CITY OF LUDLOW, KENTUCKY

FINANCIAL STATEMENTS

For the Year Ended June 30, 2011



CITY OF LUDLOW, KENTUCKY
FINANCIAL STATEMENTS
For the Year Ended June 30, 2011

TABLE OF CONTENTS
_Page
INTRODUCTORY SECTION
CRY OFfICIAIS. ..o sieicmsimnssseeresianssenmerseasss sraamanenssees s amssganasssansesesiansnensssnesiarsonessinnsansssiinsnsas 1
FINANCIAL SECTION

Independent AULItOr'S REPOTM........c.ccevevveerirsrersnsressrsssasasssessrssssrssssssraeresrsssasssrasssnsssannsnarsesesss 2o
Management's Discussion and ANGIYSIS........ocvrimermerim e cessssriseessssessrssssesenaes  G=1

Basic Financial Statements
Government Wide Financial Statements

CURIONDRNT OF MAUAGEBEIR. ... s st s i e T s 8
Statement of ACHVILIES...........ccooociiriiriiicccsisicee s secsrsesesasesrrssersssssnssnssesssrssnnsnsessrssasssse a9
Fund Financial Statements
Balance Sheet - Governmental Funds... Ho TNy AR O i it SR |
Statement of Revenues, Expenditures and Changes in Fund
Balances - Govarnmental FUNGS........c.ciiiimiiiiiismismmeisirisissssisssssssiassanssassiosssas 1

Reconciliation of the Statement of Revenues, Expenditures, and Changes in
Fund Balances of Governmental Funds to the Statement of Activities..................... 12

Notes (o Fnancial S lal et it 1324

REQUIRED SUPPLEMENTARY INFORMATION
Budgetary Comparison Schadule - Budget to Actual - General Fund, Fire/fEMS
Fund, and Municipal ROad Al FUNG......ecveurrsovensarsarserssmnsrrssassessssassensnsnssnssossnnnsonsore 00

Combining Statement of Revenues, Expenditures and Changes
in Fund Balances - All Special Revenue Funds... N . -

Report on Internal Control over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements
Performad in Accordance with Government Auditing Standards............cc.cvevuivivinnienns 27-29



CITY OF LUDLOW, KENTUCKY
CITY OFFICIALS

For the Year Ended June 30, 2011

Council Members

Kenneth Wynn, Mayor

Denny Allen Tom Amann
Josh Boone C.J. Kleier
Charles Manning Joyce McMullin
City Management

Brian Houillion, City Administrator
Laurie Sparks, City Clerk
Alice Margolen, Treasurer

Jeff Otis, Attorney



Chariex A. Van Gorder, CPA

Van Gorder, Walker & Co., Inc. PO X SRRt &3y N

Laort A, (hwen, CPA

Certified Public Accountants Jabwi B Chamberlin, CPA. MEA
Membors of ADUPEN & KvDPa

Licgmaind i Kewlncky & Ukis

Independent Auditor’s Report

To the Honorable Mayor and
Members of the Council
City of Ludlow, Kentucky

We have audited the accompanying financial statements of the governmental
activities, each major fund, and the aggregate remaining fund information of the
City of Ludliow, Kentucky (City), as of and for the year ended June 30, 2011,
which collectively comprises the City's basic financial statements as listed in the
table of contents. These financial statements are the responsibility of the City's
management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial
statement presentation, We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the respeclive financial position of the governmental activities,
each major fund, and the aggregate remaining fund information of the City of
Ludlow, Kentucky as of June 30, 2011, and the respective changes in financial
position, thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our
report dated February 8, 2012 on our consideration of the City of Ludiow,
Kentucky's internal control over financial reporting and our tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the resuilts of that
testing and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed
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Van Gorder, Walker & Co.. Inc.
Cerlifisd Public Accountants

in accordance with Government Auditing Standards and should be considered in
conjunction with this report in considering the results of our audit.

The management's discussion and analysis on pages 4 through 7, the budgetary
comparison information on page 25, and the combining statement on page 26
are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement
and presentation of the supplementary information. However, we did not audit
the information and express no opinion on it.

VWM U)o Co o T

Van Gorder, Walker & Co., Inc.
Erlanger, Kentucky
February 8, 2012



MANAGEMENT'S DISCUSSION AND ANALYSIS

Management's Discussion and Analysis (MD&A) is required supplementary information
per the Government Accounting Standards Board (GASB) that provides management
with the opportunity to provide both short and lang term analysis of the City of Ludiow,
Kentucky's financial activities. The MD&A should be read in conjunction with the City's
basic financial statements.

The annual report consists of a series of financial statements. The Statement of Net
Assets and the Statement of Activities provide information about the activities of the City
and present a long-term view of the City's finances, The City’s fund financial statements
provide more detail on the operations of the City than the government wide statements.

Reporting the City as a Whole

Financial Highlights

« The ending cash balance for the City was $174,963, an increase of 1685% from
2010.

= Total expenditures increased by 3% due to Increased administrative and capital
cutlay costs.

« The City continues to utilize federal stimulus funds to renovate blighted
properties for resale under the Neighborhood Stabilization Program.

» The City has begun maintaining a fund for its Community Development Block
Grant, which will serve to provide funding assistance to potential businesses
within the City.

« The City continues to acquire new vehicles and equipment to provide the best
public safety services to its citizens.

Overview of Financilal Statements

This discussion and analysis Is intended to serve as an introduction to the City's basic
financial statements. The City's basic financial statements comprise the following three
components: government-wide financial statements, fund financial statements, and
notes o the financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves.

Government — Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad
overview of the City's finances, in @ manner similar to private-sector business.

The statement of net assets presents information on all of the City's assets and
liabllities, with the difference between the two reported as net assets. Over time,
increases or decreases in net assets may serve as a useful indicator of whether the
financial position of the City is improving or deteriorating,



The statement of activities presents information on how much the City's net assels
changed during the most recent fiscal year. All changes in net assets are reported as
soon as the underlying event giving rise to the change occurs, regardless of the timing of
related cash flows. Thus, revenues and expenses are reported in this statement for
some items that will only result in cash flows in future fiscal periods.

The government-wide financial statements outline functions of the City that are
principally supported by property taxes and Intergovernmental revenues (governmental
activities). The governmental activities of the City include Administration, Public Safety,
Public Works, Parks and Recreation, and Fire and EMS. Capital assels are also
supported by taxes and intergovernmental revenues. Municipal Aid is supported by
designated support coming from the state.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources
that have been segregated for specific activities or objectives, The fund financial
statements provide detailed information about the most significant funds — not the City
as a whole. The City Council establishes funds to help control and manage money for
particular purposes or to show that it is meeting legal responsibilities for using certain
taxes, grants, and other money. The City has two main set of funds — the governmental
fund, which consists of the General Fund, and Special Revenue Funds for the
Community Development Block Grant, Municipal Aid, Rehab, Fire and EMS, and the
Neighborhood Stabillization Program.

The City's basic services are reported in the governmental funds, which focus on how
money flows into and out of those funds and the balances left al year-end that are
available for spending. These funds are reported using an accounting method called
modified accrual accounting, which measures cash and all other financial assets that
can readily be converted to cash. The modified accrual basis allows certain revenues to
be recognized before actually received. The governmental fund statements provide a
detailed short-term view of the City's general government operations and the basic
services it provides, Governmenta! fund information helps you determine whether there
are more or fewer financial resources that can be spent in the near future to finance the
City's programs. We describe the relationship (or differences) between governmental
activities (reported in the statement of net assets and the statement of activities) and
governmental funds in a reconciliation of the fund financial statements.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the
data provided in the government-wide and fund financial statements.

Government-Wide Financial Analysis

Net assets may serve over time as a useful indicator of a government's financial
position. In the case of the City, assets exceeded liabilities by $2,951,303 at June 30,
2011.



A comparison of nel assets in the pas! two fiscal years follows:

2011 2010
Current assets $ 356,246 $ 244879
Capital assets net 3,487 206 3,156,707
Total assets 3,843,452 3,401,586
Total liabilities 892,148 979,343
Total net assets $ 2,951,303 $ 2422243

The largest portion of the City's net assets reflects its investment in capital assets net of
related debt. These capital assets are used to provide services and city infrastructure,
and consequently, are not available for future spending.

The City's financial position is the product of several financial transactions Including the
net results of activities, the acquisition and disposal of capital assets, and the

depreciation of capital assets.
Governmental Activities

The following represents a summary of the City's revenue and expense for the fiscal

year ended June 30, 2011 and 2010.

Revenues
Charges for services
Operating grants and contributions
Capital grants and contributions
General Revenues
Taxes
License and permit fees
Coda Enforcement Board
Miscellaneous
Police reports/citations
Procesds from disposal of property
Unrestricted investment eamnings
Total revenues:

Expenses
Fire and EMS expenses
Municipal aid expenses
Maszin Street/Renaissance
Neighborhood Stabilization Program
Park department
Public safety
Public works
Rehab
interest on long-term debt

Total expenses:

Revenues in excess (deficlency) of expenses:

2011 2010

$ 911482 § 871,117
196,937 187,930
360,524 176,489
1,041,598 993,580
415,825 412,821
53,205 22,465
88,702 60,035
8.373 9,000

117,875 -
63 120
3,194 484 2,733,667
089,279 798,435
348,706 373,662
35,888 172,945
15,009 20,797
21,800 73,967
7,560 16,159
1,014,502 1,110,083
216,033 216,742
161 20,738
16,306 13,604
2,665,424 2.817.202

$ 520,060 $__(83.535)



Economic Factors and Next Year's Budget

Tha City continues to annually invest in its infrastructure of rcads, parks and City
properties. The City has adequate contingency funds to address any non-catastrophic
unforeseen conditions and events.

Contacting the City's Financial Management

This financial report is designed to provide the citizens, taxpayers and creditors with a
general overview of the City's finances and to show the City's accountability for the
money it receives. If you have any questions about this report or need additional
information, contact the City Clerk at, the City of Ludlow, P.O, Box 16188, 51 Elm Street,
Ludlow, Kentucky 41016,



CITY OF LUDLOW, KENTUCKY
STATEMENT OF NET ASSETS
June 30, 2011

ASSETS
Cash and cash equivalents
Accounts receivable
Insurance tax receivable
Property taxes/sanitation fees receivable
Capital assets
Land (not depreciated)
Assets held for sale (not depreciated)
Property, plant and equipment, net of depreciation

TOTAL ASSETS

LIABILITIES
Accounts payable
Accrued payroll and payroll taxes
Long-term liabiiities
Compensated absences
Due within one year
Due in more than one year

TOTAL LIABILITIES

NET ASSETS

Invested in capilal assets, net of related debt
Unrestricted

TOTAL NET ASSETS

The accompanying noles are an infegral par of these financial statements.

Primary

Government

Governmental

Activities

$

174,963
42 655
123,713
14,915

1,066,000
367,782
2,053,424

3,843 452

1,683
38,468

65,000
112,440
674,548

892,149

2,332,436
618,867

5
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CITY OF LUDLOW, KENTUCKY
STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2011

Net (Expense) Revenue

and Changes In
ram Revenues Mot Assets
mnc Capital
Charges for Grants and Grants and Governmental
Functions/Programs Expenses Services Contributions _Contributions Activities
Primary Government
Legislative and administrative $ B892 § 372000 § - -1 22,310 5 (554 960)
Public safety 1,014 502 117,800 85,756 - {B0O,946)
Public works 216,033 - . (216.033)
Park and recreation 7.560 - (7,5650)
Main Street/Renaissance 15,089 . . (15,008)
Rehab 161 - - . (181)
Neighborhood Stabilization Program 21,880 - - 338214 316,324
Municipal aid 35,6688 . 101,181 - 65,293
Fire pnd EMS 348,708 421,673 - - 72,067
Interest on long-term dabl 16,306 - - - {16,308)
Total Primary Government $ 2685424 $ 911482 § 196,937 5 360,524 (1,195,481)
General revenues
Taxes
Property taxes, levied for genaral purposes 500803
Insurance premium taxes, levied for ganeral purposas 528377
Penalbes and interest on delinquent taxes and wasie fees 5718
Licenses and parmit fees
Payrolligross receipts license fees 209,245
Vehicle sticker licansa 28707
Parmits 2222
Franchise fees 43176
Licenses 42,275
Code enforcement/blight abatement 53.205
Miscalianeous 88,702
Police repons/citations 8373
Proceeds from disposal of property 117,875
Unrestricied investment eamings 63
Total general revenues and special items 1,725 541
Change in not assets 520,080
Nat ansets, boginning 2422243
Net assets, ending § 2851303 951,

The accompanying notes are an integral part of these financial statemants



CITY OF LUDLOW, KENTUCKY
BALANCE SHEET - GOVERNMENTAL FUNDS
[June 30, 2011

Total
Special Governmantal Mamo
General Revenus Funds Only
Fund Funds 2011 2010
ASSETS
Cash ard cash equivalents 1 38,869 H 136,054 5 174 563 5 66,016
Acoouns receivable 22,060 20,505 42,655 20,784
Taxes recenvable 14815 - 14,015 17,818
Insurance tax recetvable 123,713 . 123713 140,281
Due trom other funds - 50,324 50,324 110,324
TOTAL ASSETS 5 188,557 § 207.013 § 408,570 s 355 203
LIABILITIES AND FUND BALANCES
LIABILITES
Accounts payabie ] 1,683 $ H 1,603 5 6.381
Accrusd payroll and payroll laxes 38,488 . 38,4688 2Z26m
Due o other funda 50,324 - 50,324 110,324
TOTAL LIABILITIES 80,485 - 80,485 138,378
FUND BALANCES
Reporied o
General fund - unassigned 109.072 . 108,072 85.215
Communily dévelopment block grant fund - resiricled - 48 48 .
Municipal rond aid fund - rasirictad 162, 457 162467 07174
Neighborhood stabiization prorgram fund - resiricied B9 89 (3,104)
Fe and EMS fund - commified 32538 88 43817
Rehabiilation fund - commitled |-%-14) 551 11,723
TOTAL FUND BALANCES 108,072 207.013 316,085 215,825
TOTAL LIABILITIES AND
FUND BALANCES 5 109,557 $ 207,013 L] 406, 570 5 355,203
Tolal governmenial fund balances 5 318.085
Amounts reponed fof govemmaental activities in the statement of net
essets are different because:
Capital asssts of 20 508 878, nel of acoumulated depreciation of
(526,021 672). used in governmenta! activities are nol inancial resources
and, therelore, a2 not reporied in the funds. 3487 200
Long-term labiiities are not due and payabis in he current pariod
and, tharefore, are not reported in tha funds
Capital lnases (154 ,840)
Compensatad absences f65,000)
Notes payanis (532,148}
Met assets of governmentsl activilies 5 2951

The accompanying notes sre an integral pan of these financial stalements.
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CITY OF LUDLOW, KENTUCKY

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

IN FUND BALANCES - GOVERNMENTAL FUNDS

For the Year Ended June 30, 2011

Governmental Fund Types Tolals
Memo
Special Only
General Revenue 2011 2010
REVENUES
General fund revenue § 2215498 5 - $ 2215496 $ 2101122
Hehab ravenue - 4 4 8,583
NSP revenue . 338,214 338,214 125,614
Municipal road aid fund revenusa - 101,181 101,181 86,220
Fire and EMS revenue - 421,714 421,714 411,128
TOTAL REVENUES 2,215 406 861,113 3.076.809 2,733 667
EXPENDITURES
Current
Administrative expenses BB4.366 i B84 356 783,355
Police depariment expenses 963,384 - 863 364 1,061,382
Public works expenses 201,380 - 201,380 208,011
Park departmeni expensas 8,200 - 6,200 14,258
Main Stresl / Renalssance 156,080 - 15,008 20,797
Rehab expenses . 181 181 20,738
NSP expenses - 21,880 21,880 128,618
Municipal ald expenses - 35,888 35,888 132,632
Fire and EMS expenses - 348,707 348,707 373,662
Capital outlay 160,891 344,519 505,510 105,626
Debt service B7.374 40 253 127,627 160,355
TOTAL EXPENDITURES 2.318,783 791,418 3,110,201 3,007 432
EXCESS (DEFICIT) OF REVENUES
OVER (UNDER) EXPENDITURES (103,287) 69,685 (33,502) (273,765)
OTHER FINANCING SOURCES (USES)
Transfers in 12,282 48 12,340 17,651
Transfers out - (12,340) (12,340) (17.851)
Loan proceeds 16,977 - 15877 29,500
Proceeds from disposal of property 117,875 - 117,875 -
TOTAL OTHER FINANCING SOURCES (USES) 148 144 {12,.282) 133,852 29,500
EXCESS (DEFICIT) OF REVENUES
AND OTHER SOURCES OVER
(UNDER) EXPENDITURES 42 857 57.403 100,260 {244 265)
FUND BALANCES BEGINNING OF YEAR 66216 148,610 215,825 480,690
FUND BALANCES END OF YEAR - 100,072 s 207,013 m § 215

The accompanying notes are an integral part of thesa financial statemaents.
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CITY OF LUDLOW, KENTUCKY

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2011

Net change in fund balances - total governmental funds $ 100,280

Amounts reported for govermmental activiies In the statement of activities are
different because:

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the costs of those assets
are allocated over their estimated useful lives as depreciation expense.
Capital asset purchases 505,510
Depreciation expense (145,011)

Proceeds from the disposal of capital assets are recorded In the governmental
funds as other financing sources. A gain or loss on disposal of capital assets
Is recorded In the statement of activities but not in the governmental funds. (30,000)

The proceeds of loans and leases increase revenue in the governmental funds, but
the proceeds Increase long-term liabllities In the statement of net assets. (15.977)

Repayment of note and lease principal Is an expenditure in the governmental funds,
but the repayment reduces long-term liabiiities in the statement of net assets. 107,383

Some expenses reported in the statement of activities do not require the use of current
financial resources and are not reported as expenditures in governmental funds.

Compensated absences 4611
Accrued interest 2284
Change in net assets of governmental activities s 528,060

The accompanying noles are an integral part of these financial siatements,
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CITY OF LUDLOW, KENTUCKY

NOTES TO FINANCIAL STATEMENTS
June 30, 2011

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City of Ludlow, Kentucky, (City) have been prepared in
conformity with generally accepted accounting principles (GAAP) of the United States of
America as applied to governmental units. The Governmental Accounting Standards
Board (GASB) is the accepted standard-setting body for establishing governmental
accounting and financial reporting principles. The more significant of the City's accounting
policies are described below.

The City of Ludiow operates under a Mayor and Council form of government. The City is
governed by an elected mayor and six councll members. As required by generally
accepted accounting principles these financial statements present the primary
government. The City has one component unit or entity for which the government is
considered to be financially accountable - Public Properties Corporation.

Govemnment-Wide Financial Statements

The government-wide financial statements include the statement of net assets and the
statement of activities. These statements report financial information for all of the non-
fiduciary activities of the primary government. Generally, the effect of inter-fund activity
has been removed from these statements. Governmental activities, which are generally
supported by taxes and City general revenues, are reported separately from business-
type activities, which rely to a significant extent on fees and charges for support.

The statement of activities reports the expenses of a given function offset by program
revenues directly connected with the functional program. A function is an assembly of
similar activities and may include portions of a fund or summarize more than one fund to
capture the expense and program revenues associated with a distinct functional activity.
Program revenues include: charges for services, which report fees, fines and forfeitures,
and other charges to users of the City’s services; operating grants and contributions,
which finance annual operating activities including restricted investment income; and
capital grants and contributions, which fund the acquisition, construction, or rehabilitation
of capital assets and include fees to developers. These revenues are subject to
externally imposed restrictions for use on these programs. Taxes and other revenue
sources not properly included with program revenues are reported as general revenues.

Amounts paid to acquire capital assets are capitalized as assets in the government-wide
financial statements, rather than reported as expenditures. Proceeds of long-term debt
are recorded as a liability in the government-wide financial statements, rather than as
another financing source. Amounts paid to reduce long-term indebtedness of the
reporting government are reported as reductions of the related liability, rather than as
expenditures.

Fund Financial Statements
Fund financial statements, as applicable, are provided for governmental, proprietary, and

fiduciary funds. Major individual governmental and enterprise funds are reported in
separate columns with composite columns for non-major funds,
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CITY OF LUDLOW, KENTUCKY

NOTES TO FINANCIAL STATEMENTS
June 30, 2011

The financial statements of the City are prepared in accordance with generally accepted
accounting principles (GAAP). The City's reporting entity applies all relevant
Governmental Accounting Standards Board (GASB) pronouncements and applicable
Financial Accounting Standards Board (FASB) pronouncements and Accounting
Principles Board (APB) opinions issued on or before November 30, 1989, unless they
confiict with GASB pronouncements, The City's reporting entity does not apply FASB
pronouncements or APB opinions issued after November 30, 1989.

The government-wide financial statements reflect the economic resources measurement
focus and the accrual basis of accounting, generally including the reclassification or
elimination of internal activity (between or within funds). Reimbursements are reported
as reductions to expenses. If applicable, the proprietary and fiduciary fund financial
statements and financial statements of City component units aiso report using this same
focus and basis of accounting although internal activity is not eliminated in these
statements. Revenues are recorded when earned and expenses are recorded when a
liabiiity is incurred, regardiess of the timing of related cash flows. Property tax revenues
are recognized In the year for which they are levied. Grants and similar items are
recognized as revenues when grantor eligibility requirements are met.

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Revenues
are recognized as soon as they are both measurable and avallable, Revenues are
considered to be avallable when they are collectible within the current period or soon
enough thereafter to pay liabilities of the current period. The City considers revenues 10
be available if they are collected within 60 days of the end of the fiscal year.
Expenditures are recorded when the related liability is incurred, as under accrual
accounting. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only In the year when
payment is due.

Major revenue sources where accrual is most likely to occur include property taxes,
insurance premium taxes and payroll/gross receipts license fees.

If applicable, operating income reported in proprietary fund financial statements includes
revenues and expenses related to the primary, continuing operations of the fund.
Principal operating revenues for proprietary funds are charges to customers for sales or
services. Principal operating expenses are the costs of providing goods or services and
include administrative expenses and depreciation of capital assets. Other revenues and
expenses are classified as non-operating in the financial statements. When both
restricted and unrestricled resources are available for use, it is the City's policy to use
restricled resources first, then unrestricted resources as needed.

14



CITY OF LUDLOW, KENTUCKY

NOTES TO FINANCIAL STATEMENTS
June 30, 2011

Fund Types
The City reports the following governmental funds:
General Fund

This fund is the government's primary operating fund. This fund accounts for all financial
resources of the general government not accounted for in another fund.

Special Revenue Funds

These funds are used to account for the proceeds of specific revanue sources that are
restricted to expenditures for specific purposes. Currently, the City maintains special
revenue funds for its Community Development Block Grant, Municipal Road Aid,
Rehabilitation, Fire and EMS, and the Neighborhood Stabilization Program.

Cash and Cash Equivalents and Investments

Cash and cash equivalents include amounts in demand deposits as well as short-term
investments with an initial maturity date within three months of the date acquired by the
City. The City is authorized by state statute to invest in:

1. Obligations of the United States and of its agencies and instrumentalities.

2. Certificates of deposit.

3. Bankers acceptances.

4. Commercial paper.

5. Bonds of other state or local governments.

6. Mutual funds.

The City's investments are categorized to give an Indication of the level of risk assumed
by the City at June 30, 2011. The categories are described as follows:

Category 1 - Insured and registered, with securities held by the entity or its agent in the
entity’s name.

Category 2 - Uninsured and unregistered, with securities held by the counterparty’s trust
department or agent in the entity's name.

Category 3 = Uninsured and unregistered, with securities held by the counterparty, or its
trust department agent but not in the entity's name.

16




CITY OF LUDLOW, KENTUCKY
NOTES TO FINANCIAL STATEMENTS

June 30, 2011
Category
Fund 1 2 3 Fair Value
General $ 38869 $ - s - $§ 38869
Special Revenue 136,094 . - 136,094
Totals § 174,963 $ - $ - $ 1749863

interest Rate Risk ~ In accordance with City policy, Interest rate risk is limited by investing
only In certificates of deposit with the highest rate of return and with the maximum security
of principal. Investments are undertaken in a manner that seeks to ensure the
preservation of capital in its portfolio. As of June 30, 2011, the City has no investments.

Credit Risk — The City limits its investments to certificates of deposit issued by banks
within the Commonwealth of Kentucky, these certificates have no credit rating applied.

Custodial Credit Risk — For deposits, this is the risk that, in the event of a bank failure, the
City's deposits will not be returned. The City maintains deposits with financial institutions
insured by the Federal Deposit Insurance Corporation (FDIC). As allowed by law, the
depository has pledged securities, in conjunction with the FDIC insurance, in an amount at
least equal to the amount of City funds on deposit at all times. As of June 30, 2011, the
City's deposits are entirely insured with FDIC insurance and/or collateralized with
securities held by the financial institutions on the City's behalf.

Capital Assets

The City's property, plant, equipment, and infrastructure with useful lives of more than one
year are stated at historical cost and are comprehensively reported in the government-
wide financial statements. The City maintains infrastructure asset records consistent with
all other capital assets. General capital assets are those assets not specifically related to
activities reported In proprietary funds. General capital assets are reported in the
governmental activities column of the government-wide statement of net assets. |f
applicable, capital assets used by the proprietary fund are reported in the business type
activities column of the government-wide statement of net assets.

All fixed assets are valued at historical cost or historical estimated cost if actual historical
cosl is not available. Donated fixed assets are valued at their estimated fair value on the
date donated.

The City has eiected to capitalize assets with a cost of $50C or more. Capital assets are
depreciated using the straight-line method in the government-wide financial statements.
Depreciation is charged as an expense against operations and accumulated depreciation
is reported on the respective statement of net assets. When capital assets are disposed,
the cost and applicable accumulated depreciation are removed from the respective
accounts and the resulting gain or loss recorded in operations.

18




CITY OF LUDLOW, KENTUCKY

NOTES TO FINANCIAL STATEMENTS
June 30, 2011

Estimated useful lives for depreciable assets are as follows:

Buiidings 40 years

Buliding improvements 10-20 years

Public domain infrastructure 25-40 years

Vehicles 5-10 years

Furniture and equipment 3-5 years
Compensated Absences

It Is the City's policy to permit employees lo accumulate eamed, but unused vacation.
There is a liability for unpaid vacation. All vacation is accrued when incurred in the
government-wide financial statements. The balance of accrued compensated absences
at June 30, 2011, as reported in the government-wide financial statements, is $65,000.

Long-Term Debt

In the government-wide financial statements, outstanding debt is reported as a liabiiity.
The governmental fund financial statements recognize the proceeds of debt as other
financing sources of the current period. Payments of principal and interest are reported
as expenditures. Long term debt reported in the government-wide financial statements at
June 30, 2011 was $786,988, of which $112,440 is due within the next year,

Fund Equity

Net assets are the difference between assets and liabllities. N=t assets invested in capital
assets, net of related debt, are capital assets, less accumulated depreciation and any
outstanding debt related to the acquisition, construction or improvement of those assets.

In the fund financial statements, fund balances have different classifications based upon
their purposes, under GASB 54. The fund balance of the general fund is classified as
unassigned, which represents funds not classified as non-spendable, committed,
restricted, or assigned. The fund balances of the community development block grant
fund, municipal road aid fund, and neighborhood stabilization program fund, which are
special revenue funds, are classified as restricted, as funds are externally restricted by the
agency providing funding. The fund balances of the fire and EMS fund and the
rehabilitation fund, other special revenue funds, are classified as commilfed, as these
funds have a specific purpose that has been designated internally.

Inter-Fund Receivables/Payables
During the course of operations, it is possible for transactions to occur between individual

funds for goods provided or services rendered. These receivables and payables are
classified as "due from other funds” or "due to other funds® on the balance sheet.

Inventories and Prepaid ltems
If applicable, inventories in the governmental funds consist of expendable supplies held

for consumption stated on a first in, first out basis. They are reporied at cost and as
expenditures at the time individual inventory items are used.
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CITY OF LUDLOW, KENTUCKY

NOTES TO FINANCIAL STATEMENTS
June 30, 2011

Prepaid items record payments to vendors that benefit future reporting periods. Both
inventories and prepaid items are similarly reported in government-wide and fund financial
statements,

Use of Estimates
Management uses estimates and assumptions in preparing financial statements. These
estimates and assumptions affect the reported amounts of assets and liabilities, the

disclosures of contingent assets and liabilittes, and the reporied revenues and
expenditures. Actual results could differ from those estimates.

Comparative Data

Comparative total data for the prior year have been presented in the accompanying
financial statements in order to provide an understanding of changes in the government's
financial position and operations. However, comparative data has not been presented in

all statements because their inclusion would make certain statements unduly complex and
difficult to understand.

NOTE B - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

The City follows these procedures in establishing the budgetary data reflected in the
financial statements:

1) In accordance with City code, prior to June 1, the Mayor submits to the City Council a
proposed operating budget for the fiscal year commencing the following July 1. The
operating budget includes proposed expenditures and the means of financing them for
the upcoming year.

2) Public hearings are conducted to obtain taxpayer comment.

3) Prior to June 30, the budget is legally enacted through passage of an ordinance.

4) The Mayor is required by Kentucky Revised Stalutes to present a quarterly report to
the City Council explaining any variance from the approved budget.

5) Appropriations continue in effect until a new budget is adopted.
6) The City Council may authorize supplemental appropriations during the year.
Expenditures may not legally exceed budgeted appropriations at the function leve!l. Any

revisions to the budget that would aiter total revenues and expenditures of any fund must
be approved by the council.
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The following functions had expenditures in excess of legally adopted appropriations for
the year ended June 30, 2011:

Budget Line Budget Actual Variance
Capital improvemenis $§ 110,310 $ 192,379 3 (82,069)
Main strest/renaissance - 15,089 {15,099)

Excess of expenditures over budgeted appropriations in capital improvements only exists
due to reclassification of expenses for budgetary presentation purposes out of the general
fund and the fire/EMS fund, which still maintain sufficient positive variances.

NOTE C - RECEIVABLES

Property taxes are assessed as of January 1. Taxes are levied on October 1 and are due
and payable on or before October 31. The City bills and collects its own property taxes.
An adjustment is made at June 30 to recognize property taxes levied during the year
which are still receivable at year end.

NOTE D - CAPITAL ASSETS AND DEPRECIATION

The following is a summary of changes in capital assets for the year ended June 30,
2011

Balance Balance
June 30, June 30,
Assel type 2010 Additions Deletions 2011

Land (not depreciated) $ 1086000 § - $ (30,000) § 1,086,000
Assets held for sale (not depreciated) 54,651 313,131 - 367,762
Infrastructure 24,355,202 131,747 - 24,487,039
Buildings and equipment 3,216,426 21,428 (778,854) 2,459,200
Vehicies 1,118,653 39,204 {29,000) 1,128,867
Total fixed assets 29,841 022 505,510 (837,654) 20508878
Accumulated depreciation (26,684 315) {145,011) 807,654 (26,021,672)
Total assets, net $ 31 HI?D? $ 360409 § $3n|ﬂml $ 3487208

NOTE E - LONG-TERM DEBT

Long-term debt consists of the following:

Fire T

The City executed a lease-purchase agreement on October 15, 1997 for an ambulance

and fire truck capitalized at a cost of $465,000. This secured lease was refinanced during
March 2003 for a 2.68% interest rate. The original term of the lease-purchase agreement

Is 15 years.
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Annual lease payment requirements to maturity, including principal and interest portions,
are as follows:

Fiscal Year
Ending Total
June 30, Principal interest Payment
2012 $ 38931 s 1,322 § 40,253

On April 17, 2006, the City executed a capital lease with Fifth Third Bank in the amount of
$148,000 for the purchase of three police cruisers and the purchase of a pick-up truck for
Fire & EMS use. This lease has an assumed interest rate of 5.10% and matures on
January 5, 2012. Remaining annual debt service requirements are as follows:

Fiscal Year
Ending Total
June 30, Principal Interes! Payment
2012 $ 28917 $ 356 s 28273
Total 3 za,aw $ 356 $ zaizra

On August 1, 2007, the City executed a 5.460% three-year lease with Citicapital for the
purchase of a Bobcat loader at a cost of $20,181. Final payment in the amount of $606
was made on this lease in July 2010,

On September 26, 2007, the City executed a five-year lease with Farmers Bank and
Capital Trust Company for the purchase of two police vehicles at a total cost of $42,565.
This secured lease carries an Interest rate of 5.84%. The final payment is to be made in
October 2012. Remaining annual debt service requirements are as follows:

Fiscal Year
Ending Total
June 30, Principal interest Payment
2012 $ 9001 § 1,133 § 10134
2013 9,551 583 10,134
Total $ 18552 § 1716 S 20268

On December 11, 2008, the City executed a second lease with Farmers Bank and Capital
Trust Company for the purchase of a police vehicle at a cost of $20,756. This secured
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lease carries an interest rate of 4.29% and matures on November 1, 2013. Remaining
annual debt service requirements are as follows:

Fiscal Year
Ending Total
June 30, Principal Interest Payment
2012 $ 4158 $ 554 $ 4712
2013 4,340 372 4712
2014 4,457 182 4,639

Total $ 12956 § 1,108 § 14083

On November 30, 2008, the City executed a third lease with Farmers Bank and Capital
Trust Company for the purchase of new pclice vehicles and radio equipment at $29,500.
This secured lease carries an interest rate of 4 41% and matures on December 1, 2014.
The first payment on this lease was made in November 2010. Annual debt service
requirements are as follows:

Fiscal Year
Ending Total
June 30, Principal Interest Payment
2012 $ 5,656 $ 1,063 $§ 6719
2013 5910 809 6,719
2014 6,176 543 6,718
2015 6,345 373 8,718
Total $ ZJIIBE? S 2,788 $ 2&@?5
Capital Lease — KLC Funding Trust

The City executed a 3.00% interest, 25-year $700,000 capital lease payable effective July
18, 2008 with the Kentucky League of Cities Funding Trust in order to fund its new
Municipal Center. The tarmination date of this secured lease is July 1, 2033. The City is
to make monthly payments to the lease's truslee, the Bank of New York Mellon. The
remaining annual debt service requirements are as follows:

Fiscal Year

Ending Total
June 30, Principal interest Payment
2012 $ 20451 $ 18642 § 39,093
2013 21,072 18,018 38,091
2014 21,714 17,378 39,082
2015 21,462 15,873 37,335
2016 22,246 16,885 38,841

2017-2033 525,203 164,648 689,851
Total $§ 632148 § 251255 S aaa,ma
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Capital Lease ~ GE Capital Solutions

On September 15, 2010, the City executed a three-year lease with GE Capital Sclutions
for the purchase of Bobcat equipment at a cost of $15,877. This lease carries no interest
and matures on September 15, 2013. Annual debt service requirements are as follows:

Fiscal Year
Ending Total
June 30, Principal Interest Payment
2012 $ 5328 § - § 5328
2013 5,328 - 5328
2014 883 - 883
Total $ 11538 § - S 11539

NOTE F - INDEBTEDNESS SUMMARY
The changes In long-term indebtedness for 2011 are as follows:

Balance at Balance at
June 30 June 30
Debl Instrumani 2010 Additions Ratirements 2011
Fifth Third Bank 1997 Capilal Lease S 06604 - - $ 37,804 £ 58780
Citicapital Lease 608 - G606 -
Farmers Bank and Trust Lease T3.474 - 17,880 55,604
Fifth Third Bank 2006 Capital Lease 55,308 - 26,482 28817
GE Capital Solutions Capital Lease - 15,977 4 438 11.538
KLC Funding Trust Lease 852,221 - 20,073 632,148
Subtotal B78,304 $ 15977 i i?ﬁ?.&BEI 786,988
Less: curmenl portion of long-term debl (105,330) 1 12,440!
Total Long-Termm Indebtedness $ mlneu 5 E'Mi!nlﬂ

NOTE G - CONTINGENT LIABILITIES

The City is at nisk for possible litigation due to the nature of the City officiais’ enforcement
of various codes and regulations, such as zoning and building codes.

The City is a defendant in various lawsuits. Although the outcome of these lawsuits is not
presently determinable, in the opinion of the City Attorney, the resolution of these matters
will not result in a liability to the City

NOTE H - EMPLOYEE RETIREMENT SYSTEMS

County Employees Retirement System (CERS)

All full-time administrative employees of the City, along with uniform police who work at
least 100 hours per month, participate in 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.
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The plan Issues separate financial statements which may be obtained by request from
Kentucky Retirement Systems, 1260 Louisville Road, Frankfort, Kentucky 40601.

Plan Description - CERS Is a cost-sharing muitiple-employer defined benefit pension plan
that covers substantially all regular full-time members empioyed in positions of each
county 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 adjustments (COLA) are provided at the discretion of
the state legislature.

Hazardous Contributions - For the year ended June 30, 2011, plan members were
required to contribute 8% of their annual creditable compensation. Any plan members
that entered the retirement plan after August 31, 2008 are required to contribute an
additional 1% of their annual creditable compensation for health insurance. The state was
required to contribute at an actuarially determined rate. Per Kentucky Revised Statute
(KRS) Section 61.565(3), normal contribution and past service contribution rates shall be
determined by the Board on the basis of an annual valuation proceeding the July 1 of a
new biennium. The Board may amend contribution rates as of the first day of July of the
second year of a biennium, if it is determined on the basis of a subsequent actuarial
valuation that amended contribution rates are necessary to satisfy requirements
determined in accordance with actuarial bases adopled by the Board. For the year ended
June 30, 2010 participating employers contributed an actuarially determined rate set by
the Beard of 33 25% of each employee's creditable compensation. Administrative cosls
of KRS are financed through employer contributions and investment earnings.

Participating non-hazardous employees contribute 5% of their annual creditable
compensation. Employer contribution rates are intended to fund the normal cost on a
current basis plus 1% of un-funded past service costs per annum plus interest at the
actuarial assumed rate. Such contribution rates are determined by the Board of Trustees
of Kentucky Retirement Systems each biennium. The City contributed 18.83% of the
non-hazardous duty employee's compensation during the year ended June 30, 2011.

For the year ended June 30, 2011, the City contributed $232,310 to this plan.
NOTE | - CLAIMS AND JUDGMENTS

Amounts received or receivable from grantor agencies are subject to audit and adjustment
by grantor agencies, principally the federal govemments. Any disallowed claims including
amounts already collected, may constitute a liability of the applicable funds. The amount,
if any, of expenditures which may be disaliowed by the grantor cannot be determined at
this time although the City expects such amounts, if any, to be immaterial.

NOTE J - RISK MANAGEMENT
The City is exposed to various risks of losses related to torts; theft of, damage to, and

destruction of assets, errors and omissions; injuries to employees; and natural disasters.

To obtain insurance for workers' compensation and general liability coverage, the City
participates in the Kentucky Municipal Risk Management Association. This public entity
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operates as a common risk management and insurance program for all municipalities.
The City has effectively managed risk through various employee education and prevention
programs.

NOTE K - NEIGHBORHOOD STABILIZATION PROGRAM

During the year ended June 30, 2011, the City received federal stimulus funds in order to
renovate various properties located in the City for resale to potential homebuyers, Th
City received $338,214 for this project during the year. Additions to non-depreciable
property being held by the City for this purpose totaled $313,131 at June 30, 2011.

NOTE L - ECONOMIC DEPENDENCY
The City's general fund receives 24% of its revenues from insurance premium taxation.

This tax is not regulated on a city level, but rather a state level. If legislation were
imposed to delete this tax, the City would be negatively impacted.

24







CITY OF LUDLOW, KENTUCKY

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - ALL SPECIAL REVENUE FUNDS

Year Ended June 30, 2011

HEVENUES
Rehab revenus
KEP revarus
Muniopal road ad revenue
Flre and EME ravenue

TOTAL REVENUES
EXPENDITURES

Hehat expendiures
W5P axpenditures
Muricipal road aid sxpandiiures
Fire and EMS expendilurnes
Capital outlsy expandiiures
Dabt service sxpenditures

TOTAL EXPENDITURES

EXCESS/NDEFICIT) OF REVENUES
BEFORE OTHER SOURCES

OTHER FINANCING SOURCES (USES)

Transfers in
Tranglers out

TOTAL OTHER FINANCING
SOURCES {USES)

EXCESS/(DEFICIT) OF REVENUES

FUND BALANCES BEGINNING OF YEAR

FURD BALANCES END OF YEAR
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Totals
Neighborhood  Municipal Community Memo
Rehabllitation  Stabllization Road Ald Fire and Development Only
Fund Program Fund EMS __Block Grant 2011 2010
S 4 3 . 5 | . 5 § 4 3 9,58
B84 - - 38,214 125804
- 101,101 . 101,181 86,220
. - 421.714 421,714 411,128
4 238,214 101,181 421,714 - 861,113 E_ﬂiﬂl
1% - - . 181 H.T
- 21,880 . - - 21,000 128,610
- . RLY L . . 35888 132632
. . - 348,707 - 348,707 ariea
- 3N - 31388 - 344,510 3,500
= . - 40,253 - 40,253 40253
1E1 33501 po¥ ] 420,348 TeL418 55,403
{157} 3,103 65203 1,368 06,605 (66,858)
. . 45 45 =
(5,585) {B.345) - (12.340) (17,851}
{5, 865) {6,345} 48 {12.202) (17,881}
(6,152) R c] 65283 (4.979) 43 57402 (84,509}
11,723 (3.104) 67,174 43 817 - 149,810 THL110
§ 551 3 89 5 182487 § 3saM 3§ 45 § 207013 § 148810
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

To the Mayor and City Council
City of Ludlow, Kentucky

We have audited the financial statements of the governmental activities and each major
fund of the City of Ludlow, Kentucky (City), as of and for the year ended June 30, 2011,
which collectively comprise the City of Ludlow, Kentucky's basic financial statements
and have issued our report thereon dated February 8, 2012. We conducted our audit in
accordance with auditing standards generally accepted In the United States of America
and the standards applicable to financial audits contained In Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the City of Ludiow, Kentucky's
internal control over financial reporting as a basis for designing our auditing procedures
for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the City of Ludlow, Kentucky's
internal control over financial reporting. Accordingly, we do not express an opinion on
the effectiveness of the City of Ludlow, Kentucky's internal control over financial

reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies
in internal control over financial reporting that might be significant deficiencies or
material weaknesses. However, as discussed below, we identified certain deficiencies
in internal control over financial reporting that we consider to be significant deficiencies.

A control deficiency 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 misstatements on a timely basis. A significant deficiency
15 a control deficiency, or combination of control deficiencies, that adversely affects the
City of Ludlow, Kentucky's ability to initiate, authorize, record, process, or report
financial data reliably in accordance with generally accepted accounting principles such
that there is more than a remote likelihood that a misstatement of the City of Ludiow,
Kentucky's financial statements that is more than inconsequential will not be prevented
or detected by the City of Ludlow, Kentucky's internal control. We consider the
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deficiencies described below to be significant deficiencles in internal control over
financial reporting.

Lack of Segregation of Duties

Condition: We noted that, due to the size of the City and financial considerations, the
executing and recording of transactions are performed by the same person.

Criteria: The process of executing a transaction should be segregated from the
process of recording the transaction.

Effect: Segregation of duties is a necessary part of any system of internal control.
Lack of segregation of duties could allow for receipts to be diverted away from the City
and expenses not attributed to the City could be paid for from the City’s cash account.

Recommendation: Internal controls should continue to be implemented to segregate
the duties of the personnel. Controls should be monitored to ascertain that they are
sufficient to reduce the risk of material misstatement to an acceptable level.

A material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that a material misstatement
of the financial statements will not be prevented or detected by the City of Ludiow,
Kentucky's internal control.

Our consideration of the internal control over financial reporting was for the limited
purpose described in the first paragraph of this section and would not necessarily
identify all deficiencies in the internal control that might be significant deficiencies and,
accordingly, would not necessarily disclose all significant deficiencies that are also
considered to be material weaknesses. However, we believe that none of the
significant deficiencies described above is a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Ludlow,
Kentucky's financial statements are free of material misstatement, we performed tests
of its compliance with certain 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 that are required to be reported under Govermnment Auditing Standards.

We noted certain matters that we reported to management of the City of Ludlow,
Kentucky in a separate letter dated February 8, 2012.
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This report is intended for the information and use of the finance committee,
management, and city council members and is not intended to be and should not be
used by anyone other than these specified parties.

MHM, ) osSrm ~ Cn o P

Van Gorder, Walker & Co., Inc.
Erlanger, Kentucky
February 8, 2012

29



