the current
portion of interfund loans) or “advances to/from other funds” (i.c., the non-current portion of
interfund loans). All other outstanding balances between funds are reported as “due to/from
other funds.”

All trade and property tax receivables are shown net of an allowance for uncollectibles.

Property taxes are levied by the Town and collected by the Maricopa County Treasurer. Property
taxes are levied no later than the third Monday in August and are payable in two installments due
October 1 of the current year and March 1 of the subsequent year. Taxes become delinquent
after the first business day of November and May, respectively. Interest attaches on installments
after the delinquency date.

Pursuant to A.R.S. a lien against assessed real and personal property attaches on the first day of
January preceding assessment and levy; however according to case law, an enforceable legal
claim to the asset does not arise.

The State Constitution and State law specify a property tax levy limitation system. The system

consists of two levies, a limited levy known as the primary property tax levy and an unlimited
levy referred to as the secondary levy, which may only be used to retire bonded indebtedness.
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TOWN OF FOUNTAIN HILLS, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

The primary tax levy is limited to an increase of 2 percent over the previous year’s maximum
allowable primary levy, plus an increased dollar amount because of a net gain in property not
taxed the previous year. Also, the primary property tax from all taxing jurisdictions for
homeowners may not exceed 1 percent of the market value of their homes. If the combined
primary property tax (for the Town, County, School Town, etc.) exceeds 1 percent of the market
value of the homes, the school districts will reduce their rate until the homeowners’ aggregate
rate is equal to or less than the allowable 1 percent. The State will then subsidize the school
districts for the reduced revenue. This 1 percent limitation applies to primary property taxes
only and does not affect the secondary property tax levy.

There is also a control on the assessed value of property for primary tax purposes. The base year
for the new tax system is fiscal year 1978-79. From this base year, two assessed values evolve.
The primary assessed values are allowed to increase by no more than 10 percent a year. The
dollar amount of the secondary property tax levy is “unlimited” and the actual full cash value of
property is used in determining the tax rate.

G. Inventory

Inventories are stated at average cost using the first-in/first-out (FIFO) method. Inventories
consist of expendable supplies held for consumption. Inventories are recorded as expenses when
consumed in the government-wide financial statements, and as expenditures when consumed on
the fund financial statements.

H. Capital Assets

Capital assets, which include land, artwork, buildings, improvements other than buildings,
vehicles, machinery, and equipment, construction in progress, and infrastructure assets (e.g.,
roads, bridges, sidewalks, and similar items), are reported in the applicable governmental or
business-type activities columns in the government-wide financial statements. Capital assets are
defined by the Town as assets with an initial, individual cost of $10,000 or more and an
estimated useful life of more than one year. Such assets are recorded at historical cost or
estimated historical cost if actual historical cost is not available. Donated capital assets are
recorded at estimated fair market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or

materially extend the life of the asset are not capitalized. Major outlays for capital assets and
improvements are capitalized as projects are constructed.
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TOWN OF FOUNTAIN HILLS, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Capital assets of the Town are depreciated using the straight-line method over the following
estimated useful lives:

Assets Years
Infrastructure 15-50
Buildings 50
Improvements other than buildings 20

Vehicles, machinery and equipment 5-15
I. Compensated Absences

The Town’s employee vacation and sick leave policies generally provide for granting vacation
and sick leave with pay. Sick leave and vacation benefits vest after 30 days at the employee’s
current rate of pay.

The current and long-term liabilities, including related benefits, for accumulated vacation and
sick leave are reported on the government-wide financial statements. A liability for these
amounts, including related benefits, is reported in governmental funds only if they have matured,
for example, as a result of employee leave, resignations and retirements. Generally, resources
from the General Fund are used to pay for compensated absences.

J. Long-term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities on the statement of net assets. Bond premiums and discounts, as well as
issuance costs and the difference between the reacquisition price and the net carrying amount of
the old debt, are deferred and amortized over the life of the bonds using the straight-line method
over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount of debt
issued is reported as other financing sources. Premiums received on debt issuances are reported
as other financing sources while discounts of debt issuances are reported as other financing uses.
Issuance costs, whether or not withheld from the actual debt proceeds received, are reported as
debt service expenditures.

K. Fund Equity
In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for expenditures or are legally restricted by outside parties for use

for a specific purpose. Designations of fund balance represent tentative management plans that
are subject to change.
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TOWN OF FOUNTAIN HILLS, ARTIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Concl’d)
L. Interfund Activity

Flows of cash from one fund to another without a requirement for repayment are reported as
interfund transfers. Interfund transfers between governmental funds are eliminated in the
Statement of Activities. Interfund transfers in the fund statements are reported as other financing
sources/uses in governmental funds,

M. Estimates

The preparation of the financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and accompanying
notes. Actual results may differ from those estimates.

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Excess Expenditures Over Budget — At June 30, 2007, the following individual major and
non-major governmental funds had expenditures that exceeded the budget.

Budget Expenditures  Excess

Major Fund:

Capital Projects Fund $ 800,000 $§ 1,122,054 $ 322,054
Non-Major Governmental Fund:

Eagle Mountain Debt Service Fund 338,100 339,259 1,159

Capital improvements for the Downtown area were anticipated to be expended within the Excise
Tax Fund; however, the project was transferred to the Capital Projects Fund, accounting for the
overexpenditure.

Cash was available to cover all of the overexpenditures listed above.

NOTE 3 - CASH AND INVESTMENTS

AR.S. authorize the Town to invest public monies in the State Treasurer’s local government
investment pools, obligations of the U.S. Government and its agencies, obligations of the State
and certain local government subdivisions, interest-bearing savings accounts and certificates of
deposit, collateralized repurchase agreements, certain obligations of U.S. corporations, and
certain other securities. The statutes do not include any requirements for credit risk, custodial
credit risk, concentration of credit risk, interest rate risk, or foreign currency risk for the Town’s
investments.
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TOWN OF FOUNTAIN HILLS, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

NOTE 3 - CASH AND INVESTMENTS (Concl’d)

The State Treasurer’s pools are external investment pools, the Local Government Investment
Pool (Pool 5) and Local Government Investment Pool-Government (Pool 7), with no regulatory
oversight. The pools are not required to register (and are not registered) with the Securities and
Exchange Commission. The fair value of each participant’s position in the State Treasurer
investment pools approximates the value of the participant’s shares in the pool.

Custodial Credit Risk - Deposits. Custodial Credit risk is the risk that in the event of bank
failure the Town’s deposits may not be returned to the Town. The Town does not have a deposit
policy for custodial credit risk. As of June 30, 2007, Town deposits of $894,201 were uninsured
and collateralized with securities held by the pledging financial institution. In addition,
$2,535,872 was held by the paying agent and covered by collateral held by the agent in the
Town’s name.

At June 30, 2007, the Town’s investments consisted of the following.

Investment Type Maturities Fair Value

Town of Fountain Hills bonds 01/01/2009 $ 5,100

State Treasurer’s investment pool 5 84 days average 21,712,283
Total $ 21,717,383

Interest Rate Risk. The Town does not have a formal investment policy that limits investment
maturities as a means of managing its exposure to fair value losses arising from increasing
interest rates.

Credit Risk. The Town has no investment policy that would further limit its investment choices.
As of June 30, 2007, the Town’s investment in the State Treasurer’s investment pool did not
receive a credit quality rating from a national rating agency.

Custodial Credit Risk - Investments. The Town’s investment in the State Treasurer’s investment
pool represents a proportionate interest in the pool’s portfolio; however the Town’s portion is not
identified with specific investments and is not subject to custodial credit risk.

Concentration of Credit Risk. The Town places no limit on the amount the Town may invest in
any one issuer.

Cash and investments at June 30, 2007 consisted of the following:

Carrying amount of Town’s deposits ~ $ 894,201

State Treasurer’s Investment Pool 21,712,283
Town of Fountain Hills bonds 5,100
Petty cash on hand 1,450
Cash with paying agent 2,535,872
Total cash and investments $ 25,148,906
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TOWN OF FOUNTAIN HILLS, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

NOTE 4 - RECEIVABLES

Receivable balances, net of allowance for uncollectibles, have been disaggregated by type and
presented separately in the financial statements with the exception of due from governmental
entities. Due from governmental entities, net of allowance for uncollectibles, as of year end for
the Town’s individual major funds and non-major governmental funds in the aggregate, are as

follows.
General
Obligation
Debt Non-Major
General Service Governmental
Fund Fund Fund

Due from governmental entities:
Due from State government $1,035258 § 20,437 $ 291,617
Net due from governmental entities $1,035258 $ 20,437 $ 291,617

Governmental funds report deferred revenue in connection with receivables for revenues that are
not considered to be available to liquidate liabilities of the current period. Governmental funds
also defer revenue recognition in connection with resources that have been received, but not yet
earned. At the end of the current fiscal year, the various components of deferred revenue
reported in the governmental funds were as follows.

Unavailable Unearned

Miscellaneous (General Fund) $ $ 25,650
Miscellaneous (Development Fees Fund) 160,000
Property taxes (General Obligation Debt Service Fund) 5,888
Special assessments (Non-Major Governmental Funds) 4,482

Total deferred revenue for governmental funds $ 10,370 $ 185,650
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NOTES TO FINANCIAL STATEMENTS
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NOTE 5 - CAPITAL ASSETS

A summary of capital asset activity for the fiscal year ended June 30, 2007 follows.

Beginning
Balance Ending
Governmental Activities (As Restated) Increase Decrease Balance
Capital assets, not being depreciated:
Land § 23,571,668 % $ $ 23,571,668
Artwork 989,100 989,100
Construction in progress 62,967 62,967
Total capital assets, not being depreciated 23,571,668 1,052,067 24,623,735
Capital assets, being depreciated:
Infrastructure 124,453,195 1,042,320 125,495,515
Buildings 17,754,746 17,754,746
Improvements other than buildings 9,710,860 458,810 10,169,670
Vehicles, machinery and equipment 3,700,121 130,937 134,914 3,696,144
Total capital assets being depreciated 155,618,922 1,632,067 134,914 157,116,075
Less accumulated depreciation for:
Infrastructure (50,733,985)  (3,519,076) (54,253,061)
Buildings (1,306,281) (355,725) (1,662,006)
Improvements other than buildings (2,999,791) (503,699) (3,503,490)
Vehicles, machinery and equipment (2,782,043) (246,500) (126,394) (2,902,149)
Total accumulated depreciation (57,822,100)  (4,625,000) (126,394)  (62,320,706)
Total capital assets, being depreciated, net 97,796,822 (2,992,933) 8,520 94,795,369

Governmental activities capital assets, net $

121,368,490 $ (1,940,866)

$ 8,520 $119,419,104

Depreciation expense was charged to functions/programs as follows:

Governmental activities:
General government
Public safety
Highways and streets

Culture and recreation

Community development
Total depreciation expense
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TOWN OF FOUNTAIN HILLS, ARIZONA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

NOTE 6 - BONDS PAYABLE

Bonds payable at June 30, 2007, consisted of the following general obligation, municipal
property corporation, special assessment, and community facilities district bonds. The bonds are
both callable and noncallable with the interest payable semiannually. Property taxes from the
General Obligation Bond Debt Service Fund and Eagle Mountain Debt Service Fund are used to
pay general obligation and community facilities district bonds. Special assessments imposed on
certain parcels of land within the assessment district are used to pay the Special Assessment

District bonds.
Original Outstanding
Amount Interest Principal Due Within

Description Issued Rates Maturity  June 30,2007 _ One Year
Governmental activities:
General Obligation Bonds, Series 1999 § 1,400,000 4.6-4.9% 7/1/07-10  § 400,000 $ 100,000
General Obligation Bonds, Project of

1999, Series B (2000) 3,700,000 5.2-5.25% 7/1/07-09 800,000 250,000
General Obligation Bonds, Project of

1997, Series 2001 6,000,000 4.125-6.0%  7/1/07-11 1,400,000 250,000
General Obligation Refunding Bonds,

Series 2005 7,225,000 3.25-4.0% 7/1/07-19 7,000,000 380,000
Eagle Mountain Community Facilities

District, General Obligation

Refunding Bonds, Series 2005 4,555,000 3.25-4.125% 7/1/07-21 4,415,000 160,000
Street and Highway User Revenue

Refunding Bonds, Series 1998 1,075,000 4.5-4.625%  7/1/07-10 455,000 110,000
Municipal Facilities Revenue Bonds,

Series 2000 4,680,000 5.0-5.25% 7/1/07-12 1,255,000 175,000
Municipal Facilities Revenue Bonds,

Series 2001 7,750,000 3.75-4.5% 7/1/07-13 2,440,000 315,000
Municipal Facilities Revenue Bonds,

Series 2004 3,645,000 3.0-4.5% 7/1/07-19 3,350,000 145,000
Unamortized premium on Municipal

Facilities Revenue Bonds, Series

2004 143,856 3.0-4.5% 7/1/07-19 124,014 9,921
Municipal Facilities Revenue

Refunding Bonds, Series 2005 5,330,000 3.25-4.5% 7/1/07-20 5,265,000 80,000
Cottonwoods Improvement District

Improvement Bond 32,276 5.25% 1/1/08-09 6,453 3,228
Total $ 26,910,467 § 1,978,149
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NOTE 6 - BONDS PAYABLE (Concl’d)

Annual debt service requirements to maturity on general obligation and other bonds at June 30,
2007, are summarized as follows.

Year ending June 30: Principal Interest ~ Premium Total
2008 § 1968228 § 1,046,437 $ 9921 § 3,024,586
2009 2,153,225 961,671 9,921 3,124,817
2010 2,240,000 872,022 9,921 3,121,943
2011 2,460,000 777,276 9,921 3,247,197
2012 2,115,000 686,367 9,921 2,811,288
2013-17 10,410,000 2,099,600 49,605 12,559,205
2018-22 5,440,000 439,323 24,804 5,904,127

Total $ 26,786,453 § 6,882,696 $124,014 § 33,793,163

In prior years, the District defeased certain general obligation and other bonds by placing the
proceeds of new bonds in an irrevocable trust to provide for all future debt service payments on
the defeased bonds. Accordingly, the trust account assets and the liability for the defeased bonds
are not included in the District’s financial statements. At June 30, 2007, $11,985,000 of
defeased bonds are still outstanding.

NOTE 7 - CHANGES IN LONG-TERM LIABILITIES

Long-term liability activity for the year ended June 30, 2007 was as follows.

Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Governmental activities:

Compensated absences $ 217,983 $279,675 $ 308,611 $ 189,047 $ 189,047
General obligation bonds payable 24,323,935 1,834,921 22,489,014 1,814,921
Special assessment bonds payable 9,681 3,228 6,453 3,228
Community facilities district bonds payable 4,555,000 140,000 4,415,000 160,000

Governmental activities long-term
liabilities $29,106,599 §$279,675 $2,286,760 $ 27,099,514 $ 2,167,196
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NOTE 8 - INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS

Interfund transfers:

Transfers in

Municipal
Property
= Corporation
o Development Debt Capital Non-Major
g Fees Service Projects  Governmental
k! Fund Fund Fund Funds Total
éGeneral Fund $ 520,000 $ 387,000 $1,645,000 § 13,960 § 2,565,960
= Non-Major
Governmental Funds 1,281,249 400,860 135,000 1,817,109
Total $ 520,000 $ 1,668,249 §$2,045860 $ 148,960 § 4,383,069

Interfund transfers were made by the Town during the fiscal year to ensure that sufficient
resources were available to cover expenditures in the applicable funds.

NOTE 9 - CONTINGENT LIABILITIES

Lawsuits - The Town is a defendant in various lawsuits. Although the outcome of these lawsuits
is not presently determinable, in the opinion of the Town’s legal counsel, the resolution of these
matters will not have a material adverse effect on the financial condition of the Town.

NOTE 10 - PRIOR PERIOD ADJUSTMENT

The July 1, 2006, government-wide net assets do not agree to the prior year financial statements

due to the inclusion of retroactive infrastructure assets in compliance with GASB Statement
No. 34 reporting requirements,

Statement of

Activities
Net Assets, June 30, 2006, as previously
reported $ 42,306,265
Retroactive infrastructure assets 72,848,960
Net Assets, July 1, 2006, as restated $ 115,155,225
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NOTE 11 - RISK MANAGEMENT

The Town is exposed to various risks of loss related to torts; theft of, damage to, and destruction
of assets; errors and omissions; and natural disasters. The Town’s insurance protection is
provided by the Arizona Municipal Risk Retention Pool, of which the Town is a participating
member. The limit for basic coverage is for $2,000,000 per occurrence on a claims made basis.
Excess coverage is for an additional $13,000,000 per occurrence on a follow form, claims made
basis. No significant reduction in insurance coverage occurred during the year, and no
settlements exceeded insurance coverage during any of the past three fiscal years.

The Town was unable to obtain worker’s compensation insurance at a cost considered to be
cconomically justifiable. Therefore the Town joined the Arizona Municipal Workers’
Compensation Pool (AMWCP). AMWCEP is a public entity risk pool currently operating as a
common worker’s compensation insurance program for 67 member cities and towns. The Town
is responsible for paying a premium, based on an experience rating formula, that allocates pool
expenditures and liabilities among members.

NOTE 12 - RETIREMENT PLANS

Defined Contribution Pension Plan - All full-time employees of the Town participate in a
defined contribution pension plan administered by the ICMA Retirement Corporation as a 401(a)
plan. The payroll for the Town employees covered by this plan for the year ended June 30,2007
was $3,433,865. The Town’s total payroll was $3,884,046.

A defined contribution pension plan provides benefits in return for services rendered, provides
an individual account for each participant, and specifics how contributions to the individual’s
account are to be determined, instead of specifying the amount of benefit the individual is to
receive. Under a defined contribution pension plan, the benefits a participant will receive
depend solely on the amount contributed to the participant’s account, the returns earned on
investment of those contributions, and forfeitures of other participants’ benefits that may be
allocated to such participant’s account. All non-peace officer full-time Town employees must
participate in the pension plan from the date they are hired. Contributions made by an employee
vest immediately and contributions made by the Town vest after three years of service.

An employee that leaves the employment of the Town is entitled to his or her contributions and
the vested portion of the Town’s contributions, plus interest earned. Each employee must
contribute 11 percent of his or her gross earnings. The Town must contribute 11 percent of
covered earnings. During fiscal year 2006-07, the Town’s required and actual contributions
amounted to $379,473. The employees’ contributions totaled $498,136. Employees may also
contribute to the ICMA Retirement Corporation 457 plan on a voluntary basis; there is no
employee match for those contributions. During fiscal year 2006-07, employees contributed
$118,663 to that plan.

No pension provision changes occurred during the year that affected the required contributions to
be made by the Town or its employees.

The ICMA Retirement Corporation held no securities of the Town or other related parties during
the fiscal year 2006-07 or as of the close of the fiscal year.
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(Required Supplementary Information)
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TOWN OF FOUNTAIN HILLS, ARIZONA
SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL - GENERAL FUND

YEAR ENDED JUNE 30, 2007
Budgeted Amounts
Variance with
Final Budget
Positive
Original Final Actual (Negative)
Revenues;
Taxes $ 8,070,734 $ 8,070,734 $§ 8066378 § (4,356)
Intergovernmental 5,839,254 5,839,254 6,248,222 408,968
Fines and forfeitures 188,700 188,700 281,173 92,473
Licenses and permits 1,908,924 1,908,924 1,239,318 (669,606)
Charges for services 327,273 327,273 252,165 (75,108)
Rents and royalties 288,475 288,475 267,350 (21,125)
Investment income 250,000 250,000 467,164 217,164
Miscellaneous 75,000 75,000 85,418 10,418
Total revenues 16,948,360 16,948,360 16,907,188 (41,172)
Expenditures:
General government
Mayor and council 117,161 117,161 69,114 48,047
Magistrate court 363,655 363,655 359,272 4383
General and administrative 2,827,520 3,755,011 3,207,680 547331
Total general government 3,308,336 4,235,827 3,636,066 599,761
Public safety
Building safety 666,992 666,992 582,160 84,832
Law enforcement 2,219.421 2,219,421 2,265,572 (46,151)
Fire department 2,840,477 2,840,477 2,841,288 (811)
Total public safety 5,726,890 5,726,890 5,689,020 37.870
Culture and recreation
Parks and recreation 1,574,838 1,574,838 1,461,907 112,931
Civic center 528,110 528,110 469,237 58,873
Senior services ‘ 201,871 201,871 178,759 23,112
Total parks and recreation 2,304 819 2,304,819 2,109,903 194 916
Community development
Public works 1,766,544 1,766,544 1,777,507 (10,963)
Planning and zoning 818,824 818,824 685,136 133,688
Total community development 2,585,368 2,585,368 2,462 643 122,725
Capital outlay
Capital outlay 2,115,947 1,188,456 373,695 814,761
Total capital outlay 2,115.947 1,188,456 373,695 814,761
Total expenditures 16,041,360 16,041,360 14,271,327 1,770,033
Excess (deficiency) of revenues over
expenditures 907,000 907,000 2,635,861 1,728,861
Other finaneing sources (uses):
Transfers out (907,000) (907,000) (2,565,960) (1,658,960)
Total other financing sources (uses) (907,000 (907,000) (2,565,960) (1,658,960)
Change in fund balances 69,901 69,901
Fund balances, July 1, 2006 6,530,248 6,530,248
Fuad balances, June 30, 2007 $ $ $ 6,600,149 § 6,600,149

See accompanying notes to this schedule.



TOWN OF FOUNTAIN HILLS, ARIZONA
SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL - DEVELOPMENT FEES
YEAR ENDED JUNE 30, 2007

Revenues:
Charges for services
Investment income
Total revenues

Expenditures;
Capital outlay

Total expenditures

Excess (deficiency) of revenues over
expenditures

Other financing sources (uses):
Transfers in
Total other financing sources (uses)

Change in fund balances

Fund balances, July 1, 2006

Fund balances (deficits), June 30, 2007
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Budgeted Variance with
Amounts Final Budget
Positive

Original & Final Actual (Negative)
$ 1,310,630 618,605 § (692,025)
31,030 151,632 120,602
1,341,660 770,237 (571,423)
1,432,622 475,831 956,791
1,432,622 475,831 956,791
(90,962) 294,406 385,368
520,000 520,000
520,000 520,000
(90,962) 814,406 905,368
2,749,028 2,749,028
$ (90,962) § 3,563,434 § 3,654,396

See accompanying notes to this schedule.



TOWN OF FOUNTAIN HILLS, ARIZONA
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION
JUNE 30, 2007

NOTE 1 - BUDGETARY BASIS OF ACCOUNTING

The adopted budget of the Town is prepared on a basis consistent with accounting principles
generally accepted in the United States of America.
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COMBINING AND INDIVIDUAL
FUND FINANCIAL STATEMENTS
AND SCHEDULES
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OTHER MAJOR GOVERNMENTAL FUNDS
SCHEDULES OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES -
BUDGET AND ACTUAL
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TOWN OF FOUNTAIN HILLS, ARIZONA
SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL - GENERAL OBLIGATION DEBT SERVICE

YEAR ENDED JUNE 30, 2007
Budgeted Variance with
Amounts Final Budget
Positive
Original & Final Actual (Negative)
Revenues:
Taxes $ 1,370,000 $ 1,232,781 $ (137,219)
Investment income 1,400 25,786 24,386
Total revenues 1,371,400 1,258,567 (112,833)
Expenditures:
Debt service -
Principal retirement 980,000 980,000
Interest and fiscal charges 391,400 384,544 6,856
Total expenditures 1,371,400 1,364,544 6,856
Change in fund balances (105,977) (105,977)
Fund balances, July 1, 2006 202,347 202,347
Fund balances, June 30, 2007 $ py 96,370 $ 96,370

Page 50



TOWN OF FOUNTAIN HILLS, ARIZONA
SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL - MUNICIPAL PROPERTY CORPORATION DEBT SERVICE
YEAR ENDED JUNE 30, 2007

Budgeted Variance with
Amounts Final Budget
Positive
Original & Final Actual (Negative)
Revenues:
Investment income $ 2,500 § 45,619 $ 43,119
Total revenues 2,500 45,619 43,119
Expenditures:
Debt service -
Principal retirement 715,000 715,000
Interest and fiscal charges 520,000 473,349 46,651
Total expenditures 1,235,000 1,188,349 46,651
Excess (deficiency) of revenues over
expenditures (1,232,500) (1,142,730) 89,770
Other financing sources (uses):
Transfers in 1,450,050 1,668,249 218,199
Total other financing sources (uses) 1,450,050 1,668,249 218,199
Change in fund balances 217,550 525,519 307,969
Fund balances, July 1, 2006 736,570 736,570
Fund balances, June 30, 2007 $ 217,550 §$ 1,262,089 § 1,044,539
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TOWN OF FOUNTAIN HILLS, ARIZONA
SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL - CAPITAL PROJECTS

YEAR ENDED JUNE 30, 2007
Budgeted Variance with
Amounts Final Budget
Positive
Original & Final Actual (Negative)

Revenues:

Taxes $ 528,225 § 1,938,111 § 1,409,886

Investment income 95,000 307,515 212,515

Total revenues 623,225 2,245,626 1,622,401

Expenditures:

Capital outlay 800,000 1,122,054 (322,054)

Total expenditures 800,000 1,122,054 (322,054)

Excess (deficiency) of revenues over

expenditures (176,775) 1,123,572 1,300,347
Other financing sources (uses);

Transfers in 2,045,860 2,045,860

Total other financing sonrces (uses) 2,045,860 2,045,860

Change in fund balances (176,775) 3,169,432 3,346,207
Fund balances, July 1, 2006 6,747,238 6,747,238
Fund balances (deficits), June 30, 2007 $ (176,775) $ 9.916,670 $§ 10,093,445
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NON-MAJOR GOYERNMENTAL FUNDS
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COMBINING BALANCE SHEET - ALL NON-MAJOR GOVERNMENTAL FUNDS - BY FUND TYPE

ASSETS

Cash and investments

Taxes receivable

Special assessments receivable

Due from governmental entities
Total assets

TOWN OF FOUNTAIN HILLS, ARIZONA

LIABILITIES AND FUND BALANCES

Liabilities:
Accounts payable
Accrued payroll and employee benefits
Bond interest payable
Deferred revenue
Bonds payable
Total liabilities

Fund balances:
Unreserved:
Undesignated

Total fund balances

Total liabilities and fund balances
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JUNE 30, 2007
Total
Non-Major
Governmental
Special Revenue  Debt Service Funds
$ 1,501,100 § 389,517  § 1,890,617
481 481
5,272 5272
288,181 3,436 291,617
b 1,789,281 § 398,706 § 2,187,987
b 43,590 § 420 % 44,010
3,093 3,693
95,589 95,589
4,482 4,482
270,000 270,000
47,283 370,491 417,774
1,741,998 28,215 1,770,213
1,741,998 28,215 1,770,213
$ 1,789,281 § 398,706 % 2,187,987




TOWN OF FOUNTAIN HILLS, ARIZONA
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
ALL NON-MAJOR GOVERNMENTAL FUNDS - BY FUND TYPE

YEAR ENDED JUNE 30, 2007
Total
Non-Major
Governmental
Special Revenue Debt Service Funds
Revenues:
Taxes $ 1,727,543  § 194274 § 1,921,817
Intergovernmental 2,196,509 2,196,509
Fines and forfeitures 23,041 23,041
Charges for services 28,185 28,185
Special assessments 4228 4,228
Investment income 88,095 9,183 97,278
Total revenues 4,063,373 207,685 4,271,058
Expenditures:
Current -
General government 388,485 388,485
Highways and streets 2,028,397 2,028,397
Culture and recreation 21,471 21,471
Capital outlay 31,307 31,307
Debt service -
Principal retirement 273,228 273,228
Interest and fiscal charges 200,772 200,772
Total expenditures 2,469,660 474,000 2,943,660
Excess (deficiency) of revenues over expenditures 1,593,713 (266,315) 1,327,398
Other financing sources (uses):
Transfers in 13,960 135,000 148,960
Transfers out (1,817,109) (1,817,109)
Total other financing sources (uses) (1,803,149) 135,000 (1,668,149
Change in fund balances (209,436) (131,315) (340,751)
Fund balances, beginning of year 1,951,434 159,530 2,110,964
Fund balances, end of year $ 1,741,998 % 28215 § 1,770,213
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NON-MAJOR SPECIAL REVENUE FUNDS

Special Revenue funds are used to account for proceeds of specific revenues sources that are
legally restricted to expenditures for specific purposes (other than major capital projects). The
funds are usually required by statute, ordinance, or federal grant regulation to finance specified
activities of the Town. The Town maintains the following non-major Special Revenue funds.

HURF Fund - accounts for the Town’s share of motor fuel tax revenues and lottery proceeds.

Local Court Enhancement Fund - accounts for activities of grants from the Arizona Supreme
Court.

Grants Fund - accounts for the activities of various grants and contributions received by the
Town.

Excise Tax Fund - accounts for the portion of Town sales tax reserved by the Town Council for
special projects including Town beautification and economic development.
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TOWN OF FOUNTAIN HILLS, ARIZONA
COMBINING BALANCE SHEET - NON-MAJOR SPECIAL REVENUE FUNDS

JUNE 30, 2007
Local Court
HURF Enhancement Grants Excise Tax
ASSETS
Cash and investments $ 774,115 % 186,669 § 68,578 § 471,738
Due from governmental entities 157,669 130,512
Total assets $ 931,784 % 186,669 § 68,578 § 602,250
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable b 31,237  § $ 12,055 § 298
Accrued payroll and employee benefits 3,295 398
Total liabilities 34,532 12,055 696
Fund balances:
Unreserved:
Undesignated 897,252 186,669 56,523 601,554
Total fund balances 897,252 186,669 56,523 601,554
Total liabilities and fund balances $ 931,784 § 186,669 $ 68,578 § 602,250
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Totals

$ 1,501,100
288,181

$ 1,789,281

$ 43,590
3,693

47,283

1,741,998

1,741,998

b 1,789,281
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TOWN OF FOUNTAIN HILLS, ARIZONA
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
NON-MAJOR SPECIAL REVENUE FUNDS
YEAR ENDED JUNE 30, 2007

Local Court
HURF Enhancement Grants
Revenues:
Taxes $ 5 b
Intergovernmental 1,860,885 335,624
Fines and forfeitures 23,041
Charges for services 28,185
Investment income 42,678 4,834

Total revenues 1,931,748 27,875 335,624

Expenditures:
Current -

General government 4,288 260,000

Highways and streets 1,972,557 55,840

Culture and recreation 21,471

Capital outlay 29,844 1,463

Total expenditures 2,002,401 4,288 338,774
Excess (deficiency) of revenues over expenditures (70,653) 23,587 (3,150)
Other financing sources (uses):

Transfers in 13,960
Transfers out (135,000)

Total other financing sources (uses) (135,000) 13,960
Change in fund balances (205,653) 23,587 10,810
Fund balances, beginning of year 1,102,905 163,082 45,713
Fund balances, end of year $ 897,252 § 186,669 % 56,523
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Excise Tax Totals

$ 1,727,543 § 1,727,543

2,196,509
23,041

28,185

40,583 88,095
1,768,126 4,063,373
124,197 388,485
2,028,397

21,471

31,307

124,197 2,469,660
1,643,929 1,593,713
13,960
(1,682,109) (1,817,109)
(1,682,109) (1,803,149)
(38,180) (209,436)
639,734 1,951,434

$ 601,554 $ 1,741,998
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TOWN OF FOUNTAIN HILLS, ARIZONA
COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - BUDGET AND ACTUAL - NON-MAJOR SPECIAL REVENUE FUNDS

YEAR ENDED JUNE 30, 2007
HURF
Variance -
Positive
Budget Actual (Negative)
Revenues:
Taxes $ $ 5
Intergovernmental 1,725,640 1,860,885 135,245
Fines and forfeitures
Charges for services 8,000 28,185 20,185
Investment income 7,000 42.678 35,678
Miscellaneous 1,000 (1,000)
Total revenues 1,741,640 1,931,748 190,108
Expenditures:
Current -
General government
Highways and streets 2,564,815 1,972,557 592,258
Culture and recreation
Capital outlay 80,000 29,844 50,156
Total expenditures 2,644,815 2,002,401 642,414
Excess (deficiency) of revenues over
expenditures (903,175) (70,653) 832,522
Other financing sources {uses):
Transfers in
Transfers out (135,000) (135,000)
Total other financing sources (uses) (135,000) (135,000)
Change in fund balances (1,038,175) (205,653) 832,522
Fund balances, July 1, 2006 1,102,905 1,102,905
Fund balances (deficits), June 30, 2007 $§  (1,038,175) § 897,252 § 1,935,427
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Local Court Enhancement Grants

Variance - Variance -
Positive Positive
Budget ‘ Actual (Negative) Budget Actual (Negative)
$ $ $ $ $ $
1,500,000 335,624 (1,164,376)
23,300 23,041 (259)
4,834 4,834
23,300 27,875 4,575 1,500,000 335,624 (1,164,376)
15,000 4,288 10,712 1,181,909 260,000 921,909
253,838 55,840 197,998
97,603 21,471 76,132
B 6,650 1,463 5,187
15,000 4,288 10,712 1,540,000 338,774 1,201,226
8,300 23,587 15,287 (40,000) (3,150) 36,850
13,960 13,960
13,960 13,960
8,300 23,587 15,287 (40,000) 10,810 50,810
163,082 163,082 45,713 45,713
3 8,300 $ 186,669 $ 178,369 $ (40,000) $ 56,523 § 96,523

(Continued)
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TOWN OF FOUNTAIN HILLS, ARIZONA
COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - BUDGET AND ACTUAL - NON-MAJOR SPECIAL REVENUE FUNDS
YEAR ENDED JUNE 30, 2007 ‘

(Concluded)
Excise Tax
Variance -
Positive
Budget Actual (Negative)
Revenues:
Taxes $ 1,417402 $ 1,727,543  $ 310,141
Intergovernmental
Fines and forfeitures
Charges for services
Investment income 2,500 40,583 38,083
Miscellaneous
Total revenues 1,419,902 1,768,126 348,224
Expenditures:
Current -
General government 140,502 124,197 16,305
Highways and streets
Culture and recreation
Capital outlay
Total expenditures 140,502 124,197 16,305
Excess (deficiency) of revenues over
expenditures 1,279,400 1,643,929 364,529
Other financing sources (usés):
Transfers in
Transfers out (848.,000) (1,682,109 (834,109)
Total other financing sources (uses) (848,000) (1,682,109) (834,109)
Change in fund balances 431,400 (38,180) (469,580)
Fund balances, July 1, 2006 639,734 639,734
Fund balances (deficits), June 30, 2007 $ 431,400 $ 601,554 § 170,154
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Totals

Variance -

Positive

Budget ____Actual (Negative)
$ 1,417,402 § 1,727,543 § 310,141
3,225,640 2,196,509 (1,029,131)
23,300 23,041 (259)
8,000 28,185 20,185
9,500 88,095 78,595
1,000 (1,000)
4,684,842 4,063,373 (621,469)
1,337,411 388,485 948,926
2.818,653 2,028,397 790,256
97,603 21,471 76,132
86,650 31,307 55,343
4,340,317 2,469,660 1,870,657
344,525 1,593,713 1,249,188
13,960 13,960
{983,000) (1,817,109) (834,109)
(983,000) (1,803,149) (820,149)
{638,475) (209,436) 429,039
1,951,434 1,951,434

$ (638,475) $ 1,741,998 $ 2,380,473
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NON-MAJOR DEBT SERVICE FUNDS

HURF Debt Service Fund - accounts for operating transfers received from the HURF special
revenue fund to pay the debt service of the Street and Highway User Revenue Bonds.

Eagle Mountain Debt Service Fund - accounts for the property tax revenues received to pay
the debt service of the Eagle Mountain Community Facilities District component unit.

Cottonwoods Special Assessment Fund - accounts for all special assessments received to pay
the debt service of the Cottonwoods Special Assessment District.
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TOWN OF FOUNTAIN HILLS, ARIZONA
COMBINING BALANCE SHEET - NON-MAJOR DEBT SERVICE FUNDS

JUNE 30, 2007
Cottonwoods
HURF Debt Eagle Mountain Special
Service Debt Service Assessment Totals
ASSETS
Cash and investments by 124282 § 260,628 % 4,607 % 389,517
Taxes receivable 481 481
Special assessments receivable 5,272 5,272
Due from governmental entities . 3,436 3,436
Total assets $ 124,282 § 264,545 § 9879 § 398,706
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable $ $ 420 % § 420
Bond interest payable 10,371 85,218 95,589
Deferred revenue 4,482 4,482
Bonds payable 110,000 160,000 270,000
Total liabilities 120,371 245,638 4,482 370,491
Fund balances:
Unreserved:
Undesignated 3,911 18,907 5,397 28,215
Total fund balances 3,911 18,907 5,397 28,213
Total liabilities and fund balances $ 124,282 § 264,545 % 9.879 § 398,706
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TOWN OF FOUNTAIN HILLS, ARIZONA
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
NON-MAJOR DEBT SERVICE FUNDS

YEAR ENDED JUNE 30, 2007
Cottonwoods
HURF Debt Eagle Mountain Special
Service Debt Service Assessment
Revenues;
Taxes $ § 194,274  §
Special assessments 4,228
Investment income 9,183
Total revenues 203,457 4,228
Expenditures:
Debt service -
Principal retirement 110,000 160,000 3,228
Interest and fiscal charges 21,089 179,259 424
Total expenditures 131,089 339,259 3,652
Excess (deficiency) of revenues over expenditures (131,089) (135,802) 576
Other financing sources (uses):
Transfers in 135,000 B
Total other financing sources (uses) 135,000
Change in fund balances 3,911 (135,802) 576
Fund balances, beginning of year 154,709 4,821
Fund balances, end of year $ 3911 § 18,907 § 5,397
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Totals

$ 194,274
4,228
9,183

207,685

273,228
200,772

474,000

. (266,315)

135,000

135,000

(131,315)

159,530

$ 28,215
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TOWN OF FOUNTAIN HILLS, ARIZONA
COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - BUDGET AND ACTUAL - NON-MAJOR DEBT SERVICE FUNDS
YEAR ENDED JUNE 30, 2007

HURF Debt Service

Variance -
Paositive
Budget Actual (Negative)
Revenues;
Taxes $ $ $
Special assessments
Investment income
Total revenues
Expenditures:
Debt service -
Principal retirement 110,000 110,000
Interest and fiscal charges 25,000 21,089 3,911
Total expenditures 135,000 131,089 3,911
Excess (deficiency) of revenues over
expenditures (135,000) (131,089) 3,911
Other financing sources (uses):
Transfers in 135,000 135,000
Total other financing sources (uses) 135,000 135,000
Change in fund balances 3,911 3,911
Fund balances, July 1, 2006
Fund balances (deficits), June 30, 2007 $ ) 3911 § 3,911
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Eagle Mountain Debt Service

Cottonwoods Special Assessment

Variance - Variance -
Positive Positive
Budget Actual (Negative) Budget Actual (Negative)
5 195,250 § 194,274  § (976) $ h $
3,850 4,228 378
18,500 9,183 (9,317)
213,750 203,457 (10,293) 3,850 4,228 378
160,000 160,000 3,228 3,228
178,100 179,259 (1,159) 622 424 198
338,100 339,259 (1,159) 3,850 3,652 198
(124,350) (135,802) (11,452) 576 576
(124,350) (135,802) (11,452) 576 576
154,709 154,709 4,821 4,821
$  (124350) $ 18,907 $ 143,257 $ $ 5397 $ 5,397
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TOWN OF FOUNTAIN HILLS, ARIZONA
COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - BUDGET AND ACTUAL - NON-MAJOR DEBT SERVICFE. FUNDS
YEAR ENDED JUNE 30, 2007

(Concluded)
Totals
Variance -
Positive
Budget Actual (Negative)
Revenues:
Taxes $ 195,250 § 194274 § 976)
Special assessments 3,850 4228 378
Investment income 18,500 9,183 9,317
Total revenues 217,600 207,685 (9,915)
Expenditures:
Debt service -
Principal retirement 273,228 273,228
Interest and fiscal charges 203,722 200,772 2,950
Total expenditures 476,950 474,000 2,950
Excess (deficiency) of revenues over
expenditures (259,350) (266,315) (6,965)
Other financing sources (uses):
Transfers in 135,000 135,000
Total other financing sources (uses) 135,000 135,000
Change in fund balances (124,350) (131,315 (6,965)
Fund balances, July 1, 2006 159,530 159,530
Fund balances (deficits), June 30, 2007 $ (124,350) $ 28,215 $ 152,565
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STATISTICAL SECTION

The statistical section presents financial statement trends as well as detailed financial and
operational information not available elsewhere in the report. The statistical section is intended
to enhance the reader’s understanding of the information presented in the financial statements,
notes to the financial statements, and other supplementary information presented in this report.
The statistical section is comprised of the five categories of statistical information presented
below.

Financial Trends
These schedules contain information on financial trends to help the reader understand how
the Town’s financial position and financial activities have changed over time.

Revenue Capacity
These schedules contain information to help the reader assess the factors affecting the
Town’s ability to generate revenue.

Debt Capacity
These schedules present information to help the reader evaluate the Town’s current levels
of outstanding debt as well as assess the Town'’s ability to make debt payments and/or issue
additional debt in the future.

Demographic and Economic Information
These schedules present various demographic and economic indicators to help the reader
understand the environment in which the Town’s financial activities take place and to help
make comparisons with other cities.

Operating Information
These schedules contain information about the Town’s operations and various resources to
help the reader draw conclusions as to how the Town’s financial information relates to the
services provided by the Town.

Due to cost considerations for the accumulation of data, the District has elected to present less
than ten years of data, or data from less than nine years prior, for certain statistical schedules.
This information will be accumulated and reported each year until the complete ten years of data
is presented.
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TOWN OF FOUNTAIN HILLS, ARIZONA
DIRECT AND OVERLAPPING SALES TAX RATES
LAST 10 FISCAL YEARS

Overlapping Rates

Fiscal

Year Town

Ended of Maricopa Arizona

June 30 Fountain Hills County State
2007 2.60 0.70 5.60
20006 2.60 0.70 5.60
2005 2.60 0.70 5.60
2004 2.60 0.70 5.60
2003 1.60 0.70 5.60
2002 1.60 0.70 5.60
2001 1.60 0.70 5.60
2000 1.20 0.70 5.00
1999 1.20 0.70 5.00
1998 1.20 0.50 5.00

Source: The source of this information is the Arizona
Department of Revenue.
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TOWN OF FOUNTAIN HILLS, ARIZONA
OUTSTANDING DEBT BY TYPE
LAST 10 FISCAL YEARS

Governmental Activities Total Outstanding Debt

Fiscal Less:
Year General Amounts Percentage of

Ended  Obligation and Restricted for Estimated Per

June 30 Other Bonds Principal Total Actual Value Capita
2007 $ 26,910,467 § 1,978,149 $24,932,318 043 % $ 1,018
2006 22,365,000 1,968,228 20,396,772 0.60 833
2005 24,190,000 1,308,228 22,881,772 0.72 986
2004 25,335,000 1,423,228 23,911,772 0.81 1,061
2003 24,015,000 1,393,228 22,621,772 0.94 1,017
2002 25,265,000 1,229,215 24,035,785 1.12 1,095
2001 26,465,000 620,408 25,844,592 1.37 1,209
2000 13,160,000 339,013 12,820,987 0.81 634
1999 8.775,000 223,024 8,551,976 0.65 460
1998 3,855,000 245,210 3,609,790 0.35 209

Source: The source of this information is the Town's financial records.
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TOWN OF FOUNTAIN HILLS, ARIZONA

DIRECT AND OVERLAPPING GOVERNMENTAL ACTIVITIES DEBT

JUNE 30, 2007
Debt
Governmental Unit Outstanding
Maricopa County $ 86,303,067
Maricopa County Community College District 389,925,000
Fountain Hills Unified School District 20,885,000
Eagle Mountain Community Facilities District 4,415,000

Subtotal, Overlapping Debt

Direct:
Town of Fountain Hills, Arizona

Total Direct and Overlapping Debt

Estimated
Percentage
Applicable

0.001 %
0.001 %
97.03 %
100.00 %

Estimated
Amount
Overlapping
Debt

$ 863
3,899
20,264,716
4,415,000

24,684,478

24,932,318

54961679

Source: The source of this information is the District's records and the State and County Abstract of the Assessment

Arizona Department of Revenue and the applicable governmental unit.
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TOWN OF FOUNTAIN HILLS, ARIZONA
DEMOGRAPHIC AND ECONOMIC STATISTICS
LAST 10 CALENDAR YEARS

Personal Per Capita Unemployment

Year Population Income Income Rate
2006 24,492 N/A N/A 1.8 %
2005 23,217 $ 125,718,070 5 32414 2.0
2004 22,541 115,604,165 31,133 2.1
2003 22,243 106,385,325 26,609 2.6
2002 21,954 100,805,099 28,900 27
2001 21,383 97,138,599 28,717 2.0
2000 20,235 92,875,771 28,363 1.6
1999 18,595 83,860,233 26,385 1.6
1998 17,280 78,310,846 25,471 1.5

Sources: The source of the "Personal Income” and "Per Capita” information is the Bureau of Economic Analysis.
The source of the "Population” and "Unemployment Rate" information is State of Arizona,
Department of Economic Security,
Note: N/A indicates that the information is not available,
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TOWN OF FOUNTAIN HILLS, ARIZONA
PRINCIPAL EMPLOYERS
CURRENT FISCAL YEAR AND SIX YEARS AGO

2007 2002+
Percentage Percentage
of Total of Total

Employer Employees Employment Employees Employment
Fountain Hills Unified School District No. 98 250 285 % 250 27.0
Monk Construction 150 17.1 150 16.2
MCO Properties, Inc. 85 9.7 85 9.2
Safeway Food Stores 95 10.8 95 10.3
Town of Fountain Hills 68 7.7 115 12.4
Basha's 70 8.0 70 7.6
Sun Ridge Canyon Golf Course 70 8.0 70 7.6
Eagle Mountain Golf Course 40 4.6 40 4.3
Golf International 50 57 50 54
Total 878 100.00 % 925 100.00

Total employment 878 925

Source: The source of this information is the Town's records.
* Information prior to 2002 is not available.

Page 91

%

Y%



76 232

(psnunuoD)
LOI1 9L 8L €8 88 [0
€T 0T (44 1L IE
L L L L 11 juamdopad(q Ayrunwmo))
91 €1 SI L1 07 U01JBIIIIY pUE SHieg
LT 144 £C X4 [44 syiom onqnd [e10],
4! €1 1 11 01 $19218
£l 1 4! [4i 4 SuusuwSuyg
slom d1qng
8T 8 6 6 3 Kyayes o1qnd [B10 L,
0c I JUSTISDIOJUT] ME]
8 L 6 6 8 Ajejes Suipjmg
Ayayes Apgng
6C T T 6C LT JUSWIUISAOS [BISUIS [BIO]
8 6 8 01 01 Suruoz 2 Furauerg
St 01 I1 €1 zl uonensWpy A0
9 S 9 9 9 Hno7y [edomuniy
JUSTIULIIAOL) [RIIUID)
£007 ¥00T S007 2002 L00T

0€ aunp jo se saafojdwy yudeamby swmn-|ng

*SUVIA TVISIA XIS LSVY
NWVIDOUI/NOILONNA A9 STFAOTIWT INFWNHTAOD NAAOL INATVAINOA-ANILL-T1Ad
VNOZIAY ‘STIIH NIVINNOA 40 NMOL



£6 93ed

(papn[ouocy)

"3]qR[IBAR 10U ST 7007 01 Jouad woneunofuy
"1oSpng [ENUTY SUAMOJ o)) S UOIBWLIOJHI ST} JO 90IN0S 3], :93IN0§

all IB30L
€T uotensiurpe pue woddns [elo],
< yewdopasq Ajunwmo)
31 UOIIBIIIY PUE I
A syjtom otpqnd [0y,
st SEChIN
€1 Suneem3uy
SHIOM AN
R A1ayes ognd [e10 |
oz JUSWR2I0JUT MeT]
6 Arogeg Surpjing
Ayyes onqng
“oc WOUIEIA03 [e1ous [RI0].
o Sutuoyz 2 Swueg
81 uonELSIIWpY Ao
9 Hno) [eddtungy

JUSLHILIDAOY) [BISUIN)

00t

*SUVAA TVISIA XIS LSV']
NWVHIDOUI/NOILIONNA A9 STHAOTINT INFWNHIAOD NAOL INTTVAINOA-AWEL-TTNd
VNOZINY ‘STIIH NIVINNOA 40 NMOL



6 98ed

"$PIOOAI SIMIIOR] S,UMO ] 3} ST UOTIBULIOUI SIY1 JO 30JNOS S| :9MNOg

1 I 1 1 I 1 1 H I I SI3juRd QIumuwey
14 4 ¥ 4 4 ¥ ¥ v 3 £ SPIRY [[eQ100]/193208
9 9 9 9 9 9 9 9 9 9 SPUOLURIp []2qUIOs/[[Bqasee]
T (4 z 4 € g £ £ £ £ spunordieq
1271 1Z1 1Tl 17t 1Tt 121 £ 121 ¥4 1Tt 2dvany
UOHEIIINY pUE SHIE]
9 9 9 01. 01 0L Il I 4 1 s[eusts oyyei],
VIN VN VN VIN VIN VIN VN VIN 123 ¥t SEHERRIN
6L1 6L1 6Ll 6L1 6L1 6L1 6L1 6L1 [TA 6L1 (saprur) s19911§
sy1om qnd YO
VIN VN ViIN ViN £ £ £ £ £ £ SUOne1s 311,
A)3)8S dnpqn g
[EHELE]
8661 6661 000 00T 00T £00C P00 00T 900T 002

0€ QURf papuy JBIA [BISL]

SUVAA TVOSId 01 ISV]
NOLLON( A9 SOILSLLV.LS SLASSY TV.LIdVD
VYNOZIYY ‘STTIH NIVINNOA 40 NAMOL



