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Introductory Section

The introductory section includes the letter of transmittal, an
organizational chart, and the Certificate of Achievement for
Excellence in Financial Reporting.
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Chandler - Arizona
Where Values Make The Difference
December 3, 2010

Honorable Mayor, Members of the City Council, City Manager and Citizens of the City of Chandler:

The comprehensive annual financial report of the City of Chandler, Arizona (the City), for the year ended June 30,
2010, is hereby submitted in accordance with City Charter and state statutes. Both the City Charter and state
statutes require that the City issue annually a report on its financial position and activity, and that this report be
audited by an independent certified public accountant. Responsibility for both the accuracy of the data, and the
completeness and fairness of the presentation, including all disclosures, rests with the City’s management. To the
best of our knowledge and belief, the enclosed data is accurate in all material respects and is reported in a manner
that presents fairly the financial position and results of operations of the various funds and component units of
the City.

Accounting principles generally accepted in the United States of America (GAAP) require that management
provide a narrative introduction, overview, and analysis to accompany the basic financial statements in the form
of Management's Discussion and Analysis (MD&A). This letter of transmittal is designed to complement the
MD&A and should be read in conjunction with it. The City of Chandler's MD&A can be found immediately
following the report of the independent auditors.

The City is required to undergo an annual single audit in conformity with the provisions of the Single Audit Act
of 1996 and U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Information related to this single audit, including a schedule of expenditures of federal
awards, the independent auditors’ reports on the internal conirol structure and compliance with applicable laws
and regulations, and a schedule of findings and questioned costs are included in a separately issued report.

GOVERNMENTAL STRUCTURE, LOCAL ECONOMIC CONDITION AND OUTLOOK

The City, incorporated on February 17, 1920, is located in the southeastern portion of Maricopa County
(the County), and encompasses approximately 63 square miles. The City has operated under a council-
manager form of government since May 25, 1964, and is governed by the City Council, consisting of a
mayor and a six member council. Council members are elected at-large on a staggered basis; the mayor is
elected for a two-year term and council members are elected for four-year terms. The City Council is
vested with policy and legislative authority, and is responsible for passing ordinances, adopting the
budget, appointing committee, commission and board members, and appointing the positions of City
Manager, City Attorney, City Clerk and City Magistrate. The City Manager is responsible for carrying
out the policies and ordinances of the City Council, as well as overseeing the day-to-day operations of the

Cily.

The City is fifth largest city in Arizona and is one of several major cities comprising the greater Phoenix
metropolitan area, which is the economic, political and population center of the state of Arizona. Between
1992 and 2009, the City’s population increased by over 100 percent, from 100,416 to 252,056. The City’s
tremendous growth over the last decade is attributable to the growth in its manufacturing sector, which is
led by high-tech industrial companies such as Intel, Orbital Sciences, Microchip Technologles and
Freescale Semiconductor. These four companies combined employ 13,960 in the City.
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The City boasts a strong labor market serving the high technology field’s demand for skilled workers.
Resident population has a median age of 32.5 years and a median household income of $71,404. In
addition, approximately 69 percent of the population has a college degree or some college education.
This highly educated workforce explains in part why the City had highest average employee wages in
the Phoenix metropolitan area, 120% of the statewide average. Over 75 percent of the City’s
manufacturing employees are in high technology fields; the national average is 15 percent. The City’s
unemployment averaged 6.7 percent for fiscal year 2009/10 compared with 8.7% for Maricopa County
and 9.5% for the State of Arizona.

The City’s sales tax revenues, which comprise over 40 percent of its general fund, dropped by 3.63
percent for 2009/10 from the prior year as the City begins to recover from the effect of the recession that
was felt nationally and globally. In response to the economic recession and from the corresponding
declining revenues, the City reduced its spending by $17 million in its General Fund for 2009/10 through
a combination of spending cuts, revenue increases and reserves specifically set aside for revenue
fluctuations. Further reductions were taken for next fiscal year to make up a continued drop in state
shared and local own source revenues. To date, Chandler has weathered the recession better than many
other communities through a combination of sound financial policies, healthy reserves and conservative
budgeting.

2009/2010 Accomplishments

Under the guidance and leadership of the Mayor and Council, along with the expertise and dedication of
City management and staff, a number of accomplishments were achieved this last fiscal year. Listed
below are just a few of those accomplishments.

e Chandler received the 2010 All-America City Award, the nation’s oldest civic recognition award
sponsored by the National Civic League;

e Innovations Technology Incubator opened, paving the way for science and technology entrepreneurs
to accelerate their path to success and grow their business in Chandler;

¢ Implemented a multi-approach recruitment effort to assist employees targeted for layoff in securing
internal positions. Approximately 18 layoffs were avoided;

e Consolidated city owned mobile phones into one provider and pool of minutes;
e Received a High Performing Housing Authority designation;

e Completed two history kiosks in Park Manors Park and World War II Honor Billboard in Dr. A/J.
Chandler Park;

e Awarded the 2009 Arizona Parks and Recreation Association Outstanding Community Special Event
Award for the “Woofstock” event;

e Awarded 22 consecutive Distinguished Budget Presentation Award from the Government Finance
Officers Association;

o Awarded the 5% consecutive Achievement in Excellence in Procurement Award from the National
Purchasing Institute and 4™ consecutive Fully Certified Office Award from the National Institute of
Government Purchasing;

¢ Implemented paperless payroll with self-service payslips for employee on-line retrieval;

e Installed outbound reminder calls for past due accounts and implemented an E-Billing option for
utility customers;

e Received the Wastewater Project of the Year Award from the Arizona Water Association and the
Arizona Public Works Project of the Year Award from American Public Works Association for the
Five Million Gallon per Day Airport Water Reclamation Facility expansion project; and



e Completed the construction of the new Fire Administration Building and the Fire and Police
Memorial Plaza with dedication of the Memorial Plaza on September 11, 2009.

Strategic Goals

The City of Chandler’s continued goal is to provide the highest quality services to the community in the
most cost-effective manner. The Council’s strategy to achieve these results is through goals to improve
Chandler in a coordinated manner and to make fiscally responsible decisions that will ultimately
strengthen the City. The City continued with the Council’s strategic goals by focusing on the following
organizational priorities.

¢ Downtown

Downtown Chandler and the Historic Square have served as the focal point of community life since
Chandler’s inception. Emerging today as a location for independent business and retail, the downtown
also serves as the City’s cultural center providing the community with a sense of identity and
uniqueness.

¢ Economic Development

The ability of the City to maintain and enhance the quality of life of its residents depends upon a
successful economic development program. High paid quality jobs attract potential residents, and
diversifying the employment and tax base provides revenue to support the amenities enjoyed by the
community.

¢ Neighborhoods

As Chandler has grown rapidly from a community of 30,000 in 1980 to 250,000 today, neighborhoods
have become increasingly important to help define the community’s quality of life and provide a sense of
identity and place. The maintenance and long term care of our neighborhoods will become increasingly
important as the community continues to age.

e Sustainability

In order to assure that Chandler’s quality of life is enjoyed by future generations, it is imperative that the
City acts as an effective steward of our financial and environmental resources. This effort is even more
critical as city resources are becoming increasingly limited, and as best practices throughout the country
have provided ample evidence of the many benefits of doing business in a more sustainable fashion. The
City Council is committed to the stewardship of the City’s resources through improved business
practices and the conservation of our financial and environmental assets.

e Transportation

An effective multimodal transportation system is critical to the long-term vitality of the Chandler
community. The City must maintain a viable transportation network that includes an efficient arterial
street and transit system that is connected regionally, as well as a network that is bicycle and pedestrian
friendly.

FINANCIAL INFORMATION

Internal Control Structure

Management of the City is responsible for establishing and maintaining an internal control structure designed to
ensure that the assets of the City are protected from loss, theft or misuse and to ensure that adequate accounting
data are compiled to allow for the preparation of financial statements in conformity with GAAP. The internal
control structure is designed to provide reasonable, but not absolute, assurance that these objectives are met.



The concept of reasonable assurance recognizes that: (1) the cost of a control should not exceed the benefits likely
to be derived; and (2) the valuation of costs and benefits requires estimates and judgments by management.

As a recipient of federal, state and county financial assistance, the City is also responsible for ensuring that an
adequate internal control structure is in place to ensure and document compliance with applicable laws and
regulations related to these programs. This internal control structure is subject to periodic evaluation by
management and various other City staff, as needed.

Single Audit

As a part of the City’s single audit, described earlier, tests were made of the City’s internal control structure
and of its compliance with applicable laws and regulations, including those related to federal financial
assistance programs. The audit for the fiscal year ended June 30, 2010 disclosed no material internal control
weaknesses or material violations of laws and regulations.

Budgetary Controls

The City maintains budgetary controls as an integral part of its overall system of internal controls. The
objective of these budgetary controls is to ensure compliance with legal provisions embodied in the
annual appropriated budget approved by the City Council. Activities of the general fund, special
revenue funds, capital projects funds, enterprise funds and internal service funds are included in the
annual appropriated budget. The level of budgetary control (i.e., the level at which expenditures cannot
legally exceed the appropriated amount) is the total budget, as adopted (FY 2009/2010, $797,894,348).
The City additionally exercises management control and oversight of the budget at the department level
within each fund and maintains an encumbrance accounting system as another method of maintaining
budgetary control. Encumbered amounts do not lapse at fiscal year-end and subsequent year(s)
expenditures against those encumbrances are charged against an encumbrance reserve established at the
end of the preceding year(s).

As demonstrated by the statements and schedules included in the financial section of this report, the City
continues to meet its responsibility for sound financial management.

Cash Management Policies and Practices

The cash management program of the City provides for the continuous investment of all idle funds.
Also, the City utilizes a pooled cash and investment concept for all funds. Each fund type’s portion of
the pool is displayed in the financial statements as Equity in Pooled Cash and Investments. External
investment management firms at the direction of City staff invested cash temporarily idle during the
fiscal year. In addition, the City may invest in direct obligations of the United States of America or any
agency thereof, or any obligation guaranteed by the United States of America or any of its agencies. It is
the City’s investment policy to minimize credit and market risks while maintaining a competitive yield
on its portfolio. Accordingly, all cash deposits were either insured by the Federal Depository Insurance
Corporation (FDIC) or collateralized.

Risk Management

The City maintains and has substantially funded a self-insurance program for its liability, property,
worker’s compensation and group insurance coverage needs. Public liability, property claims and
worker’s compensation are administered by the City’s Risk Management division in the Management
Services Department. Liabilities for these claims, as reported in the financial statements, are based on
independently prepared actuarial reports and historical analyses performed by the City. Excess
commercial coverage is purchased for claims above the City’s self-insurance retention and this coverage
is obtained via a competitive bidding process.

At June 30, 2010, the City’s reserve for self-insurance claims amounted to $36.9 million.



OTHER INFORMATION

Independent Audit

City Charter and state statute require an annual audit by a firm of independent certified public accountants and
the firm of Heinfeld, Meech & Co., has been selected by the City to uphold this requirement. In addition to
meeting the requirements set forth in City Charter and state statutes, the audit was also designed to meet the
requirements of the federal Single Audit Act of 1996 and the related U.S. Office of Management and Budget's
Circular A-133. Auditing standards generally accepted in the United States of America and the standards set
forth in the General Accounting Office’s Government Auditing Standards were used by the auditors in conducting
the engagement. The Auditor’s report on the basic financial statements is included in the financial section of
this report. The auditor’s reports on internal controls and compliance with applicable laws and regulations can
be found in a separately issued single audit report.

Awards

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Chandler, Arizona for its comprehensive
annual financial report for the year ended June 30, 2009, marking the twenty-eighth consecutive year the City
has received the GFOA Certificate of Achievement. The Certificate of Achievement is a prestigious national
award-recognizing conformance with the highest standards for preparation of a municipal government
financial report.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily readable and
efficiently organized comprehensive annual financial report, whose contents conform to program standards.
Such reports must satisfy both GAAP and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current report continues to
conform to the Certificate of Achievement program requirements, and we are submitting it to the GFOA.

Acknowledgments

I wish to express my sincere thanks to the entire staff of the Accounting Division, without whose assistance this
report could not have been prepared. Special acknowledgment is made for the work of Penny Burczyk,
Accounting Manager, Derrick Beracy, Senior Financial Reporting Analyst, Julie Buelt, Senior Financial Analyst,
Debbie Dulanski-Garcia, Senior Accountant, Triana Dowrick, Senior Accountant, and Annette Fries, Executive
Assistant. Special thanks also go to Kevin McManus, IT Oracle Application Manager for developing the City’s
new financial application, and to Dawn Lang, Assistant Management Services Director for Finance for her
assistance in reviewing and preparing the final document. Finally, I wish to thank the Mayor and Council, the
City Manager and City Staff for their continued support in promoting sound financial policies and internal
controls.

Respectfully submitted,

Dennis Strachota
Management Services Director
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City of Chandler, Arizona
Organizational Chart
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Certificate of
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Financial Section

The financial section includes the City’s independent auditors’

report, management’s discussion and analysis, basic financial

statements, required supplementary information, and financial
statements for individual funds.
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10120 N. Oracle Road

HEINFELD, MEECH & CO., P.C. Tucson, Arizona 85704
CERTIFIED PUBLIC ACCOUNTANTS Tel(520)742-2611
Fax (520) 742-2718

INDEPENDENT AUDITORS’ REPORT

Honorable Mayor and Members of the City Council
City of Chandler, Arizona

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate discretely presented component
units and remaining fund information of the City of Chandler, Arizona (the “City”) as of and for
the year ended June 30, 2010, which collectively comprise the City’s basic financial statements
as listed in the table of contents. These financial statements are the responsibility of the City’s
management. 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 of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our 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 discretely presented component units and remaining fund information of the
City of Chandler, Arizona, as of June 30, 2010, and the respective changes in financial position
and cash flows, where applicable, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
December 16, 2010, 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 the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

9
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Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis, Budgetary Comparison Schedule for the General Fund
and the Schedules of Funding Progress, 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 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City’s basic financial statements as a whole. The Introductory Section,
the Other Financial Statements of the Financial Section, Other Supplemental Information, and
the Statistical Section are the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the financial statements.
The information is presented for purposes of additional analysis and is not a required part of the
basic financial statements. The Other Financial Statements and the Other Supplemental
Information have been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the information is fairly stated in all material respects in relation to the basic financial
statements as a whole. The Introductory Section and the Statistical Section have not been
subjected to the auditing procedures applied in the audit of the basic financial statements and,
accordingly, we express no opinion on them.

HM‘-WM“’”M‘ (o.,P-(.

HEINFELD, MEECH & CO., P.C.
Certified Public Accountants

December 16, 2010
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CITY OF CHANDLER, ARIZONA
Management’s Discussion and Analysis (MD&A)
Year Ended June 30, 2010

As management of the City of Chandler (City), we offer readers of the City’s financial statements this narrative overview
and analysis of the financial activities of the City for the fiscal year ended June 30, 2010. We encourage readers to
consider the information presented here in conjunction with additional information that we have furnished in our letter of
transmittal beginning on page one and the accompanying notes to the financial statements.

FINANCIAL HIGHLIGHTS

The financial statements, which follow the Management’s Discussion and Analysis, provide these significant, key
financial highlights for 2010 as follows:

. The assets of the City exceeded its liabilities at the close of the most recent fiscal year by $1.292 billion (net
assets). Of this amount, $361.2 million (unrestricted net assets) may be used to meet the City’s ongoing
obligations to citizens and creditors. However, $78.8 million is invested in a joint venture with the Town

of Gilbert.

. There was a decrease in the City’s total net assets by $17.0 million from the prior year due primarily due
to drawdown of cash for construction of projects which were financed by prior years” bond sales.

. At June 30, 2010, the City’s governmental funds reported combined ending fund balances of $286.0

million, a decrease of $62.8 million in comparison with the prior year. Approximately 57.8% of the total
amount, $162.5 million, is available for designated projects and reserves (unreserved fund balance).

. At June 30, 2010, total unreserved fund balance for the General Fund was $137.0 million which represents
a decrease of $57.4 million from the prior year. The undesignated portion of the unreserved fund balance
is $23.6 million, which is 11.1% of total General Fund revenues of $211.8 million.

o General revenues from governmental activities accounted for $212.7 million or 80.6% of all revenues from
governmental activities. Program specific revenues in the form of charges for services and grants and
contributions accounted for $51.3 million or 19.4% of total governmental activity revenues. The City had
$99.8 million of program revenues and $1.3 million in general revenues and transfers related to business-
type activities.

. At June 30, 2010, the City’s proprietary funds reported combined total net assets of $462.0 million, and
total unrestricted net assets of $163.1 million. A total of $132.9 million of the unrestricted net assets are in
the Water Fund.

OVERVIEW OF FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the City’s basic financial statements. The City’s
basic financial statements comprise three components: 1) government-wide financial statements, 2) fund financial
statements, and 3) notes to the financial statements. This report also contains other supplementary information in
addition to the basic financial statements themselves.

Government-wide Financial Statements. The government-wide financial statements are designed to provide readers
with a broad overview of the City’s finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of the City’s assets and liabilities, with the difference between the
two reported as net assets. Net assets are categorized as capital assets less related debt, restricted by an outside third
party, and unrestricted. 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 the City’s 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 only
result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused compensated absences).
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CITY OF CHANDLER, ARIZONA
Management’s Discussion and Analysis (MD&A)
Year Ended June 30, 2010

In the government-wide financial statements the City’s activities are presented in the following categories:

*Governmental activities - Most of the City’s basic services are included here, such as general government, public
safety, community services, community development, and public works. Sales taxes, state shared revenues, and
charges for services finance most of these activities.

eBusiness type activities - The services provided by the City included here are water, wastewater, solid waste,
airport services, and housing services. The services are financed through user fees and charges.

o Component units - The discretely presented component units are the Chandler Industrial Development Authority
and the Chandler Cultural Foundation.

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
compliance with finance-related legal requirements. All of the funds of the City can be divided into three categories:
governmental funds, proprietary funds, and fiduciary funds.

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

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 sta