NOTE 1.

Note 2.

CITY OF MUSCATINE, IOWA
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

JUNE 30, 2012

Budget Preparation and Adoption

The State of Iowa requires the annual budgets for the year beginning July 1 be certified to the
County Auditor no later than March 15 preceding the beginning of the fiscal year. The budget must
include the amount to be raised by property taxation, income from sources other than property
taxation, and expenditures for each of the functional areas described in Note 3.

Preliminary budget review of all operating department requests is conducted by the City
Administrator. The budget proposal as presented to the City Council by the City Administrator is a
complete financial plan for the upcoming fiscal year. The proposal is submitted on or before the
first Monday of February. The City Council holds various budget meetings with the City
Administrator, Finance Director, department heads, and boards and commissions, as well as holding
a public hearing prior to adopting the budget. The Council adopts the budget by resolution and
certifies it to the County Auditor by the 15th of March preceding the beginning of the fiscal year.
This budget becomes the appropriation for the operations of the City.

After the initial annual budget is adopted, it may be amended for specified purposes. Budget
amendments must be prepared and adopted in the same manner as the original budget. Management
is not authorized to amend the budget or to make budgetary transfers between functions without the
approval of the City Council.

The City Council also approves a five-year capital improvement program. This capital improvement
program is reviewed and revised annually by the City Council; a public hearing also is held in regard
to proposed capital improvements for the City.

Basis of Budgeting

Annual budgets are adopted following required public notice and hearings for all funds with the
exception of certain internal service and permanent funds, on a basis consistent with accounting
principles generally accepted in the United States of America (GAAP), except that encumbrances are
also recognized as a valid and proper charge against the budget appropriations in the year in which
the commitment was issued. Encumbrances represent purchases on order related to unperformed
contracts for goods or services with the exception of capital projects fund contracts. For budgetary
purposes, encumbrances are recognized as a valid and proper charge against the budget
appropriation in the year in which the commitment was issued. Encumbrances do not lapse at year-
end and provide authorization for expenditure the following year. In the preceding budget schedules,
expenditures include current fiscal year encumbrances and exclude the payment of prior year
encumbrances. Additionally, all general obligation bond payments including those which for
accounting purposes are accounted for through enterprise funds are budgeted in the debt service
fund.
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NOTE 3.

NOTE 4.

Budget Functions

Formal and legal budgetary control is based upon nine major classes of expenditures known as
functions, not by fund or fund type. These nine functions are: public safety, public works, health
and social services, culture and recreation, community and economic development, general
government, debt service, capital projects, and business type activities. Function disbursements
required to be budgeted include disbursements for the General Fund, Special Revenue Funds, Debt
Service Fund, Capital Projects Funds, Enterprise Funds and certain Permanent and Internal Service
Funds. Although the City’s budget document presents expenditures by fund, the legal level of
control is at the aggregated function level, not by fund. During the year, two budget amendments
increased budgeted disbursements in total by $1,655,983. This overall increase is primarily due to
changes in capital project construction schedules, grant funds awarded after the original budget was
adopted, and refunding $215,000 of outstanding general obligation debt. These budget amendments
are reflected in the final budgeted amounts.

During the year ended June 30, 2012 expenditures did not exceed their budgeted amounts in all
functions with the exception of the debt service function which exceeded the budgeted amount by
$2,124 due to refunding bond issuance costs.

Other Postemployment Benefit Plan

The information in the required supplementary schedule was determined as part of the actuarial
valuations as of July 1, 2008 and July 1, 2010. Additional information is as follows:

1. The cost method used to determine the ARC is the Projected Unit Credit Actuarial Cost method.

2. There are no plan assets.

3. Economic assumptions in the July 1, 2010 valuation are as follows: health care cost trend rate of
6% for year one and 5% for year two and after, an investment return rate of 5.0%, and a 3%
annual salary increase.

4. The amortization method is open period, level dollar.
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