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Management's Discussion and Analysis 
 
As management of the City of North Chicago, we offer readers of the City of North Chicago's financial 
statements this narrative overview and analysis of the financial activities of the City of North Chicago for 
the fiscal year ended April 30, 2010.   
  
Financial Highlights 
 

• The assets of the City of North Chicago (the City) exceeded its liabilities at the close of the most 
recent fiscal year by $27,881,043 (net assets).   

• As of the close of the current fiscal year, the City's governmental funds reported combined ending 
fund balances of $21,510,481.  Of this amount, $8,616,494 was unrestricted, undesignated, and 
available for spending at the City’s discretion (unreserved fund balance). 

• At the end of the current fiscal year, unreserved fund balance for the General Fund was 
$5,059,945, or 26.4 percent of total general fund expenditures. 

• The City's total general obligation bonds outstanding are $28,565,000, a decrease of $1,280,000 
for principal payments during the current fiscal year.    

 
Overview of the Financial Statements 
 
The management’s discussion and analysis serves as an introduction to the City's basic financial 
statements, which are the government-wide financial statements, fund financial statements, and notes to 
the financial statements.  Also included in the report is required supplementary information. 
 
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.  These statements combine and consolidate short-term, spendable resources with capital assets 
and long-term obligations. 
 
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.  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 vacation leave). 
 
Both of the government-wide financial statements distinguish functions of the City that are principally 
supported by taxes and intergovernmental revenues (government activities) from other functions that are 
intended to recover all or a significant portion of their costs through user fees and charges (business-type 
activities).  The governmental activities of the City include administration and general government, public 
safety, public works, library, and economic development.  The business-type activities of the City include 
the water and wastewater operations. 
 
The government-wide financial statements include not only the City itself (known as the primary 
government), but also a legally separate component unit for which the City is financially accountable.  
Unaudited financial information for the Five Points Economic Development Corporation (nonprofit 
corporation) is reported separately from the financial information presented for the primary government 
itself.     
 



-4- 

The government-wide financial statements can be found on pages 14-17 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, like other state and 
local governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal 
requirements.  All of the funds of the City can be divided into three categories:  governmental funds, 
proprietary funds, and fiduciary funds. 
 
Governmental funds.  Governmental funds are used to account for essentially the same functions 
reported as governmental activities in the government-wide financial statements.  However, unlike the 
government-wide financial statements, governmental fund financial statements focus on near-term 
inflows and outflows of spendable resources, as well as on balances of spendable resources available at 
the end of the fiscal year.  Such information may be useful in evaluating the City's near-term financing 
requirements. 
 
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 fund balance sheet and the governmental fund statement of revenues, 
expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison between 
governmental funds and governmental activities. 
 
The City maintains individual governmental funds.  Information is presented separately in the 
governmental fund balance sheet and in the governmental funds statement of revenues, expenditures, and 
changes in fund balances for the General, Capital Improvement, and Downtown Tax Increment Financing 
Redevelopment Project Area Funds, which are considered to be major funds.  Data for the other 
governmental funds are combined into a single, aggregated presentation.  Individual fund data for each of 
these nonmajor governmental funds is provided in the form of combining statements elsewhere in this 
report. 
 
The City adopts an annual appropriated budget for its General Fund and certain other funds.  A budgetary 
comparison statement has been provided for the General Fund and any major special revenue funds to 
demonstrate compliance with the budget. 
 
The basic governmental fund financial statements can be found on pages 18-23 of this report. 
 
Proprietary funds.  The City's proprietary funds provide the same type of information found in the 
government-wide financial statements, but in more detail. 
 
The City maintains two different types of proprietary funds.  Enterprise funds are used to report the same 
functions presented as business-type activities in the government-wide financial statements.  The City 
uses enterprise funds to account for its water and wastewater operations.  Internal service funds are an 
accounting device used to report activities that provide goods or services to City departments. The City 
uses internal service funds to account for employee dental and vision insurance and retiree's medical 
insurance.  Because both of these services predominantly benefit governmental rather than business-type 
functions, they have been included within governmental activities in the government-wide financial 
statements.   
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The proprietary fund financial statements provide separate information for the water and wastewater 
operations, which are considered to be a major fund of the City.  Conversely, both internal service funds 
are combined into a single, aggregated presentation in the proprietary fund financial statements.  
Individual fund data for the internal service funds is provided in the form of combining statements 
elsewhere in this report. 
 
Unrestricted net assets of the enterprise funds at the end of the fiscal year amounted to $6,166,012 and 
those of the internal service funds amounted to $53,271. 
 
The basic proprietary fund financial statements can be found on pages 24-29 of this report. 
 
Fiduciary funds.  Fiduciary funds are used to account for resources held for the benefit of parties outside 
the City.  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.  Fiduciary funds are used to 
account for agency funds and pension trust funds that are audited by a separate accounting firm. 
 
The basic fiduciary fund financial statements can be found on pages 30-31 of this report. 
 
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 on pages 32-75 of this report. 
 
Other information.  In addition to the basic financial statements and accompanying notes, this report 
also presents certain required supplementary information concerning the City's progress in funding its 
obligation to provide pension benefits to its employees.  Required supplementary information can be 
found on pages 76-82 of this report. 
 
The combining statements referred to earlier in connection with nonmajor governmental funds and 
internal service funds are presented following the required supplementary information on pensions in the 
supplementary financial information section.  Combining and individual fund statements and schedules 
for nonmajor governmental funds and internal service funds can be found on pages 106-117 and 126-128 
of this report, respectively. 
 
Government-wide Financial Analysis 
 
As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.  
In the case of the City, assets exceeded liabilities by $27,881,043 at the close of the most recent fiscal 
year. 
 
By far the largest portion of the City's net assets reflects its investment in capital assets (i.e., land, 
buildings, machinery, and equipment) less any related debt used to acquire those assets that is still 
outstanding.  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 must be provided from other 
sources, since the capital assets themselves cannot be used to liquidate these liabilities. 
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The following table reflects condensed information for the City's net assets: 
 

CITY OF NORTH CHICAGO 
Net Assets 

  Governmental Business-type  
  activities activities Total 

  2010 2009 2010 2009 2010 2009 

Current and other assets 
 

$28,376,785  $31,969,378  $ 7,070,624  $ 8,205,108  
 

$35,447,409 
 

$40,174,486  

Noncurrent assets   
      

19,865,092  
      

19,182,442  
      

16,437,210  
      

14,367,522  
     

36,302,302  
      

33,549,964  

   Total assets   
      

48,241,877  
      

51,151,820  
      

23,507,834  
      

22,572,630  
     

71,749,711  
      

73,724,450  

Current liabilities 
        

6,813,033 
        

8,956,346  
        

524,050  
           

697,018  
       

7,337,083  
        

9,653,364  

Long-term liabilities  
      

31,345,726 
      

31,240,814  
        

5,185,859  
        

4,372,058  
     

36,531,585  
      

35,612,872  

   Total liabilities 
      

38,158,759  
      

40,197,160  
        

5,709,909  
        

5,069,076  
     

43,868,668  
      

45,266,236  

Net assets:               
Invested in capital assets, 
net of related debt 19,410,744  

      
17,701,177  

      
11,631,913  

      
12,504,869  

     
31,042,657  

      
30,206,046  

Restricted by enabling 
legislation  2,416,335  

        
2,865,515 

                    
-   

                    
-   

       
2,416,335  

        
2,865,515  

Unrestricted  (11,743,961) 
      

(9,612,032) 
   

6,166,012  
        

4,998,685  
     

(5,577,949) 
      

(4,613,347) 

   Total net assets $10,083,118     $10,954,660  
 

$17,797,925  
 

$17,503,554  
 

$27,881,043  
 

$28,458,214  
 
At the end of the current fiscal year, the City is able to report positive balances in both categories of net 
assets, the governmental activities as a whole, as well as for the business-type activities.  The same was 
true for the prior fiscal year. 
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Governmental activities.  The City's changes in net assets and total revenues, expenses, and transfers for 
governmental and business-type activities are reflected in the following: 

 
CITY OF NORTH CHICAGO 

Changes in Net Assets 
 Governmental Business-type   

 activities activities Total 

 2010 2009 2010 2009 2010 2009 

Revenues:             

Program revenues:             

   Charges for services  $  2,540,810   $  2,397,183   $  5,793,081   $  6,047,333   $  8,333,891   $  8,444,516  

   Operating grants and       

   contributions      1,335,586       1,355,976          438,214                    -        1,773,800       1,355,976  

   Capital grants and       

   contributions         852,342          449,817                    -                     -           852,342          449,817  

General revenues:             

   Property taxes      6,550,547       6,841,374  
                  - 

117,301                     -        6,667,848       6,841,374  

   Other taxes      9,255,898     10,382,576                    -                     -        9,255,898     10,382,576  

   Other          614,550          632,344          18,418          103,992          632,968          736,336  

     Total revenues    21,149,733     22,059,270       6,367,014       6,151,325     27,516,747     28,210,595  

       

Expenses:             
   Administration and general  
   government      5,886,965       6,137,677                    -                     -        5,886,965       6,137,677  

   Police      8,722,602       8,709,754                    -                     -        8,722,602       8,709,754  

   Fire      2,731,408       3,279,224                    -                     -        2,731,408       3,279,224  

   Public works      3,185,172       3,468,186                    -                     -        3,185,172       3,468,186  

   Library         567,578          604,452                    -                     -           567,578          604,452  

   Economic development      1,636,624       1,846,466                    -                     -        1,636,624       1,846,466  

   Interest      1,290,926       1,355,176                    -                     -        1,290,926       1,355,176  

   Water                   -                     -        3,153,259       3,566,557       3,153,259       3,566,557  

   Sewer                   -                     -           919,384          765,456          919,384          765,456  

Total expenses    24,021,275     25,400,935       4,072,643       4,332,013     28,093,918     29,732,948  

Change in net assets before transfers 
    

(2,871,542) 
    

(3,341,665)      2,294,371       1,819,312  
       

(577,171) 
    

(1,522,353) 

Transfers      2,000,000       2,000,000  
    

(2,000,000) 
    

(2,000,000)                     -                    -   

Increase (decrease) in net assets  
       

(871,542) 
    

(1,341,665)         294,371  
       

(180,688) 
       

(577,171) 
    

(1,522,353) 

Net assets - May 1, 2009    10,954,660     12,296,325     17,503,554     17,684,242     28,458,214     29,980,567  

Net assets - April 30, 2010  $10,083,118   $10,954,660   $17,797,925   $17,503,554   $27,881,043   $28,458,214  
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The chart below shows the percent of revenues by source for all governmental activities. 
 
Revenues by Source - Governmental Activities 
 

    
 
The chart below shows the expenses by function. The cost of all governmental activities was 
$24,021,275.  The Statement of Activities on pages 16-17 shows that $2,540,810 was financed by those 
who use the services, $2,187,928 was financed by grants and contributions, with the City's general 
revenues, operating transfers, and net assets financing $19,292,537. 
 
Expenses by Function - Governmental Activities 
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Business-type activities.  The chart below shows the revenues by source for business-type activities.  
Total revenues for the City's business-type activities were $6,367,014 for the year ended April 30, 2010.  
Ninety-one percent of the revenues come from charges paid by the users of services and two percent from 
other sources.  
 
Revenues by Source - Business-type Activities 
 

  
 
      
The following graph compares the revenues by source and expenses by function for business-type 
activities.  The program revenues and costs of these activities were $6,367,014 and $4,072,643, 
respectively.  The Statement of Activities on pages 16-17 shows that the water and wastewater systems 
cover all costs and operate at a profit. 
 
Expenses and Program Revenues - Business-type Activities 
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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, unreserved fund balance may serve as a useful measure of a 
government's net resources available for spending at the end of the fiscal year.  
 
As of the end of the current fiscal year, the City's governmental funds reported combined ending fund 
balances of $21,510,481, a decrease of $1,473,414 in comparison with the prior year.    Approximately 
40% of this amount ($8,616,494) constitutes unreserved fund balance, which is available for spending at 
the City’s discretion.  The remainder of the fund balance is reserved to indicate that it is not available for 
new spending because it has already been reserved 1) for inventory ($19,350), 2) to pay debt service 
($2,518,883), 3) for capital projects ($2,587,957), 4) for land held for resale ($6,167,797), and 5) reserve 
for due from a component unit ($1,600,000).  
 
The General Fund is the chief operating fund of the City.  At the end of the fiscal year, unreserved fund 
balance of the General Fund was $5,059,945.  As a measure of the General Fund’s liquidity, it may be 
useful to compare both unreserved fund balance and total fund balance to total fund expenditures.  
Unreserved fund balance represents 26.4 percent of total General Fund expenditures, while total fund 
balance represents 27.3 percent of that same amount.  
 
The fund balance of the City’s General Fund increased by $135,558 during the current fiscal year.  Key 
factors in this growth are as follows: 
 

• The General Fund received additional revenue of $153,123 from the expansion of the Red Light 
Photo Enforcement Program. 
 

• The purchase of certain capital items were deferred until future years. 
 

• Certain staff positions remained vacant and were not filled.   
 
Proprietary funds.  The City's proprietary fund statements provide the same type of information found in 
the government-wide financial statements, but in more detail.  
 
Net assets of the water and wastewater operations at the end of the year amounted to $17,797,925, as 
compared to $17,503,554 for the prior year, an increase of $294,371.  The unrestricted amount at the end 
of the year is $6,166,012.  Other factors concerning the finances of the enterprise funds have already been 
addressed in the discussion of the City's business-type activities.  
 
General Fund Budgetary Highlights 
 
The budgeted revenues and other financing sources were not sufficient to offset budgeted expenditures 
and other financing uses, leaving an original budgeted deficit of $843,837.  As a result, the recruitment of 
certain budgeted positions and capital items was deferred.  
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Realized revenues and other financing sources were $19,287,631, compared to the budget of $20,201,724, 
which is less than budget by $914,093.  A revenue source that fell significantly below budget estimate 
was State shared municipal revenues due to the downturn in economic conditions across the State.  
Expenditures were $19,152,073, compared to the budget of $21,045,561, a budget savings of $1,893,488, 
or approximately 4.5 percent.  Realized revenues exceeded actual expenditures, thus eliminating the need 
to draw upon existing fund balance. 
 
Capital Asset and Debt Administration 
 
Capital assets.  The City's investment in capital assets for its governmental and business-type activities 
as of April 30, 2010 amounts to $35,847,954 (net of accumulated depreciation).  This investment in 
capital assets includes land, land improvements, buildings and improvements, infrastructure, library 
collections, and machinery and equipment.   
 
Major capital asset events during the current fiscal year included the following: 

 
• Construction continued for the Martin Luther King Jr. Drive Sanitary Sewer Project and the 

Martin Luther King Jr. Drive Water Improvement Project.  Construction in progress as of the 
close of the fiscal year had reached $6,220,785.  These projects will be completed during fiscal 
year 2011. 
 

• Various machinery and equipment acquisitions were made at a cost of $1,673,085.  
  

CITY OF NORTH CHICAGO 
Capital Assets 

 (net of depreciation) 
 Governmental Business-type   

 activities activities Total 

 2010 2009 2010 2009 2010 2009 

Land  $   2,831,841   $   2,831,841   $          2,435   $          2,435   $   2,834,276   $   2,834,276  

Construction in progress          496,851           496,851        5,723,934        3,197,317        6,220,785        3,694,168  

Land improvements                    -                   192           131,991           138,844           131,991           139,036  

Buildings and improvements       1,840,426        1,940,369        4,768,026        4,937,861        6,608,452        6,878,230  

Infrastructure     11,460,199      11,937,519                     -                      -       11,460,199      11,937,519  

Library collections          205,635           197,681                     -                      -            205,635           197,681  

Machinery and equipment       2,575,792        1,291,724        5,810,824        6,091,065        8,386,616        7,382,789  

Total  $ 19,410,744   $ 18,696,177   $ 16,437,210   $ 14,367,522   $ 35,847,954   $ 33,063,699  

 
Additional information on the City's capital assets can be found in Note E on pages 52-54 of this report. 
 
Long-term debt.  At the end of the current fiscal year, the City had total bonded debt outstanding of 
$28,565,000.  The total amount of the outstanding issues is government obligation bonds backed by the 
full faith and credit of the City.  The debt is comprised of the obligations as shown in the table below.   
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                                                   CITY OF NORTH CHICAGO 
Outstanding Debt 

General Obligation Bonds 
  Governmental Business-type   

  activities activities Total 

  2010 2009 2010 2009 2010 2009 
General obligation 
bonds:             

  Series 1996  $                -   $      995,000   $                -    $                -    $                -    $     995,000  

  Series 2005A 
       

9,185,000  
       

9,325,000                     -                      -   
       

9,185,000  
       

9,325,000  

  Series 2005B                    -                      -   
       

3,305,000  
       

3,450,000  
       

3,305,000  
       

3,450,000  

  Series 2007A 
       

2,475,000  
       

2,475,000                     -                      -   
       

2,475,000  
       

2,475,000  

  Series 2007B 
       

4,740,000  
       

4,740,000                     -                      -   
       

4,740,000  
       

4,740,000  

  Series 2007C 
       

8,860,000  
       

8,860,000                     -                      -   
    

8,860,000  
       

8,860,000  

        Total  $25,260,000   $26,395,000   $  3,305,000   $  3,450,000   $28,565,000   $29,845,000  

      
Additional information on the City's long-term debt can be found in Note F on pages 55-60 of this report. 
 
Economic Factors and Next Year's Budget and Rates 
 
The City’s fiscal concerns continue to grow amid declining economic conditions that impact revenues and 
the cost of providing essential services.  This national economic decline presents a troubling combination 
of developments that will likely affect our financial health over the next several years.  It is likely that the 
ability of the City to meet our financial needs will worsen through 2011 and beyond as a result of the 
economy and its slow recovery.  Local revenue sources have stagnated and State shared revenue forecasts 
have been scaled back.  The effect of falling home prices will be reflected in lower than anticipated 
equalized assessed value.  The weak housing market, lack of new construction and development, reduced 
State shared revenues, and unemployment, will required the City to continue to identify and implement 
revenues increases and expenditure reductions.   
 
As we look to the future, fiscal demands and constraints will increase, requiring us to work even harder to 
maintain fiscal viability and to ensure that resources are adequate to meet our changing needs.  A future 
item of concern is the 2010 census that is likely to have a negative impact on our State shared revenues.  
Preliminary estimates from the U.S. Census Bureau reflect that State population has increased 3.9% while 
population in North Chicago has decreased from 35,918 to 27,446, a decrease of 23.9%.  Should the 2010 
Census reflect this trend, the City will incur an annual drop in revenues from income, use, and motor fuel 
taxes of approximately $1 million.  It is estimated that the 2010 census numbers will be used by the State 
for municipal allocation of revenues beginning in May, 2011.  The city will continue to take proactive 
steps to offset declining revenues by decreasing certain operating costs through process changes and 
efficiency measures while maintaining the current level of services. 
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Economic development initiatives that are in process have been stymied by the downturn in economic 
conditions and have yet to produce any significant additional revenue.  The City is currently seeking a 
developer specializing in land development, management, and construction, for the development of the 
Downtown Tax Increment Financing Redevelopment Project Area, located generally at the northwest 
corner of Sheridan Road and Martin Luther King Jr. Drive.  To promote and effect the development of 
this property, the City issued General Obligation Bonds, Series 2005A in the amount of $9,325,000, 
General Obligation Bonds, Series 2007A in the amount of $2,475,000, General Obligations Bonds, Series 
2007B in the amount of $4,740,000, General Obligation Bonds, Series 2007C in the amount of 
$8,860,000; a total of $25,400,000.  The City also issued General Obligation Bonds, Series 2005B in the 
amount of $3,860,000 for the purpose of water and wastewater improvements.  The proceeds of all these 
issues contributed greatly to the Sheridan Crossing Town Center, Grant Place Retail and Business Center, 
and for the Sheridan Road & Martin Luther King, Jr. Drive water and sewer improvements.  All of these 
projects will have a significant impact on future property tax and sales tax revenues. 
 
The fiscal year 2011 budget for the General Fund does not provide for sufficient revenue to meet 
anticipated expenditures.  The budget deficit is $415,527.  As a result, the City must continue to restrict 
personnel recruitment, defer certain repair and replacement of capital items, maintain non-personnel 
operating expenses at the current level, and manage the cost of our workforce, both salaries and fringe 
benefits. 
 
The fiscal year 2011 budget for the Enterprise Fund for the City’s water and wastewater operations 
reflects a deficit of approximately $188,950.  The enterprise activities are being influenced by a decline in 
processed and raw water sales attributable to the decrease in population and lack of new residential and 
business development.  To offset the decrease in sales the City is: 1) updating the City’s comprehensive 
water and wastewater rate plan for fiscal year 2012 and beyond, and 2) seeking new customers contiguous 
to City boundaries.   
 
The unemployment rate for the City is 17.6 percent, which is an increase from the rate of 12.5 percent a 
year ago.  The unemployment rate for the State of Illinois is 10.7 percent, which is an increase from a rate 
of 9.3 percent a year ago.  The current national rate is 9.5 percent.  The City's rate is higher than both the 
state and national rates due to its being a labor surplus area. 
 
Requests for Information 
 
This financial report is designed to provide a general overview of the City of North Chicago’s finances 
for all those with an interest in the City's finances.  Questions concerning any of the information provided 
in this report or requests for additional financial information should be addressed to the Office of the 
Comptroller, City of North Chicago, 1850 Lewis Avenue, North Chicago, Illinois 60064 or on the City 
website at www.northchicago.org. 
 
 
 
 
 
 
 
 
 
 
 














































































































































































































































































