Accounting and Organizational Structure

The financial statements of the City of Lorain have been prepared in conformity with generally accepted
accounting principles (GAAP) as applied to local governmental units. The Governmental Accounting Standards
Board (GASB) is the accepted standard-setting body for establishing governmental accounting and financial
reporting principles. The City also applies Financial Accounting Standards Board (FASB) Statements and
Interpretations issued on or before November 30, 1989, to its governmental and business-type activities and its
proprietary funds provided they do not conflict with or contradict GASB pronouncements. The City has elected
not to apply FASB pronouncements and interpretations issued after November 30, 1989, to its business-type
activities and enterprise funds.

Accounting Structure

The City uses funds to maintain its financial records during the year. A fund is defined as a fiscal and accounting
entity with a self balancing set of accounts. There are three categories of funds: governmental, proprietary and
fiduciary.

Governmental Funds Governmental funds are those through which most governmental functions typically are
financed. Governmental fund reporting focuses on the sources, uses and balances of current financial resources.
Expendable assets are assigned to the various governmental funds according to the purposes for which they may
or must be used. Current liabilities are assigned to the fund from which they will be paid. The difference
between governmental fund assets and liabilities is reported as fund balance. The following are the City's major
governmental funds:

General Fund The general fund is the operating fund of the City and is used to account for and report
all financial resources except those required to be accounted for in another fund. The general fund
balance is available to the City for any purpose provided it is expended or transferred according to the
general laws of Ohio.

Community Development Special Revenue Fund This fund accounts for and reports State and Federal
grants designated for the acquisition of real property, administrative costs, public facilities, and the
rehabilitation of real property.

General Obligation Bond Retirement Fund This fund accounts for and reports the accumulation of
resources to pay principal and interest on general obligation debt.

Capital Improvement Capital Projects Fund This fund accounts for and reports financial resources to
be used for the acquisition or construction of major capital facilities (other than those financed by
proprietary funds).

The other governmental funds of the City account for grants and other resources whose use is restricted,
committed or assigned to a particular purpose.

Proprietary Funds Proprietary fund reporting focuses on the determination of operating income, changes in net
assets, financial position and cash flows. Proprietary funds are classified as either enterprise or internal service.

Enterprise Funds Enterprise funds may be used to account for any activity for which a fee is charged to
external users for goods or services. The following are the City’s major enterprise funds:

Water Works Fund This fund accounts for the provision of water treatment and distribution to
its residential and commercial users located within the City.



Water Pollution Control Fund This fund accounts for the provision of sanitary sewer service to
the residents and commercial users located within the City.

Internal Service Funds The internal service funds account for the financing of services provided by one
department to other departments of the City on a cost reimbursement basis. The City’s internal service
funds account for the hospital/medical, prescription drug, vision, and dental benefits for City employees
on a self-insured basis and accounts for maintenance costs for equipment and vehicles under a single
purchasing unit to keep costs low.

Fiduciary Funds Fiduciary fund reporting focuses on net assets and changes in net assets. The fiduciary fund
category is split into four classifications: pension trust funds, investment trust funds, private-purpose trust funds
and agency funds. Trust funds are used to account for assets held by the City under a trust agreement for
individuals, private organizations, or other governments and are therefore not available to support the City’s own
programs. Agency funds are custodial in nature (assets equal liabilities) and do not involve measurement of
results of operations. The City’s only fiduciary funds are agency funds, which are used to collect and distribute
deposits, inspection fees and bonds for developers, state fees and fines for entities outside the City and flexible
benefits deposits.

Organizational Structure

The City of Lorain is a statutory municipal corporation established and operated under the laws of the State of
Ohio. The City began as an unincorporated village under the name of Charleston in 1834. It was incorporated as
a village under the name of Lorain in 1874 and became a city in 1896. The City operates under a council-mayor
form of government. Elected officials include eleven council members, council president, mayor, auditor,
treasurer, law director, clerk of courts and two judges.

A reporting entity is composed of the primary government, component units, and other organizations that are
included to ensure that the financial statements are not misleading. The primary government of the City consists
of all funds, departments, boards, and agencies that are not legally separate from the City. The City provides
various services including planning, zoning, street construction, maintenance and repair, and water & sewer
services, municipal court services, and general administrative services. The council through the budgetary
process directly controls the operation of these activities. None of these services are provided by a legally
separate organization; therefore, these operations are included in the primary government.

Component units are legally separate organizations for which the City is financially accountable. The City is
financially accountable for an organization if the City appoints a voting majority of the organization's governing
board and the City is able to significantly influence the programs or services performed or provided by the
organization; or the City is legally entitled to or can otherwise access the organization's resources; or the City is
legally obligated or has otherwise assumed the responsibility to finance deficits of or provide financial support to
the organization; or the City is obligated for the debt of the organization. Component units may also include
organizations for which the City approves the budget, the issuance of debt, or the levying of taxes. Currently, the
City does not have any component units.
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