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City of Boulder

AL
/ﬁ 7/ Finance Department
- /,;\ 1777 Broadway
\L . Boulder CO 80301
v 303-441-3057

July 2, 2013

To: Members of the City Council,
City Manager Jane Brautigam and the Residents of the City of Boulder

Both the City of Boulder Charter and State law require that an audit of city financial records be
conducted each year by an independent certified public accountant. Such an audit has been
performed and this report is being published as part of the requirement for the fiscal year ended
December 31, 2012.

Management assumes full responsibility for the completeness and reliability of the information
contained in this report, based upon a comprehensive framework of internal controls that has been
established for this purpose. Because the cost of internal controls should not exceed anticipated
benefits, the objective is to provide reasonable, rather than absolute, assurance that the financial
statements are free from any material misstatements.

BKD, LLP has issued an unmodified (“clean”) opinion on the City of Boulder’s financial
statements for the year ended December 31, 2012. The independent auditor’s report is located at
the front of the financial section of this report.

Management’s Discussion and Analysis (MD&A) immediately follows the independent auditor’s
report and provides a narrative introduction, overview, and analysis of the basic financial
statements. The MD&A complements this letter and should be read in conjunction with it.

PROFILE OF THE GOVERNMENT

The City of Boulder is located in north central Colorado, approximately 25 miles northwest of
Denver via the Denver-Boulder Turnpike (U.S. 36). The city is located at the base of the
foothills of the Front Range of the Rocky Mountains at an altitude of 5,354 feet. Nestled at the
foot of the Rockies, Boulder has a special beauty that is complemented by its diverse culture.
Boulder has a diverse economy that is supported by computer, aerospace, scientific and research
firms, the University of Colorado, and several federal laboratories.



Superior educational and cultural resources make Boulder a fulfilling place to live, work, and
play. The city encompasses approximately 25.4 square miles and is the county seat of Boulder
County. The population of the city according to a 2012 estimate made by the City of Boulder is
99,070.

The City of Boulder is a municipal corporation duly organized and existing under the laws of the
State of Colorado. In particular, the city is a home rule city and adopted a charter pursuant to
Article XX of the Constitution of the State of Colorado by vote of the electorate on October 30,
1917.

The council/manager form of government was adopted in the city’s charter and has been in
operation since January 1918. The City Council, an elected body of nine members, is the policy-
making arm of the government. Eight of the members of the City Council are elected for
staggered four-year terms and one is elected for a two-year term, with five council members
elected in November of each odd-numbered year. A City Manager, appointed by the City
Council, serves as the City’s Chief Administrative Officer.

The city provides a full range of services. These services include police and fire protection;
cultural and recreational facilities and events; open space and mountain parks acquisition and
maintenance; environmental services, housing and human services; construction and
maintenance of highways, streets and infrastructure; water, wastewater, and stormwater/flood
control utilities; and parking facilities and services.

Certain parking facilities and services are provided through two legally separate entities,
Downtown Commercial District and University Hill Commercial District. In addition,
acquisition and construction of certain city properties and facilities is provided by Boulder
Municipal Property Authority. These separate entities function, in essence, as separate
departments of the City of Boulder and have therefore been included as an integral part of the
City of Boulder’s financial statements.

Budgetary Process

The City Charter includes provisions for proper budgeting, fiscal control, and auditing. It
requires the establishment and maintenance of a budgetary control system for general operations.
The objective of budgetary control is to ensure compliance with legal provisions embodied in the
annual appropriated budget, approved by the City Council, which serves as the foundation of the
city’s financial planning and control. The level of budgetary control (that is, the level at which
expenditures cannot legally exceed the appropriated amount) is established at the fund level.
The city budgets revenues and expenditures/expenses for all funds except the Pension Trust
Fiduciary Funds and the Gifts and Contributions Fund.

The city has implemented an annual budget process and adopts the coming year’s budget by
December 1, as provided by state law. The City of Boulder Charter established the time limits
pertaining to the adoption of the budget. The budget process and schedule of development is
designed to fit within the Charter mandate and to allow for active and early participation by the



City Council, with an emphasis on public input. The city’s budget is developed throughout the
year, but the bulk of the effort occurs during a nine month period beginning in February and
ending in October. The budget and annual Appropriation Ordinances for the ensuing term are
generally adopted in October during public hearings.

Any budget revisions affecting fund totals are adopted in a supplemental appropriation ordinance
approved by the City Council. The City Council may make additional appropriations or
budgetary transfers during the fiscal year for unanticipated revenues received by the city. City
management, with the approval of the Central Budget Office, may also transfer budgeted
amounts within a fund without City Council approval. All appropriations lapse at year-end.

Detailed budget to actual comparisons are provided in this report for the General Fund and all
annually budgeted special revenue, debt service and capital project funds.

FACTORS AFFECTING FINANCIAL CONDITION

Original projections for sales and use tax revenues for 2012 expected a 4.5% increase from 2011.
Actual sales and use tax revenues for the city increased by 3.97% over 2011. If Boulder Junction
is excluded, actual sales and use tax revenue increased 3.00% over 2011. During 2012, retail
receipts were up 3.71%, Business/Consumer Use Tax was up 2.33%, Construction Use Tax was
up 5.27% and Motor Vehicle Use Tax was up 8.04%. Significant audit revenue collected during
the months of October and December contributed to the 2.33% increase in Business/Consumer
Use Tax. Construction Use Tax is up due to the Boulder Junction area and is considered one-
time revenue. Excluding the Boulder Junction area would result in a 9.23% decrease in
Construction Use Tax.

Sales and use tax revenues in 2012 made up approximately 43% of the General Fund, 97% of the
Open Space and Mountain Parks Fund and 61% of the Transportation Fund total revenues.

The property tax base slightly increased in 2012. The assessed valuation for property within the
City of Boulder increased from $2.498 billion in 2011 to $2.501 billion in 2012, or by 0.1%.
The increase in 2012 will not recover the 2.65% decrease which occurred in 2011. Taxes levied
against the 2012 assessed valuation will be collected in 2013. Much of the resulting decrease
from 2011 will be offset by an increase in the property tax levy retained by the city. In
November 2008, the voters within the City of Boulder approved a ballot question which removed
the remaining TABOR restriction on property tax revenues for 2009 and beyond. This increase
in retained taxes was limited to .5 mills per year until the full amount of the existing tax levy of
11.981 mills was restored and retained. During 2012, the remaining TABOR limitation was
fully eliminated.

Projections for the Future

According to The Colorado Outlook Report, released March 18, 2013, economic growth is
expected to be moderate, but downside risks remain, as noted by the Office of State Planning and
Budgeting (OSPB).



The economy continues to live with the legacies of the debt-fueled boom and bust over the past
decade that produced massive disruptions in fundamental economic activities. It is still not
apparent that the nation as a whole has a strong foundation to support more robust growth. This
is evident in the continued elevated level of unemployment and the uneven pattern of economic
activity over the past couple years. Moreover, the recent growth is coincident with substantial
monetary expansion by the Federal Reserve. The lack of a more robust foundation leaves the
economy more vulnerable to negative forces and events as well as the eventual cessation of
monetary easing.

The change in March 2013 year-to-date sales and use tax revenue, including use tax revenues
from Boulder Junction Construction Projects, compared to March 2012 is as follows:

March YTD 2013 versus 2012
Tax Category % Change % of Total
Retail Sales Tax 7.59% 79.29%
Business / Consumer Use Tax 23.95% 9.44%
Construction Use Tax (17.76%) 8.43%
Motor Vehicle Use Tax 9.11% 2.84%
Total YTD Sales/Use Tax 6.19% 100.00%

The following information analyzes the results of the above sales and use tax chart:

e Retail Sales Tax — Actual retail receipts are up by 7.59%. A significant portion of this
increase is due to business-to-business sales that are one-time related (not use tax) and
will not reoccur on a monthly basis.

e Business/Consumer Use Tax — Revenues are up by 23.95%. Strength in business-to-
business sales makes up the majority of this increase. There was also significant audit
revenue collected during the months of January and February.

e Construction Use Tax — This category is down by 17.76% year-to-date as of March 2013.
Excluding Boulder Junction construction projects, construction use tax is up by 30.77%.
This increase is due primarily to construction use tax paid in February for large projects
(CU and a large private sector multi-family development).

e Motor Vehicle Use Tax is up by 9.11%. Vehicles purchased by Boulder citizens,
regardless of where in the state the vehicle is purchased, generate use tax revenues for the
city.

In the future, as revenues continue to recover, any proposed increases in expenditures will be
evaluated based on Priority Based Budgeting (PBB), a decision making tool which helps the city
make strategic recommendations regarding priorities for current and future funding changes. By
using the PBB process, existing financial policies and the six-year planning model for
operations, the city will be able to maintain targeted fund balances, redirect any funding
increases to the highest priority areas and ensure that operating revenues exceed ongoing
operating expenditures each year.



The actual percentages for 2011 and 2012, along with the 2013 sales tax projections for the City
of Boulder and statewide forecasts from the Colorado Office of State Planning and Budgeting are
as follows:

2011 2012 2013
Forecast Actual Actual | Projected
Base Sales/Use Tax - City of Boulder 5.73% 3.97% 3.40%
Denver-Boulder CPI-U 3.69% 1.94% 2.80%
Projected Statewide Retail Sales Trade Growth 7.70% 5.40% 4.30%
Projected Statewide Personal Income Growth 6.10% 4.50% 3.60%

THE IMPORTANCE OF SOUND FINANCIAL PLANNING,
DOWNSIZING STRATEGY AND ACTIONS

The following narrative was extracted from the City Manager’s message found in the 2013
Annual Budget, Volume I:

The budget continues to be guided by recommendations made by the Blue Ribbon Commissions
(BRC) I and Il. Major long-term recommendations included:

Establish a long-term balanced revenue steam for the City of Boulder
Enhance the city’s budget process by using Priority Based Budgeting
Update compensation policies

Use efficiency studies to determine if current resources are being maximized
Update and continue the use of cost recovery strategies

Maintain current infrastructure

Implement performance measures for city services

Each of these recommendations has been, or is being, implemented and has helped the city
maintain the appropriate balance of revenues and expenditures. Current projections are the $135
million structural gap (determined BRC I) between revenues and expenditures has been reduced
to $75 million annually by 2030. The analysis will be updated in 2014.

MAJOR INITIATIVES

Current economic conditions and the long-term structural budget problems require that the City
of Boulder conduct business in a new way, evaluate what services and programs can be
provided, continue to focus on being as efficient as possible and refine processes and systems to
work with staffing levels that can be sustained over time. In order to address these economic and
structural realities, a PBB approach was implemented as part of the 2011 budget process and was
continued in 2012 and 2013. PBB will be increasingly useful to determine the set of services and
programs that will be provided to the community.



The 2013 Capital Improvements Program (CIP) includes proposed funding of $33.8 million for
61 projects. The entire six-year (2013-18) CIP includes proposed funding of $217.8 million for
140 projects. When other funding is included, the six-year total is $266.8. The increase was a
voter approved measure which involved a bond issue of $49.0 million, which occurred in March
2012. CIP funding varies year-to-year depending on the type and cost of projects recommended
for funding in that year and the amount of external funding received. Some of the most
significant capital expenditures included within the six-year plan are as follow: (i) acquisition
and development of open space lands totaling $32.1 million; (ii) parks and recreation projects
totaling $13.1 million including development of new community parks, repairs and deficiency
corrections, and renovation of existing facilities; (iii) $39.0 million in transportation system
improvements including improvements to 28™ Street, 30" Street access improvements for the
Boulder Transit Village Station and FasTracks commuter rail development; (iv) $85.0 million for
water utility fund capital projects including new construction for the Barker Dam, Carter Lake
Pipeline and Carter Lake Hydroelectric (projects beginning in 2016 and continuing into 2018),
(v) $11.8 million for wastewater utility fund projects including wastewater treatment plant
rehabilitation projects and expansion of the bio-solids digester at the wastewater treatment plant;
(vi) $25.0 million for stormwater and flood management utility fund projects including Fourmile
Canyon Creek and Wonderland Creek flood mitigation projects.

Planned capital expenditures will be financed using revenues from current rates and charges,
plant investment and connection fees, bond proceeds from a $49.0 million bond sale in March
2012, and future rate and fee increases.

The City of Boulder capital improvement program is available online on the city’s website
(www.bouldercolorago.gov) under the Finance Department budget page.

OTHER FINANCIAL INFORMATION

Debt Ratings

During 2012, the city’s general obligation credit ratings were established as Aal by Moody’s
Investors Service and AAA by Standard & Poor’s. The primary reasons cited in the past for
these high rating levels have been the general strength of the Boulder economy, its
distinctiveness from the general Denver metropolitan economy and less reliance of the city’s
General Fund on sales taxes when compared with other Colorado municipalities.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the city for its
CAFR for the fiscal year ended December 31, 2011. This was the twenty-third consecutive year
that the city has achieved this prestigious award and the thirty-first year in total. In order to be
awarded a Certificate of Achievement, a government must publish an easily readable and
efficiently organized CAFR. This report must satisfy both generally accepted accounting
principles and applicable legal requirements.
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A Certificate of Achievement is valid for a period of one year only. We believe our current
CAFR continues to meet the Certificate of Achievement Program’s requirements and we are
submitting it to the GFOA to determine its eligibility for another certificate.

In addition, the city also received the GFOA’s Distinguished Budget Presentation Award for its
2012 budget document. In order to qualify for the Distinguished Budget Presentation Award, the
government’s budget document had to be judged proficient as a policy document, a financial
plan, an operations guide, and a communications device.

The City of Boulder’s most recent accomplishment is the Award for Outstanding Achievement
for producing a Popular Annual Financial Report (PAFR) for the fiscal year ended December 31,
2011. This is again only valid for a period of one year and is awarded by the GFOA. This report
is a useful tool for residents to obtain a greater understanding of the role of the city’s
government. The intent is to provide a report that is informative and easy to understand.

We are proud of this continuing commitment to provide complete and reliable information to the
residents of the City of Boulder.
ACKNOWLEDGMENTS

The preparation of this report could not be accomplished without the efficient and dedicated
services of the entire Finance Department staff. We would like to express our appreciation to all
members of the department who assisted and contributed in its preparation. We also thank the
Mayor, City Council Members, City Council Audit Committee Members, and the City Manager
for their interest and support in planning and conducting the financial operations of the city in a
responsible and progressive manner.
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Cheryl Pattelli, CPA,
Director of Fiscal Services
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Wells Fargo Center
1700 Lincoln Street, Suite 1400
LLP Denver, CO 80203-4514

CPAs & Advisors 303.861.4545 Fax 303.832.5705 www.bkd.com

Independent Auditor’s Report on Financial
Statements and Supplementary Information

Honorable Mayor and Members of City Council
City of Boulder, Colorado
Boulder, Colorado

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
each major fund and the aggregate remaining fund information of the City of Boulder, Colorado (the city), as of and
for the year ended December 31, 2012, and the related notes to the financial statements, which collectively comprise
city’s basic financial statements listed in the table of contents.

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 audit 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 city’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 city’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.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective

financial position of the governmental activities, the business-type activities, each major fund, and the aggregate

remaining fund information of the City of Boulder, Colorado as of December 31, 2012, and the respective changes

in financial position and cash flows, where applicable, thereof and the respective budgetary comparisons for the

General Fund, Open Space and Mountain Parks Fund, Transportation Fund and 2011 Capital Improvement Fund for

the year then ended in accordance with accounting principles generally accepted in the United States of America.

Praxity.:
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Honorable Mayor and Members of City Council
City of Boulder, Colorado

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis, pension information and other postemployment benefits listed in the table of contents be presented to
supplement the basic financial statements. Such information, although not 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 required supplementary information 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 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’s basic financial statements. The combining and individual fund statements and schedules and other
supplementary information, including the schedule of expenditures of federal awards required by U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-profit Organizations, and
Local Highway Finance Report as listed in the table of contents, is presented for purposes of additional analysis and
is not a required part of the basic financial statements. Such information is the responsibility of management and
was derived from and relates directly to the underlying accounting and other records used to prepare the basic
financial statements. The information has 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 information is fairly stated in all material respects in
relation to the basic financial statements as a whole.

Other Information

Our audit was conducted for the purpose of forming opinions on the basic financial statements as a whole. The
introductory and statistical sections listed in the table of contents are presented for purposes of additional analysis
and are not a required part of the basic financial statements. Such information has not been subjected to the auditing
procedures applied in the audit of the basic financial statements, and accordingly, we do not express an opinion or
provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated July 2, 2013, on our
consideration of the city’s internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

BED L

Denver, Colorado
July 2, 2013
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City of Boulder, Colorado

MANAGEMENT’S DISCUSSION AND ANALYSIS
(Unaudited)

December 31, 2012

This section of the City of Boulder’s (the city) financial statements provides a narrative overview
and analysis of its financial activities for the year ended December 31, 2012. We encourage
readers to consider the information presented here in conjunction with additional information
that we have furnished in our letter of transmittal at the front of this report and the city’s
financial statements, which follow this section. All amounts within this Comprehensive Annual
Financial Report are expressed in thousands of dollars unless otherwise indicated.

Financial Highlights

e The assets of the city exceeded its liabilities at the close of 2012 by $983.7 million ($596.0
million in governmental activities net position and $387.7 million in business-type activities
net position). Of the governmental activities net position total, $113.4 million, or 19%, is
unrestricted and may be used to meet the city’s ongoing obligations to the public and
creditors. Similarly, $61.6 million, or 16%, of business-type activities net position are
unrestricted.

e Total net position of the city increased $55.0 million, or 6%, compared to 2011. Net position
of the city’s governmental activities increased $60.6 million, which represents an increase of
11% from 2011. Net position of the city’s business-type activities decreased $5.6 million, or
1%, from 2011.

e Total revenues, excluding transfers and extraordinary items, increased $22.3 million, or 9%,
compared to 2011. Governmental activities revenues increased $25.8 million, or 14%, to
$210.0 million, while revenues of business-type activities decreased $3.5 million, or 6%, to
$59.2 million compared to 2011.

e The total expenses of all the city’s programs, excluding transfers and extraordinary items,
and indirect expenses allocated increased $3.3 million, or 2%, to $214.2 million compared to
2011. The expenses of governmental activities programs increased $2.5 million, or 2%, to
$168.5 million, while the expenses of business-type activities increased $0.8 million, or 2%,
from 2011 to $45.6 million.

As of December 31, 2012, the city’s governmental funds reported a combined ending fund
balance of $154.4 million. Approximately 47%, or $72.9 million, is unrestricted fund balance
and, therefore, available for spending at the city’s discretion within the purposes specified for the
city’s funds.
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Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the city’s basic financial
statements. The city’s basic financial statements are comprised of 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.

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 (for example, 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 (governmental 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, administrative services, public safety, public works including streets and
transportation, planning and development services, culture and recreation, open space and
mountain parks, housing and human services, and interest on long-term debt. The business-type
activities of the city include water utility, wastewater utility, stormwater and flood management,
parking facilities and services, and the Boulder Municipal Property Authority’s acquisition of
open space and parks property.

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 (Pension Trust) 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 the
city’s near-term financing requirements.
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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 city’s near-term financial
decisions. Both the governmental funds balance sheet and the governmental funds statement of
revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities.

Proprietary funds. Proprietary funds are generally used to account for services for which the city
charges customers — either outside customers or internal units or departments of the city.
Proprietary funds provide the same type of information as shown in the government-wide
financial statements, only in more detail. The city maintains the following two types of
proprietary funds:

e 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 the operations of the Water Utility, Wastewater Utility, Stormwater and
Flood Management, Boulder Municipal Property Authority and Downtown Commercial
District funds. These are considered to be major funds of the city. In addition, the
University Hill Commercial District and Boulder Junction GID are accounted for as
nonmajor enterprise funds.

e Internal Service funds are used by the city to account for the costs of acquiring,
operating and maintaining certain types of equipment and facilities, costs for city-wide
insurance programs and funding for certain governmental fund compensated absences
liabilities. Because these services predominantly benefit governmental rather than
business-type functions, the assets and liabilities of the internal service funds have been
included within governmental activities in the government-wide financial statements.
Internal service funds are combined into a single, aggregated memo presentation in the
proprietary fund financial statements. The internal service funds consist of
Telecommunications, Property and Casualty Insurance, Workers’ Compensation
Insurance, Compensated Absences, Fleet, Computer Replacement, Equipment
Replacement and Facility Renovation and Replacement. Individual fund data for the
internal service funds is provided in the form of combining statements in the “Combining
and Individual Statements” section.

e Fiduciary funds are used to account for the accumulation of resources to be used for
retirement annuity payments at appropriate amounts and times in the future. Resources
are contributed by employees and the city at amounts determined by biennial actuarial
studies and by State law.

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 accompanying notes, this
report also presents certain required supplementary information concerning the city’s progress in
funding its obligation to provide pension benefits to its police and firefighters and provide
healthcare benefits for retirees.
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The combining statements referred to earlier in connection with nonmajor governmental funds
and internal service funds are presented immediately following the required supplementary
information on pensions. Included are budgetary comparison schedules for all annually
budgeted nonmajor special revenue, debt service and capital project funds.

Government-wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of the city’s financial
position. Our analysis below focuses on the net position and changes in net position of the city’s

governmental and business-type activities.

Table 1 - Net Position (dollars in thousands)

Governmental Activities

Business-type Activities

Total Primary Government

2012 2011 2012 2011 2012 2011

Current and other assets $ 257,795 $ 186,355 $ 7528 $ 81719 $ 333080 $ 268,074
Capital assets 513,907 478,204 419,022 428,938 932,929 907,142

Total assets 771,702 664,559 494,307 510,657 1,266,009 1,175,216
Noncurrent liabilities 123,691 76,861 98,760 108,963 222,451 185,824
Other liabilities 52,024 52,312 7,824 8,413 59,848 60,725

Total liabilities 175,715 129,173 106,584 117,376 282,299 246,549
Net position:

Net investment in capital assets 401,272 418,691 325,883 325,861 727,155 744,552

Restricted 81,324 30,256 257 254 81,581 30,510

Unrestricted 113,391 86,439 61,583 67,166 174,974 153,605

Total net position $ 595987 $ 535,386 $ 387,723 $ 393,281 $ 983710 $ 928,667

Table 1 presents an analysis of the city’s net position as of December 31, 2012. The city’s assets
exceeded its liabilities by $983.7 million at the close of the current fiscal year. By far the largest
portion of the city’s net position (74%) reflects its investment of $727.2 million in capital assets
(for example, land, buildings, transportation infrastructure, machinery and equipment, utility
plant in service and underground drainage facilities), less any related debt used to acquire those
assets that is still outstanding. The city uses these capital assets to provide services to the public;
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.

An additional portion of the city’s net position, $81.6 million (8%), represents resources that are
subject to restrictions as to how they may be used. The remaining balance of unrestricted net
position, $175.0 million (18%), may be used to meet the city’s on-going obligations to the public
and creditors. The unrestricted net position of the city’s business-type activities in the amount of
$61.6 million are not available to fund the city’s governmental activities.
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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. Net investment in capital assets decreased $17.4
million, or 2%, compared to 2011. This decrease is partially the result of related debt of $49
million that was issued in March 2012. This is discussed in the “Capital Assets” section below
in more detail. Restricted net position increased $51.0 million, or 167%, compared to 2011. This
increase is primarily due to the new construction projects that have been undertaken and not
completed in 2012. The $21.3 million, or 14%, increase in unrestricted net position is a result of
an increase in both unrestricted program and general revenues such as charges for services and
taxes.

It is important to note that approximately $40.5 million in governmental unrestricted net position
arises from the net position of the city’s internal service funds, discussed above in “Overview of
the Financial Statements — Proprietary Funds.” Although it is highly unlikely that these funds
will be liquidated, in the event that they are, the distribution of the net position of these funds
would result in a portion of these unrestricted net position being allocated to unrestricted net
position of governmental activities and unrestricted net position of business-type activities.

Analysis of Changes in Net Position

As can be seen from Table 2, the city’s net position increased by $55.0 million during 2012. This
increase is explained in the governmental and business-type activities discussion below.

Governmental Activities

Net position of governmental activities increased by $60.6 million during 2012, accounting for
the total increase in the city’s net position. This increase was $41.2 million more than the $19.4
million increase in net position in 2011.

Revenues during 2012 increased by $25.8 million compared to 2011. Charges for services grew
$18.8 million primarily due to an increase in developer payments made to the city in lieu of
building affordable housing. Sales and use taxes increased $4.8 million from 2011 primarily due
to an increase in general retail sales activity resulting from the economic recovery. Property
taxes increased by $2.0 million partially due to the continued removal of property tax limitations
as explained in Note D to the Financial Statements. Other taxes increased by $1.8 million
largely due to an increase in the $1.9 increase in utility occupation taxes.

Expenses increased $2.5 million in 2012 compared to 2011. General Government expenses fell
by $2.9 million, largely due to Education Excise tax projects in 2011 and none in 2012. Public
safety expense increased by $2.3 million due to unexpected overtime required during 2012 for
fighting fires. Public Works increased by $2.3 million primarily due to new con