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PO Box 296
Largo, FL 33779
Largo.com

CITY OF

March 29, 2019

Letter of Transmittal
Honorable Mayor and City Commissioners, City Manager and Citizens of the City of Largo, Florida

INTRODUCTION

The Finance Department respectfully transmits the City's FY18 Comprehensive Annual Financial Report
(CAFR), which reflects a slightly better financial condition in many funds than at the end of last year.

Preparation of the City's CAFR fulfills the reporting requirements for several stakeholder groups. First
and foremost, the CAFR reports the City's financial condition and results of operations to the Mayor and
City Commissioners, who are primarily responsible for maintaining the City's financial integrity.

Second, the CAFR provides information required by regulatory agencies, grant providers, the financial
industry and creditors, who are interested in whether the City was in compliance with grant restrictions,
debt covenants, contractual provisions and statutory requirements. Finally, the CAFR targets the
information needs of Largo citizens and businesses, who are the City's most important stakeholders.

Two documents are provided in the CAFR to assist all interested parties with interpreting the City's
financial statements and assess the City's financial condition, including:

» Letter of Transmittal — This letter introduces the CAFR, presents general information about the
City and highlights certain information that is not discussed elsewhere in the CAFR.

* Management's Discussion and Analysis (MD&A) — The MD&A is located after the
Independent Auditors' Report and provides an overview of financial reporting principles and
practices used by the City. The MD&A also provides commentary and analysis of major
components of the City's financial condition, financial position at year end and results of
operations for the year.

CITY OF LARGO PROFILE

The City of Largo, Florida is an independent reporting entity, as defined by the Governmental Accounting
Standards Board (GASB). Please visit www.largo.com_for more information about the City and for links to
other sites within the Tampa Bay area.

Largo is located in Pinellas County on Florida's central Gulf Coast, which is the most densely populated
county in Florida. Largo provides a full range of municipal services, including police and fire protection,
wastewater collection and treatment, solid waste collection, community planning, street repair and
maintenance, stormwater repair and maintenance, recreation, parks, arts and library services. Pinellas
County provides Largo citizens and businesses potable water, solid waste disposal and jail/court services.

Largo was incorporated in 1905 with 291 residents and an area of 1 square mile and has grown to
approximately 83,000 residents and 19 square miles and is the third largest city in Pinellas County. The
City also serves over 30,000 unincorporated county residents with services, including: fire protection,
EMS, wastewater, library, recreation, parks and arts, the cost of which is partially funded by the County.

In 1913, Largo became the first town in Florida and the second town in the nation to adopt the
Commission/Manager form of government. Largo's Mayor and six City Commissioners (the City
Commission) are elected at large and serve staggered four-year terms. The City Commission establishes
policies, hires the City Manager and approves certain appointments. The City Manager implements the
City Commission's policies and manages daily operations through an executive management staff.
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INDEPENDENT AUDIT AND AUDIT COMMITTEE

State Statutes and the City Charter require an annual audit to be conducted by independent Certified
Public Accountants selected by the City Commission. This requirement was fulfiled and the City's
financial statements have received an unmodified opinion from the auditors, Carr Riggs and Ingram, LLC,
which is the highest opinion that can be received. The Independent Auditors' Report (opinion) enhances
the reliability of the City's financial statements within certain limitations, as outlined in the opinion letter.

The City Commission appoints an Audit Committee that provides a formal mechanism to discuss audit-
related matters. The Audit Committee monitors the audit through meetings with the auditors, which
enhances the auditors' independence and objectivity. Audit Committee members are, Mayor Woody
Brown, Chairperson and City Commissioners Curtis Holmes and James Robinson. The Audit Committee
was supported by OPB Manager Meridy Semones and an independent financial expert, John Houser,
CPA, of Wells, Houser and Schatzel, PA.

MANAGEMENT'S FINANCIAL REPORTING RESPONSIBILITY

The City Administration (management) is responsible for the accuracy, completeness and fairness of
presentation of all information included in this CAFR. Internal accounting and administrative controls
have been implemented to capture and record all financial information so that the City's financial
statements can be prepared in accordance with generally accepted accounting principles (GAAP).

The cost of a control should not exceed the benefit to be derived; therefore, the City’s internal controls
have been developed with the objective to provide reasonable, rather than absolute assurance, that the
financial statements are free of any material misstatements. Management believes the information
presented in this CAFR is accurate and complete in all material respects and fairly presents the City’s
financial position and results of operations for FY18 and as of year-end.

FINANCIAL MANAGEMENT POLICIES

The City Commission has adopted policies to guide the City's financial activities, which are included in the
Statistical Section of the CAFR. Financial policies cover the following areas:

» Operating Budget * Reserves & Fund Balance » Accounting, Auditing & Financial Reporting
* Revenues * Debt » Long-term Planning & Capital Improvements
» Purchasing * Investments + Capital Improvements Element

BUDGETARY & INTERNAL ACCOUNTING CONTROLS

The City's annual budget is an integral part of the financial accounting system. The City Manager
proposes an annual operating budget to the City Commission. The City Commission must adopt an
operating budget in accordance with procedures established by the City Charter and the State of Florida.

Primary budget preparation and monitoring responsibility is assigned at the department level. Each
department designates program managers who authorize purchases and payments and evaluate budget
performance throughout the year. Encumbrances are recorded for all significant purchases at the time a
commitment is made. Line item reports are accessible to all managers that include: amounts budgeted,
expenditures to date, encumbrances, remaining budget balances and prior year activity for comparison.

The Finance Department monitors financial activity on an ongoing basis. Monthly financial reports are
prepared for all departments and periodic reports summarizing a majority of the City's financial activities
are prepared for the City Commission. City-wide financial activity is also periodically reviewed at
meetings with the City Manager, Assistant City Manager, Office of Performance and Budget Manager,
Finance Director, Assistant Finance Director and Treasury Manager.
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LONG-TERM FINANCIAL PLANNING

The City prepares a five-year Long-term Financial Plan (LTFP) and Capital Improvements Program (CIP)
for all Funds, which projects the City's major revenues, operating expenditures, fund balance and capital
projects over a rolling five-year period. The LTFP/CIP provides information to assess the City's long-term
financial condition in comparison to the short-term focus of the annual operating budget and CAFR.

The City Manager proposes an LTFP/CIP to the City Commission annually and the City Commission must
adopt a CIP in accordance with requirements of the City Charter and the State of Florida. The LTFP/CIP
is an integral part of the City's financial management system, but does not appropriate funds. Projections

are updated and the first year's projects are incorporated into the next operating budget.

The City of Largo is projected to remain in good financial condition over the next several years, due to the
establishment an implementation of responsible fiscal policies. Actual and projected millage rates and
unassigned fund balances in the General Fund are:

Actual Projected (FY19 millage rate is actual)
General Fund FY17 FY18 FY19 FY20 FY21 FY22 FY23
Millage rate (10 mill maximum) 5.3705 | 5.7413 | 5.7413 TBD TBD TBD TBD
Ending unassigned fund balance
as a % of the following year's
expenditure budget 12.9% | 14.3% | 14.7% | 14.3% | 14.9% | 15.8% N/A

The City's current utility rates are competitive with similar and surrounding communities.

A stormwater

rate study is ongoing and recommendations are expected to be presented to the City Commission in

FY19.

Currently projected utility rate and golf fee increases are:

Projected Increases FY19 FY20 FY21 FY22 FY23
Stormwater (drainage) - - 20% - 15%
Wastewater (sewage) - - 25% - -
Reclaimed Water (sewage effluent) - - - - -
Solid Waste Collection (garbage) 20% - - 10% -
Golf (subject to market constraints) 3% - - 3% -

Conditions that will enable the City to maintain a positive financial condition, include:

* Adequate reserves in most funds

* No general obligation debt

* All revenue-pledged debt is within conservative guidelines

»  Sufficient provisions have been made for infrastructure repairs, maintenance and replacement

* Arelatively diversified revenue structure provides stability
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Conditions that could significantly challenge the City's future financial condition, include:

» Previous years' of expenditure cuts have reduced operating flexibility
» Public safety pension costs are projected to remain relatively high
* Health care costs increases are projected

*  Most major revenues are projected to grow slowly

» Existing and proposed property tax exemptions and 'Save Our Homes' portability will limit
revenue growth

+ The Governor and state legislature have expressed a strong desire for smaller local government
and lower local taxes by introducing legislation that erodes the City's Home Rule Authority

AWARDS FOR FINANCIAL REPORTING & BUDGET PRESENTATION

The City participates in the Government Finance Officers Association (GFOA) Certificate of Achievement
for Excellence in Financial Reporting Program, which recognizes conformance with the highest standards
for preparation of state and local government financial reports. The City received the Certificate for the
FY17 CAFR and believes the FY18 CAFR conforms to all Certificate Program requirements.

To receive a Certificate of Achievement, a government must publish a CAFR that is easily readable,
efficiently organized and conforms to rigorous program standards. The CAFR must also promote
consistency, full disclosure and uniformity and must meet all GAAP and legal requirements. A certificate
of Achievement is valid for a period of one year only. We believe that our current comprehensive annual
financial report continues to meet the Certificate of Achievement Program’s requirements and we are
submitting it to GFOA to determine its eligibility for another certificate.

The City also participates in the GFOA's Distinguished Budget Presentation Award Program. In order to
receive this award, a government must publish a budget that meets Program criteria as a policy
document, as an operations guide, and as a communication medium. The City received the award for the
FY 2018 Budget and believes the FY 2019 Budget will meet all Award Program requirements.

ACKNOWLEDGMENTS

The largest contributing factor to Largo's sound financial condition is the steadfast commitment of Largo's
elected officials to maintaining the City's financial integrity. The City Commission has established prudent
fiscal policies and has worked hard to ensure those policies were implemented. With their continued
leadership, the City can look forward to a secure financial future.

Preparation of the CAFR was made possible by the dedicated efforts of everyone in the Finance
Department. Appreciation is expressed to Victoria Hill who was responsible for much of the formatting and
of the CAFR, which resulted in its professional appearance

Appreciation is expressed to Jared Meyer who prepared all Statistical Schedules and assisted with
preparation of the Notes to the Financial Statements. Mr. Meyer also performed numerous quality control
reviews, which greatly improved the CAFR's accuracy and completeness. Denise Fournier is
commended for coordinating capital assets reconciliations and for providing analytical assistance in
several other areas.

Jolanta Data, Brandon Bevan, Brianne Heaton, Lisa Pasch and Diane DeBiase deserve special
recognition for conducting the utility funds closing activities and assisting the auditors with testing.
Brandon Bevan and Jolanta Data are commended for their efforts in preparing several of the utility funds'
financial statements and assisting in preparation of the Notes to the Financial Statements.

Sharon O'Neil and Tara Jankiewicz are commended for their extensive account analysis, preparation of
year-end journal entries and for preparing capital assets reports. Appreciation is also expressed to
Patricia Stopa, Tabitha Vongsackda, Madeline Sexton and Alyssa Steele who were responsible for
coordinating the accurate recording of all cash transactions, year-end accounts payable, encumbrances,
payroll accruals and other items.
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The Director expresses special appreciation to Assistant Finance Director, Rebecca Spuhler, for
coordinating all year-end closing activities, managing the audit process and preparing most of the CAFR.
Miss Spuhler's efforts resulted in the efficient and timely completion of all audit related activities, in
addition to ensuring that all accounting information was accurately recorded during the year.

Appreciation is also expressed to IT Director Harold Schomaker who assisted the auditors with their IT
systems evaluation, which was an integral part of the annual audit. Kate O’Connell in the
Communications and Marketing Division is commended for her professionalism in developing the CAFR's
attractive cover design, formatting the CAFR and for contributing the photographs displayed throughout
the CAFR.

Other City Departments, although not as extensively involved in year-end audit activities, contributed
significantly to the success of the audit process by ensuring the accuracy of accounting information
recorded throughout the year. Without their diligence, the work of the Finance Department would have
been considerably more difficult. Every department's efforts are greatly appreciated.

Last, but not least, appreciation is expressed to the City's auditors, Carr Riggs and Ingram, LLC, for their
professionalism in conducting the audit. CRI contributed valuable reporting suggestions that made the
CAFR better than it would have been otherwise, in addition to adding credibility to the contents therein.

Respectfully submitted,
CITY OF LARGO

Rebecca SpuhTer . Kimball R. Adams, CPA
Assistant Finance Director Finance Director
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3 CARR Carr, Riggs & Ingram, LLC
RIGGS & 2111 Drew Street
INGRAM Claarwater, FL 33765

1727} 446-0504
(727) 461-T364 (fax)

WWW.Crncpa.corr

INDEPENDENT AUDITORS’ REPORT
Honorable Mayor, Members of the City Commission, and City Management

City of Largo, Florida

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 Largo,
Florida (the “City”), as of and for the year ended September 30, 2018, 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 have also audited the financial statements of the Largo Redevelopment Agency as
of and for the year ended September 30, 2018.

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.

Auditors’ 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 auditors’ 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.
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Opinions

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 Largo, Florida, as of September 30, 2018,
and the respective changes in financial position and, where applicable, cash flows thereof and the
respective budgetary comparison for the General Fund, Local Option Sales Tax Fund, SHIP Fund, HOME
Fund and CDBG Fund for the year then ended in accordance with accounting principles generally
accepted in the United States of America. In addition, in our opinion, the financial statements present
fairly, in all material respects, the financial position of the Largo Community Redevelopment Agency as
of September 30, 2018, and the changes in financial position for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Emphasis of Matters
Adoption of New Accounting Pronouncement

As described in Note V.E. to the financial statements, the City adopted Government Accounting
Standards Board (GASB) Statement No. 75, Accounting and Financial Reporting for Postemployment
Benefits Other than Pensions, which resulted in a cumulative effect of change in accounting principle of
(510,530,296) to the September 30, 2017 net position for governmental activities, business type
activities and enterprise funds. Our opinions are not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and required supplementary information, as listed in the table of contents, 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 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.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City’s basic financial statements and the Largo Redevelopment Agency. The
introductory section, combining and individual nonmajor fund financial statements and schedules, and
statistical section are presented for purposes of additional analysis and are not a required part of the
basic financial statements. The schedule of expenditures of federal awards and state financial assistance
and related notes is presented for purposes of additional analysis as required by Title 2 U.S. Code of
Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards and Chapter 10.550, Rules of the Auditor General, and is also not a
required part of the basic financial statements.
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The combining and individual nonmajor fund financial statements schedules and the schedule of
expenditures of federal awards and state financial assistance are the responsibility of management and
were derived from and relate directly to the underlying accounting and other records used to prepare
the basic financial statements. Such 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 combining and individual nonmajor fund financial statements, schedules and the
schedule of expenditures of federal awards and state financial assistance are fairly stated, in all material
respects, in relation to the basic financial statements as a whole.

The introductory and statistical sections have 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 them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 28,
2019, on our consideration of the City’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on
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’s internal control
over financial reporting and compliance.

Cdma, ﬁ‘??v ;’-" Jﬂﬁﬂdan)_, L.C

CARR, RIGGS & INGRAM, LLC
Clearwater, Florida

March 28, 2019
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City of Largo, Florida

Management’s Discussion and Analysis
September 30, 2018

MANAGEMENT DISCUSSION AND ANALYSIS (MD&A) INTRODUCTION

Thank you for your interest in the City of Largo. This MD&A report summarizes key financial information in
the City's Comprehensive Annual Financial Report (CAFR). The MD&A is written for the majority of people
who just want to know, in simple terms, “How is the City of Largo doing, financially?"

As discussed throughout the MD&A, the City is doing relatively well,
financially speaking, compared to all years since the Great
Recession.Traffic lights indicate positive items (green), items to watch
(yellow) and warnings (red). While there are no red lights this year, there
are yellow lights indicating areas where the City’ financial condition could be
improved.

FINANCIAL OVERVIEW

Fund Balances — The accumulation of financial resources for the future.

The General Fund's unassigned fund balance increased to the highest level in nine years, due
mostly to economic improvement, spending restraint and a property tax increase. Fund
balance represents a capacity to respond to unexpected events, such as recessions and
disasters or to seize opportunities. Other fund balances and net positions were up, as well.

Debt — The impacts of borrowing.

The City borrows infrequently, repays debt quickly and only borrows for major non-recurring
capital, which is the cornerstone of the City's financial condition. All general government
debt is serviced by a local option sales tax. The Wastewater Fund is the only other fund with
long-term debt, which is serviced by wastewater fees. Wastewater debt increased, due to
continued construction of three major capital projects, but remains reasonable and affordable.

The Police and Fire Pension Plan's unfunded liability decreased to $41,000,000, due to
positive investment results, but continues to create a negative unrestricted net position in
Governmental Activities (a deficit) and doubles the City’s required contribution. Additional
pension contributions will be required for the next 30 years, or until the liability is eliminated.

Operating Results — The degree to which revenue and expenditure activity met expectations.

Several major revenues were over-budget as the result of an improving economy. Other
revenues grew slowly or not at all, due partly to shifts in taxpayers' behaviors. Most
departments were under budget by normal amounts; however, two General Fund departments
were over-budget by relatively small amounts.

Trends — The degree to which things are changing or are projected to change.

Several major revenues have grown slightly or not at all over the past several years, which is
similar to most other local governments in Florida. Projections indicate this trend will
likely continue, due to permanent changes in customer/taxpayer behavior. This trend
reduces revenue diversification and places more reliance on property taxes.

K C6h 66 06 06
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City of Largo, Florida
Management’s Discussion and Analysis
September 30, 2018

COMPREHENSIVE ANNUAL FINANCIAL REPORT (CAFR) OVERVIEW

The CAFR was prepared in accordance with generally accepted accounting principles (GAAP) applicable to
state and local governments, as established by the Governmental Accounting Standards Board (GASB).

As shown in Graph #1, the CAFR is organized into four main sections:

e Introductory: Includes the Transmittal Letter and other general information about the City.

e Financial: Everyone should read the MD&A, which may pique interest to read other areas.
e Statistical: Don't let the title scare you; this section contains very interesting information.

e Compliance: Includes information on grant, loan and other compliance requirements.

Graph #2 depicts the contents of the CAFR’s Financial Section, which includes this MD&A report.

Compliance o
Required
Supplement
Information
Statistical
Basic Financial
Financial Statements

Management's
Introductory Discussion and

‘ . . Anal( is Report

Graph 1 Graph ]

FINANCIAL HIGHLIGHTS
Government-wide financial statements (Statement of Net Position and Statement of Activities)

The government-wide financial statements present highly-aggregated financial information for the City as a
whole divided into two activities: Governmental Activities and Business-type Activities. The government-wide
financial statements do not present any information for individual funds.

¢ Governmental Activities' (GA) program revenue (non-tax revenue) increased to $32.5 million from $30.3
million in the prior year, or 7.3%. Reasons for this growth are discussed below.

e GA program revenue paid 37% of GA expenses, which was about the same as last year. This means
that 63% of GA expenses were paid with general revenues (primarily taxes), which is normal.

Total Governmental Activities Net Position ("equity")
was positive; however, unfunded pension liabilities
created a negative Unrestricted Net Position (a deficit),
which is discussed in greater detail later.
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e Business-type Activities' (BTA) program revenue (mostly charges for services) was essentially
unchanged from the prior year, because there were no rate increases or major customer changes.

e BTA's total net position increased $2 million, which was lower than the prior year's increase of
$5 million, due to the normal expense increases, no rate increases and low revenue growth.

” Question: Is having a high “Net Position” (“equity”) a good thing?
{
m Answer: It depends.

All things equal, having a higher net position is a good thing, as long as a government is accomplishing its
objectives and meeting the community's needs. A higher net position means a government owns more of its
assets, has a larger cushion for unforeseen events and did a better job of living within its means.

Having “too little” or a negative net position (or any component thereof) means a government has not lived
within its means, as reflected by the City’s negative unrestricted net position in Governmental Activities
created by unfunded pension liabilities. As with any over-spending, having unfunded pension liabilities
means that the City has provided services today, but the payment for those services has been passed-on to
future taxpayers. This is referred to as intergenerational inequity, or inter-period inequity.

A government can also have “too much” net position, depending on whether its stakeholders value having a
high net position more than receiving additional services or paying lower taxes and fees. A higher net position
may be perceived as current taxpayers having paid too much relative to the services they received. Of
course, in a perfect world, net position would always be zero.

The City reported a responsible net position (equity)
relationship for Governmental Activities and Business-
type Activities, except for the unfunded pension liability,
which is discussed in more detail later.

e Government-wide debt is relatively reasonable. Keys to responsible borrowing include:
0 Long-term debt should not be used to pay for short-term costs
0 Assets financed should last at least as long as any related debt
0 Some debt capacity should be reserved for unexpected needs, and
o]

Debt payments should be affordable (easily serviceable), both currently and in the future.

? Question: Is having low debt a good thing?
|

] Answer:  Again, it depends.

On the positive side, debt helps allocate the cost of capital assets among everyone who benefits from
their use. Also, some capital assets are too expensive to pay for without borrowing and not borrowing
may jeopardize public safety and result in higher future costs, as well as unpleasant consequences.

On the negative side, debt creates future debt payments and reduces borrowing capacity, which
reduces flexibility for future stakeholders to spend resources as they see fit. For example, borrowing
to build a facility assumes that future stakeholders will need or want the facility as much as current
stakeholders.
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Major Governmental Fund financial statements (Five Major Funds)

e The General Fund's Unassigned fund balance increased $1.5 million (15%) from the prior year, primarily
because of a property tax increase and proceeds from a one-time legal settlement.

e Local Option Sales Tax Fund tax revenue was $300,000 higher than the prior year (4%), due to
continued improvement in the economy and higher taxable sales.

e Year-end loans receivable in the City's three major housing funds (SHIP, HOME and CDBG) totaled
$11 million, which was approximately the same as at the end of the prior year.

FINANCIAL STATEMENTS OVERVIEW (A “Primer” on governmental accounting and reporting.)

This section is required by GASB standards and is intended to help readers understand governmental
financial statements and is like a “primer” on governmental accounting. This section also provides an
overview of the City's financial reporting structure, but does not present specific financial discussion or analysis.

Local Government Financial Statements - Unlike private sector financial reporting where one set of
financial statements is presented, state and local governments (cities, counties, special districts) must
present two sets of financial statements, as follows:

e Government-wide financial statements ( “big picture”)

¢ Similar, but not identical to consolidated financial reporting in the private sector
¢ Reports Governmental Activities and Business-type Activities, not individual funds' activity

e Measures the flow of economic resources (long-term focus) using the full-accrual basis of
accounting, similar, but not identical to the private sector

¢ Individual fund financial statements ( “small picture”)

¢ Reports Fund activities, which is usually of the most interest to most readers

¢ Governmental funds — Measures the flow of current financial resources (short-term focus), e.g.,
cash inflows and outflows, using the modified-accrual basis of accounting

e Proprietary and Fiduciary funds — Measures the flow of economic resources (long-term focus)
using the full-accrual basis of accounting, similar, but not identical to the private sector and identical
to the Government-wide statements

Fund Accounting — The City uses fund accounting to enhance accountability over public resources and
to demonstrate compliance with legal requirements. Funds are established to maintain greater control and
accountability over resources dedicated to specific activities. Each fund maintains a separate, self-balancing
set of accounts and is both a fiscal entity and an accounting entity. The City reports all three major fund
types, as prescribed by GASB: Governmental, Proprietary and Fiduciary.

a. Governmental funds. Includes: General, Special Revenue, Capital Projects, Debt Service and
Permanent funds. The City always reports the first two fund types and uses the other three as needed.

Governmental fund financial statements focus on short-term inflows and outflows of financial resources
(mostly cash) and on available (spendable) financial resources at year end. This information is useful
in evaluating the City's short-term financial position and results of operations.
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Major Funds. Financial statement focus is on the City’s Major Funds, which include: General, Local
Option Sales Tax, SHIP, CDBG and HOME. Major Fund financial statements are located at the front
of the CAFR, while non-major funds are aggregated into one column. Detailed information for each
non-major fund is provided in the Combining Financial Statements located directly after the Notes.

. Budgets. The City adopts an annual budget for all governmental funds. A budgetary comparison

statement for major funds or a budget schedule for non-major funds (located after the Notes) is
prepared for all governmental funds to demonstrate budget compliance.

b. Proprietary funds. The City reports both types of proprietary funds:

Enterprise funds. Enterprise funds report the same information as Business-type Activities in the
government-wide financial statements, only in greater detail. The City has three enterprise funds:
Wastewater, Solid Waste Collection (both major funds) and the Golf Course.

Internal Service funds. Internal service funds are used to pay the costs of providing certain services
to other City departments. The City uses internal service funds for vehicle repair and maintenance
(Fleet Fund) and for risk management operations (Risk Fund).

= Bothinternal service funds are combined into a single column and presented with enterprise
funds in the proprietary fund financial statements. Individual internal service fund data is
provided in the Combining Financial Statements after the Notes.

= Internal service funds are combined with Governmental Activities in the government-wide
financial statements, because they predominately serve Governmental Activities.

C. Fiduciary funds. Fiduciary fund financial statements report resources held for the benefit of others,
such as pension plan members. Fiduciary fund information is not reported in the government-wide
statements, because these resources are not available to fund City services or programs.

As required by GASB, the City presents two sets of financial statements along with supporting information:

a.

Government-wide statements. Government-wide financial statements (the City as a whole) include

two statements and report information by two types of Activities using the accrual basis of accounting.

Statement of Net Position. Presents information on all City assets and liabilities with the
difference being reported as net position (“equity”). Net position can be considered good or bad
without further evaluation. For example, when capital assets are depreciated, net position
decreases. As long as service objectives are met by using the capital assets, the decrease in net
position is not bad, because capital assets are intended to be “used-up” in providing services.

Statement of Activities. Presents information on the changes in net position during the fiscal
year related to revenues and expenses. Revenues and expenses are reported as soon as an
underlying event occurs, regardless of when cash is received or paid.

Governmental Activities. Primarily supported by taxes. The City's Governmental Activities
include: general government, public safety (fire-rescue and police), public works, economic
development, culture and recreation (library, recreation, parks and arts).

Business-type Activities. Primarily supported by charges for services (user fees). The City's
Business-type Activities include: wastewater services (collection, treatment and disposal), solid
waste collection services and an 18-hole executive golf course (par 62).

b. Individual Fund statements. Reports financial information on each individual fund.
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c. Financial Statement Comparison. Comparing government-wide statements with fund
statements helps readers understand the long-term impacts (government-wide statements) of short-term
decisions (individual fund statements).

Since the governmental activities statement and individual governmental funds statements are prepared
using a different basis of accounting (full-accrual and modified-accrual, respectively), a reconciliation of the
reporting differences is provided after each government-wide statement.

d. Notes to the Financial Statements (“notes”). Provides information that is essential to gaining a
full understanding of the government-wide and individual fund financial statements.

e. Other Required Supplementary Information (RSI). Includes information on pension funding progress
and is located just after the notes. “Other” means other than the MD&A, which also considered RSI.

f. Combining and Individual Fund Financial Statements and Schedules — Provided for non-major
funds and are located immediately following Other RSI.

GOVERNMENT-WIDE STATEMENTS (The City as awhole, “big-picture” focus.)
This section presents information from the government-wide statements (City as a whole). This section
focuses on Governmental Activities and Business-type Activities, not individual funds.

e Governmental Activities includes all governmental fund amounts combined and adjusted from the
modified accrual basis of accounting (short-term, financial-flow focus) to the accrual basis of
accounting (long-term economic-flow focus).

e Business-type Activities include all enterprise fund amounts combined using the accrual basis of
accounting at the fund level and at the government-wide level.

Summary — Statement of Net Position. The only significant change was in Business-type Activities’ assets
and liabilities, due to ongoing construction of three Wastewater Consent Order projects. The increase in BTA
total assets ($10.5 million) was equal to the increase in BTAtotal liabilities ($10.5 million), primarily because all
three major Wastewater projects were financed.

Capital assets and related debt are discussed in more detalil later.

Net position was relatively the same as last year for both Activities. The majority of both Activities' Net Position
is invested in capital assets; therefore, the majority of Net Position cannot be spent.

Unrestricted GA Net Position reported a negative
balance (deficit) in both years, due to recording of the
City’s unfunded net pension liability. The net pension
liability is discussed later in the MD&A and in the Notes.

The negative unrestricted net position (deficit) in Governmental Activities in both years was created entirely
by the unfunded actuarial pension liability in the Police Officers and Firefighters pension plan of $41 million in
FY18 and $48 million in FY17. The unrestricted deficit increased even though the net pension liability
decreased, due to other decreases in the unrestricted net position.
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Comparative Summary
Government-wide Statement of Net Position ($ in thousands)

Governmental Business-type Total
Activities Activities Activities
2018 2017 2018 2017 2018 2017
Assets
Current $74,264  $73,120 $58,116  $50,050 $132,380 $123,070
Capital (net) 139,617 135,432 154,348 151,895 293,965 287,427
Total assets (a) $213,881 $208,552 $212,464 $201,945 $426,345 $410,497
Deferred Outflows (b) 17,311 10,557 0 0 17,311 10,557
Liabilities
Current $12,616 $10,865 $7,508  $10,152 $20,124  $21,017
Non-current 60,403 56,474 77,136 64,027 137,539 120,501
Total liabilities (c) 73,019 67,339 84,644 74,179 157,663 141,518
Deferred Inflows (d) 6,404 2,810 0 0 6,404 2,810
Net Position:
Invested in capital assets (net) 134,422 126,873 78,868 88,412 213,290 215,285
Restricted 36,719 40,747 9,378 9,113 46,097 49,860
Unrestricted (19,373) (18,660) 39,574 30,241 20,201 11,581

Total net position (a+b-c-d) $151,768 $148,960 $127,820 $127,766 $279,588 $276,726

Summary - Statement of Activities. The following Comparative Summary presents all govemment-
wide revenues, expenses and other sources/uses, which are responsible for the change in Net Position.

Total Activities - Total Revenue (program and general) increased 6% from FY17, while Total Expenses
increased 6.7%. This created a slightly lower Change in Net Position ($4.9 million compared to $5.5
million), which means more resources were used in FY18.

General Revenue (mostly taxes) always pays the majority of GA expenses, which is the opposite of BTA
expenses, which are mostly paid by charges for services. These items are discussed in more detail below.

Fun Fact - Total Program Revenue (mostly user
charges) exceeded Total General Revenue (mostly
taxes) in both years. Most people would guess just the
opposite.
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Comparative Summary
Government-wide Statement of Activities
($ in thousands)

Governmental Business-type Total
Activities (GA) Activities (BTA) Activities
2018 2017 2018 2017 2018 2017
Program Revenue:
Charges for Services $28,400  $26,531 $34,825 $34,990 $63,225 $61,521
Operating grants/contrib. 2,531 3,008 60 99 2,591 3,107
Capital grants/contrib. 1,521 726 190 387 1711 1,113

Total Program revenue $32,452  $30,265 $35,075  $35,476 $67,527 $65,741

Expenses:
General government 9,353 8,273 - - 9,353 8,272
Public safety 44,690 41,291 - - 44,690 41,291
Public works 10,388 10,088 - - 10,388 10,088
Economic development 7,362 6,855 - - 7,362 6,855
Culture and recreation 16,548 15,882 - - 16,548 15,882
Interest and fees 160 232 - - 160 232
Wastewater - - 21,094 21,237 21,094 21,237
Solid waste collection - - 12,149 11,597 12,149 11,597
Golf course - - 1,065 1,133 1,065 1,133
Total expenses 88,501 82,621 34,308 33,967 122,809 116,587
Net program revenue
over (under) expenses (56,049) (52,356) 767 1,509 (55,282) (50,847)
General revenue 61,799 55,636 (46) 719 61,788 56,355
Change in net position 5,738 3,280 721 2,228 6,460 5,508
Net position — Oct. 1* 146,030 145,680 127,099 125,537 273,128 271,217
Net position — Sept. 30 $151,768 $148,960  $127,820 $127,765  $279,588  $276,725

* Beginning net position was restated this year to reflect GASB reporting changes required to be implemented related to
changes in measuring OPEB liabilities.
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Governmental Activities (GA)

GA Expenses - As presented in the Summary above, Total GA Expenses grew 7%, or $5.9 million.

The vast majority of the General Government expense increase (76%) was related to $825,000 in debris
removal services related to Hurricane Irma.

Public Safety expenses increased $3.9 million partly related to $276,000 for radio replacements and $426,000
for software license renewal. Public safety personnel cost increases comprised almost half of the total
increase, including $890,000 in additional pension expense, $145,000 in additional OPEB expense related to
new GASB standards and six new Fire Rescue employees added as part of the public safety staffing plan.

GA Program Revenue - GA program revenues paid 37% of FY18 GA expenses (37% in FY17). While
certain GA expenses can be paid for with program revenue, most expenses are difficult to recover through
program revenue, such as: parks, road maintenance and library services. Most GA services are paid with
taxes, because program revenues are impractical or inefficient to assess and collect.

Of $32 million in FY18 program revenue, 70% came from Fire/EMS fees paid by Pinellas County ($9.3million),
Stormwater fees ($5.6million), Construction Services fees ($2.1million) and Recreation fees ($5.4 million).

GA Charges for Services - Charges for services is the largest Program Revenue. As presented in the table
below, Total GA Charges for Services increased $1,869,000, about 7%, compared to a 3% increase in FY17.

Most of the General Government increase is related to a ten percent increase in the administrative service
charge to enterprise funds ($327,000). Administrative services include indirect services such as: Finance
(payroll, accounts payable, accounts receivable), Purchasing, Human resources, Information Technology, etc.

The Public Safety increase was mostly due to increased payments from Pinellas County for Fire and EMS
services, due to a negotiated change in the funding agreement and an approved budget increase, due to added
costs. Police off-duty service charges also increased $159,000, due to several large new contracts.

Most of the Economic Development increase was due to $681,000 more revenue from increased residential
and commercial development permit and inspection activities, which almost equaled FY16’s record amounts.

Culture and Recreation charges increased, due mostly to increased recreation program participation and
small across the board rate increases.

Governmental Activities (GA)
Charges for Services ($in thousands)

Increase (Decrease)

Major Functions _Fvyis _FY17 $ %
General Government $3,570 $3,241 $ 329 10.2%
Public Safety 10,756 9,975 781 7.8%
Public Works 5,569 5,849 (280) (4.8%)
Economic Development 3,075 2,390 685 28.7%
Culture and Recreation 5,430 5,076 354 7.0%

Total $28,400 $26.531  $1.869 2.0%
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GA General Revenue - Total GA General Revenue (mostly taxes) paid approximately 63% of total GA
Expense (63% in FY17). GA General Revenue is discussed in more detail in the General Fund section,
which is where most of it is recorded. Only property taxes can be increased by the City, because other
tax rates are set at their maximum or the City does not control the revenue source.

Fun Fact - Of Total FY18 GA revenue, 26% came
from property taxes and 30% came from charges for
services, which shows property taxes are not the
largest GA revenue.

The FY18 property tax millage was increased from 5.37 mills to 5.74 mills, or 7%. Taxable values increased
approximately 8%, due mostly to economic improvement (6.2% of the 8%).

Even with economic improvement, FY18 taxable values were lower than in FYO8 (the highest level), which
shows the significant impact of the Great Recession and slow recovery. The percentage of taxable value to
assessed value increased 1% to 68% in FY18. More information on property values is available in Schedule
H of the Statistical Section.

Local Option Sales Tax revenue and State Shared revenue (mostly state sales tax) increased, because of
continued economic improvement. CST revenue was flat, due mostly to customer behavior, including a shift
from cable services toward Internet-based services. Changes in providers also likely contributed to the
decline, due to increased competition and bundling of services. A continued decline in CST is projected.

Major General Revenue

Increase
FY18 FYl? ‘Decrease)
Property Tax $24.1 $21.0 $3.1  14.2%
Utility Tax and Franchise Tax (mostly electric utility) 14.8 14.2 0.6 4.2%
Local Option Sales Tax (“Penny for Pinellas”) 8.7 8.3 0.4 4.8%
Communications Services Tax (CST) 2.9 2.9 0.0 0.0%
State Shared Revenue (mostly from the state sales tax) 8.7 8.5 0.2 2.4%
Total $59.2 $54.9 $4.3 7.8%

Major GA General Revenues increased 7.8%
compared to a 4.4% increase last year, due mostly to
a property tax increase. Economic improvement
also created higher property values and sales taxes.

GA Expenses - The following graph presents GA expenses for the past ten years by Function, which is
useful in identifying larger trends. A"Function" is a grouping of similar activities, for example, the Public Safety
Function includes police and fire rescue activities. Most Functions experienced little or no growth over the
past ten years, due budget reductions made during the Great Recession and slow recovery.
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Most of the increase in each Function relates to normal salary and benefit increases, due to inflation, as well
as one-time wage compression adjustments made over the last few years that were necessary to
remain competitive in a tight labor market after several years of salary freezes.

About half of total GA expenses relate to Public Safety services, which is normal for the City. Most of the
Public Safety increase is related to an increase in pension costs and new police and fire personnel that were
added in accordance with the public safety staffing plan. Economic Development expenses increased,
largely due to increased development activities, which required additional planners and building inspectors.

General Government Activities Expenses

by Function ($millions)
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Governmental Activities (GA) “Net” Expenses - The GASB requires a presentation of “net expenses”
in the government-wide financial statements. Net expenses are total expenses minus related program
revenue, which is mostly charges for services. This presentation reveals the amount of expenses that must
be paid for with general revenue, which is mostly taxes.

The table below presents GA net expenses. The table shows that 63% of GA expenses were paid for with
general revenue, which means 37% were paid for with program revenue, mostly charges for services.

Governmental Activities
($ in millions)
Total Program
Function Expense | Revenue Net Expense
General Government $9.4 $3.5 $5.9 63%
Public Safety 44.7 13.2 31.5 70%
Public Works 10.4 5.5 4.9 47%
Economic Development 7.4 4.5 2.9 39%
Culture & Recreation 16.5 5.6 10.9 66%
Total $88.4 $32.3 $56.1 63%
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It would be unusual to pay most GA expenses with program revenue (mostly user charges), because user
charges are impractical to charge and collect and most GA services are expected to be paid for through
taxes by the public, such as police investigations, fire/rescue, and library services. Some GA expenses can
be recovered through user charges, such as recreation programs and building permitting.

The Economic Development Function reported the lowest net expense, which is mostly due to program
revenue received from construction permits, construction inspections and housing grants. The Public Works
Function reported the second lowest amount of net expenses, due to collection of stormwater fees, which are
established in amounts sufficient to pay all stormwater operating expenses and small capital improvements.

The Public Safety Function (police and fire rescue activities) reported the highest net expenses, which is
normal. The vast majority of Public Safety Program Revenue ($9.2million) is related to Fire/EMS revenues
received from Pinellas County for fire services provided to unincorporated areas and for county-wide EMS.

Business-type Activities (BTA) — Three enterprise funds comprise all BTA: Wastewater (collection,
treatment and reclaimed water distribution), Solid Waste collection (garbage, brush, bulk items and
recyclables) and a Golf Course.

All BTA expenses are paid for with program revenue in most years. Charges for services were essentially
unchanged from the prior year, because there were no rate increases and customer growth was relatively
small. BTA expenses only increased 1%, whichis discussed further in the enterprise fund analysis.

Key financial metrics for BTAinclude (additional information is presented in the Proprietary Fund statements):

e Total BTA program revenue was approximately the same as in the prior year, because there were
no service charge (rate) increases. BTA rate increases have not been required since 2007, due
largely to improved efficiency, low inflation, cost reductions and wage freezes.

e Wastewater and Solid Waste revenues are not growing significantly, because the City is virtually at
build-out and re-development growth is insignificant relative to the existing base. Wastewater
revenue also declines when properties are annexed, because the 25% surcharge is removed.

e \Wastewater operating income was $400,000 lower than the prior year, due mostly to slightly higher
repair and maintenance costs. Additional projects were conducted to repair and “tighten-up” the
collection system as part of an ongoing effort to reduce inflow and infiltration.

e Golf course revenue was $24,000 lower than the prior year (2.5%), $9,000 of which was due to lower
Pro Shop sales. The Golf Course has continued to cover all of its direct operating expenses, except
for depreciation and the General Fund administrative charge.

Governmental Fund reporting focuses on “major funds” (larger funds) by measuring the flow of current
financial resources, like cash, using the modified accrual basis of accounting. This is different from the
“big-picture” focus in Governmental Activities, which measures the flow of economic resources using the full
accrual basis of accounting.

The City reported five major funds over the past two fiscal years: General, Local Option Sales Tax, SHIP,
HOME, and CDBG. These funds also comprise the majority of total Governmental Activities.
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General Fund. The General Fund is the largest fund and also accounts for the majority of Governmental
Activities. The next several pages highlight the General Fund'’s activity.

Fund Balance. Fund Balance is an important indicator of a government’s financial strength. Fund Balance
is "left-over" revenue that has not been spent and is often called a "rainy-day" reserve, because part of it can
usually be used to pay unexpected costs or to compensate for unexpected revenue losses.

Fund Balance is reported in categories prescribed by GASB standards. The following graph presents the
General Fund's major fund balance categories, including the Great Recession period.

General Fund
Fund Balance ($ millions)

$12
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$
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Unassigned Committed & Assigned
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N 2014 m 2015 m 2016 = 2017 m 2018

Unassigned Fund Balance. This amount is available to compensate for revenue shortfalls, expenditure
increases, or to seize unexpected opportunities. As shown in the graph, the Unassigned Fund Balance
declined significantly from its highest level ever in FY08, due to the Great Recession and the long recovery.

The FY18 increase of approximately $1.5 million was due mostly to property tax growth related to continued
economic improvement and a millage rate increase, which are discussed in greater detail later. Of the $2.6
million increase in FY17, $1 million (38%) related to one-time proceeds from a legal settlement. Most of the
FY16 increase was due to revenues increasing slightly and additional budget cuts.

The Unassigned fund balance increase over the past
few years is an extremely positive development and is
discussed in more detail later.

Committed & Assigned Fund Balance. Alarge part of the Committed & Assigned Fund Balance is set aside to
balance the following year's budget, because estimated revenues are usually less than appropriations. This
amount is not available for other purposes, unless the subsequent year's budget is reduced.

The amount set aside for future budgets has decreased since FY11, which means there is a smaller
difference between the following years' estimated revenues and appropriations. Of the committed and
assigned amounts presented, $1.4 million was committed for the FY19 budget and $1.7 million was committed
for the FY18 budget, which represented 1.8% and 2.2% of the budgets, respectively.
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The Committed & Assigned Fund Balance decreases resulted partly from significant budget reductions
made during the Great Recession and subsequent recovery, which is a silver lining to an otherwise stormy
period. Additional property tax revenue was also received, due to economic improvements and
millage rate increases, which are discussed later, coupled with continued control of expenditures.

Part of the Committed & Assigned Fund Balance also includes amounts set aside for outstanding
purchase orders (PO's), which were $923,000 at the end of FY18 compared to $1.6 million at the end of
FY17. Outstanding POs reflect a claim against the current year's budget, just as expenditures. If POs are
not fulfilled in the amounts set aside, any unfulfilled amounts are returned to fund balance in the subsequent year.

Approximately $2 million was assigned for unpaid vacation leave for the last two years. Unpaid vacation
is recorded as a liability in proprietary funds and at the government-wide level, but notin governmental funds;
therefore, the assignment reflects the impact on fund balance if the unpaid leave is paid early in the next year.

The recent amounts Committed for the following year's
budget are low compared to earlier years and are also
below the average under-budget amount of 5%. This
means amounts Committed are unlikely to be spent.

Fund Balance Policy. Fund balance is just one tool that can provide fiscal stability until an unanticipated
condition improves or action can be taken. FY18's ending fund balance represents an adequate
amount to compensate for normal economic downturns or minor disasters; however, no “normal”
fund balance will ever be able to compensate for significant economic downturns or major disasters.

Florida Statutes set no minimum Fund Balance, except that total Fund Balance cannot be negative. The City
Commission adopted a Fund Balance policy forthe General Fund in FY16, which establishes a minimum level
and a target level (desired) for "Unrestricted" Fund Balance.

“Unrestricted” Fund Balance is defined by the Government Finance Officers Association (GFOA) as a
combination of Committed, Assigned and Unassigned Fund Balances. The GFOA's recommended “minimum”
Unrestricted Fund Balance is two months of budgeted expenditures, or 17%. The GFOA does not
recommend a target or maximum level, because each government’s characteristics are unique.

Common methods of determining a target fund balance are:

¢ As an absolute dollar amount ("pick a number", like $1 million)
e As apercentage of the current year's projected or budgeted revenues or expenditures
e As apercentage of the next year's budgeted revenues or expenditures

; Question: How much of an Unrestricted or
: Unassigned fund balance should the
| General Fund maintain?
| . :
Answer:  Determining a “one size” target fund

balance amount is difficult, because each
government is different.
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Factors that influenced the development of the General Fund’s fund balance policy, included:
e Revenues are relatively stable, well diversified and could be raised, if needed
e The Property Tax millage rate could be increased, because it is only about half of the legal limit
o Elected officials have demonstrated a willingness to increase revenues, when needed
e Many expenditures are variable or semi-variable and could be reduced, if needed
o Elected officials have demonstrated a willingness to reduce expenditures, when needed
e The General Fund pays no debt service costs and debt could be issued, if needed
e Allthings considered, the local economy is relatively stable
e The City maintains an average level of risk aversion and maintains adequate insurance
A Theory of Relativity - The following graph presents the General Fund’s fund balance trends since the start
of the Great Recession. A higher percentage indicates more “cushion” to make appropriations, if needed.

While the previous graph showed that FY18 fund balance amounts are close to FY08 in dollar amounts, the
following graph shows they are not as close in relative terms, so there is less flexibility to make additional
appropriations today than in FY08. Also, most department budgets have become "tighter" since FY08, due to
years of budget cuts, which reduces the flexibility to cut expenditures, relatively.

The Unassigned-Actual fund balance is at its highest
level in nine years and the Unrestricted-Actual fund
balance is near the Target, although lower than last year.

General Fund - Fund Balance
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The Unrestricted fund balance is not all available to
spend, because of commitments or assignments. The
Unassigned fund balance is a better measure of an
emergency reserve, because it is all available to spend.
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General Fund Revenue. The following graph presents the General Fund's Major Revenues for the past
five years. Major revenues typically comprise 80%-85% of total General Fund revenue.

General Fund Major Revenues (S millions)
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The above graph's message is, there has been low or no growth in several major revenues, which has made
it more difficult to maintain services without property tax increases. Major revenues grew $5 million to $63
million, or 9%, mostly due to property tax growth, which is discussed below. Non-major revenues declined
$400,000; therefore, all FY18 General Fund revenue growth was produced by major revenues.

Only Property Tax and Other Service Charges can be
increased, subjectto legal restrictions. Service Charges
are also constrained by market conditions. Most other
revenues are uncontrollable, because rates are set at
the maximum or determined by agreement or law.

Property tax revenue increased $3 million or 15%, which was the fifth year of increase; however, FY18
taxable values were still $360 million lower than in FY08 (8% lower), including all new construction and
annexations since FY08, which demonstrates the impact of the Great Recession.

Half of the increase was due to higher taxable values, due to an improved economy, plus new construction
and annexations. The other half was due to a millage increase from 5.37 to 5.74 mills. The millage increase
was a strategic response to a proposed constitutional amendment, which included an additional homestead
exemption and new revenue restrictions. The amendment failed by about two percent (about 152,000 votes).

It can be argued that FYO8 taxable values were
artificially inflated, but even compared to FY06 (twelve
years ago), taxable values have increased less than
2% a year, which includes a significant number of
annexations, redevelopment and new construction.

State Shared revenues grew $300,000 (4%), due to economic improvement, which generated higher
sales taxes. The increase was higher than last year’s 3% growth, which was also based on the economy.
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Fire and EMS Service Charges from the County increased $600,000 or 7%, due mostly to renegotiation
of the contract and an approved budget increase related to new positions authorized in the public safety
staffing plan. This revenue paid approximately 50% of the General Fund’s Fire Rescue costs in FY18 and
has been the third largest revenue for many years.

Electric utility taxes and franchise fees have been essentially flat over the past five years, due to a reduction
in the tax base caused by a decline in fuel prices and greater conservation, including more solar usage and
normal replacements of less efficient equipment, especially HVAC systems. Other major factors that can
significantly affect the tax base include weather variations (milder or harsher winters and summers).

Communications Services Tax (CST) was essentially flat (a decline in relative terms), due partly to intensified
competition, lower charges for bundled services, and more customers transitioning to Internet-based
services, all of which reduce the tax base. Most Florida governments have experienced similar CST declines.
Current projections include no growth; therefore, this revenue will continue to decline relative to the budget.

Any revenue with no growth, such as the CST,
electric utility taxes and electric franchise fees, is
actually declining relative to expenditures, because of
inflation and service level increases.

Revenue Diversification. The following graph presents the General Fund's Major Revenues as a
percentage of total General Fund revenue, which helps to identify trends in reliance. There have been several
changes in revenue reliance; however, the General Fund’s major revenues remain fairly well diversified.

Property tax revenue reliance increased the most, from 23% of total revenue in FY08 to 32% in FY18, which
is a 39% increase. The millage was increased from 3.65 in FY08 to 5.74 in FY18, due to a decline in taxable
values, slow or no revenue growth, rising costs and because property tax is the largest controllable revenue.

With a ten mill cap and increased State restrictions, the City has less flexibility to increase the millage rate
now than in FY08, both legally and practically. Since most major revenues are not controllable by the City,
greater reliance is likely to be placed on property taxes in the future, to the extent possible and practical.

General Fund Major Revenues
As Percentage of Total Revenue
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Reliance on Electric Utility Tax and Franchise Fees declined by about 2 percentage points since FY08 and
reliance on State Shared Revenue has declined about the same. These revenues are not controllable by the
City, because of statutory caps, and are highly dependent on consumer behavior and weather conditions.

Reliance on CST declined the most, which declined from about 8% of total revenue to 4%, or a 50%
decrease. Current projections indicate no or low growth in CST over the next five years; therefore, CST
revenue will continue to decline relative to the budget.

The main concern with less revenue diversification is
that declines are amplified as reliance on a particular
revenue grows, much the same as with declines in an
undiversified investment portfolio.

Reliance on Fire/EMS service charges has grown by 2 percentage points, due to growth in the Fire/EMS
budget and contractual changes. Reliance on other Service Charges has remained near 9%, even
though charges have been adjusted based on cost increases, demand, competition and market conditions.

Fun Fact — Total FY18 Fire/EMS Service Charges and
Other Service Charges tie with Electric Taxes and
Franchise fees for the second largest revenue
source at 22% each. FYO08 total Service Charges were
also tied with Electric Taxes and Fees at 20% each.

General Fund Expenditures and Encumbrances. The following table compares the General Fund’s total
expenditures and year-end encumbrances to the final budget.

Year-end encumbrances reduce the fund balance carried-forward; therefore encumbrances are combined with
expenditures to determine each departments' budget variance. Amounts re-budgeted to the following year
are also listed in a separate column, because they will eventually be expended in the following year.

Most departments typically under-spend their budgets by 5%, due to savings from normal personnel turn-over.
The total under-budget variance of 6.3%, including the amounts re-budgeted in the next year, was mostly due
to personnel turn-over and is slightly larger than the prior year's under-budget variance of 5.1%.

The Police Department was over-budget $186,000 (0.8%), due mostly
to extra off-duty assignments related to new contracts. Costs were paid
for with service charges; however, a budget amendment should have
been requested when the new contracts were approved.

The Engineering Department budget was under-expended by $2,000;
however, an encumbrance near year-end pushed the department over-
budget by $5,000 (0.6%). This was the Department’s first year of being
separated from the Community Development Department and future
budgets will be more accurate.

Under-budget variances of greater than 10% are discussed below.

e Recreation, Parks & Arts: About 25% of the variance ($530,000) was related to re-budgeted amounts
for Trail Rehabilitation projects and an FDOT grant for median beatification. The Performing Arts
Center reported operating cost saving of approximately $100,000, which was realized in numerous
categories. Most programs underspent their budgets by more than 5% in varying areas.
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e Library: most of the variance is related to personnel savings of $321,000, due to turn-over and to
$200,000 that was budgeted for the bookmobile, which was paid by Library Foundation, instead.

e Information Technology: About half of the variance ($300,000) was due to re-budgeting the
phone system replacement project. Another $250,000 was due to personnel turnover savings
of $150,000 and $100,000 in software service agreement savings.

e Community Development:

vacancies ($135,000), due largely to difficulty in filling key positions.

About half of the variance was related to extraordinary personnel

e General Operating: Almost 75% the under-budget amount ($297,000) was caused by under-
spending for debris removal and monitoring costs related to Hurricane Irma.

Department
Police

Fire Rescue

Rec., Parks & Arts
Public Works
Library

Information Tech.

Community Develop.

Administration
General Operating
Finance
Engineering
Human Resources
Legislative

Total

General Fund - FY 2018
Expenditures & Encumbrances

Compared to Final Budget ($in thousands)

$ %
Total Variance  Variance
Expended & Final Under Under
Expend. Encumb. Encumbered Budget (Over) (Over)
$23,235 $ 5 $23,240 $23,054 (186) (0.8)%
18,371 72 18,443 19,935 1,492 7.5%
10,846 370 11,216 13,223 2,007 15.2%
4,151 237 4,388 4,828 440 9.1%
3,663 42 3,705 4,304 599 13.9%
3,065 69 3,134 3,808 674 17.7%
2,009 27 2,036 2,289 253 11.1%
2,617 75 2,692 2,726 34 1.2%
1,230 18 1,248 1,644 396 24.1%
852 - 852 899 47 5.2%
790 7 797 792 (5) (0.6)%
569 - 569 599 30 5.0%
351 1 352 375 23 6.1%
$71,749 S 923 $72.672 $78.476 5.804 7.4%
6.3%

Expenditures
Re-budgeted
in FY 2019

$ 25

$530

$300

Less the rebudgeted
Amounts Above
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Local Option Sales Tax Fund. A one-cent Local Option Sales Tax (LOST) was approved for aten
year period beginning February 1990 and extended for three ten-year periodsthrough voter referendum. LOST
revenue can only be used to: finance, design and construct or improve infrastructure (roads, bridges,
buildings, etc.); acquire land; and purchase public safety vehicles with a life expectancy of at least five years.

The following graph presents LOST revenue for the past thirteen years, including the highest year ever
recordedin FY06. Revenue declined significantly from FY06 to FY 11, due to the Great Recession and slow
recovery, but has been gradually increasing as the economy has improved.

FY18 revenue was $180,000 above budget (2.4%) and above prior year revenue by $300,000 (4%),
which was the seventh year of increases, due to economic improvement. FY18 revenue of $7.6 million
was just above the highest amount ever received of $7.4 million in FY06, which shows the lack of growth.

Initial revenue projections of the City’s share of “Penny Three” were $90 million, but new estimates
are closer to $75 million, due mostly to the effects of the Great Recession and partly to increased Internet
sales, many of which have not been taxed. The schedule below summarizes major expenditures in FY18.

Fund balance decreased by $1.8 million to $6.2 million, due to normal variability and is projected to be
totally expended over the last three years of Penny Three. The LOST Fund is a good example where fund
balance could be zero, because the fund pays no operating costs and expenditures are relatively easy to
project, including debt service. A fund balance is usually maintained to cover minor cost fluctuations.

Local Option Sales Tax Revenue (Smillions)
s8

So|||‘|||‘||||‘
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LOST Fund — FY18 Expenditure Summary

Debt Service — Community Center & Highland Recreation ~ $ 3,541,000

Public safety vehicles 2,929,000
Roadway and stormwater improvements 1,739,000
Police data 911 systems 373,000
Municipal complex generators 1,727,000
Playground equipment 127,000
Fire Station #43 construction 104,000
Other projects 95,000
Total expenditures $10,635,000
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Housing Assistance Funds. The City administers five housing Funds, three of which are Major Funds
(SHIP, HOME and CDBG). The City prides itself on leveraging housing resources by partnering with
Pinellas County, non-profits and developers. Housing assistance is primarily provided in the Target Area.

Housing assistance, includes: Eviction Protection, Rental Deposits, Rehabilitation, Down Payment
Assistance, Housing Counseling, Legal Assistance, Homeless Services, Chore Services for Seniors,
Public Facilities Improvements, AHD for First-Time Homeowners and other assistance programs.

Information is summarized below to highlight the City's total efforts. Additional information is available at:

https://www.largo.com/services/residents/housing_assistance/subrecipient_applications.php#outer-520

Housing Assistance Funds ($in thousands)

SHIP HOME CDBG NSP2 PCH 12_8_% 12-8_;‘37'
Revenue & transfers $669 $446 $730 $0 $7 $1,852 $2,094
Expenditures & transfers 829 446 730 0 0 2,005 1,906
Net revenue (expenditures) (160) 0 0 0 7 (153) 188
Beginning fund balance 743 0 0 0 4 747 559
Ending fund balance $583 $0 $0 $0 $11 $594 $747
Loans outstanding @ 9/30 $5,551 3,383 2,138 116 721  $11,909 $12,434

The SHIP Fund's major revenue was from the state documentary stamp tax until the State Legislature
redirected revenues during the recession and recovery. The Legislature has restored some funding, so
about half of SHIP revenue now comes from doc stamps and half comes from loan repayments.

CDBG Fund revenue is primarily from the Federal Government (HUD) and partially from loan repayments.
The HOME Fund receives revenue from Pinellas County and loan repayments.
NSP2 and PCH funds have no revenues projected, except principal and interest from loan repayments.

A fund balance is usually not reported in HOME, CDBG, PCH or NSP2, because revenue is received on a
reimbursement basis. Loan repayments create fund balance if they are not expended before year end.

ENTERPRISE FUNDS (Individual funds, “small-picture” focus)

The City operates three Enterprise Funds. Enterprise funds use the same basis of accounting as
Business-type Activities at the Government-wide level (full accrual), which is similar to private sector
accounting. These three funds comprise all Business-type Activities reported at the Government-wide level.

User charges in all three funds remain competitive with
other providers in the area and throughout the state,
while service levels are among the highest. A large
number of annexations are always related to a desire to
receive the City's exceptional solid waste services.
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The following table summarizes key Enterprise Fund activity.

Enterprise Funds ($ millions)

Wastewater Solid Waste Golf Course

2018 2017 2018 2017 2018 2017
Operating Revenue $22.9 $22.9 $11.0 $11.2 $0.9 $1.0
Operating Expenses $20.9 $20.4 $12.3  $11.7 $1.1 %11
Operating Income (LosSs) $2.0 $25 ($1.3) (%$0.5) ($0.2) ($0.1)
Change in Net Position $1.7 $2.6 ($1.1) (%$0.3) ($0.1) ($0.1)
Ending Net Position $113.0 $111.3* $12.1  $13.2¢ $2.1  $2.2¢
Ending Unrestricted Net Position $32.7 $22.6' $6.1 $6.5¢ $0.2 $0.2!

1: FY17 ending and unrestricted net position were restated in FY18, due to a retroactive GASB change in OPEB reporting standards.

Wastewater Fund. The rate structure was changed in FY 18, but no new revenue was generated. The 3,000
gallon minimum for residential customers was reduced to zero and the 8,000 gallon maximum was
increased to 10,000 to create greater equity and to bring the rate structure in line with surrounding utilities.

A 25% rate increase is projected in FY21, which will be the first increase since FY07. Rates have remained
steady, due to: three years of salary freezes; a delay in constructing several large projects, which resulted
debt service savings; and collection system improvements, which have reduced flows and treatment costs.

The increase in unrestricted net position is mostly related to draws on the State Loan for capital expenditures
made during the prior year and paid with unrestricted net position. The State Loan is reimbursement-based.

Solid Waste Fund. A 20% rate increase was implemented on 10/1/18 (FY19), which was the first increase
since FYO7. A 10% rate increase is projected in FY22. Rates have remained low, due to: three years of
salary freezes; an increase in recycling rate related to a shift to single-stream collection, which reduced costs;
improved route management; and no tipping fee increases, which comprise about 30% of operating costs.

Recently announced tipping fee increases and new
recycled materials disposal charges will accelerate the
next rate increase. Disposal costs could increase
$500,000-$750,000, or 5% of total operating expenses.

Golf Course. The negative change in net position (net loss) of $121,000 was higher than prior year ($84,000),
due partly to a $24,000 revenue decrease (2%), which reflects continued nation-wide weakness in demand
for golfing services. Expenses also increased $17,000 (1.6%), due to inflation. The administrative charge
for indirect services such as HR and IT is still being waived to assist the course in covering its direct expenses.

Even with the recurring negative change in net position, the Golf Course has consistently reported a positive
cash flow, which means all cash expenses have been covered over the past several years. Rates, promotions
and other marketing efforts are continuously reviewed and adjusted, based on market conditions.

The positive cash flow only allows funding of minor
capital assets. The last major capital improvement
of $2 million was funded by Local Option Sales Tax.
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The City's investment in capital assets is summarized below for the past two fiscal years. Governmental
Activities include all general government capital assets and Business-type Activities include all enterprise fund
capital assets. No significant changes are reported in either of the Activities.

Capital assets are depreciated using the straight-line method over assets’ estimated useful lives. Total
assets were less than 50% depreciated at the end of FY18 (39% GA and 45% BTA). Provisions have been
made to replace major capital assets in the City’s Capital Improvements Program and Long-term Financial
Plan, which are on the City’s web site. Additional capital asset information is in Note IV.C.

Government-wide Activities ($ millions)

Governmental Business-type Total

Capital Assets 2018 2017 2018 2017 2018 2017

Land $26 $25 $3  $3 $29 $28
Construction in progress 17 8 107 100 124 108

Buildings and improvements 77 77 7 7 84 84

Improvements other

than buildings 64 64 141 150 205 214

Machinery and equipment 40 41 20 23 60 64

Intangible 1 1 - - 1 1

Total capital assets 225 216 279 283 504 499
Less accumulated depreciation  (87) (81) (125) (131) (212) (212)
Net capital assets $138 $135 $154 $152 $292  $287

The cornerstone of the City's financial condition is its conservative debt policy. Details on all long-term
debtisincluded in Note IV.F. The following table presents all long-term debt,including non-capital
related debt.

Activities ($ millions)

Governmental Business-type Total
Long-term Debt 2018 2017 2018 2017 2018 2017
Community Center $1.8 $3.0 $ - $ - $1.8 $3.0
Highland Recreation Complex 3.4 5.6 - - 3.4 5.6
Wastewater Improvements - - 76.0 634 76.0 63.4
Net Pension Liability 41.4 37.6 - - 41.4 37.6
Compensated Absences (vacation) 2.5 2.6 0.5 0.5 3.0 3.1
Other Post-employment Benefit (health) 9.4 5.7 2.1 1.3 115 7.0
Other 1.9 2.0 - 1.9 2.0
Total Long-term Debt $60.4  $56.5 $78.6 $65.2 $139.0 $121.7
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The City uses a “pay-as-you-go” policy for most capital purchases, including most infrastructure. Borrowing
is only used for large, non-recurring capital items after considering the ability to repay and public needs.

The City has no general obligation debt outstanding and all governmental debt is secured by Local Option
Sales Tax revenue. Governmental debt was issued in FY11 for construction of the Community Center and
in FY12 for construction of the Highland Recreation Center.

Business-type Activities debt was issued in FY16-FY18 for construction of three major wastewater projects
required by a state consent order. The Wastewater Fund is the only enterprise fund with long-term debt.

Fun Fact - Final payments on the Community Center
and Highland Recreation Center loans will be made in
2019. Both loans will be repaid in less than ten years.

The City has received wastewater loans from the Florida Department of Environmental Protection (DEP) to
of up to $84 million for construction of three “Consent Order” projects that will expand and improve the
wastewater collection system, disinfection system and plant head-works. Additional authorization has also
been received of approximately $60 million for the “middle plant” project. Loan draws are taken after

construction payments are made, which reduces borrowing costs compared to traditional bonds.

Fun Fact - The average interest rate on the DEP
loans is less than 1%, which will produce at least $15
million in net savings over conventional borrowing.

Another indicator of the City's conservative debt policy debt is the amount of debt outstanding compared to
the cost of the related capital assets. Business-type Activities (wastewater) debt increased, because of
construction of the three Consent Order projects. These three projects’ estimated final cost of
approximately $80 million will effectively double the wastewater system's net capital assets.

The table below depicts the percentage of City's capital assets that are financed.

Capital Assets ($ millions)

Governmental Business-type
Activities Activities Total
2018 2017 2018 2017 2018 2017
Net capital assets $138 $135 $154 $152 $292 $287
Less related debt (5) (8) (76)  (64) (81) (72
Equity in net capital assets $133 $127 $78 $88 $211 $215
Portion financed (%) 4% 6% 49% 42% 28% 25%

Only 4% of governmental capital assets are financed.
The portion of capital assets financed in Business-type
Activities (wastewater) increased, because of the three
Consent Order projects, but the portion financed is still
relatively low.
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Long-term liabilities are recorded for unused compensated absences (vacation leave), which will result in
additional payments if unused vacation is paid at separation. The City does not pay retiree health
insurance costs; however, retirees can remain on the City's health plan by paying the same premiums
charged to employees, which results in an "implicit" subsidy liability. The implicit subsidy liability is
recorded as an Other Post-employment Benefit (OPEB) liability.

Pension liabilities. Eleven years after the Great Recession, many local governments’ pension plans are still
worse off than they were before the recession, including Largo’s plan. A year before the recession began,
the median pension plan funded ratio was 92% for state plans and 97% for local plans, according to Wilshire
Funding Studies. Average ratios fell to 68% for states and 72% for local governments by 2016. A low ratio
indicates a pension plan is financially weaker and that more money will be required to meet future obligations.

The City’s pension costs were approximately 6% of the General Fund Budget in FY18 and FY17. The
following table presents information for the City’s Police and Fire Pension Plan.

Actuarial Report Surplus City’s Annual
Date Funded (Deficit) Required Contribution
October 1 Ratio $ millions $ millions % of pay
1999 M 122.7% $10.3 $0 0%
2011 @ 59.4% ($52.7) $5.1 36.7%
Last Six Years

2012 67.3% ($43.8) $4.3 31.6%
2013 74.4% ($35.0) $3.7 28.7%
2014 77.5% ($31.8) $3.5 26.5%
2015 73.6% ($38.6) $4.2 29.8%
2016 70.6% ($47.7) $5.1 32.3%
2017 75.4% ($41.4) $4.8 29.4%

(1) Highest Funded Ratio and Lowest Required Contribution since 1992
(2) Lowest Funded Ratio and Highest Required Contribution since 1992

The funded ratio trend has been mostly downward for many years, primarily because investment earnings have
been below the assumed rate. Changes to actuarial assumptions have also decreased the funded ratio,
primarily related to reducing the investment return from 8.33% to 6.75% and increasing life expectancies.

The pension benefit reductions made in FY13 will
likely be reinstated, based on current negotiations,
which will increase the net pension liability and the City’s
required contribution, all other factors held constant.

The long-term goal of any pension plan is to reach a 100% funded ratio, which is when plan assets
equal plan liabilities. The most important factor about a funded ratio is the trend, because it shows whether
progress is being made toward fully funding the Plan.

Two new GASB standards required unfunded pension liabilities (net liabilities) or surpluses (over-funding) to
be recorded in the financial statements, required additional note disclosures and required adoption of one
standard actuarial method. Previously, net pension liabilities and surpluses were only disclosed in the
notes. The new GASB standards are intended to more prominently report pension liabilities.
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The new GASB standards didn't significantly change how the pension liability was calculated, because the
plan’s actuary was already using the required valuation method. Recording the Pension Plan's net
pension liability in the City's government-wide financial statements has created a negative
Governmental Activities unrestricted net position since FY15. A summary of the pension liability follows.

Governmental Activities (GA)
Pension Plan Liability Information — Prior Three Years and the Most Recent Year Available

Actuarial Total Total Unfunded

Valuation Pension Pension Actuarial
Date Assets Liability Pension
Liability

10/01/17  $127 million $168 million $41 million
10/01/16  $114 million $162 million $48 million
10/01/15  $107 million $146 million $39 million
10/01/14  $109 million $142 million $31 million

Since the annual Actuarial Valuation Report is often issued after the CAFR is completed, the City has elected
to use the immediately prior Actuarial Valuation Report to record the net pension liability. The moist recent
$41 million net pension liability was created mostly by extraordinary investment losses and relatively lower
investment gains over the past decade, which have been experienced by most pension plans.

Fun Fact - Police officers and firefighters are the only
City employees who participate in a defined benefit
pension plan.

As of the last actuarial valuation, the City’s required pension contribution decreased 2.9% of pay ($300,000),
due mostly to positive investment returns. The funded ratio also increased to 75% (25% under-funded)
from 71%, which means the pension plan had accumulated about 75 cents in assets for every $1 of liabilities.

The net pension liability changes mostly because of investment performance and actuarial experience
rather than by payments made in and out of the plan. The net pension liability's liquidation may or may not
require the use of future assets, based on investment returns, which is different than a normal liability.

The City’'s is reporting a weaker financial condition
because of the $41 million pension liability. If the
liability was $0, the City's pension contribution would
decline by half to 15%, which would save $2.4 million
a year over the next 30 years ($72 million total savings).

Additional pension plan information is in Note V.C and in the Required Supplementary Information located
after the Notes. Actuarial reports are at:  https://www.largo.com/document_center/#outer-202sub-325
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ECONOMIC CONDITIONS, NEXT YEAR'S BUDGET AND NEXT YEAR'S RATES (FEES)

Economic Conditions. Most global, national, state and local economies continued to improve over the
past year and the City is cautiously optimistic about future economic conditions. Current projections indicate
a 20% chance for a nation-wide recession in 2019 and a 33% chance in 2020.

Several factors point to a positive short-term economic outlook for the City, including annexations,
redevelopment and low debt. The City's infrastructure is in good condition and provisions have been made
to replace aging infrastructure, equipment and facilities. Florida tourism remained near record levels,
construction starts increased, home values rose, sales taxes grew and unemployment dropped.

Question: Are current economic improvements sustainable?

Answer: Having five positive fiscal years in a row has provided

) welcomed relief from years of budget cuts and service
L\
! |

reductions. However, economic improvements are partially the
result of artificial stimuli, both fiscal and monetary. What happens
in Washington over the next few years is also difficult to project.

The Federal Reserve (Fed) began increasing interest rates, then abruptly stopped, due to a negative market
reaction. Interest rates remain near historically low levels, which reduces the purchasing power of fixed-
income investors like retirees, who comprise a large percentage of City residents. Lower interest rates
have also increased pension contributions, because 30% of Plan investments are fixed income securities.

The long-awaited wind-down of the Fed'’s investment portfolio that was built-up through quantitative easing
was also halted, which leaves approximately $4,000,000,000,000 on the Fed'’s balance sheet. This is equal
to 30% of all consumer debt of 13.5 trillion at the end of 2018, which demonstrates its significance.

What is likely the "best" thing for the economy in the long-run is a return to "normal” rates that encourage
saving and keep inflation in check. After nine years of "recovery", it is likely that the US is closer to the
next recession that the last one, especially since the recovery's length just set a new all-time record.

The housing market is strong, but personal income growth has been weak, labor participation remains
below average and many new jobs are lower paying. Auto sales have cooled significantly and the negative
effects of looser credit is emerging in the form of increasing loan defaults.

Unemployment figures are still somewhat misleading, because many people stopped looking for work, others
are employed in marginal jobs and many of those who took "early retirement” would have preferred to keep
working. So, where are the good jobs, where is the growth in wages and can everyone afford to stay retired?

All of the above factors were considered in preparing the City's FY19 budget.
Next Year's Budget and Rates. The FY19 property tax rate was maintained at 5.7413 mills, which was

above the “rolled-back” rate; therefore, it generated a 6.28% “tax increase”, according to state law. The new
rate, plus growth in taxable values of 7.5%, are projected to generate an additional $3.2 million above FY18.

The property tax rate was proposed by the City Commission after many discussions about the need to
increase the General Fund's fund balance, projected declines in several other major revenues and the need to
prepare for potential future State legislation that could create additional tax restrictions.

FY19 will be the sixth year of property value growth following five years of declines. The FY19 millage rate
remains beneath the statutory cap of 10 mills, as well as remaining relatively competitive.

Most major revenues are not projected to exhibit significant growth for the foreseeable future. Stormwater and
Wastewater fees were not increased in FY19; however, a 20% solid waste increase was effective 10/1/18.
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Long-term Projections. Most of the City's tax rates are set at maximum levels, except property taxes, so
growth is entirely dependent on the tax base. The Local Option Sales tax was renewed through referendum
for aten-year period beginning on January 1, 2020 (“Penny Four”), which will significantly shape future capital
spending. The City is projected to receive $100 million over the next ten-year period.

The Legislature, Governor and many voters continue to express a strong desire for lower taxes and more
revenue restrictions, even though Florida has one of the lowest tax burdens of all 50 states. Additional tax
exemptions were passed in 2012, which will affect future revenues, including:

e Doubling of the homestead exemption to $50,000 (except for public schools)

e Imposing a valuation increase cap of 10% on non-homestead properties

e Making the Save Our Homes exemption portable (which will create huge taxpayer inequity), and
e Providing a new $25,000 exemption for tangible personal property.

e Note: A proposal for an additional $25,000 homestead exemption (except for public schools) failed
by less than 2% in November 2018 and could be reintroduced, given the small margin of rejection.

The significant budget reductions made during the Great Recession and the many slow years of recovery
mean itis unlikely that additional budget reductions can be made, if needed, without reducing services. Services
are continually reviewed to determine if programs can be provided more efficiently or should be eliminated.
The City will also be challenged to control salary and benefit increases in an ever-tightening labor market.

On a positive note, fund balances have grown and are projected to remain adequate for the next few years.

The City has adequately maintained or replaced its facilities and infrastructure and the City's workforce is well
trained and productive, albeit smaller. The City remains in good financial condition and is expected to
continue providing highly-valued, high-quality services to the Largo community and surrounding area as it
works diligently toward achieving its vision to become, The Community of Choice in Tampa Bay, Naturally.

ADDITIONAL INFORMATION

Additional information is available on the City's website, at: www.largo.com, including Annual Budget, Long-
term Financial Plan & Capital Improvements Program and prior CAFR's. Telephone inquiries may be
directed to the Finance Director at (727) 587-6747. Written requests for information may be addressed to
the Finance Director, PO Box 296, Largo, FL 33779-0296 or may be emailed to: fidirector@largo.com
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CITY OF LARGO, FLORIDA
Statement of Net Position
September 30, 2018

Primary Government

Governmental Business-Type
Activities Activities Total
Assets
Cash and investments $ 53,744,678 $ 43,696,473 97,441,151
Receivables:
Taxes 1,803,157 - 1,803,157
Interest 474,714 508,807 983,521
Accounts, net 2,601,053 5,643,406 8,244,459
Intergovernmental 2,051,525 60,124 2,111,649
Prepaid items and inventories 647,714 898,217 1,545,931
Restricted cash and investments - 7,308,390 7,308,390
Other assets 1,029,060 - 1,029,060
Notes and loans receivable 11,911,770 - 11,911,770
Capital assets, net:
Land 25,534,910 2,824,038 28,358,948
Building and improvements 83,059,448 35,747,035 118,806,483
Machinery and equipment 13,634,723 8,469,036 22,103,759
Intangible Assets 667,298 29,003 696,301
Construction in progress 16,720,675 107,279,255 123,999,930
Total assets 213,880,725 212,463,784 426,344,509
Deferred outflows of resources
Pension contributions paid in advance 6,261,450 - 6,261,450
Deferred outflows - pension plan 11,049,477 - 11,049,477
Total deferred outflows of resources 17,310,927 - 17,310,927
Liabilities
Accounts and accrued interest payable 3,579,341 5,673,350 9,252,691
Accrued payroll and vacation 1,481,096 237,139 1,718,235
Due to other governments 77,231 - 77,231
Unearned revenue and deposits 7,478,571 137,969 7,616,540
Noncurrent liabilities:
Due within one year 5,952,848 4,812,349 10,765,197
Due in more than one year 3,602,260 71,660,895 75,263,155
Net pension liability 41,421,088 - 41,421,088
Total OPEB liability 9,427,052 2,122,281 11,549,333
Total liabilities 73,019,487 84,643,983 157,663,470
Deferred inflows of resources
Business tax collected in advance 348,267 - 348,267
Deferred inflows - pension plan 6,055,798 - 6,055,798
Total deferred inflows of resources 6,404,065 - 6,404,065
Net position
Net investment in capital assets 134,422,027 78,868,646 213,290,673
Restricted for:
Wastewater purposes - 9,377,654 9,377,654
Capital funded by local sales tax 6,199,856 - 6,199,856
Economic development 14,768,078 - 14,768,078
Public Works 11,370,815 - 11,370,815
Recreation, parks, arts, public safety 4,379,851 - 4,379,851
Unrestricted (19,372,527) 39,573,501 20,200,974
Total net position $ 151,768,100 $ 127,819,801 279,587,901

The notes to the financial statements are an integral part of this statement.
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CITY OF LARGO, FLORIDA
Statement of Activities
Year Ended September 30, 2018

Net (Expense) Revenue
Program Revenues Changes in Net Position

Primary Government

Operating Capital
Charges for Grants and Grants and Governmental Business-Type
Functions/Programs Expenses Services Contributions  Contributions Activities Activities Total

Governmental activites:

General government $ 9,352,362 $ 3,570,272 $ - $ -3 (5,782,090) $ - (5,782,090)

Public safety 44,690,202 10,756,405 1,529,879 942,932 (31,460,986) - (31,460,986)

Public works 10,387,996 5,569,170 - 677 (4,818,149) - (4,818,149)

Economic development 7,362,167 3,074,419 856,530 508,047 (2,923,171) - (2,923,171)

Culture and recreation 16,548,144 5,429,982 144,264 68,963 (10,904,935) - (10,904,935)

Interest and fees 160,035 - - - (160,035) - (160,035)

Total governmental activities 88,500,906 28,400,248 2,530,673 1,520,619 (56,049,366) - (56,049,366)
Business-type activities

Wastewater 21,094,181 22,920,173 - 189,908 - 2,015,900 2,015,900

Solid Waste 12,149,076 10,959,891 60,127 - - (1,129,058) (1,129,058)

Golf Course 1,064,684 944,910 - - - (119,774) (119,774)

Total Business-type activities 34,307,941 34,824,974 60,127 189,908 - 767,068 767,068

Total primary government $ 122,808,847 $ 63,225,222 $ 2,590,800 $ 1,710,527 (56,049,366) 767,068 (55,282,298)

General revenues:

Property tax 24,138,968 - 24,138,968

Utility tax 8,675,752 - 8,675,752

Sales and gas tax 8,715,386 - 8,715,386

Communication services tax 2,886,316 - 2,886,316

Franchise taxes 6,117,446 - 6,117,446

State shared revenue 8,735,564 - 8,735,564

Investment earnings 567,887 585,066 1,152,953

Miscellaneous 1,950,327 536,830 2,487,157

Special Item: Loss on change to capitalization threshold - (1,167,687) (1,167,687)

Total general revenues 61,787,646 (45,791) 61,741,855

Change in net position 5,738,280 721,277 6,459,557

Net position - beginning as restated 146,029,820 127,098,524 273,128,344

Net position - ending $ 151,768,100 $ 127,819,801 279,587,901

The notes to the financial statements are an integral part of this statement.
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CITY OF LARGO, FLORIDA
Balance Sheet
Governmental Funds

September 30, 2018
Local Option
General Sales Tax SHIP
Assets
Cash and investments $ 17,161,202 $ 5,011,219 $ 580,579
Accrued interest 141,851 44,453 5,022
Receivables:
Taxes 1,803,157 - -
Accounts, billed - - 1,470
Accounts, unbilled - - -
Special assessments - - -
Due from other governments 542,683 1,121,251 -
Grants - - -
Other 1,395,408 - -
Due from other funds 95,158 343,000 -
Property held for resale - - -
Other assets 151,015 - -
Notes and loans receivable 2,208 - 5,551,122
Total assets $ 21,292,682 $ 6,519,923 $ 6,138,193
Liabilities, Deferred Inflows and Fund Balances
Liabilities:
Accounts payable $ 750,489 $ 287,352 $ 1,704
Accrued payroll 1,363,324 - 2,597
Due to other governments 3,649 - 512
Due to other funds - - -
Deposits 20,858 - -
Unearned revenue 459,243 32,715 -
Total liabilities 2,597,563 320,067 4,813
Deferred inflows
Business tax collected in advance 348,267 - -
Unavailable revenue 1,246,266 - 5,551,122
Total deferred inflows 1,594,533 - 5,551,122
Fund balances:
Nonspendable 72,789 - -
Restricted - 6,199,856 582,258
Assigned 5,743,695 - -
Unassigned 11,284,102 - -
Total fund balances 17,100,586 6,199,856 582,258
Total liabilities, deferred inflows and fund
balances $ 21,292,682 $ 6,519,923 $ 6,138,193

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

Governmental Governmental

HOME CDBG Funds Funds
$ - $ 94,244 $ 24,605,638 $ 47,452,882
- - 228,161 419,487
- - - 1,803,157
336 1,293 539,873 542,972
- - 478,305 478,305
- - 14,604 14,604
- - 190,298 1,854,232
157,183 - - 157,183
- - 7,798 1,403,206
- - 189,000 627,158
- - 829,060 829,060
- - - 151,015
3,382,789 2,138,308 837,343 11,911,770

$ 3,540,308 $ 2,233,845 $ 27,920,080 $ 67,645,031

$ 55,745 $ 22,630 $ 2,089,769 $ 3,207,689
733 5,720 76,723 1,449,097

5,883 67,187 - 77,231
95,158 - 532,000 627,158

- - 668 21,526
3,382,789 2,138,308 865,350 6,878,405
3,540,308 2,233,845 3,564,510 12,261,106
- - - 348,267

- - 518,304 7,315,692

- - 518,304 7,663,959

- - - 72,789

- - 23,709,268 30,491,382

- - 127,998 5,871,693

- - - 11,284,102

- - 23,837,266 47,719,966

$ 3,540,308 $ 2,233,845 $ 27,920,080 $ 67,645,031
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CITY OF LARGO, FLORIDA
Reconciliation of the Balance Sheet of Governmental
Funds to the Statement of Net Position
September 30, 2018

Amounts reported for governmental activities in the statement of net position are
different because:

Ending fund balance - governmental funds $ 47,719,966
Capital assets used in governmental activities are not financial resources and,

therefore, are not reported in the funds. 139,411,687

Other long-term assets are not available to pay for current period expenditures and, 39,456

therefore, are not recorded in the funds.

Internal service funds are used by management to charge the costs of fleet activity
and risk costs to individual funds. The assets and liabilities of the internal service
funds are included in governmental activities in the statement of net position. 4,249,176

Deferred outflows of resources from pension expenses subsequent to 6,261,450
measurement date of net pension liability.

Net deferred outflows of resources resulting from net pension liability 4,993,679

Long-term liabilities, including bonds payable, are not due and payable in the
current period and therefore are not reported in the funds. (5,228,321)

Long-term liabilities, including compensated absences,other post employment
benefits (OPEB) and net pension liability, are not due and payable in the current
period and therefore are not reported in the funds. (53,024,677)

Special assessment liens receivable are not financial resources in the current
period and therefore are reported as deferred revenues in the funds. 29,992

Unavailable revenue is not a financial resource in the current period and therefore
is not reported as such in the funds. 7,315,692

Net position of governmental activities $ 151,768,100

The notes to the financial statements are an integral part of this statement.
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CITY OF LARGO, FLORIDA
Statement of Revenues, Expenditures and

Changes in Fund Balances
Governmental Funds

Year Ended September 30, 2018

Revenues

Taxes
Licenses and permits
Intergovernmental
Charges for services
Fines
Interfund charges
Contributions and donations
Investment earnings
Other

Total revenues

Expenditures
Current:
General government
Public safety
Public works
Economic development
Culture and recreation

Capital outlay
Debt service:

Principal
Interest

Total expenditures
Excess (deficiency) of revenues
over (under) expenditures

Other Financing Sources/(Uses)
Transfers in
Transfers out
Net other financing sources (uses)

Net change in fund balances
Fund balance - beginning

Fund balance - ending

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

Local Option
General Sales Tax SHIP

$ 35,912,254 7,633,749 -
6,135,917 - -
10,464,318 942,932 350,329
15,672,627 - -
347,909 - -
3,647,200 - -
67,562 - -
198,377 51,561 15,220
899,497 171,416 303,328
73,345,661 8,799,658 668,877
8,380,263 - -
41,605,817 - -
4,120,219 - -
2,739,670 - 829,310
13,643,304 - -
1,170,856 7,094,137 -

- 3,365,011 -

- 176,408 -
71,660,129 10,635,556 829,310
1,685,532 (1,835,898) (160,433)
11,400 - -
(90,000) - -
(78,600) - -
1,606,932 (1,835,898) (160,433)
15,493,654 8,035,754 742,691
$ 17,100,586 6,199,856 582,258
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Other Total
Governmental Governmental
HOME CDBG Funds Funds

-8 -8 995,741  $ 44,541,744

- - 2,146,252 8,282,169
446,441 143,940 1,557,287 13,905,247
- - 5,588,437 21,261,064

- - - 347,909

- - - 3,647,200

- - 214,016 281,578

- 8,705 233,766 507,629

- 577,261 118,096 2,069,598
446,441 729,906 10,853,595 94,844,138
- - - 8,380,263

- - 107,554 41,713,371

- - 3,997,413 8,117,632
446,441 729,906 2,235,306 6,980,633
- - 186,378 13,829,682

- - 5,565,478 13,830,471

- - - 3,365,011

- - - 176,408
446,441 729,906 12,092,129 96,393,471
- - (1,238,534) (1,549,333)

- - 90,000 101,400
- - (11,400) (101,400)

- - 78,600 -
- - (1,159,934) (1,549,333)

- - 24,997,200 49,269,299

- $ - $ 23,837,266 $ 47,719,966
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CITY OF LARGO, FLORIDA
Reconciliation of the Statement of Revenues, Expenditures and
Changes in Fund Balances of Governmental Funds to the Statement of Activities
Year Ended September 30, 2018

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

Net change in fund balances - total governmental funds $ (1,549,333)

Governmental funds report capital outlays as expenditures; however, in the statement of 4,836,268
activities, the cost of those assets is allocated over their estimated useful lives and

reported as depreciation expense. This is the amount by which capital outlay expense

exceeds depreciation expense.

The net effect of various miscellaneous transactions involving capital assets (i.e. sales, (615,688)
trade-ins, and donations) is to decrease net position.

Revenues in the statement of activities that do not provide current financial resources are
not reported as revenues in the funds. The net effect of revenue accruals may increase
or decrease net position. 4