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INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayor and
Members of the City Council

City of Sterling

Sterling, 1L

We have audited the accompanying financial statements of the governmental activities, business-type
activities, each major fund, and the aggregate remaining fund information of the City of Sterling, Illinois,
as of and for the year ended April 30, 2014, and the related notes to the financial statements, which
collectively comprise the City’s basic financial statements as listed in the table of contents. We did not
audit the financial statements of the CGH Medical Center, a discretely presented component unit, which
represents 99.9 percent of the assets, net position and revenues of the discretely presented component units.
Those financial statements were audited by other auditors whose reports thereon have been furnished to us,
and our opinion insofar as it relates to the amounts included for the CGH Medical Center, a discretely
presented component unit, is based on the reports of the other auditors.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.



We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions. The financial statements of the CGH Medical Center, a discretely presented component
unit of the City, were not audited in accordance with Government Auditing Standards, but were audited in
accordance with auditing procedures generally accepted in the United States of America.

Ungqualified Opinion _

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, business-type activities, each major fund, and
the aggregate remaining fund information of the City of Sterling, Illinois as of April 30, 2014, and the
respective changes in financial position and, where applicable, cash flows thereof, for the year then ended
in accordance with accounting principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 6-15, the retirement plan information on page 79, the budgetary
comparison information included on pages 80-88, and the Notes to Required Supplementary Information
be presented to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who considers it
to be an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the information
provided in the management’s discussion and analysis on pages 6-15 and the retirement plan information
provided on page 79 in accordance with auditing standards generally accepted in the United States of
America, which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information included in the management’s
discussion and analysis or the retirement plan information provided on page 79 because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Sterling’s basic financial statements. The information presented on pages 90-95
detailed as Supplementary Information in the table of contents are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The Supplementary Information is the
responsibility of management and was derived from and relate directly to the underlying accounting and
other records used to prepare the basic financial statements.

The Required Supplementary Information, except for the management’s discussion and analysis and the
retirement plan information provide on page 79, and Supplementary Information have been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the United States
of America. In our opinion, the schedules identified above as Required Supplementary Information, except
the management’s discussion and analysis and the retirement information provided on page 79, and
Supplementary Information is fairly stated, in all material respects, in relation to the basic financial
statements as a whole.



Other Information

We have also issued our report dated September 18, 2014, on the City of Sterling’s compliance with State
of Illinois Public Act 85-1142, see page 96. The purpose of that report is to describe the scope of our
testing on compliance with Subsection (q) of Illinois Compiled Statutes 65 of (ILCS) 5/11-74.4-3 of the
Illinois’ Tax Increment Redevelopment Allocation Act (Illinois Public Act 85-1142).

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 18,
2014, on our consideration of the City of Sterling’ 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 internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the City of Sterling’ internal control over
financial reporting and compliance.

Granville, Illinois
September 18, 2014
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Members of the City Council

City of Sterling,

Sterling, IL

We have audited, in accordance with the 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 Generally of the United States, the financial
statements of the governmental activities, the business-type activities, each major fund, and the
aggregate remaining fund information of the City of Sterling (the City) as of and for the year
ended April 30, 2014, and the related notes to the financial statements, which collectively
comprise the City’s basic financial statements, and have issued our report thereon dated
September 18, 2014. The financial statements were found to be fairly stated.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over financial
reporting (internal control) to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for
the purpose of expressing an opinion on the effectiveness of the City’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the City’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
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the internal control that might be material weaknesses or significant deficiencies. Given these
limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been
identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards. In accordance with SAS No. 114, The Auditor’s Communication With Those
Charged With Governance, we have addressed all required communications with the City
Council.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other

purpose.

Granville, Illinois
September 18, 2014



MANAGEMENT’S DISCUSSION AND ANALYSIS



Management’s Discussion and Analysis

This discussion and analysis of the City of Sterling’s (City) financial performance provides an
overview of the City’s financial activities for the fiscal year ended April 30, 2014. It should be
read in conjunction with the City’s financial statements.

Financial Highlights

e The assets of the City exceeded its liabilities at the close of the most recent fiscal year by
$35,627,091 (net position). Of this amount, $13,973,531 (unrestricted net position) may be
used to meet the City’s ongoing obligations to citizens and creditors.

e The City’s total net position increased by $808,877 from the prior year. The net position of
the City’s business-type activities increased by $178,959, or 1.6%, and the net position of
the City’s governmental activities increased by $629,918, or 2.7%.

e In the City’s governmental activities, revenues increased $610,103, or 3.8%, and expenses
increased $951,486, or 6.3%.

e In the City’s business-type activities, revenues decreased $49,624, or 1.7%, and expenses
increased $107,822, or 4.2%.

e At the end of the current fiscal year, unassigned fund balance for the General Fund was
$4,404,958, or 46.5% of total General Fund expenditures.

Overview of the Financial Statements

The City’s basic financial statements consist of four parts: the Management’s Discussion and
Analysis (this section), the Independent Auditor’s Report, the Basic Financial Statements, and the
Required Supplementary Information. 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 City’s finances, in a manner similar to a private-
sector business.

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

The Statement of Activities presents information showing how the City’s net position changed
during the most recent fiscal year. All changes in net position 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 vacation leave).

Both of the government-wide financial statements distinguish functions of the City that are
principally supported by taxes and intergovernmental revenues (govermmental activities) from
other functions that are intended to recover all or a significant portion of their costs through user



fees and charges (business-type activities). The governmental activities of the City include general
government, public safety, public works and transportation, community development, and culture
and recreation. The business-type activities of the City include sewer and solid waste operations.

The government-wide financial statements include not only the City itself (known as the primary
government), but also a legally separate medical center for which the City is financially
accountable. The Foreign Fire Insurance Board is also a legally separate entity, which is required
by state statute to be included with the City’s audit. Financial information for these component
units is reported separately from the financial information presented for the primary government
itself.

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 City, like
other state and local governments, uses fund accounting to ensure and demonstrate compliance
with finance-related legal requirements. All of the funds of the City can be divided into three
categories: governmental funds, proprietary funds, and fiduciary funds.

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 and outflows of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. Such information may be useful in evaluating a
government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By
doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund
statement of revenues, expenditures, and changes in fund balance provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

The City maintains twenty-one individual governmental funds. 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, Capital Fund, Municipal
Coliseum Fund, 2012 CGH Medical Center Board Fund, CBD Tax Increment Allocation Fund,
Lincolnway-Lynn Tax Increment Allocation Fund and Rock River Tax Increment Allocation Fund,
all of which are considered to be major funds. Data from the other fourteen governmental funds
are combined into a single, aggregate presentation. Individual fund data for each of these
nonmajor governmental funds is provided in the form of combining statements elsewhere in these
financial statements. :

The City adopts an annual appropriated budget for all of its funds. A budgetary comparison
statement has been provided for each major fund to demonstrate compliance with the budget.



Proprietary funds. The City maintains two different types of proprietary funds. Enterprise funds
are used to report the same functions presented as business-type activities in the government-wide
financial statements. The City uses enterprise funds to account for its sewer and solid waste
operations. Internal service funds are an accounting device used to accumulate and allocate costs
internally among the City’s various functions. The City uses an internal service fund to account
for its health insurance. Because this service predominantly benefits governmental rather than
business-type functions, it has been included within governmental activities in the government-
wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary fund financial statements provide separate
information for the sewer operations and solid waste operations, both of which are considered to be
major funds of the City.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are not reflected in the government-wide financial
statements because the resources of those funds are mot available to support the City’s own
programs. The accounting used for fiduciary funds is much like that used for proprietary funds.

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.

Other information. In addition to the basic financial statements and the accompanying notes,
these financial statements also present certain required supplementary information concerning the
City’s progress in funding its obligation to provide pension benefits to its employees.

The combining statements referred to earlier in connection with the nonmajor governmental funds
are presented immediately following the required supplementary information.

Financial Analysis of the City as a Whole

As noted earlier, net position may serve over time as a useful indicator of a government’s financial
position. In the case of the City, assets exceeded liabilities by $35,627,091 at the close of the most
recent fiscal year. This analysis focuses on the net position and changes in net position of the
City’s governmental and business-type activities, as summarized in the following tables.

The largest portion of the City’s net position (52.4%) reflects its investment in capital assets (e.g.,
land, buildings, equipment, and infrastructure), less any related debt used to acquire those assets
that are still outstanding. The City uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending. Although the City’s investment in
its capital assets is reported net of related debt, it should be noted that the resources needed to
repay this debt must be provided from other sources, since the capital assets themselves cannot be
used to liquidate these liabilities.



Condensed Statement of Net Position
(in millions)

Governmental Business-type Total Primary Total Percentage
Activities Activities Government Change

FY 2014 FY2013 FY2014 FY2013 FY2014 FY2013 FY 2013 - FY 2014

Current and other assets $ 475 § 532 §$ 44 3 41 $ 519 $ 573 -9.4%
Capital assets 24.9 23.4 8.4 8.7 333 32.1 3.7%
Total assets $§ 724 % 76.6 $§ 128 $§ 128 $ 852 $ 894 -4.7%

Long-term liabilities

outstanding $ 401 % 454 $ 1.1 § 13§ 412 § 467 -11.8%
Other liabilities 8.2 7.8 0.2 0.2 8.4 8.0 5.0%
Total liabilities $§ 483 § 532§ 13 $ 15 § 496 § 547 -9.3%
Net position:
Invested in capital
assets, net of debt $ 114 § 91 $ 73 $ 74 $ 187 $ 165 13.3%
Restricted 3.0 5.1 - - 3.0 5.1 -41.2%
Unrestricted 9.7 9.2 4.2 3.9 13.9 13.1 6.1%
Total net position $§ 241 § 234 $ 115 § 104 $ 356 $§ 347 2.6%

An additional portion of the City’s net position (8.3%) represents resources that are subject to
external restrictions on how they may be used. There was a decrease of $2,141,610 in restricted
net position reported in connection with the City’s governmental funds. A majority of this
decrease is due to the decrease in restricted net position in the Municipal Coliseum Fund. The
majority of the Coliseum remodel project was completed in FY14, which was what a majority of
the restricted net position was for in FY13.

The remaining balance of unrestricted net position ($13,971,620, or 39.2% of total net position)
may be used to meet the City’s ongoing obligations to citizens and creditors. There was an
increase of $893,015 in unrestricted net position reported in connection with the City’s funds. This
increase in unrestricted net position is mainly due to a decrease in restricted net position from the
prior year for the Coliseum remodel project.

At the end of the current fiscal year, the City is able to report positive balances in all three
categories of net position, both for the government as a whole, as well as for its separate

governmental and business-type activities.

The City’s net position increased by $808,877 during the current fiscal year.



Revenues:

Program revenues:
Charges for services
Operating grants and

contributions
Capital grants and
contributions
General revenues:
Property taxes
Other taxes
Other

Total revenues

Program expenses:
General government
Public safety
Public works and

transportation
Community development
Culture and recreation
Other
Interest on long-term
debt
Sewer
Solid waste

Total expenses
Change in net position

Net position, beginning of
year, as restated

Net position, end of year

Condensed Statement of Activities
(in millions)

Governmental Business-type Total Primary Total Percentage
Activities Activities Government Change
FY 2014 FY 2013 FY2014 FY2013 FY2014 FY2013 FY 2013 - FY 2014
$ 1.8 § 1.8 § 27 $ 27 $ 45 $ 45 0.0%
03 03 - - 0.3 0.3 0.0%
0.3 05 - - 0.3 0.5 -40.0%
4.4 4.2 - - 44 4.2 4.8%
7.6 7.5 - - 7.6 75 1.3%
22 04 0.2 0.2 2.4 0.6 300.0%
16.6 14.7 2.9 2.9 19.5 17.6 10.8%
3.0 2.7 - - 3.0 2.7 11.1%
4.9 4.6 - - 4.9 4.6 6.5%
2.8 3.0, - - 2.8 3.0 -6.7%
1.2 14 - - 1.2 14 -14.3%
0.7 0.7 - - 0.7 0.7 0.0%
2.0 1.8 - - 2.0 1.8 11.1%
14 0.8 - - 14 0.8 75.0%
- - 1.7 1.6 1.7 1.6 6.2%
- - 1.0 1.0 1.0 1.0 0.0%
16.0 15.0 2.7 2.6 18.7 17.6 6.2%
0.6 0.3 0.2 0.3 0.8 - 100.0%
23.6 23.6 11.2 11.1 34.8 34.7 0.3%
$ 242 % 233 § 114 § 114 § 356 $§ 347 2.6%

Governmental activities increased the City’s net position by $629,918.

increase are as follows:

Key elements of this

e Governmental revenues increased by approximately 12.6%. This increase was mainly due
to the decrease in losses on sale of the houses for the Neighborhood Stabilization Program

II Grant.
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e Governmental expenses increased by approximately 6.3%. This increase is comprised of
the following:
o Increase in expenditures for the long-term debt of $533,851, or 63.7% due to the
issuance of $30,370,000 of General Obligation Refunding Bonds for CGH Medical
Center in the fiscal year ended April 30, 2013.
o Increase in expenditures for insurance benefits in the Internal Service Fund of
$327,536, or 28.8%.
o Increase in contributions to the police and fire pension plans of $190,274, or 22.1%.

Business-type activities increased the City’s net position by $178,959. Key elements of this
increase are as follows:

e Business-type revenues decreased by approximately 1.7%. This decrease is mainly related
to the 54.9% decrease in investment income.

e Business-type expenses increased by approximately 4.2%, which is mainly due to the
increase in operating expense of the Sewer Fund of 6.0%.

The following charts present the percentages of revenues by source and the percentages of
expenses by function for the City.

Revenues by Source

Other
11% Charges for services

Other taxes | 5 _ 23% Operating grants &
0,
5% contributions
2%
Income tax 4

8%
Capital grants &

contributions
1%

Sales tax

27% Property taxes

23%

The City receives approximately 73% of its total revenues from sales tax, charges for services, and
property taxes. The remaining 27% of revenues are derived from income and other taxes,
operating and capital grants and contributions, and other revenues.
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Expenses by Function

Solid waste

General government
6%

16%

Sewer

Interest on long- 9%
debt
7%

Other

11% \

Culture & recreation
1%

Public safety
26%

Community Public works and

development transportation

During the current fiscal year, 57% of the City’s expenses were for public safety, public works and
transportation, and general government. Expenses for sewer operations, solid waste, community
development, interest expense and other activities were between 6% and 11% of total costs, while
culture and recreation made up the bottom 4% of all costs.

Financial Analysis of the Government’s Funds

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

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

As of the end of the current fiscal year, the City’s governmental funds reported combined ending
fund balances of $7,972,375, a decrease of $2,173,220 in comparison with the prior year. This
decrease is mainly attributable to the large net losses in the Capital Fund and the Municipal
Coliseum Fund. Approximately 23% of the total governmental fund balances amount
($1,846,384) constitutes unassigned fund balance, which is available for spending at the
government’s discretion. The remainder of the fund balance is nonspendable, restricted, or
committed.

The General Fund is the chief operating fund of the City. At the end of the current fiscal year,
unassigned fund balance of the General Fund was $4,404,958, while the total fund balance reached
$5,066,824. As a measure of the General Fund’s liquidity, it may be useful to compare both
unassigned fund balance and total fund balance to total fund expenditures. Unassigned fund
balance represents 46.5% of total General F