CITY OF STARKVILLE
MANAGEMENT DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2008

INTRODUCTION

The discussion and analysis of the City of Starkville’s financial performance provides a
narrative review of the municipality’s financial activities for the year end September 30,
2008. The intent of this discussion and analysis is to look at the performance as a whole;
readers should also review the notes to the basic financial statements and the financial
statements to enhance their understanding of the City’s financial performance.

This discussion and analysis is an element of required supplementary information
specified in the “Governmental Accounting Standards Board’s (GASB) Statement No. 34
— Basic Financial Statements and Management’s Discussion and Analysis for State and
Local Governments” issued June 1999. Certain comparative information between the
current year and the prior year is required to be presented.

The City of Starkville is located in Oktibbeha County which is in the northeastern portion
of the State of Mississippi. The population, according to the 2000 census, is 21,869. The
local economic base is driven by retail, manufacturing and Mississippi State University.

FINANCIAL HIGHLIGHTS

The City of Starkville is financially sound and has a stable economic base. The City has
committed itself to financial conservatism for many years and has developed an efficient
operation which thrives by exercising sound financial planning, budgeting and strong
internal controls. The City is committed to maintaining a sound fiscal management

structure. The City’s desire is to foster progressive, responsible growth that will ensure
the future for the City, the University and the County.

The City of Starkville continues to grow economically as well as in population. This has
accounted for a steady growth in ad valorem and sales tax revenues without tax increases.

Total net assets decreased $188,922 which represents a .33% decrease from the prior

fiscal year. The City’s ending cash balance increased by $6,396,689 which represents a
86.29% increase from the prior fiscal year.



The City had $57,571,548 total revenues. Tax revenues account for $8,522,790 or 15.34% of
total revenues. Intergovernmental revenues in the form of reimbursements, shared revenue or
grants, account for $1,877,534 or 3.26% of total revenues.

The City had $62,541,761 in total expenses, which represents an increase of $9,175,440 or
17.19% increase over the prior fiscal year. Expenses in the amount of $42,917,622 were offset
by charges for services, grants or outside contributions. General revenues of $14,653,926 were
adequate to provide for the remainder of the expenses.

Among major funds, the General Fund had $14,779,674 in revenues and $16,281,199 in
expenditures. The General Fund’s fund balance decreased $1,013,977 from the prior year.

Among major funds, the Park and Recreation Bond Series 2007 Fund had $137,495 in revenues
and $4,146,610 in expenditures. The Park and Recreation Bond Series 2007 fund balance
decreased by $4,009,115 over the prior year which includes $4,146,610 for the construction of a

multi-purpose building.

Capital assets, net of accumulated depreciation, decreased by $770,918.

Long-term debt decreased by $1,779,025.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City’s basic financial
statements. The basic financial statements are comprised of 3 components: 1) Government-wide
financial statements, 2) Fund financial statements and 3) Notes to the basic financial statements.
Required Supplementary Information is included in addition to the basic financial statements.

Figure 1 — Required Components of the City's Annual Report
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Figure 1 shows how required parts of this annual report are arranged and relate to one another.

Figure 2 summarizes the major features of the City’s financial statements, including the portion
of the City’s government they cover and the types of information they contain. The remainder of
this section of Management’s Discussion and Analysis explains the structure and content of each

of the statements.

Figure 2 — Major Features of the City’s Government-Wide and Fund Financial Statements
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Government-wide Financial Statements. The government-wide financial statements are

designed to provide readers with a broad overview of the City finances, in a manner similar to
private-sector businesses.

The statement of net assets presents information on all City assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets

may serve as a useful indicator of whether the financial position of the City is improving or
deteriorating.

The statement of activities presents information showing how net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues

and expenses are reported in this statement for some items that will result in cash flows in future
fiscal periods.

Both of these government-wide financial statements distinguish functions of the City that are
principally supported by taxes and intergovernmental revenues (governmental activities) from
other functions that are intended to recover all or part of their costs through user fees and charges
(business-type activities). However, the city had no business-type activities. The governmental
activities of the City include general government; public safety; public services (infrastructure);
utilities; parks and recreation; sanitation; and interest on long-term debt.

The Government-wide Financial Statements can be found on pages 16 and 17 of this report.

Fund Financial Statements. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives. The City
uses fund accounting to ensure and demonstrate finance-related legal compliance. All of the
funds of the City can be divided into two categories: governmental funds and fiduciary funds.

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental funds financial statements focus on near-
term inflows and outflows of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. Such information may be useful in evaluating a city’s near-

term financing requirements. Governmental funds include the general, special revenue, debt
service, and capital projects funds.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
By doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the “Governmental Funds Balance Sheet” and the “Governmental
Funds Statement of Revenues, Expenditures, and Changes in Fund Balances” provide a
reconciliation to facilitate this comparison between governmental funds and governmental
activities. These reconciliations are on pages 20 and 22, respectively.
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The City maintains individual governmental funds. Information is presented separately in the
governmental funds Balance Sheet and in the governmental funds Statement of Revenues,
Expenditures, and Changes in Fund Balances for all major funds. All other non-major funds are
combined together and presented in these reports as other governmental funds.

The basic governmental funds financial statements can be found on pages 19 and 21 of this
report.

Fiduciary funds are used to account for resources held for the benefit of parties outside the City
government. Fiduciary funds are not reflected in the government-wide financial statements
because the resources of those funds are not available to support the City’s own programs. The
accrual basis of accounting is used for fiduciary funds. The City is responsible for ensuring that
the assets reported in these funds are used for their intended purposes. The City’s fiduciary

activities are presented in a separate Statement of Fiduciary Assets and Liabilities, which can be
found on page 26 of this report.

Notes to the financial statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The
notes can be found on pages 28 through 41 of this report.

In addition to the basic financial statements and accompanying notes, this report also presents
Required Supplementary Information concerning the City’s budget process.

The City adopts an annual operating budget for all governmental funds. A budgetary comparison
statement has been provided for the General Fund and each additional major fund. This required
supplementary information can be found on page 43 of this report.

Additionally, a schedule of expenditures of federal awards is required by OMB Cir. A-133 and
can be found on page 72 of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

‘Net Assets — Net assets may serve over time as a useful indicator of government’s financial

position. In the case of the City of Starkville, assets exceeded liabilities by $49,311,504 as of
September 30, 2008.

By far, the largest portion of the City’s net assets (79.04%) reflects its investment in capital
assets (e.g. roads, bridges, land, buildings, mobile equipment, furniture & equipment, leased
property under capital lease and construction in progress) less related outstanding debt used to
acquire such assets. The City uses these capital assets to provide services to its citizens.

The City’s financial position is a product of several financial transactions including the net

results of activities, the acquisition and payment of debt, the acquisition and disposal of capital
assets and the depreciation of capital assets.



The following table presents a summary of the City’s net assets for the fiscal year ended
September 30, 2008.

2008
Governmental
Activities
Current assets ‘ $ 17,414,266
Capital assets, net 65,669,184
Total assets $ 83,083,450
Current liabilities 10,589,630
Long-term debt outstanding 23,182,316
Total liabilities $ 33,771,946
Net assets:
Invested in capital assets, net of related debt 39,868,401
Restricted 2,926,713
Unrestricted 6,516,390
Total net assets $ 54,281,717

The following are significant current year transactions that have had an impact on the Statement
of Net Assets.

e $4,146,610 of long-term debt principal was retired.

Changes in Net Assets —The City’s total revenues for the fiscal year ended September 30, 2008
was $57,571,548. The total cost for all services provided was $62,541,761. The decrease in net
assets was $4,970,213. The following table presents a summary of the in changes net assets for
the fiscal year ended September 30, 2008.

Current Year

Amount
Revenues:
Program revenues
~Charges for services $ 41,040,088
Operating grants & contributions 887,760
Capital grants & contributions 989,774
General revenues
Property taxes 2,708,775
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Governmental Activities — The following table presents the cost of five major functional
activities of the City: General Government, Public Safety, Public Services, Parks & Recreation

and Utilities.

The table also shows each function’s net cost (total cost less charges for services generated by the
activity and intergovernmental aid provided for that activity.) The net cost shows the financial

Sales and Use taxes 5,195,670
“Other taxes 618,345
Interest income 503,866
Transfers 964,343
Miscellaneous 4,662,927
Total Revenues $57,571,548
Expenses:
General government 3,748,039
Public safety 7,866,617
Highways and Streets 2,602,126
Health and sanitation 222,135
Parks & Recreation 2,203,379
Other 5,339.832
Utilities 36,531,287
Sanitation 2,396,220
Interest on long-term debt 1,632,126
Total Expenses $62,541,761
Decrease in Net Assets (8$4,970,213)

burden that was placed on City of Starkville taxpayers by each of these functions.

Total Net
Costs Costs
General Government $ 3,748,039 § 2,169,220
Public Safety 7,866,617 7,519,310
Public Services 2,602,126 2,220,863
Parks and Recreation 2,203,379 2,117,989
Utilities 36,531,287 (1,722,285)
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FINANCIAL ANALYSIS OF THE CITY’S FUNDS

Governmental funds — At the close of the fiscal year, the City of Starkville’s governmental
funds reported a combined fund balance of $4,168,541, a decrease of $4,870,037. The primary
reasons for this decrease are highlighted in the analysis of governmental activities. In addition,
other factors that affected ending fund balance are as follows:

The General Fund is the principal operating fund of the City. The decrease in the fund balance of
the P & R Bond Series 2007 for the fiscal year was $4,009,115 which is due to the construction
of a multi-purpose building.

BUDGETARY HIGHLIGHTS OF MAJOR FUNDS

e Over the course of the year, the City of Starkville revised its annual operating budget on
several occasions.

A schedule showing the original and final budget amounts compared to the City's actual financial

activity for the General Fund and other major funds is provided in this report as required
supplementary information. '

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets — As of September 30, 2008, the City of Starkville’s total capital assets were
$146,266,888. This includes infrastructure, land, buildings, mobile equipment, furniture and
equipment, leased property under capital lease and construction in progress. This amount
represents an increase from the previous year of $3,556,271.

Total accumulated depreciation as of September 30, 2008 was $80,597,704 including $4,367,142

of depreciation expense for the year. The balance in total net capital assets was $65,069,184 at
year-end.

Additional information on the City of Starkville’s capital assets can be found in note 4 on page
37 of this report.

Debt Administration — At September 30, 2008, the City of Starkville had $25,737,792 in long-

term debt outstanding. This includes general obligation bonds, other loans and obligations under
capital lease. Of this debt $2,555,476 is due within one year.

The State of Mississippi limits the amount of debt a City can issue to generally 15% of total
assessed value. The City’s outstanding debt is significantly below its current limit.

Additional information on City of Starkville’s long-term debt can be found in note 5 on page 38
of this report.
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CURRENT AND FUTURE ITEMS OF IMPACT

Despite the pending recessionary outlook, the City of Starkville’s future growth continues to look
bright. There are several developments within the city that continue to progress. The Hilton
hotel has opened its doors. A business complex and a condominium project in the city are
nearing completion. With the cooperation between the City and county, one project has begun
and another is in process inside the city limits. A $200 million dollar project that includes a
conference center, a full service hotel, two large anchor stores, and numerous shops, apartments,
and business offices is still moving forward. The other project which also includes a hotel, two
restaurants, several new stores and a revamped parking area and new streets has reached partial
completion. The refurbishing of the existing structure and parking lot is complete. In the county,
Highland Plantation continues to build units that are available to renters and the 528 units at the
Links have opened and are available to the student and adult population for rental. These
projects are providing and will provide a substantial increase in the tax base for Oktibbeha
County and are contributing to the retail base for the City of Starkville.

The operation of American Eurocopter and SeverCorr and the Aurora plants continue to add to
the Golden Triangle Region’s growth. The Toyota plant that is planned 60 miles north should
generate spin-off industries that will affect the growth of our region. The new PACCAR Plant at
the Golden Triangle Regional Complex is significant to City of Starkville’s growth and is
nearing completion as well. The result of the additional employment in the area is that Starkville
is the preferred residential destination for those who are transplanted here for these industries.

Development continues and should continue for the next several years around Starkville on the
new Highway 82 and Highway 25 and Highway 12 Bypass. The City of Starkville experienced
significant growth in the housing market in this fiscal year. The future looks bright for this area,
and the new growth will have a positive impact on the City’s assessed value.

The City of Starkville and the Oktibbeha County area continue to grow as destinations for
tourists coming to participate and spectate at the expanded Mississippi Horse Park and the state
of the art soccer fields that host multiple tournaments throughout the summer. Mississippi State
University obviously impacts the City’s sales tax and 2% revenue as the South Eastern
Conference sporting events bring in thousands of visitors throughout the year. The City of
Starkville continues to highlight and emphasize the importance of the quality of life issues that
make the residential facet of the city’s offerings most appealing. The City has received grants for

hiking and biking trails and has embraced the opportunities for the continuation of such programs
linking areas throughout the City.

The Golden Triangle Regional Airport has recently announced the increase in commercial
passenger service. This is directly attributable to the development activity of the industries and
the increase in population associated with these startup projects. Increasing the accessibility for
the area will improve on the viability of the region and therefore of the City of Starkville.

Oktibbeha County has an unemployment rate of 6.2% and compares favorably with the state
average rate of 7.4%. The population is subject to seasonal changes that occur as the major
employer, Mississippi State University, predictably experiences reduced enrollment during the
summer months.
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CITY OF STARKVILLE, MISSISSIPPI
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED SEPTEMBER 30, 2008

Federal Agency/ Catalog of
Pass-through Entity/ Federal Domestic Federal
Program Title Assistance Number Expenditures
U.S. Department of Homeland Security
Passed-through Federal-State Programs;
Disaster Asistance Projects 97.088 $ 31,836
Total U.S. Department of Homeland Security 31,836
U.S. Department of Health and Human Services:
Passed-through Federal-State Programs:
Child Care and Development Block Grant 93.575 340,321
Total U.S. Department of Health and Human Services 340,321
U. S. Department of Transportation
Direct Programs:
Airport Improvement Program 20.106 989,774
Passed through Federal-State Programs:
NHTSA 154 Transfer of Funds FYO08 20.607 124,610
Total U. S. Department of Transportation 1,114,384
Total Expenditures of Federal Awards $ 1,486,541
Notes to Schedule

(1) This schedule was prepared using the same basis of accounting and the same significant accounting
policies, as applicable, used for the general purpose financial statements.
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