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ASSETS

Current assets:

Pooled cash and cash equivalents
Non-pooled cash and cash equivalents
Accounts receivable

Total current assets

Noncurrent assets:
Capital assets:
Land and construction in progress
Capital assets, net of accumulated depreciation

Total noncurrent assets
Total assets

LIABILITIES

Current liabilities:
Accounts payable
Accrued salaries
Incurred, not yet reported
Accrued landfill closing costs
Compensated absences

Total current liabilities
Noncurrent liabilities:
Accrued landfill closing costs
Compensated absences
Total noncurrent liabilities
Total liabilities
NET POSITION
Net investment in capital assets

Unrestricted

Total net position

City of Hopkinsville, Kentucky
Statement of Net Position
Proprietary Funds
June 30, 2013

Business-type Activities
Enterprise Funds

Major Fund Governmental
Activities-
Tie Breaker Grounds Internal Service
Family Aquatic Maintenance Total Funds

$ -3 - 8 . $ -
98,680 - 98,680 495,384
98,680 - 98,680 495,384
3,332,760 - 3,332,760 -
3,332,760 - 3,332,760 -
$ 3,431,440 3 - $ 3,431,440 $ 495384
$ 6,721 3 - $ 6,721 $ -
- - - 40,935
6,721 - 6,721 40,935
6,721 - 6,721 40,935
3,332,760 - 3,332,760 -
91,959 - 91,959 454 449
$ 3,424,719 $ - $ 3,424,719 $ 454 449

The notes to the basic financial statements are an integral part of this statement.
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City of Hopkinsville, Kentucky
Statement of Revenues, Expenses, and Changes in Net Position
Proprietary Funds
For the Year Ended June 30, 2013

Business-type Activities
Enterprise Funds

Major Fund Governmental
Activities-
Tie Breaker Grounds Internal Service
OPERATING REVENUES Family Aquatic Maintenance Total Funds
Charges for services $ 252615 $ - $ 252615 $ -
Employee contributions - - - 395,696
Employer contributions - - - 1,607,930
Insurance reimbursement - - - -
Other income - - - 8
. Total operating revenues 252615 - 252,615 2,003,634
OPERATING EXPENSES
Salaries, wages and benefits - - - -
% Lease expense - - - -
Management contract 218,477 - 218,477 -
Maintenance 40,200 - 40,200 -
{ Marketing 44,057 - 44,057 -
i Operations 20,114 - 20,114 -
' Utilities 59,329 - 59,329 -
Administrative - - - 427 445
{ Supplies 7,744 - 7,744 -
§ Depreciation 126,767 . 126,767 -
Claims expense - - - 1,429,437
i Total operating expenses 516,688 - 516,688 1,856,882
Operating income (loss) (264,073) - (264,073) 146,752
NONOPERATING REVENUES
{(EXPENSES)
Interest income 486 - 486 149
Transfer of net assets to general fund - (395,203) (395,203) -
Gain on sale of equipment - - - -
Total nonoperating revenues (expenses) 486 (395,203) (394,717) 149
Income (loss) before transfers (263,587) (395,203) (658,790) 146,901
Transfers in 125,000 - 125,000 -
Transfers out - (199,545) (199,545) -
Capital contributions . - . .
Transfer of net liabilities to component unit - - - -
Total transfers and capital contributions 125,000 (199,545) (74,545) -
Change in net position (138,587) (594,748) (733,335) 146,901
Net position, beginning of year 3,563,306 594,748 4,158,054 307,548
Net position, end of year $ 3424719 3 - $ 3,424,719 $ 454 449

The notes to the basic financial statements are an integral part of this statement.
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City of Hopkinsville, Kentucky
Statement of Cash Flows
Proprietary Funds
For the Year Ended June 30, 2013

Business-type Activities

Enterprise Funds Governmental
Activities-
Tie Breaker Grounds Internal Service
Family Aquatic Maintenance Total Funds

CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from customers $ 252,615 3 - $ 252615 $ 2,003,634
Other cash receipts - - - .
Cash payments to employees for services - - - -
Cash payments to suppliers (410,037) - (410,037) (442,751)
Cash payments for claims - - (1,430,438)

Net cash provided by (used in) operating activities (157,422) - (157,422) 130,445

FINANCING ACTIVITIES
Transfers in 125,000 - 125,000 -
Transfers out - (199,545) (199,545) -

' CASH FLOWS FROM NONCAPITAL

Net cash provided by (used in) noncapital
financing activities 125,000 (199,545) (74,545) -

! CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES

Proceeds from sale of capital assets - - - -

Payments for capital acquisitions -

|

Net cash provided by (used in) capital and related
financing activities

Interest on investments 486 - 486 149

i CASH FLOWS FROM INVESTMENT ACTIVITIES

Net cash provided by (used in) investment activities 486 - 486 149

Net increase (decrease) in cash and cash equivalents (31,936) (199,545) (231,481) 130,594

Cash and cash equivalents, beginning of year 130,616 199,545 330,161 364,790

Cash and cash equivalents, end of year $ 98,680 $ - $ 98,680 $ 495384

RECONCILIATION OF OPERATING INCOME (LOSS)
TO NET CASH PROVIDED BY (USED IN)
OPERATING ACTIVITIES
Operating income (loss) $ (264,073) 3 - $ (264,073) $ 146,752

Adjustments:
Depreciation 126,767 - 126,767 -

(Increase) decrease in assets:
Accounts receivable - - - -

Increase (decrease) in liabilities:
Accounts payable (20,116) - (20,116)

Accrued liabilities (16,307}

Net cash provided by (used in) operating activities $ _(157.422) 3 - $ (157,422) § 130,445

NONCASH CAPITAL ACTIVITIES
Transfer asset and liabilities to general fund 3 - $ 395,203 $ 395203 $ -

The notes to the basic financial statements are an integral part of this statement.
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City of Hopkinsville, Kentucky
Statement of Net Position
Fiduciary Funds
June 30, 2013

Pension

Trust Funds

ASSETS
Cash $ 21
Accrued interest receivable -
Money market 58,657
Corporate bond funds 747,129
l Total assets $ 805,807
% LIABILITIES
Administration fees payable $ -
E Total liabilities -
| NET POSITION
| Held in trust for pension benefits 805,807
Total liabilities and net position $ 805,807
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The notes to the basic financial statements are an integral part of this statement.



City of Hopkinsville, Kentucky
Statement of Changes in Net Position
Fiduciary Funds
For the Year Ended June 30, 2013

Pension
Trust Funds

ADDITIONS
Contributions:
Employer $ 400,000
Plan members - -
Total contributions 400,000

Investment earnings:
Net appreciation (depreciation) in

fair value of investments (37,867)
Interest 13,343
Miscellaneous receipts 5,965

Total investment earnings (18,559)

Less investment expense 11,139

Net investment earnings (29,698)

Total additions 370,302
DEDUCTIONS

Benefits 401,385

Change in net position (31,083)

Net position, beginning of year 836,890

Net positon, end of year $ 805,807

The notes to the basic financial statements are an integral part of this statement.
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City of Hopkinsville, Kentucky

Statement of Net Position
Component Units
June 30, 2013

Major
Hopkinsville Hopkinsville
Water Hopkinsville Surface and
Environment Solid Waste Storm Water
Authority Enterprise Utility Total

ASSETS
Cash and cash equivalents $ 5,314,306 $ 200,557 $ 1,661,507 $ 7,176,370
Receivables 994,366 565,717 598,464 2,158,547
Inventory 255,595 - - 255,595
Prepaid insurance 118,008 - - 118,008
Restricted assets:

Cash and cash equivalents 1,429,127 4,263,080 912,029 6,604,236
Deferred charges, net 285,831 49 627 80,926 416,384
Notes receivable 423,025 - - 423,025
Other receivables 15,055 - - 15,055
Capital assets, net of depreciation:

Land and construction in progress 5,912,400 677,102 634,608 7,224 110

Depreciable capital assets 97,483,626 3,584,029 4,081,470 105,149,125
Total assets $ 112,231,339 $ 9,340,112 $ 7,969,004 $ 129,540,455
LIABILITIES
Current portion of long-term debt $ 3,625,167 $ 177,083 $ 129,339 $ 3,931,589
Current portion of capital lease obligation - 65,455 - 65,455
City of Hopkinsville - loan payable 109,293 - - 109,293
Customer deposits 66,432 - - 66,432
Accrued interest 263,637 - 6,617 270,254
Accounts payable 476,860 312,596 49,364 838,820
Accounts payable - restricted - 55,450 - 55,450
Accrued salaries and compensated absences 246,643 127,217 - 373,860
Deferred grant revenue - - 160,667 160,667
Construction retainage payable 114,523 - - 114,523
Construction contracts payable 738,908 - - 738,908
Long-term liabilities:

Compensated absences 63,048 162,598 - 225,646

Revenue bonds payable (net of current portion) 21,816,228 - - 21,816,228

KIA - loans payable (net of current portion) 36,292,911 - - 36,292,911

KLC - loans payable (net of current portion) - 1,338,920 4,457 339 5,796,259

Capital leases (net of current portion) - 1,093,428 - 1,093,428

Accrued landfill closure costs - 5,767,215 - 5,767,215

KY Rural Finance loans payable (net of current portion) 1,637,000 - - 1,637,000
Total liabilities 65,450,650 9,099,962 4,803,326 79,353,938
NET POSITION
Net investment in capital assets 39,084,190 1,586,245 623,079 41,293,514
Unrestricted 7,696,499 (1,346,095) 2,542,599 8,893,003
Total net position 46,780,689 240,150 3,165,678 50,186,517
Total liabilities and net position $ 112,231,339 $ 9.340,112 $ 7,969,004 $ 129,540,455

The notes to the basic financial statements are an integral part of this statement.
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City of Hopkinsville, Kentucky
Statement of Activities
Component Units
For the Year Ended June 30, 2013
Program Revenues Net (Expense) Revenue and Changes in Net Assets
Hopkinsville Hopkinsville Hopkinsville
Charges for  Operating Grants, Capital Water Solid Surface and
Services Contributions Grants and Environment Waste Stormwater
Expenses and Sales and Interest Contributions Authority Enterprise Utility Totals
EXPENSES
Hopkinsville Water Environment Authority $ (12,364,171) $ 12,908,937 & - $ 83196 § 627962 § - 8 - § 627962
Hopkinsville Solid Waste Enterprise (5,753,760) 6,159,490 - - - 405,730 - 405,730
Hopkinsville Surface and Stormwater Utility (3,735,153) 1,137,817 2,157,934 284,867 - - (154,535) (154,535)
Total expenses $ (21,853,084) 20,206,244 2,157,934 368,063 627,962 405,730 (154,535) 879,157
GENERAL REVENUES:
Interest revenues 38,660 1,259 12,466 52,385
Gain (loss) on sale of capital assets 20,402 2,000 - 22,402
Miscellaneous 247,290 61,184 - 308,474
Total general revenues 306,352 64,443 12,466 383,261
SPECIAL ITEMS:
Estimated landfill closure/postclosure costs reduction - 4,577,045 - 4,577,045
Abandoned/terminated project - - (331,960) (331,960)
Decommissioning of Northside WWTP (475,190) - - (475,190)
Intergovernmental donation (33,504) - - (33,504)
Total special items (508,694) 4,577,045 (331,960) 3,736,391
Change in net position 425,620 5,047,218 (474,029) 4,998,809
Net position, beginning of year 46,355,069 (4,807,068) 3,639,707 45,187,708
Net position, end of year $ 46,780,689 $ 240,150 $ 3,165,678 $ 50,186,517

The notes to the basic financial statements are an integral part of this statement.
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CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO THE BASIC FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

The financial statements of the City of Hopkinsville (the City) have been prepared in
accordance with United States 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 principies.

With respect to proprietary activities, including component units, the City has elected to
apply all applicable GASB pronouncements as well as Financial Accounting Standards
Board (FASB) pronouncements and Accounting Principles Board (APB) Opinions, issued
on or before November 30, 1989, unless those pronouncements conflict with or contradict
GASB pronouncements. The GASB periodically updates its codification of the existing
Governmental Accounting and Financial Reporting Standards which, along with
subsequent GASB pronouncements (Statement and Interpretations), constitutes GAAP for
governmental units. The more significant of the City’s accounting policies are described

below.

A. Reporting Entity

The City of Hopkinsville is a municipal corporation governed by an elected mayor and a
twelve-member council. As required by generally accepted accounting principles, these
financial statements present the government and its component units, entities for which
the government is considered to be financially accountable. Each discretely presented
component unit, on the other hand, is reported in a separate column in the combined
financial statements to emphasize it is legally separate from the government. The City of
Hopkinsville has three discretely presented component units.

Discretely Presented Component Units

The Sewerage and Waterworks Commission (HWEA), doing business as Hopkinsville
Water Environment Authority, is responsible for sewerage and water service for residents
of the City of Hopkinsville, KY, the City of Pembroke, KY, and the City of Crofton, KY. The
City’s governing body appoints HWEA'’s governing board. The City’s governing body also
approves the rates for user charges and bond issuance authorizations. The legal liability
for the general obligation portion of HWEA's debt remains with the government. HWEA is
presented as a proprietary fund type.

Complete financial statements for the individual component unit may be obtained at the
entity's administrative office.

Hopkinsville Water Environment Authority
401 East 9" Street
Hopkinsville, Kentucky 42240

Continued
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CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO THE BASIC FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

A. Reporting Entity, continued

Discretely Presented Component Units, continued

The Solid Waste Enterprise (Solid Waste), doing business as Hopkinsville Solid Waste
Enterprise, is responsible for the management and operation of the solid waste operations
in the City. The City’s governing body appoints the Solid Waste’s governing board. The
City's governing body also approves the rates for user charges and bond issuance
authorizations. The legal liability for the general obligation portion of the Solid Waste’s
debt remains with the government. The Solid Waste is presented as a proprietary fund

type.

Complete financial statements for the individual component unit may be obtained at the
entity’s administrative office.

Hopkinsville Solid Waste Enterprise
5665 Mt. Zoar Road
Hopkinsville, Kentucky 42240

The Surface and Storm Water Utility (Storm Water), doing business as Hopkinsville
Surface and Storm Water Utility, is responsible for minimizing flooding in the City and for
establishing minimum requirements and procedures to control the adverse impacts
associated with increased surface and storm water runoff for City residents. The City’s
governing body appoints the Storm Water’s governing board. The City’s governing body
also approves the rates for user charges and bond issuance authorizations. The legal
liability for the general obligation portion of the Storm Water's debt remains with the
government. The Storm Water is presented as a proprietary fund type.

Complete financial statements for the individual component unit may be obtained at the
entity’s administrative office.

Hopkinsville Surface and Storm Water Utility
101 N. Main Street
Hopkinsville, Kentucky 42240

Joint Ventures

The City has joined with other local governments (primarily Christian County) to form
organizations for performance of certain activities. Due to dependence on continued
funding from the City, these organizations have been classified as joint ventures for
financial reporting. Financial statements may be obtained from the City's Financial
Director. A list of these joint ventures with the amount of City funding as of June 30

follows:

Continued
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CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO THE BASIC FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

A. Reporting Entity, continued

Joint Ventures, continued

City
City-County Agency Funding
Airport Board $ 37,000
Community and Development Services 442732
Library Board 225,000
Emergency Communications Center 664,000

The joint ventures above are not accumulating significant financial resources or
experiencing fiscal stress that would cause an additional financial benefit to or burden on
the City of Hopkinsville in the future.

B. Basis of Presentation

The City’s basic financial statements consist of government-wide statements, including a
statement of net position and a statement of activities, and fund financial statements,
which provide a more detailed level of financial information.

Government-Wide Financial Statements

The statement of net position and the statement of activities display information about the
City as a whole. These statements include the financial activities of the primary
government, except for fiduciary funds.

The statement of net position presents the financial condition of the governmental
activities of the City at year-end. The statement of activities presents a comparison
between direct expenses and program revenues for each program or function of the City’s
governmental activities. Direct expenses are those that are specifically associated with a
service, program or department and, therefore, are clearly identifiable to a particular
function. Program revenues include charges paid by the recipient of the goods or services
offered by the program, grants and contribution that are restricted to meeting the
operational or capital requirements of a particular program and interest earned on grants
that is required to be used to support a particular program. Revenues not classified as
program revenues are presented as general revenues of the City, with certain limited
exceptions. The comparison of direct expenses with program revenues identifies the
extent to which each governmental function is self-financing or draws from general

revenues of the City.

The business-type activities of the City report both operating and non-operating revenues
and expenses. Essentially, all revenues and expenses are operating other than interest,
purchase and disposal of capital assets, and transfers of funds to and from other
governmental units.
Continued
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CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO THE BASIC FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

B. Basis of Presentation, continued

Fund Financial Statements

During the year, the City segregates transactions related to certain City functions or
activities in separate funds in order to aid financial management and to demonstrate legal
compliance. Fund financial statements are designed to present financial information of the
City at this more detailed level. The focus of governmental fund financial statements is on
major funds. Each major fund is presented in a separate column. Nonmajor funds are
aggregated and presented in a single column. Fiduciary funds are reported by type.

C. Fund Accounting

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 differences between
governmental fund assets and liabilities are reported as fund balance. The following are
the City’s major governmental funds:

General Fund — The General Fund is the general operating fund of the City. All
general tax revenues and other receipts that are not allocated by law, ordinance or
contractual agreement to some other fund are accounted for in this fund. From this
fund are paid the general operating expenditures, the fixed charges and the capital
improvement costs that are not paid through other funds.

City Hall/Police Department Construction — The City Hall/Police Department
Construction Fund is a major fund of the City. This fund was established to account
for the construction of the city administration building and the renovation of the current
city administration building to become the police department.

Special Revenue Funds — Special revenue funds are used to account for specific
revenues that are legally restricted to expenditures for particular purposes, and are as

follows:

Municipal Road Aid Fund - established to account for state grants restricted for
road improvements.

Continued
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CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO THE BASIC FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

C. Fund Accounting, continued

Governmental Funds, continued

Community Development Block Grant Fund - established to account for grants to
the City of Hopkinsville, Kentucky, under the provisions of Title | of the Housing
and Community Development Act of 1974. Resources may only be used for
activities that are directed toward satisfying the primary objective of developing
viable urban communities and expanding economic opportunities, principally for
persons of low and moderate income.

Police Incentive Fund — established to account for state money restricted for
police officers who meet certain certified training and receive pay incentive.

Fire_Incentive Fund — established to account for state money restricted for fire
department employees who meet certain certified training and receive pay
incentive.

UDAG Fund - established to account for federal money restricted for loans within
the community for development of businesses.

Grants Fund — established to account for various local, state, or federal grants
unrelated to general fund operations or other specifically designated funds.

Drug Enforcement Fund —~ established to account for 15% of confiscated funds
received through drug deals and other criminal acts and other donations. The
money received through this fund is then used for police equipment and supplies.

Expendable Trust Fund — established to account for various cemetery funds with
a portion of the revenue remaining in this expendable trust fund and the
remaining portion being designated to the permanent nonexpendable trust fund.

Cable TV Work Order Fund - established to account for money received from the
cable company for legal fees. This fund was established in a cable agreement.

Debt Service Fund — The Debt Service Fund is used to account for the accumulation of
resources and payment of general obligation bond principal and interest from

governmental resources.

Capital Projects Fund — Capital Projects Funds are established to account for acquisition
of capital assets or construction of major capital projects purchased with funds from long-
term borrowings, and is as follows:

Continued
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CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO THE BASIC FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

C. Fund Accounting, continued

Governmental Funds, continued

Capital Fund — established to account for the acquisition of capital assets or
construction of major capital projects purchased with funds from long-term

borrowings.

Section 108 CDBG Loan Fund - established to account for the renovation of the
various parks within the City.

Permmanent Fund — These funds were created by virtue of bequests from certain
individuals, with specific requirements regarding the principal and income.

Proprietary Funds

Proprietary fund reporting focuses on changes in net position, financial position, and cash
flows. The City reports the following proprietary funds, which are classified as either

enterprise or intemal service.

Enterprise Funds — Enterprise funds are used to account for operations that are financed
and operated in a manner similar to private business enterprises — where the intent of the
governing body is that the costs (including depreciation) of providing goods and services
to the general public on a continuing basis be financed or recovered primarily through
user charges. The City reports the following as enterprise funds:

Tie Breaker Family Aquatic Fund — established for the purpose of managing and
accounting for the water park operations in the City. The Tie Breaker Family Aquatic

Fund is a major fund of the City.

Grounds Maintenance Fund — established to account for activities in the City’s
public cemeteries and parks. An ordinance dated August 18, 1959, placed public
cemeteries under the supervision of the Department of Public Works. Due to the
similarity of operations, grounds maintenance was added to the fund. The Grounds
Maintenance Fund was transferred into the General Fund during the current fiscal

year.

Internal Service Funds

Internal Service Funds are used to account for the financing of goods and services
provided by one department or agency to other departments or agencies of the City on a
user charge basis.

Continued
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CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO THE BASIC FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

C. Fund Accounting, continued

Proprietary Funds, continued

Health Insurance Fund — established to serve all other funds as a self-insurance
employees’ medical/health care plan.

Fiduciary Funds

Fiduciary fund reporting focuses on net position and changes in net position. 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 for individuals, private organizations or other governments, and are
therefore not available to support the City’'s own programs. The City has one fiduciary
fund, the Police and Firemen Pension Fund (a contributory defined benefit pian), created
by ordinance under Kentucky Revised Statutes (KRS) Sections 98.851 to 98.885. It
covers former employees of the City of Hopkinsville police and fire departments who did
not elect coverage through the state’s County Employees Retirement System.

D. Measurement Focus

Government-Wide Financial Statements

The government-wide financial statements are prepared using the economic resources
measurement focus generally including the reclassification or elimination of internal activity
(between or within funds). However, internal eliminations do not include utility services
provided to City departments. Reimbursements are reported as reductions to expenses.
Proprietary and fiduciary fund financial statements and financial statements of City
component units also report using this same focus although internal activity is not
eliminated in these statements. All assets and all liabilities associated with the operation
of the City are included on the Statement of Net Position.

Fund Financial Statements

All governmental funds are accounted for using a flow of current financial resources
measurement focus. With this measurement focus, only current assets and current
liabilities generally are included on the balance sheet. The Statement of Revenues,
Expenditures, and Changes in Fund Balance reports on the sources (i.e., revenues and
other financial sources) and uses (i.e., expenditures and other financing uses) of current
financial resources.

Continued
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CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO THE BASIC FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

D. Measurement Focus, continued

Fund Financial Statements, continued

This approach differs from the manner in which governmental-wide statements are
presented; therefore, governmental fund financial statements include a reconciliation with
brief explanations to better identify the relationship between the government-wide
statements and the statements for governmental funds.

Like the government-wide statements, all proprietary funds are accounted for on a flow of
economic resources measurement focus. All assets and all liabilities associated with the
operation of these funds are included on the Statement of Net Position. The Statement of
Revenues, Expenses, and Changes in Net Position presents increases (i.e., revenues)
and decreases (i.e., expenses) in total net position. The Statement of Cash Flows
provides information about how the City finances and meets the cash flows needs of its

proprietary activities.

The pension trust funds and the investment trust fund are reported using the economic
resources measurement focus.

E. Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial records
and reported on the financial statements. Government-wide financial statements are
prepared using the accrual basis of accounting. Governmental funds use the modified
accrual basis of accounting. Proprietary and fiduciary funds use the accrual basis of
accounting. Differences in the accrual and modified accrual basis of accounting arise in
the recognition of revenue, the recording of deferred revenue, and in the presentation of

expenses versus expenditures.

For all proprietary fund types, it is required that the statement of revenues, expenses, and
changes in net position distinguish between operating and nonoperating revenues and
expenses. Operating revenues and expenses are revenues generated or expenses
incurred from providing goods and services. Nonoperating revenues are those not derived
from the basic operations of a business. Nonoperating expenses are expenses incurred in
the performance of activities not directly related to supplying the basic service of the entity.

Revenues — Exchange and Non-Exchange Transactions

Revenues resulting from exchange transactions, in which each party gives and receives
essentially equal value, are recorded on the accrual basis when the exchange takes place.
On a modified accrual basis, revenue is recorded in the fiscal year in which the resources

are measurable and become available.

Continued
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CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO THE BASIC FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

E. Basis of Accounting, continued

Revenues — Exchange and Non-Exchange Transactions, continued

Available means that the resources will be collected within the current fiscal year or are
expected to be collected soon enough thereafter to be used to pay liabilities of the current
fiscal year. For the City, available means expected to be received within thirty days of

year-end.

Non-exchange transactions, in which the City receives value without directly giving equal
value in return, include property taxes, franchise taxes, occupational licenses, grants,
entittements and donations. The City considers property taxes as available if they are
collected within sixty days after year-end. Revenue from grants, entitlements, and
donations is recognized in the year in which all eligibility requirements have been satisfied.
Eligibility requirements include timing requirements, which specify the year when the
resources are required to be used or the year when use is first permitted, matching
requirements, in which the City must provide local resources to be used for a specified
purpose, and expenditure requirements, in which the resources are provided to the City on
a reimbursement basis. On a modified accrual basis, revenue from non-exchange
transactions must also be available before it can be recognized.

The following is a list of primary revenue sources which have been treated as susceptible
to accrual under the modified accrual basis, and which have not:

Susceptible Not Susceptible
Taxes Licenses and permits
Intergovernmental

Deferred Revenue

Deferred revenue arises when assets are recognized before revenue recognition criteria
have been satisfied.

Expenses/Expenditures

On the accrual basis of accounting, expenses are recognized at the time they are incurred.

The measurement focus of governmental fund accounting is on decreases in net financial
resources (expenditures) rather than expenses. Expenditures are generally recognized in
the accounting period in which the related liability is incurred, if measurable. Allocations of
cost, such as depreciation and amortization, are not recognized in governmental funds.

Continued
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CITY OF HOPKINSVILLE, KENTUCKY
NOTES TO THE BASIC FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

F. Deposits and Investments

Cash balances of the City’s funds are pooled and invested. Interest earned from
investments purchased with pooled cash is allocated to the various funds based on the
fund’s average cash balance. Funds with negative cash balances are not charged interest.

Investments are reported at fair value in all funds. Fair values are obtained from market
quotations on the last business day of the year.

Kentucky Revised Statute 66.480 permits the City to invest in U.S. Treasury obligations,
U.S. Agency obligations, certain Federal instruments, repurchase agreements, commercial
banks’ certificates of deposits, savings and loan deposits, and the Commonwealth of

Kentucky investment pool.

As security for deposits of the City, banks doing business with the City are required to
pledge securities in an amount to exceed uninsured funds on deposit by the City. In
addition, the City is insured under FDIC up to $250,000 at each bank.

For presentation on the financial statements, investments with original maturities of three
months or less at the time they are purchased by the City are considered to be cash
equivalents. Investments with an initial maturity of more than three months are reported

as investments.
G. Receivables

Receivables are amounts due representing revenues earned or accrued in the current
period.

H. Inventory

inventory is valued at cost, which approximates market value, using the weighted-average
method.

. Prepaid ltems

Payments made to vendors for services that will benefit periods beyond year-end are
recorded as prepaid expenses.

J. Restricted Assets

Restricted assets for the City consist of the outstanding balance of revenue bonds of the
City which were loaned to Hopkinsville Solid Waste Enterprise for the construction of a
vertical expansion of the landfill and leachate treatment station located at the landfill.

Continued
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Summary of Significant Accounting Policies, continued

J. Restricted Assets, continued

Restricted assets for the City consist of the outstanding balance of general obligation
bonds of the City which were loaned to Hopkinsville Storm Water Utility for use in the
acquisition, construction, and installation of surface and storm water projects within the

jurisdiction of the City.

Certain proceeds of revenue bonds of the Hopkinsville Water Environment Authority
(component unit), as well as certain resources set aside for their repayment, are classified
as restricted assets on the Statement of Net Position because their use is limited by
applicable bond covenants. The "Bond and Interest Redemption” account is used to
segregate resources accumulated for debt service payments over the next twelve months.
The "Depreciation" and "Equipment Maintenance & Replacement” accounts are used to
report resources set aside for unusual or extraordinary maintenance, repairs, renewals
and/or replacements or extensions, additions and/or improvements. The "Construction”
account is used to report bond proceeds restricted for use in the cost of future expansion
and rehabilitation. The "Unemployment" account is used to accumulate funds to provide
for possible claims.

Reservations of equity show amounts that are not appropriate for expenditures or are
legally restricted for specific uses. HWEA first applies restricted resources for
expenditures for which both restricted and unrestricted net position are available.

The component of restricted assets for Solid Waste consists of constraints placed on net
assets through external constraints imposed by creditors (such as through debt
covenants), grantors, contributors, or laws and regulations of other governments or
constraints imposed by law through constitutional provisions or enabling legislation.
Restricted assets for Solid Waste currently consist of cash and investments placed in
accounts in order to comply with state laws for funding landfill closure and postclosure
costs and other projects.

The component of restricted assets for Storm Water consists of certain bond proceeds
from a general obligation bond placed into trust for use in the acquisition, construction, and
installation of surface and storm water projects within the jurisdiction of the City.

K. Capital Assets

General capital assets are long-lived assets of the City as a whole. These assets
generally result from expenditures in the governmental funds. These assets are reported
in the governmental activities column of the government-wide statement of net position but
are not reported in the fund financial statements.

All capital assets are capitalized at cost (or estimated historical cost) and updated for
additions and retirements during the year. Donated fixed assets are recorded at their fair
market values as of the date received. The City maintains a capitalization threshold of
$5,000. The City’s infrastructure consists of pavements, storm sewers, water lines, and
Continued
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Summary of Significant Accounting Policies, continued

K. Capital Assets, continued

sanitary sewers. Improvements are capitalized; the costs of normal maintenance and
repairs that do not add to the value of the asset or materially extend an asset’s life are not.
Interest incurred during the construction of capital assets is capitalized for business-type
activities; however, interest is not capitalized in connection with the construction of capital
assets used in governmental activities. Upon implementation of GASB 34, the
infrastructure previously acquired was included in the cost and accumulated depreciation
was calculated based on useful lives remaining.

All reported capital assets are depreciated except for land. Improvements are depreciated
over the remaining useful lives of the related capital assets. Useful lives for infrastructure
were estimated based on the City's historical records of necessary improvements and
replacement.

Depreciation is computed using the straight-line method over the following useful lives:

Description Estimated Lives
Land N/A
Buildings and Improvements 40 Years
Equipment 5-7 Years
Vehicles 5-7 Years

Infrastructure 20-99 Years

L. Interest Capitalization

Interest costs are capitalized as part of this historical cost of acquiring certain assets. To
qualify for interest capitalization, assets must require a period of time before they are
ready for their intended purpose.

M. Interfund Balances

On fund financial statements, receivables and payables resulting from short-term interfund
loans are classified as “Due To/Due From Other Funds”. These amounts are eliminated in
the governmental activities column of the statement of net assets.

N. Compensated Absences

The City accrues vacation and sick leave benefits as earned by its employees if the leave
is attributable to past service and it is probable that the City will compensate the
employees for the benefits through paid time off or some other means, such as cash
payments at termination or retirement. The City accrued these benefits for those
employees who currently are eligible to receive termination payments, as well as other
employees who are expected to become eligible in the future. These benefits are
measured using the pay rates in effect at June 30, 2013.
Continued
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Summary of Significant Accounting Policies, continued

N. Compensated Absences, continued

The entire compensated absence liability is reported on the government-wide financial
statement.

For governmental funds, the liability is not reported unless the compensated absences
have matured (i.e. unused reimbursable leave still outstanding following an employee’s
resignation or retirement). The proprietary funds report the liability as it is incurred.

O. Accrued Liabilities and Long-Term Obligations

All payables, accrued liabilities, and long-term obligations are reported in the government-
wide financial statements.

In general, governmental fund payables and accrued liabilities that once incurred are paid
in a timely manner and in full from current financial resources are reported as obligations
of the fund. However, claims and judgments, compensated absences, special termination
benefits, and contractually required pension contributions that will be paid from
governmental funds are reported as a liability in the fund financial statements only to the
extent that they are due for payment during the current year. Bonds, capital leases, and
long-term loans are recognized as a liability on the fund financial statements when due.

P. Bond Premiums/Discounts/Issuance Costs

In governmental fund financial statements, bond premiums, discounts, and issuance costs
are recognized in the current period. In the government-wide financial statements and
proprietary fund types in the fund financial statements, bond premiums and discounts, as
well as issuance costs, are deferred and amortized over the life of the bonds using the
straight-line method.

Q. Fund Balance

The City follows GASB Statement No. 54, “Fund Balance Reporting and Governmental
Fund Type Definitions.” This Statement provides more clearly defined fund balance
categories to make the nature and extent of the constraints placed on a government’s fund
balances more transparent. The following classifications describe the relative strength of
the spending constraints:

¢ Nonspendable fund balance — amounts that are not in spendable form (such as
inventory) or are required to be maintained intact.

¢ Restricted fund balance — amounts constrained to specific purposes by their
providers (such as grantors, bondholders, and higher levels of government),
through constitutional provisions or enabling legislation.

Continued
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Summary of Significant Accounting Policies, continued

Q. Fund Balance, continued

¢ Committed fund balance — amounts constrained to specific purposes by the City
itself, by ordinance approved by City Council. To be reported as committed,
amounts cannot be used for any other purpose unless the City takes action to
remove or change the constraint.

¢ Assigned fund balance — amounts the City intends to use for a specific purpose
(such as encumbrances). Intent can be expressed by the City Council or by an
official or body to which the City Council delegates the authority.

e Unassigned fund balance — amounts that are available for any purpose. Positive
amounts are reported only in the General Fund.

The City Council establishes (and modifies or rescinds) fund balance commitments by
passage of an ordinance or municipal order. This is typically done through adoption and
amendment of the budget. A fund balance commitment is further indicated in the budget
document as a designation or commitment of the fund (such as for special incentives).
Assigned fund balance is established by City Council through adoption or amendment of
the budget as intended for specific purposes (such as the purchase of capital assets,
construction, debt service, or for other purposes).

The City would typically use Restricted fund balances first, followed by Committed
resources, and then Assigned resources, as appropriate opportunities arise, but reserves
the right to selectively spend Unassigned resources first to defer the use of these other
classified funds.

In the General Fund, the City strives to maintain an unassigned fund balance to be used
for unanticipated emergencies of approximately 25% of the actual GAAP (Generally
Accepted Accounting Principles) basis expenditures and other financing sources and
uses.

R. Net Position

Net position represents the difference between assets and liabilities. Net investment in
capital assets consists of capital assets, net of accumulated depreciation, reduced by the
outstanding balances of any borrowing used for the acquisition, construction, or
improvement of those assets. Net position is reported as restricted when there are
limitations imposed on their use either through the enabling legislation adopted by the City
or through external restrictions imposed by creditors, grantors, or laws or regulations of
other governments.

Continued
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Summary of Significant Accounting Policies, continued

V. Budgetary Information, continued

Encumbrance accounting is employed in governmental funds. Encumbrances (e.g.
purchase orders, contracts) outstanding at year end are included in restricted, committed,
or assigned fund balance, as appropriate, and do not constitute expenditures or liabilities
because the commitments will be reappropriated and honored during the subsequent year.

Deposits and Investments
The City’'s cash and cash equivalents are considered to be cash on hand, demand

deposits and all highly liquid investments (including restricted assets) with a maturity of
three months or less from the date of acquisition.

A. Deposits
Custodial Credit Risk

Custodial credit risk for deposits is the risk that in the event of a bank failure, the City's
deposits may not be returned or the City will not be able to recover collateral securities in
the possession of an outside party. The City’s policy requires banks doing business with
the City to pledge securities in an amount to exceed uninsured funds on deposit by the
City. At year-end, the carrying amount of the City’'s deposits was $17,369,170 and the
bank balance was $18,733,206. Of the cash balance, $3,000,000 was covered by federal
depository insurance. The remaining balance was covered by collateral held by financial
institutions’ agents in the City’'s name. Therefore, as of June 30, 2013, the City did not
have any deposited funds exposed to custodial credit risk.

At year-end, the carrying amount of the deposits for HWEA, discretely presented
component unit, was $6,741,527 and the bank balance was $6,677,785. Of this bank
balance, Federal Depository Insurance covered $623,362, with the balance covered by
collateral held by the pledging bank. Therefore, as of June 30, 2013, HWEA did not have
any deposited funds exposed to custodial credit risk. State law requires all funds to be
fully insured or collateralized.

At year-end, the carrying amount of the Solid Waste’s deposits was $4,463,637 and the
bank balance was $4,534,015. Of the cash balance, $250,000 was covered by federal
depository insurance. The remaining balance was covered by collateral held by financial
institution’s agents in the Solid Waste’s name. Therefore, as of June 30, 2013, the Solid
Waste did not have any deposited funds exposed to custodial credit risk.

At year-end, the carrying amount of the Storm Water's deposits was $1,661,507 and the
bank balance was $1,821,985. Of this bank balance, Federal Depository Insurance
covered $250,000, with the balance of $1,571,985 covered by collateral held by financial
institutions’ agents in the Storm Water's name. Therefore, as of June 30, 2013, the Storm
Water did not have any deposited funds exposed to custodial credit risk.

Continued
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Deposits and Investments, continued
B. Investments

The investments for City of Hopkinsville consisted of the following:

Average

Credit Fair Value Fair Value Average
Investments as of June 30, 2013 Quality/Rating  (Primary Gov')  (Pension Trust Fund) _Maturity
Insured Deposit Program MGDI N/A $ 196,286 $ - N/A
Insured Deposit Program MGDW N/A 174,092 - N/A
Planters Bank Trust Money Market N/A - 58,678 N/A
American Century GNMA N/A - 134,639 N/A
Fidelity GNMA N/A - 149,748 N/A
SIT US Government Securities AAA - 152,016 3.30 Years
T Rowe Price Inflated Protected Securities N/A - 43,199 N/A
Vanguard Inflation Protected Securities AAA - 42,955 8.40 Years
Vanguard Long Term Treasury AAA - 43,265 24.50 Years
Vanguard Long Term Treasury Admiral AAA - 43,263 N/A
Vanguard Short Term Federal Invest AAA - 138,044 2.60 Years
Federated Prime Cash Obligation N/A 16,764 - 44 Days
Sterling Capital Intermediate US Gov't Fund AAA 122,626 - 4.46 Years
Sterling Capital Short Term Bond Insti Fund BBB 4,817 - 2.29 Years
Sterling Capital Total Return Bond Insti Fund AAA 113,856 - 7.95 Years
American Century Diversified Bond Fund AAA 70,102 - 6.95 Years
Sterling Capital Corporate Fund BB 61,530 - 10.83 Years
Sterling Capital Securitized Opportunities Fund ~ AAA 5,000 - 5.47 Years
Neuberger Berman Strategic income Fund AAA 7,392 - 7.80 Years
Doubleline Total Return Bond Fund AAA 123,329 - 5.39 Years
Metropolitan West Total Return Bond AA 65,408 - 7.48 Years
Prudential Short Term Corporate Bond Fund BBB 10,521 - N/A
Pimco Foreign Bond Fund AAA 10,018 - 8.33 Years
Total Credit Risk Debt Securities 981,741 805,807
US Government Agencies (FNMA) 108,647
Total Debt Securities $1,090.388 $ 805,807
The investments for Storm Water consisted of the following:

Average

Credit Average
investments as of June 30, 2013 Quality/Rating Carrying Value Fair Value Maturity
Bank of New York Trust Account N/A $ 912029 $ 912,029 N/A
Continued
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Deposits and Investments, continued

B. Investments, continued

Custodial Credit Risk

For an investment, custodial credit risk is the risk that, in the event of the failure of the
counterparty, the City will not be able to recover the value of its investments or collateral
securities that are in the possession of an outside party. Investment securities are
exposed to custodial credit risk if the securities are uninsured, are not registered in the
name of the government, and if held by either a counterparty or a counterparty’s trust
department or agent, but not in the government’s name. As of June 30, 2013, none of the
City's investments were subject to custodial credit risk.

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The City has no investment policy that limits its investment choices other than
the limitations of Kentucky Revised Statute 66.480 that permits the City to invest in U.S.
Treasury obligations, U.S. Agency obligations, certain Federal instruments, repurchase
agreements, commercial banks’ certificates, savings and loan deposits, and the
Commonwealth of Kentucky investment pool.

Concentration of Credit Risk

The City places no limit on the amount that may be invested in any one issuer. The City's
only investments are in mutual funds. Investments in mutual funds are specifically

excluded from this type of risk.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value
of an investment. Investments held for longer periods are subject to increased risk of
adverse interest rate changes. The City does not have a formal investment policy that
limits investment maturities as a means of managing its exposure to fair value losses
arising from increasing interest rates.

Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates will adversely affect the
fair value of an investment. The City does not have investments in foreign currency, and
is, therefore, not exposed to such risk.
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Deposits and Investments, continued

C. Restricted Assets

The balances of HWEA's expendabile restricted asset accounts are as follows:

Bond and interest redemption $ 37,082
Construction 1,366,525
Unemployment 25,520
Total restricted assets $ 1429127
The balance of the Solid Waste's restricted asset account is:
Landfill closure costs $ 2,500,000
Projects and expansion costs 1,063,080
Capital reserve 700,000
Total restricted assets $ 4,263,080
The balance of the Storm Water’s restricted asset account is
General obligation bond proceeds $ 912,029
Property Taxes

Property taxes attach as an enforceable lien on property and are levied as of July 1 each
year. These taxes are not accrued at June 30 of each year since they are not measurable
at that time. The tax rate and assessed valuation are not known until September of the
year. Collection and due dates occur October through December.

The City is permitted by Section 157 of the Constitution of Kentucky to levy taxes up to
$1.50 per $100 of assessed valuation for general governmental services other than school
purposes. The tax rate to finance general governmental services other than school
purposes for the year ended June 30, 2013, was $.236 real and $.251 personal per $100,
which means that the City has a tax margin of approximately $1.264 for real and $1.249
for personal per $100. The City is subject to an absolute maximum tax rate in that House
Bill 44 prohibits levying a tax rate that will produce more revenue, exclusive of revenue
from net assessment growth, than would be produced by application of the tax rate that
was levied in the preceding year to the preceding year's assessment. The effect of this
legislation has been to limit increases in property tax revenues to minimal levels.
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