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Financial Section, Part B-Management's Discussion & Analysis

The City of Dover
Management’s Discussion and Analysis
For the Year Ended June 30, 2007

Financial Highlights

Total assets of the City exceeded its liabilities by $178.6 million (total net assets). Of this
amount, only $28.2 million was reported as “unrestricted net assets” which represents the
amount available in order to meet the City’s ongoing obligations to citizens and creditors. The
general government reported $13.8 million and the business type activities, Water/Wastewater
and Electric funds, reported $14.4 million of unrestricted net assets. The difference between the
unrestricted amounts and the total net assets is $150.4 million, $31.4 million is restricted
primarily for debt and capital construction purposes and $119.0 million is invested in capital
assets net of related debt.

e The governmental activities experienced a $2.7 million increase in investments in capital
assets net of related debt, a $.7 million increase in restricted net assets, and a $2.2 million
increase in unrestricted net assets resulting in a positive net change of $5.6 million.

e The business-type activities saw a negative change in net assets of $1.3 million.

e Pension Trust funds experienced an increase in net assets of $4.8 million. Our latest
actuarial analysis resulted in an increase in the City’s contribution rate for the General
Employees Pension Plan from 27.40% in the current fiscal year to 29.32% budgeted in fiscal
year 2008.

Overview of the Financial Statements

This comprehensive annual financial report (CAFR) consists primarily of three required parts -
management’s discussion and analysis (this section), the basic financial statements, and
required supplementary information. The CAFR also includes optional supplementary
information that provides summary information and detail, and a statistical section.

The basic financial statements are of two kinds that present different views of the City:

e The first two statements are government-wide financial statements (pages 35-36) that
provide both long-term and short-term information about the City’s overall financial status.

e The remaining statements (pages 37-45) are fund financial statements that focus on

individual parts of the City government, reporting the City’s operations in more detail than
the government-wide statements.
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Financial Section, Part B-Management's Discussion & Analysis

The governmental fund statements (pages 37-40) tell how general government services,
like public safety and public works, were financed in the short term as well as what
remains for future spending.

Proprietary fund statements (pages 41-43) offer short and long-term financial information
about the activities the government operates like businesses, which for the City of Dover
are the Electric Revenue, Water/Wastewater Funds.

The Fiduciary fund statements (pages 44-45) provide information about the financial
relationships in which the City acts solely as a trustee or agent for the benefit of others, to
whom the resources belong. The City is the trustee, or fiduciary, for its Employee
Pension plans and acts in an agency capacity for the Parking Authority, Library
Consortium, Dover Arts Council, Downtown Dover Development Corporation, Main Street
Dover, and the Fourth of July Celebration Committee, none of which are considered to be
component units of the City. All of the City’s Fiduciary activities are reported in separate
Statements of Fiduciary Net Assets and Changes in Fiduciary Net Assets. We exclude
these activities from the City’s other financial statements because the City may not use
these assets to finance it operations. The City is responsible for insuring that the assets
reported in these funds are used for their intended purposes.

The financial statements also include notes (pages 49-86) that explain some of the information
in the financial statements and provide more detailed data. The statements are followed by a
section of required supplementary information that further explains and supports the information
in the financial statements on pages 90 and 91. Other supplementary information includes
details on non-major funds and other information that can be found on pages 100 through 121.

The following page summarizes the major features of the City’s financial statements, including
the portion of the City government they cover and the types of information they contain. The
remainder of this overview section of management’s discussion and analysis explains the
structure and content of each of the statements:
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Financial Section, Part B-Management's Discussion & Analysis

Major Features of City’'s Government-wide and Fund Financial Statements

Scope

Required
financial
statements

Accounting
basis and
measurement
focus

Type of
asset/liability
information

Type of
inflow/outflow
information

Government-wide
Statements

Entire City
government (except
fiduciary funds)

e Statement of
net assets

e Statement of
activities

Accrual accounting
and economic
resources focus

All assets and
liabilities, both
financial and capital,
and short-term and
long-term

All revenues and
expenses during the
year, regardless of
when cash is
received or paid

Governmental Funds

Proprietary Funds

The activities of the City
that are not proprietary
or fiduciary, such as
public safety and public
works

e Balance sheet
statement of
revenues,
expenditures, and
changes in fund
balances

Modified accrual
accounting and current
financial resources
focus

Only assets expected to
be used up and
liabilities that come due
during the year or soon
thereafter; no capital
assets included

Revenues for which
cash is received during
or soon after the end of
the year; expenditures
when goods or services
have been received and
payment is due during
the year or soon
thereafter

Activities the City
operates similar to
private businesses,
such as electric, water
and wastewater funds

e Statement of net
assets

e Statement of
revenues,
expenses and
changes in net
assets

e Statement of cash
flows

Accrual accounting and
economic resources
focus

All assets and liabilities,
both financial and
capital, and short-term
and long-term

All revenues and
expenses during the
year, regardless of
when cash is received
or paid

Fiduciary Funds

Instances in which
the City is the trustee
or agent for someone
else’s resources

e Statement of
fiduciary net
assets

e Statement of
changes in
fiduciary net
assets

Accrual accounting
and economic
resources focus

All assets and
liabilities, both short-
term and long-term

All revenues and
expenses during the
year, regardless of
when cash is
received or paid
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Government-wide Statements

The government-wide statements report information about the City as a whole using
accounting methods similar to those used by private-sector companies. The statement of
net assets includes all of the government’s assets and liabilities. All of the current year’'s
revenues and expenses are accounted for in the statement of activities regardless of when
cash is received or paid. The two government-wide statements report the City’s net assets
and how they have changed. Net assets—the difference between the City’s assets and
liabilities—is one way to measure the City’s financial health or position. Over time,
increases or decreases in the City’s net assets are indicators of whether its financial health
is improving or deteriorating, respectively. To assess the overall health of the City, one
needs to consider additional non-financial factors such as changes in the City’s property
tax base and the condition of the City’s roads. The government-wide financial statements
of the City are divided into two categories:

e Governmental activities—Most of the City’s basic services are included here, such as
general government, public safety, public works, library and recreation, community and
economic development, central services and financial administration. Property taxes,
non property taxes and state and federal grants finance most of these activities.

e Business-type activities—The City charges fees to customers to help it cover the costs
of certain services it provides. The City’s electric, water, and wastewater services are
included here.

Fund Financial Statements

The fund financial statements provide more detailed information about the City’s most
significant funds—not the City as a whole. Funds are accounting devices that the City
uses to keep track of specific sources of funding and spending for particular purposes.
Some funds are required by State law and by covenants. The City Council may also
establish other funds to control and manage money for particular purposes.

The City has three kinds of funds:

e Governmental Funds - Most of the City’s basic services are included in governmental
funds, which focus on (1) how cash, and other financial assets that can readily be
converted to cash flow in and out and (2) the balances left at year-end that are
available for spending. Consequently, the governmental funds statements provide a
detailed short-term view that helps one determine whether there are more or fewer
financial resources that can be spent in the near future to finance the City’s programs.
Since this information does not encompass the additional long-term focus of the
government-wide statements, we provide additional information on a separate page,
which explains the relationship (or differences) between them. The City’s general fund
is the only governmental fund considered to be a major fund under the requirements of
Governmental Accounting Standards Board Statement No. 34
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e Proprietary Funds - Services for which the City charges customers a fee are generally
reported in proprietary funds. Proprietary funds, like the government-wide statements,
provide both long and short-term financial information.

- The City’s enterprise funds (one type of proprietary fund) are the same as its
business-type activities, but provide more detail and additional information, such as
cash flows.

- The City’'s two enterprise funds are both considered major funds under the
requirements of GASB Statement No. 34.

e Fiduciary Funds — The City is responsible for assets that because of a trust
arrangement can be used only for the trust beneficiaries. The City is responsible for
ensuring that the assets reported in these funds are used for their intended purposes.
All of the City’s fiduciary activities are reported in a separate statement of fiduciary net
assets and a statement of changes in fiduciary net assets. We exclude these activities
from the City’s government-wide financial statements because the City cannot use
these assets to finance its operation.

Financial Analysis of the City as a Whole

The City produces government-wide financial statements using the full accrual basis of
accounting and economic resource management focus. As year-to-year financial
information is accumulated on a consistent basis, changes in net assets may be observed
and used to discuss the changing financial position of the City as a whole.

The City of Dover, Delaware’s Net Assets as of June 30, 2006 and 2007 are as follows
(presented in millions of dollars):

Governmental Business-Type
Activities Activities Total
2006 2007 2006 2007 2006 2007
Assets
Non-capital assets $ 178 $ 198 % 646 $ 633 % 824 % 83.1
Capital assets 30.1 32.4 109.0 108.7 139.1 141.1
Total assets $ 479 $ 52.2 $ 1736 $ 1720 $ 2215 $ 2242
Liabilities
Current liabilities $ 42 % 30 $ 116 $ 145  $ 158 $ 17.5
Non-current liabilities 4.2 4.1 27.2 24.0 31.4 28.1
Total liabilities $ 84 $ 7.1 $ 388 $ 38.5 $ 472 $ 45.6
Net Assets
Invested in capital assets,
net of related debt $ 270 $ 29.7 % 89.1 $ 893 $ 1161 $ 119.0
Restricted net assets 0.9 1.6 33.8 29.8 34.7 31.4
Unrestricted net assets 11.6 13.8 11.9 14.4 23.5 28.2
Total net assets $ 395 $ 45.1 $ 1348 $ 1335 $ 1743 $ 178.6
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The City of Dover, Delaware’s Changes in Net Assets as of June 30, 2006 and 2007 are
as follows (presented in millions of dollars):

Governmental Business-Type
Activities Activities Total
2006 2007 2006 2007 2006 2007
Revenues:
Program revenues
Charges for services $ 77 $ 86 $ - & - $ 77 $ 86
Water/wastewater charges for services - - 12.5 125 12.5 12.5
Electric charges for services - - 68.0 87.0 68.0 87.0
Operating grants and contributions 3.1 3.1 - - 3.1 3.1
Capital grants and contributions 0.5 0.8 - - 0.5 0.8
General revenues
Property taxes 8.8 9.0 - - 8.8 9.0
Transfer taxes 3.1 3.0 - - 3.1 3.0
Earnings on investments-other 0.6 1.2 15 2.6 2.1 3.8
Total revenues $ 238 $ 257 $ 82.0 $102.1 $105.8 $127.8
Expenses
General government $ 18 $ 23 & - & - $ 18 $ 23
Public safety 13.9 14.6 - - 13.9 14.6
Public works 5.2 5.6 - - 5.2 5.6
Library and recreation 13 1.9 - - 1.3 1.9
Community and economic development 0.6 0.6 - - 0.6 0.6
Central services 14 15 - - 1.4 15
Financial administration 3.8 3.6 - - 3.8 3.6
Interest charges 0.1 0.1 - - 0.1 0.1
Plus (less) indirect expense allocation 4.7) 4.7) 4.7 4.7 - -
Water/wastewater - - 8.2 8.7 8.2 8.7
Electric - - 55.1 84.6 55.1 84.6
Total expenses $ 234 $ 255 $ 68.0 $ 980 $ 914 $1235
Increase in net assets before transfers 04 0.2 14.0 4.1 14.4 4.3
Transfers 6.3 5.4 (6.3) (5.4) - -
Change in net assets $ 67 $ 56 $ 77 $ (13) $ 144 $ 43
Net assets, beginning of year 32.8 39.5 127.1 134.8 159.9 174.3
Net assets $ 395 $ 451 $1348 $1335 $1743 $178.6

Governmental Activities

Governmental net assets increased by $5.6 million. Net revenues were greater than the
prior year by $1.9 million.

The following sources of revenues increased over the previous fiscal year: business
licenses, permits, public safety services, property taxes, investment earnings, Court of
Chancery Fees and other miscellaneous services. Also, included in the current fiscal year
revenues is a one-time receipt from Kent County for libraries of $.6 million. The revenue
increases totaled $2.8 million. Revenue sources that decreased were public safety fines,
transfer taxes, public safety grants, and capital grants for a total of $.9 million.
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Expenditure increases of $2.1 million were primarily a result of increases in staffing, and

personnel cost across all functions, along with increases in capital outlay.

Financial

Administration experienced a net decrease as a result of a favorable adjustment to our net

pension obligation of $.4 million.

The chart that follows allocates revenues to program costs as applicable. It shows that

some City functions are in part self-supporting.

Expenses and Program Revenues
16 1 Governmental Activities

14 -

12 A
10 -
8 -

Millions

6

i _hr-__m

OExpenses

B Revenue

General Public Safety Public Works Library & Community & Central Services
Government Recreation Economic
Development

Financial
Administration

Interest Charges

The chart below shows the sources of funding for program costs for the last fiscal year. As

can be seen, a substantial portion of funding for governmental operations is provided by

property and transfer taxes and transfers from the utilities.

Other
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Transfer Taxes
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Property Taxes
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Revenues by Source - Governmental Activities
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17% service
28%
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Business-Type Activities

As noted earlier, the business-type activities saw a negative change in net assets of $1.3
million. The decrease was a result of increased power supply cost in the electric utility as
explained below.

The water/wastewater utility had a positive change in net assets of $2.5 million. The utility
experienced a decrease in net income over the previous year of $.5 million due to higher
personnel and operating expenses. The water/wastewater utility maintained the same
level of revenues and non-operating income and expenses as the prior year.

The electric utility realized a negative change in net assets of $3.8 million due to the
following changes.

The City had a long-term power supply/asset management agreement with Duke Energy
which expired on June 30, 2006. The Duke Energy agreement was a ten year fixed price
contract. The fixed price covered all cost of supply and plant operations as a bundled rate
to the City. The Duke agreement provided for a price escalator each year which we
passed through to our customers as a power cost adjustment when necessary. The
agreement also had a revenue sharing arrangement which the City would be rebated for a
portion of positive net results. All market and liability risks were borne by Duke. As fuel
prices have increased over the past few years the City has been able to enjoy the benefits
of the contract rates that were agreed to in 1996.

Effective May 4, 2006 the City entered into a five year Energy Management Agreement
with Pace Global Asset Management (Pace), LLC of Fairfax, Virginia to assist the City
with its energy procurement, energy sale, purchase of fuels, establishment and
management of risk policies, to develop and manage hedging protocols and related energy
procurement challenges. Also, effective May 4, 2006 the City entered into an agreement
with North American Energy Services Company of Issaguah Washington for generation
asset management. The City bears all market risks, credit risks, and liability under the new
contracts which is different from the previous agreement.

A significant change in both revenues and expenses in the current fiscal year were
attributed to the expiration of our power supply/asset management contract with Duke
Energy. The cost per kilowatt for power supply and generation increased from $.054 to
$.089. The City implemented an overall rate increase of approximately 31% (additional
revenue of $19.3 million) to help offset the $28.4 million increase in the cost of power
supply and generation. In addition to the rate increase the City reduced the transfer to the
General Fund by $1.0 million and used $5.0 million of its rate stabilization reserve in order
to phase in the needed rate increase over two years. The utility also experienced
increases in non-service revenues of $1.3 million attributed to the sale of emission credits.
Operating expenses also increased $.7 million due to personnel, professional fees,
material and supply cost increases. Non-Operating revenues and expenses experienced a
net increase as a result of greater investment earnings of $.7 million.
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Revenues and Expenses Business Type Activities

Electric Revenue

@M Total Operating Expenses & Transfers

Water/Wastwater

B Operating Revenue

0O 5 10 15 20 25 30 35 40 45 50 55 60 65 70 75 80 85 90 95 100
Millions

Financial Analysis of the City’s Funds

Governmental Funds

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

Government funds focus on expendable resources and near term inflows and outflows of
those resources. As such, fund balance is generally a good indicator of net resources
available for spending at the end of the fiscal year, subject to any stated restrictions on its
use.

The combined fund balances of the City’s governmental funds at June 30, 2007, were
$14.3 million. This represented an increase of $2.8 million during the year. Approximately
64% of the combined fund balances, $9.1 million, constitutes unreserved, undesignated
fund balance, which is available to meet the City’s current and future needs. The
remainder of fund balance is reserved or designated to indicate that it is not available for
operational spending because it is committed to such matters as contingencies, capital
projects and parklands.

The General Fund is the primary operating fund of the City, accounting for such activities
as general government, public safety, public works, library and recreation, community and
economic development, central services and financial administration. The General Fund
balance at June 30, 2007, was $9.1 million, which represents an increase of $.4 million
from the previous fiscal year. Primary reasons for this increase are increased revenues
from Court of Chancery fees, licenses and permits, property taxes, and investment
earnings. Capital expenditures are integrated into current expenditures in the General
Fund. Included in the capital expenditures is $1.9 million partial cost for construction of a
19,000 square foot recreation facility. The John W. Pitts Recreation Center is expected to
be completed in January 2008. The City transferred the one-time receipt from Kent County
(as explained on page 26) to the Library Reserve in anticipation of future expansion.
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Proprietary Funds

The City’s proprietary funds provide the same type of information found in the government-
wide Financial Statements, but in more detail.

As of June 30, 2007, the Water/Wastewater Fund has net assets of $37.7 million, of which
$3.6 million is unrestricted. The fund’s net assets increased $2.5 million during the year as
explained on page 32. At June 30, 2007, the Electric Fund has net assets of $95.7 million,
of which $10.7 million is unrestricted. This fund experienced a decrease in net assets of
$3.8 million during the year as explained on page 28.

General Fund Budgetary Highlights

Revenue and other financing sources slightly exceeded the final budgeted amounts by
approximately $.5 million in the General Fund for the current fiscal year. Receipts in
excess of budgeted amounts for library revenues, Court of Chancery Fees, transfers and
sale of assets were offset by receipts less than budgeted amounts for transfer taxes,
interfund service fees, grants and property taxes. Expenditures were less than budgeted
by $2,239. The General Fund budget balance carry forward was $.5 million higher than
budgeted as a result of the above variances.

During this fiscal year, the City Council amended the budget three times. These budget
amendments or supplemental appropriation ordinances were primarily for the following
purposes:

1. To amend the carried forward budget balances for the actual results of the prior fiscal
year and to re-appropriate budget balances for ongoing capital projects.

2. To amend all program revenue and expenses based on the analyses provided by a
mid-year review.

3. To amend all program revenues and expenses for the fiscal year as a result of budget
reviews conducted while compiling the next fiscal year’s budget.

The General Fund — Schedule of Revenues, Expenditures and Changes in Fund Balances-
Budget & Actual is included in Part D-Required Supplementary Information (page 90).

Capital Asset and Debt Administration

At the end of the current fiscal year, the City’s governmental and proprietary funds had
invested $32.4 million and $108.7 million, respectively, in a variety of capital assets and
infrastructure, as reflected in the following schedule, which represents a net increase of
$2.3 million for governmental activities and a net decrease of $.3 million for the proprietary
funds since the end of last fiscal year (presented in millions of dollars): (See Note 5 for
detailed information).
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Governmental Business-Type
Activities Activities Total
2006 2007 2006 2007 2006 2007
Depreciable Assets, Net
Buildings $ 52 $ 51 & - & - $ 52 $ 51
Equipment 2.1 2.8 - - 2.1 2.8
Vehicles 1.0 1.0 - - 1.0 1.0
General infrastructure 15.8 18.1 - - 15.8 18.1
Utility, plant, buildings, and
infrastructure - - 105.6 105.7 105.6 105.7
Other 0.5 0.6 - - 0.5 0.6
Non-depreciable Assets
Land 3.9 3.9 1.6 1.6 5.5 5.5
Construction in progress 1.6 0.9 1.8 1.4 3.4 2.3

$ 301 $ 324 $109.0 $108.7 $139.1 $141.1

A summary of debt outstanding at June 30, 2006 and 2007 is as follows which represents
a slight change for the governmental funds and a decrease of $3.2 million for the
proprietary funds, since the end of last year (presented in millions of dollars):

Governmental Business-Type
Activities Activities Total
2006 2007 2006 2007 2006 2007

Non-current liabilities
Bonds (net of discount/issuance cost) $ 30 $ 27 $ 264 $ 235 $ 294 3$ 262
Vehicle and equipment leases 0.1 - 0.1 - 0.2 -
Liability for compensated absences 1.1 1.4 0.7 0.5 1.8 1.9
$ 42 $ 41 $ 272 $ 240 $ 314 $ 281

Additional detailed data for all debt of the City is presented in the Notes to the Basic
Financial Statements in Note 6.

The State limits the amount of general obligation debt the City can issue to 25% of the
assessed value of real property within the City. The City has used .5% of its debt limit.

Economic Factors and Next Year’'s Budgets and Rates

The City is expected to complete negotiations on two of the three collective bargaining
agreements that expired on June 30, 2007. Projected increases in personnel costs have
been budgeted in all of the major funds. Property tax revenue is projected to increase $.2
million primarily due to growth. All other General Fund revenues are projected to remain
flat. An increase in rental inspection fees is being proposed for January 1, 2008.
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Water and Wastewater revenues are projected to remain flat in fiscal year 2008 due to no
rate increases or consumption increases, with the exception of wastewater treatment fees.
Kent County implemented a fee increase for wastewater treatment resulting in an increase
in revenue of $.4 million. The treatment fees are passed on to City customers based on
their water usage. Operational expenses are projected to increase by $1.1 million over the
prior year as a result of a re-organization of both the water and waterwater utilities and the
electric utility. All business type activities have been centralized under one director in
order to share resources and information. The water and wastewater utilities picked up the
Engineering & Construction Inspection Division that was previously reported in the General
Fund as a result of the re-organization. The City has budgeted an additional $2.5 million
over prior year for capital improvement projects to address water quality and
inflow/infiltration concerns in the water and wastewater utilities as well as system
expansion. The water and wastewater utilities five year capital improvement plan totals
$25.5 million. The City is expecting to issue approximately $11.5 million in revenue bonds,
to assist with financing these projects in fiscal year 2009.

The City has proposed a 9.75% rate increase for the electric utility in fiscal year 2008 to
complete the phase-in of the revenue requirements for the increase in power supply cost.
As mentioned earlier on page 28, the City used $5.0 million of the rate stabilization reserve
in order to phase in the rate increase over two years. Operational expenses are projected
to increase by $.6 million as a result of increased personnel and associated cost. The City
is planning to issue $22.2 million in revenue bonds to fund projected $47.5 million in capital
improvements or additions over the next five years.

The City of Dover is a participating member in the State Employees’ Post-Retirement
Health Insurance Premium Fund, which provides medical benefits to active and retired
employees and their dependents. The State’s health insurance program is a cost-sharing
program. To implement the requirements of GASB 45 - Employer Accounting for Other
Post-employment Benefits (OPEB), legislative action was taken during the current fiscal
year to create a new irrevocable trust fund for OPEB by the State of Delaware. The City
will be implementing its requirements for GASB 45 in fiscal year 2008. The annual budget
requirement for OPEB has not been determined at this time.

Contacting the City’s Financial Management

This financial report is designed to provide our citizens, taxpayers, customers, and
investors and creditors with a general overview of the City’s finances and to demonstrate
the City’s accountability for the money it receives. If you have questions about this report
or need additional financial information, contact Mrs. Donna Mitchell, Finance Director at
302-736-7018 (TTY/TDD Operator 1-800-855-1155).
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