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INDEPENDENT AUDITOR'S REPORT

HONORABLE MAYOR AND CITY COMMISSIONERS

CITY OF HAZARD

HAZARD, KENTUCKY

Report on the Financial Statements

We have audited the accompanying financial staté&sneh the governmental activities, the
business-type activities, each major fund, andathgregate remaining fund information of the
City of Hazard, Kentucky, as of and for the yeadleshJune 30, 2016, and the related notes to the
financial statements, which collectively compribe City of Hazard, Kentucky's basic financial
statements as listed in the table of contents.

Management’'s Responsibility for the Financial Staients

Management is responsible for the preparation aingpfesentation of these financial statements
in accordance with accounting principles generaflgepted in the United States of America; this
includes the design, implementation, and maintemaot internal control relevant to the
preparation and fair presentation of financialestants that are free from material misstatement,
whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express opinions on thiisancial statements based on our audit. We
conducted our audit in accordance with auditingddads generally accepted in the United States
of America and the standards applicable to findrmiglits contained ilsovernment Auditing
Standardsissued by the Comptroller General of the Unitéates. Those standards require that
we plan and perform the audit to obtain reasonasieurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtaimdia evidence about the amounts and
disclosures in the financial statements. The proasiselected depend on the auditor’'s judgment,
including the assessment of the risks of materiastatement of the financial statements, whether
due to fraud or error. In making those risk assesss) the auditor considers internal control
relevant to the entity’s preparation and fair preaton of the financial statements in order to
design audit procedures that are appropriate inctteemstances, but not for the purpose of
expressing an opinion on the effectiveness of thityés internal control. Accordingly, we
express no such opinion. An audit also includeduatiag the appropriateness of accounting
policies used and the reasonableness of signifax@dunting estimates made by management, as
well as evaluating the overall presentation offthancial statements.

We believe that the audit evidence we have obtaiselifficient and appropriate to provide a
basis for our audit opinions.



Opinions

In our opinion, the financial statements referrecabove present fairly, in all material respects,
the respective financial position of the governrakattivities, the business-type activities, each
major fund, and the aggregate remaining fund infdiom of the City of Hazard, Kentucky, as of

June 30, 2016, and the respective changes in fadgasition, and, where applicable, cash flows
thereof for the year then ended in accordance agtdounting principles generally accepted in the
United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the tehi States of America require that the
management’s discussion and analysis, budgetarypadson information and pension

supplemental reporting on pages 4-8 and 58-59 dmepted to supplement the basic financial
statements. Such information, although not a fatttebasic financial statements, is required by
the Governmental Accounting Standards Board, whesiders it to be an essential part of
financial reporting for placing the basic financisfatements in an appropriate operational,
economic, or historical context. We have appliedaie limited procedures to the required

supplementary information in accordance with anditstandards generally accepted in the
United States of America, which consisted of iniggirof management about the methods of
preparing the information and comparing the infdiorafor consistency with management’'s

responses to our inquiries, the basic financialestants, and other knowledge we obtained
during our audit of the basic financial statemelte do not express an opinion or provide any
assurance on the information because the limitedgaiures do not provide us with sufficient
evidence to express an opinion or provide any asser

Other Information

Our audit was conducted for the purpose of formopgnions on the financial statements that
collectively comprise the City of Hazard, Kentuckyasic financial statements. The combining
and individual nonmajor fund financial statements @resented for purposes of additional
analysis and are not a required part of the baisiantial statements. The schedule of
expenditures of federal awards is presented fopgaas of additional analysis as required by
Title 2 U.S.Code of Federal Regulatiof€FR) Part 200Uniform Administrative Requirements,
Cost Principles, and Audit Requirements for Fedéradards and is also not a required part of
the basic financial statements.

The combining and individual nonmajor fund finamcistatements and the schedule of
expenditures of federal awards are the resportgilofimanagement and were derived from and
relate directly to the underlying accounting ankeotrecords used to prepare the basic financial
statements. Such information has been subjectdet tauditing procedures applied in the audit of
the basic financial statements and certain additiggrocedures, including comparing and
reconciling such information directly to the ung@ér accounting and other records used to
prepare the basic financial statements or to tlsickmancial statements themselves, and other
additional procedures in accordance with audititatndards generally accepted in the United
States of America. In our opinion, the combiningd aindividual nonmajor fund financial
statements and the schedule of expenditures ofdkedevards are fairly stated in all material
respects in relation to the basic financial statgmas a whole.



Other Reporting Required by Government Auditing Standards

In accordance witsovernment Auditing Standardse have also issued our report dated January
31, 2017, on our consideration of the City of Hdzatentucky’s internal control over financial
reporting and on our tests of its compliance wihain provisions of laws, regulations, contracts,
and grant agreements and other matters. The pugbdisat report is to describe the scope of our
testing of internal control over financial repogiand compliance and the results of that testing,
and not to provide an opinion on internal contre¢rofinancial reporting or on compliance. That
report is an integral part of an audit performedaiccordance withGovernment Auditing
Standardsn considering the City of Hazard, Kentucky's imtal control over financial reporting

and compliance.

Hazard, Kentucky

January 31, 2017

Chris Gooch
Certified Public Accountant



CITY OF HAZARD

MANAGEMENT’S DISCUSSION AND ANALYSIS

For the Year Ended June 30, 2016

As management of the City of Hazard, we offer remad the City's financial statements this
narrative overview and analysis of the financiaivities of the City for the fiscal year ended
June 30, 2016. This information should be consiiéneconjunction with the accompanying
financial statements and disclosure following gestion.

FINANCIAL HIGHLIGHTS

- The beginning cash balance, including investmentsfauciary funds, for the City was
$4,363,441 of which $3,235,476 is considered mdstli The ending cash balance,
including investments and fiduciary funds, for tkdty was $4,788,478 of which
$3,351,151 is considered restricted.

- General fund long-term debt principal had a netease of $282,368. Proprietary fund
debt principal had a net decrease of $629,891.

- The City borrowed $240,000 to finance the purchasproperty to be used as a police
department.

- The City recorded $420,430 in governmental fixesets and $1,126,059 in proprietary
fund fixed assets during the fiscal year.

- The City expended $752,376 for various water ptsjamded by the Federal government
during the fiscal year.

- The City adopted GASB 68 for the year ended June2B@5 recognizing the City's
actuarially calculated net pension liability relhtdo its participation in County
Employee’s Retirement System and Fire-Police Parisimd. The net pension liability at
June 30, 2016 includes $8,329,799 calculated fer Gounty Employee’s Retirement
System and $4,602,159 calculated for the Fire-Bdtiension Fund totaling $12,931,958.

- Following are total customer users at beginningemdi of year:

Beginning of End of

Year Year

a. Water 8,666 8,709
b. Sewer 3,103 3,083
c. Garbage 2,003 0
d. Gas 1,691 1,651

Beginning early 2016, solid waste g&rs were contracted out by the City.



CITY OF HAZARD

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

For the Year Ended June 30, 2016

OVERVIEW OF FINANCIAL STATEMENTS

The discussion and analysis is intended to senenadsatroduction to the City's basic financial
statements. The City’s basic financial statementaprise three components: 1) government-
wide financial statements, 2) fund financial stadaits, and 3) notes to the financial statements.
This report also contains other supplementary médion in addition to the basic financial
statements.

Government-wide financial statements

The government-wide financial statements are desigo provide readers with a broad overview
of the City’s finances, in a manner similar to av@ire-sector business.

The statement of net position presents informatiorall of the City's assets and liabilities, with
the difference between the two reported as netipnsi Over time, increases or decreases in net
position may serve as a useful indicator of whetherfinancial position of the City is improving
or deteriorating.

The statement of activities presents informatioawshg how the City's net position changed
during the most recent fiscal year. All changesét position are reported as soon as the
underlying event giving rise to the change occregardless of the timing of related cash flows.
Thus, revenues and expenses are reported in #tésraint for some items that will only result in
cash flows in future fiscal periods.

The government-wide financial statements outlinecfions of the City that are principally
supported by property taxes, intergovernmental mege and customer charges. The
governmental activities of the City include geneyavernment, police and fire protection, public
works and highway and streets. Fixed assets datbdedebt are also supported by taxes and
intergovernmental revenues.

Fund financial statements

A fund is a grouping of related accounts that isdu maintain control over resources that have
been segregated for specific activities or objestivihe City uses fund accounting to ensure and
demonstrate compliance with finance-related legquirements. All of the funds of the City can
be divided into three categories: governmentalppetary and fiduciary funds. Fiduciary funds
include the Fire-Police Pension Fund, Disbursenfamtd, Payroll Fund, and Jacklot Hollow
Development Trust Fund. Proprietary funds incluge Garbage Fund, Gas Fund, Water Fund,
Sewer Fund, Public Improvement Fund, The HazardliBayand the Hazard Forum. All other
activities are reported under governmental funds.

Notes to the Financial Statements

The notes provide additional information that isesgtial to a full understanding of the data
provided in the government-wide and fund finanstatements.



CITY OF HAZARD

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

For the Year Ended June 30, 2016

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net position may serve over time as a useful indicaf a government’s financial position. As of
June 30, 2016, assets and deferred outflows ofiress exceeded liabilities and deferred inflows
of resources by $37,104,072.

The greatest portion of the City’s net positioneefs its investment in capital assets (e.g., land
and improvements, infrastructure, buildings andrimapments, vehicles, furniture and equipment
and ongoing construction projects, where applidaldss any related debt used to acquire those
assets that is still outstanding. The City usesdloapital assets to provide services to the ogize
of Hazard and to customers for which the City pdegi services; consequently, these assets are
not available for future spending. Although theyGitinvestment in its capital assets is reported
net of related debt, it should be noted that tteoweces needed to repay this debt must be
provided from other sources, since the capitaltagiemselves cannot be used to liquidate these
liabilities.

The City's financial position is the product of seal financial transactions including the net
results of activities, the acquisition and paymehtlebt, the acquisition and disposal of capital
assets, and the depreciation of capital assets.

Net position for the Year Ended June 30, 2016

Following are a comparison of net position for thier two years ended:

Year Ende
2016 2015
Current Assets $ 3,798,511 $ 3,178,182
Noncurrent Assets 51,484,248 51,953,806
Deferred Outflows of Resources 2,166,358 751,211
Total Assets and Deferred Outflows of Resources 57,449,117 55,883,199
Current Liabilities 2,007,968 1,630,939
Noncurrent Liabilities 17,257,491 14,922,063
Deferred Inflows of Resources 1,079,586 622,999
Total Liabilties and Deferred Inflows of Resources 20,345,045 17,176,001
- Net Position -
Net Investment in Capital Assets 41,410,047 41,661,776
Restricted 898,027 760,571
Unrestricted (5,204,002) (3,715,149)
Total Net Position 37,104,072 38,707,198
Total Liabilties, Deferred Inflows of
Resources and Net Position $57,449,117 $ 55,883,199




CITY OF HAZARD

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

For the Year Ended June 30, 2016

- Deferred outflows of resources, deferred inflowsregources and noncurrent liabilities
reflect significant increases due to recognitionttad City’s net pension liability. Total
increases to noncurrent liabilities include incesafor net pension liability and deferred
inflows of resources of $3,187,386. Total incredsedeferred outflows of resources were
$1,415,147.

- Due to a decrease in collections, receivablestftityuservices increased current assets.
- Noncurrent assets decreased due to recognitioepsédiation expense on fixed assets.

The following is a comparison of general fund budgeactual:

Variance
Favorable
Budget Actual (Unfavorable)
Revenues:
Local revenue sources $ 6,613,57$6,335,599 $ (277,976)
Intergovernmental revenues 446,425 487,726 41,301
Total Revenues 7,060,000 6,823,325 (236,675)
Expenditures:
General government 2,308,385 1,130,757 1,177,628
Police 1,569,310 2,790,335 (1,221,025)
Fire 1,596,082 1,259,536 336,546
Public works 1,091,024 1,230,474 (139,450)
Debt service - 85,943 (85,943)
Other expenditures 39,889 6,529 33,360
Total Expenditures 6,604,690 6,503,574 101,116
Excess of Revenues over Expenditures $ 455,310 $ 319,751 $ (135,559)

- Police expenditures include purchase of propernty#s0,000 for new police facilities.
- Debt service is not a budgeted expenditure.

The following table presents a comparison of gowemt-wide funds revenue and expense for
fiscal years ended June 30, 2016 and 2015:



CITY OF HAZARD

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

For the Year Ended June 30, 2016

Fiscal Year Ende

2016 2015
Revenues:
Taxes and other local revenues $ 6,268,979% 5,901,291
Intergovernmental revenues 870,462 754,332
Charges for services 8,648,552 8,503,099
Total revenues 15,787,993 15,158,722
Expenses:
General government 1,383,288 1,044,159
Police 3,573,628 2,322,653
Fire 1,655,605 1,224,446
Public works 1,483,021 1,111,157
Highway and streets 165,335 308,112
Other expenditures 23,253 41,529
Utility services 8,949,792 9,712,573
Other proprietary expenses 893,807 899,624
Total expenses 18,127,729 16,664,253
Change in net position $ (2,339,736) $ (1,505,531)

- Due to recognition of GASB 68, pension expensesased by $1,772,239.

BUDGETARY IMPLICATIONS

In Kentucky the fiscal year for municipalities isly) 1-June 30; other programs, i.e. some federal
operate on a different fiscal calendar, but arkecedd in the City's overall budget.

Results of the current fiscal year and recent hiabtrends for the City were taken into account
when preparing the 2016-17 budget. No significamenue or expense line items are foreseeable.
Revenues for proprietary funds are monitored fgnificant expenditures/obligations that may
have an effect on rates charged to customers ofCtthye The City has assessed underlying
economics risk factors that are prevalent for theggaphic area and considered these risk factors
when preparing budgets.

Questions regarding this report should be diretietthe Mayor, City Manager or Assistant City
Manager at (606) 436-3171.



CITY OF HAZARD

STATEMENT OF NET POSITION

Assets:

- Current Assets -
Cash and cash equivalents
Receivables:
Taxes
Fees and services
Due from other funds
Inventories

Total current assets

-Restricted Assets -
Cash
Investment, at cost

Total restricted assets

- Noncurrent Assets -
Capital assets
Less: accumulated depreciation

Total noncurrent assets

Deferred Outflows of Resources:
Deferred outlows - pension resources

Total assets and deferred outflows
resources

See notes to financial statements.

June 30, 2016

Governmental Business-type
Activities Activities Total
$ 23,026% 1,414,301 $ 1,437,327
126,037 - 126,037
- 1,726,549 1,726,549
184,738 40,007 224,745
44,844 239,009 283,853
378,645 3,419,866 3,798,511
382,962 1,413,539 1,796,501
- 25,000 25,000
382,962 1,438,539 1,821,501
8,619,400 83,486,845 92,106,245
(5,851,218) (36,592,280) (42,443,498)
2,768,182 46,894,565 49,662,747
1,333,323 833,035 2,166,358

$ 4,863,112 $ 52,586,005 $ 57,449,117




CITY OF HAZARD

STATEMENT OF NET POSITION (CONTINUED)

June 30, 2016

Liabilities:

- Current Liabilities -
Accounts payable
Other current liabilities
Current portion of bond/lease obligations

Total current liabilities

- Noncurrent Liabilities -
Noncurrent portion of bond/lease obligations
Net pension liability
Other

Total noncurrent liabilities

- Other Liabilities -
Deposits

Total other liabilities
Total liabilities

Deferred Inflows of Resources:
Deferred inflows - pension related

Net Position:
Net investment in capital ass

Restricted
Unrestricted

Total net position

Total liabilties, deferred inflows ¢
resources and net position

See notes to financial statements.

10.

Governmental Business-type
Activities Activities Total
$ 153,258 $ 633,005 786,263
156,955 223,668 380,623
85,170 755,912 841,082
395,383 1,612,585 2,007,968
311,793 7,621,874 7,933,667
5,145,603 3,184,196 8,329,799
- 55,371 55,371
5,457,396 10,861,441 16,318,837
- 938,654 938,654
- 938,654 938,654
5,852,779 13,412,680 19,265,459
620,038 459,548 1,079,586
2,371,21 39,038,82 41,410,04
371,441 526,586 898,027
(4,352,365) (851,637) (5,204,002)
(1,609,705) 38,713,777 37,104,072
$ 4,863,112 $ 52,586,005 $ 57,449,117




11.

CITY OF HAZARD

STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2016

FUNCTIONS/PROGRAMS:
- Governmental Activities -
General government
Police
Fire
Public works
Highways and streets
Other expenses

Total governmental activities

- Business-type Activities -
Water utilities
Sewer utilities
Gas utilities
Garbage services

Program Revenu

Public Improvement Corporation 98,811

Hazard Pavilion
The Hazard Forum

Total business-type activities

Total primary government

See notes to financial statements.

Charges Operating
for Grants &
Expenses Services  Contributions
$ 1,383,28% 145,759
3,573,628 376,559
1,655,605 174,454
1,483,021 156,268
165,335 17,422
23,253 -
8,284,130 870,462
4,880,758 3,897,196 -
1,422,158 1,400,648 -
1,658,733 2,003,936 -
988,143 1,140,154 -
494,776 88,483 -
300,220 118,135 -
9,843,599 8,648,552 -
$ 18,127,729 $8,648,552 $ 870,462




CITY OF HAZARD

STATEMENT OF ACTIVITIES (CONTINUED)

For the Year Ended June 30, 2016

General revenues:
Taxes
Licenses and permits
Transfer in (out)
Interest income
Miscellaneous income/(loss)

Total general revenues

Change in net position
Net position, beginning, restated
Contributed capital

Net position, ending

See notes to financial statements.

12.

Net (Expense) Revenue and Changes in Net Pc

Governmental
Activities

(1,237,529)
(3,197,069)
(1,481,151)
(1,326,753)
(147,913)
(23,253)

(7,413,668)

(7,413,668)

2,670,195
3,534,201
(473,596)

1,792
90,448

5,823,040

(1,590,628)

(19,077)

(1,609,705)

Business-
Type
Activities Total
$ - $ (1,237,529)
- (3,197,069)
- (1,481,151)
- (1,326,753)
- (147,913)
- (23,253)
- (7,413,668)
(983,562) (983,562)
(21,510) (21,510)
345,203 345,203
152,011 152,011
(98,811) (98,811)
(406,293) (406,293)
(182,085) (182,085)
(1,195,047) (1,195,047)
(1,195,047) (8,608,715)
- 2,670,195
- 3,534,201
473,596 -
6,016 7,808
(33,673) 56,775
445,939 6,268,979
(749,108) (2,339,736)
38,710,411 38,691,334
752,474 752,474
$38,713,777 $ 37,104,072




13.
CITY OF HAZARD

BALANCE SHEET — GOVERNMENTAL FUNDS

June 30, 2016

Other Total
Governmental Governmental
General Funds Funds
ASSETS
Cash $ 23,026 $ - % 23,026
Receivables, net of allowance
for uncollectibles
Taxes 126,037 - 126,037
Receivables - other - - -
Due from other funds 146,966 37,772 184,738
Inventory of supplies, at cost 44,844 - 44,844
Restricted cash 37,544 345,418 382,962
Total assets 378,417 383,190 761,607
LIABILITIES AND FUND EQUITY
LIABILITIES:
Accounts payable 150,047 3,211 153,258
Accrued wages 32,820 - 32,820
Accrued vacation payable 56,308 - 56,308
Due to other taxing units 18,816 - 18,816
Due to other funds 36,973 12,038 49,011
Total liabilities 294,964 15,249 310,213
FUND EQUITY:
Fund balance:
Nonspendable - inventories 44,844 - 44,844
Unreserved:
Unassigned 35,109 - 35,109
Restricted 3,500 367,941 371,441
Total fund equity 83,453 367,941 451,394

Total liabilities and fund equity$ 378,417 $ 383,190 $ 761,607

See notes to financial statements.



14.
CITY OF HAZARD

RECONCILIATION OF THE BALANCE SHEET —
GOVERNMENTAL FUNDS TO THE STATEMENT OF NET POSITION

June 30, 2016

Total fund balance per fund financial statements $ 451,394

Amounts reported for governmental activities in stetement of net
position are different becau

Capital assets used in governmental activitiesatdinancial resources
and therefore are not reported in the governmdunals

Governmental capital ass $ 8,619,40!
Less accumulated deprecial $ (5,851,218)
2,768,182
Deferred outflows on pension resources are repantgdvernment wid
financial statements, but not in fund financiatetaents 1,333,323
Net pension obligations are not due and payaltleeircurrent period,
and therefore, are not reported in the fund firgrstatement (5,145,603)
Deferred inflows of resources related to pensi@rent reported in the
fund financial statemen (620,038)
Long-term liabilities are not due and payable i tlirrent period and
therefore are not reported in the governmental
Governmental bonds and notes pay (396,963
Net position for governmental activities $(1,609,705)

See notes to financial statements.



15.
CITY OF HAZARD

STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES — GOVERNMENTAL FUNDS

For the Year Ended June 30, 2016

Other Total
Governmental Governmental
General Funds Funds
REVENUES:
Taxes $ 2,670,195 $ - $ 2,670,195
Licenses and permits 3,534,201 - 3,534,201
Charges for services - - -
Fines and forfeits 34,201 - 34,201
Intergovernmental revenues 487,726 350,064 837,790
Miscellaneous 97,002 14,763 111,765
Total revenues 6,823,325 364,827 7,188,152
EXPENDITURES:
Current:
General government 1,122,162 - 1,122,162
Police 2,513,926 - 2,513,926
Fire 1,210,448 - 1,210,448
Public works 1,230,474 - 1,230,474
Highways and streets - 159,444 159,444
Other expenditures 6,529 16,724 23,253
Capital outlay 334,092 53,693 387,785
Debt service 85,943 - 85,943
Total expenditures 6,503,574 229,861 6,733,435
Excess of revenues
over (under) expenditures 319,751 134,966 454,717
OTHER FINANCING SOURCES (USES):
Operating transfers in 432,269 43,309 475,578
Operating transfers (out) (1,272,630) (139,878) (1,412,508)
Proceeds from notes 351,832 - 351,832
Other income 90,448 - 90,448
Total other financing
sources (uses) (398,081) (96,569) (494,650)
Excess of revenues and
other sources over (under)
expenditures and other uses (78,330) 38,397 (39,933)
FUND BALANCE, JULY 1, Restated 161,783 329,544 491,327
FUND BALANCE, JUNE 30 $ 83,453 $ 367,941 $ 451,394

See notes to financial statements.



16.
CITY OF HAZARD

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

For the Year Ended June 30, 2016

Net change in total fund balances per fund findstéements $ (39,933)

Amounts reported for governmental activities in st@ement of
activities difference

Governmental funds report capital outlays as expared. However,
in the statement of activities the cost of thosetsis allocated over
their estimated useful lives and reported as d@gii@t expens:

Capital outla: $ 420,43(
Depreciatiol (226,255) 194,175

Loan proceeds provide current financial resouroggovernmental
funds, but issuing debt increases long-term ligsliin the Statement
of Net Position. The repayment of the principaloofg-term debt is
an expenditure in the governmental funds, but dpayment reduces
long-term liabilities in the Statement of Net Piosit This is the
amount by which repayments exceeded proceeds.

Principal paymen 69,464
Note proceec (351,832) (282,368)

Governmental funds report pension contributionsxgenditures
However, in the statement of activities, the cdgtension benefits

earned net of employee contributions are reporseggeasion expense. (1,462,502)
Change in net position of governmental activities $ (1,590,628)

See notes to financial statements.



17.
CITY OF HAZARD

STATEMENT OF NET POSITION — PROPRIETARY FUNDS

June 30, 2016

Water Sewer
Assets:
- Current Assets -
Cash and cash equivalents $ 279,888 393,558

Receivables, net of allowances:
Fees and services
Due from other funds
Other
Inventories of supplies, at cost
Total current assets

855,575 317,832
25,966 8,249

131,915 12,117
1,293,339 731,756

-Restricted Assets -

Cash
Investments, at cost

Total restricted assets

761,819 651,720

761,819 651,720

- Noncurrent Assets -

Capital assets
Less: accumulated depreciation

Total noncurrent assets

50,208,87312,757,459
(17,573,15@),485,571)
32,635,720 _5,271,888

Deferred Outflows of Resources:

Deferred outlows - pension resources 392,735 72,684

Total assets and deferred outflo

of resources $35,083,613 $6,728,048

See notes to financial statements.



18.
CITY OF HAZARD

STATEMENT OF NET POSITION — PROPRIETARY FUNDS (COMNUED)

June 30, 2016

Gas Garbage Other Totals

$ 523,472 $ 115,504 $ 101,884 $ 1,414,301

286,198 266,944 - 1,726,549
582 4,799 411 40,007
89,856 1,083 4,038 239,009

900,108 388,330 106,333 3,419,866

- - - 1,413,539
25,000 - - 25,000
25,000 - - 1,438,539

6,179,445 1,556,301 12,784,767 83,486,845
(4,492,853) (1,539,788) (5,500,915) (36,592,280)
1,686,592 16,513 _ 7,283,852 46,894,565

107,860 148,209 111,547 833,035

$2,719,560 $ 553,052 $7,501,732 $52,586,005

See notes to financial statements.



19.
CITY OF HAZARD

STATEMENT OF NET POSITION — PROPRIETARY FUNDS (COMNUED)

June 30, 2016

Water Sewer
Liabilities:
- Current Liabilities -
Accounts payable $ 251,064% 65,261
Accrued interest payable - -
Accrued wages 10,275 3,784
Accrued vacation payable 17,634 2,330
Due to other funds 1,510 37,818
Current portion of long-term debt 198,644 363,167
Total current liabilities 479,127 472,360
- Noncurrent Liabilities -
Notes payable 70,717 413,268
Due to other taxing units 23,707 23,257
Revenue bonds payable 5,583,200 -
Net pension liability 1,439,690 247,163
Total noncurrent liabilities 7,117,314 683,688
- Other Liabilities -
Deposits 797,883 -
Total liabilities 8,394,324 1,156,048
Deferred Inflows of Resources:
Deferred inflows - pension related 211,879 37,716
Net Position:
Net investment in capital ass 26,783,15 4,495,45:
Restricted 178,649 347,937
Unrestricted (484,398) 690,894
Total net position 26,477,410 5,534,284
Total liabilities, deferred inflows c
resources and net position $35,083,613 $6,728,048

See notes to financial statements.



CITY OF HAZARD

STATEMENT OF NET POSITION — PROPRIETARY FUNDS (COMNUED)

June 30, 2016

Gas Garbage Other Totals
$ 115,927 $ 182,217 $ 18,536 $ 633,005
23,188 - 146 23,334
2,964 - 3,030 20,053
3,317 - 5,288 28,569
111,851 - 533 151,712
71,612 - 122,489 755,912
328,859 182,217 150,022 1,612,585
450,437 - 1,104,252 2,038,674
8,407 - - 55,371
- - - 5,583,200
373,143 683,158 441,042 3,184,196
831,987 683,158 1,545,294 10,861,441
140,771 - - 938,654
1,301,617 865,375 1,695,316 13,412,680
56,463 90,817 62,673 459,548
1,686,592 16,513 6,057,111 39,038,828
- - - 526,586
(325,112) (419,653) (313,368) (851,637)
1,361,480  (403,140) 5,743,743 38,713,777

$2,719,560 $ 553,052 $7,501,732 $52,586,005

See notes to financial statements.



21.
CITY OF HAZARD

STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN NET POSITION — PROPRIETARY FUNDS

For the Year Ended June 30, 2016

Water Sewer
Fund Fund
Operating revenues:
Charges for services $ 3,817,90% 1,400,648
Other 79,291 -
Total operating revenues 3,897,196 1,400,648
Operating expenses:
Salaries and wages 1,521,470 282,234
Contract services 1,223,893 447,065
Materials and supplies 911,220 216,181
Depreciation 1,025,539 451,010
Other operating expenses 2,965 971
Total operating expenses 4,685,087 1,397,461
Operating income (loss) (787,891) 3,187
Non-operating revenues (expenses):
Interest income 1,979 2,275
Interest expense (195,671) (24,697)
Other income/(loss) - 56,000
Total nhon-operating revenues (expenses) (193,692) 33,578
Net income (loss) before operating transfers (981,583) 36,765
Operating transfers in (out) 91,312 132,951
Net income (loss) (890,271) 169,716
Net Position - Beginning 26,615,207 5,364,568
Contributed capital 752,474 -
Net Position - Ending $26,477,410 $5,534,284

See notes to financial statements.



CITY OF HAZARD

STATEMENT OF REVENUES, EXPENSES AND

CHANGES IN NET POSITION — PROPRIETARY FUNDS (CONTUED)

For the Year Ended June 30, 2016

Gas Garbage

Fund Fund Other Totals
$1,999,690 $1,035,197 $ 206,618 $ 8,460,058
4,246 104,957 - 188,494
2,003,936 1,140,154 206,618 8,648,552
424,394 472,253 373,813 3,074,164
1,061,594 353,472 143,404 3,229,428
82,847 141,477 39,773 1,391,498
65,315 20,781 289,035 1,851,680
971 160 - 5,067
1,635,121 988,143 846,025 9,551,837
368,815 152,011 (639,407) (903,285)
1,365 274 123 6,016
(23,612) - (47,782) (291,762)
150 (89,823) - (33.673)
(22,097) (89,549) (47,659) (319,419)
346,718 62,462 (687,066) (1,222,704)
(155,686)  (155,133) 560,152 473,596
191,032 (92,671) (126,914) (749,108)
1,170,448 (310,469) 5,870,657 38,710,411

752,474

$1,361,480 $ (403,140) $5,743,743 $38,713,777

See notes to financial statements.



23.

CITY OF HAZARD

STATEMENT OF CASH FLOWS — PROPRIETARY FUNDS

For the Year Ended June 30, 2016

Cash flows from operating activities:
Cash received from:
Charges for services
Other operating revenue
Cash paid to/for:
Employees
Supplies/contractual
Other operating expenses

Net cash provided/(used) by operating activities

Cash flows from capital and related financing actiuties:
Purchases of capital assets
Principal paid on notes and bonds
Proceeds from notes and bonds
Interest paid on notes and bonds
Nonoperating - income
Contributed capital

Net cash provided (used) for capital and relateanfting

Cash flows from non-capital financing activities:
Operating transfers - in (out)

Cash flows from investing activities:
Interest income

Net cash provided (used) for investing activities
Net increase (decrease) in cash
Cash, beginning of year
Cash, end of year

Reconciliation of operating income (loss) to net ch
provided (used) by operations:
Operating income (loss)
Adjustment to reconcile operating income to caskvided
(used) by operating activitie
Depreciation
Changes in current assets/liabilities:
Accounts receivable
Due from other funds
Other receivables
Inventory
Accounts payable
Accrued interest payable
Accrued wages
Accrued vacation payable
Due to other funds
Due to other taxing units
Customer deposits
Deferred outflows - pension resources
Deferred inflows - pension related
Net pension liability
Net cash provided (used) by operating activities

See notes to financial statements.

Water
Fund

$ 3,704,445

Sewer
Fund

$1,333,828

79,291 -
(1,359,694) (236,448)
(2,149,000) (635,894)

(2,965) (971)
272,077 460,515
(828,586) (155,094)
(194,434) (358,001)
91,764 55,652
(195,671) (24,697)
- 56,000
752,474 -
(374,453) (426,140)
91,312 132,951
1,979 2.275
1,979 2,275
(9,085) 169,601
1,050,787 875,677
1,041,702 1,045,278
(787,891) 3,187
1,025,539 451,010
(143,298) (66,820)
(1,901) -
10,901 -
(8,160) 193
(5,027) 27,313
1,647 2,434
8,009 2,111
(700) (154)
147) 11,103
20,838 -
(241,622) (47,823)
85,524 16,928
308,365 61,033
$ 272,077 $ 460,515




24.
CITY OF HAZARD

STATEMENT OF CASH FLOWS — PROPRIETARY FUNDS (CONTUED)

For the Year Ended June 30, 2016

Gas Garbage
Fund Fund Other Totals
$ 1,904,209 $ 1,030,345 $ 206,618 $ 8,179,445
4,246 104,957 - 188,494
(377,676) (440,393) (332,874) (2,747,085)
(1,042,368) (349,680) (174,149) (4,351,091)
(970) (159) - (5,065)
487,441 345,070 (300,405) 1,264,698
(107,478) - (34,901) (1,126,059)
(67,804) - (157,068) (777,307)
- - - 147,416
(23,612) - 47,782) (291,762)
150 (89,823) - (33,673)
- - - 752,474
(198,744) (89,823) (239,751) (1,328,911)
(155,686) (155,133) 560,152 473,596
1,365 274 123 6,016
1,365 274 123 6,016
134,376 100,388 20,119 415,399
414,096 15,116 81,765 2,437,441
548,472 115,504 101,884 2,852,840
368,815 152,011 (639,407) (903,285)
65,315 20,781 289,035 1,851,680
(75,100) (2,287) - (287,505)
(582) (2,565) - (5,048)
- - - 10,901
281 - - (7,686)
66,150 145,508 9,028 242,972
(3,384) - - (3,384)
714 4,877) 441 359
2,444 (6,533) 512 6,543
39,027 (238) - 37,935
(516) - - 10,440
(19,799) - - 1,039
(69,941) (68,663) (63,453) (491,502)
24,757 24,304 22,459 173,972
89,260 87,629 80,980 627,267
$ 487,441 $ 345,070 $ (300,405) $ 1,264,698

See notes to financial statements.



25.
CITY OF HAZARD

STATEMENT OF FIDUCIARY NET POSITION — FIDUCIARY FUNS

June 30, 2016

Trust Funds Agency Funds Total

Assets:
Restricted assets:
Cash and cash equivalents $ 77,888 24,308 $ 102,192
Investments 1,427,458 - 1,427,458
Other receivables 43,839 - 43,839
Due from other funds 287 40,537 40,824
Total assets 1,549,468 64,845 1,614,313
Liabilities:
Due other funds - 64,845 64,845
Net pension liability 4,602,159 - 4,602,159
Total liabilities 4,602,159 64,845 4,667,004

Net Position:

Designated for retirement contributions (3,172,498) - (3,172,498)

Designated for other purposes 119,807 - 119,807
Total net position (3,052,691) - (3,052,691)
Total liabilities and net position $ 1,549,468 $ 64,845 $1,614,313

See notes to financial statements.



CITY OF HAZARD

STATEMENT OF CHANGES IN FIDUCIARY NET

POSITION — TRUST FUNDS

For the Year Ended June 30, 2016

Additions:
Contributions:
Employer

Investment Income:
Rental Income
Interest Income

Total investment income

Total additions

Deductions:
Benefits
Administrative expenses
Materials and supplies

Total deductions

Operating transfers in (out)

Net increase/(decrease) in net position

Net Position:
Beginning of Year

End of Year

See notes to financial statements.

$ 463,334

22,246
14,239

36,485

499,819

458,435
4,768
4,700

467,903

31,916

(3,084,607)
$(3,052,691)
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CITY OF HAZARD

NOTES TO FINANCIAL STATEMENTS

June 30, 2016

1. - General Statement and Summary of Significant Accauting Policies

General Statement

The City of Hazard, Kentucky (The “City”) was ingarrated in 1884, under the provisions of the
State of Kentucky. The City operates under City aggm form of government and provides the
following services as authorized by its charterblRusafety (police and fire), streets, sanitation,
recreation, public improvements, planning and zgnéand general administrative services. Other
services include utilities.

A. The Reporting Entity

In evaluating how to define the City for financraporting purposes, management has
considered all potential component units. The deeisto include a potential
component unit in the reporting entity was madeapplying the criteria set forth in
GAAP. The basic — but not the only — criterion ificluding a potential component unit
within the reporting entity is the governing bodyability to exercise oversight
responsibility. The most significant manifestatiasf this ability is financial
interdependency. Other manifestations of the ghihitexercise oversight responsibility
include, but are not limited to, the selection of/grning authority, the designation of
management, the ability to significantly influenoperations and accountability for
fiscal matters. The other criterion used to evaupbtential component units for
inclusion or exclusion from the reporting entitytige existence of special financing
relationships, regardless of whether the City islealbo exercise oversight
responsibilities. Based upon the application okéheriteria, the following is a brief
review of each potential component unit addressedefining the City’s reporting
entity.

Excluded from the reporting entity:
Hazard Independent School District

The Hazard Independent School District selects gemant staff, sets tax rates,
establishes budgets and controls all aspects nfdhiy activities.

Hazard Housing Authority
The Hazard Housing Authority is excluded as theyehtineir own management staff
and are under the supervision of HUD.

Hazard-Perry County Community Ministries, Inc.
Hazard-Perry County Community Ministries, Inc. icleded as they are a separate
entity and have their own management board.

Hazard-Perry County Airport Board
Hazard-Perry County Airport Board is excluded asythave their own management
board.




29.
CITY OF HAZARD

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2016

B. Government-Wide and Fund Financial Statements

Government-wide Financial Statements

The government-wide financial statements includestiatement of net position and the
statement of activities. These statements repoeantiial information for the City as a
whole excluding fiduciary activities such as empgleypension plans. The primary
government is presented separately within the @izrstatements with the focus on
the primary government. Individual funds are nospthyed but the statements
distinguish governmental activities, generally saed by taxes and City general
revenues, from business-type activities, genefagnced in whole or in part with fees
charged to external customers.

The statement of activities reports the expenses gifen function offset by program
revenues directly connected with the functionalgpam. A function is an assembly of
similar activities and may include portions of aduor summarize more than one fund
to capture the expenses and program revenues agsbeiith a distinct functional
activity. Program revenues include: (1) chargessfrvices which report fees, fines
and forfeitures, and other charges to users ofCihgs services; (2) operating grants
and contributions which finance annual operatingivdi@s including restricted
investment income; and (3) capital grants and dmtions which fund the acquisition,
construction, or rehabilitation of capital assetsl énclude fees to developers. These
revenues are subject to externally imposed reisingtto these program uses. Taxes
and other revenue sources not properly included gribgram revenues are reported as
general revenues.

Fund Financial Statements
Fund financial statements are provided for govemtale proprietary, and fiduciary
funds. Major individual governmental and enterprigads are reported in separate

columns with composite columns for non-major funds.

C. Measurement Focus, Basis of Accounting, andrieiahStatement Presentation

The financial statements of the City are prepanegcicordance with generally accepted
accounting principles (GAAP). The government-widatements report using the
economic resources measurement focus and the hbasia of accounting generally
including the reclassification or elimination oftémal activity (between or within
funds). However, internal eliminations do not irdguutility services provided to City
departments. Reimbursements are reported as redsi¢tti expenses.
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CITY OF HAZARD

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2016

C. Measurement Focus, Basis of Accounting, and Fimh&tatement Presentation

(continued)

Proprietary and fiduciary fund financial statemealso report using this same focus
and basis of accounting although internal actiigtpot eliminated in these statements.
Revenues are recorded when earned and expensescarded when a liability is
incurred, regardless of the timing of related céekws. Property tax revenues are
recognized in the year for which they are leviedlsvigrants are recognized when
grantor eligibility requirements are met.

Pension trust funds recognize employer and paatitigontributions in the period in
which contributions are due and the City has mafieraal commitment to provide the
contributions. Retirement benefits and refundsrecegnized when due and payable in
accordance with the terms of the plan.

Governmental fund financial statements report ushmey current financial resources
measurement focus and the modified accrual basiscobunting. Revenues are
recognized when they are both measurable and hiailAvailable means collectible
within the current period or soon enough thereafiguay current liabilities. The City
considers revenues to be available if they areectat within 60 days of the end of the
fiscal year. Expenditures are recorded when traaelfund liability is incurred, except
for general obligation bond principal and intenekich are reported as expenditures in
the year due.

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

Operating income reported in proprietary fund ficiahstatements includes revenues
and expenses related to the primary, continuingratipes of the fund. Principal
operating revenues for proprietary funds are clsatgeustomers for sales or services.
Principal operating expenses are the costs of giryigoods or services and include
administrative expenses and depreciation of capitsts. Other revenues and expenses
are classified as non-operating in the financiteshents.

When both restricted and unrestricted resourcesieadable for use, it is the City's
policy to use restricted resources first, then simicted resources as needed.



31.
CITY OF HAZARD

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2016

D. Fund Types and Major Funds

Governmental Funds
The City reports the following major governmentatds:

General Fund — reports as the primary fund of the City. Thiadus used to account
for all financial resources not reported in othards.

Other governmental funds include:

Special Revenue Funds accounts for the proceeds of specific revenueces (other
than special assessments, expendable trust or wepital projects) that are legally
restricted to expenditures for specified purposes.

Capital Project Funds— accounts for financial resources to be usedh@mcquisition
and construction of major capital facilities.

Proprietary Funds

The City reports the following major proprietarynfis:

Water, Sewer, Gas, and Garbage- accounts for operations that are financed and
operated in a manner similar to private busineserpnses where the costs of
providing services to the general public on a curitig basis are financed through user

charges.

The City has three other proprietary funds, theard@®avilion, Hazard Forum and the
Public Improvement Corp Fund.

Other Fund Types
The City also reports the following fund types:

Trust Funds — reports fiduciary resources held in trust andréeeipt, investments and
distribution of retirement contributions and rerdaativities.

Agency Funds— accounts for funds that are generally custodiaidture and do not
involve measurement or results of operations.
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CITY OF HAZARD

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2016

E. Assets, Liabilities, and Net Position or Equity

1. Cash and Investments

Cash and investments are separately held andtesfl@T their respective funds as
“cash and cash equivalents” and “investments” sofinehich are restricted assets.
The City considers the above in its definitions fguplicability of cash flow
statement use.

The City reporting entity considers highly liquiavestments (including restricted
assets) with an original maturity of one year @slevhen purchased to be cash
equivalents.

Investments are reported at fair value which iswheined using selected bases.
Short-term investments are reported at cost, whjgbroximates fair value. Cash
deposits are reported at carrying amount whichorestsly estimates fair value.

2. Inventories and Prepaids

Inventories in governmental funds consist of exjpdhel supplies held for

consumption stated on a first-in, first-out ba3isey are reported at cost which is
recorded as an expenditure at the time individumaemtory items are used.
Proprietary fund and similar component unit invei&® are recorded at the lower
of cost or market on a first-in, first-out basis.

Prepaids record payments to vendors that benefitefureporting periods and are
also reported on the consumption basis. Both imrerg and prepaids are similarly
reported in government-wide and fund financialestants.

3. Capital Assets, Depreciation, and Amortization

The City's property, plant, equipment, and infrasture with useful lives of more

than one year are stated at historical cost andpreimensively reported in the

government-wide financial statements. The City r@ns infrastructure asset
records consistent with all other capital assetspifetary and component unit
capital assets are also reported in their respeétind and combining component
units financial statements. Donated assets atedstat fair value on the date
donated. The City generally capitalizes assets witht of $1,000 or more as
purchase and construction outlays occur. The aofstsormal maintenance and
repairs that do not add to the asset value or m#yeextend useful lives are not

capitalized. Capital assets, including those of poment units, are depreciated
using the straight-line method. When capital assets disposed, the cost and
applicable accumulated depreciation are removed fiee respective accounts, and
the resulting gain or loss is recorded in operation



33.
CITY OF HAZARD

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2016

E. Assets, Liabilities, and Net Position or Equity (ontinued)

Depreciation has been calculated on each clasgmkdiable property using the
straight-line method, with one-half year’s depréoiain the year of acquisition.
Estimated useful lives are as follows:

Water and sewer line extensions 30 — 50 years
Buildings 30 — 50 years
Furniture and office equipment 5-10 years
Water storage tanks 50 years
Vehicles and equipment 4 —10 years
Sewer treatment plant 24 years

4. Long-term Debt, Deferred Debt Expense, and Bond Di®unts/Premiums

In the government-wide and proprietary financiatements, outstanding debt is
reported as liabilities. Bond issuance costs, bdisdounts or premiums, and the
difference between the reacquisition price andriecarrying value of refunded
debt are capitalized and amortized over the terfrteeorespective bonds using a
method that approximates the effective intereshioukt

The governmental fund financial statements recagitie proceeds of debt and
premiums as other financing sources of the curpamtod. Issuance costs are
reported as expenditures.

5. Fund Equity

The City implemented Governmental Accounting Stadsla&Board No. 54, Fund
Balance Reporting and Governmental Fund Type Diadirs effective for the fiscal
year ended June 30, 2011. This standard clarifiesireg governmental fund type
definitions and establishes fund balance classifina based primarily on the
extent to which a government is bound to observisttaints imposed upon the use
of the resources reported in governmental fundasstfications will include
nonspendablegxamples being prepaid items and inventory, ared ftlowing
spendable fund balances restricted — fund balances that are constrained by
external parties, constitutional provisions or dimgdegislation,committed- fund
balances that contain self-imposed constrainthefgovernment from its highest
level of decision making authoritygssigned —fund balances that contain self-
imposed constraints of the government to be usedafparticular purposand
unassigned fund balance of the general fund that is not canstd for any
particular purpose. The standard affects fund lkcalaeporting only and does not
affect government-wide or proprietary fund finahsi@tements.



34.
CITY OF HAZARD

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2016

E. Assets, Liabilities, and Net Position or Equity (ontinued)

The following schedule reflects governmental fuathhces at June 30, 2016:

Fund balances:

General Non-major
Fund Funds Total
Unassigned $ 44,844 % - $ 44,844
Nonspendable 35,109 - 35,109
Restricted 3,500 367,941 371,441

Total fund balances$ 83,453% 367,941 $ 451,394

6. Fund Equity

GASB 63, implemented for the fiscal year ended BMe2013, has changed the
presentation of the City's financial statementdricorporate the concepts of net
position, deferred outflows of resources and deterinflows of resources. Net
position represents the difference between assetls deferred outflows and
liabilities and deferred inflows. The net positioomponent “investment in capital
assets, “ consists of capital assets, net of ackatetlidepreciation, reduced by the
outstanding balances of any borrowing used for ia@gpn, construction or
improvement of those assets. Deferred outflowsesburces and deferred inflows
of resources that are attributable to the acqaisittonstruction or improvement of
those assets or related debt also should be irgtlidghis component of net
position. Net position is reported as restrictecewithere are limitations on its use
either through the enabling legislation adoptedthy City or through external
restrictions imposed by the creditors, grantorslasvs or regulations of other
governments.

F. Sources of Revenue and Other General Information

1. Revenues
The major sources of revenue other than general fiax and licenses and

proprietary fee for services are federal and sgedmts, state financial assistance,
local contributed cash, contributed services, ahdraevenues as discussed below:

a. Federal and State Grant Revenue

Grant revenue is recognized when program expemditare incurred in
accordance with program guidelines. Such revenwiligect to review by
the funding agency and may result in disallowanceubsequent periods.
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CITY OF HAZARD

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2016

F. Sources of Revenue and Other General Informationcbntinued)

b. State Financial Assistance

State financial assistance revenues are recogniged notification of the
amount of the award as the resources are collectibthin the current
period.

c. Local Contributed Cash

Contributions to grant programs from local governise and other
participants are recognized as revenue when gsqreneitures are incurred
in the case of cost reimbursement grants.

d. In-Kind — Contributed Services

Local contributions, which include contributed dees provided by

individuals, private organizations and local goveemts, are used to match
federal funding on various grants. Contributed iseisy are therefore

reflected as revenue and expenditures in accordaithdegal requirements

of the individual grants. Contributed services @eorded as an expenditure
with an equivalent amount recorded as revenue. dimeunts of such

services are recorded in the accompanying finarsialements at their
estimated fair values at date of receipt.

e. Other Revenues

Other revenues are composed primarily of intenedtraiscellaneous charges
for services. Interest income is recorded as easimen it is measurable and
available. Miscellaneous charges for services ecerded as revenues when
received in cash because they are generally nosuredale until actually
received.

2. Leases
Leases that transfer substantially all of the riaksl benefits of ownership are
capital leases. Other leases are operating le&sgstal leases are included in
property and equipment and are amortized usingttlagght-line method over their
respective terms. Operating leases are expensednavierms of the leases.

3. Budgets and Budgetary Accounting

The City follows these procedures in establishimg budgetary data reflected in
the fund financial statements:
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a. Formal budgetary integration is employed as a mamagt control device
during the year for the general fund and speciamae funds as well as for
all enterprise funds. These budgets are adopted basis consistent with
generally accepted accounting principles.

b. Budgetary data for capital project funds has notnb@resented in the
accompanying combined financial statements as $uctls are budgeted
over the life of the respective project and nohamnual basis.

c. The City Commission approves, by ordinance, totalget appropriations
only. Any revisions thereafter for any fund mustcabe approved by the City
Commission. Therefore, the level of budgetary raesjimlity is by total
appropriations. However, for report purposes tii®l has been expanded to
a functional basis (general government, publictgaédc.).

d. Unused appropriations for all of the above annubilggeted funds lapse at
the end of year.

e. The budget amounts shown in the financial statesnexre the final
authorized amounts as revised during the year.

4. Leave Policies
Vacation
The vacation leave in 2016 is 3 calendar weeksyeear.
Vacation leave must be taken within the year aftisraccumulated.

Absences on account of sickness, injury or didshiii excess of that authorized
for such purposes may be charged to vacation leek.

Sick

All full-time employees shall be granted one wotkiday sick leave credit with

pay for each completed calendar month of servimdk I8ave may be accumulated
to a maximum of 60 working days.

At June 30, 2016, compensated absences accrudedtd@4,877 based on the
number of days earned for each employee.
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5. Property Tax Calendar

Property taxes for the fiscal year were levied @apt8mber 2015, on the assessed
valuation of property in Perry County as of thegading January 1, the lien date.
The due date and collection periods for all taxedusive of vehicle taxes, are as

follows:
Description Per KRS 134.020

1. Due date for payment of 30 days from the
taxes, 2% discount date mailed

2. Face value amount 31-60 days from the
payment date date mailed

3. Delinquent date 10% penalty, Beyond 61 days
.5% interest per month until collected

Vehicle taxes are collected by the County ClerlPefry County and are due and
collected in the birth month of the vehicle’s lisee.

6. Use of Estimates

The preparation of financial statements in conftymwith generally accepted
accounting principles requires management to matmates and assumptions that
affect the reported amounts of assets and liadsliind disclosure of contingent
assets and liabilities at the date of the finarstialements and the reported amounts
of revenues and expenses during the reporting ghefiotual results could differ
from those estimates.

2.- Cash and Investments

The carrying amount of the City’s deposits withafiicial institutions and petty cash was
$4,788,478 and the bank balance was $4,978,182.

Custodial credit risk is the risk that in eventbaink failure the deposits may not be returned or
that the City may not recover collateral securitielke City requires deposits to be secured by
collateral valued at market or par, whichever iwdg less the amount of the Federal Deposit
Insurance Corporation insurance (FDIC). At June 1,6, $1,597,573 was insured by FDIC,
$1,204,983 was collateralized with securities Heydthe pledging financial institution’s trust
department in the City’'s name and $2,175,626 ofClg's deposits were not collateralized. At
June 30, 2016, the City's deposits at Peoples BawtkTrust, First Trust Bank, Whitaker Bank
and First Federal Savings and Loan were not coveyembllateral agreements. Interest rate risk is
the risk that changes in interest rates will adslgraffect the fair value of an investment.
Investments held for longer periods are subjeatdmeased risk of adverse interest rate changes.
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The City does not retain any long-term investme@tmcentrations of credit risk are the risk of
loss attributed to the magnitude of the City's simeents in a single issuer. All of the
organization’s cash is held at local financial itagions. Foreign currency risk is the risk of
changes in exchange rates affecting foreign invesstsn The City does not hold any foreign
investments.

Other Investments:

Investment in the Hazard Gas Company is accourteduider the equity method, at cost,
increased or decreased by the Hazard Gas Compsimy'e of earnings or losses, less transfers.
The Hazard Gas Company is 100% owned by Publicdagmment Corporation. As of June 30,
2016, the balance is $214,465.

Investment in the Hazard Pavilion is accountedufudter the equity method, at cost, increased or
decreased by the Hazard Pavilion's share of easnorglosses, less transfers. The Hazard
Pavilion is 100% owned by Public Improvement Cogpian. As of June 30, 2016, the balance is
$(467,771).

For financial reporting purposes, the investment exlated earnings from the subsidiaries are
eliminated in the combining financial statements.

3. - Retirement Plans:

The City of Hazard is a participating employer lné ICity of Hazard Policemen’s and Firemen’s
Pension Fund of those employees hired before Auglist1989 and after this date County
Employee’s Retirement System.

A summary of the City of Hazard Policemen’s ana&Fien’'s Pension fund is as follows:

Effective Date March 2, 1953.

Plan Year (Fiscal Year) The 12-month period endimge 30.

Participants Policemen and Firemen employed
before 1989 by the City of Hazard,
Kentucky.

Normal Eligibility 20 years of service.

Retirement Pension Benefit 50% of salary at a fnetirement.

Disability Eligibility Total and permanent disaibjl

incurred by reason of service with the
Police or Fire Department.

Pension Benefits 50% of salary at time of retireme
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Retiree Survivors Benefits If a retiree dies, hnthly pension
will continue to his surviving spouse for
life. In addition, there are fixed dollar
amounts which can be paid to surviving
children and parents.

Death Before Retirement If an active participaesdn the
line of duty or with at least 15 years of
service, the widows and orphans benefits
outline above will be paid.

Vesting The employee is always vested in the
value of his own contributions. He is not,
however, vested in any monthly pension
prior to completing 20 years of service.

Employee Contributions Equal to the amount the eygs
would contribute to the Social Security
system in payroll taxes.

Employer Contributions City of Hazard contributeghe
general fund the balance needed to fund
the Plan offset by Employee
Contributions.

The City of Hazard plan (KRS 95.620 Revised Sulise@) has no active employees (firemen
and policemen) covered by the City of Hazard Paliee’'s and Firemen’s Pension Fund. Funding
for the plan was provided through payroll withhalgliof 7.65% and a City’s contribution of the

balance needed to fund the plan offset by empleyammntributions.

The City of Hazard has a total of 138 employeeseurtie County Employee’s Retirement
System, (CERS) a cost sharing, multiple-employahlip employer retirement system. Funding
for the plan is provided through a payroll withhalgl of 5%, except for new hires on or after
September 1, 2008 with payroll withholdings of 68ad a City's contribution of 17.06% of the
employees total compensation subject to contributibhe City does not participate in the
hazardous plan of CERS but provides a pass-thrbagardous CERS contribution for one police
officer who is funded through the federal UNITE gram.
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3. - Retirement Plans (continued):

CERS issues a publicly available financial repodiuded in the Kentucky Retirement Systems
Annual Report that includes financial statements te required supplementary information for
CERS. That report may be obtained by writing to tdeky Retirement Systems, Perimeter Park
West, 1260 Louisville Road, Frankfort, Kentucky 8Q6r by calling (502) 564-4646 or at
https://kyret.ky.gov.

Benefits under both plans will vary based on finempensation, years of service and other
factors as fully described in the plan documents.

At June 30, 2016, the City reported the followiray fts proportionate share of net pension
liability. The net pension liability was measuresia June 30, 2015 for the City’'s proportionate
share of net CERS pension liability and July 1,260dr the City's Firemen’s and Policemen’s

Pension Fund. At June 30, 2015 the City's proportid the net pension liability based on

contributions to CERS during fiscal year ended J8de2014 was .189847% for nonhazardous
and .010897% for hazardous. The City’s proportiergtiare was 100% for the Firemen’s and
Policemen’s Pension Fund.

City's proportionate share of the net
CERS nonhazardous pension liability $ 8,162,517

City's proportionate share of the net
CERS hazardous pension liability $ 167,284

City's proportionate share of the net
Firemen-Police pension liability $ 4,602,159

For the year ended June 30, 2016, the City's filsrstatements reported pension expense of
$1,159,193 for CERS nonhazardous, $587 for CER&rtams and $458,435 for the Firemen-
Police pension. For the year ended June 30, 2046City recognized deferred outflows of
resources for nonhazardous and hazardous of $6ZH8nd $19,140, respectively, and deferred
infows of resources for hazardous of $60,095 amwd deferred inflows of resources for
nonhazardous. These contributions will be recoghéea reduction of the net pension liability in
the year ended June 30, 2016.

The City previously reported deferred inflows ofaarces related to pensions from the net
difference between projected and actual earningpemsion plan investments in the amount of
$622,999. This will be recognized as pension expessollows:

Year Total
2016 $ 124,600
2017 124,600
2018 124,600
2019 124,600
2020 124,599

$622,999
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Nonhazardous Hazardous
Deferred Outflows of Deferred Inflows of Deferred Ouflows of Deferred Inflows of
Resources Resources Resources Resources
Differences between expected and actual
experience $ 67,833 $ - $ 3633 §
Changes of assumptions 823,101 - 14,456
Net difference between projected and actual
earnings on pension plan investments 73,170 - 1,051
Changes in proportion and differences
between City contributions and
proportionate share of contributions 604,521 - - 60,095
City contributions subsequent to the
measureremnt date
Total $ 1,568,625 $ - $ 19,140 $ 60,095

Actuarial Methods and Assumptionghe total pension liability for CERS was determirgd
applying procedures to the actuarial valuation fislume 30, 2015. The financial reporting
actuarial valuation as of June 30, 2015, used dhevfing actuarial methods and assumptions,
applied to all prior periods included in the measoent:

- Valuation date, June 30, 2015

- Experience study — July 1, 2008 — June 30, 2013

- Actuarial Cost method — Entry Age Normal

- Amortization Method — Level percentage of payrolbsed
- Remaining Amortization Period — 28 years

- Asset Valuation method — 5-year smoothed market

- Inflation — 3.25%

- Salary increases, 4.00% including .75% wage imffati

- Investment rate of return — 7.50%

The rates of mortality for the period after servigdirement are according to the RP-2000
Combined Mortality Table with Scale BB to 2013.

The target asset allocation and best estimatestbireetic real rate of return for each major asset
class, as provided by CERS'’s investment consultmetsummarized as follows:
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Long-term
Expected
Target Nominal
Asset Class Allocation 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%
Absloute Return (Diversified Hedge Funds) 10.0% 4.25%
Private Equity 10.0% 8.50%
Cash Equivalent _2.0% -0.25%

100.0%

Discount Rate The discount rate used to measure the total petisibitity was 7.75%. The
projection of cash flows used to determine the alist rate assumed contributions from plan
members and employers will be made at statutoryriboion rates. Projected inflows from
investment earnings were calculated using the teng- assumed investment return of 7.75%.
The long-term assumed investment rate of return ajudied to all periods of projected benefit
payments to determine the total pension liability.

Deferred inflows and outflows and pension expemstude only certain categories of deferred
outflows of resources and deferred inflows of reses. These include differences between
expected and actual experience, changes of assumaid differences between projected and
actual earnings on plan investments. The schedds dot include deferred outflows/inflows of

resources for changes in the employer's proporterehare of contributions or employer

contributions made subsequent to the measuremantTae net pension liability is based on the
June 30, 2015 actuarial valuations. Deferred owtfland inflows related to differences between
projected and actual earnings on plan investmemsnatted and amortized over a five year
period.

The following presents the City’s proportionate rehaf net pension liability calculated using the
discount rate of 7.50%, as well as the City's shirealculated using a rate 1% higher and 1%
lower:

1% Current 1%
Decrease Discount Rate Increase
(6.50%) (7.50%) (8.50%)

City's proportionate share of
net nonhazardous pension liabiity $ 10,253,207 $ 8,162,517 $6,437,124

City's proportionate share of
net hazardous pension liability $ 210,131 $ 167,284 $ 131,924

City's proportionate share of the net
Firemen-Police pension liability $ 5,780,924 $ 4,602,159 $ 3,629,355
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3. - Retirement Plans (continued):

There were no payables to the pension plans at3urz016.

The City's plan actuarial report for the City of ##ad Firemen’s and Policemen’s Pension Fund
dated July 1, 2013, stated that at that time, fiseta which are accrued are less than the actuarial
present value of the benefits which are vested.e TEvel of funding is not adequate to meet
future obligations according to the valuation resith the actuarial report dated July 1, 2013
indicating the total contribution to the plan shibule $473,851. The City’s share of this is
$473,851, based upon the expected rate of emptay@ebutions. The actuarial present value of
vested benefits is $5,992,207, which is in excéshevalue of plan assets of $1,390,048. Under
GASB 68, a net pension liability of $4,602,159 wesorded in the Fire-Police Pension Fund.

4. - Allowance for Uncollectible Accounts:

Allowance for uncollectible accounts receivabletlie various funds at June 30, 2016 is as
follows:

General Fund

Property taxes $ 141,651
Water Fund

Water billing 94,778
Sewer Fund

Sewer billing 35,209
Gas Fund

Gas billing 31,704
Garbage Fund

Garbage billing 29,571

5. - Proprietary Funds Fixed Assets:

The following is a summary of property, plant angiigment of the Proprietary Funds at June 30,

2016:
Public The
Improvement Hazard Hazard
Corp. Water Pavilion Gas Garbage Sewer Forum Total
Land $ 821,026 $ 87,647 $ - $ -3 -3 -3 -$ 908,673
Construction in progress - 5,602,971 - - - 98,602 - 5,701,573
Buildings 2,310,673 6,624,309 1,573,565 - - 7,306,922 7,038,660 24,854,129
Improvements other
than buildings 708,286 35,854,357 - 5,063,279 - 4,802,504 - 46,428,426
Equipment and
machinery - 1,329,375 - 570,887 596,050 478,867 21,004 2,996,183
Office equipment
and fixtures - 61,213 245,553 203,245 - 28,972 - 538,983
Vehicles 66,000 649,001 - 342,034 960,251 41,592 - 2,058,878
3,905,985 50,208,873 1,819,118 6,179,445 1,556,301 12,757,459 7,059,664 83,486,845
Accumulated
Depreciation (1,815,853)(17,573,153) (1,290,312) (4,492,853) (1,539,788) (7,485,571) (2,394,750) (36,592,280)

Total $ 2,090,132 $32,635,720 $ 528,806 $1,686,592 $ 16,513 $5,271,888 $4,664,914 $46,894,565
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Depreciation was allocated to each fund as follows:

Public Improvement Corp. $ 60,512
Water 1,025,539
Hazard Pavilion 51,634
Gas 65,315
Garbage 20,781
Sewer 451,010
Hazard Forum 176,889
Total Depreciation $1,851,680

Proprietary fund activity for the fiscal year endkrahe 30, 2016 was as follows:

Capital assets not being depreciated:
Land
Construction in progress

Total capital assets not being depreciated

Capital assets being depreciated:
Buildings
Improvements other
than buildings
Equipment and
machinery
Office equipment
and fixtures
Vehicles

Total capital assets being depreciated

Less accumulated depreciation for:
Buildings
Improvements other
than buildings
Equipment and
machinery
Office equipment
and fixtures
Vehicles

Total accumulated depreciation

Total capital assets being depreciated, net:

Total proprietary fund fixed assets

44.

July 1, 2015 Additions Deductions June 30, 2016
$ 902,798 $ 5,875 $ - % 908,673
5,965,140 758,840 (1,022,407) 5,701,573
6,867,938 764,715 (1,022,407) 6,610,246
24,854,129 - - 24,854,129
45,232,405 1,196,019 - 46,428,424
2,898,303 149,096 (51,215) 2,996,184
500,348 38,636 - 538,984
2,058,878 - - 2,058,878
75,544,0631,383,751 (51,215) 76,876,599
(13,416,540) (703,390) - (14,119,930)
(16,687,341) (1,013,703) - (17,701,044)
(2,244,020) (86,477) 51,215 (2,279,282)
(458,292) (12,441) - (470,733)
(1,985,620) (35,671) - (2,021,291)
(34,791,813)(1,851,682) 51,215 (36,592,280)

40,752,250 (467,931)

40,284,319

$ 47,620,188 $

206,784 $ (1,022,407)$ 46,894,565
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5. - Proprietary Funds Fixed Assets (continued):

The following ongoing and completed infrastructasset/projects were recognized and added to
the schedule of fixed assets:

South Perry Water Construction $1,089,381

6. - Governmental Fixed Assets

The following is a summary of changes in the gerferad assets account group:

July 1, 2015 Additions Deductions June 30, 2016

Capital assets not being depreciated:

Land $ 969,330 $ - $ - $ 969,330
Total capital assets not being depreciated 969,330 - - 969,330
Capital assets being depreciated:
Buildings 2,260,812 240,000 - 2,500,812
Improvements other

than buildings 1,166,583 - - 1,166,583
Equipment and

machinery 609,512 104,987 - 714,499
Office equipment

and fixtures 336,382 - - 336,382
Vehicles 2,856,351 75,443 - 2,931,794
Total capital assets being depreciated 7,229,640 420,430 - 7,650,070
Less accumulated depreciation for:
Buildings (1,885,748) (50,548) - (1,936,296)
Improvements other

than buildings (473,404) (19,562) - (492,966)
Equipment and

machinery (354,515) (52,793) - (407,308)
Office equipment

and fixtures (314,862) (8,976) - (323,838)
Vehicles (2,596,434) (94,376) - (2,690,810)
Total accumulated depreciation (5,624,963) (226,255) - (5,851,218)
Total capital assets being depreciated, net: 1,604,677 194,175 - 1,798,852

Total governmental fund fixed assets $ 2,574,007 $ 194,175 $ - $ 2,768,182
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Depreciation expense was allocated to each funesdollows:

General government $ 38,937
Police 96,084
Fire 43,372
Public works 42,371
Highway and streets 5,491
Total Depreciation $226,255

7.- Proprietary Fund and Governmental Fund Changes in_ong-term Debt

46.

The following is a summary of notes and bond payal@nsactions for the year ended June 30,

2016 by fund:

Balance Balance Current
Description Collateral Rate 7/1/15 Additions  Reductions  6/30/16 Portion
- General Fund -
Kansas State Bank Vehicles 4.14% 52,12¢ - (25,770 26,35¢ 26,35¢
Kansas State Bank Vehicles 4.35% 62,46¢ - (14,697 47,76¢ 14,33¢
Kansas State Bank Vehicles 4.40% - 111,83: (10,824 101,00¢ 21,00¢
Peoples Bank and Trust Real estate 2.75% - 240,000 (18,173) 221,827 23,463
Sub-total 114,595 351,832 (69,464) 396,963 85,170
- Water Fund -
First Trust Bank Equipment 7.00% 160,731 - (72,791) 87,940 72,791
Cat Financial Equipment 3.20% - 91,764 (17,843) 73,921 18,353
Water Sytem Revenue Bonds
Series 2000A Revenue 4.50% 1,025,500 - (23,000) 1,002,500 24,000
Series 2000B Revenue 4.50% 618,000 - (14,000) 604,000 14,500
Series 2009 Revenue 4.375% 1,477,000 - (21,000) 1,456,000 22,000
Series 2014A Revenue 2.125% 2,282,000 - (39,500) 2,242,500 40,500
Series 2014B Revenue 2.375% 392,000 - (6,300) 385,700 6,500
Sub-total 5,955,231 91,764 (194,434) 5,852,561 198,644
- Sewer Fund -
Kentucky Infrastructure Loan Revenue 0.60% 686,784 - (342,364) 344,420 344,420
TCF Equipment Finance Revenue 3.15% - 55,652 (8,637) 47,015 10,747
Rural Utility Service Revenue 4.50% 392,000 - (7,000) __ 385,000 8,000
Sub-total 1,078,784 55,652 (358,001) 776,435 363,167
- Public Improvement Corporation -
Peoples Bank and Trust Unsecured 4.75% 34,579 - (34,579) - -
Peoples Bank and Trust Revenues 4.75% 828,120 - (96,594) 731,526 96,594
Sub-total 862,699 - (131,173) 731,526 96,594
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7.- Proprietary Fund and Governmental Fund Changes in_ong-term Debt (continued)

Balance Balance Current
Description Collateral Rate 7/1/15 Additons  Reductions  6/30/16 Portion
- Forum Fund -
Real Estate/
Community Trust Bank Rent Revenue Variable 521,110 - (25,895) 495,215 25,895
- Gas Fund -

Peoples Bank and Trust Revenues 4.75% 589,853 - (67,804) 522,049 71,612
Total $9,122,272 $ 499,248 $ (846,771) $8,774,749 $ 841,082

City of Hazard Water System Revenue Bonds, congigif $1,248,000 of Series A Bonds and
$752,000 of Series B Bonds were issued with aafalely 13, 2000. Initial interest payment at a
rate of 4.5% became due July 1, 2002 and the limtiacipal payment became due January 1,
2003. The minimum obligations for the City at J&@e 2016 are as follows:

Series 2000, Series 2000|
Principal Interest Total Principal Interest Total
2017 24,000 45,112 69,112 14,500 27,180 41,680
2018 25,000 44,032 69,032 15,000 26,528 41,528
2019 26,500 42,908 69,408 16,000 25,852 41,852
2020 27,500 41,716 69,216 16,500 25,132 41,632
2021 28,500 40,478 68,978 17,500 24,390 41,890
2022-2026 164,000 181,848 345,848 98,500 109,530 208,030
2027-2031 204,500 141,456 345,956 123,000 85,822 208,822
2032-2036 254,500 91,170 345,670 153,500 54,968 208,468
2037-2040 248,000 28,506 276,506 149,500 17,190 166,690
Totals $1,002,500 $ 657,226 $1,659,726 $ 604,000 $396,592 $1,000,592

City of Hazard Sewer System Revenue Bonds, 2/3/26€8inal amount of loan, $450,000.
Fixed interest rate of 4.5%. The minimum obligasiaf the City at June 30, 2016 are as follows:
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Principal Interest Total
2017 8,000 17,325 $ 25,325
2018 8,000 16,965 24,965
2019 8,000 16,605 24,605
2020 9,000 16,245 25,245
2021 9,000 15,840 24,840

2022-2026 51,000 72,810 123,810
2027-2031 64,000 60,165 124,165
2032-2036 81,000 44,370 125,370
2037-2041 100,000 24,525 124,525
2042-2043 47,000 3,195 50,195

Total $ 385,000 $ 288,045 $ 673,045

In 1997 City of Hazard Sewer System received a fomn the Kentucky Infrastructure Authority
in the amount of $6,511,096 with a fixed interegerof .60%. The minimum obligations of the
City at June 30, 2016 are as follows:

Principal Interest Total
2017 344,420 1,551 345,971
Total $ 344,420 $ 1,551 $ 345,971

City of Hazard Water System Revenue Bonds, congistif $1,569,000 of Series 2009 were
issued with a date of January 27, 2010. Initiati@st payment at a rate of 4.375% became due
January 1, 2011 and the initial principal paymestéme due January 1, 2012. The minimum
obligations for the City at June 30, 2016 are devi:

Principal Interest Total
2017 22,000 63,700 $ 85,700
2018 23,000 62,738 85,738
2019 24,000 61,732 85,732
2020 25,000 60,682 85,682
2021 26,000 59,588 85,588
2022-2026 147,000 279,957 426,957

2027-2031 182,000 244,914 426,914
2032-2036 225,000 201,472 426,472
2037-2041 279,000 147,746 426,746
2042-2046 345,000 81,158 426,158
2047-2048 158,000 10,370 168,370

Total $ 1,456,000 $1,274,057 $2,730,057
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7.- Proprietary Fund and Governmental Fund Changes in_ong-term Debt (continued)

City of Hazard Water System Revenue Bonds, congisif $2,282,000 of Series A Bonds and
$392,000 of Series B Bonds were issued with a ofa@ctober 2, 2014. Initial interest payment
at a rate of 2.125% and 2.375%, respectively, becdoe January 1, 2015 and the initial
principal payment became due January 1, 2016. Thienum obligations for the City at June 30,
2016 are as follows:

Series 2014, Series 2014
Principal Interest Total Principal Interest Total
2017 40,500 47,222 87,722 6,500 9,083 15,583
2018 41,500 46,351 87,851 6,600 8,927 15,527
2019 42,000 45,464 87,464 6,800 8,767 15,567
2020 43,000 44,561 87,561 7,000 8,603 15,603
2021 44,000 43,636 87,636 7,100 8,436 15,536
2022-2026 235,000 203,569 438,569 38,500 39,521 78,021
2027-2031 260,500 177,269 437,769 43,500 34,651 78,151
2032-2036 289,500 148,082 437,582 49,200 29,156 78,356
2037-2041 321,500 115,644 437,144 55,700 22,937 78,637
2042-2046 357,500 79,603 437,103 63,000 15,895 78,895
2047-2051 396,500 39,579 436,079 71,300 7,934 79,234
2052-2053 171,000 3,654 174,654 30,500 722 31,222
Totals $2,242,500 $ 994,634 $3,237,134 $ 385,700 $194,632 $ 580,332

Changes in Water System Revenue Bonds were as/follo

Balance Balance
July 1, 2015 Additions Reductions June 30, 2016
Series 2000A $ 1,025,500 $ - $ (23,000) $ 1,002,500
Series 2000B 618,000 - (14,000) 604,000
Series 2009 1,477,000 - (21,000) 1,456,000
Series 2014A 2,282,000 - (39,500) 2,242,500
Series 2014B 392,000 - (6,300) 385,700
Total $5,794,500 $ - $(103,800) $ 5,690,700

Total interest expense for year ended June 30, 2@65$291,762 and $16,479 for proprietary
funds and governmental funds, respectively.
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CITY OF HAZARD

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2016

8.— Cash and Investments - Restricted Funds

Certain assets of the City of Hazard are restrietedune 30, 2016 for customers’ deposits and
debt service. These assets consist of cash angtshn investments restricted as follows:

Water Fund $ 761,819
Gas Fund 25,000
Sewer Fund 651,720
Total $ 1,438,539

9. - Cash Flow Statement

For purpose of the cash flow statement cash at30n2016 is as follows:

Proprietary Funds

Cash - unrestricted $ 1,414,301
Restricted
Cash 1,413,539
Investment 25,000
$2,852,840

10.- Contingent Liabilities

In the normal course of business, the City is amédnt in various lawsuits. Defense of the
lawsuits is being handled by the City's attornegs @nsurance carriers and losses, if any, are
expected to be covered by insurance. Managemafittige opinion that none of these lawsuits
will have a material adverse effect on the City'mhcial position.

11.- Excess Expenditures over Revenues

The following funds have excess operating experghtover operating revenues before operating
transfers in (out) and other financing sourcesqise

Fire Dept Equipment Fund $ (34,717)
Pavilion Fund (406,293)
Water Fund (787,891)
Forum Fund (170,069)
Public Improvement Corporation (63,045)
Fire-Police Pension Fund (463,203)

Police Report Fund (6,539)



51.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2016

12. -Deficit in Fund Balance or Retained Earnings

As of June 30, 2016 the following funds had a deificfund balance or retained earnings.

Garbage Fund
Fire-Police Pension Fund

$ (403,140)
(3,172,498)

13.- Interfund Assets/Liabilities

Due from/to other funds balances at June 30, 2@&ré as follows:

Due From Due To
Fund Other Funds Other Funds
Payroll Fund -
Due to/from General Fund $ - $ 798
Due to/from Water Fund 1,510 -
Due to/from Gas Fur - 582
Due to/from Garbage Fund - 2,430
Due to/from Pavilion Fund 485 -
Due to/from Sewer Fund - 8,249
Total Payroll Fund 1,995 _ 12,059
Disbursement Fund -
Due to/from General Fund - 40,067
Due to/from Gas Fur 17,051 -
Due to/from Water Fund - 9,591
Due to/from Fire-Police Pension Fu - 287
Due to/from Forum Fund - 411
Due to/from Garbage Fund - 2,369
Due to/from Pavilion Fund 48 -
Due to/from Sewer Fund 21,443 -
Due to/from Road Aid Fund - 62
Total Disbursement Fund 38,542 52,787
General Fund -
Due to/from Disbursement Fund 40,067 -
Due to/from Road Aid Fund - 36,973
Due to/from Gas Fur 94,800 -
Due to/from Fire Dept Equipment FL 11,301 -
Due to/from Payroll Fund 798 -
Total General Fur 146,966 36,973
Gas Fund -
Due to/from Disbursement Fund - 17,051
Due to/from Payroll Fund 582 -
Due to/from General Fund - 94,800
Total Gas Fund 582 111,851




CITY OF HAZARD

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2016

13.- Interfund Assets/Liabilities (continued)

Fund
Pavilion Fund -
Due to/from Disbursement Fund
Due to/from Payroll Fund
Total Pavilion Fun

Sewer Fund -
Due to/from Disbursement Fund
Due to/from Payroll Fund
Due to/from Water Fund
Total Sewer Fur

Garbage Fund -
Due to/from Disbursement Fund
Due to/from Payroll Fund
Total Garbage Fund

Water Fund -
Due to/from Disbursement Fund
Due to/from Sewer Fund
Due to/from Payroll Fund

Total Water Fund

Forum Fund -
Due to/from Disbursement Fund
Total Forum Fund

Fire Dept Equipment Fund -
Due to/from General Fund

Total Fire Dept Equipment Fund

Road Aid Fund -
Due to/from Asset Forfeiture Fund
Due to/from General Fund
Due to/from Disbursement Fund
Total Road Aid Fun

Asset Forfeiture Fund -
Due to/from Road Aid Fund

Total Asset Forfeiture Fund

Fire-Police Pension Fund -
Due to/from Disbursement Fund
Total F&P Pension Fund

Total

Due From
Other Funds

52.

Due To

Other Funds

8,249

8.249

2,369
2,430
4,799

9,591
16,375

25,966

411
411

36,973
62

37,035

737
737

287
287

$ 265,569

48
485

533

21,443

16,375

37.818

1,510

1,510

11,301

11,301

737

737

265,569




CITY OF HAZARD

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

14.- Interfund Operating Transfers

June 30, 2016

Individual Fund operating transfers for fiscal y2ad.6, were as follows:

Fund

General Fund -

Transfer to/from Fire and Police Pension Fund

Transfer to/from Garbage Fund
Transfer to/from Gas Fund
Transfer to/from Pavilion Fund
Transfer to/from Payroll Fund

Transfer to/from Disbursement Fund

Transfer to/from Sewer Fund
Transfer to/from Water Fund
Transfer to/from LGEA Fund

Transfer to/from Asset Forfeiture Fund
Transfer to/from Police Report Fund
Transfer to/from Public Improvement Corp Fund

Total General Fund

Special Revenue -
Road Aid Fund
Transfer to/from LGEA Fund
Asset Forfeiture Fund
Transfer to/from General Fund
Police Report Fund
Transfer to/from General Fund
LGEA Fund
Transfer to/from Road Aid Fund
Transfer to/from General Fund

Total Special Revenue Funds

Capital Projects -
Total Capital Projects

Fiduciary Fund Type -

Fire and Police Pension Fund
Transfer to/from General Fund

Disbursement Fund
Transfer to/from General Fund
Transfer to/from Water Fund
Transfer to/from Gas Fund
Transfer to/from Garbage Fund
Transfer to/from Pavilion Fund

Payroll Fund
Transfer to/from General Fund
Transfer to/from Water Fund
Transfer to/from Garbage Fund
Transfer to/from Gas Fund

Total Fiduciary Funds

Transfer Out

468,33
20,346
343,908
3,948
7,356
132,951
91,312
1,138
1,093
204,24

1,272,630

41,078
98,800

139,878

7,356
1,901
38
135
154

3,948

700
2,668
1,349

18,249

53.

Transfer In

155,133
167,032
3,948
7,356

98,800

432,269

41,078

1,138

1,093

43,309

463,334

7,356
1,901
38
135
154

3,948
700
2,668

1,349
481,583
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2016

14.- Interfund Operating Transfers (continued)

Fund Transfer Out Transfer In
Proprietary Funds -
Sewer Fund
Transfer to/from General Fund - 132,951
Transfer to/from Disbursement Fund 154 154
Water Fund
Transfer to/from General Fund - 91,312
Transfer to/from Payroll Fund 700 700
Transfer to/from Disbursement Fund 1,901 1,901
Garbage Fund
Transfer to/from General Fund 155,133 -
Transfer to/from Payroll Fund 2,668 2,668
Transfer to/from Disbursement Fund 135 135
Public Improvement Corp Fund
Transfer to/from General Fund - 207,244
Transfer to/from Forum 37,911 -
Pavilion Fund
Transfer to/from General Fund - 343,908
Transfer to/from Gas Fund - 9,000
Gas fund
Transfer to/from General Fund 167,032 20,346
Transfer to/from Payroll Fund 1,349 1,349
Transfer to/from Disbursement Fund 38 38
Transfer to/from Pavilion 9,000 -
Transfer to/from Public Improvement Corp Fund - 37,911
Total Proprietary Funds 376,021 849,617
Total All Funds $ 1,806,778 $1,806,778

Transfers were according to state law, budget bows operating purposes.

15.- Leasing Transactions

- As Lessor -
The City of Hazard, as lessor, has entered intddifmving agreements:
Tenant Leased thru Monthly rent
KVC Behavioral Healthcare, Inc. Monthly $ 2,609
Commonwealth of Kentucky AML Monthly 3,900

Summit Community Church Monthly 2,900
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)
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16.- Grant Programs

The City participates in numerous state and fedgraht programs, which are governed by
various rules and regulations of the grantor agencCosts charged to the respective grant
programs are subject to audit and adjustment bgithetor agencies; therefore, to the extent that
the City has not complied with the rules and retjpes governing the grants, refunds of any
money received may be required and the collectaluifiany related receivable at June 30, 2016
may be impaired. In the opinion of the City, thare no significant contingent liabilities relating
to compliance with the rules and regulations gowerrthe respective grants; therefore, no
provision has been recorded in the accompanyingbowd financial statements for such
contingencies.

To ensure adequate funds for major maintenancergpldcement of the wastewater projects
funded by the Kentucky Infrastructure Authorityetlity of Hazard is required to set aside
annually to a replacement reserve fund from cursemter revenues, after taking into account
costs of operations and maintenance and debt sem@uirements an amount determined by the
cabinet. Monies may be withdrawn from the accoumémvmajor maintenance or replacement of
equipment in excess of budgeted amounts is required

17.- Risk Management

The City is exposed to various risks of loss relate limited torts; theft of, damage to and
destruction of assets; errors and omissions andralatlisasters for which the City carries
commercial insurance. There have been no signffieaductions in coverage from the prior year
and settlements have not exceeded coverage inabetpree years, with the exception of
contingent liabilities disclosed in the notes te fimancial statements.

18.— Commitments

The City continues to participate in an ongoingititcal cooperation with Perry County Fiscal
Court agreement dated May 7, 2003 for the developroé waterline extensions throughout
Perry County.

The City entered into a participating party agreetmeith Hospice of the Bluegrass acting as
administrator/recipient of $460,000 funds receiven a Kentucky Community Development
Block Grant (CDBG) in fiscal year 2011. The agreatrstipulates the funds received be treated
as a five year forgivable deferred loan to theiBigeting Party from the City of Hazard with said
forgivable loan forgiven by twenty percent (20%) pear over a five-year period commencing
upon completion of the project. The project wassidered complete during the fiscal year ended
June 30, 2012 and the five-year forgivable periddoemmence the following year and end June
30, 2016 predicated upon the participating patgisipliance with the agreement.

The City, acting as a political subdivision for @vpte activity bond issue, agreed to enter into a
promissory note arrangement with Appalachian Regjittealthcare, Inc. (ARH) in the amount
of $55,867,000 after the end of the June 30, 2B&t2lfyear. The City refinanced the issue named
series 2014 anticipation note having a par amotir4@,000,000. The proceeds are used to
finance improvements to medical facilities in PeBgunty, Kentucky. Debt service payments
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18.— Commitments (continued)

will not be administered directly by City personnghe City has no obligation to repay the bond
issue.

The City acquired property and improvements July2ld5 located at 524 Main Street, formerly
known as the McDonald’s building for $240,000 atiaterest rate of 2.75% for future police
facility usage. The property was financed througofgte’s Bank and Trust Company, Hazard.
The property serves as collateral for the note whidl be paid by the City in 59 monthly
payments of $2,290 beginning August 15, 2015.

The City entered into an agreement with Rumpke efiticky, Inc. beginning January 1, 2016,
for a five year period, awarding franchise and i privileges within the City to provide
residential and commercial solid waste collectitvansfer and disposal services. The City will
retain solid waste billing services and retain ttygmercent of gross receipts from all collection
and disposal services.

In addition, the City entered into an agreemenh\wierry Fiscal Court and Waste Connections of
Kentucky, Inc. to provide billing and payment prssieg services at 8% of the total monthly
amount billed for solid waste collection serviceghose customers who are also provided other
City utility customer services.

The City approved acquiring new accounting andtytiloftware from Springbrook for an initial
cost of $76,800 and four annual payments of $33t62% implemented subsequent to June 30,
2016.

The City approved the 1st reading of a sewer ratinance increasing the minimum monthly
charge in annual increments of $8.20, $8.74 angigkffective January 1, 2016, July 1, 2016 and
January 1, 2017, respectively.

In addition, the City proposed subsequent to tharftial statement date, a new sewer processing
monthly rate to Sanitation District No. 1 in the@amt of $2.25 based on the audited financial
statements.

In December 2016, the City passed an ordinancedgingva regulatory license fee upon the gross
receipts from the sale of alcoholic beverages withe City by the package or by the drink. The
fee will be 1.50% of the gross receipts of the s#Hlehese beverages and shall be remitted
guarterly.

19.- Restatement of Net Position/Fund Balance

The City of Hazard restated net position/fund bedato recognize tourism tax of $15,864 due to
Hazard-Perry County Tourism for amounts collectefiscal year 2014.
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CITY OF HAZARD

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES — BUDGET AND ACTUAL — GENERAL FUND

For the Year Ended June 30, 2016

General Fun

58.

Budgeted Amoun

REVENUES:
Taxes
Licenses and permits
Intergovernmental revenues
Charges for services
Fines and forfeits
Miscellaneous revenues

Total revenues

EXPENDITURES:
Current:

General government
Police department
Fire department
Public works department
Other expenditures
Debt service

Total expenditures

Excess of revenues
over (under) expenditures

OTHER FINANCING SOURCES (USES):
Operating transfers in
Operating transfers (out)
Proceeds from notes
Other income

Total other financing sources (uses)

Excess of revenues and
other sources over (under)
expenditures and other uses

FUND BALANCE, JULY 1, Restated

FUND BALANCE, JUNE 30

Variance
Favorable

Original Budget Actual (Unfavorable
$3,186,365 $ 3,186,365 $2,670,195 $ (516,170)
3,372,102 3,372,102 3,534,201 162,099
446,425 446,425 487,726 41,301
2,141 2,141 - (2,141)
37,119 37,119 34,201 (2,918)
15,848 15,848 97,002 81,154
7,060,000 7,060,000 6,823,325 (236,675)
2,308,385 2,308,385 1,122,162 1,186,223
1,569,310 1,569,310 2,513,926 (944,616)
1,596,082 1,596,082 1,210,448 385,634
1,091,024 1,091,024 1,230,474 (139,450)
39,889 39,889 6,529 33,360

- - 420,035 (420,035)
6,604,690 6,604,690 6,503,574 101,116
455,310 455,310 319,751 (135,559)
212,390 212,390 432,269 219,879
(737,500) (737,500) (1,272,630) (535,130)

- - 351,832 351,832

69,800 69,800 90,448 20,648
(455,310) (455,310)  (398,081) 57,229
- - (78,330) (78,330)

- - 161,783 -

$ - $ - $ 83,453 $ -

See notes to financial statements and independeditbgs report.
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CITY OF HAZARD

SCHEDULES OF EMPLOYER’S SHARE OF NET PENSION LIABILY
AND SCHEDULES OF EMPLOYER CONTRIBTIONS

For the Year Ended June 30, 2016

Employer's Proportionate Share of Net Pension Liabity
201¢€ 201¢
CERS CERS Fire-Police CERS CERS Fire-Police
NonhazardousHazardousPension Fund  NonhazardousHazardous Pension Fund

Employer's proportion of the net
pension liability 0.189850% 0.010900% 100.00% 0.168400.016623% 100.00%

Employer's proportionate share of
the net pension liability 8,162,517 167,284 4,602,159 5,399,000 200,000 4,602,159

Employer's covered employee payroll 4,244,921 53,943 - 4,456,896 55,741
Employer's proportionate share of

the net pension liability as a percentage

of its covered employee payroll 192% 310% N/a 121% 359% N/a
Plan fiduciary net position as a

percentage of the total pension
liability 59.97%  57.52% 23.2% 62.60%  59.80% 23.20%

Employer's Contributions

201¢ 201¢
CERS CERS Fire-Police CERS CERS Fire-Police
NonhazardousHazardous Pension Fund  NonhazardousHazardousPension Fund

Contractually required contribution 566,818 11,777 458,435 432,000 15,000 471,580
Contributions in relation to the

contractually required contribution 564,747 11,555 463,334 432,000 15,000 474,306
Contribution deficiency (exces 2,071 222 (4,899 - - (2,726
City's covered employee pay 4,244,92 53,94: - 4,456,89 55,74: -

Contributions as a percentage
covered employee payroll 13.30%  21.42% N/a 9.69% 2691 N/a



CITY OF HAZARD

COMBINING BALANCE SHEET — ALL SPECIAL REVENUE FUNDS

June 30, 2016

Mayor and
Commissioners
Special
Recreation
ASSETS
Cash $ 3,828
Receivables - other -
Due from other funds -
Total assets 3,828
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable -
Due to other funds -
Total liabilities -
Fund balances:
Restricted 3,828
Total fund balance 3,828
Total liabilties and fund balances $ 3,828

See independent auditor’s report.
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CITY OF HAZARD

COMBINING BALANCE SHEET — ALL SPECIAL REVENUE FUNDSCONTINUED)

Asset Municipal
Forfeiture Road
Fund Aid
$ 27,838 $270,639
737 37,035
28,575 307,674
- 3,211
- 737
- 3,948
28,575 303,726
28,575 303,726
$ 28,575 $307,674

See independent auditor’s report.

June 30, 2016

LGEA
Coal and Police
Mineral Report
Severance Fund Total
$ 317 $ 2,142 $ 304,764
- - 37,772
317 2,142 342,536
- - 3,211
- - 737
- - 3,948
317 2,142 338,588
317 2,142 338,588
$ 317 $ 2,142 $ 342,536
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CITY OF HAZARD

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

For the Year Ended June 30, 2016

REVENUES:
Intergovernmental
Other revenues

Total revenues
EXPENDITURES:

Highway and streets
Other expenditures

Total expenditures

Excess of revenues
(over) under expenditures

OTHER FINANCING SOURCES (USES):
Other transfers in
Other transfers (out)

Total other financial sources (uses)

Excess of revenues and other sources
over (under) expenditures and other sources

FUND BALANCE - JULY 1

FUND BALANCE - JUNE 30

See independent auditor’s report.

Mayor and
Commissioners
Special

Recreation

$ -

1,124

1,124

1,124

1,124

2,704

$ 3,828



CITY OF HAZARD

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCES — ALL SPECIAL REVENUE FUNB (CONTINUED)

For the Year Ended June 30, 2016

Asset Municipal
Forfeiture Road
Fund Aid
$ 11,214 $182,821
- 1,525
11,214 184,346
- 159,444
1,138 -
1,138 159,444
10,076 24,902
1,138 41,078
1,138 41,078
11,214 65,980
17,361 237,746
$ 28,575 $303,726

See independent auditor’s report.

LGEA
Coal and
Mineral
Severance

$ 140,104
16

140,120

140,120

(139,878)
(139,878)

242

75

$ 317

Police
Report
Fund

$ -
9,047

9,047

15,586

15,586

(6,539)

1,093

1,093

(5,446)

7,588

$ 2,142

Total

$ 334,139
11,712

345,851

159,444
16,724

176,168

169,683

43,309
(139,878)

(96,569)

73,114

265,474

$ 338,588



CITY OF HAZARD

COMBINING BALANCE SHEET — ALL CAPITAL PROJECTS

June 30, 2016

Fire
Departmer FEMA
Equipment Grant
Fund Fund Totals
ASSETS
Cash $ 25222% 15432 % 40,654
Grants receivable - - -
Total assets 25,222 15,432 40,654
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable - - -
Due to other funds 11,301 - 11,301
Total liabilities 11,301 - 11,301
Fund Equity
Fund balance:
Restricted 13,921 15,432 29,353
Total fund equity 13,921 15,432 29,353
Total liabilities and fund equity $ 25,222 $ 15432 $ 40,654

See independent auditor’s report.

64.
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CITY OF HAZARD

COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES — ALL CAPITAL PROJECTS

For the Year Ended June 30, 2016

Fire
Departmer FEMA
Equipment Grant

Fund Fund Totals
REVENUES:
Intergovernmental revenues $ 15,92% - $ 15,925
Other revenues 3,051 - 3,051
Total revenues 18,976 - 18,976
EXPENDITURES:
Capital outlay 53,693 - 53,693
Excess of revenues over (under)
expenditure (34,717) - (34,717)
OTHER FINANCING SOURCES (USES)
Operating transfers in (out) - - -
Interest income - - -
Total other financing sources (uses) - - -
Excess of revenues and other sources over
(under) expenditures and other (34,717) - (34,717)
FUND BALANCE, JULY 1 48,638 15,432 64,070
FUND BALANCE, JUNE 30 $ 13,921 $ 15432 $ 29,353

See independent auditor’s report.



CITY OF HAZARD

66.

COMBINING STATEMENT OF NET POSITION — NONMAJOR PRBETARY FUNDS

June 30, 2016

Public The
Improvement Hazard Hazard
Corporation Forum Pavilion Totals
Assets:
- Current Assets -
Cash and cash equivalents $ 678 99,683 $ 1,527 $ 101,884
Receivables, net of allowances:
Fees and services - - - -
Due from other funds - 411 - 411
Other - - - -
Inventories of supplies, at cost - - 4,038 4,038
Total current assets 674 100,094 5,565 106,333
-Restricted Assets -
Cash - - - -
Investments, at cost - - - -
Total restricted assets - - - -
- Noncurrent Assets -
Capital assets 3,905,985 7,059,664 1,819,118 12,784,767
Less: accumulated depreciation (1,815,853R,394,750) (1,290,312) (5,500,915)
Total noncurrent assets 2,090,132 4,664,914 528,806 7,283,852
Deferred Outflows of Resources:
Deferred outflows - pension resources - - 111,547 111,547
Total assets and deferred outflo
of resources $ 2,090,806 $ 4,765,008 $ 645,918 $ 7,501,732

See independent auditor’s report.



CITY OF HAZARD

67.

COMBINING STATEMENT OF NET POSITION — NONMAJOR PREBETARY FUNDS

Liabilities:

- Current Liabilities -
Accounts payable
Accrued interest payable
Accrued wages
Accrued vacation payable
Due to other funds
Current portion of long-term debt

Total current liabilities

- Noncurrent Liabilities -
Notes payable
Due to other taxing units
Revenue bonds payable

Net pension liability

Total noncurrent liabilities

- Other Liabilities -
Deposits

Total other liabilities

Total liabilities

Deferred Inflows of Resources:
Deferred inflows - pension related

Net Position:
Net investment in capital ass

Restricted
Unrestricted

Total net position

Total liabilities, deferred inflows ¢

resources and net position

See independent auditor’s report.

June 30, 2016

Public The
Improvement Hazard Hazard
Corporation Forum Pavilion Totals
$ 1,114% 13,935 $ 3,487 $ 18,536
- 146 - 146
- - 3,030 3,030
- - 5,288 5,288
- - 533 533
96,594 25,895 - 122,489
97,708 39,976 12,338 150,022
634,932 469,320 - 1,104,252
- - 441,042 441,042
634,932 469,320 441,042 1,545,294
732,640 509,296 453,380 1,695,316
- - 62,673 62,673
1,358,601 4,169,69! 528,80t 6,057,11.
(440) 86,013 (398,941) (313,368)
1,358,166 4,255,712 129,865 5,743,743

$ 2,090,806 $ 4,765,008 $ 645,918 $ 7,501,732




CITY OF HAZARD

68.

COMBINING STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN NET POSITION — NONMAJOR PROPRIETARY FUISD

For the Year Ended June 30, 2016

Operating revenues:
Charges for services
Other

Total operating revenues

Operating expenses:
Salaries and wages
Contract services
Materials and supplies
Depreciation
Other operating expenses

Total operating expenses

Operating income (loss)

Non-operating revenues (expenses):
Interest income
Interest expense
Other income/(loss)

Total nhon-operating revenues (expenses)

Net income (loss) before operating transfers  (98,811)

Operating transfers in (out)

Net income (loss)

Net Position - Beginning

Contributed capital

Net Position - Ending

See independent auditor’s report.

Public The
Improvement Hazard Hazard
Corporation Forum Pavilion Totals
$ - $ 118,135% 88,483 $ 206,618
- 118,135 88,483 206,618
- - 373,813 373,813
2,533 96,710 44,161 143,404
- 14,605 25,168 39,773
60,512 176,889 51,634 289,035
63,045 288,204 494,776 846,025
(63,045) (170,069) (406,293) (639,407)
- 123 - 123
(35,766) (12,016) - (47,782)
(35,766) (11,893) - (47,659)
(181,962) (406,293) (687,066)
169,333 37,911 352,908 560,152
70,522 (144,051) (53,385) (126,914)
1,287,644 4,399,763 183,250 5,870,657

$ 1,358,166 $ 4,255,712 $ 129,865 $ 5,743,743




CITY OF HAZARD

69.

COMBINING STATEMENT OF CASH FLOWS —
NONMAJOR PROPRIETARY FUNDS

For the Year Ended June 30, 2016

See independent auditor’s report.

Public The
Improvement Hazard Hazard
Corporation Forum Pavilion Totals
Cash flows from operating activities:
Cash received from:
Charges for services $ - 118,135 $ 88,483 $ 206,618
Other operating revenue - - - -
Cash paid to/for:
Employees - - (332,874) (332,874)
Supplies/contractual (2,394) (98,759) (72,996) (174,149)
Other operating expenses - - - -
Net cash provided/(used) by operating activities (2,394) 19,376 (317,387) (300,405)
Cash flows from capital and related financing actiities:
Purchases of capital assets - - (34,901) (34,901)
Principal paid on notes and bonds (131,173) (25,895) - (157,068)
Proceeds from notes and bonds - - - -
Interest paid on notes and bonds (35,766) (12,016) - (47,782)
Nonoperating - income - - - -
Contributed capital - - - -
Net cash provided (used) for capital and relatednfting (166,939) (37,911) (34,901) (239,751)
Cash flows from non-capital financing activities:
Operating transfers - in (out) 169,333 37,911 352,908 560,152
Cash flows from investing activities:
Interest income - 123 - 123
Net cash provided (used) for investing activities - 123 - 123
Net increase (decrease) in cash - 19,499 620 20,119
Cash, beginning of year 674 80,184 907 81,765
Cash, end of year 674 99,683 1,527 101,884
Reconciliation of operating income (loss) to net ch
provided (used) by operations:
Operating income (loss) (63,045) (170,069) (406,293) (639,407)
Adjustment to reconcile operating income to casivided
(used) by operating activiti¢
Depreciation 60,512 176,889 51,634 289,035
Changes in current assets/liabilities:
Accounts receivable - - - -
Due from other funds - - - -
Other receivables - - - -
Inventory - - - -
Accounts payable 139 12,556 (3,667) 9,028
Accrued interest payable - - - -
Accrued wages - - 441 441
Accrued vacation payable - - 512 512
Due to other funds - - - -
Due to other taxing units - - - -
Customer deposits - - - -
Deferred outflows - pension resources - - (63,453) (63,453)
Deferred inflows - pension related - - 22,459 22,459
Net pension liability - - 80,980 80,980
Net cash provided (used) by operating activities $ (2,394) $ 19,376 $ (317,387) $ (300,405)




70.

CITY OF HAZARD

COMBINING STATEMENT OF NET POSITION — ALL FIDUCIARYTYPE FUNDS

June 30, 2016

ASSETS
Restricted Assets:
Cash and cash equivalents
Investments
Other receivables
Due from other funds

Total assets

LIABILITIES

Due to other funds
Net pension liability

Total liabilities
NET POSITION

Designated for employee retirement
Designated for a specific purpose

Total net position

See independent auditor’s report.

Fire-Police
Pension Fund

Jacklot Hollov
Development Trust

901
1,427,458
1,015
287

1,429,661

4,602,159

4,602,159

(3,172,498)

(3,172,498)

$

1,429,661

$ 76,983

42,824

119,807

119,807
119,807

$119,807



CITY OF HAZARD

COMBINING STATEMENT OF NET POSITION — ALL FIDUCIARYTYPE FUNDS
(CONTINUED)

June 30, 2016

Disbursement Payroll
Fund Fund Totals
$ 14,244 $ 10,064 $ 102,192
- - 1,427,458
- - 43,839
38,542 1,995 40,824
52,786 12,059 1,614,313
52,786 12,059 64,845
- - 4,602,159
52,786 12,059 4,667,004
- - (3,172,498)
- - 119,807
- - (3,052,691)
$ 52,786 $ 12,059 $ 1,614,313

See independent auditor’s report.




72.
CITY OF HAZARD

COMBINING STATEMENT OF CHANGES IN NET POSITION —
TRUST FUNDS

For the Year Ended June 30, 2016

Jacklot Hollov

Fire-Police Developmer
Pension Fund Trust Total
OPERATING REVENUES:
Miscellaneous $ - $ 22,246 $ 22,246
Total operating revenues - 22,246 22,246
OPERATING EXPENSES:
Pension 458,435 - 458,435
Administrative expenses 4,768 - 4,768
Materials and supplies - 4,700 4,700
Total operating expenses 463,203 4,700 467,903
Operating income (loss) (463,203) 17,546 (445,657)
NON-OPERATING REVENUES (EXPENSES):
Interest income 13,845 394 14,239
Transfers in (out) 463,334 - 463,334
Total non-operating revenues (expenses) 477,179 394 477,573
Net income (loss) 13,976 17,940 31,916
NET POSITION - JULY 1 (3,186,474) 101,867 (3,084,607)
NET POSITION - JUNE 30 $ (3,172,498) $ 119,807 $ (3,052,691)

See independent auditor’s report.



73.
CITY OF HAZARD

COMPARATIVE STATEMENT OF NET POSITION -
WATER FUND

June 30, 2016 and 2015

June 30, 2016 June 30, 2015

Assets:
- Current Assets -
Cash and cash equivalents $ 279,883 $ 258,256
Receivables, net of allowances:
Fees and services 855,575 712,277
Due from other funds 25,966 24,065
Other - 10,901
Inventories of supplies, at cost 131,915 123,755
Total current assets 1,293,339 1,129,254

-Restricted Assets -
Cash 761,819 792,531

- Noncurrent Assets -

Capital assets 50,208,873 49,380,287
Less: accumulated depreciation (17,573,153) _ (16,547,614)
Total noncurrent assets 32,635,720 32,832,673

Deferred Outflows of Resources:
Deferred outflows - pension resources 392,735 151,113

Total assets and deferred outflows of resourcés 35,083,613 $ 34,905,571

See independent auditor’s report.



CITY OF HAZARD

74.

COMPARATIVE STATEMENT OF NET POSITION -
WATER FUND (CONTINUED)

June 30, 2016 and 2015

Liabilities:
- Current Liabilities -
Accounts payable
Accrued wages
Accrued vacation payable
Due to other funds
Current portion of long-term debt

Total current liabilities

- Noncurrent Liabilities -
Notes payable
Due to other taxing units
Revenue bonds payable
Net pension liability
Total noncurrent liabilities

- Other Liabilities -
Deposits

Total liabilities

Deferred Inflows of Resources:

Deferred inflows - pension related

Net Position:
Net investment in capital ass
Restricted
Unrestricted

Total net position

Total liabilties, deferred inflows of resourc

and net position

See independent auditor’s report.

June 30, 2016 June 30, 2015

$ 251,064 $ 256,091

10,275 8,628
17,634 9,625
1,510 2,210
198,644 173,375
479,127 449,929
70,717 91,156
23,707 23,854
5,583,200 5,690,700
1,439,690 1,131,325
_ 717,314  __ 6,937,035
797.883 777.045
8,394,324 8,164,009
211,879 126,355
26,783,15 26,877,44
178,649 143,542
(484,398) (405,777)
26,477,410 26,615,207

$ 35,083,613 $ 34,905,571



75.
CITY OF HAZARD

COMPARATIVE STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN NET POSITION - WATER FUND

For the Years Ended June 30, 2016 and 2015

Year Ende
2016 2015
Operating revenues:
Charges for services $ 3,817,905 $ 3,536,933
Other 79,291 71,080
Total operating revenues 3,897,196 3,608,013
Operating expenses:
Salaries and wages 1,521,470 1,432,286
Contract services 1,223,893 1,140,361
Materials and supplies 911,220 892,750
Depreciation 1,025,539 990,187
Other operating expenses 2,965 3,351
Total operating expenses 4,685,087 4,458,935
Operating income (loss) (787,891) (850,922)
Non-operating revenues (expenses):
Interest income 1,979 2,586
Interest expense (195,671) (190,810)
Other income - -
Total non-operating revenues (expenses) (193,692) (188,224)
Net income (loss) before operating transfers (981,583) (1,039,146)
Operating transfers in (out) 91,312 203,107
Net income (loss) (890,271) (836,039)
Net Position - Beginning 26,615,207 24,335,997
Contributed Capital 752,474 3,115,249
Net Position - Ending $26,477,410 $ 26,615,207

See independent auditor’s report.



76.
CITY OF HAZARD

COMPARATIVE STATEMENT OF NET POSITION -
SEWER FUND

June 30, 2016 and 2015

June 30, 2016 June 30, 2015

Assets:
- Current Assets -
Cash and cash equivalents $ 393,558 $ 289,650
Receivables, net of allowances:
Fees and services 317,832 251,012
8,249 8,249

Due from other funds

Other
Inventories of supplies, at cost 12,117 12,310

Total current assets 731,756 561,221
-Restricted Assets -
Cash 651,720 586,027
- Noncurrent Assets -
Capital assets 12,757,459 12,602,365
Less: accumulated depreciation (7,485,571) (7,034,561)
Total noncurrent assets 5,271,888 5,567,804

Deferred Outflows of Resources:

Deferred outflows - pension resources 72,684 24,861

Total assets and deferred outflows of resources $ 6,728,048 $ 6,739,913

See independent auditor’s report.



77.
CITY OF HAZARD

COMPARATIVE STATEMENT OF NET POSITION -
SEWER FUND (CONTINUED)

June 30, 2016 and 2015

June 30, 2016 June 30, 2015

Liabilities:
- Current Liabilities -

Accounts payable $ 65,261 $ 37,948
Accrued wages 3,784 1,350
Accrued vacation payable 2,330 219
Due to other funds 37,818 37,972
Current portion of long-term debt 363,167 349,358
Total current liabilities 472,360 426,847
- Noncurrent Liabilities -
Notes payable 413,268 729,426
Due to other taxing units 23,257 12,154
Net pension liability 247,163 186,130
Total noncurrent liabilities 683,688 927,710
Total liabilities 1,156,048 1,354,557
Deferred Inflows of Resources:
Deferred inflows - pension related 37,716 20,788
Net Position:
Net investment in capital assets 4,495,453 4,489,020
Restricted 347,937 284,485
Unrestricted 690,894 591,063
Total net position 5,534,284 5,364,568
Total liabilities, deferred inflows of resourcesde
net position $ 6,728,048 $ 6,739,913

See independent auditor’s report.



78.
CITY OF HAZARD

COMPARATIVE STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN NET POSITION - SEWER FUND

For the Years Ended June 30, 2016 and 2015

Year Ende
2016 2015
Operating revenues:
Charges for services $1,400,648 $1,240,422
Total operating revenues 1,400,648 1,240,422
Operating expenses:
Salaries and wages 282,234 216,385
Contract services 447,065 592,702
Materials and supplies 216,181 272,931
Depreciation 451,010 443,652
Other operating expenses 971 2,520
Total operating expenses 1,397,461 1,528,190
Operating income (loss) 3,187 (287,768)
Non-operating revenues (expenses):
Interest income 2,275 2,103
Interest expense (24,697) (25,335)
Other income 56,000 -
Total nhon-operating revenues (expenses) 33,578 (23,232)
Net income (loss) before operating transfers 36,765 (311,000)
Operating transfers in (out) 132,951 297,321
Net income (loss) 169,716 (13,679)
Net Position - Beginning 5,364,568 5,378,247
Contributed Capital - -
Net Position - Ending $5,534,284 $5,364,568

See independent auditor’s report.




79.
Chris Gooch

Certified Public Accountant
P.O. Box 1536
Hazard, Kentucky 41702

(606) 436-5700 FAX: (606) 436-5701
chrisgooch@chrisgoochcpa.com

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL GBR
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMEIIN

ACCORDANCE WITHGOVERNMENT AUDITING STANDARDS

Honorable Mayor and City Commissioners
City of Hazard, Kentucky

We have audited, in accordance with the auditiggndards generally accepted in the United
States of America and the standards applicablantnéial audits contained iGovernment
Auditing Standardsissued by the Comptroller General of the Uniteat&¥, the financial
statements of the governmental activities, thertmss-type activities, each major fund, and the
aggregate remaining fund information of the CityHdzard, Kentucky, as of and for the year
ended June 30, 2016, and the related notes toilacfal statements, which collectively
comprise the City of Hazard, Kentucky's basic ficiah statements and have issued our report
thereon dated January 31, 2017.

Internal Control over Financial Reporting

In planning and performing our audit of the finaicstatements, we considered the City of
Hazard, Kentucky's internal control over financiaporting (internal control) to determine the

audit procedures that are appropriate in the cistantes for the purpose of expressing our
opinions on the financial statements, but not far purpose of expressing an opinion on the
effectiveness of the City of Hazard, Kentucky'ssimal control. Accordingly, we do not express

an opinion on the effectiveness of the City of Hdz&entucky's internal control.

A deficiency in internal controéxists when the design or operation of a contoasdnot allow
management or employees, in the normal course dbrpang their assigned functions, to
prevent, or detect and correct, misstatements dimely basis. Amaterial weaknesss a
deficiency, or a combination of deficiencies, itemmal control such that there is a reasonable
possibility that a material misstatement of thatgstfinancial statements will not be prevented,
or detected and corrected on a timely basissignificant deficiencyis a deficiency, or a
combination of deficiencies, in internal controaths less severe than a material weakness, yet
important enough to merit attention by those changith governance.

Our consideration of internal control was for thmited purpose described in the first paragraph
of this section and was not designed to identifydaficiencies in internal control that might be
material weaknesses or significant deficiencies thadefore, material weaknesses or significant
deficiencies may exist that were not identifiedvési these limitations, during our audit we did
not identify any deficiencies in internal contrbht we consider to be material weaknesses. We
did identify certain deficiencies in internal caoitrdescribed in the accompanying schedule of
findings and questioned costs that we consideeta significant deficiency, 2016-001.
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81.
CITY OF HAZARD

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

2015-001

Condition:

Criteria;

Cause:

Effect:

Recommendations:

Management'’s
Response:

June 30, 2016

Fund financial statements presenteditalit required several significant
adjustments related to reconciliation and reclasgion.

End of year closing information in angiation of audited financial
statements should be reviewed and reconciled to erlyidg

documentation. Any potential differences should dmcumented to
indicate management is aware of potential adjusitges.

Management does not have formal monitonngeplures to document
differences and potential adjustments for end af fimancial reporting.

Annual financial reporting information pesged for audit required
significant adjustments to assure financial statemeere fairly stated.

The City should enhance its clsntreer fiscal year-end and interim
processing to include review of transactions forfiaild types to ensure
significant adjustments are entered or acknowledged significant
account balances are reconciled.

The City is in process of enhandmgantrols over fiscal year-end and

processing to include review of transagtfor all fund types to assure
significant adjustments are entered or acknowledged significant
account balances are reconciled. The City has paethnew accounting
software anticipated to improve this deficiency.

- FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS

None



82.
CITY OF HAZARD

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

June 30, 2016

- SUMMARY OF AUDIT RESULTS -

1. We have issued an unmodified opinion on the firgratatements.

2. No material weakness was disclosed by the audiefinancial statements, however a
significant deficiency not identified as a matesadakness was disclosed by the audit of
the financial statements.

3. No material noncompliance was disclosed in ourtaafdhe financial statements.

4. No material weakness or significant deficiency identified as a material weakness was
disclosed by the audit in internal control over ongjrograms.

5. We have issued an unmodified opinion on complidacenajor programs.

6. The audit did not disclose any audit findings whigh are required to report under
Section 200.516 of Title 2 U.S. Code of FederallRatgpns Part 200.

7. City of Hazard had the following major programs:

U.S. Department of Interior
Passed through Kentucky Natural Resources and
Environmental Protection Cabinet
Abandoned Mine Land Reclamation (AMLR) Program
- AML Multisite Project—CFDA #15.252
- Upper River Road and Slabtown Project—CF0A.252

U.S. Department of Agriculture
Direct
Water and Waste Disposal Systems for Rural Conitiean
- Water Systems Improvement Project Loan—CR2A.760
- Water Systems Improvement Project Grant—CR{8.760

U.S. Department of Housing and Urban Development
Passed through Kentucky Department of LoaaleBnment
Community Development Block Grants
- Water Systems Improvement Project—CFDA 224.

8. The dollar threshold to distinguish between Typamil Type B programs was $750,000.

9. The auditee qualified as a low-risk auditee undmatisn 200.520 of Title 2 U.S. Code of
Federal Regulations Part 200.



83.

CITY OF HAZARD

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

June 30, 2016

- FINDINGS RELATED TO THE FINANCIAL STATEMENTS -

2016-001

Condition:

Criteria;

Cause:

Effect:

Recommendations:

Management'’s
Response:

Fund financial statements presenteditalit required several significant
adjustments related to reconciliation and reclasdibn.

End of year closing information in anfiation of audited financial
statements should be reviewed and reconciled to erlyidg

documentation. Any potential differences should dmcumented to
indicate management is aware of potential adjusitges.

Management does not have formal monitonngegures to document
differences and potential adjustments for end af fimancial reporting.

Annual financial reporting information pesged for audit required
significant adjustments to assure financial statemeere fairly stated.

The City should enhance its clentreer fiscal year-end and interim
processing to include review of transactions forfiaid types to ensure
significant adjustments are entered or acknowledged significant
account balances are reconciled.

The City is in process of establigipirocedures over fiscal year-end

processing to include review of transagtfor all fund types to assure
significant adjustments are entered or acknowledged significant
account balances are reconciled. The City has paethnew accounting
software anticipated to improve this deficiency.eT@ity had begun
conversion to the new accounting system at refzie.d

- FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS

None



CITY OF HAZARD

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For the Year Ended June 30, 2016

FEDERAL
FEDERAL GRANTOR/PASS THROUGH CFDA
GRANTOR/PROGRAM TITLE NUMBER
Executive Office of the President:
Office of National Drug Control Policy
- Passed through Laurel County Fiscal Court -
High Intensity Drug Trafficking Areas Program 95.001
Appalachian Regional Commission:
- Direct -
Appalachian Regional Development 23.001

U.S. Department of Interior.
- Passed through Kentucky Natural Resources and
Environmental Protection Cabinet -
Abandoned Mine Land Reclamation (AMLR) Program-
AML Multisite Project 15.252
Upper River Road and Slabtown Water Line Extension ~ 5.232

Total U.S. Department of Interior

U.S. Department of Agriculture
- Passed through Cabinet for Healtth and Family iSesv
Supplemental Nutrition Assistance Program (SNAP)

Recipient Trafficking Prevention Grants 10.598
- Direct -
Water and Waste Disposal Systems for
Rural Communtties - Water Systems Improvement | 10.760

Water and Waste Disposal Systems for
Rural Communtties - Water Systems Improvement Grant 10.760

Total U.S. Department of Agriculture

U.S. Department of Justice:
- Direct -
Congressionally Recommended Awards 16.753

U.S. Department of Homeland Security

- Direct -
Hazard Mitigation Grant 97.039

See independent auditor’s report.

PASS-THROUGH
GRANTOR'S
NUMBER

GIDAPOO1A

N/A

N/A
N/A

N/A

N/A

N/A

N/A

N/A

84.

PROGRAM
SUBRECHNT ~ AWARDS
AMOUNT EXPENDEC
N/A $ 23802
N/A 75,649
N/A 202,048
N/A 11,427
213,475
N/A 41,241
N/A 118,578
N/A 172,809
332,628
N/A 58,47
N/A 106,129



85.
CITY OF HAZARD

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (Contad)

For the Year Ended June 30, 2016

FEDERAL  PASS-THROUGH PROGRAM
FEDERAL GRANTOR/PASS THROUGH CFDA GRANTOR'S SUBRECHNT AWARDS
GRANTOR/PROGRAM TITLE NUMBER NUMBER AMOUNT EXPENDEL
U.S. Department of Transportation:
- Direct -
Technical Assistance Grants 20.710 N/A N/A 8,398
U.S. Department of Housing and Utban Development:
- Passed through Kentucky Department of Local Gavent
Community Development Block Grants-
Water Systems Improvement Project 14.228 12-014 N/A 868
Total Federal Awards Expended $ 985424

Note 1—Basis of Presentation

The accompanying schedule of expenditures of féd@rards includes the federal award activity
of City of Hazard, under programs of the federalegoment for the year ended June 30, 2016 in
accordance with the requirements of Title 2 U.Slecof Federal Regulations Part 200, Uniform
Administrative Requirements, Cost Principles, anddif Requirements for Federal Awards
(Uniform Guidance). Because the schedule presamnysaoselected portion of the operations of
the City of Hazard, it is not intended to and doespresent the financial position, changes in net
assets, or cash flows of City of Hazard.

Note 2—Summary of Significant Accounting Policies

Expenditures reported on the schedule are repamethe accrual basis of accounting. Such
expenditures are recognized following the costgipies contained in the Uniform Guidance?*,

wherein certain types of expenditures are not atbar are limited as to reimbursement. City of
Hazard has not elected to use the 10 percent denosnindirect cost rate as allowed under
Uniform Guidance.

*Such expenditures are recognized following, asliegiple, either the cost principles in OMB
Circular A-87 Cost Principles for State, Local almlian Tribal Governments, or the cost
principles contained in Title 2 U.S. Code of FetleRegulations Part 200, Uniform
Administrative Requirements, Cost Principles anddiftRequirements for Federal Awards,
wherein certain types of expenditures are not atbaer are limited as to reimbursement.

See independent auditor’s report.



86.

Chris Gooch

Certified Public Accountant
P.O. Box 1536
Hazard, Kentucky 41702
(606) 436-5700 FAX: (606) 436-5701
chrisgooch@chrisgoochcpa.com

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANE
REQUIRED BY UNIFORM GUIDANCE

To the Honorable Mayor and City Commissioners
City of Hazard, Kentucky

Report on Compliance for Each Major Federal Program

We have audited the City of Hazard, Kentucky's chamze with the types of compliance
requirements described in tMB Compliance Supplemetiat could have a direct and material
effect on each of the City of Hazard, Kentucky'sjondederal programs for the year ended June
30, 2016. City of Hazard, Kentucky's major fedgpabgrams are identified in the summary of
auditor’s results section of the accompanying saleedf findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with faldetatutes, regulations, and the terms and
conditions of its federal awards applicable tdeteral programs.

Auditor's Responsibility

Our responsibility is to express an opinion on cliamge for each of the City of Hazard,
Kentucky's major federal programs based on ourtanfdihe types of compliance requirements
referred to above. We conducted our audit of ccemgke in accordance with auditing standards
generally accepted in the United States of Amettica;standards applicable to financial audits
contained inGovernment Auditing Standardssued by the Comptroller General of the United
States; and the audit requirements of Title 2 @@&le of Federal Regulatioiart 200Uniform
Administrative Requirements, Cost Principles, anadidA Requirements for Federal Awards
(Uniform Guidance). Those standards and the Unif@midance require that we plan and
perform the audit to obtain reasonable assurangetatthether noncompliance with the types of
compliance requirements referred to above thatdcbale a direct and material effect on a major
federal program occurred. An audit includes exanginbn a test basis, evidence about the City
of Hazard, Kentucky's compliance with those requieats and performing such other procedures
as we considered necessary in the circumstances.

We believe that our audit provides a reasonablés Has our opinion on compliance for each
major federal program. However, our audit doespnotide a legal determination of the City of
Hazard, Kentucky's compliance.

Opinion on Each Major Federal Program

In our opinion, the City of Hazard, Kentucky, coiepl, in all material respects, with the types of
compliance requirements referred to above thatdchaVle a direct and material effect on each of
its major federal programs for the year ended 3n016.



87.

Report on Internal Control over Compliance

Management of the City of Hazard, Kentucky, is cesible for establishing and maintaining
effective internal control over compliance with ttypes of compliance requirements referred to
above. In planning and performing our audit of cbamgze, we considered the City of Hazard,
Kentucky's internal control over compliance withettypes of requirements that could have a
direct and material effect on each major federagam to determine the auditing procedures that
are appropriate in the circumstances for the p@wmbsxpressing an opinion on compliance for
each major federal program and to test and reperinternal control over compliance in
accordance with the Uniform Guidance, but not & purpose of expressing an opinion on the
effectiveness of internal control over compliangecordingly, we do not express an opinion on
the effectiveness of the City of Hazard, Kentuckgternal control over compliance.

A deficiency in internal control over complianegists when the design or operation of a control
over compliance does not allow management or erspkyin the normal course of performing
their assigned functions, to prevent, or detect andect, nhoncompliance with a type of
compliance requirement of a federal program om&l§f basis. Amaterial weakness in internal
control over compliancés a deficiency, or combination of deficiencies,imternal control over
compliance, such that there is a reasonable pbigsthiat material noncompliance with a type of
compliance requirement of a federal program will lIn® prevented, or detected and corrected, on
a timely basis. Asignificant deficiency in internal control over cplianceis a deficiency, or a
combination of deficiencies, in internal controleovcompliance with a type of compliance
requirement of a federal program that is less setf@n a material weakness in internal control
over compliance, yet important enough to meritraiba by those charged with governance.

Our consideration of internal control over comptiarwas for the limited purpose described in
the first paragraph of this section and was notgdesl to identify all deficiencies in internal
control over compliance that might be material wesses or significant deficiencies. We did not
identify any deficiencies in internal control oveompliance that we consider to be material
weaknesses. However, material weaknesses maytleadgtave not been identified.

The purpose of this report on internal control osempliance is solely to describe the scope of
our testing of internal control over compliance ahé results of that testing based on the
requirements of the Uniform Guidance. Accordinglyis report is not suitable for any other
purpose.

Chris Gooch
Certified Public Accountant

Hazard, Kentucky

January 31, 2017



APPENDIX A



CERTIFICATION OF COMPLIANCE
LOCAL GOVERNMENT ECONOMIC ASSISTANCE PROGRAM
CITY OF HAZARD

For the Year Ended June 30, 2016

The City of Hazard hereby certifies that assistaneeeived from the Local Government
Economic Assistance Program was expended for thaopa intended as dictated by applicable

Kentucky Revised Statutes.
) "
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Grady Varney
City Manager




