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Greene Finney& Horton

RLIFIED PUBLIC ACCOUNTANIS & CONSULTANTS

INDEPENDENT AUDITOR’S REPORT

The Honorable Mayor and Members of City Council
City of Isle of Palms
Isle of Palms, South Carolina

Report on the Financial Statements

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 Isle of Palms, South
Carolina (the “City”), as of and for the year ended June 30, 2013, and the related notes to the financial
statements, which collectively comprise the City’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the 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.

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 Isle of Palms, South Carolina, as of June 30, 2013, and
the respective changes in financial position and, where applicable, cash flows thereof for the year then ended
in accordance with accounting principles generally accepted in the United States of America.

211 East Butler Road, Suite C-6 1985 Riviera Drive, Suite 103-203
Mauldin, SC 29662 Mount Pleasant, SC 29464
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Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and the budgetary comparison schedules, 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.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The supplementary information, as listed in the table of
contents, is presented for purposes of additional analysis and is not a required part of the basic financial
statements.

The supplementary information is the responsibility of management and was derived from and relates directly
to the underlying accounting and other records used to prepare the basic financial statements. 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 supplementary information is fairly stated, in all
material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 10, 2013 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.

s, Eonossgy > Hoton LT

Greene, Finney & Horton, LLP
Mauldin, South Carolina
October 10, 2013



CITY OF ISLE OF PALMS, SOUTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2013

The management of the City of Isle of Palms (“City”) offers 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, 2013. The intent of this discussion and
analysis is to look at the City’s financial performance as a whole. Readers are encouraged to not only consider the
information presented here but also the information provided in the financial statements and notes to the financial statements
to enhance their understanding of the City’s overall financial performance.

FINANCIAL HIGHLIGHTS

e The assets of the City exceeded its liabilities at the close of the fiscal year by approximately $24,175,800 (net
position). Of this amount, approximately $19,816,300 and $4,359,500 were related to the City’s governmental and
business-type activities, respectively. In addition, the City’s unrestricted net position (which may be used to meet
the City’s ongoing obligations to citizens and creditors) was approximately $6,955,500 for its governmental
activities and approximately $651,300 for its business-type activities.

e The City’s total revenues of approximately $13,337,000 exceeded total expenses of approximately $10,897,000,
resulting in an increase from the prior fiscal year of approximately $2,440,000 in net position.

e At the close of fiscal year 2013, the City’s governmental funds reported combined ending fund balances of
approximately $10,765,000, an increase of approximately $134,000 over the prior year’s fund balance.
Approximately 23% of the total fund balance, or approximately $2,474,000, is available for spending at the City’s
discretion (unassigned fund balance). This unassigned fund balance equates to approximately 30% of total General
Fund expenditures for the year ended June 30, 2013.

e The City added capital assets of approximately $2,103,000 during the current fiscal year. The capital asset additions
related primarily to the purchase of Mayor Carmen R. Bunch Park at 1801 Palm Boulevard, the purchase and
installation of lighting for the recreation baseball and softball fields, and the purchase of various vehicles and
equipment. Capital asset additions were offset by depreciation expense of approximately $1,321,000 and $126,000
for governmental and business-type activities, respectively. As depreciation expense was less than the capital asset
additions for the year, total capital assets increased by approximately $655,000 (3%) from fiscal year 2012.

e The City’s total debt (including capital leases) decreased by approximately $1,732,000 (12%) during the current
fiscal year due to normally scheduled debt service payments and the early payoff of all capital leases.

e The City continues to hold an “AA” rating from Standard & Poor’s and an “Aal” rating from Moody's.

e The City implemented Governmental Accounting Standards Board (“GASB”) Statement No. 63, “Financial
Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net Position” (“GASB #63” or
“Statement™) in 2013. This Statement establishes financial reporting requirements and related disclosures for certain
elements of a statement of financial position that were discussed in the GASB’s 2007 Concepts Statement No. 4,
“Elements of Financial Statements”. In Concepts Statement No. 4, the GASB defines a deferred outflow of
resources as a consumption of net assets by a government that is applicable to a future reporting period; a deferred
inflow of resources as an acquisition of net assets by a government that is applicable to a future reporting period; and
net position as the residual of all other elements presented in a statement of financial position (the difference
between (a) assets and deferred outflows of resources and (b) liabilities and deferred inflows of resources). Under
GASB #63, amounts for items that the GASB has designated to be deferred outflows of resources are to be
presented in a statement of financial position in a separate section following assets, while amounts for items that the
GASB has designated to be deferred inflows of resources are to be presented in a separate section following
liabilities. The residual of assets and deferred outflows of resources over liabilities and deferred inflows of
resources is to be reported as net position rather than as net assets in a statement of financial position. Since the City
had no deferred outflows or inflows of resources at June 30, 2013, the City’s implementation of GASB #63 had no
material effect on the presentation of its 2013 financial statements.



CITY OF ISLE OF PALMS, SOUTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2013

OVERVIEW OF FINANCIAL STATEMENTS

This annual report consists of two parts — Financial Section (which includes management’s discussion and analysis, the
financial statements, required supplementary information, and supplementary information) and the Compliance Section.

Financial Statements

This discussion and analysis is intended to serve as an introduction to the City’s financial statements. The City’s financial
statements comprise three components; 1) government-wide financial statements, 2) fund financial statements, and 3) notes
to the financial statements. The financial statements present two different views of the City through the use of government-
wide statements and fund financial statements.

Government-Wide Financial Statements. The financial statements include two statements that present different views of the
City. These are designed to provide readers with a broad overview of the City’s finances in a manner similar to a private-
sector business. The statement of net position presents information on all of the City’s assets and deferred outflows (if any)
and liabilities and deferred inflows (if any), with the differences between these items reported as net position. Over time,
increases or decreases in net position may serve as a useful indicator of whether the financial position of the City is
improving or deteriorating. The statement of activities presents information showing how the government’s net position
changed during the most recent fiscal year. All changes in net position are reported as soon as the underlying event giving
rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that will only result in cash flows in future periods.

The government-wide financial statements are divided into two categories: 1) governmental activities; and 2) business-type
activities. The governmental activities include general government; public safety; building, planning and engineering; public
works; recreation; and non-departmental services. Taxes, business licenses, building permits, and state and federal grant
revenues finance most of these activities. The business-type activities are the City’s marina operations. The government-
wide financial statements can be found as listed in the table of contents.

Fund Financial Statements. The fund financial statements provide a more detailed look at the City’s most significant
activities. A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated
for specific activities or objectives. The City, like all other governmental entities in South Carolina, uses fund accounting to
ensure and reflect compliance with finance-related legal requirements, such as the General Statutes or the City’s budget
ordinance. 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 those functions reported as governmental activities in
the government-wide financial statements. Most of the City’s services are accounted for in governmental funds. These funds
focus on how assets can readily be converted into cash flow (in and out), and what monies are left at year-end that will be
available for spending in the next year. Governmental funds are reported using an accounting method called modified
accrual accounting which provides a short-term spending focus. As a result, the governmental fund financial statements give
the reader a detailed short-term view to determine if there are more or less financial resources available to finance the City’s
services. The relationship between governmental activities (reported in the government-wide financial statements) and
governmental funds is described in a reconciliation that is a part of the fund financial statements.

The City maintains eleven (11) individual governmental funds. Information is presented separately in the governmental fund
balance sheet and in the governmental fund statement of revenue, expenditures and changes in fund balances for the General
Fund, Capital Projects Fund, Municipal Accommodations Fee Fund, State Accommodations Tax Fund, Hospitality Tax Fund
and Beach Restoration Fund — since they are considered major funds. Information from the other five (5) governmental
funds is combined into aggregated presentations — non-major governmental funds. Individual fund data for each of these
non-major governmental funds are provided in the form of combining schedules elsewhere in this report. The governmental
fund financial statements can be found as listed in the table of contents.



CITY OF ISLE OF PALMS, SOUTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2013

OVERVIEW OF FINANCIAL STATEMENTS (CONTINUED)
Financial Statements (Continued)

Proprietary Funds — The City maintains one type of proprietary fund. Enterprise Funds are used to account for operations
that (a) are financed and operated in a manner similar to private business enterprises — where the intent of the governing
body is that the costs (expenses, including depreciation) of providing goods or services to the general public on a continuing
basis be financed or recovered primarily through user charges; or (b) where the governing body has decided that periodic
determination of revenues earned, expenses incurred, and/or net income is appropriate for capital maintenance, public policy,
management control, accountability or other purposes. The City uses an enterprise fund to account for its marina operations.
The proprietary fund financial statements can be found as listed in the table of contents.

Fiduciary Funds — Fiduciary funds are used to account for resources held for the benefit of parties outside the 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. Agency Funds are used to account for assets the City holds on behalf of others.
The City’s 1% Volunteer Fire Department Fund is used by the City to account for the receipt and disbursement of funds
received from the State relating to the payment of one percent of the premiums received by insurance companies. Agency
funds are custodial in nature and do not present results of operations. The financial statement of the fiduciary fund can be
found as listed in the table of contents.

Notes to the Financial Statements — The notes provide additional information that is essential to a full understanding of the
data provided in the government-wide and fund financial statements. The notes to the financial statements can be found as
listed in the table of contents.

Other Information — In addition to the financial statements and accompanying notes, this report includes certain required
supplementary information. Budgetary comparison schedules have been provided for the General Fund and all of the major
special revenue funds with legally adopted budgets to demonstrate compliance with their budgets. Required supplementary
information can be found as listed in the table of contents.

Supplementary information, including non-major governmental funds, is presented immediately following the required
supplementary information. These schedules can be found as listed in the table of contents.



CITY OF ISLE OF PALMS, SOUTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2013

OVERVIEW OF FINANCIAL STATEMENTS (CONTINUED)

Financial Statements (Continued)

Figure A-1

Major Features of the City’s Government-Wide and Fund Financial Statements

| Fund Financial Statements

Government-Wide

Financial Statements Governmental Funds

Scope Entire City The activities of the City
government (except  that are not proprietary or
fiduciary funds). fiduciary.

Required = Statement of Net = Balance Sheet.

Financial Position. = Statement of Revenues,

Statements = Statement of Expenditures, and

Activities. Changes in Fund

Balances.

Modified accrual
accounting and current

Accounting Basis
and Measurement

Accrual accounting
and economic

Focus resources focus. financial resources focus.
Type of All assets and Only assets expected to be
Asset/Liability liabilities, both used and liabilities that
Information financial and capital, come due during the year
and short-term and or soon, thereafter; no
long-term. capital assets or long-term
obligations included.
Type of All revenues and Revenues for which cash
Inflow/Outflow expenses during is received during or soon
Information year, regardless of after the end of the year;

when cash is
received or paid.

expenditures when goods
or services have been
received and payment is
due during the year or
soon thereafter.

Proprietary Fiduciary
Funds Funds
Activities the City Instances in which the

operates similar to
private businesses, in
the City’s case, all
activities related to the
marina.

City is the trustee or
agent for someone
else’s resources, in the
City’s case, the 1%
Volunteer Fire
Department Fund.

= Statement of
Fiduciary Assets and
Liabilities.

= Statement of Net
Position.

= Statement of
Revenues, Expenses
and Changes in Net
Position.

= Statement of Cash
Flows.

Accrual accounting and Accrual accounting
economic resources and economic
focus. resources focus.

All assets and
liabilities, both short-
term and long-term.

All assets and
liabilities, both
financial and capital
and short-term and
long-term.

All revenues and All revenues and

expenses during year,  expenses during year,

regardless of when cash regardless of when

is received or paid. cash is received or
paid.




CITY OF ISLE OF PALMS, SOUTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2013

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net position may serve over time as a useful indicator of a government’s financial position. The following
table provides a summary of the City’s net position as of June 30, 2013 compared to June 30, 2012:

Governmental Activities Business-Type Activities Total
2013 2012 2013 2012 2013 2012

Assets:

Current and Other Assets $ 12,125,039 12,076,411 761,407 866,106 12,886,446 $ 12,942,517

Capital Assets, Net 19,743,686 18,971,475 5,859,754 5,976,595 25,603,440 24,948,070
Total Assets 31,868,725 31,047,886 6,621,161 6,842,701 38,489,886 37,890,587
Liabilities:

Long-Term Obligations 10,643,490 11,957,779 2,195,000 2,585,000 12,838,490 14,542,779

Other Liabilities 1,408,891 1,533,115 66,698 78,963 1,475,589 1,612,078
Total Liabilities 12,052,381 13,490,894 2,261,698 2,663,963 14,314,079 16,154,857
Net Position:

Net Investment in Capital Assets 9,698,686 7,880,481 3,708,151 3,444,203 13,406,837 11,324,684

Restricted 3,162,187 3,003,049 - - 3,162,187 3,003,049

Unrestricted 6,955,471 6,673,462 651,312 734,535 7,606,783 7,407,997
Total Net Position $ 19,816,344 17,556,992 4,359,463 4,178,738 24,175,807 $ 21,735,730

The City’s total assets of approximately $38,490,000 increased approximately $599,000 from the prior year primarily due to
capital asset additions which were partially offset by depreciation expense. Total liabilities as of June 30, 2013 decreased by
approximately $1,841,000 compared to the prior year. This decrease was primarily due to an approximately $1,704,000
decrease in long-term obligations resulting from normally scheduled debt service payments and the early payoff of all capital
leases.

The City’s net position increased by approximately $2,440,000 during the current fiscal year due to current year revenues
exceeding current year expenses. Please see the discussion following the next table regarding this increase.

The City’s assets exceeded liabilities by approximately $24,176,000 as of June 30, 2013. Approximately 56% of total net
position ($13,407,000) reflects the City’s investment in capital assets (i.e., land, buildings, furniture and equipment,
infrastructure, etc.) less any related outstanding debt and capital leases used to acquire those assets. The City uses these
capital assets to provide services to citizens; consequently, these assets are not available for future spending. Although the
City’s investment in its capital assets is reported net of related debt, it should be noted that the resources needed to repay this
debt generally must be provided from other sources, since the capital assets themselves cannot be used to liquidate these
liabilities.

Approximately 13% of net position ($3,162,000) represents resources that are subject to external restrictions on how they
may be used. This portion of the net position is restricted primarily for special revenue programs which are restricted by the
revenue source.

The remaining portion of the City’s net position (31% or $7,607,000) is unrestricted and may be used to meet the City’s
ongoing obligations to citizens and creditors.

At the end of the current and prior fiscal year, the City is able to report positive balances in all three categories of net
position.



CITY OF ISLE OF PALMS, SOUTH CAROLINA

MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2013

GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)

The following table shows the changes in the City’s net position for fiscal year 2013 compared to 2012:

Governmental Activities Business-Type Activities Totals
2013 2012 2013 2012 2013 2012
Revenues:
Program Revenues:
Charges for Services $ 3,184,103 3,052,573 379,251 404,693 3,563,354 $ 3,457,266
Operating Grants and Contributions 40,000 - - - 40,000 -
Capital Grants and Contributions 1,373,650 675,318 - - 1,373,650 675,318
General Revenues:
Taxes 7,998,701 7,854,136 - - 7,998,701 7,854,136
Other 359,437 381,776 1,591 3,073 361,028 384,849
Total Revenues 12,955,891 11,963,803 380,842 407,766 13,336,733 12,371,569
Expenses:
General Government 1,566,367 1,449,627 - - 1,566,367 1,449,627
Public Safety 5,343,896 5,092,285 - - 5,343,896 5,092,285
Building, Planning and Engineering 340,510 365,412 - - 340,510 365,412
Public Works 1,475,028 1,423,069 - - 1,475,028 1,423,069
Recreation 1,094,636 987,260 - 1,094,636 987,260
Non-Departmental 264,500 621,125 - - 264,500 621,125
Interest on Long-Term Obligations 438,771 486,436 - - 438,771 486,436
Marina - - 372,948 976,242 372,948 976,242
Total Expenses 10,523,708 10,425,214 372,948 976,242 10,896,656 11,401,456
Change in Net Position Before Transfers 2,432,183 1,538,589 7,894 (568,476) 2,440,077 970,113
Transfers (172,831) (377,430) 172,831 377,430 - -
Change in Net Position 2,259,352 1,161,159 180,725 (191,046) 2,440,077 970,113
Net Position - Beginning of Year 17,556,992 16,395,833 4,178,738 4,369,784 21,735,730 20,765,617
Net Position - End of Year $ 19,816,344 17,556,992 4,359,463 4,178,738 24,175,807 $ 21,735,730

Governmental Activities: Governmental activities had a net increase in net position of approximately $2,259,000.

Compared to the prior year, total governmental activities revenue increased by approximately $992,000 or 8%. Key changes

compared to the prior year were as follows:

e Revenues (charges for services) related to licenses and permits increased by approximately $86,000 or 4% due
primarily to increased building activity, reflecting overall improvement in the City’s economy.
e  General revenues resulting from tourism (accommodations and hospitality taxes combined) were up approximately
$80,000 or 3% due to continued strong tourism activity.
e Revenue from Grants and Contributions increased $738,000 related primarily to funds received towards the City’s

acquisition of land for Mayor Carmen R. Bunch Park at 1801 Palm Boulevard.

approximately $1,350,000.

The property is valued at



CITY OF ISLE OF PALMS, SOUTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2013

GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)

Expenses related to total governmental activities increased by approximately $98,000, or 1%, from the prior year. Key
changes as compared to the prior year were as follows:

e Salary and fringe expense increased by approximately $222,000, or 4%.

e  Expenses related to beach renourishment decreased by approximately $352,000 as the City completed a budgeted
focused erosion project on the north end of the island in the prior year and did not have any similar projects during
the current year.

e Interest on long-term obligations decreased approximately $48,000 as the City paid down existing debt. No new
debt was issued during fiscal year 2013.

¢ Non-capital tools expense increased $73,000, primarily as a result of change in the capitalization threshold from
$1,000 to $5,000.

e Professional services expense increased $62,000 due to increases in legal expense and services related to parking
management.

e Maintenance and repair expense for vehicles, equipment and facilities increased by $58,000.

Business-Type Activities: Net position related to business-type activities (i.e., the marina) increased by approximately
$181,000. This increase was due in part to budgeted transfers in of $173,000 from the State Accommodations Tax Fund to
fund one-third of marina debt service payments.

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental funds. The focus of the City’s governmental funds is to provide information on near-term inflows, outflows,
and balances of spendable resources. Such information is useful in assessing the City’s financing requirements. In
particular, unassigned fund balance may serve as a useful measure of a government’s net resources available for spending at
the end of the fiscal year.

At June 30, 2013, the City's governmental funds reported a combined ending fund balance of approximately $10,765,000, an
increase of approximately $134,000 or 1% over the prior year’s combined fund balance.

Approximately 23% of the total governmental fund balance ($2,474,000) constitutes unassigned fund balance, which is
available for spending at the City's discretion. The remainder of the fund balance is not available for new spending because it
has already been constrained: (1) for tourism-related expenditures or operating expenses incurred to serve tourists
($2,848,000), (2) for recovery efforts on future disasters ($2,103,000), (3) for beach maintenance ($417,000), (4) for capital
projects ($2,192,000), (5) for debt service ($199,000) and (6) for other purposes primarily related to either police department
initiatives, island beautification, drainage initiatives, recreation center improvements, victims’ services, narcotics programs,
and inventories ($532,000).

The General Fund is the primary operating fund of the City. At June 30, 2013, the total fund balance was approximately
$5,274,000. As a measure of the General Fund’s liquidity, it is useful to compare total unassigned fund balance to total
General Fund expenditures. Total unassigned fund balance of the General Fund ($2,474,000) represents approximately 30%
of total General Fund expenditures ($8,236,000).

Highlights for General Fund revenues and other financing sources were as follows:

e Property tax revenue is stable. The City’s millage rate was unchanged from the prior year rate of 22.9 mills.

e Total General Fund revenues were up by approximately $153,000 from the prior year. The most significant
increases were in licenses and permits which were up $86,000 due to increased building activity and strengthening
economy.



CITY OF ISLE OF PALMS, SOUTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2013

FINANCIAL ANALYSIS OF THE CITY’S FUNDS (CONTINUED)

e In order to maintain the level of service that residents and visitors expect, the City supplemented General Fund
revenues with tourism-related revenues, where appropriate. In fiscal year 2013, $541,000 of tourism-related
revenue was transferred into the General Fund to help pay for public safety and public works efforts required for
tourism.

Total General Fund expenditures were approximately $303,000 or 4% greater than fiscal year 2012:

e Salary and fringe expense (the largest component of General Fund expenditures) increased by approximately
$222,000, or 4%. The increase was primarily attributable to performance-based merit increases.

e The remainder of the increase in general fund expenditures was spread among several expense categories including
vehicle maintenance (up $24,000), utilities (up $26,000), insurance (up $13,000) and professional services (up
$49,000).

The total fund balance of the remaining governmental funds (Capital Projects, Special Revenue, and Non-major Funds)
decreased by approximately $343,000 from the prior year. Highlights for these funds were as follows:

e The Capital Projects Fund expended approximately $484,000 for the acquisition of Mayor Carmen R. Bunch Park,
$348,000 for the purchase and installation of lighting for the recreation baseball and softball fields, and $175,000 for
various capital purchases. The fund received a $476,000 grant from the Charleston County Greenbelt Program and
the General Fund transferred $600,000 into the Capital Projects Fund for future capital expenditures. The ending
fund balance in the Capital Projects Fund was approximately $2,472,000.

e Accommodations-related revenues were consistent with prior year with an overall increase of $72,000 or 3% over
the prior year. Accommodations funds were expended for various tourism-related efforts, including construction of
beach walkovers, a portion of lease payments on fire and public works vehicles, purchases of police and fire
vehicles, debt service on the recreation center and marina, and special events such as the 4™ of July fireworks show.
At June 30, 2013, the Municipal Accommaodations Fee Fund had a fund balance of approximately $1,061,000 while
the State Accommodations Tax Fund had a balance of approximately $1,392,000.

e The fund balance for the Hospitality Tax Fund at June 30, 2013 was approximately $395,000. Hospitality tax
revenues (including interest) were approximately $555,000 in 2013. In 2013, these funds were used to support
capital and equipment purchases in Police, Fire and Recreation, to fund a portion of the debt service on Fire Station
#2 GO bond, and to fund City-wide expenses related to landscaping and street sweeping.

e The Beach Restoration Fund’s expenditures for 2013 were primarily related to the debt service payments on the
2008 bank loan used to finance the beach nourishment project. The debt service payments are offset 100% by a
transfer from the Municipal Accommodations Fee Fund.

Proprietary Fund. The City’s proprietary fund provides the same type of information found in the government-wide
statements but in more detail. Net position of the Marina Enterprise Fund at the end of fiscal year 2013 amounted to
approximately $4,359,000. Please see “Business-Type Activities” discussion in the previous section for details.

Fiduciary Fund. The Volunteer Fire Department Fund is used by the City to account for the receipt and disbursement of
funds received from the State relating to the payment of one percent of the premiums received by fire insurance companies.
Agency funds are custodial in nature and do not present results of operations. The Fiduciary Fund had amounts held in
custody for others of approximately $77,000 at June 30, 2013.

General Fund Budgetary Highlights: If budget amendments are made, they generally fall into one of three categories:
amendments made to adjust the estimates used to prepare the original budget ordinance once exact information is available;
amendments made to recognize new funding amounts from external sources, such as Federal and State grants; and increases
in appropriations that become necessary to maintain services. The City did not make any budget amendments during fiscal
year 2013.
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CITY OF ISLE OF PALMS, SOUTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2013

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets
The City’s capital assets as of June 30, 2013 amounted to approximately $25,603,000. Capital assets primarily include land,

construction in progress, buildings, improvements, vehicles, equipment, and other infrastructure. The City’s capital assets
(net of depreciation) as of June 30, 2013 and 2012 were as follows:

Governmental Activities Business-Type Activities Total
2013 2012 * 2013 2012 2013 2012 *
Land $ 4,272,896 2,913,446 3,035,786 3,035,786 7,308,682 $ 5,949,232
Construction in Progress 135,089 39,540 9,093 - 144,182 39,540
Land Improvements 2,203,366 1,977,041 2,261,613 2,328,074 4,464,979 4,305,115
Buildings and Improvements 11,254,146 11,787,209 342,501 379,266 11,596,647 12,166,475
Vehicles and Vehicle Equipment 1,289,160 1,475,046 - - 1,289,160 1,475,046
Equipment 575,017 759,986 - - 575,017 759,986
Furniture and Fixtures 14,012 19,207 - - 14,012 19,207
Docks - - 210,761 233,469 210,761 233,469
Total 5 IOTA3685 18071475 —_ 5BSUTSA _ 5OT6505 75503440 5 2A0AB0T0

* Certain amounts in the prior year have been reclassified to agree to the current year presentation.

The total increase in the City’s capital assets for fiscal year 2013 was approximately $655,000 or 3%. Major capital asset
events during fiscal year 2013 included the following:

e Capital asset additions of approximately $2,103,000 consisted primarily of:

0 Purchase of Mayor Carmen R. Bunch Park — $1,359,000 (the City received a capital contribution from the
seller of $876,000 as well as Greenbelt grant funds of $476,000).

Purchase and installation of lighting for recreation baseball and softball fields - $348,000

Purchase of police vehicles - $137,000

Construction of beach walkovers - $77,000

Purchase of two HVAC units - $39,000

Purchase of other vehicles and equipment - $140,000.

O 0O O0O0Oo

e Depreciation expense of approximately $1,321,000 for governmental activities and $126,000 for business-type
activities.

Additional information on the City’s capital assets can be found in Notes | and 111 of the notes to the financial statements.
Debt
As of June 30, 2013, the City had total outstanding debt of approximately $12,546,000. Of this total, $12,240,000 was

general obligation debt backed by the full faith and credit of the City. The City’s total debt and capital lease obligations as of
June 30, 2013 and 2012 were as follows:

Governmental Activities Business-Type Activities Total
2013 2012 2013 2012 2013 2012
General Obligation Bonds $ 10,045,000 10,605,000 2,195,000 2,585,000 12,240,000 $ 13,190,000
Bank Loan 305,818 602,268 - - 305,818 602,268
Capital Lease Obligations - 485,994 - - - 485,994
Total $ 10,350,818 11,693,262 2,195,000 2,585,000 12,545818 $ 14,278,262
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CITY OF ISLE OF PALMS, SOUTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2013

CAPITAL ASSET AND DEBT ADMINISTRATION (CONTINUED)
Debt (Continued)

The total decrease in the City’s debt and capital leases for fiscal year 2013 was approximately $1,732,000 or 12%. Major
events during fiscal year 2013 included the following:

e Retirement of all capital lease obligations of approximately $486,000.
e Scheduled principal payments on general obligation bonds and a bank loan of approximately $1,246,000.

The State of South Carolina limits the amount of general obligation debt that a unit of government can issue to 8% of the
total assessed value of taxable property located within that government’s boundaries. The City’s statutory debt limit at June
30, 2013 was approximately $16,680,000. The City had $8,695,000 of bonded debt subject to the 8% limit and thus as of
June 30, 2013 had an unused legal debt margin of approximately $7,985,000.

The City continues to hold an “AA” rating from Standard & Poor’s and an “Aal” rating from Moody’s.

Additional information regarding the City’s long-term obligations can be found in Note Il in the notes to the financial
statements.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET

The City’s elected officials and staff considered many factors when setting the fiscal year 2014 budget. The state of the
economy, tourism activity, anticipated building activity, future capital needs and the best interests of the City’s residents were
all taken into account.

e Millage: The City’s 2014 budget projects maintaining a millage rate of 22.9.

e General Fund Revenues: The fiscal year 2013 property tax budget was conservatively decreased by approximately
$200,000 to account for uncertainties related to reassessment. This decrease was reversed in fiscal year 2014 and
property taxes are budgeted to approximate actual fiscal year 2012 and 2013 collections. Continued positive growth
in economic conditions on the island allowed the City to also increase the budgets for licensing revenues by
approximately $86,000. The Local Option Sales Tax budget increased by $31,000 based on recent collections. In
addition, revenues from parking lots and meters were increased by $46,000 based on a new parking lot lease
agreement and additional utilization.

e Transfers into the General Fund: The City continues to offset tourism-related expenditures in the General Fund
with transfers in from tourism-related funds. The fiscal year 2014 budget includes a total of approximately
$577,000 to offset public safety and public works expenses related to providing services to tourists.

e Tourism-Related Revenues: Total revenues from State Accommodations Tax, Municipal Accommodations Fee
and Hospitality Tax are budgeted based on the most recent collections. The total fiscal year 2014 budget for these
revenues is $3,052,000, which is an 11% increase over the fiscal year 2013 budget.

e Salaries and Wages: The 2014 budget includes a 3% provision for merit-based salary and wage adjustments.

e Consolidated Dispatch: Beginning October 1, 2013, the City joined the Consolidated Dispatch operations of
Charleston County. The fiscal year 2014 Police Department budget includes approximately $292,000 in a personnel
expense allocation for this transition. This expense is partially offset by a reduction in payroll expense related to the
City’s staff of telecommunicators.

e Equipment Replacement Funds: Beginning in fiscal year 2014, the City will begin a policy of setting aside funds

to cover the purchase of large fire and garbage vehicles and public safety radios to avoid the interest expense
associated with municipal lease financing. The 2014 budget includes approximately $1,095,000 towards this effort.
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CITY OF ISLE OF PALMS, SOUTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2013

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET (CONTINUED)

e Beach Restoration: The 2014 budget includes $600,000 for a potential restoration project on the north end of the
island. The actual execution of this project will depend upon coastal engineers’ recommendations and the physical
conditions of the affected shoreline.

e New Watersport Dock: The budget includes approximately $362,000 for the replacement of the watersports dock
at the City’s marina.

REQUESTS FOR CITY INFORMATION
This financial report is designed to provide a general overview of the City of Isle of Palms’ finances for all those with an
interest in the government’s financing. Questions concerning any of the information provided in this report or requests for

additional financial information should be addressed to the City Treasurer, Post Office Drawer 508, Isle of Palms, South
Carolina 29451. General information about the City can be obtained from the website at www.iop.net.
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CITY OF ISLE OF PALMS, SOUTH CAROLINA
STATEMENT OF NET POSITION

JUNE 30, 2013

PRIMARY GOVERNMENT

Governmental Business-Type
Activities Activities Total
ASSETS
Cash and Cash Equivalents $ 7,384,414 642,399 $ 8,026,813
Cash and Cash Equivalents - Restricted 3,197,323 - 3,197,323
Taxes Receivable, Net 139,004 - 139,004
Other Receivables, Net 1,182,696 75,611 1,258,307
Due from Other Governments 190,919 - 190,919
Inventory 30,683 - 30,683
Bond Issuance Costs, Net - 43,397 43,397
Capital Assets:
Non-Depreciable 4,407,985 3,044,879 7,452,864
Depreciable, Net 15,335,701 2,814,875 18,150,576
TOTAL ASSETS 31,868,725 6,621,161 38,489,886
LIABILITIES
Accounts Payable 396,333 5,256 401,589
Other Accrued Liabilities 169,721 15,500 185,221
Court Assessments/Victims' Rights Liabilities 37,443 - 37,443
Accrued Interest 136,185 45,942 182,127
Unearned Revenue 669,209 - 669,209
Long-Term Obligations:
Due Within One Year 1,119,586 425,000 1,544,586
Due in More Than One Year 9,523,904 1,770,000 11,293,904
TOTAL LIABILITIES 12,052,381 2,261,698 14,314,079
NET POSITION
Net Investment in Capital Assets 9,698,686 3,708,151 13,406,837
Restricted For:
Tourism Related Expenditures 2,847,788 - 2,847,788
Debt Service 198,876 - 198,876
Victims' Services 40,357 - 40,357
Narcotics Program 25,456 - 25,456
Beautification 49,710 - 49,710
Unrestricted 6,955,471 651,312 7,606,783
TOTAL NET POSITION $ 19,816,344 4,359,463 $ 24,175,807

The notes to the financial statements are an integral part of this statement.
See accompanying independent auditor's report.
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CITY OF ISLE OF PALMS, SOUTH CAROLINA

STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2013

NET (EXPENSE) REVENUE AND

FUNCTIONS/PROGRAMS PROGRAM REVENUES CHANGES IN NET POSITION
Charges for  Operating Capital Governmental Business-Type Total Primary
PRIMARY GOVERNMENT: Expenses Services Grants and Contributions Activities Activities Government
Governmental Activities:
General Government $ 1,566,367 - 40,000 1,373,650 (152,717) - $ (152,717)
Public Safety 5,343,896 102,810 - - (5,241,086) - (5,241,086)
Building, Planning, and Engineering 340,510 2,468,531 - - 2,128,021 - 2,128,021
Public Works 1,475,028 - - - (1,475,028) - (1,475,028)
Recreation 1,094,636 257,626 - - (837,010) - (837,010)
Non-Departmental 264,500 355,136 - - 90,636 - 90,636
Interest on Long Term Obligations 438,771 - - - (438,771) - (438,771)
Total Governmental Activities 10,523,708 3,184,103 40,000 1,373,650 (5,925,955) - (5,925,955)
Business-Type Activities:
Marina 372,948 379,251 - - - 6,303 6,303
TOTAL PRIMARY GOVERNMENT $10,896,656 3,563,354 40,000 1,373,650 (5,925,955) 6,303 (5,919,652)

General Revenues:

Taxes:
Property Taxes Levied for General Purposes 3,626,146 - 3,626,146
Property Taxes Levied for Debt Service Purposes 647,333 - 647,333
Local Option Sales Taxes 544,635 - 544,635
Hospitality Taxes 554,590 - 554,590
Accommodations Taxes 2,625,998 - 2,625,998
Intergovernmental 168,833 - 168,833
Interest Income 18,347 1,591 19,938
Gain on Disposal of Capital Assets 24,156 - 24,156
Miscellaneous 148,100 - 148,100
Transfers In (Out) (172,831) 172,831 -
Total General Revenues and Transfers 8,185,307 174,422 8,359,729
CHANGE IN NET POSITION 2,259,352 180,725 2,440,077
NET POSITION, Beginning of Year 17,556,992 4,178,738 21,735,730
NET POSITION, End of Year 19,816,344 4,359,463  $24,175,807

The notes to the financial statements are an integral part of this statement.
See accompanying independent auditor's report.
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CITY OF ISLE OF PALMS, SOUTH CAROLINA
BALANCE SHEET - GOVERNMENTAL FUNDS

JUNE 30, 2013

ASSETS

Cash and Cash Equivalents
Cash and Cash Equivalents - Restricted
Taxes Receivable
Accounts Receivable
Due From:
Other Governments
Other Funds
Inventory

TOTAL ASSETS

LIABILITIES AND FUND BALANCES
LIABILITIES

Accounts Payable
Other Accrued Liabilities
Court Assessments/Victims' Rights Liabilities
Due To:

Other Funds
Deferred Revenue, Property Taxes
Deferred/Unearned Revenue, Other

TOTAL LIABILITIES

FUND BALANCES

Nonspendable:
Inventory
Restricted:
Victims' Services
Narcotics Program
Debt Service
Tourism Related Expenditures
Beautification
Committed:
Recovery Effort on Future Disasters
Assigned:
Drainage Improvements
Beach Maintenance
Recreation Center
Capital Projects
Other
Unassigned

TOTAL FUND BALANCES

TOTAL LIABILITIES AND FUND BALANCES

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

CAPITAL
GENERAL PROJECTS
FUND FUND
5,477,821 1,886,160

239,223 -
139,004 -
307,257 -
190,919 -

- 600,000
30,683 -
6,384,907 2,486,160

215,275 14,641
169,721 -
37,443 -
600,661 -
87,400 -

1,110,500 14,641
30,683 -
198,876 -
49,710 -
2,103,371 -

- 279,751
417,404 -

- 2,191,768
2,474,363 -
5,274,407 2,471,519
6,384,907 2,486,160

See accompanying independent auditor's report.
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MUNICIPAL
ACCOM-
MODATIONS
FEE FUND

STATE
ACCOM-
MODATIONS
TAX FUND

HOSPITALITY
TAX
FUND

BEACH
RESTORATION
FUND

NON-MAJOR
GOVERNMENTAL
FUNDS

TOTAL
GOVERNMENTAL
FUNDS

699,462

383,990

1,239

1,111,159

415,731

11,366

327,663

75,718

670,287

20,433
149,529

3,661

$ 7,384,414
3,197,323

139,004

1,182,696

190,919
616,266
30,683

1,084,691

1,538,256

670,287

173,623

$ 12,741,305

12,255

11,366

143,333

1,078

669,209

2,404

$ 396,333
169,721
37,443

616,266
87,400
669,209

23,621

146,333

670,287

1,976,372

1,061,070

1,391,923

394,795

40,357
25,456

84,973

20,433

30,683

40,357
25,456
198,876
2,847,788
49,710

2,103,371

279,751
417,404
84,973
2,191,768
20,433
2,474,363

1,061,070

1,391,923

394,795

171,219

10,764,933

1,084,691

1,538,256

403,381

670,287

173,623

$ 12,741,305
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CITY OF ISLE OF PALMS, SOUTH CAROLINA

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCES TO NET POSITION
OF GOVERNMENTAL ACTIVITIES

JUNE 30, 2013

TOTAL FUND BALANCES - GOVERNMENTAL FUNDS $ 10,764,933

Amounts reported for the governmental activities in the Statement of Net Position
are different because of the following:

Property taxes and other revenues that will be collected in the future, but are not available soon
enough to pay for the current period's expenditures are, therefore, deferred in the funds. 87,400

Capital assets used in governmental activities are not financial resources and, therefore, are not
reported as assets in governmental funds. The cost of the assets was $29,433,803 and the
accumulated depreciation was $9,690,117. 19,743,686

Accrued interest payable was recognized for governmental activities, but was not due and payable
in the current period and, therefore, is not reported as a liability in the governmental funds. (136,185)

Long-term obligations, including bonds payable and capital leases, are not due or payable in the
current period and, therefore, are not reported in the governmental funds.

Debt (10,350,818)
Compensated Absences (292,672)
TOTAL NET POSITION - GOVERNMENTAL ACTIVITIES $ 19,816,344

The notes to the financial statements are an integral part of this statement.
See accompanying independent auditor's report.
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CITY OF ISLE OF PALMS, SOUTH CAROLINA

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS

YEAR ENDED JUNE 30, 2013

CAPITAL
GENERAL PROJECTS
FUND FUND
REVENUES
Property Taxes $ 4,257,812 -
Local Option Sales Tax 544,635 -
Hospitality Taxes - -
Intergovernmental 266,851 475,623
Licenses and Permits 2,468,531 -
Fines and Forfeitures 95,422 -
Grant Revenue 40,000 -
Contributions of Cash - -
Revenues from Use of Property 355,136 -
Interest 9,180 3,789
Other 388,612 -
TOTAL REVENUES ALL SOURCES 8,426,179 479,412
EXPENDITURES
Current:
General Government 833,608 34,131
Public Safety 4,446,333 31,774
Building, Planning, and Engineering 314,822 1,674
Public Works 1,024,484 97,300
Recreation 824,688 13,286
Non-Departmental 49,328 -
Capital Outlay - 1,007,330
Debt Service:
Principal 416,000 224,594
Interest 326,612 8,930
TOTAL EXPENDITURES 8,235,875 1,419,019
EXCESS (DEFICIENCY) OF REVENUES OVER EXPENDITURES 190,304 (939,607)
OTHER FINANCING SOURCES (USES)
Transfers In 876,333 600,000
Transfers Out (600,000) (155,073)
Sale of Capital Assets 10,603 -
TOTAL OTHER FINANCING SOURCES (USES) 286,936 444,927
NET CHANGES IN FUND BALANCES 477,240 (494,680)
FUND BALANCES, Beginning of Year 4,797,167 2,966,199
FUND BALANCES, End of Year $ 5,274,407 2,471,519

The notes to the financial statements are an integral part of this statement.
See accompanying independent auditor's report.
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MUNICIPAL STATE
ACCOM- ACCOM- HOSPITALITY BEACH NON-MAJOR TOTAL

MODATIONS MODATIONS TAX RESTORATION  GOVERNMENTAL GOVERNM