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INDEPENDENT AUDITOR’S REPORT

To the Mayor and City Council
City of Midway, Kentucky

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Midway,
Kentucky, as of and for the year ended June 30, 2017, and the related notes to the financial statements,
which collectively comprise the City’s basic financial statements as listed 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
the 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

Our responsibility is to express opinions 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
the 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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the 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 making those risk assessments, the auditor considers internal 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 opinions.

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 the City of Midway, Kentucky, as of June 30, 2017, and the respective changes in financial
position and, where applicable, cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

2901 RING ROAD EAST, P.O. BOX 622 * ELIZABETHTOWN, KY 42702-0622 / PHONE 270-769-6371 * FAX 270-765-7934
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Emphasis of Matter

As discussed in Note 1 to the financial statements, during the year ended June 30, 2017, the City
adopted Governmental Accounting Standards Board Statement 73, Accounting and Financial Reporting
for Pensions and Related Assets That Are Not Within the Scope of GASB Statement 68, and
Amendments to Certain Provisions of GASB Statements 67 and 68, Statement 74, Financial Reporting for
Postemployment Benefit Plans Other Than Pension Plans, Statement 77, Tax Abatement Disclosures.
Statement 78, Pensions Provided Through Certain Multiple-Employer Defined Benefit Pension Plans,
Statement 80, Blending Requirements for Certain Component Units — An Amendment of GASB
Statement 14, and Statement 81, Irrevocable Split-Interest Agreements. Our opinion is not modified with
respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the budgetary
comparison schedules and pension schedules, and budgetary comparison information on pages 38 — 42
be presented to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who considers
it to be an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Management has omitted the Management's Discussion and Analysis that accounting principles generally
accepted in the United States of America require to be presented to supplement the basic financial
statements. Such missing information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. Our opinion on the basic financial statements is not affected by this missing information.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated Janaury 19,
2018, on our consideration of the City’s internal control over financial reporting and on 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 results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the City’s internal control over financial
reporting and compliance.

Sth, Caike ¢ bssocstic

Bardstown, Kentucky
Janaury 19, 2018



CITY OF MIDWAY, KENTUCKY

STATEMENT OF NET POSITION
JUNE 30, 2017

Primary Government

Gowernmental Business-type

Activities Activities Total
ASSETS
Current assets:
Cash and cash equivalents $ 861,612 $ 90,004 $ 951,616
Receivables:
Taxes, licenses, and fees, net 181,343 - 181,343
Intergovernmental 3,078 - 3,078
Other accounts receivable, net 10,054 78,496 88,550
Total current assets 1,056,087 168,500 1,224,587
Noncurrent assets:
Restricted cash and cash equivalents - 204,589 204,589
Investments 423,358 - 423,358
Surplussed asset, sewer plant - 60,000 60,000
Non-depreciable capital assets 6,300 50,000 56,300
Depreciable capital assets, net 940,451 4,597,528 5,637,979
Total noncurrent assets 1,370,109 4,912,117 6,282,226
TOTAL ASSETS $ 2,426,196 $ 5,080,617 $ 7,506,813
DEFERRED OUTFLOWS OF RESOURCES
Pension related items $ 61,361 $ 30,240 $ 91,601
LIABILITIES
Current liabilities:
Accounts payable $ 29,378 $ 330M $ 62,389
Deposits 9,254 2,598 11,852
Deferred revenues - 39,980 39,980
Accrued interest payable - 1,070 1,070
Loan payable, current 24,167 - 24,167
Notes payable, current - 140,301 140,301
Total current liabilities 62,799 216,960 279,759
Noncurrent liabilities:
Compensated absences, long-term 28,576 - 28,576
Loan payable, long-term 41,358 - 41,358
Notes payable, long-term - 386,626 386,626
Net pension liability - CERS 264,295 130,252 394,547
Total noncurrent liabilities 334,229 516,878 851,107
TOTAL LIABILITIES $ 397,028 $ 733,838 $ 1,130,866
DEFERRED INFLOWS OF RESOURCES
Pension related items $ 26,859 $ 13,237 $ 40,096
NET POSITION
Net investment in capital assets $ 881,226 $ 4,180,601 $ 5,061,827
Restricted for:
Debt senice - expendable - 204,589 204,589
Municipal Aid Road Fund - expendable 52,650 - 52,650
Unrestricted 1,129,794 (21,408) 1,108,386
TOTAL NET POSITION $ 2,063,670 $ 4,363,782 $ 6,427,452

The accompanying notes are an integral part of the financial statements.
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CITY OF MIDWAY, KENTUCKY

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2017

Program Rewenues

Operating Capital
Charges for Grants and Grants and
Programs/Activities Expenses Senices Contributions Contributions
Governmental activities:
General govemment $ 296,834 $ - $ 11,350 § -
Public safety - police 100,000 - - -
Public safety - fire 120,504 - 11,000 -
Parks and recreation 5,367 - 3,186 -
Sanitation 120,354 119,077 33,845 -
Streets 180,970 7,702 - -
Cemetery 112,631 - - -
interest on long-term debt 1,571 - - -
Total govemmental activities 938,231 126,779 59,381 -
Business-type activities:
Water and sewer utilities 933,636 758,380 - -
Total primary government $ 1,871,867 $ 885159 § 59,381 §$ -
General Revenues:
Taxes:
Property taxes, levied for general purposes
Franchise
Utility
Occupational
Insurance premium
Motor wehicle

Licenses, fees, and permits
Investment income

Miscellaneous

Loss on disposal of capital assets
Transfers

Total general revenues
Change in Net Position

Net Position, Beginning of Year (as previously reported)
Prior Period Adjustments

Net Position, Beginning of Year (Restated)

Net Position, End of Year

The accompanying notes are an integral part of the financial statements.
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Net (Expenses) Revenue and
Changes in Net Position

Primary Govemment

Govemmental Business-Type

Actvities Activities Total
$ (285484) $ - $ (285,484)
(100,000) - (100,000)
(109,504) - (109,504)
(2,181) - (2,181)
32,568 - 32,568
(173,268) - (173,268)
(112,631) - (112,631)
(1,571) - (1,571)
(752,071) - (752,071)
- (175,256) (175,256)
(752,071) (175,256) (927,327)
105,492 - 105,492
66,012 - 66,012
11,260 - 11,260
502,639 - 502,639
154,662 - 154,662
13,819 - 13,819
21,475 107 21,582
2,435 - 2,435
40,442 - 40,442
(8,346) - (8,346)
2,090 (2,090) -
911,980 (1,983) 909,997
159,909 (177,239) (17,330)
1,729,668 4,541,021 6,270,689
174,093 - 174,093
1,903,761 4,541,021 6,444,782

$ 2,063670 $ 4,363,782 § 6,427,452




CITY OF MIDWAY, KENTUCKY

ASSETS

Current assets:

Cash and cash equivalents
Taxes, licenses, and fees, net
Intergovernmental receivables
Other accounts receivable, net

Total current assets

LIABILITIES AND FUND BALANCES

LIABILITIES

Accounts payable

Accrued liabilities
Total liabilities

FUND BALANCES
Restricted
Committed
Assigned
Unassigned
Total fund balances

Total liabilities and fund balances

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2017
Non-Major Total
General Municipal Aid Cemetery Debt Senice Governmental
Fund Fund Fund Fund Funds
$ 793237 § 49,572 § 18,803 - $ 861,612
181,343 - - - 181,343
- 3,078 - - 3,078
10,054 - - - 10,054
$ 984,634 § 52,650 $ 18,803 - $ 1,056,087
$ 29,378 § - $ - - $ 29,378
9,254 - - - 9,254
38,632 - - - 38,632
- 52,650 - - 52,650
561,243 - 18,803 - 580,046
3,376 - - - 3,376
381,383 - - - 381,383
946,002 52,650 18,803 - 1,017,455
$ 984,634 § 52,6560 $ 18,803 - $ 1,056,087

The accompanying notes are an integral part of the financial statements.
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CITY OF MIDWAY, KENTUCKY

RECONCILIATION OF THE BALANCE SHEET - GOVERNMENTAL FUNDS TO THE

STATEMENT OF NET POSITION
JUNE 30, 2017

Total fund balances of govemmental funds

Amounts reported for govemmental activities in the Statement of Net Position

are different because:

Investment are considered long-term and not current financial resources;
therefore, they are not reported in the fund financial statements.

Capital assets used in governmental activities are not financial resources;
therefore, they are not reported in the respective govermmental funds:

Cost of capital assets
Accumulated depreciation

Deferred outflows of resources and deferred inflows of resources related to
the City's proportionate share of CERS:
Deferred outflows of resources - pension related
Deferred inflows of resources - pension related

Long-term liabilities, including loan payable, are not due and payable in the
current period; therefore, they are not reported in govemmental funds:

Compensated absences
Net pension liability
Loan payable

Net position of govemmental activities

$ 1,017,455
423,358
$ 5,220,032
(4,273,281) 946,751
61,361
(26,859) 34,502
(28,576)
(264,295)
(65,525) (358,396)
$ 2,063,670

The accompanying notes are an integral part of the financial statements.
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CITY OF MIDWAY, KENTUCKY

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN
FUND BALANCES - GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2017

REVENUES
Taxes:

Property taxes, levied for general purposes

Franchise

Utility

Occupational

Insurance premium

Motor wehicle
Licenses, fees, and pemits
Intergovermmental revenues
Charges for senices and rents
Investment income
Miscellaneous

Total revenues

EXPENDITURES
Current:
General govemment
Public safety - police
Public safety - fire
Sanitation
Parks and recreation
Streets
Cemetery
Capital outlay
Debt senice - principal
Debt senice - interest
Total expenditures

Excess (deficiency) of revenues over
(under) expenditures

OTHER FINANCING SOURCES (USES)
Transfers in

Transfers out

Net other financing sources (uses)
Net change in fund balances

Fund balances - beginning of year (as
previously reported)
Prior period restatement

Fund balances - beginning of year (as restated)

Fund balances - end of year

Non-Major Total
General Municipal Aid Cemetery Debt Senice Gowermnmental

Fund Fund Fund Fund Funds
105492 § - $ - $ - $ 105,492
66,012 - - - 66,012
11,260 - - - 11,260
502,639 - - - 502,639
154,662 - - - 154,662
13,819 - - - 13,819
21,475 - - - 21,475
25,536 33,845 - - 59,381
119,077 - 7,702 - 126,779
471 - - - 471
40,442 - - - 40,442
1,060,885 33,845 7,702 - 1,102,432
290,773 - - - 290,773
100,000 - - - 100,000
66,353 - - - 66,353
120,354 - - - 120,354
5,367 - - - 5,367
- 169,055 - - 169,055
- - 117,654 - 117,654
151,148 - - - 151,148
- - - 23,692 23,692
- - - 1,571 1,571
733,995 169,055 117,654 25,263 1,045,967
326,890 (135,210) (109,952) (25,263) 56,465
2,090 80,174 108,174 25,263 215,701
(213,612) - - - (213,612)
(211,522) 80,174 108,174 25,263 2,089
115,368 (55,036) (1,778) - 58,554
873,549 107,686 20,581 - 1,001,816
(42,915) - - - (42,915)
830,634 107,686 20,581 - 958,901
946,002 $ 52,650 $ 18,803 $ - $ 1,017,455

The accompanying notes are an integral part of the financial statements.
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CITY OF MIDWAY, KENTUCKY

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2017

Net change in fund balances - governmental funds

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

Governmental funds report capital outlays as expenditures. However, in the
statement of activities the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense.

Capital outlays are reported as an expenditure in the fund financial statements
but are captialized in the government-wide financial statements $
Depreciation is reported in the government-wide financial statements

In the Statement of Activties, only the gain (loss) on sale of fixed assets is reported,
whereas in the governmental funds, the proceeds for the sale increased
financial resources.

Interest earned on long-term investments is not recognized in governmental funds

Debt senice payments are reported as expenditures in this fund financial
statement because they use current financial resources, but they are separated
and shown as payments of long term debt on the statement of net position and
interest expense on the statement of activities. The difference is the amount

Principal debt payments

Some items reported in the Statement of Activities do not inwolve current
financial resources and, therefore, are not reported as expenditures in the
governmental funds.

These activities include:
Pension expense related to changes in the net pension liability and the
net changes in deferred inflows and deferred outflows related to CERS
Changes in compensated absences

Change in net position of governmental activities

$ 58,554

151,147
(103,962) 47,185
(8,346)
1,964
23,692

32,164
4,696 36,860
$ 159,909

The accompanying notes are an integral part of the financial statements.
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CITY OF MIDWAY, KENTUCKY

STATEMENT OF NET POSITION

PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2017

ASSETS

Current assets:
Cash and cash equivalents
Accounts receivable, net
Total current assets

Noncurrent assets:
Restricted cash and cash equivalents
Surplused asset, sewer plant
Non-depreciable capital assets
Depreciable capital assets, net
Total noncurrent assets

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES

Deferred outflows related to pension

LIABILITIES

Current liabilities:
Accounts payable
Accrued liabilities
Customer deposits
Accrued interest payable
Notes payable, current

Total current liabilities

Noncurrent liabilities:
Notes payable, long-term
Net pension liability
Total noncurrent liabilities

TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES
Deferred inflows related to pension

NET POSITION
Net investment in capital assets
Restricted for:
Debt senice
Unrestricted

TOTAL NET POSITION

Sewer Water

Fund Fund Total
25,433 $ 64,571 $ 80,004
27,477 51,019 78,496
52,910 115,590 168,500
204,589 - 204,589
60,000 - 60,000
50,000 - 50,000
3,652,698 944,830 4,597,528
3,967,287 944,830 4,912,117
4,020,197 $ 1,060,420 $ 5,080,617
15,568 $ 14,672 $ 30,240
9,416 $ 23,595 $ 33,011
- 2,598 2,598
785 39,195 39,980
1,070 - 1,070
131,650 8,651 140,301
142,921 74,039 216,960
196,886 189,740 386,626
67,055 63,197 130,252
263,941 252,937 516,878
406,862 $ 326,976 $ 733,838
6,814 $ 6,423 $ 13,237
3,434,162 $ 746,439 $ 4,180,601
204,589 - 204,589
(16,662) (4,746) (21,408)
3,622,089 $ 741,693 $ 4,363,782

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



CITY OF MIDWAY, KENTUCKY

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2017
Sewer Water Total
Fund Fund Fund
OPERATING REVENUES
Charges for senices $ 288,423 $ 468,480 $ 756,903
Miscellaneous income 923 554 1,477
TOTAL OPERATING REVENUES 289,346 469,034 758,380
OPERATING EXPENSES:
Salaries, wages, benefits, and related taxes 67,572 63,522 131,094
Purchases of water - 416,268 416,268
Repairs and maintenance 54,634 15,898 70,5632
Insurance 7,003 7,003 14,006
Utilities 50,956 1,817 52,773
General administrative, supplies, and senvices 33,955 21,757 65,712
Depreciation expense 141,934 27,200 169,134
TOTAL OPERATING EXPENSES 356,054 553,465 909,519
OPERATING INCOME (LOSS) (66,708) (84,431) (151,139)
NONOPERATING REVENUES (EXPENSES):
Investment income 107 - 107
Interest expense (17,975) (6,142) (24,117)
TOTAL NONOPERATING REVENUES (EXPENSES) (17,868) (6,142) (24,010)
INCOME (LOSS) BEFORE TRANSFERS (84,576) (90,573) (175,149)
Transfers in 8,229 - 8,229
Transfers out - (10,319) (10,319)
CHANGE IN NET POSITION (76,347) (100,892) (177,239)
NET POSITION, beginning of year 3,698,436 842,585 4,541,021
NET POSITION, end of year $ 3,622,089 $ 741,693 $ 4,363,782

The accompanying notes are an integral part of the financial statements.
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CITY OF MIDWAY, KENTUCKY

STATEMENT OF CASH FLOWS

PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2017
Sewer Water
Fund Fund Total
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from customers $ 293,246 $ 471,637 $ 764,883
Cash payments to suppliers for goods and senvices (148,008) (470,273) (618,281)
Cash payments to employees for senvices (58,632) (55,528) (114,160)
Net cash provided by (used in) operating activities 86,606 (54,164) 32,442
CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:
Net transfers from other fund 8,229 - 8,229
Net transfer to other fund - (10,319) (10,319)
Net cash provided by (used in) non-captial financing activities 8,229 (10,319) (2,090)
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Acquisition of capital assets (20,623) (5,225) (25,848)
Principal paid on long-term debt (84,743) (8,418) (93,161)
Interest paid on long-term debt (16,805) (6,142) (23,047)
Net cash used in capital and related financing activities (122,271) (19,785) (142,056)
CASH FLOWS FROM INVESTING ACTIVITIES:
Investment income 107 - 107
Net cash provided by investing activities 107 - 107
NET DECREASE IN CASH AND CASH EQUIVALENTS (27,329) (84,268) (111,597)
CASH AND CASH EQUIVALENTS, beginning of year 257,351 148,839 406,190
CASH AND CASH EQUIVALENTS, end of year $ 230,022 $ 64,571 $ 294,593
Classified as:
Current assets - cash and cash equivalents $ 25,433 $ 64,571 $ 90,004
Restricted assets - cash and cash equivalents 204,589 - 204,589
Total $ 230,022 $ 64,571 $ 294,593
Reconciliation of operating income to net cash provided by (used in) operating activities:
Operating loss $ (66,708) $ (84,431) $ (151,139)
Adjustments to reconcile operating loss to net cash provided
(used) by operating activities:
Depreciation 141,934 27,200 169,134
Change in assets, liabilities, deferred inflows and deferred outflows:
(Increase) decrease in accounts receivable 3,839 (4,353) (514)
(Increase) decrease in deferred outflows - pension (5,214) (4,916) (10,130)
Increase (decrease) in accounts payable (1,460) (8,806) (10,266)
Increase (decrease) in accrued liabilities - 1,276 1,276
Increase (decrease) in deferred revenues 61 6,956 7,017
Increase (decrease) in deferred inflows - pension 1,519 985 2,504
Increase (decrease) in net pension liability 12,635 11,925 24,560
Net cash provided by (used in) operating activities $ 86,606 $ (54,164) $ 32,442
SCHEDULE OF NON-CASH TRANSACTIONS:
Cash paid for interest $ 16,905 $ 6,142 $ 23,047
CERS Pensions $ 8,940 $ 7,994 $ 16,934

The accompanying notes are an integral part of the financial statements.
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CITY OF MIDWAY, KENTUCKY

STATEMENT OF FIDUCIARY NET POSITION

JUNE 30, 2017

ASSETS
Investments

Total Assets

NET POSITION
Held in Trust

Total Net Position

Cemetery -
Permetual Care and
Maintenance Fund

$ 178,169
$ 178,169
$ 178,169
$ 178,169

The accompanying notes are an integral part of the financial statements.
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CITY OF MIDWAY, KENTUCKY
STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
FOR THE YEAR ENDED JUNE 30, 2017

Cemetery -
Perpetual Care and
Maintenance Fund

Additions
Deposits from sales of graves $ 1,838
Investment income 1,936
Realized gains on investments 4,095
Net change in unrealized gains (losses) 17,092
Total additions 24,961
Deductions
Investment fees 3,368
Change in Net Position 21,593
Net Position, beginning of year 156,576
Net Position, end of year $ 178,169

The accompanying notes are an integral part of the financial statements.
14



CITY OF MIDWAY, KENTUCKY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2017

1. NATURE OF ORGANIZATION AND OPERATIONS

The City of Midway, Kentucky (the "City") was incorporated February 17, 1846. The City operates under
a Mayor-Council form of government. The City's major operations include fire and police protection, parks
and recreation, and general administrative services. In addition, the City operates a water and sewer
system, manages the operations of the City cemetery and provides solid waste collection.

The citizens of Midway elect a mayor-at-large and six (6) city council members.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City of Midway, Kentucky (the City) have been prepared in accordance
with generally accepted accounting principles (GAAP) as applied to governmental units. The
Governmental Accounting Standards Board (GASB) is the standard-setting body for state and local
government accounting and financial reporting. The more significant of these accounting policies are
described below and, where appropriate, subsequent pronouncements will be referenced.

The Reporting Entity

The financial statements of the City of Midway, Kentucky include the funds, account groups and entities
over which the Mayor and Council exercise significant oversight responsibility. Oversight responsibility, as
defined by section 2100 of the Government Accounting Standards Board (GASB) Codification of
Governmental Accounting and Financial Reporting Standards, was determined based on the City's ability
to significantly influence operation, select the governing body, and participate in fiscal management and
the scope of public service.

The accounts of the City are organized on the basis of funds, each of which is considered a separate
accounting entity.

The operations of each fund are accounted for with a separate set of self-balancing accounts that
comprise its assets, liabilities, fund equity, revenues, and expenditures or expenses, as appropriate.
Governmental resources are allocated to and accounted for in individual funds based upon the purposes
for which they are to be spent and the means by which spending activities are controlled.

Basis of Presentation

The City's government-wide financial statements provide both short-term and long-term information about
the City's overall financial status. Fund financial statements focus on the individual activities of City
government, reporting the City's operations in more detail than the government-wide financial statements.

Government-wide Financial Statements

These statements are presented on an "economic resources” measurement focus and the accrual basis
of accounting. Accordingly, all of the City's assets and liabilities, including capital assets as well as
infrastructure assets and long-term liabilities, are included in the accompanying Statement of Net
Position.

The Statement of Activities presents changes in net position. Under the accrual basis of accounting,
revenues are recognized in the period in which they are earned while expenses are recognized in the
period in which the liability is incurred. The types of transactions reported as program revenues for the
City are reported in three categories: 1) charges for services, 2) operating grants and contributions, and
3) capital grants and contributions.
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CITY OF MIDWAY, KENTUCKY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2017

Certain eliminations have been made in regards to interfund activities, payables and receivables. All
internal balances in the Statement of Net Position have been eliminated except those representing
balances between the governmental activities and the business-type activities, which are presented as
internal balances and eliminated in the total primary government column. In the Statement of Activities,
however, those transactions between governmental and business-type activities have not been
eliminated.

Governmental Fund Financial Statements

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 available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the
government considers revenues to be available if they are collected within 60 days of the end of the
current fiscal period. Expenditures generally are recorded when a 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 when payment is due.

Property taxes, franchise fees, licenses, and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal
period. Only the portion of special assessments receivable due within the current fiscal period is
considered to be susceptible to accrual as revenue of the current period. Expenditure-driven grants are
recognized as revenue when the qualifying expenditures have been incurred and all other grant
requirements have been met. Entittements and shared revenues are recorded at the time of receipt or
earlier if the susceptible to accrual criteria are met. All other revenue items are considered to be
measurable and available only when cash is received by the government.

The City reports the following governmental funds:

General Fund: The General Fund is the City of Midway, Kentucky's primary operating fund. It
accounts for all financial resources of the general government, except those required to be
accounted for in another fund. This is a major fund of the City.

Special Revenue - Cemetery Fund - This fund is used to account for cemetery activity. The
primary source of revenue for this fund is grave sales. The major expenditures include transfer to
the cemetery trust fund (20% of grave sales) and maintenance on cemetery. This is a major fund
of the City.

Special Revenue - Municipal Aid Fund: is used to account for the proceeds of specific revenue
sources (other than special assessments, expendable trust or major capital projects) that are
legally restricted to expenditures to be used to account for and report resources restricted or
committed to improvement of the City’s roads and sidewalks. The primary sources of revenue are
intergovernmental grants. This is a major fund of the City.

Debt Service Fund: accounts for and reports financial resources that are restricted, committed, or
assigned to expenditures for the payment of general long-term debt principal, interest and related
costs, other than enterprise (Water Fund and Sewer Fund) debt.

Fiduciary Fund Types: Fiduciary fund types are used to account for assets held by a governmental unit in
a trustee capacity or as an agent for individuals, private organizations, other governmental units and/ or
other funds. The City has the following fiduciary fund:
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CITY OF MIDWAY, KENTUCKY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2017

Agency Fund: The City maintains Cemetery — Perpetual Care and Maintenance Fund to account
for funds placed in trust for future care and maintenance of the City Cemetery. The City places
20% of all grave sales into the agency fund. Fiduciary funds are used to report assets held in a
trustee or agency capacity for others. Since by definition these assets are being held for the
benefit of a third party and cannot be used to support activities or obligations of the City, these
funds are not incorporated into the government-wide statements.

Proprietary Fund Financial Statements

Proprietary funds are accounted for using the "economic resources" measurement focus and the accrual
basis of accounting. Accordingly, all assets and liabilities (whether current or noncurrent) are included on
the Statement of Net Position. The Statement of Revenues, Expenses and Changes in Fund Net Position
presents increases (revenues) and decreases (expenses) in total net position. Under the accrual basis of
accounting, revenues are recognized in the period in which they are earned while expenses are
recognized in the period in which the liability is incurred.

Operating revenues in the proprietary funds are those revenues that are generated from the primary
operations of the fund. All other revenues are reported as non-operating revenues. Operating expenses
are those expenses that are essential to the primary operations of the fund. All other expenses are
reported as non-operating expenses.

The City reports the following major proprietary funds:

Sewer Fund - This fund is used to account for revenues and expenditures related to sewer
services.

Water Fund - This fund is used to account for revenues and expenditures related to water
services.

Criteria for determining if other entities are potential component units which should be reported within the
City's basic financial statements are identified and described in the Governmental Accounting Standards
Board's (GASB) Codification of Governmental Accounting and Financial Reporting Standards, Sections
2100 and 2600. The application of these criteria provides for identification of any entities for which the
City is financially accountable and other organizations that the nature and significance of their relationship
with the City are such that exclusion would cause the City’s basic financial statements to be misleading or
incomplete.

Basis of Accounting

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial
statements. Revenues are recognized when earned and expenses are recognized when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues in the
year for which they are levied. Grants and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been 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 available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the City
considers revenues to be available if they are collected within 60 days of the end of the current fiscal
period except for net profits revenues for which a 90 day period is used. Expenditures generally are
recorded when a 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
when payment is due (matured).
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Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services in connection with a proprietary fund's
principal ongoing operations. The principal operating revenues of the proprietary funds are charges to
customers for services.

Operating expenses for proprietary funds include the cost of operations and maintenance, and
depreciation on capital assets. All revenues and expenses not meeting this definition are reported as non-
operating revenues and expenses.

Budgetary Data

Annual budgets are adopted on a basis consistent with Section 91A.030 of the Kentucky Revised
Statutes (KRS) for the general, enterprise fund and the special revenue funds. Budgets for all government
activities and business-type activities are adopted on a basis consistent with generally accepted
accounting principles. All annual appropriations lapse at fiscal year-end.

On or before June 30th of each year, the Mayor must present the proposed budget to the City's Council
for review. The Council holds public hearings and a final budget must be prepared and adopted no later
than July 1st of the new fiscal year.

The appropriated budget is prepared by fund, function and department. Transfers of appropriations can
be made within a City department. The general government function of the General Fund is treated as a
department for budgetary purposes and its budget is adopted at the object level. Transfers of
appropriations between departments require the approval of the governing council. The legal level of
budgetary control is the goveming council. Certain supplemental budgetary appropriations were made
during the year, which were not considered material. Budgeted amounts as amended, in the financial
statements are as adopted by ordinances of the City.

Encumbrance accounting is a system under which purchase orders, contracts and other commitments for
the expenditures of City monies are recorded as a reservation of budget. The City does not use the
encumbrance system of accounting to record and track budgeted expenses.

Cash and Cash Equivalents

The City considers demand deposits, money market funds, and other investments with an original
maturity of 90 days or less, to be cash equivalents.

Restricted Cash and Cash Equivalents

Restricted assets include those monies reserved for revenue bond debt and loans with reserve
covenants.

Investments
The City holds eligible investments as permitted under State law. Investments consisted entirely of

certificates of deposit at June 30, 2017 with insignificant early redemption penalties. As such, the
certificates of deposit are all classified as cash and cash equivalents.

Prepaid Expenses

Payments made that will benefit periods beyond June 30, 2017 are recorded as prepaid items using the
consumption method. A current asset for the prepaid amount is recorded at the time of the purchase and
an expenditure/expense is reported in the year in which services are consumed.

18



CITY OF MIDWAY, KENTUCKY

NOTES TO FINANCIAL STATEMENTS
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Receivables

In the government-wide statements, receivables consist of all revenues earned at year-end and not yet
received. Allowances for uncollectible accounts receivable are based upon historical trend and the
periodic aging of accounts receivable. Major receivable balances for the governmental funds consist of
occupational taxes. Business-type activities report utilities and interest eamings as their major
receivables.

Receivables are reviewed periodically to establish or update the provisions for uncollectible amounts.
These provisions are estimated based on an analysis for the age of the various accounts. The City
records the amount of earned but unbilled revenues for the Water and Sewer Utilities System enterprise
funds.

Allowance for Doubtful Accounts

Management provides for probable uncollectible amounts of accounts receivable through a charge to
earnings and a credit to a valuation allowance based on its assessment of the current status of individual
accounts. Balances that are still outstanding after management has used reasonable collection efforts are
written off through a charge to the valuation allowance and a credit to accounts receivable.

Inventories

The City does not maintain inventories for general government operations or the business-type
proprietary operations. Materials and goods for the water and sewer operations are purchased and
expensed as needed.

Capital Assets

General capital assets are those assets not specifically related to activities reported in the proprietary
funds. These assets generally result from expenditures in the governmental funds. These assets are
reported in the governmental activities column of the government-wide statement of net position but are
not reported in the fund financial statements. Capital assets utilized by the proprietary funds are reported
both in the business-type activities column of the government-wide statement of net position and in the
respective funds.

Al capital assets are capitalized at cost (or estimated historical cost) and updated for additions and
retirements during the year. Donated capital assets are recorded at their fair market values as of the date
received. The District maintains a capitalization threshold of one thousand dollars. Improvements are
capitalized; the cost of normal maintenance and repairs that do not add to the value of the asset or
materially extend an assets life are not.

All reported capital assets are depreciated. Improvements are depreciated over the remaining useful lives
of the related capital assets. Depreciation is computed using the straight-line method over the following
useful lives for both general capital assets and proprietary fund assets:

Description Estimated Lives
Buildings 25-50 Years
Improvements 10 - 50 Years
Machinery, furniture, and equipment 5-10 Years
Water and sewer systems 25 - 50 Years

The net book value of a sewer plant declared surplus in a prior year is not depreciated.
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Unearned Revenue

Unearned revenue arises when assets are recognized before revenue recognition criteria have been
satisfied. Grants and entitlements received before the eligibility requirements are met are recorded as
deferred revenue.

Accrued Liabilities and Long-Term Obligations

All payables, accrued liabilities and long-term obligations are reported in the government-wide financial
statements, with the exception of compensated absences, and all payables, accrued liabilities and long-
term obligations payable from proprietary funds are reported on the proprietary fund financial statements,
with the exception of compensated absences.

In general, payables and accrued liabilities that will be paid from governmental funds are reported on the
governmental fund financial statements regardless of whether they will be liquidated with current
resources. In general, payments made within sixty days after year end are considered to have been made
with current available financial resources. Bonds and other long-term obligations that will be paid from
governmental funds are not recognized as a liability in the fund financial statements until due.

Compensated Absences

It is the policy of the City to permit City employees to accumulate a limited amount of earned but
unused leave benefits which will be paid to City employees upon separation from service. Unpaid
compensated absences are recorded as a liability when the benefits are earned. The valuation of
accrued leave benefits is calculated in accordance with GASB Statement No. 16, Accounting for
Compensated Absences.

Fund Balances

In the fund financial statements, governmental funds report aggregate amounts for five classifications of
fund balances based on the constraints imposed on the use of these resources. The nonspendable fund
balance classification includes amounts that cannot be spent because they are either (a) not in spendable
form—prepaid items or inventories; or (b) legally or contractually required to be maintained intact.

The spendable portion of the fund balance comprises the remaining four classifications: restricted,
committed, assigned, and unassigned.

Restricted fund balance: This classification reflects the constraints imposed on resources either (a)
externally by creditors, grantors, contributors, or laws or regulations of other governments; or (b) imposed
by law through constitutional provisions or enabling legislation.

Committed fund balance: These amounts can only be used for specific purposes pursuant to constraints
imposed by formal resolutions or ordinances of the City Council - the government’'s highest level of
decision making authority. Those committed amounts cannot be used for any other purpose unless the
Council remove the specified use by taking the same type of action imposing the commitment. This
classification also includes contractual obligations to the extent that existing resources in the fund have
been specifically committed for use in satisfying those contractual requirements.

Assigned fund balance: This classification reflects the amounts constrained by the town’s “intent’ to be
used for specific purposes, but are neither restricted nor committed. The City Council and Mayor have the
authority to assign amounts to be used for specific purposes. Assigned fund balances include all
remaining amounts (except negative balances) that are reported in governmental funds, other than the
General Fund, that are not classified as nonspendable and are neither restricted nor committed.
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Unassigned fund balance: This fund balance is the residual classification for the General Fund. It is also
used to report negative fund balances in other governmental funds.

When both restricted and unrestricted resources are available for use, it is the City's policy to use
externally restricted resources first, then unrestricted resources—committed, assigned, and unassigned—
in order as needed.

Net Position

Net position represents the difference between (a) assets and deferred outflows of resources and (b)
liabilities and deferred inflows of resources. Net position invested in capital assets, net of related debt
consists of capital assets, net of accumulated depreciation, reduced by the outstanding balances of any
borrowings used for the acquisition, construction or improvement of those assets. Net position is reported
as restricted when there are limitations imposed on their use either through the enabling legislation
adopted by the City or through extemnal restrictions imposed by creditors, grantors or laws or regulations
of other governments.

Operating and Non-operating Revenues and Expenses

The business-type proprietary fund financial statements distinguish operating revenues and expenses
from non-operating revenues and expenses. Operating revenues and expenses are those that result from
providing services associated with the principal activities of the respective fund. Primary examples of
operating revenues are charges for water and wastewater treatment services of the City's utility system.
Operating expenses include the cost of sales and services, administration costs and depreciation
expenses.

Non-operating revenues and expenses are all those that do not meet the criteria described previously,
and include interest and tax revenues, and debt service expenses.

Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of
resources, and pension expense, information about the City's participation in the County Employees
Retirement System (CERS) of the Kentucky Retirement Systems (KRS) have been determined on the
same basis as they are reported by the KRS for the CERS plan. For this purpose, benefits including
refunds of employee contributions are recognized when due and payable on accordance with the benefit
terms of the CERS plan of KRS. The liability was measured at June 30, 2016.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Estimates are used to determine
depreciation expense, and the allowance for doubtful accounts among other accounts. Actual results
could differ from those estimates.
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Property Taxes

Property tax (real property) rolls are prepared by the Woodford County Property Tax Assessors office on
property assessed as of the preceding January |. The assessments are determined in accordance with
Kentucky Revised Statues. The due date collection periods for all taxes exclusive of vehicle taxes are as
follows:

Description Per KRS.134.015

1. Due date for payment of taxes Upon Receipt

2. 2% discount period By November 30

3. Face value amount payment period To December 31

4. Past due date, 10% penalty January 1

5. Interest Charges 1.0% per month effective January 1

Vehicle taxes are collected by the County Clerk of Woodford County. Vehicle taxes are due in the birth
month of the licensee.

Interfund Balances

On fund financial statements, receivables and payables resulting from short-term interfund loans are
classified as "interfund receivables/payables”. These amounts are eliminated in the governmental and
business-type activities columns of the statements of net position, except for the net residual amounts
due between governmental and business-type activities, which are presented as internal balances.

Transactions between funds that would be treated as revenues, expenditures, or expenses if they involve
entities external to the City are accounted for as revenues, expenditures, or expenses in the funds.

Interfund Activity

Exchange transactions between funds are reported as revenues in the seller funds and as
expenditures/expenses in the purchaser funds. Flows of cash or goods from one fund to another without
a requirement for repayment are reported as interfund transfers. Interfund transfers are reported as other
financing sources/uses in governmental funds and after nonoperating revenues/expenses in proprietary
funds. Repayments from funds responsible for particular expenditures/expenses to the funds that initially
paid for them are not presented on the financial statements.

Recently Issued And Adopted Accounting Principles

In June 2015, the GASB issued Statement 73, Accounting and Financial Reporting for Pensions and
Related Assets That Are Not Within the Scope of GASB Statement 68, and Amendments to Certain
Provisions of GASB Statements 67 and 68. This statement is effective for periods beginning after June
15, 2016. This statement was adopted during the fiscal year ended June 30, 2017 and did not have an
impact on the City's financial statements.

In June 2015, the GASB issued Statement 74, Financial Reporting for Postemployment Benefit Plans
Other Than Pension Plans. This statement is effective for periods beginning after June 15, 2016. This
statement was adopted during the fiscal year ended June 30, 2017 and did not have an impact on the
City's financial statements.

In August 2015, the GASB issued Statement 77, Tax Abatement Disclosures. This statement is effective
for periods beginning after December 15, 2015. This statement was adopted during the fiscal year ended
June 30, 2017 and additional disclosures have been included in the financial statements.
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In December 2015, the GASB issued Statement 78, Pensions Provided Through Certain Multiple-
Employer Defined Benefit Pension Plans. This statement is effective for periods beginning after
December 15, 2015. This statement was adopted during the fiscal year ended June 30, 2017 and did not
have an impact on the City's financial statements.

In Janaury 19016, the GASB issued Statement 80, Blending Requirements for Certain Component Units
— An Amendment of GASB Statement 14. This statement is effective for periods beginning after June 15,
2016. This statement was adopted during the fiscal year ended June 30, 2017 and did not have an impact
on the City's financial statements.

in March 2016, the GASB issued Statement 81, Irrevocable Split-Interest Agreements. This statement is
effective for periods beginning after December 15, 2016. This statement was adopted during the fiscal
year ended June 30, 2017 and did not have an impact on the City's financial statements.

Recently Issued Accounting Principles

In March 2016, the GASB issued Statement 82, Pension Issues — An Amendment of GASB Statements
No. 67, No. 68 and No. 72. This statement is effective for periods beginning after June 15, 2016 except
for the requirements of the Statement for the selection of assumptions in a circumstance in which an
employer’'s pension liability is measured as of a date other than the employer's most recent fiscal year-
end. In that circumstance, the requirements for the selection of assumptions are effective for that
employer in the first reporting period in which the measurement date of the pension liability is on or after
June 15, 2017. Management is currently evaluating the impact of the adoption of this statement on the
City’s financial statements.

In November 2016, the GASB issued Statement 83, Certain Asset Retirement Obligations. This statement
is effective for periods beginning after June 15, 2018. Management is currently evaluating the impact of
the adoption of this statement on the City’s financial statements.

In Janaury 19017, the GASB issued Statement 84, Fiduciary Activities. This statement is effective for
periods beginning after December 15, 2018. Management is currently evaluating the impact of the
adoption of this statement on the City’s financial statements.

In March 2017, the GASB issued Statement 85, Omnibus 2017. This statement is effective for periods
beginning after June 15, 2017. Management is currently evaluating the impact of the adoption of this
statement on the City’s financial statements.

In May 2017, the GASB issued Statement 86, Certain Debt Extinguishment Issues. This statement is
effective for periods beginning after June 15, 2017. Management is currently evaluating the impact of the
adoption of this statement on the City’s financial statements.

In June 2017, the GASB issued Statement 87, Leases. This statement is effective for periods beginning
after December 15, 2019. Management is currently evaluating the impact of the adoption of this
statement on the City’s financial statements.
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3. CASH, CASH EQUIVALENTS, AND INVESTMENTS

As of June 30, 2017, the City’'s cash and cash equivalents balances include deposits held in checking
accounts, savings accounts, and certificate of deposits. The carrying value of cash and equivalents for
the governmental activity accounts and the business-type activity accounts totaled $861,612 and
$294,593, respectively.

Custodial Credit Risk: For deposits, custodial credit risk is the risk that in the event of the failure of the
counterparty, the City will not be able to recover the value of its investments or collateral securities that
are in the possession of an outside party. The City has no formal policy on custodial credit risk. At June
30, 2017, $867,115 of the government’s bank balance of $1,175,827 was exposed to custodial credit risk.
The full amount exposed to custodial credit risk was collateralized by securities held by the pledging
financial institution.

Money market funds and participating interest-earning investment contracts (such as negotiable
certificates of deposit, certificates of deposit, and repurchase agreements) that at the time of purchase,
have a maturity of one year or less, are carried at amortized cost which approximates fair value.

The City's investments as of June 30, 2017 are as follows:

Governmental Funds:

Governmental Funds:
Certificates of deposit $ 423,358

Agency Funds:
Money Market Mutual Funds $ 178,169

Credit Risk: Under KRS 66.480, the City is permitted to invest in the following:

o obligations of the United States and of its agencies and instrumentalities, including
obligations subject to repurchase agreements, if delivery of these obligations subject to
repurchase agreements is taken either directly or through an authorized custodian

o obligations and contracts for future delivery or purchase of obligations backed by the full faith
and credit of the United States or a United States Government agency

o obligations of any corporation of the United States Government

o certificates of deposit issued by, or other interest-bearing accounts of, any bank or savings
and loan institution insured by the Federal Deposit Insurance Corporation or similar entity, or
which are collateralized, to the extent uninsured, by any obligations permitted by KRS
41.240(4)

o uncollateralized certificates of deposit issued by any bank or savings and loan institution
rated in one of the three highest categories by a nationally recognized rating agency

o bankers’ acceptances for banks rated in one of the three highest categories by a nationally
recognized rating agency

o commercial paper rated in the highest category by a nationally recognized rating agency

o bonds or certificates of indebtedness of the Commonwealth of Kentucky and of its agencies
and instrumentalities

o securities issued by a state or local government, or any instrumentality of an agency thereof
in the United States, and rated in one of the three highest categories by a nationally
recognized rating agency
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o shares of mutual funds (the mutual fund shall be an open and diversified investment
company registered under the Federal Investment Company Act of 1940, as amended; the
management company of the investment company shall have been in operation for at least
five years; and all securities in the mutual funds shall be eligible investments pursuant to the
above)

Concentration of Credit Risk: The amount invested at any time by the City in uncollateralized certificates
of deposit issued by any bank or savings and loan institution, bankers’ acceptances, commercial paper,
or securities issued by a state or local government, or any instrumentality of an agency thereof in the
United States (as described above), shall not exceed 20% of the total amount invested by the City. With
the exception of fully insured or fully collateralized investments and demand deposit accounts, no more
than 20% of the City’s total investment portfolio shall be invested in a single security type or with a single
financial institution.

Interest Rate Risk: The City’s formal investment policy does not address policies relative to investment
maturities as a means of managing its exposure to fair value losses arising from increasing interest rates.

4. HEALTH INSURANCE ACCOUNT

During 2010, the Council voted to open an account at United Bank in which to deposit a portion of each
employee's deductible on health insurance. Disbursements are made out of the account when employees
have health care costs subject to the deductible. The City reimburses the plan based on reimbursement
activity upon receiving an invoice.

This balance is not included in the financial statements due to the fact that the City does not administer
the fund; the funds are held in a cafeteria plan that meets the specific requirements and regulations of
section 125 of the Internal Revenue Code. The balance of this account at June 30, 2017 was $21,626.
Febco, Inc. is the third party administrator. Employees request reimbursements from Febco, Inc. Febco
Inc, then sends a monthly report to the City showing all reimbursements made and for which employee.
The City then deposits additional monies as needed into the United Bank account. During fiscal year
2017, the City deposited $13,700 into the United Bank account.

5. NONCURRENT RECEIVABLE

The City has entered into an agreement with the Versailles-Woodford County Economic Development
Authority ("the Authority") whereby the City has agreed to pay one-half of any interest expense incurred
by the Authority in the acquisition and development of an industrial park. The City has also agreed to
guarantee payment of these loans. The Authority agreed to reimburse any interest or other cost paid by
the City with proceeds from sales of industrial park lots. As of June 30, 2017, the Authority owes the City
$681,663, which was recorded as a noncurrent receivable. The last payment received from the Authority
was in September 2009; therefore, while management maintains that the Authority owes the City the
entire amount of the receivable, Management has significant concerns regarding the Authority's ability to
pay. Management believes that is it highly unlikely that collection will occur. Also, management of the
Economic Development Authority noted, "The agreement requires the EDA will reimburse Midway to the
extent that there are any funds remaining after the sale of all lots. Based on the current option agreement
and the purchase price in that agreement, it is highly unlikely that there will be any excess funds
remaining." Management elected to establish an allowance account for 100% of the balance in fiscal year
2013.
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6. CAPITAL ASSETS

Capital asset activity during the year ended June 30, 2017 is as follows:

Beginning Ending
balance Increases Decreases balance
Governmental activities:
Capital assets not being depreciated:
Land, general govemment $ 6,300 $ - $ - $ 6,300
Capital assets being depreciated:
General government
Buildings 525,293 - 14,281 511,012
Office fumishings and equipment 28,907 27,357 - 56,264
Fixtures 33,980 - - 33,980
Vehicles - 24,827 - 24,827
Leased equipment 106,834 - - 106,834
Infrastructure 3,539,143 85,125 - 3,624,268
Cemetery
Equipment 68,930 - 2,938 65,992
Improvements 26,130 - - 26,130
Fire Department
Equipment 137,882 13,839 11,000 140,721
Fire trucks 317,997 - - 317,997
Hydrants 12,992 - - 12,992
Park
Equipment 43,172 - - 43,172
Municipal Streets
Equipment 15,681 - - 15,681
Signs 6,116 - - 6,116
Infrastructure 227,746 - - 227,746
Total 5,090,803 151,148 28,219 5,213,732
Less: accumulated depreciation (4,189,192) (103,962) (19,873) (4,273,281)
Total depreciable capital assets, net 901,611 47,186 8,346 940,451
Governmental activities capital assets, net $ 907,911 $ 47,186 $ 8,346 $ 946,751

Depreciation expense attributable to governmental activities was charged to the governmental
functions/programs per the statement of activities as follows:

General government $ 22,667
Public safety - Fire 54,151
Streets 21,958
Cemetery 5,186

Total depreciation $ 103,962
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Beginning Ending
balance Increases Decreases balance
Business-type activities:
Capital assets not being depreciated:
Land $ 50,000 - - $ 50,000
Capital assets being depreciated:
Sewer Operations
Lines 815,156 9,800 - 824,956
Equipment 355,179 10,824 - 366,003
Sewer plant 4,609,277 - - 4,609,277
Vehicles 44,694 - - 44,694
Water Operations
Lines 564,489 - - 564,489
Equipment 276,786 5,224 - 282,010
Water tower 695,866 - - 695,866
Total 7,361,447 25,848 - 7,387,295
Less: accumulated depreciation
Sewer (2,050,297) (141,934) - (2,192,231)
Water (570,336) (27,200) - (597,536)
(2,620,633) (169,134) - (2,789,767)
Total depreciable capital assets, net 4,740,814 (143,286) - 4,597,528
Business-type activities capital assets, net $ 4,790,814 (143,286) $ - $ 4,647,528

Depreciation expense attributable to business-type activities was charged to specific

statement of activities as follows:

Sewer
Water

Total depreciation

Capital Grant Projects:

functions per the

141,934
27,200

134

$ 169,

The City has multiple grants pending or anticipated with the Kentucky Infrastructure Authority (KIA) to
upgrade and improve the current water and sewer systems of the City.
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7. LONG-TERM OBLIGATIONS

Long-term debt of the City consists of the following as of June 30, 2017:

Original June 30, 2017
Interest rate Principal Balance
Governmental activities:
Fire truck loan 1.980% $ 120,089 $ 65,525
Total governmental activities $ 120,089 $ 65,525
Business-type activities:
KIA restricted loan 1.000% $ 648,539 $ 80,000
KIA rewlving loan 4.375% 843,714 248,535
KIA F14-052 2.750% 215,000 198,392
Total business-type activities $ 1,707,253 $ 526,927

Annual debt service requirements to maturity are as follows:

Governmental activities Business-type activities
Principal Interest Total Principal Interest Total

2018 $ 24,167 $ 1,079 $ 25,246 $ 140,301 $ 17,755 $ 158,056
2019 24,650 596 25,246 62,522 12,134 74,656
2020 16,708 124 16,832 64,826 9,830 74,656
2021 - - - 67,215 7.441 74,656
2022 - - - 39,389 4,963 44,352
2023 - 2027 - - 52,408 17,831 70,239
2028 - 2032 - - - 60,077 10,162 70,239
2033 - 2037 - - - 40,189 1,956 42,145
$ 65,525 $ 1,799 $ 67,324 $ 526,927 $ 82,072 $ 608,999

The total interest incurred for the year ended June 30, 2017 was $25,688, with $1,571 attributable to
governmental funds, $17,975 for the Sewer Fund and $6,142 for the Water Fund.

During the year ended June 30, 2017, and in prior years, long-term liabilites were liquidated with
revenues from the City's Enterprise Fund-Sewer System with the exception of the fire truck loan that will
be liquidated with revenues from the City's General Fund.

The City has a Line of Credit with United Bank and Trust Company for $100,000. There were no draws on
the line of credit during the year ended June 30, 2017. The maturity date of the line of credit is June 30,
2017. There is no balance owed on the line of credit as of June 30, 2017.

The loans require depreciation and sinking funds, which are debt reserve funds for the notes payable.
The revolving loan required that a repair and maintenance reserve account be established December 1,
2002.

The City must deposit $7,000 annually into this fund for ten (10) years. These funds are to be used for
extraordinary or unbudgeted expenses associated with the project. The balance in the cash account as of
June 30, 2017 is $109,774 (sinking fund). The balance in the depreciation cash account at June 30, 2017
is $94,815.

The total of $204,589 is presented as restricted cash on the Sewer Fund's Statement of Net Position.
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Long-term liability activity for the year ending June 30, 2017 was as follows:

Beginning Ending Amounts due
balance Additions Reductions balance in one year
Governmental activities:
Fire truck loan $ 89,217 $ - $ (23692) §$ 65,525 $ 24,167
Business-type activities:
KIA restricted loan $ 115,000 $ - $ (35,0000 $ 80,000 $ 80,000
KIA revolving loan 298,278 - (49,743) 248,535 51,650
KIA F14-052 206,810 - (8.418) 198,392 8,651
Total business-type activities $ 620,088 $ - $ (93,161) $ 526,927 $ 140,301

Loan Covenants

The loan ordinances contain significant limitations and restrictions on annual debt service requirements,
maintenance of and flow of monies through various restricted accounts, minimum amounts to be
maintained in various sinking funds and minimum revenue loan overages. Funds are held in the reserve
accounts at June 30, 2017, as required by the revenue loan ordinances.

Section 7 of Loan Ordinance 610.11 requires the following series of funds related to 1984 Series A and B
Sewer Revenue Loans. Even though the 1984 Series A and B loans have been refinanced, the provisions
of Section 7 have not been repealed. The City continues to operate the following funds included in the
accompanying Statement of Net Position under "Business-type (Proprietary) Funds."

Sewer System Revenue Account

a.

The City, in accordance with Section 7 of Ordinance 610.11, for accumulation of monies into the
Loan Sinking Account, Depreciation Account and Operation and Maintenance Account.

Sewer System Bond and Interest Account: Amounts sufficient to pay the current principal and
interest requirements of the outstanding revenue loan are to be set aside monthly in this account.
The monthly payment is to be equal to one-sixth of the next interest payment one-twelfth of the
next principal payment.

Sewer System Depreciation Account: Monthly deposits of not less than $455 of the funds
remaining in the Revenue Account are to be made into this account so long as (i) any loan
remains outstanding and unpaid, and (ii) the unexpended balance of the Deprecation Account is
less than $55,000. The City further agrees to deposit the proceeds from the sale of any
equipment no longer needed or usable, all fees or charges collected from potential customers
and any proceeds received from property damage insurance. These funds are to be used for
paying the cost of unusual or extraordinary maintenance, rep s, renewals, replacements and the
cost of constructing additions and improvements to the system, which will either enhance its
revenue-producing capacity or provide a higher degree of service.

Sewer System Operation and Maintenance Account. The Loan Ordinance established this
account to be used to pay operating expenses, and accordingly, the account reflects in the
financial statements as unrestricted. The Loan Ordinance provides for monthly deposits from the
Revenue Account equal to the anticipated expenses of operating and maintaining the system for
the following month, and for accrual of an operation and maintenance reserve equal to the
anticipated requirements for a two-month period pursuant to the annual budget.
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Conduit Debt:

The City issued $8,000,000 in industrial revenue bonds in fiscal year 2013 to enable a non-profit
corporation to construct a 40,300 square foot multi-purpose facility. The bonds do not constitute an
indebtedness or pledge of faith and credit of the City; therefore, no obligation is recorded on the City's
general-purpose combined financial statement.

The City issued $10,000,000 in industrial revenue bonds in fiscal year 2016 to enable a non-profit
corporation for renovation and expansion of a convention and arena facility. The bonds do not constitute
an indebtedness or pledge of faith and credit of the City; therefore, no obligation is recorded on the City's
general-purpose combined financial statement.

8. FUND BALANCES

Nonspendable fund balances are those that cannot be spent on future obligations. At June 30, 2017,
there was no nonspendable fund balance..

Restricted fund balances arise when constraints placed on the use of resources are either extemnally
imposed by creditors (such as through debt covenants), grantors, contributors, or laws or regulations of
other governments or imposed by law through constitutional provisions or enabling legislation. At June
30, 2017, the City had $52,650 restricted for the municipal aid fund.

Committed fund balances are those amounts that can only be used for specific purposes pursuant to
constraints imposed by formal action of the government's highest level of decision-making authority,
which, for the City is the City Council. The Council must approve by majority vote the establishment (and
modification or rescinding) of a fund balance commitment. The City had the following general fund
commitments at June 30, 2017: $479,275 for emergency reserves; $81,968 for the Rau building, and
$18,803 for the cemetery.

Assigned fund balances are those amounts that are constrained by the government's intent to be used for
specific purposes, but are neither restricted nor committed. There were no amounts assigned related to
encumbrances at June 30, 2017. Assigned fund balance also includes (a) all remaining amounts (except
for negative balances) that are reported in governmental funds, other than the general fund, that are not
classified as nonspendable and are neither restricted nor committed and (b) amounts in the general fund
that are intended to be used for a specific purpose. At June 30, 2017, the City had $3,376 assigned for
parks.

Unassigned fund balance is the residual classification for the general fund. This classification represents
fund balance that has not been assigned to other funds and that has not been restricted, committed, or
assigned to specific purposes within the general fund.

The City considers unrestricted amounts to have been spent when an expenditure is incurred for
purposes for which both restricted and unrestricted fund balance is available. Also, the City has
established the order of assigned, committed and restricted when an expenditure is incurred for purposes
for which amounts in any of those unrestricted fund balance classifications could be used.
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9. RETIREMENT PLAN

COST-SHARING, MULTIPLE-EMPLOYER PLANS

Plan Descriptions, Contribution Information, and Funding Policies:

The City participates in two statewide, cost-sharing, multiple-employer, public employers’ defined benefit
pension plans on behalf of City employees and City police officers. The plans, created under Kentucky
Revised Statute (KRS) 78.520, provide for retirement, disability, and death benefits to plan members.

General information about the County Employees Retirement System Non-Hazardous (“CERS
Non-Hazardous”)

Plan description — CERS is a cost-sharing multiple-employer defined benefit pension plan administered
by the Kentucky Retirement System, an agency of the Commonwealth of Kentucky. Under the provisions
of the Kentucky Revised Statute (“KRS") Section 61.645, the Board of Trustees of the Kentucky
Retirement System administers CERS and has the authority to establish and amend benefit provisions.
The Kentucky Retirement System issues a publicly available financial report that includes financial
statements and required supplementary information for CERS. That report may be obtained from
http://kyret.ky.gov/.

Benefits provided — CERS Non-Hazardous provides retirement, health insurance, death and disability
benefits to Plan employees and beneficiaries. Employees are vested in the plan after five years’ service.
For retirement purposes, employees are grouped into three tiers, based on hire date:

Tier 1 Participation date Before September 1, 2008
Unreduced retirement 27 years service or 65 years old
Reduced retirement At least 5 years service and 55 years old

At least 25 years service and any age

Tier 2 Participation date September 1, 2008 — December 31, 2013
Unreduced retirement At least 5 years service and 65 years old
Or age 57+ and the sum of service years plus age equal 87
Reduced retirement At least 10 years service and 60 years old

Tier 3 Participation date After December 31, 2013
Unreduced retirement At least 5 years service and 65 years old
Or age 57+ and the sum of service years plus age equal 87
Reduced retirement Not available

Cost of living adjustments are provided at the discretion of the General Assembly. Retirement is based on a
factor of the number of years’ service and hire date multiplied by the average of the highest five years’
earnings. Reduced benefits are based on factors of both of these components. Participating employees
become eligible to receive the health insurance benefit after at least 180 months of service. Death benefits
are provided for both death after retirement and death prior to retirement. Death benefits after retirement are
$5,000 in lump sum. Five years' service is required for death benefits prior to retirement and the employee
must have suffered a duty-related death. The decedent's beneficiary will receive the higher of the normal
death benefit and $10,000 plus 25% of the decedent’s monthly final rate of pay and any dependent child will
receive 10% of the decedent’s monthly final rate of pay up to 40% for all dependent children. Five years’
service is required for nonservice-related disability benefits.
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Contributions — Required contributions by the employee are based on the tier:

Required Contribution

Tier 1 5%
Tier 2 5% + 1% for insurance
Tier 3 5% + 1% for insurance

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows
of Resources Related to Pensions

At June 30, 2017, the City reported a liability for its proportionate share of the net pension liability for
CERS as follows:

Gowernmental activities $ 264,295
Business-type activities 130,252
Total $ 394,547

The net pension liability for the plan was measured as of June 30, 2016, and the total pension liability
used to calculate the net pension liability was determined by an actuarial valuation as of that date. The
City's proportion of the net pension liability for CERS Nonhazardous was based on the actual liability of
the employees and former employees relative to the total liability of the System as determined by the
actuary. At June 30, 2016, the City’s proportion of the plan was as 0.008013%. This is a decrease of
0.001497% from the prior year.

For the year ended June 30, 2017, the City recognized pension expense of $39,414. At June 30, 2017,
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
Differences between expected and actual experience $ 1,722 § -
Changes of assumptions 20,901 -
Net difference between projected and actual earnings on
pension plan investments 37,091 40,096
Changes in proportion and differences between City
contributions and proportionate share of contributions 3,465 -
City contributions subsequent to the measurement date 28,422 -
$ 91,601 § 40,096
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$28,422 reported as deferred outflows of resources related to pensions resulting from City contributions
subsequent to the measurement date will be recognized as a reduction of the net pension liability in the
year ended June 30, 2018. Other amounts reported as deferred outflows of resources and deferred
inflows related to pensions will be recognized in pension expense as follows:

Year ended June 30:

2018 $ 14,021
2019 3,211
2020 2,825
2021 3,026

$ 23,083

Actuarial assumptions — The total pension liability in the June 30, 2016 actuarial valuation was
determined using the following actuarial assumptions for CERS (CERS Non-Hazardous and CERS
Hazardous), applied to all periods included in the measurement:

Inflation 3.25%
Projected salary increases 4.00%
Investment rate of return, net of investment

expenses and inflation 7.50%

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 for one year for females). For disabled members, the RP-2000 Combined Disabled
Mortality Table projected with Scale BB to 2013 (set back four 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 — June 30, 2013.

The long-term expected return on plan assets is reviewed as part of the regular experience studies
prepared every five years for the Systems. The most recent analysis, performed for the period covering
fiscal years 2008 through 2013, is outlined in a report dated December 3, 2015. Several factors are
considered in evaluating the long-term historical data, estimates inherent in current market data, 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 assumptions developed by the investment 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 timeframe. 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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The target allocation and best estimates of arithmetic real rates of return for each major class, as
provided by CERS, are summarized in the following table:

Long-Term
Target Expected Real
Asset Class Allocation Rate of Return
Combined Equity 44.0% 5.40%
Combined Fixed Income 19.0% 1.50%
Real Return (Diversified
Inflation Strategies) 10.0% 3.50%
Real Estate 5.0% 4.50%
Absolute Return (Diversified
Hedge Funds) 10.0% . 4.25%
Private Equity 10.0% 8.50%
Cash Equivalent 2.0% -0.25%

100.0%

Discount rate — For CERS, the discount rate used to measure the total pension liability was 7.50%. The
projection of cash flows used to determine the discount rate assumed that contributions from plan
employees and employers will be made at statutory contribution rates. Projected inflows from investment
earnings were calculated using the long-term assumed investment return of 7.50%. The long-term
investment rate of return was applied to all periods of projected benefit payments to determine the total
pension liability.

Sensitivity of CERS proportionate share of net pension liability to changes in the discount rate —The
following table presents the net pension liability of the City, calculated using the discount rates selected
by each pension system, as well as what the City’s net pension liability would be if it were calculated
using a discount rate that is 1-percentage-point lower or 1-percentage-point higher than the current rate
calculated the amounts in this schedule:

Current
Discount
1% Decrease Rate (7.50%) 1% Increase
City's proportionate share of
net pension liability - CERS-
Non-Hazardous $ 491,648 $ 394,547 $ 311,280

Pension Plan Fiduciary Net Position

Detailed information about the pension plan's fiduciary net position, which has been determined on the
same basis as that used by the plan, is available in the separately issued CERS financial report. The
financial statements are prepared on the accrual basis of accounting. Member contributions and employer
matching contributions are recognized in the fiscal year due. Benefits and refunds are recognized when
due and payable in accordance with the terms of the plan.

34



CITY OF MIDWAY, KENTUCKY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2017

CERS also provides post-retirement health care coverage as follows:

For members participating prior to July 1, 2003, years of service and respective percentages of the
maximum contribution are as follows:

% paid by % Paid by Member through
Years of Service Insurance Fund Payroll Deduction
20 or more 100% 0%
15-19 75% 25%
10-14 50% 50%
4-9 25% 75%
Less than 4 0% 100%

As a result of House Bill 290 (2004 General Assembly), medical insurance benefits are calculated
differently for members who began participation on or after July 1, 2003. Once members reach a
minimum vesting period of ten years, non-hazardous employees whose participation began on or after
July 1, 2003, earn ten dollars per month for insurance benefits at retirement for every year of eamed
service without regard to a maximum dollar amount.

The City is required to contribute at an actuarially determined rate. As of June 30, 2017, 2016, and 2015,
the City's required contribution rate (CERS non-hazardous) was 4.73%, 4.64%, and 4.92%, respectively,
of annual covered payroll. The contribution requirements of plan members and the City are established
and may be amended by the Kentucky Retirement Systems Board of Trustees. Contributions to the
Insurance Fund from the City were $9,637, $8,870 and $10,956 for the years ended June 30, 2017, 2016,
and 2015, respectively..

DEFERRED COMPENSATION PLAN

The City offers its employees a deferred compensation plan created in accordance with Internal Revenue
Code Section 401(k). The plan is administered by the Kentucky Public Employees’ Deferred
Compensation Authority. The plan, available to all City employees, permits them to defer a portion of
their salary until future years.

10. RISK MANAGEMENT

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; natural disasters; and workers’ compensation claims.

The City contracts with the Kentucky League of Cities Insurance Services (KLCIS), a local government
risk pool to insure against workers’ compensation claims.

The City purchases commercial insurance for various risks of loss due to torts, thefts, property damage,
errors and omissions, injuries to employees and natural disasters. Settled claims resulting from these
risks have not exceeded commercial insurance coverage in any of the past three fiscal years.
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11. CONTINGENCIES
Litigation

The City is party to pending civil suits that normally occur in the course of governmental operations. The
financial statements do not include accruals or provisions for loss contingencies that may result from
these proceedings. While the outcome of these proceedings cannot be predicted, due to the insurance
coverage maintained by the City, the City feels that any settlement or judgment not covered by insurance
would not have a material adverse effect on the financial condition of the City.

Federal grants

The City participates in a number of federally assisted grant programs, principal of which are Federal
Emergency Management Agency Grants, Community Development Block Grants, and USDA Rural
Development Water and Waste Water Program Loans and Grants. These programs are subject to
program compliance audits by the grantors or their representatives, and the audits of these programs
include the year ended June 30, 2017.

12. RELATED PARTY TRANSACTIONS

In a governmental entity, related parties include members of the governing body (City Council Members,
etc.), board members, administrative officials (mayor, city clerk, etc.), immediate family members of the
preceding individuals and affiliated governmental units that are not included in the financial statements as
part of the reporting entity such as water and sewer systems. There are no related party transactions to
be disclosed.

13. TRANSFERS

The following schedule shows the interfund transfers made between funds during the fiscal year.
Transfers are used to move revenues from the fund that statute or budget requires to collect them to the
fund that statue or budget requires to expend them and to move unrestricted revenue collected in the
general fund to finance various programs accounted for in other funds in accordance with budgetary

authorizations.
From fund To fund Amount
General Fund Municipal Aid Fund $ 80,174
General Fund Debt Service Fund 25,263
General Fund Cemetery Fund 108,174
Water Fund Sewer Fund 8,229
Water Fund General Fund 2,090
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14. PRIOR PERIOD ADJUSTMENTS

During the current year, it was determined that certain prior year assets and liabilities were recorded
incorrectly. It was also, determined that the City incorrectly applied the modified approach fro
infrastructure in prior years. Therefore, the prior period has been adjusted in the current year financial
statements. Details of the adjustments are as follows:

Governmental
activities General Fund
Net position, as previously reported $ 1,729,668 $ 873,549
Prior period adjustments:
Payroll related benefits under accrued at 6/30/16 (1,869) (1,869)
License fees over accrued as of 6/30/16 (5,550) (5,550)
Employee insurance account included in general fund
at 6/30/16 (27,160) (27,160)
Police contract expense not accrued at 6/30/16 (8,336) (8,336)
Infrastructure - cost 3,539,143 -
Infrastructure - accumulated depreciation (3,322,135) -
Net position of governmental activities, as restated $ 1,903,761 $ 830,634
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CITY OF MIDWAY, KENTUCKY

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE - BUDGET-TO-
ACTUAL — GENERAL FUND

FOR THE YEAR ENDED JUNE 30, 2017

Fawvorable
Original Amended (Unfavorable)
Budget Budget Actual Variance
REVENUES
Property taxes, levied for general purposes $ 115000 $ 115000 $ 105,492 $  (9,508)
Franchise 42,000 42,000 66,012 24,012
Utility 10,000 10,000 11,260 1,260
Occupational 405,500 405,500 502,639 97,139
Insurance premium 150,000 150,000 154,662 4,662
Motor vehicle - - 13,819 13,819
Licenses, fees, and permits 168,220 168,220 21,475 (146,745)
Intergovernmental revenues 49,790 49,790 25,536 (24,254)
Charges for senices and rents 137,000 137,000 119,077 (17,923)
Investment income - - 471 471
Miscellaneous 170,264 170,264 40,442 (129,822)
Total revenues 1,247,774 1,247,774 1,060,885 (186,889)
EXPENDITURES
Current:
General govemment 429,398 429,398 290,773 138,625
Public safety - police 100,000 100,000 100,000 -
Public safety - fire 115,262 115,262 66,353 48,909
Sanitation 113,200 113,200 120,354 (7,154)
Parks and recreation 13,000 13,000 5,367 7,633
Capital outlay 37,300 37,300 151,148 (113,848)
Total expenditures 808,160 808,160 733,995 74,165
Excess (deficiency) of revenues over
(under) expenditures 439,614 439,614 326,890 (261,054)
OTHER FINANCING SOURCES (USES)
Transfers in - - 2,090 (2,090)
Transfers out (439,614) (439,614) (213,612) (226,002)
Net other financing sources (uses) (439,614) (439,614) (211,522) (228,092)
Net change in fund balances $ - $ - 115,368 $ (489,146)
Fund balances - beginning of year, restated 830,634
Fund balances - end of year $ 946,002

See independent auditor’s report on required supplementary information
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REVENUES

Intergovermmental revenues
Total revenues

EXPENDITURES

Current:
Streets
Capital outlay

Total expenditures

Favorable
Original Amended (Unfavorable)
Budget Budget Actual Variance
$ 36,540 $ 36,540 $§ 33845 § (2,695)
36,540 36,540 33,845 (2,695)
36,540 36,540 169,055 (132,515)
36,540 36,540 169,055 (132,515)

Excess (deficiency) of revenues over

(under) expenditures

- - (135,210) (135,210)

OTHER FINANCING SOURCES (USES)

Transfers in 266,596 266,596 80,174 (186,422)
Transfers out - - - -
Net other financing sources (uses) 266,596 266,596 80,174 (186,422)
Net change in fund balances $ 266596 $ 266,596 (55,036) $ (321,632)
Fund balances - beginning of year 107,686
Fund balances - end of year $ 52,650

See independent auditor’s report on required supplementary information
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REVENUES
Charges for senices and rents
Total revenues

EXPENDITURES
Current:
Cemetery
Capital outlay
Total expenditures
Excess (deficiency) of revenues over
(under) expenditures

OTHER FINANCING SOURCES (USES)
Transfers in
Transfers out
Net other financing sources (uses)

Net change in fund balances
Fund balances - beginning of year

Fund balances - end of year

Fawvorable
Original Amended (Unfavorable)
Budget Budget Actual Variance
- $ - $ 7,702 $ 7,702
- - 7,702 7,702
139,756 139,756 117,654 22,102
10,000 10,000 - 10,000
149,756 149,756 117,654 32,102
(149,756) (149,756) (109,952) 39,804
149,756 149,756 108,174 (41,582)
149,756 149,756 108,174 (41,582)
- $ - (1,778) $& (1,778)
20,581
$ 18,803

See independent auditor’s report on required supplementary information
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FOR THE YEAR ENDED JUNE 30, 2017

CERS - Non-Hazardous
2017 2016 2015

City's proportion of the

net pension liability 0.008013% 0.009510% 0.009290%
City's proportionate share of the

net pension liability $ 394,547 $ 408,868 $ 301,000
City's covered-employee payroll $ 191,159 $ 222,682 $ 213,043
City's proportionate share of the

net pension liability as a percentage

of its covered payroll 206% 184% 141%
Plan fiduciary net position as a

percentage of the total pension liability 55.50% 59.97% 66.80%

* The above schedules are presented to illustrate the requirement to show information for 10 years.

However, until a full 10-year trend is compiled, the City will report available information.

Note: The amounts presented for each fiscal year were determined as of the prior fiscal year-end June

30, 2016.

See independent auditor’s report on required supplementary information
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CITY OF MIDWAY, KENTUCKY
SCHEDULE OF CONTRIBUTIONS - CERS

FOR THE YEAR ENDED JUNE 30, 2017

CERS - Non-Hazardous
*
2017 2016 2015

Contractually required contribution $ 28422 $ 23,742 $ 28,392
Contributions in relation to the

contractually required contribution 28,422 23,742 28,392
Contribution (excess) deficiency $ - $ - $ -
City's covered-employee payroll $ 203,742 $ 191,159 $ 222,682
Contributions as a percentage of covered

employee payroll 13.95% 12.42% 12.75%

* The above schedules are presented to illustrate the requirement to show information for 10 years.
However, until a full 10-year trend is compiled, the City will report available information.

See independent auditor’s report on required supplementary information
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CITY OF MIDWAY, KENTUCKY
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED JUNE 30, 2017

Notes to Budgetary Schedules:

Budget Policy - Budgets are adopted on a basis consistent with generally accepted accounting
principles. Annual appropriated budgets are adopted for the general, special revenue, fiduciary -
cemetery, sewer and water funds.

Legal Compliance - All agencies of the City submit requests for appropriation to the City Mayor so that a
budget may be prepared. The budget is prepared by fund, function and activity, and includes information
on the part year, current year estimates, and requested appropriations for the next fiscal year.

On or before June 30th of each year, the Mayor must present the proposed budget to the City's Council
for review. The Council holds public hearings and a final budget must be prepared and adopted no later
than July 1st of the new fiscal year.

The appropriated budget is prepared by fund, function and department. Transfers of appropriations can
be made within a City department. The general government function of the General Fund is treated as a
department for budgetary purposes and its budget is adopted at the object level. Transfers of
appropriations between departments require the approval of the governing council. The legal level of
budgetary control is the governing council. Certain supplemental budgetary appropriations were made
during the year, which were not considered material. Budgeted amounts as amended, in the financial
statements are as adopted by ordinances of the City.

Encumbrance accounting is a system under which purchase orders, contracts and other commitments for
the expenditures of City monies are recorded as a reservation of budget. The City does not use the
encumbrance system of accounting to record and track budgeted expenses.

Notes to Pension Schedules:

Changes of benefit terms: There were no changes in benefit terms.

Changes of assumptions: There were no changes in assumptions.
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INDEPENDENT AUDITOR’S 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 Midway
Midway, 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, each major fund, and the aggregate remaining fund information of
City of Midway, Kentucky, as of and for the year ended June 30, 2017, and the related notes to the
financial statements, which collectively comprise City of Midway, Kentucky's basic financial statements
and have issued our report thereon dated Janaury 19, 2018.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Midway, Kentucky's
internal control over financial reporting (internal control) to 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 Midway, Kentucky's
internal control. Accordingly, we do not express an opinion on the effectiveness of the City of Midway,
Kentucky's internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were
not identified. However, as described in the accompanying schedule of findings and questioned costs, we
identified certain deficiencies in internal control that we consider to be material weaknesses and
significant deficiencies.

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 internal 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. We consider the deficiency described in the accompanying schedule of findings and
responses as finding 2017-001 to be a material weakness.

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. We consider the deficiencies described in the accompany schedule of findings and
responses as findings 2017-002 and 207-003 to be a significant deficiencies.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether City of Midway, Kentucky'’s financial statements
are free from 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 or other matters that are
required to be reported under Government Auditing Standards.

City of Midway, Kentucky’s Responses to Findings

The City’s responses to the findings identified in our audit are described in the accompanying schedule of
findings and responses. The City's responses were not subjected to the auditing procedures applied in
the audit of the financial statements and, accordingly, we express no opinion on them.

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 resuits 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 internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

SQti. Coubo ¢ bssocites

Bardstown, Kentucky
Janaury 19, 2018
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CITY OF MIDWAY, KENTUCKY

SCHEDULE OF FINDINGS AND RESPONSES
JUNE 30, 2017

Finding 2017-001
(Material Weakness)

Condition: The City does not have a system of internal control over financial reporting that would allow it
to prevent, detect, and correct a significant misstatement in its financial statements, including footnote
disclosures. This is a repeat finding from the prior year.

Criteria: Internal controls should be in place in order for the City to be able to prevent, detect, and correct
potential misstatements in its financial statements, as prescribed by Statement of Auditing Standards No.
115, AU Section 325.05. A system of internal control over financial reporting does not consist solely of
controls over the proper recording of accounting transactions. Rather, it includes controls over financial
statement preparation, including the footnote disclosures.

Cause: As is common in small organizations, the City has financial restraints that prevent the hiring of
accounting personnel with the training required to prevent, detect, and correct a significant misstatement
in its financial statements, including footnote disclosures.

Effect: The likelihood of the City's financial statements containing significant misstatements is not reduced
to a low level because the City’s internal controls over financial reporting are not effective.

Recommendation: In order to correct the circumstances described, the City may consider the employment
of a highly trained accounting person, such as a CPA or consider engaging a second CPA firm. In this
instance, one CPA firm would be engaged to prepare the City’s financial statements in accordance with
accounting principles generally accepted in the United States and the other firm engaged to conduct the
audit of the City’s financial statements.

Management's Response: Management will evaluate the costs versus the benefits of employing a trained
accounting professional or another CPA firm to correct this deficiency. Management recognizes that the
costs may exceed the benefits and understands, and is willing to accept the risk that its financial
statements may contain misstatements that could go undetected.

Finding 2017-002
(Significant Deficiency)

Condition: During our audit, we noted that there was not adequate segregation of duties over receipts,
disbursements, and reconciliations at City Hall. The Clerk/Treasurer accepts cash receipts and also
records the amounts into the accounting system. The Clerk/Treasurer also enters data into the
accounting system, has check signing authority, and performs bank reconciliations without review. This is
a repeat finding from the prior year.

Criteria: Internal controls are designed to safeguard assets and help or detect losses from errors,
omissions, or fraud. A fundamental concept in a good system of internal control is the segregation of
duties.

Cause: Limited resources and staff for the City lead to one individual performing incompatible duties
related to cash receipts, disbursements, and reconciliations.

Effect: Improper segregation of duties related to cash receipts, disbursements, and reconciliations could
result in undetected errors or missing funds.

Recommendation: Although the size of the City's accounting and administrative staff prohibits complete

adherence to this concept, we believe that the following practices could be implemented to improve
existing internal control without impairing efficiency:
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CITY OF MIDWAY, KENTUCKY

SCHEDULE OF FINDINGS AND RESPONSES
JUNE 30, 2017

* Mail should be opened by an employee not responsible for accounting, such as the assistant
clerk or the Mayor. Cash receipts could be recorded in a cash receipts journal and the deposit
prepared by this person. The cash receipts journal, supplemented by remittance advices, could
be forwarded to the Clerk/Treasurer for postings to the general ledger and detail customer
accounts.

» Cash receipts should be deposited intact daily. Holding receipts for a weekly deposit exposes the
City to loss.

+ Bank statements, canceled checks, and appropriate advices should be received by someone
other than employees maintaining cash records. Such items could be periodically reviewed prior
to turning them over for reconciliation. Unusual items noted during the review should be
investigated promptly.

» Signed checks should be also mailed without allowing them to be returned to the employee
responsible for accounts payable.

* The Mayor should review supporting documents for normal recurring disbursements (not usually
reviewed) on a spot-check basis. Nonroutine testing would aid in ensuring compliance with City
policy for all disbursements.

» Journal entries should be approved by an employee other than the one who prepared the entry.

» Bank reconciliations should be reviewed by someone not responsible for entries in the receipts
and disbursements records. Inasmuch as this is difficult because of the small number of office
employees, we recommend that test reconciliations be made from time to time by one of the
Council members. In addition, he or she should review, approve, and sign the bank
reconciliations to document the approval.

Management's Response: Management will work to implement the above recommendations.

Finding 2017-003

(Significant Deficiency)

Condition: During our audit, we noted the City's policy to require purchase orders for non-routine
transactions over $500 was not being followed. We noted two invoices for the purchase of fire equipment
where no purchase orders were provided.

Criteria: A purchase order system’s goal is to control spending of City resources and to help ensure that
the City pays only for items that are actually received. The system should provide for approval of
purchases, including establishment of reasonable limitations on approval authority of specific individuals.
Cause: The City did not follow its purchase order policy.

Effect: Unapproved purchases may occur.

Recommendation: We recommend the City follow the purchase order policy for all funds. Purchase
orders should be prepared and approved before items are received or ordered by other means.
Purchase orders should be retained with the invoice, receiving report, or other documentation supporting

the purchase.

Management's Response: Management will reiterate the policy to responsible City employees and follow
the policy.
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CERTIFICATION OF COMPLIANCE
LOCAL GOVERNMENT ECONOMIC ASSISTANCE PROGRAM
CITY OF MIDWAY, KENTUCKY

For the Year Ended June 30, 2017

The City of Midway, Kentucky hereby certifies that assistance received from the Local Government
Economic Assistance Program was expended for the purpose intended as dictated by applicable
Kentucky Revised Statutes.

Mayor
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City Cle®
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