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INDEPENDENT AUDITOR’S REPORT

To the City Council
City of Morgantown, Kentucky

We have audited the accompanying financial statements of the govemmental activities and the business-type activities, and each major fund of
City of Morgantown, Kentucky as of and for the year ended June 30, 2017, and the related notes to the financial statements, which collectively
comprise the City of Morgantown, Kentucky's basic financial statements as Hsted 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 tie 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

Qur responsibility is to express an opinien on these financial statements based on our audit. We conducted our audit in accordance with audiiing
standards generally accepted in the United States of America. 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 andit evidence about the amounts and disclosures in tiie 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 inaking those risk assessments, the auditor considers intemal 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 opinion.

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, and each major fund of City of Morgantown, Kentucky, as of June 30, 2017, and the
changes in financial position thereof for the year then ended in accordance with aceounting principles generally accepted in the United States of
Ametica.

Other Matters

Accounting principles generally accepted in the United States of America require that the budgetary comparison information as pages 27-28,
and certain pension plan information on pages 29-31 be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial stalements, is required by the Governmentat Accounting Standards Board, who considers it 1o be an essential parl of
financial reporting for placing the basic financial statements in an appropriate opemtional, economic, or historical context. We have applied
cerain limited procedures 1o the required supplementary informmation in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of prepating the information and comparing the information
for consistency with management’s responses to our inguiries, the basic financial statements, and other knowledge we obtained during our sudit
of the basic financial statements, We do nof express an opinion or provide any assurance on the infonmation because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

City of Morgantown has elected o omit the Management Discussion and Analysis. Such information, although not a part of the basic financial
statements, is required by the Governnental Accounting Standards Board who considers it 10 be an essential part of the financial reperting for
placing the basic financial statements in an appropriate operational, economic, or historical context.

Other Reporting Required by Governmental Audifing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 13, 2017, on our considertion of the City
of Morgantown, Kentucky's intemal control over financial reporting and on our tests of its compliance with certain provisions of Jaws,
regulations, contracts, and grant agreements and ofiver 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 repori is an integral part of an audit performed in accordance with Government Auditing Standards

in considering City of Morgantown, Kentucky's interal control over financial reporting and comphance.

Gilbert & Gilbert CPA’s

Gl St - CPAS

December 13, 2017




BASIC FINANCIAL STATEMENTS

GG GiLBERT & GILBERT, P.S.C.

CERTIFIED PUBLIC ACCOUNTANTS



CITY OF MORGANTOWN, KENTUCKY
STATEMENT OF NET POSITION

JUNE 30, 2017
Governmental Business-Type

ASSETS: Activities Activities Total
Cash on Hand and in Bank and Certificates of Deposit $ 2,033,591 $ 305,751 $2,339,342
Property Tax Receivable, Net 2,158 0 2,158
Accounts Receivable, Net 0 105,361 105,361
Other Receivables 0 0 ¢
Note Receivable 102,959 0 102,959
Capital Lease Receivable 94,008 0 94,008
Accrued Income Unbilled 0 43,788 43,788
Restricted Cash 0 34,210 34,210
Prepaid Insurance 23,878 0 23,878
Materials and Supplies 0 44,759 44,759
Capital Assets, Net 6,156.429 2,933,557 9.089.986
TOTAL ASSETS 8.413.023 3.467.426 11,880,449
DEFERRED QUTFLOWS OF RESQURCES
Deferred Qutflows-Pensions 245,739 238,494 484,233
CURRENT LIABILITIES:
Accounts Payable 28,252 66,769 94,961
Taxes Payable 33,993 10,128 44121
Accrued Wages and Taxes 10,929 13,180 24,109
Accrued Compensated Absences 26,112 25,420 51,532
Accrued Interest Payable 27 0 27
Advanced Rent 3,581 ] 3,581
Customer Deposits . : 0 113,824 113,824
Current Portion of Notes and Lease Purchases Obligation 12,782 15,260 28,042
Current Portion of Notes Payable IHC 208.605 0 208.005

TOTAL CURRENT LIABILITIES 324,281 244.52] 568,802
NONCURRENT LIABILITIES:
Notes Payable and Lease Purchases Obligation,
Net of Current Portion 0 44,238 44,238
Net Pension Liability 1,265,792 730,070 1,995 862
Notes Payable, IHC, Net of Current Portion 1,162,703 ¢ 1,162,703

TOTAL NONCURRENT LIABILITIES 2,428,495 774,308 3,202,803
TOTAL LIABILITIES 2,752,776 1,018.829 3,771,605
DEFERRED INFLOWS OF RESOURCES
Deferred Inflows-Pensions 1.563 1,295 2,858
NET POSITION:
Unrestricted 4,772,312 2,812,217 7,584,529
Restricted for Debt Service ] i 0
Restricted for Capital Improvements 0 ¢ 0
Invested in Capital Assets, Net

Of Related Debi [.132.111 (1264210) 1,005,690
TOTAL NET POSITION $5.904.423 $ 2,685.796 $8.500.219

The notes to the financial statements are an integral part of this staternent.
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CITY OF MORGANTOWN, KENTUCKY

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2017

Net (Expense) Revenue and Changes in Net Position

Program Revenues

Primary Government

FUNCTIONS/PROGRAMS Charges Operating Capital Governmental  Business-Type
PRIMARY GOVERNMENT  Expenses for Services Grants Grants  Activities Activities  Total
Governmental Activities:
General Government $595,148  $12,675 $ 0 $ 0 $ (582,473) b - $(582,473)
Public Safety:
Police Department 548246 1,296 32,467 0 (514,483) - (514,483)
Fire Department 37,021 2,420 10,500 0 (24,101) - (24,101)
Highways and Streets 445434 0 49,767 0 (395,667) - (395,667)
Recreational 161,523 27,995 0 0 (133,528) - (133,528)
Cemetery 5,812 7,500 0 0 1,688 - 1,688
Industrial Holding Corp. 147,722 0 O 0 _ (147720 - (147,722}
Total Governmental Activities 1,940,906 51,886 92,734 _0 {1.796.286) - (1,796,286}
Business-Type Activities:
Water-Sewer Systein 920,844  BI1,944 0 0 0 (108,900) 0
(ias System 1,009,542 _ 831,224 0] 0 0 (178,318} 0
Total Business-Type Activities 1,930,386 1.643.168 0 ¢ 0 (287.218) ]
Total Primary Government ~ $3,871,292 $1.695,054 $92734 5_0 $(1.796.286) $(287.218) $(2.083.504)

General Revenues
Taxes
Property
Franchise
Occupational Fees
Licenses and Permits
Interest-Income
Miscellaneous
Sale of Assets
Donations
IHC Interest Income
THC Loan and Capital Leasc Income

‘Total General Revenues and Transfers
Change in Net Position

NET POSITION-BEGINNING

NET POSITION-ENDING

The notes to the financial statements are an integral part of this statement.
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218,316 0 218,316
10,290 0 10,290
1,676,784 0 1,676,784
314,887 ¢ 314,887
1,264 857 2,121
5,534 0 5,534
(34,206) 0 (34,200)
38,830 0 38,830
7,583 0 7,583
_ 8,980 0 8.980
2,248,262 857 2.249.119
451,976 (286.361) 165.615
5.452.447 2.971.157 8.424,604
$5.904.423  $2.685796 $8.590.219
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CITY OF MORGANTOWN, KENTUCKY
BALANCE SHEET - GOVERNMENTAL FUNDS
JUNE 30, 2017

Govemmenial Funds Total
Special Govermnmental
General Revenue Funds
ASSETS:
Cash on hand and in Bank and Certificates of Deposit $1,595,032 $438,559 $2,033,591
Property Tax Receivable, Net 2,158 0 2,158
Note Receivable 102,959 0 102,959
Grant Receivable 0 0 0
Prepaid Insurance 23.878 0 23 878
TOTAL ASSETS $1.724.027 $438.559 $2.162,586
LIABILITIES AND FUND EQUITY
LIABILITIES:
Accounts Payable 28,252 0 28,252
Taxes Payable 33,993 0 33,993
Accrued Wapges & Taxes 10,929 0 10,929
Accrued Compensated Absences 26,112 0 26,112
Deferred Revenue 102,959 0 102,959
TOTAL LIABILITIES 202,245 0 202,245
FUND EQUITY"
Unassigned Fund Balance 1,521,782 438.559 1.960.341
TOTAL FUND EQUITY 1.521,782 438.559 1,960,341
TOTAL LIABILITIES & FUND EQUITY $1,724.027 $438.559 52,162,586
Total Fund Balances-Total Governmental funds $ 1,960,341
Amounts reported for Governmental Activities in the Statement
of Net Position are different because:
For governmental fund accounting, notes receivable are
required to be off set by a liability, deferred revenue
as those funds are not readily available to expend, and
cannot be included in fund balance. 102,959
Capital leases receivable of $94,008 less advanced rents of $3,581
related to financing land and buildings sold to level industries
are reporied in the funds, 90,427
Capital assets of $9,146,509 net of accumulated depreciation
of { 2,990,080) are not financial resources and therefore, are not
reported in the funds. See Note 6 for additional detail. 6,156,429
Net Pension Liability of $1,265,792 plus deferred inflows of resources
of §1,563 less deferred cutflows of resources of $245,739 associated
with the pension plan liability are not reported in the fund financial statements. (1,021,616)
Bond obligations and notes payable obligation of $1,384,090 and
acerued interest of $27 is not due and payable
in the current period and is not reported in the funds,
See Note 7 for additional detail. ’ (1384.1171
Net Position of Governmental Activities $ 5,904,423

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

5
GG GILBERT & GILBERT, P.S.C.

CERTIFIED PUBLIC ACCOUNTANTS




CITY OF MORGANTOWN, KENTUCKY
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
INFUND BALANCE - GOVERNMENTAL FUND
YEAR ENDED JUNE 30, 2017

Governmental Funds Total
Special Governmental
General _ Revenue Funds
REVENUES:
Taxes $ 228,606 $0 $ 228,606
Licenses and Permits 2,004,346 0 2,004,346
Intergovernmental 92,734 0 92,734
Charges for Services 37,915 0 37,915
Interest Income 1,264 7,583 8,847
Donations 38,830 0 38,830
Other Revenues 6,830 25358 32,188
TOTAL REVENUES 2410.525 32,941 2,443 466

EXPENDITURES:
Administrative 563,730 0 563,730
Public Safety:

Police Department 474,808 0 474,898

Fire Department 9,427 0 9,427
Highways and Streets 378,254 0 378,254
Recreational 139,372 0 139,372
Cemetery 5,747 0 5,747
Industrial Development 0 76,604 76,604
Capital Outlay 85,464 0 85,464
Debt Services:
Principal 58,226 199,667 257,893
Interest 2,055 62.678 64,733
TOTAL EXPENDITURES 1,717,173 338.949 2.056,122
EXCESS/(DEFICIENCY) OF

REVENUES OVER EXPENDITURE 693,352 (306.008) 387.344
OTHER FINANCING SOURCES/(USES):
Proceeds from Sale of Assets 0 34,890 34,890
Operating Transfers In or (Out) {200.000) 200.000 0
Net Other Financing Sources/(Uses): (260,000} 234.890 34.890
EXCESS/(DEFICIENCY) OF

REVENUES OVER EXPENDITURES

AND OTHER SOURCES/(USLES) 493,352 (71,118) 422,234
FUND BALANCE AT BEGINNING

OF YEAR 1,028 430 509.677 1,538,107
FUND BALANCE AT END OF YEAR $1521.782 $438.559 $ 1.960.341

The notes to the financial statements are an integral part of this statement.
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CITY OF MORGANTOWN, KENTUCKY
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE - GOVERNMENTAL FUND-CONTINUED
YEAR ENDED JUNE 30, 2017

Reconciliation of the Statement of Revenues, Expenditures,
and Changes in Fund Balances of Governmental Funds to the
Statements of Activities

Amounts reported for Governmental Activities in the Statement
of Activities are different because:

Net Changes in Fund Balances-Total Governmental Funds $ 422234

Governmental Funds report capital outlays as expenditures. However, in the

Statement of Activities, the cost of those assets are allocated over their

estimated useful lives and reported as depreciation expense. This is the

amount by which depreciation of $170,718 exceeded capital outlays of

$85,464 in the current period less capital asset dispositions of $67,486. (152,740)

Governmental Funds report capital lease as revenue when received,

however in the Statement of Activities capital lease are reported on

the accrued basis of accounting. This is the amount of change in

capital lease receivable recognized in the Statement of Activities. (17,987)

Pension expense is reported in the Governmental Fund when paid as

contribution to the retirement system, however in the Statement of

Activities pension expense is the City's proportionate share of the

State Pension expense as adjusted by current year changes to

deferred outflows and inflows of resources. (57,423)

The proceeds of debt issuance provide current financial resources to
Governmental Funds, but issuing debt increases long-term liabilities in the
Statement of Net Position, Repayment of debt principal is an expenditure
in the governmental funds, but the repayment reduces long-term debt in the
Statement of Net Position. This is the amount by which debt 1epayments

of $257,892 exceeded debt proceeds of $0. 257,892
Change in Net Position of Governmental Activities $ 451976

The notes to the financial statements are an integral part of this statement.
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CITY OF MORGANTOWN, KENTUCKY
MORGANTOWN UTILITY COMMISSION

STATEMENT OF NET POSITION

JUNE 30, 2017
Water-Sewer
System
CURRENT ASSETS
Petty Cash and Cash on Hand $ 110
Cash in Bank 9,624
Certificates of Deposit 0
Accounts Receivable 73,365
Other Receivables 0
Agcrued Income Unbilled 34,334
Prepaid Insurance 17,105
Materials and Supplies 16061
Total Current Assets 150,599
RESTRICTED FUNDS
Bond Interest and Redemption Fund
Depreciation Fund 0
Debt Reserve Fund 0
TOTAL RESTRICTED ASSETS 0
FIXED PROPERTY
Property, Plant & Equipment 6,028,802
Accumulated Depreciation {3.695.124)
TOTALNET FIXED ASSETS 2,333,678
TOTAL ASSETS 2484277
DEFERRED QUTFLOWS OF RESOURCES:

" Deferred Outflows of Resources 124,973
Total Assets and Deferred Outflows of Resources 2,609,250
CURRENT LIABILITIES

Acgounts Payable 39,910
Taxes Payables 1,908
Other Payables 3,831
Accrued Wages 5,279
Accrued Compensated Absences 8,978
Lease Purchase Obligations 2,534
Current Portion of Note Payable 5,096
Customer Mcter Deposits 36,379
TOTAL CURRENT LIABILITIES 103,215
NON CURRENT LIABILITIES
Note Payable Net of Current 22,119
Net Pension Liability 383,943
TOTAL NON CURRENT LIABILITIES 406,062
TOTAL LIABILITIES 509.977
DEFERRED INFLOWS OF REVENUES:
Net Difference Beiween Projected and Actual
Investment Eamnings on Pension Plan Invesiment 647
NET POSITION
Investment in Capital Assets,

Net of related debt 2,303,929
Restreted for Pebt Service . 0
Restricied for Capital hnprovements 0]
Unrestricted (205.303)

TOTAL NET POSITION 2.098.626

Total liabilities, deferred inflows of resources and net position  § _2.609.250

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

Gas
Systern Fotal
8 110 S 220
73,497 83,121
222,410 222410
31,996 105,361
0 0
9,454 43,788
17,105 34,210
28.698 44,759
383270 533.869
0 0
0 4]
0 [t}
2,503,596 8,532,398
(1,903.71N 5.598.841
599.879 2,933.557
983.149 3467426
113,521 238,494
096,670 3,705,920
26,799 66,709
1,649 3,557
2,140 6,571
7,901 13,180
16,442 25,420
2,534 5,068
5,096 10,192
17.445 113.824
140,606 244 521
22,119 44,238
346,127 730.070
368,246 714,308
508.852 1,018,829
648 1.295
508,288 2,812,217
0 0
0 0
78.882 (1264213
587.170° 2685796
$ L.096.670 $ 1.705.920
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CITY OF MORGANTOWN, KENTUCKY
MORGANTOWN UTILITY COMMISSION
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSIFION
FOR THE YEAR ENDED JUNE 30, 2017

Water-Sewer Gas
System Svystem Total
OPERATING REVENUES
Metered Sales of Water, Sewer & Gas § 794,743 5 816,593 $ Lo6l1336
nstallation Fees 1,650 2,959 4,609
Tap Fees, Service Charges, Misc, 6,450 5,147 11,597
Penalties 9.101 6,525 15.626
TOTAL OPERATING REVENUES 811,944 831,224 1.643.168
OPERATING EXPENSES
Salaries 293,840 289,728 583,568
(Gas Purchases i} 334,820 334,820
Materials and Supplies 18,037 25,074 43,111
Purifying Agents 26,058 0 26,058
Office Supplies 6,832 6,934 13,766
Gas & Oil 6,548 6,549 13,097
Equipment Maintenance 1,866 3,671 5,537
Telephone 7,956 4,591 12,547
Power Purchased 5,369 5,898 11,267
Utilities 4,265 0 4,265
Insutance 30,661 30,661 61,322
Commissioner’s Fees 9421 9421 18,842
Payroll Tax Expense 23,351 20,002 43,353
Kentucky Retirement 23,878 23,936 47814
Pension Expense 54,261 54,395 108,656
Contract Labor 900 6,141 7,041
Professional Fees 10,562 11,187 21,749
Depreciation Expense 122,514 60,378 182,892
Bad Debts 3,965 2,282 6,247
Employee Benefits 89,91t 89,911 179,822
Miscellaneous 7,520 71,557 15,077
Training School Expense 3,244 4,690 7,934
Dues 2,525 1,471 3,996
General Repairs 2,545 3,794 6,339
Sewer Repairs 896 0 896
Sewer Lift Station Expense 27,525 0 27,525
Sewer Plant Expense 58,908 0 58,908
Water Plant Expense 75,672 0 75,672
Engineering Fees 0 4.637 4,637
TOTAL OPERATING EXPENSES 919,030 1,007.728 1.926.758
NET INCOME (LOSS) FROM OPERATIONS {107.086) {176.504) (283.390)
NONOPERATING REVENUES (EXPENSES)
Interest Income 36 821 857
Interest Expense (1.514) (1814 (3.628)
NONOPERATING REVENUE (EXPENSES) (1.778) {993y (2,771
NET INCOME {108.864) (177497 (286.3611)
NET POSITION, JULY I, 2016 2,275,610 696,547 2,972,157
PRIOR PERIOD ADJUSTMENT (68.120) 68.120 (]
NET POSITION, JULY 1, 2016 (RESTATED) 2.207.490 764,667 2.972,157
NET POSITION JUNE 30, 2017 $ 2098626 $ 587,170 §_2.685.796

The notes to the financiat statements are an integral part of this statement.
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CITY OF MORGANTOWN, KENTUCKY
MORGANTOWN UTILITY COMMISSION
STATEMENT COF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2017

Water Sewer Gas
System System _Total

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash receipts from customers $ 874415 $ 832,022 §1,706,437

Cash payiments to suppliers for goods and services (341,975) (440,199)  (782,174)

Cash payments to employees for services (494,662} (487.393) {982,055)
Net cash provided (used) by operating activities 37.778 (95,570 _(57.792)
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
interest paid o debt (1,814) (1,814) (3,628)
Principal paid on debt (53,270) (53,270)  (106,540)

Additions to capital assets (23,930) (3,397) (27,327)
Intercompany Transfer (68.120) 68.120 0
Net cash provided by (used) in capital and related financing activities {147.134) 9.6039 | {137.495)
CASH FLOWS FROM INVESTING ACTIVITIES:

Investment Income 36 821 857

Decrease in restricted funds 11.075 64.783 75.858

Net cash provided by (used) in investing activities 11,111 65.604 76,715

NET INCREASE (DECREASE) TN CASH AND CASH
EQUIVALENTS (98,245) (20,327 (118,572}

Cash and cash equivalents, beginning of year 107,979 316,344 424323

Cash and cash equivalents, end of year 5973 $ 296017 $_305.751
RECONCILIATION OF OPERATING INCOME TO

NET CASH FROM OPERATING ACTIVITIES:

Operating income $(107,086) $ (176,504) § (283,590}
Adjustments to reconcile operating income to

net cash provided by operating activities:

Depreciation Expense ) 122,514 60,378 182,892

Changes in assets and liabilitics and deferred outflows and inflows:

{Increase) decrease in accounts receivable (5,286) 400 (4,886)

{Increase) decrease in accrued unbilled income (1R 397 (514)
Increase} decrease in prepaid insurance (990) (990) (1,980)
{Increase) decrease in materials & supplies 7,980 (8,189) (209)
(Increase)} decrease in other receivables 43 0 43
Increase (decrease) in accounts payable 7,735 11,844 19,579
Increase (decrease) in taxes payable (1,261) (,107) (2,368)
Increase (decrease) in other payables 101 (350) (249)
Increase (decrease) in accrued wages (12,239) (11,308) (23,547}
Increase (decrease) in accrued compensated absences (669) 2,305 1,636
Increase (decrease} in customer meter deposits 3,970 3,620 7,590
Increase (decrease) in net pension obligations 23,877 23.934 47.811
Net cash provided (uses) by operating activities $37.778 $O557T0  $(57.792)

SUPPLEMENTAL CASH FLOW INFORMATION:

The accompanying notes are an integral part of the financial statements.

10

GG GILBERT & GILBERT, P.S.C.

CERTIFIED PUBLIC ACCOUNTANTS




NOTES TO FINANCIAL STATEMENTS
CITY OF MORGANTOWN, KENTUCKY
JUNE 30, 2017

1. Summary Of Significant Accounting Policies
This sumimary of significant accounting policies of Morgantown, Kentucky, is presented to assist in the
understanding of the financial statements,

The City of Morgantown was incorporated on January 6, 1813 and operates under a mayor-council form
of government and provides the following services as authorized: public safety (police and fire),
highways and streets, recreational, planning and zoning, cemetery, industrial development general
administrative services and utilities (water and gas).

A. Reporting Entity

In evaluating how to define the City for financial reporting purposes, all potential component units have
been considered. The decision to include a potential component unit in the reporting entity was made by
applying the criteria set forth in the GAAP. The basic - but not only - criterion for including a potential
component unit within the reporting entity is the governing body’s ability to exercise oversight
responsibility. The most significant manifestation of this ability is financial interdependency. Other
manifestations of the ability to exercise oversight responsibility include, but are not limited to, the
selection of governing authority, the designation of management, the ability to significantly influence
operations and accountability for fiscal matters. The other criterion used to evaluate potential component
units for inclusion or exclusion from the reporting entity is the existence of special financing
relationships, regardless of whether the City is able to exercise oversight responsibilities.

Based upon the above criteria, the following entities have been included in the City’s financial
statements:

Morgantown Utility Commission

City of Morgantown Industrial Holding Corporation

Separate audited {inancial statements for Morgantown Utility Commission are also available, and can be
obtained by contacting Morgantown Utility Commission, Morgantown, K'Y 42261.

B. Basis of Accounting and Measurement Focus
The basis of accounting determines when transactions and economic events are reflected in financial
statements, and mecasurement focus identifies which transactions and events should be recorded.

Government-Wide Financial Statements

The Statement of Net Position and the Statement of Activities report information on all funds of the
primary government except for fiduciary funds. Governmental activities, which normally are supported
by taxes and intergovernmental revenues, are reported separately from business-type activities, which
primarily rely on fees and charges for support. Fiduciary funds are also excluded from the
government-wide financial statements.
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The government-wide statements are prepared using the economic resources measurement focus and the
accrual basis of accounting. This is the same approach used in the preparation of the proprietary fund
financial statements but differs from the manner in which governmental fund financial statements are
prepared. Therefore, governmental fund financial statements include reconciliation's with brief
explanations to better identify the relationship between the government-wide statements and the
statements for governmental funds. The primary effect of internal activity has been eliminated from the
government-wide financial statements. The government-wide Statement of Activitics presents a
comparison between expenses and program revenues. Program revenues include charges paid by the
recipient of the goods or services offered by the program and grants received 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. the comparison of direct expenses with program revenues identifies the
extent to which governmental functions are self-financing or draw from the general revenues of the City.
Direct expenses are those that are clearly identiftable within a specific function or activity.

Fund Financial Statements

Fund financial statements report detailed information about the City. The focus of the governmental and
enterprise fund financial statements is on major funds, rather than reporting funds by type., Each major
fund is presented in a separate column,

C. Basis of Presentation-Fund Accounting

The accounts of the City of Morgantown are organized on the basis of funds, each of which is considered
a separate accounting entity. Each fund is accounted for by a separate set of self-balancing accounts that
comprise its assets, liabiliiies, net position, revenues, and expenditures/expenses. The individual funds
account for the governmental resources allocated to them for the purpose of carrying on specific
activities in accordance with laws, regulations, or other restrictions. the City has various types of funds as
defined below.

Governmental Funds
These are the funds through which most governmental functions typically are financed. the funds
included in this category are as follows:

General Fund-this fund is established to account for resources devoted fo financing the general services
that the City performs for its citizens. General tax revenues and other sources of revenue used to finance
the fundamental operations of the City are included in this fund, The fund is charged with all costs of
operating the government for which a separate fund has not been established. the General Fund is
considered a major fund.

Special Revenue Funds-These funds are established to account for the proceeds of specific revenue
sources other than special assessments, expendable trusts, or major capital projects that are legaily
restricted to expenditures for specified purposes. The City of Morgantown has only special revenue fund,
the Industrial Holding Fund. The Industrial Holding Fund reports revenues from property leases and
interest income from financing property sales. The Industrial Holding company holds title to various
properties and is responsible for mortgage debt on various properties.
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Governmental fund financial statements report using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized when they are both measurable
and available. Available means collectible within the current period or soon enough thereafter to pay
current liabilities. The City considers revenues to be available if they are collected within 30 days of the
end of the fiscal year. Expenditures are recorded when the related fund liability is incurred.

Major governmental revenue sources susceptible to accrual include: property taxes, franchise taxes
(fees), and intergovernmental revenues. In general, other revenues are recognized when cash is received.

Fund balances of governmental funds financial statements are classified as follows:

Nonspendable- Amounts that cannot be spent either because they are not in a spendable form or they are
legally or contractually required to be maintained in tact,

Restricied- Amounts that can be spent only for specific purposed city charter, city code, state or federal
laws, or extremely imposed conditions by grantors or creditors.

Committed- Amounts that can be used only for specific purposes determined by a formal action by city
council ordinance.

Assigned- Amounts that are designated by the mayor for a specific purpose but are not spendable until a
budget or ordinance is passed by city council.

Unassigned- All amounts not included in other spendable classifications.

Proprietary Funds

These funds account for operations that are organized to be self-supporting through user charges. The
funds included in this category are:

Enterprise Funds-These funds are established to account for operations that are financed and operated in
a manner similar to private business enterprises, where the intent is that costs of providing goods or
services to the general public on a continuing basis be financed or recovered primarily through user
charges. The City of Morgantown's enterprise fund is the Morgantown Utility Commission which
provides natural gas and water/sewer services to the residence of City of Morgantown.

Proprietary Fund Financial Statements uses the full accrual basis of accounting. Under this basis,
revenues are recorded when eamed and expenses are recorded when incwrred, even though actual
payment or receipt may not occur until after the period ends.

The accounts of the Morgantown Utility Commission are organized on the basis of a proprietary fund
type, specifically an enterprise fund. The activities of this fund are accounted for with a separate set of
self-balancing accounts that comprise the Commission's assets, liabilities, net position, revenues and
expenses. Enterprises Funds account for activities; (1) that are financed with debt that is secured solely
by a pledge of the net revenues from fees and charges of the activity, (II) that are required by laws or
regulations that the activity's costs of providing services, including capital costs (such as depreciation or
debt service), be recovered with fees and charges, rather than with taxes or similar revenues, or (IIT) that
the pricing policies of the activity establish fees and charges designed to recover its costs, including
capital costs (such as depreciation or debt service).
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Proprietary Fund Financial Statements include a statement of net position, a statement of activities and
changes in net position and a statement of cash flows, It requires the classification of net position into
three components: (I) invested in capital assets, net of related debt, (11} restricted, and (IIT) unrestricted.

These classifications are defined as follows:

* Invested in capital assets, net of related debt-This component of net position consists of capital
assets, net of accumulated depreciation and reduced by the outstanding balances of any bonds,
mortgages, notes or other borrowings that are attribuiable to the acquisition, construction or
improvement of those assets.

* Restricted-This component of net position consists of constraints imposed by creditors (such as
through debt covenants), grantors, contributors, or laws or regulations of other governments or
constraints imposed by law through constitutional provisions or enabling legislation.

* Unrestricted net position-this component of net position consists of net position that do meet the
definition of "restricted" or "invested in capital assets, net of related debt."

When both restricted and unrestricted resources are available for use, it is the City’s policy to use
restricted resources 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.

D. Cash and Investments
The City's cash consist of cash on hand and demand deposits and certificates of deposit. Cost
approximates fair value.

The City has not formally adopted a deposit and investment policy, however, the City 1s authorized by
statute to invest in: (1) obligations of the United States and of its agencies and instrumentalities; 2)
bonds or certificates of indebtedness of this state and of its agencies and instrumentalities; (3} shares of
any savings and loan association insured by an agency of the government of the United States up to the
amount so insured; and (4} interest-bearing deposits in national or state banks chartered in Kentucky and
insured by an agency of the government of the United States up to the amount so insured, and in larger
amounts providing such banks shall pledge as security obligations of the United States government, its
agencies and instrumentalities. Additional information concerning cash is presented in note 3.

E. Capital Assets and Depreciation
The City’s property, plant, equipment, and infrastructure with useful lives of more than one year are

stated at historical cost and comprehensively reported in the government-wide financial statements. The
City maintains infrastructure asset records consistent with all other capital assets. Donated assets are
stated at fair value on the date donated. The City generally capitalizes asscts with cost of $500 or more as
purchase and construction outlays occur. The costs of normal maintenance and repairs that do not add to
the asset value or materially extend useful lives are not capitalized.
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Capital assets, are depreciated using the straight-line method. When capital assets are disposed, the cost
and applicable accumulated depreciation will be removed from the respective accounts, and the resulting
gain or loss is recorded in operations. construction interest is capitalized, however there was none for the
current year. Estimated uscful lives, in years, for depreciable assets are as follows:

Buildings 40-50
Improvements, other than buildings 20-50
Utility Distribution System 20-50
Infrastructure 12-25
Equipment and Furnishings 5-10
Vehicles 2-25

For information describing capital assets, see Note 6.

F. Compensated Absences

The City permits employees to carry forward unused vacation time from one calendar year to the next not
to exceed forty (40) working days. Employees may accumulate sick leave throughout employment, Upon
termination of employment, employees are paid for accumulated vacation and one half of accumulated
sick leave computed at their hourly rate at the time of separation from service.

G. Long-Term Debt
In the government-wide financial statements, outstanding debt is reported as labilities. The governmental
fund financial statements recognize the proceeds of debt as other financing sources of the current period.

The City of Morgantown governmental activities long-term debt consist of a lease purchase obligation
for the renovation of the city pool and various notes payable. Additional information regarding long-term
debt is shown in Note 7.

H. Property Tax
Taxes are levied in September and are payable through December 31 of each year, becoming delinquent
as of January 31. The City bills and collects its own property taxes.

The 2016 tax rate is $.119 per $100 assessed valuation for real and personal property and $.279 per $100
assessed valuation for vehicles. The City is permitted by the State Constitution to Jevy taxes up to $.75
per $100 assessed valuation; however, according to statutes, the City may not increase the tax rate on real
property by more than four percent per year (exclusive of assessment growth) without obtaining consent
through referendum,

Motor vehicle taxes are due and collected in the birth month of the vehicle’s licensee. They are collected
by the County Clerk of Butler County and remitted to the City monthly.

1. Use of Estimates and Assumptions

In preparing financial statements that conform with generally accepted accounting principles,
management makes estimates and assumptions that affect the reported amounts of assets and liabilities,
disclosure of contingent assets and liabilities at the date of the financial statements and amounts of
revenues and expenses reflected during the reporting period. Accordingly, actual results could differ from
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Material estimates that are particularly susceptible to significant change relate to the determination of annual
depreciation and net fixed assets,

J. Pensions

Employer contributions to KRS are calculated based upon creditable compensation for active members reported by
employers. Employer contributions are accrued when eamned and the employer has made a formal commitment to
provide the contributions,

2. Budgetary Information

Budget Policy and Practice:

The Mayor submits an annual budget to the City Council in accordance with the City Charter and Kentucky Revised
Statutes. The budget is presented to the City Council for review, and public hearings are held to address priorities
and the allocation of resources. In June, the City Council adopis the annual fiscal year budgets for City operating
funds. Once approved, the City Council may amend the legally adopted budget when unexpected modifications are
required in estimated revenues and appropriations.

Basis of Budgeting:

The budget is prepared on a detailed line-item basis. Revenues are budgeted by source. Expenditures are budgeted
by department and class. The mayor is authorized to transfer budgeted amounts between departments; however, any
revisions that aiter total fund expenditures must be approved by the City Council. Total expenditures for a fund
legally may not exceed the total appropriations. The budget was amended only once during the year. The amendment
was August 13, 2017,

3. Cash and Cash Equivalenis and Custodial Credit Risk

Under Kentucky Revised Statute 66.480 the City is allowed to invest in obligations of the U.S. Treasury_and U.S
Agencies, obligations of the Commonwealth of Kentucky and its agencies, insured savings and loans, or interest
bearing deposits of insured national or state banks.

At June 30, 2017, the book balance of the City’s deposits were $2,373,332 and the bank balances were $2,411,202,

Custodial credit risk is the risk that in the event of a bank failure, the City’s deposits may tot be returned to it
Deposits are categorized to give an indication of the level of risk assumed by the city at fiscal year end. The
categories are described as follows:

Category 1- Insured

Category 2- Collateralized with securities held by the pledging financial institution’s trust department or agent in the
City's name,

Category 3- Collateralized with securities held by the pledged financial institution in the institution’s name.

Category 4-Uninsured

Deposits at June 30, 2017, categorized by level of risk are : Bank Book
i 2 3 4 Balance Value

Total deposit

General Government  $ 433,675 $ 726454 $ 0 $468,816  §51,628,945 $1,595,032
Special Revenues 250,000 0 0 188,559 438,559 438,559
Enterprise Funds 343.698 0 _0 0] 34369 339,741

$ 1.027.373 $726454 $ 0 $657.375 $2411.202 $2373.332

The city also had $220 of cash on hand at fiscal year end.
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4. Accounts Receivable
Enterprise funds’ accounts receivable change as follows:

Natural Total Enterprise
Water/Sewer Gas Funds
Accounts Receivable, Beginning $ 68,079 $32,386 $ 100475
Change in Accounts Receivable 5286 390 4.896
Accounts Receivable, Ending $ 13,365 $31.996 $ 105361

Management has determined that all receivables carried on the balance sheet at June 30, 2017, are collectible.

5. Note Receivable

City of Morgantown agreed to loan Pride Plastics of Morgantown funds not to exceed $150,000 for expansion of
their Morgantown operations. These funds are to be repaid over a ten year period at 1,75% interest, consisting of 120
monthly payments. Repayment commenced when the final loan balance was determined. The total amount loaned to
the company was $105,000. The balance of the loan as of June 30, 2017 equalled $102,959. There were no

repayments received in the current year or the preceding four years.

6. Capital Assets

The following is a summary of changes in capital assets for the fiscal year ended June 30, 2017:

Governmental Activities

General Fund Balance Balance
07-01-16 Acquisitions Dispositions 06-30-17
Capital Assets Not Being Depreciated:
Land $ 350,638 $_ 20.000 $ 0 § 570.638
Total Capital Assets
Not Being Depreciated ¥ 550,638 $_ 20,000 $ 0 § 570,638
Other Capital Assets;
Buildings & Improvement 2,667,231 0 0 2,667,231
Infrastructure 1,672,093 24,130 0 1,696,223
Vehicles 771,088 ¢ 0 771,088
Fumniture, Machinery & Equipment 635,091 41,334 0 676.425
Total Other Capital Assets 2,745,503 65.464 0 5.810.967
Less Accumulated Depreciation for:
Buildings & Improvements 780,271 39,377 0 819,648
Infrastructure 976,298 36,294 0 1,012,592
Vehicles 488,632 56,311 0 544,943
Furniture, Machinery and Equipment 363.457 30.296 0 393,753
Total Accumulated Depreciation 2,608,658 162,278 0 2.770.936
Other Capital Assets, Net 3.136.845 (96.814) 0 3.040.031
TOTALS $ 3.687.483 $ (76.814) $ 0 $3.610.669
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Governmental Activities

Special Revenue Fund Balance Balance
07-01-16 Acquisitions  Dispositions 6-30-17
Land $2.494.776 $ 0 $ _67486  $2.427.290
Other Capital Assets:
Buildings 337,614 0 0 337,614
Total Other Capital Assets 337614 0 0 337614
Less Accumulated Depreciation for:
Buildings 210,704 8.440 0 219,144
Total Accumulated Depreciation 210,704 8.440 0 219.144
Total Other Capital Assets, Net 126,910 8,440 0 118,470
Totals 2,621,686 (8.440) (67,486) 2,545,760
Total Governmental Activities $ 6,309,169 $(85.254) $ (67.486) §6.156.429
Business-Type Aciivities
Water and Gas Svstem
Balance Balance
07-01-16  Acquisitions  Dispositions 06-30-17
Capital Assets Not Being Depreciated:
Land $§ 161.084 $ 0 $ 0 $ 161,084
Total Capital Assets
Not Being Depreciated $ 161,084 $ 0 8 0 $ 161.084
Other Capital Assets;
Buildings, Tanks, &
Improvements 2,450,675 0 0 2,450,675
Distribution System 5,315,348 27,327 0 5,342,675
Furniture, Machinery & Equipment 577,964 0 0 577,964
Total Other Capital Assets 8.343.987 27,327 0 8371314
Less Accumulated Depreciation for:
Buildings, Tanks &
Improvements 1,587,583 55,673 0 1,643,256
Distribution System 3,350,943 100,293 0 3,451,236
TFurniture, Machinery and Equipment _ 477,423 26,926 0 504.349
Total Accumulated Depreciation 5,415,949 182,892 0 5,598,841
Other Capital Assets, Net 2.928.038 (155,565) 0 2.772.473
TOTALS $3.089.122 $ _{155.565) 3 0 $2933,557
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7. Long-Term Debt
The City's long term debt consist of bonds payable and notes payable.

Governmental Activities

General Fund Balance Additional Principal Balance Current
A. Bonds Payable: 07-01-16 Borrowing Payments 06-30-17 Portion
1996 Park Bond Issue $ 25,000 $ 0 $ _25.000 $ 0 $ ]
$ 25.000 $__0 $ _25.000 3 0 $ (4]
B. Notes Payable:

(a) Magnolia Bank 8,386 0 8,386 0 0
(b) Magnolia Bank 12,578 0 8,307 4,271 4,271
{c} Magnolia Bank 25043 0 16,532 8,511 8511
46,007 0 33,225 12,782 12,782
TOTAL $ 71007 $ 0 $ 58,225 $ 12782 $12.782

Governmental Activities
Special Revenue Fund

{Industrial Holding Corporation) Balance Additional Principal Balance Current
C. Notes Payable 07-01-16 Borrowings  Payments  06-30-17 Porttion
(a) Morgantown Bank and Trust $ 110,386 $ 0 $16,379 $94,007 $17,324
{b) Morgantown Bank and Trust 869,577 0 81,865 787,712 86,234
{c) Morgantown Bank and Trust 35,072 0 3,087 31,985 3,253
(d) Seller Financial Mortgage 102,908 0 16,712 86,196 17,568
(&) Seller Financial Mortgage 34,303 4] 5,571 28,732 5,856
(H TVA 418,729 0 76.053 342,676 78.370
TOTAL $1,570,975 $ Q $199.667 $1.371,308 $208.605

Business-Type Activities

Water and Gas System Balance Additional Principal Balance Current
D. Lease Purchase Obligation: 07-0g1-16 Borrowings Payments  06-30-17 Portion
(a} John Deere Financial: 7,347 0 7,347 0 0
(b) Ford Financing: 9,197 0 4,129 5,068 5.068
Total $ 16544 $ ___ 0 S 11476 $ 5068 $ 5068
Balance Additional Principal Balance Current
07-01-16 Borrowing Payments  06-30-17 Portion
E. Note Payable
Morgantown Bank and Trust §_149.494 $ 0 $ 95064 $54430 $ 10192
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7. Long-Term Debt-Continued

A. Bonds Payable
On August 1, 1996, the city entered into a contract, lease and option with the Morgantown Recreational

Facilities Corporation for the lease of renovations to the pool and other related recreational facilities (the
“Project”).

I order to [acilitaie the above mentioned renovations, the Morgantown Recreational Facilities
Corporation issued its first Mortgage Revenue Bonds Series of 1996 dated August I, 1996 in the
principal amount of $295,000. The final payment of $25,000 was made during this fiscal year. The
balance as of June 30, 2017 was $0.

(B) Notes Pavable-Governmental Activities-General Fund

(a) On October 15, 2013 the city entered into a lease purchase agreement with Magnolia Bank to
purchase two police cars. The lease bears interest at an effective interest rate of about 3.75% with semi
annual payments of $8,533.51 required for three years.

(b) On October 23, 2014 the city entered into a lease purchase agreement with Magnolia Bank to
purchase a vehicle for the street department. The lease bears interest at an effective interest rate of about
3.5% with semi annual payments of $4338.16 required for three years.

(¢) On January 28, 2015 the city entered into a lease purchase agreement with Magnolia Bank to
purchase two police cars. The lease bears interest at an effective interest rate of about 3.5% with semi
annual payments of $8,650.04 required for three years.

Recreational Principal Payments $ 25,000
Street Department Principal Payments 8,307
Police Department Principal Payments 24,918

TOTAL $ 58225

C. Notes Payable-Special Revenue Fund

(a) In May 2002, a $260,000 loan was secured at Morgantown Bank and Trust bearing interest at 5% and
maturing in May, 2022 with monthly payments of $1,802.11. There was $94,007 owed on this note at
June 30, 2017. This note is secured by a mortgage on the land.

(b) In December, 2010 there was a $1,300,000 loan secured at Morgantown Bank and Trust bearing
interest at 41/2% and maturing in December 2024 with monthly payments of $9,988.22. This note is
secured by a mortgage on land owed by Morgantown Industrial Helding Corporation. The balance owed
on the note as of June 30, 2017 was $787,712.

(¢) In October, 2010 a $50,140 loan was secured with Morgantown Bank & Trust bearing interest at
41/2% and maturing in October, 2025 with monthly payments of $385.26. There was $31,985 owed on
this note at June 30, 2017, This note was used to purchase 5 acres of land and is secured by a mortgage
on the land.
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(d-e) In December, 2011 the IHC jointly with Butler County Fiscal Court (1/2 ownership) purchased 21
acres of land. The total purchase price of $500,000 was paid by a $50,000 down payment and $450,000
was financed by two sellers with 1/2 being owed by IHC. this note is secured by a mortgage on the land.
This $225,000 of notes payable bears interest at 5% and matures in December, 2021 with monthly
payments of $2,386.48. There was $114,924 ($86,196 and $28,732) owed on this note at June 30, 2017.

() In June 2011 a $750,000 of credit secured with Morgantown Bank and Trust was transferred to TVA.
The loan bears an interest rate of 3% and requires monthly payments of §7,298.08. The loan's secured by
a real estate mortgage. The balance as of June 30, 2017 was $342,676.

D. Lease Purchase Obligations-Water and Gas System

(a) Lease purchase obligation through John Deere Fund entered into on July 31, 2014 to purchase a 2014
mini excavator for $28,832. $7,645 is due annually. The annual interest rate is 4%.

{b) Lease purchase obligation through Ford Financing entered into“on August 12, 2014 to purchase a
2014 Ford F 150 for $26,214 and $10,000 was paid at signing.

E. Note Payable

The Utility Commission purchased a office building for $300,000. The Commission initially paid
$150,506 towards the purchase and borrowed $149,494 from Morgantown Bank and Trust to finance the
balance of the purchase price. the mortgage requires 179 months payment of $1071.91. The rate of
interest is 3.50%.

(a). Bond and Note Maturities is as follows:

N/P MB&T
and Magnolia
Principal Interest Total
8.385 148 8.533

$ 8.385 $_148 $_8533

(b). Future annual debt service for the equipment lease purchases of the general fund is as follows:

Fiscal Year Principal Interest Total
June 30, 2018 12,782 206 12.988

$ 12,782 $._206 $12.988
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C. Future anmual debt service requirements for the Special Revenue Fund (Industrial Holding

Corporation) is as follows:

Fiscal Year Pringipal Interest Total

June 30, 2018 208,605 53,717 262,322
June 30, 2019 217,183 45,139 262,322
June 30, 2020 226,131 36,191 262,322
June 30, 2021 235,463 26,859 262,332
June 30, 2022 483,926 38.413 522339
Total $1.371,.308 $200.319 $1.571.627

D. Future annual debt service requirements for the Business- Type Activities (Water and Gas System) for

the lease purchase obligations are as follows:

Principal Interest Total
June 30, 2018 5,068 168 5,236
$ 5068 $__168 § 5236

E. Future annual debt service requirements for the Business- Type Activities (Water and Gas System) for

the note payable are as follows:

Principal  Interest Total
June 30, 2018 10,192 2,671 12,863
June 30, 2019 11,531 1,332 12,863
June 30, 2020 11,942 921 12,863
June 30, 2021 12,366 497 12,863
June 30, 2022 8,399 88 8,487

554,430 $5509 $59.939

8. Depreciation Expense

Depreciation expense was charged to governmental activities as follows:

General

Police

Fire

Streets & Infrastructure
Parks & Recreation
Cemetery

Total General Fund Depreciation Expense

Industrial Holding Corporation
Total Depreciation Expense
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19,989
37,111
27,594
56,197
21,322
65
162,278
8.440

$ 170718
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9. Interest Expense
Interest expense was charged as a direct expense to governmental activities as follows:

Recreation Department $ 829
Street Department 311
Police Department _915
Total General Fund Interest Expense 2,055
Industrial Holding Corporation 62,678
Total Interest Expense $ 64,733

10. Transfers
The City transferred $200,000 to the Morgantown Industrial Holding Corporation this year.

11. Retirement Plan

Pension Plan

City of Morgantown is a participating employer of the County Employees' Retirement System (CERS).
Under the provisions of Kentucky Revised Statute 61.645, the Board of Trustees of Kentucky Retirement
Systems administers the CERS. The plan issues publicly available financial statements which may be
downloaded from the Kentucky Retirement Systems website.

Plan Description- CERS is a cost-sharing multiple-employer defined benefit pension plan that covers
substantially all regular full-time members employed in positions of each participating county, city, and
school board, and any additional eligible local agencies electing to participate in the System. The plan
provides for retirement, disability, and death benefits to plan members. Retirement benefits may be
extended to beneficiaries of plan members under certain circumstances. Cost-of-living (COLA)
adjustments are provided at the discretion of state legislature.

Contributions- For the year ended June 30, 2017, plan members were required to contribute 5.00% of
wages for non-hazardous job classifications and 8.00% of wages for hazardous job classifications.
Employees hired after September 1, 2008 are required to contribute an additional 1% to cover the cost of
medical insurance that is provided through CERS. Participating employers were required to contribute at
an actuarially determined rate. Per Kentucky Revised Statute Section 78.545 (33), normal contribution
and past service contribution rates shall be determined by the Board on the basis of an annual valuation
last proceeding the July 1 of a new biennium, The Board may amend contribution rates as of the first day

of July of the second yearofa biennium, if it is determined on the basis of a subsequent actuarial

valuation that amended contributions rates are necessary to safisfy requirements determined in
accordance with actuarial basis adopted by the Board, For the year ended June 30, 2017, the City
contributed 18.68% and 31.06% of each employee's nonhazardous or hazardous wages which equal to the
actuarially determined rates set by the Board. Administrative costs of the Kentucky Retirement System
are financed through employer contributions and investment earnings.
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Plan members who began participating on, or after, January 1, 2014, were required to contribute to the
Cash Balance Plan. The Cash Balance Plan is known as a hybrid plan because it has characteristics of
both a defined benefit plan and a defined contribution plan. Members in the plan contribute a set
percentage of their salary each month to their own account. Plan members contribute 5.00% or 8.00% of
wages to their own account and 1% to the health insurance fund. the employer contribution rate is set
annually by the Board based on an actuarial valuation. the employer contributes a set percentage of each
member's salary. Each month, when employer contributions are percentage of each member's salary.
Each month, when employer contributions are received, an employer pay credit is deposited to the
member's account. For nonhazardous members, their account is credited with a 4% employer pay credit.
The employer pay credit represents a portion of the employer contribution.

The City contributed $233,558 for the year ended June 30, 2017, or 100% of the required contribution.
The confribution was allocated $172,362 to the CERS pension fund and $61,196 to the CERS insurance
fund.

Pension Liabilities, Expense, Deferred Quiflows of Resources and Deferred Inflows of Resources- At
June 30, 2017, the City reported a liability of $1,993,862 or its proportionate share of the net pension
Hability. The net pension liability was measured as of June 30, 2016, and the total pension liability used
to calculate the net pension liability was determined by an actuarial valuafion as of that date. The City's
proportion of the net pension Hability was based on a projection of the City's long-term share of
confributions to the pension plan relative to the projected contributions of all participating entities,
actuarially determined. At June 30, 2016 the City's proportion was .0305390% nonhazardous and
.0286850% hazardous, while at June 30, 2015, the City's proportion was .030646% nonhazardous and
0319953% hazardous.

For the year ended June 30, 2017, the City recognized pension expense of $265,025. The City reported
deferred outflows of resources and deferred inflows of resources related to pensions from the following
sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Difference between expected and actual results § 17,233 h 0
Changes of assumptions 122,098 0
Difference between projected and actual earnings
on plan investments 144,442 0
Changes in proportion and differences between
City contributions and proportionate share of
contributions 28,098 2,858
Company contributions subsequent to the measurement
date 172,362 0
Total $ 484,233 $_2.858
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NOTES TO FINANCIAL STATEMENTS - CONTINUED

The $172,362 of deferred outflows of resources resulting from the city's contributions subsequent to the
measurement date will be recognized as a reduction of the net pension liability in the fiscal year ending
June 30, 2018. Other Amounts reported as deferred outflows of resources and deferred inflows of
resources will be recognized in pension expenses as foliows:

Year ending June 30,
2017 $(107,458)
2018 (77,733)
2019 (82,295)
2020 (41,527)

" Actuarial Assumptions- The total pension liability in the June 30, 2013 actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the
measurement:

Inflation 3.25%
Salary increases 4.00%, average, including inflation
Investment Rate of return 7.50%, net of plan investment expense, including inflation

The mortality table used for active members is RP-2000 Combined Mortality Table projected with Scale
BB to 2013 (multiplied by 50% for males and 30% for females). For healthy retired members and
beneficiaries, the mortality table used is the RP-2000 Combined Mortality Table projected with Scale BB
to 2013 (set back | year for females). for disabled members, the RP-2000 Combined Disabled Mortality
Table projected with Scale BB to 2013 (set back 4 years for males) is used for the period after disability
retirement. there is some margin in the current mortality tables for possible future improvement in
mortality rates and that margin will be reviewed again when the next experience investigation is
conducted.

The actuarial assumptions used in the June 30, 2015 valuation were based on the results of an actuarial
experience study for the period July 1, 2008 through June 30, 2013.

The long-term expected return on plan assets is reviewed as part of the regular experience studies
prepared every five years. Several factors are considered in evaluating the long-term rate of return
assumptions including long-term historical data, estimates inherent in current market daia, and a
log-normal distribution analysis in which best-estimate ranges of expected future real rates of return
{expected return, net of investment expense and inflation) were developed by the investment consultant
for each major asset class. These ranges were combined to produce the long-term expected rate of return
by weighting the expected future real rates of return by the target asset allocation percentage and then
adding expected inflation. The capital market assmnption developed by the investmeni consultant are
intended for use over a 10-year horizon and may not be useful in setting the long-term rate of return for
funding pension plans which covers a longer time frame. The assumption is intended to be a long-term
assumption and is not expected to change absent a significant change in the asset allocation, a change in
the inflation assumption, or a fundamental change in the market that alters expected returns in future
years. :
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NOTES TO FINANCIAL STATEMENTS - CONTINUED

The target allocation and best estimates of arithmetic nominal rates of return for each major asset class
are summarized in the following table:

Long-term
Expected
Target Real Rate
Asset Class Allocation of Return
Combined Equity 44% 5.40%
Combined Fixed Income 19% 1.50%
Real Return (Diversified
Inflation Strategies) 16% 3.50%
Real Estate 5% 4.50%
Absolute Return
(Diversified Hedge Funds) 10% - 4.25%
Private Equity 10% 8.50%
Cash Equivalent 2% -0.25%
Total 100%

Discount Rate- The discount rate used to measure the total pension liability was 7.50 percent at June 30,
2015. The projection of cash flows used to determine the discount rate assumed that local employers
would contribute the actuarially determined contribution rate of projected compensation over the
remaining 28 year amortization period of the unfunded actuarial accrued liability, The discount rate does
not use a municipal bond rate.

Sensitivity of the Company's Proportionate Share of the Net Pension Liability to Changes in the Discount
Rate- the following presents the City's proportionate share of the net pension liability calculated using the
discount rate of 7.50 percent, as well as what the City's proportionate share of the net pension Hability
- would be if it were calculated using a discount rate that is 1-percentage-point lower (6.50 percent) or
I-percentage-point higher (8.50 percent) than the current rate:

City's Proportionate
Share of Net
Pension
Discount Rate Liability
1% decrease 6.50% $ 2,486,844
Current discount rate 7.50% $ 1,995,862
1% increase 8.50% $ 1,574,715

Payable to the Pension Plan- At Iune 30, 2017, the City reported a payable of $28,897 for the
outstanding amount of contributions to the pension plan required for the year ended June 30, 2017. The
payable includes both the pension and insurance contribution allocation.

13. Risk Management-Insurance
Significant losses are covered by commercial insurance. There have been no significant reductions in

insurance coverage. There have been claims against coverage for the current year.

14, Subsequent Events
Management has evaluated subsequent events through December 13, 2017, the date the financial

statements were available to be issued.
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CITY OF MORGANTOWN, KENTUCKY
SCHEDULES OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - BUDGET TO ACTUAL GENERAL FUND

YEAR ENDED JUNE 30, 2017

Original Final Actual Variance
Budgeted Budgeted Amounts With
Amounts Amounts Budgetary Basis _ Final Budget
REVENUES
Property Taxes $ 120,000 $ 120,000 $ 185,567 $ 65,567
Licenses and Permits 31,000 31,000 55,714 24,714
Intergovernmental Revenue 108,000 108,000 82,234 (25,766)
Other Income 37,900 37,900 52,230 14,330
Insurance Fees 200,000 200,000 314,927 114,927
Qccupational Fees 1,300,000 1,300,000 1,676,784 376,784
Grants Resfricted 8,500 8,500 0 (8,500)
Interest 950 950 1,264 314
Rent 2,600 2,000 2,469 469
Brug Seizure 0 0 1,421 1,421
Charges for Services 20,000 29,000 37.915 17.915
TOTAL REVENUES 1.828.350 1,828,350 2.410,525 582.175
EXPENDITURES
Administrative 609,000 609,000 562,864 46,136
Public Safety
Police 447,900 487,900 500,731 (12,831)
Fire 110,150 110,150 9,425 100,725
Streets 421,600 421,600 442,743 (21,143)
Recreation 154,300 164,300 165,091 (791)
Cemetery 14,500 14,500 9,836 4,604
Industrial Development 30,000 30,000 26,318 3,682
TOTAL EXPENDITURES 1,787,450 1.837.450 1.717.008 120.442
Excess of Revenues Over (Under)
Expendituress 40,900 (9.100) 693.517 702,617
Other Financing Sources (Uses)
Transfers in (Ouf) to IHC-CDBG Grant 0 0 ¢ 0
Transfers (Out) to IHC-Bond Payment 0 0 0 0
Transfers (Ouf) to Cem Perp {200.000) {200,000) (200.000) 0
(200.000) {200.000) (200,000} 0
Excess of Revenues and Other Sources
Over (Under)} Expeditures and
Other Uses (159,100} (209,100) 493,517 702,617
Fund Balance, Beginning 924,000 924,000 1.015.347 91,347
Fund Balance, Ending $ _764.900 $ ,.714.900 $ 1508864 - § _793.964

Budget Policy and Practice:

The Mayor submits an annual budget to the City Council in accordance with the City Charter and Kentucky Revised Statutes. The budget is
presented to the City Council for review, and public hearings are held to address priorities and the allocation of resonrces. In June, the City
Council adopts the annual fiscal year budgets for City operating funds. Once approved, the City Council may amend the legally adopted budget
when unexpected modifications are required in estimated revenues and appropriations.

Basis of Budgeting:

The budget is prepared on a detailed line-item basis. Revenues are budgeted by source, Expenditures are budgeted by departiment and class. The

mayor is autherized to transfer budgeted amounts between departments; howaver, any revisions that alter total fund expenditures must be
approved by the City Council. The budget was amended on August 13, 2017,
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CITY OF MORGANTOWN, KENTUCKY

SCHEDULES OF REVENUES, EXPENDITURES AN} CHANGES
INFUND BALANCES - BUDGET TO ACTUAL GENERAL FUND-Continued

YEAR ENDED JUNE 30, 2017

Explanation of differences between budgetary revenues and expenditures
and GAAP revenues and expenditures,

Revenues: :

Actual amounts (budgetary basis) “Total Revenues”
From the budgetary comparison schedule.
Adjustments:

None

Total revenues as reported on the statement of revenues,
expenditures, and changes in fund balance-governmental funds

Expenditures:

Actual Amounts (budgetary basis) “ Total Expenditures” from

the budgetary comparison schedule.

Adjustments:
The City budgets their expenditures on a cash basis, rather than on the modified
accrual basis. On the budgetary basis expenditures are recognized when paid
for and on the GAAP basis they are recognized when incurred.

This is the change in prepaid insurance.

This is the change in accounts payable associated with expenditures

This is the change in payroll taxes payable.

This is the change in accrued wages payable

This is the change in accrued compensated absences

Total Expenditures as reported on the statement of revenues,
Expenditures, and changes in fund balance-governmental funds

See auditor’s report.
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$ 2,410,525

$ 2410525

$ 1,717,008

208
(11,715)
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CITY OF MORGANTOWN
SCHEDULE OF THE CITY'S PROPORTIONATE SHARE OF THE NET PENSION LIABILITY
COUNTY EMPLOYEES' RETIREMENT SYSTEM

JUNE 30, 2017
Business-Type
Governmental Activities Activities Total
Hazardous Non-Hazardous Non-Hazardous Non-Hazardous
Citys proportion of the net pension
liability 0286850 015711 .014828 0305390
Citys Proportionate share of the net
pension liability $492,221 $ 773,576 $ 730,070 $ 1,503,646
Citys covered-employee payroll $ 242,247 $218,793 $581,670 § 800,463
Citys proportionate share of the net
pension liability as a percentage
of its covered-employee payroll 203.19% 353.57% 148.40% 187.05%
Plan fiduciary net position as a
percentage of the total pension
liability 53.95% 55.50% 55.50% 55.50%

Notes: ‘
Schedule is intended to show information for the last ten fiscal years, Additional years will be displayed as they
become available,

The amounts presented for cach fiscal year were determined (measured) as of the fiscal year presented,

See accompanying notes to financial statements.
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CITY OF MORGANTOWN
SCHEDULE OF THE CITY'S CONTRIBUTIONS COUNTY
EMPLOYEES' RETIREMENT SYSTEM FOR THE

YEAR ENDED JUNE 30, 2017
Governmental Business-Type Total
Activities Activiiies

Contractually required contribution (includes $61,196 for Health $ 124,902 $108,656 $233,558

Insurance Fund)
Contribution in relation to the

contractually required contribution £124.902) (108.656) 233,558
Contribution deficiency (excess) $ 0 3 0 % 0
City's covered-employee payroll $ 461,040 581,670 1,042,710
Contributions as a percentage of

covered-employee payroll $ 27.09% 18.68% 22.40%

Notes:
Schedule is intended to show information for the last ten fiscal years. Additional years will be displayed as they
become available.

Contractually required employer contributions exclude the portion of contribution paid to the CERS, but allocated to
the insurance fuad of the CERS, The above contributions only include those contributions allocated directly to the
CERS pension fand.

The amounts presented for each fiscal year were determined (measured) as of the reporting year-end of the city.

See accompanying notes to financial statements,
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CITY OF MORGANTOWN
SCHEDULE OF CHANGES IN BENEFITS AND ASSUMPTIONS
FOR THE YEAR ENDED JUNE 30, 2017
County Employee Retirement System

Changes of benefit terms-None,

Changes in assumptions-None
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROI. OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable Mayor and the City Council
City of Morgantown, Kentucky

We have audited in accordance with the 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, the financial statements of the governmental activities, the business-type activities, and each major fund of City of
Morgantown, Kentucky as of and for the year ended June 30, 2017, and the related notes to the financial statements, and have
issued our report thereon dated December 13, 2017. Whlch included an explanatory paragraph regarding the omission of
Management Discussion and Analysis.

Internal Control Over Financial Reperting

In planning and performing our audit of the financial statements, we considered City of Morgantown, Kentucky's internal control
over financial reporting (internal control) io determine the audit procedures that are appropriate in the circumstances for the
purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the City of Morgantown Kentucky's internal control. Accordingly, we do not express an opinion on the
effectiveness of the City of Morgantown, Kentucky’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, to prevent, or detect and correct misstatements on a timely basis, A
material weakness is a deficiency, or a combination of deficiencies, in intemal control such that there is a reasonable possibility
that a material misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.
A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was not
designed to identify all deficiencies in intemal control that might be material weaknesses or significant deficiencies. Given these
limitations, during our audit we did not identify any deficiencies in internal control that we consider to be material weaknesses,
However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether City of Morgantown, Kentucky ‘s financial statements are free from
material misstatement, we performed tests of its compliance with ceriain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing .

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the results of that
testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on compliance. This report is an
integral part of an audit performed in accordance with Government Auditing Standards in considering the entity’s intemnal
contro! and compliance. Accordingly, this communication is not suitable for any other purpose.

Gilbert & Gilbert, PSC
s'tlﬁed Public Accountant
. 1 A
Glasgow Keng;é/ the C'Fr 3
December 13,2017
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