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INDEPENDENT AUDITOR'S REPORT

To the City Council
City of Morgantown, Kentucky

We have audited the accompanying financiat statements of the governmental activities and the business-type activities, and each major fund of
City of Morgantown, Kentucky as of and for the year ended June 30, 2018, and the related notes to the financial statements, which coliectively
comprise the City of Morgantown, Kentucky's basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles
generally accepted in the United States of America; this incledes the design, implementation, and maintenance of interral control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Respounsibility

Cur responsibility is to express an opinion on these financial statements based on cur audit. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whetiver the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures
selected depend on the anditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or eror, In making those risk assessments, the auditor considers intemal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purposs of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of acconting policies used and the reasonableness of significant accounting estimates made by management, as
well as evalvating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion,

Qpinions
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial position of the
govermnmental activities, the business-type activities, and each major fund of City of Morgantown, Kentucky, as of June 30, 2018, and the
changes in financial position tirereof for the year then ended in accerdance with accounting principles genenally accepled in the United States of
America,

Other Matters

Accounting principles generally accepted in the United States of Arierica require that ihé budgeiary comparison information as pages 27-28,
and certain pension pian information on pages 29-31 be presented to supplement the basie financial statements. Such information, although not a
part of the basic financial statements, is required by the Governmental Accounting Siandards Board, who considers it te be an essential part of
financial reporiing for placing the basic financial statements in an appropriate eperational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquides of management about the metheds of preparing the information and comparing the information
for consistency with management's responses to our inquiries, the bastc financial statements, and other knowledge we obtained during our audit
of the basic financial statements. We do not express an opinion or provide any assurance on the information because the limited procedures do
not provide s with sufficient evidence 1o express an opinion or provide any assurance.

City of Morgantown has elected to omit the Management Discussion and Analysis. Sueh information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it 1o be an essentiat part of the finarcial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical context.

Other Reporting Required by Governmental Audifing Standards

In accordance with Govermuent Auditing Standards, we have also issued our report dated December 19, 2018, on our consideration of the City
of Morgantown, Kenwcky's intemal control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to describe the scope of cur testing of intemal
control over financial reporting and compliance and the results of that iesting, and not to provide an opinion on internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with Government Auditing Standards

in considering City of Morgantown, Kentucky's intemal control over financial reporting and compliance.

Gilbert & Gilbert CPA’s,

AV RV IR o AL
December 19, 2018
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CITY OF MORGANTOWN, KENTUCKY
STATEMENT OF NET POSITION
JUNE 30, 2018

Governmental Business-Type

ASSETS: Activities Activities Tatal
Cash on Hand and in Bank and Certificates of Deposit $ 2,750,244 $ 448,737 $3,198,981
Property Tax Receivable, Net 3,695 0 3,695
Accounts Receivable, Net 0 106,300 106,309
Other Receivables : 0 0 0
Note Receivable 102,959 0 102,959
Capital Lease Receivable 75,448 0 75,448
Accrued Income Unbilled 0 46,003 46,003
Restricted Cash 0 0 0
Prepaid Insurance 25,844 34,452 60,296
Materials and Supplies 0 43,845 43,845
Capital Assets, Net 5,041,115 2,756,036 7.797.151
TOTAIL ASSETS 7.999.305 3435442 11.434.747
DEFERRED QUTFLOWS OF RESOURCES
Deferred Qutflows-Pensions 552,436 374,494 926.93¢
CURRENT LIABILITIES:
Accounts Payable 448,118 41,857 489975
Taxes Payable 39,693 8,938 48,631
Accrued Wages and Taxes 12,412 13,973 26,385
Accrued Compensated Absences 27,898 22,885 50,783
Advanced Rent 3,65t 0 3,651
Customer Deposits g 115,806 115,806
Current Poriion of Notes and Lease Purchases Obligation 0 11,548 11,548
Current Portion of Notes Payable IHC 18.208 G 18,208

TOTAL CURRENT LIABILITIES 549,980 215.007 764,987
NONCURRENT LIABILITIES:
Notes Payable and Lease Purchases Obligation,
Net of Current Portion 0 31,764 31,764
Net Pension Liability 1,473,636 1,288,530 2,762,166

... Notes Payable, IHC, Net of Current Portion ... ... .. .. e BTy ST DA

TOTAL NONCURRENT LIABILITIES 1.530.876 1,320,294 2,851,170
TOTAL LIABILITIES 2.080.856 1,535.301 3.616.157
DEFERRED INFLOWS QF RESOURCES
Deferred Inflows-Pensions 32.696 33.855 66,551
NET POSITION:
Unrestricied 4,965,667 (471,945) 4,493,722
Restricted for Debt Service ¢ 0 0
Restricted for Capital Improvements ¢ it 0
Invested in Capital Assets, Net :

Of Related Debt 1,472,522 2,712,725 4,185,247
TOTAL NET POSITION $ 6,438 189 $ 2,240,780 §3.678.969

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

G GILBERT & GILBERT, P.S.C.
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CITY OF MORGANTOWN, KENTUCKY

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2018

Net (Expense) Revenue and Changes in Net Position

Prograin Revenues

Primary Government

FUNCTIONS/PROGRAMS Charges Operating Capital

Governmental

Business-Type

PRIMARY GOVERNMENT Expenses for Services Grants Grants Activities Activities Total
Governmental Activities:
General Government $618,725 $17,203 $ 3,251 $0 §(598,271) $0  $(598.271)
Public Safety:
Police Department 570,635 1,190 26,102 0 (543,343} 0 (543,343)
Fire Department 54,909 650 0 0 (54,259 0 (54,259)
Highways and Streets 493 791 0 48213 0 (445,578) { (445,578)
Recreational 188,425 28,421 0 0 (160,004) 0 {160,004)
Cemetery 1,039 4,500 0 0 3,461 0 3,461
Industrial Holding Corp, 149416 0 19,995 g _(£29.421) 0 (129.421)
Total Governmental Activities 2,076,940 51.964 97,561 _ 0 (1,.927.41%) 0 (1927415
Business-Type Activities:
Water-Sewer System 967,285 798,635 0 0 0 (168,650  (168,650)
Gas System 1,199,595 1,218,947 0 0 0 19.352 19.352
Total Business-Type Activities 2,166,880 2,017,582 0 0 0 (149.298) (149.298)
Total Primary Government  $4.243,820 $2,069.544 $97561 5.0 $1.927415)  $(149.298) $(2.076.713)

General Revenuves
Taxes
Property
Franchise
Occupational Fees
Licenses and Permits
Interest Income
Miscellaneous
- Disposition of Assets
Donations
IHC Interest Income
IHC Loan and Capital Lease Income

Total General Revenues and Transfers
Change in Net Position

NET POSITION-BEGINNING
PRIOR PERIOD-ADJUSTMENT
NET POSITION-BEGININING AS
ADJUSTED

NET POSITION-ENDING

The notes fo the financial statermnents are an integral part of this statement.
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212,540 0 212,540
10,298 0 10,298
1,671,452 0 1,671,452
355,639 0 355,639
2221 657 2,878
17,390 0 17,390
(113,586) 0 (113,586)
20,049 0 20,049
3,293 0 3,293
14.790 0 14,790
2.194.086 657 _2.194,743
266.671 (148,641) __ 118,030
5904423 2685796 8,590,219
267,095 _(296.375) (29,280
6171518 2380421  8,560.939
$.6438.189 $2.240.780  $.8,678.969

GILBERT & GILBERT, P.S.C.
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CITY OF MORGANTOWN, KENTUCKY
BALANCE SHEET - GOVERNMENTAL FUNDS

JUNE 30,2018

ASSETS:
Cash on hand and in Bank and Certificates of Deposit
Property Tax Receivable, Net
Note Receivable
Grant Receivable
Prepaid Insurance
TFTOTAL ASSETS

LIABILITIES AND FUND EQUITY
LIABILITIES:
Accounts Payable
Taxes Payable
Accrued Wages & Taxes
Accrved Compensated Absences
Deferred Revenue
TOTAL LIABILITIES

FUND EQUITY:

Unassigned Fund Balance

TOTAL FUND EQUITY

TOTAL LIABILITIES & FUND EQUITY

Total Fund Balances-Total Governmental funds

Amounts reported far Governmenial Activities in the Statement
of Net Position are different because:

For governmental fund accounting, notes receivable are
required to be off set by a liability, deferred revenue

as those funds are not readily availabie to eapend and
cannot be included in fund batance.-

Capital leases receivable of $75,448 less advanced rents of $3.651
related to financing land and buildings sold to level industries
are reported in the funds.

Capital assets of 37,966,203 net of accumulated depreciation
of (2,925,088) are not financial resources and therefore, are not
reported in the funds. See Note 6 for additional detail.

Net Pension Liability of $1,473,636 plus deferred inflows of resources
of $32,696 less defemred outflows of resources of $552,432 associated

with the pension plan liability are not reported in the fund financial statements.

Notes payable obligation of $75.448 is
not due and payable in the current period
and is not reported in the funds.

See Note 7 for additional detail.

Net Position of Governmental Activities

The notes to the financial statements are an integral part of this statement.
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Governmental Funds Total
Special Governmental
General Revenue Funds

52,220,378 $529,866 $2,750,244

3,695 0 3,695
102,959 0 102,959
0 0 0
25,844 0 25,844

$2,352.876  $520.866  $2.882.742

440,468 7,650 448,118
39,693 0 30,693
12,412 0 12,412
27,898 0 27,898

102,959 0 102,959

623430 7,650 631,080

1.729.446 522216 2,251,662
1,729,446 522216 2.251.662
$2.352.876  $520.866  $2.882.742
$2.251,662

102,959
71,797
5,041,115
(953,896)
(75.448)
$ 6,438,189

GG GILBERT & GILBERT, P.S.C.
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CITY OF MORGANTOWN, KENTUCKY

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

REVENUES:
Property Taxes
Licenses and Permits
Intergovernmental
Charges for Services
Interest Income
Donations
Other Revenues

TOTAL REVENUES

EXPENDITURES:
Administrative
Public Safety:
Police Department
Fire Department
Highways and Streets
Recreational
Cemetery
Industrial Development
Capital Outlay
Debt Services:
Principal
Interest

TOTAL EXPENDITURES

. EXCESS/DEFICIENCY)OF. . ... ...
REVENUES OVER EXPENDITURE

YEAR ENDED JUNE 30, 2018

Governmental Funds

Special
General Revenue
$ 222,838 30
2,044,294 0
77.566 19,995
33,465 0
2,221 3,293
20,049 0
33.142 33.420
2.433,575 56,708
561,172 0
424,152 0
32,379 0
401,755 0
168,259 0
650 0
0 99,875
474,355 36,215
12,782 1,295,860
179 41,101
2,075,883 1,473,051

357692 (1416343)

OTHER FINANCING SOURCES/(USES):

Proceeds from Sale of Assets 0 1,350,000
Operating Transfers In or (Out) (150.000) £50.000
Net Other Financing Sources/(Uses): 150,000  1.500.000
EXCESS/(DEFICIENCY) OF

REVENUES OVER EXPENDITURES

AND OTHER SQOURCES/(USES) 207,692 83,657
FUND BALANCE AT BEGINNING

OF YEAR 1,521,754 438.559
FUND BALANCE AT END OF YEAR $1.720446 §$522.216

The notes to the financial statements are an integral part of this statement.
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IN FUND BALANCE - GOVERNMENTAL FUND

Total
Governmental
Funds

$ 222,838
2,044,294
97,561
33,465
5,514
20,049
66,562
2.490.283

561,172

424,352
32,379
401,755
168,259
650
99,875
510,570

1,308,642

__41.280
3,548,934

1.058.651

1,350,000
0
~1.350,000

291,349

1.960.313

$2.251.662

G GILBERT & GILBERT, P.S.C.

CERTIFIED PUBLIC ACCOUNTANTS




CITY OF MORGANTOWN, KENTUCKY
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE - GOVERNMENTAL FUND-CONTINUED
YEAR ENDED JUNE 30, 2018

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

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

Net Changes in Fund Balances-Total Governmental Funds $ 291,349

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

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

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

amount by which depreciation of $147,842 and capital asset despositions of

$1,478,042 exceeded capital outlays of $§510,570 in the current period. (1,115,314)

Governmental Funds report capital lease as revenue when received,

however in the Statement of Activities capital lease are reported on

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

capital lease receivable recognized in the Statement of Activities. (18,630)

Pension expense is reported in the Governmental Fund when paid as

contribution to the retirement system, however in the Statement of

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

State Pension expense as adjusted by current year changes to

deferred outflows and imflows of resources. (199,376)

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

of $1,308,642 exceeded debt proceeds of $0. 1.308.642
Change in Net Position of Governmental Activities 5 266.671

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

GILBERT & GILBERT, P.S.C.
CERTIFED PUBLIC ACCOUNTANTS




CURRENT ASSETS
Petty Cash and Cash on Hand
Cash in Bank
Certificates of Deposit
Accounis Regeivable
Other Receivables
Accmed Income Unbilled
Prepaid nsurance
Materials and Supplies
Total Current Assets

RESTRICTED FUNDS
Bond Interest and Redemption Fund
Depreciation Fund
Debt Reserve Fund
TOTAL RESTRICTED ASSETS

FIXED PROPERTY
Property, Plant & Equipment
Accumulated Depreciation
TOTAL NET FIXED ASSETS

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES:

Deferred Quiflows of Resources

CURRENT LIABILITIES
Accounts Payable
Taxes Payables
Other Payables
Accrued Wages
Accrued Compensated Absences
Lease Purchase Obligations
Current Portion of Note Payable
.. Customer Meter Deposits

TOTAL CURRENT LIABILITIES

NON CURRENT LIABILITIES
Long Term Portion of Note Payable
Net Pension Liability
TOTAL NON CURRENT LIABILITIES

TOTAL LIABILITIES

DEFERRED INFLOWS OF REVENUES:
Deferred Inflows-Pensions

NET POSITION
Investinent in Capital Assets,
Net of related deh
Restricted for Debt Service
Restricted for Capital limprovements
Unrestricted

TOTAL NET POSITION

CITY OF MORGANTOWN, KENTUCKY

MORGANTOWN UTILITY COMMISSION

STATEMENT OF NET POSITION
JUNE 30, 2018

Water-Sewer
System

5 110
(9,584)

0

74,591

0

35175
17,226
15422
132,940

fum R e Bl e

6,028,802

(3.816.833)
2.211.969

2.344,909

185.200

27,517
1,699
3,190
5,858
9,510

0
5,774
37.076

90,624

15,882
639,987
655,869

746,493

15.738

2,190,314
0
0

(422.436)

1.767.878

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

Gas
Svstem

$ 110
341,768
116,333

34,718
0
10,888
17.226
28,423
546.466

= oo

o]

2,503,596

(1.959.529)
544,067

1,090,533

189294

14,340
1,519
2,530
8,115

13,375

0
5,774

124,383

15,882
648.543
664.425

522,411
0
0

{49.509)

472,902

o o o

fcl

8,532,398

(5.776.362)
2,756 036

3435442

374.494

41857
3,218
5,720

13.973
22,885

0

11,548

_ 115.806
215.007

31,764
1,288,530
1,320,294

1,535,301

33.855

2,712,725
0

0
{471.945)

2,240,780

GiLBERT & GILBERT, P.S.C.
CERTIFIED PUBLIC ACCOUNTANTS




CITY OF MORGANTOWN, KENTUCKY
MORGANTOWN UTILITY COMMISSION

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

OPERATING REVENUES
Metered Sales of Water, Sewer & Gas
Installation Fees
Tap Fees, Service Charges, Misc.
Penalties
TOTAL OPERATING REVENUES

OPERATING EXPENSES

Salaries

Gas Purchases

Materials and Supplies
Purifying Agenis

Office Supplies

Gas & Oil

Equipment Maintenance
Telephone

Power Purchased
Utilities

Insurance
Commissioner’s Fees
Rent Expense

Payroll Tax Expense
Kentucky Retirement
Pension Expense
Contract Labor
Professional Fees
Depreciation Expense
Bad Debts

Employee Benefits
Miscellaneous

Training School Expense
Dues
General Repairs
Sewer Repairs
Sewer Lift Station Expense

--Bewer Plant Expense--
Water Plant Expense
Engineering Fees
TOTAL OPERATING EXPENSES

NET INCOME (LOSS) FROM OPERATIONS

NONOPERATING REVENUES (EXPENSES}
Interest Income
Interest Expense
Inner Company Transfers
NONOPERATING REVENUE {EXPENSES)

NET INCOME

NET POSITION, JULY 1, 2017

PRIOR PERIOD ADJUSTMENT

NET POSITION, JULY 1, 2018 (RESTATED)

NET PGSITION JUNE 30, 2018

FOR THE YEAR ENDED JUNE 30, 2018

Water-Sewer Gas

System System Total
§ 777,803 5 1,199,564 $ 1,977,367
3,450 2,247 5,697
1,556 7,140 14,690
9.826 9.99%% 19,822
798.635 [.218.947 2.017.582
272,240 305,819 578,059
0 437,113 437,113

20,341 10,487 30,828
26,720 0 26,720
10,775 10,622 21,397
6,904 6,902 13,806
4,694 4,082 8,776
6,787 4,050 10,837
5,639 6,112 11,751
6,555 0 6,555
30,659 30,659 61,318
9,421 9,421 18,842

0 0 0

19,794 23,964 43,158
12,283 14,222 26,505
111,189 128,702 239,801
8§28 7,915 8,743
10,628 11,355 21,983
121,709 55,812 177,521
3,760 16,043 19,803
93,403 93,403 186,806
12,210 10,699 22,964
2,328 2,578 4,906
3.931 1,320 5,251
11,503 1,837 13,340

0 0 G

15,496 0 15,496

70,615 ... S0 e 0615

75,858 0 75,858

0 5333 5.333
966,330 1,198.450 2.164.780
{1677.695) 20,497 (147.198)
19 6l§ 657

(955) (1,145) (2,100%
(25,000) 25.060 0
{25.916) 24473 (1.443)
{193.611) 44970 (148.641)
2,098,626 587,170 2,685,796
(137,137} (159.238) {296.375)
1,961,489 427,932 2380421
S,_L767.878 S 472902 $.2.240,780

The notes to the financial statements are an integral part of this statement.
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CITY OF MORGANTOWN, KENTUCKY
- MORGANTOWN UTILITY COMMISSION
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2018

Water Sewer

Gas
System Total

$1217,791  $2,014,389
(499,299)  (761,655)

(572.678)  (1.092,119)
145814 160.615

System
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash receipts from customers $ 796,598
Cash payments to suppliers for goods and services (262,356)
Cash payments to employees for services (519.441)
Net cash provided (used) by operating activiiies 14.801

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:

Interest paid on debt (955) (1,145) (2,100)
Principal paid on debt (8,003) (8.093) (16,186)
Intercompany Transfer {25.000) 25,000 ]
Net cash provided by (used)} in capital and related financing activities (34,048} 15.762 (18.286)
CASH FLOWS FROM INVESTING ACTIVITIES:
Investment Income . 39 618 657
Increase in restricted funds 0 0 0
Net cash provided by (used) in investing activities 39 618 657

NET INCREASE (DECREASE) IN CASH AND CASH

EQUIVALENTS (19,208
Cash and cash equivalents, beginning of vear 9,734
Cash and cash equivalents, end of year §__(9474)

162,194 142,986
296,017 305.751
$ 458211 § 448737

RECONCILIATION OF OPERATING INCOME TO

NET CASH FROM OPERATING ACTIVITIES:

Operating income $(167,695)
Adjustments to reconcile operating income to

net cash provided by operating activitics:

$ 20,497  $(147,198)

55,812 177,521

278 (948)
L1434y A2275). .
(121) (242)
275 914
(12459)  (24,851)
(130) (339)
(210) (851)
214 793
(3.067) (2,535)
1,285 1,982
84.874 158.644

Depreciation Expense 121,709
Changes in assets and liabilities and deferred outflows and inflows:

(Increase) decreasc in accounts receivable (1,226)
(Increase) decrease in accrued unbilled income 0 (841)
{Increase) decrease in prepaid insurance {121)
(Increase) decrease in materials & supplics 639
Increase (decrease) in accounts payable (12,392)
Increase (decrease) in taxes payable (20%)
Increase (decrease) in other payables (641
Increase (decrease) in accrued wages 579
Increase {decrease) in accrued compensated absences 532
Increase (decrease) in customer meter deposits 697
Increase (decrease) in net pension obligations 73.770
Net cash provided (uses) by operating activities $14.801

545814 $160,615

SUPPLEMENTAL CASH FLOW INFORMATION:

The accompanying notes are an integral part of the financial statements.
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NOTES TO FINANCIAL STATEMENTS
CITY OF MORGANTOWN, KENTUCKY
JUNE 30, 2018

1. Summary Of Significant Accounting Policies

This summary of significant accounting policies of Morgantown, Kentucky, is presented (o assist in the
understanding of the financial statements,

The City of Morgantown was incorporated on January 6, 1813 and operates under a mayor-council form
of government and provides the following services as authorized: public safety (police and fire),

highways and streets, recreational, planning and zoning, cemetery, industrial development general
administrative services and utilities (water and gas).

A. Reporting Entity
In evaluating how to define the City for financial reporting purposes, all potential component units have

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

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

Morgantown Utility Commission

City of Morgantown Industrial Holding Corporation

Separate audited financial statements for Morgantown Utility Cornmission are also avallable and can be
- obtained by contacting Morgantown Utility Commission; Morgantown; K'Y 42261, ' .

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

Government-Wide Financial Statements

The Statement of Net Position and the Statement of Activities report information on all funds of the
primary government except for fiduciary funds. Governmental activities, which normally are supported
by taxes and intergovernmental revenues, are reported separately from business-type activities, which
primarily rely on fees and charges for support. Fiduciary funds are also excluded from the
government-wide financial statements,
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NOTES TO FINANCIAL STATEMENTS - CONTINUED

The government-wide statements are prepared using the economic resources measurement focus and the
accrual basis of accounting. This is the same approach used in the preparation of the proprietary fund
financial statements but differs from the manner in which governmental fund financial statements are
prepared. Therefore, governmental fund financial statements inciude reconciliation's with brief
explanations to better identify the relationship between the government-wide statements and the
statements for governmental funds, The primary effect of internal activity has been eliminated from the
government-wide financial statements. The government-wide Statement of Activities presents a
comparison between expenses and program revenues. Program revenues include charges paid by the
recipient of the goods or services offered by the program and grants received that are restricted to
meeting the operational or capital requirements of a particular program and interest earned on grants that
is required to be used to support a particular program. revenues not classified as program revenues are
presented as general revenues. the comparison of direct expenses with program revenues identifies the
extent to which governmental functions are self-financing or draw from the general revenues of the City.
Direct expenses are those that are clearly identifiable within a specific function or activity.

Fund Financial Statements

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

C. Basis of Presentation-Fund Accounting

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

Governmental Funds
~These-are-the -funds- through- which most governmental functions typically “are findticed, the finds
included in this category are as follows:

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

Special Revenue Funds-These funds are established to account for the proceeds of specific revenue
sources other than special assessments, expendable trusts, or major capital projects that are legally
resiricted to expenditures for specified purposes. The City of Morgantown has only special revenue fund,
the Industrial Holding Fund. The Industrial Holding Fund reports revenues from property leases and
interest income from financing property sales. The Industrial Holding company hoids title to various
properties and is responsible for mortgage debt on various properties.
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NOTES TO FINANCIAL STATEMENTS - CONTINUED

Governmental fund financial statements report using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized when they are both measurable
and available. Available means collectible within the current period or soon enough thereafter to pay
current liabilities. The City considers revenues to be available if they are collected within 30 days of the
end of the fiscal year. Expenditures are recorded when the related fund liability is incurred.

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

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

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

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

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

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

Unassigned- All amounts not included in other spendable classifications.

Proprietary Funds

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

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

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

The accounts of the Morgantown Utility Commission are organized on the basis of a proprietary fund
type, specifically an enterprise fund. The activities of this fund are accounted for with a separate set of
self-balancing accounts that comprise the Commission's assets, liabilities, net position, revenues and
expenses. Enterprises Funds account for activities; (1) that are financed with debt that is secured solely
by a pledge of the net revenues from fees and charges of the activity, (II) that are required by laws or
regulations that the activity's costs of providing services, including capital costs (such as depreciation or
debt service), be recovered with fees and charges, rather than with taxes or similar revenues, or (II1) that
the pricing policies of the activity establish fees and charges designed to recover its costs, including
capital costs (such as depreciation or debt service).
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Proprietary Fund Financial Statements include a statement of net position, a statement of acfivities and
changes in net position and a statement of cash flows. It requires the classification of net position into
three components: (I) invested in capital assets, net of related debt, (ID) restricted, and (II) unrestricted.

These classifications are defined as follows:

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

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

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

When both restricted and unrestricted resources are available for use, it is the City’s policy to use
restricted resources first, followed by committed resources, and then assigned resources as appropriate
opportunities arise, bul reserves the right to selectively spend unassigned resources first to defer the use
of these other classified funds.

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

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

agencies and instromentalities. Additional information concerning cash is presented in note 3.

E. Capital Assets and Depreciation

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

Buildings 40-50
Improvements, other than buildings 20-50
Utility Distribution System 20-50
Infrastructure 12-25
Equipment and Furnishings 5-10
Vehicles 225

For information describing capital assets, see Note 6.

F. Compensated Absences

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

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

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

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

The 2017 tax rate is $.119 per $100 assessed valuation for real and personal property and $.279 per $100
assessed valuation for vehicles. The City is permitted by the State Constitution to levy taxes up to $.75
per $100 assessed valuation; however, according to statuies, the City may not increase the tax rate on real
property by more than four percent per year (exclusive of assessment growth) without obtaining consent
through referendum.

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

1, Use of Bstimates and Assumptions

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

J. Pensions
Employer contributions to KRS are calculated based upon creditable compensation for active members reported by

employers. Employer contributions are accrued when earmned and the employer has made a formal commitment to
provide the contributions.

2. Budgetary Informiation

Budget Policy and Practice:

The Mayor submits an annual budget io the Cify Council in accordance with the City Charter and Kentucky Revised
Statutes. The budget is presented to the City Council for review, and public hearings are held to address priorities
and the allocation of resources. In June, the City Council adopts the annual fiscal year budgets for City operating

funds. Once approved, the City Council may amend the legally adopted budget when unexpected modifications are
required in estimated revenues and appropriations.

Basis of Budgeting:

The budget is prepared on a detailed line-item basis. Revenues are budgeted by source. Expenditures are budgeted
by departmaent and class. The mayor is authorized to transfer budgeted amounts between departments; however, any
revisions that alter total fund expenditures must be approved by the City Council. Total expenditures for a fund

legally may not exceed the total appropriations. The budget was amended only once during the year. The
amendment date was September 14, 2017.

3._Cash and Cash Equivalents and Custodiat Credit Risk

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

At JTune 30, 2018, the book balance of the City’s deposits were $3,198,761 and the bank balances were $3,266,135.

Custodial credit risk is the risk that in the event of a bank failure, the City’s deposiis may not be retumed to it.

Deposits are categorized to give an indication of the level of risk assumed by the city at fiscal year end. The

categories are described as follows: o : - :

Category 1- Insured

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

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

Category 4-Uninsured '

Deposits at June 30, 2018, categorized by level of risk are : Bank Book
I 2 3 4 Balance Value
Total deposit
General Government  § 492,004 $ 1,109,065 $8 0 $635,535 $2,236,604  $2,220,378
Special Revenues 250,000 0] 0 279,866 529,866 529,866
Enterprise Funds 368.333 131,332 _0 0 499,665 448.517
$1.110337  $ 1240397 $_ 0  $915401  $3.266135 §3.198.76]

The city also had $220 of cash on hand at fiscal vear end.
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4. Accounts Receivable

Enterprise funds' accounts receivable change as follows:

Accounts Receivable, Beginning
Change in Accounts Receivable

Accounts Receivable, Ending

Natural
Water/Sewer Gas
$ 73,365 531,996
1,226 278
$24.591 $3L.71

Total Enterprise
Funds
$ 105,361

948

$ 106,309

Management has determined that all receivables carried on the balance sheet at June 30, 2018, are collectible,

5. Note Receivable

City of Morgantown agreed to loan Pride Plastics of Morgantown funds not to exceed $150,000 for expansion of
their Morgantown operations. These funds are to be repaid over a ten year period at 1.75% interest, consisting of 120
monthly payments. Repayment commenced when the final loan balance was determined. The total amount loaned to
the company was $105,000. The balance of the loan as of June 30, 2017 equalled $102,959. There werc no
repayments received in the current year or the preceding four years, .

6. Capital Assets

The following is a summary of changes in capital asseis for the fiscal year ended June 30, 2018:

Govemmental Activities
General Fund

Capital Assets Not Being Depreciated:

Land
Total Capital Assets
Not Being Depreciated

Other Capital Assets:
Buildings & Improvement
Infrastructure. . ...
Vehicles
Furniture, Machinery & Equipment
Total Other Capital Assets

Less Accumulated Depreciation for:
Buildings & Improvements
Infrastructure
Vehicles
Furniture, Machinery and Equipment

Total Accumulated Depreciation
Other Capital Asgets, Net
TOTALS

Balance Balance
07-01-17 Acauisitions Dispositions 06-30-18
§ 570,638 §_20.000 $_ 0 $ 590,638
$§ 570.638 $_20.000 $ 0 $ 3590.638
2,667,231 4,175 0 2,667,231 )
- 1,696,223 420,780 D 1696223
771,088 0 109,822 771,088
676425 29.400 140,855 676425
5810967 454,355 250.679 5.810.967
819,648 38,160 0 §57,808
1,012,592 36,802 0 1,046,364
544,943 40,256 96,679 488,520
393,753 24,184 95.351 322,586
2,770,936 139.402 192.030 2.718.308
3,040,031 314,953 58.647 3316337
§3.610.669 $ 334,953 $_ 58647 $3,886.975
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Governmental Activities

Special Revenue Fund Balance Balance
07-01-17 Acquisitions  Dispositions  6-30-18
Land $2.427.290 $ 36215 § _1.440,199  $1.023.306
Other Capital Assets:
Buildings 337614 0 0 337,614
Total Other Capital Assets 337614 0 0 337.614
Less Accumulated Depreciation for:
Buildings 219.144 8.440 20.804 206,780
Total Accomulated Depreciation 219,144 8.440 20,804 206,780
Total Other Capital Assets, Net 118.470 ( 8.440) (20.804) 130,834
Totals 2,545,760 27.775 1,419,395 1,154,140
Total Governmental Aciivities $ 6.156.429 $362.728 $ 1478042  $5.041.115
Business-Type Activities
Water and Gag System
Balance Balance
07-01-17  Acquisitions  Dispositions 06-30-18
Capital Assets Not Being Depreciated:
Land $ _161.084 $ 0 $ 0 $ 161,084
Total Capital Assets
- NotBeing Depreciated - -$ - 161,084 -§ === - $ T $-161.084
Other Capital Assets:
Buildings, Tanks, &
Improvements 2,450,675 0 0 2,450,675
Distribution System 5,342,675 0 0 5,342,675
Furniture, Machinery & Equipment 5717.964 0 0 577.964
Total Other Capital Assets 8,371.314 0 0 8,371,314
Less Accumulated Depreciation for:
Buildings, Tanks &
Improvements 1,643,256 55,673 0 1,698,929
Distribution System 3,451,236 96,674 0 3,547,910
Furniture, Machinery and Equipment _ 504,349 25,174 0 529.523
Total Accumulated Depreciation 5.598.841 177,521 0 5.776.362
Other Capital Assets, Net 2,772,473 (177.521) 0 2,594,952
TOTAL CAPITAL ASSETS $2933.557 §_(177.521) $ 0  $2.756,036
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7. Long-Term Debt

The City’s long term debt consist of bords payable and notes payable,

Governmental Activities
General Fund

A. Notes Payable:
(a) Magnolia Bank

(b) Magnolia Bank

TOTAL

Governmental Activities

Special Revenue Fund
{Industrial Holding Corporation)
B. Notes Payable

{(a) Morgantown Bank and Trust
{b) Morgantown Bank and Trust
(c) Morgantown Bank and Trust
(d) Selier Financial Mortgage
{e) Seller Financial Morigage
HTVA

TOTAL

Business-Type Activities
Water and Gas System

C. Lease Purchase Obligation:
(a) Ford Financing:

Total

D. Note Payable
Morgantown Bank and Trust

Balance Additional Principal Balance Current
07-01-17 Borrowing Payments 06-30-18 Portion
4,271 0 4,271 0 0
8.511 0 8.511 0 0
12,782 0 12,782 0 g
5 12782 8 0 $ 12,732 $ 0 $_ 0
Balance Additional Principal Balance Current
07-01-17 Borrowings  Paymenis 06-30-18 Portion
$ 94,007 5 0 $ 18,559 $ 75448 $18.208
787,712 0 787,712 0 0
31,985 0 31,985 0 0
86,196 0 86,196 0 0
28,732 0 28,732 0 0
342,676 0 342,676 0 0
$1.371.308 5_40 51,295,860 $ 75448 $18.208
Balance Additional Principal Balance Current
07-01-17 Borrowings Payments 06-30-18 Poriion
5.068 0 5.068 0 4
§ 5068 —l $ 5068 & 0 $ 0
Balance Additional Principal Balance Current
07-01-17 Borrowing Pavments 06-30-18 Portion
$_54.430 0 $ 11118 $43312 § 11,547
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7. Long-Term Debt-Continued

A Notes Payable-Governmental Activities-General Fund

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

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

Street Department Principal Payments $ 4,271
Police Department Principal Payments 8,511
TOTAL 5 12,782

B Notes Pavable-Special Revenue Fund

(a) In May 2002, a $260,000 loan was secured at Morgantown Bank and Trust bearing interest at 5% and
maturing in May, 2022 with monthly payments of $1,802.11. There was $75,448 owed on this note at
June 30, 201 8. This note is secured by a mortgage on the land.

(b} In December, 2010 there was a $1,300,000 loan secured at Morgantown Bank and Trust bearing
interest at 41/2% and maturing in December 2024 with monthly payments of $9,988.22. This note is
secured by a mortgage on land owed by Morgantown Industrial Holding Corporaiion. During the year the
property was sold and the debt was paid.

(e) In October, 2010 a $50,140 loan was secured with Morgantown Bank & Trust bearing interest at

41/2% and maturing in October, 2025 with monthly payments of $385.26. The note was paid off during
the current year.
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{d-¢) In December, 2011 the THC jointly with Butler County Fiscal Couit (1/2 ownership) purchased 21
acres of land. The total purchase price of $500,000 was paid by a $50,000 down payment and $450,000
was financed by two sellers with 1/2 being owed by IHC. this note is secured by a mortgage on the land.
This $225,000 of notes payable bears interest at 5% and matures in December, 2021 with monthly
payments of $2,386.48. These debts were paid off during the current year.

(£) In June 2011 a §750,000 of credit secured with Morgantown Bank and Trust was transferred to TVA.
The loan bears an interest rate of 3% and requires monthly payments of $7,298.08. The loan's were
sccured by a real estate mortgage. The debt was paid off during the current year.

C. Lease Purchase Obligations-Water and Gas System

(a) Lease purchase obligation through Ford Financing entered into on August 12, 2014 to purchase a
2014 Ford F 150 for §26,214 and $10,000 was paid af signing.The note was paid off in the current year.

D. Note Pavable
The Utility Commission purchased a office building for $300,000. The Commission initially paid
$150,506 towards the purchase and borrowed $149,494 from Morgantown Bank and Trust to fimance the

balance of the purchase price. the mortgage requires 179 months payment of $§1071.91. The rate of
interest is 3.50%.
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B. Future annual debt service requirements for the Special Revenue Fund (Industrial Holding

Corporation) is as follows:

Interest Total

$

3,695 $21,903
2,77 21,903
1,589 21,903

452 18252

Fiscal Year Principal
June 30, 2019 $ 18,208
June 30, 2020 19,126
June 30, 2021 20,314
June 30, 2022 17.800
Total $ 75448

$

8.513 §83961

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

the note payable are as follows:

Interest Total

Prineipal
June 30, 2019 $11,547
June 30, 2020 11,957
June 3¢, 2021 12,383
June 30, 2022 7.425

§43312

8. Depreciation Expense

$1,316 812,863

006 12,863
480 12,863
78 7,503

$ 2,780  §46,092

Depreciation expense was charged to governmental activities as follows:

General $ 18,971
Police 19,505
Fire 22,530
Streets & Infrastructure 57,841
- Parks & Recreafion o 20,166
Cemetery 389
Total General Fund Depreciation Expense 139,402
Indusirial Holding Corporation 8.440
Total Depreciation Expense $ 147,842
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9. Interest Expense
Interest expense was charged as a direct expense to governmental activities as follows:

Street Department $ 40
Police Department 139
Total General Fund Interest Expense 179
Industrial Holding Corporation 41.101
Total interest Expense $ 41280

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

11. Retirement Plan

Pension Plan

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

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

Contributions- Yor the year ended June 30, 2018, plan members were required to contribute 5.00% of
wages for non-hazardous job classifications and 8.00% of wages for hazardous job classifications.

-~ Employees-hired-after September-1; 2008-are required to contribute an-additional 1% to'cover the costof

medical insurance that is provided through CERS. Participating employers were required to contribute at
an actuarially determined rate. Per Kentucky Revised Statute Section 78.545 (33), normal contribution
and past service contribution rates shall be determined by the Board on the basis of an annual valuation
last proceeding the July 1 of a new biennfum. The Board may amend contribution rates as of the first day
of July of the second yearofa biennium, if it is determined on the basis of a subsequent actuarial
valuation that amended contributions rates are necessary to satisfy requirements determined in
accordance with actuarial basis adopted by the Board. For the year ended June 30, 2018, the City
contributed 19.18% and 31.55% of each employee's nonhazardous or hazardous wages which equal to the
actuarially determined rates sef by the Board. Administrative costs of the Kentucky Retirement System
are financed through employer contributions and investment earnings.
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Plan members who began participating on, or after, January 1, 2014, were required to contribute to the
Cash Balance Plan, The Cash Balance Plan is known as a hybrid plan because it has characteristics of
both a defined benefit plan and a defined contribution plan. Members in the plan contribute a set
percentage of their salary each month to their own account. Plan members contribute 5.00% or 8.00% of
wages to their own account and 1% to the health insurance fund. the employer contribution rate is set
annually by the Board based on an actuarial valuation. the employer contributes a set percentage of each
member's salary. Each month, when employer contributions are percentage of each member's salary.
Each month, when employer contributions are received, an employer pay credit is deposited to the
member's account. For nonhazardous members, their account is credited with a 4% employer pay credit,
The employer pay credit represents a portion of the employer contribution,

The City contributed $224,576 for the year ended June 30, 2018, or 100% of the required contribution.
The contribution was allocated $167,300 to the CERS pension fund and $57,276 to the CERS insurance
fund,

Pension Liabilities, Expense, Deferred Outflows of Resources and Deferred Inflows of Resources- At
June 30, 2018, the City reported a liability of $2,762,166 or its proportionate share of the net pension
liability. The net pension liability was measured as of June 30, 2017, and the total pension liability used
to calculate the net pension Hability was determined by an actuarial valuation as of that date, The City's
proportion of the net pension liability was determined using the city's actual contributions for the year
ended June 30, 2017. At June 30, 2017 the City's proportion was .0321340% nonhazardous and
.039390% hazardous, while at June 30, 2016, the City's proportion was .0305390% nonhazardous and
.0286850% hazardous.

For the year ended June 30, 2018, the City recognized pension expense of $524,886. The City reported
deferred outflows of resources and deferred inflows of resources related to pensions from the foliowing
sources:

Deferred Deferred
Outflows of Inflows of
R EGTEE Resciiass
Difference between expected and actual results $ 34,657 5 47,745
Changes of assumptions 522,869 0
Difference between projected and actual earnings
on plan investments 30,765 0
Changes in proportion and differences between '
City contributions and proporiionate share of
contributions 171,339 18,805
Company contributions subsequent to the measurement
date 167.300 0
Total $ 926,930 §_66.550
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NOTES TO FINANCIAL STATEMENTS - CONTINUED

The $167,300 of deferred outflows of resources resulting from the city's contributions subsequent to the
measurement date will be recognized as a reduction of the net pension lability in the fiscal year ending
June 30, 2019. Other Amounts reported as deferred outflows of resources and deferred inflows of
resources will be recognized in pension expenses as follows:

Year ending June 30,

2018 $ 291,412
2019 304,802
2020 130,834
2021 (33,768)

Actuarial Assumptions- The total pension liability, net pension liability, and sensitivity information as of
June 30, 2017 were based on an actuarial valuation date of June 30, 2016. The total pension liability was
rolled forward from the valuation date (June 30, 2016) to the plan's fiscal year ending June 30, 2017,
using generally accepted actuarial principles. There was no legislation enacted during the 2017
legislative session that had a material change in benefit provisions for any of the systems. However,
subsequent to the actuarial valuation date (June 30, 2016), but prior to the measurement date, and before
the required 2019 experience study, the KRS Board of Trustees reviewed investment trends, inflation,
and payroll growth historical trends. Based on this review the Board adopted the following updated
actuarial assumptions which were used in performing the actuarial valuation as of June 30, 2017.

Inflation 2.30%
Salary Increase 3.05%, average
Investment rate of Return 6.25%

The mortality table used for active members is RP-2000 Combined Mortality Table projected with Scale
BB to 2013 (multiplied by 50% for males and 30% for females). For healthy retired members and
beneficiaries, the mortality table used is the RP-2000 Combined Mortality Table projected with Scale BB
to 2013 (set back 1 year for females). For disabled members, the RP-2000 Combined Disabled Mortality
~Table projected with Scale BB to 2013 (set back 4 years for males) is used for thie period after disability
retirement. There is some margin in the current mortality tables for possible future improvement in
mortality rates and that margin will be reviewed again when the next experience investigation is
conducted,

Assumptions and funding policies are reviewed against actual plan experience at least once every five
years through the completion of an actuarial experience study. The actuarial assumptions used in the Tune
30, 2017 valuation were based on the resuits of the most recent actuarial experience study for the period
July 1, 2008-Fune 30, 2013. The investment return, price inflation, and payroll growth assumpftions were
adopted by the Board in May and July 2017, for use with the June 30, 2017 valuation.
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The target allocation and best estimates of arithmetic nominal rates of return for each major asset class are summarized in the
following table:

Long-term

Expected

Target Real Rate

Asset Class Allocation of Retwini
US Equity 17.50% 597%
International Equity 17.50% 1.85%
Global Bonds 4.00% 2.63%
Global Credit 2.00% 3.63%
High Yield 7.00% 5.75%
Emerging Market Debt 5.00% 5.50%
Private Credit 10.00% 8.75%
Real Estate 5.00% 7.63%
Absolute Return 10.00% 5.63%
Real Return 10.00% 0.13%
Private Equity 10.00% 8.25%
Cash Equivalent 2.00 % 1.88%

Total 100.00%

Discount Rate- The discount rate used to measure the total pension liability was 6.25 percent at June 30, 2017, The projection of
cash flows used to determine the discount rate assumed that local employers would contribute the actuarially determined
contribution rate of projected compensation over the rematning 26 year amortization peried of the unfunded actuarial accrued
liability. The discount rate does not use a municipal bond rate.

Sensitivity of the Company's Proportionate Share of the Net Pension Liability to Changes in the Discount Rate- the following
presenis the City's proportionate share of the net pension liability calculated using the discount rate of 6.25 percent, as well as
what the City's proportionate share of the net pension liability would be if it were calculated using a discount rate that is
l-percentage-point fower (5.25 percent) or I-percentage-point higher (7.25 percent) than the current rate:

City’s proportionate share of net
pension liability

Non
Discount Rate Hazardous Hazardous Total
1% decrease 5.25% 2,372,224 1,108,030 3,480,254
Current diSCOURLTAIE - - 625% e 1,880,902 TR 881,264 .. . 2,762,166
1% increase 7.25% 1,469,915 693,989 2,163,903

Payable to the Pension Plan- At June 30, 2018, the City reporled a payable of $30,162 for the outstanding amount of
contributions to the pension plan required for the year ended June 30, 2018. The payable includes both the pension and insurance
contribution allocation.

13. Risk Management-Insurance
Significant losses are covered by commercial insurance. There have been no significant reductions in insurance coverage. There
have been claims against coverage for the current year.

14. Subsequent Events
Management has evaluated subsequent events through December 20, 2018, the date the financial statements were available to be
issued,

15, Prior Period Adjustment

A. Prior period adjustment was made aflocating a larger portion of the net pension liability and deferred inflows and outflows of
resources associated with pensions to the Utility Commission based upon covered payroll percentages and to adjust $29,280 as
reduction to net position.
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CITY OF MORGANTOWN, KENTUCKY
SCHEDULES OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - BUDGET TO ACTUAL GENERAL FUND

YEAR ENDED JUNE 30, 2018

Original Final Actual Variance
Budgeted Budgeted Amounts With
Amounts Amounts Budgetary Basis __ Final Budget
REVENUES
Property Taxes $ 120,000 $ 120,000 $ 185,947 $ 65,947
Licenses and Permits 29,000 29,000 54,093 25,003
Intergovernmental Revenue 108,000 108,000 77,566 (30,434)
Other Income 42,900 42,900 46,770 3,870
Insurance Fees 300,000 300,000 355,639 55,639
QOccupational Fees 1,400,000 1,400,000 1,671,452 271,452
QGrants Restricted 8,500 8,500 0 (8,500)
Interest 950 950 2,222 1,272
Rent 2,600 2,000 6,421 4,421
Drug Seizure 0 0 0 0
Charges for Services 21,000 21,000 33.465 12.465
TOTAL REVENUES 2.032.350 2,032,350 2.433.575 401,225
EXPENDITURES
Administrative 783,000 783,000 573,691 209,309
Public Safety _
Police 465,900 465,900 430,933 34,967
Fire 108,150 108,150 32,012 76,138
Streets 718,500 718,500 432,287 286,213
Recreation 322,300 322,300 162,263 160,037
Cemetery 5,500 5,500 650 4,850
Industrial Development 30.000 30,000 24.828 5,172
TOTAL EXPENDITURES 2.433.350 2.433.350 1.656.664 776,686
Excess of Revenues Over (Undet)
Expendituress (401.000) (401.000) 776.911 1.177.911
Other Financing Sources (Uses)
Transfers in (Out) to IHC-CDBG Grant 0 0 i} 0
Transfers (Qut) to Cem Perp {50,000y (150.000) (150.000) 3]
(50,0001 (150,000 (150,000) 0
Excess of Revenues and Other Sources
Over (Under) Expeditures and
Other Uses (451,000) (551,000) 626,911 1,177,911
Fund Balance, Beginning 1,342 000 1.342.000 1,521.754 179,754
Fund Balance, Ending 5 891,000 $ _791.000 $ 2.148.665 $ 1357665

Budget Policy and Practice:

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

Basis of Budgeting:

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

mayor is authonized to transfer budgeted amounts between departments; however, any revisions that alter total find expenditures must be
approved by the City Council. The budget was amended on August 13, 2017,
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CITY OF MORGANTOWN, KENTUCKY
SCHEDULES OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - BUDGET TO ACTUAL GENERAL FUND-Continued
YEAR ENDED JUNE 30, 2018

General Fund
Explanation of differences between budgetary revenues and expenditures
and GAAP revenues and expenditures.

Revenues;

Actual amounts (budgetary basis) “Total Revenues”

From the budgetary comparison schedule. $ 2,433,575
Adjustments;

None 0
Total revenues as reported on the statement of revenues,

expenditures, and changes in fund balance-governmental funds $ 2.433.575
Expenditures:

Actual Amounts (budgetary basis) “ Total Expenditures™ from

the budgetary comparison schedule. $ 1,656,664

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

This is the change in prepaid insurance. (1,966)

This is the change in accounts payable associated with expenditures 412,216
This is the change in payroll faxes payable. - - S

This is the change in accrued wages payable 1,483

This is the change in accrued compensated absences

1.786

Total Expenditures as reported on the statement of revenues,
Expenditures, and changes in fund balance-governmental funds §2 883

See auditor’s report.
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CITY OF MORGANTOWN

SCHEDULE OF THE CITY'S PROPORTIONATE SHARE OF THE NET PENSION LIABILITY
COUNTY EMPLOYEES' RETIREMENT SYSTEM

Citys proportion of the net pension
liability

Citys Proportionate share of the net
pension liability

Citys covered-employee payroll

Citys proportionate share of the net
pension liability as a percentage
of its covered-employee payroll

Plan fiduciary net position as a

percentage of the total pension
liability

Noies:

JUNE 30, 2018

Governmental Activities

Business-Type
Activities Total
Non-Hazardous Non-Hazardous

Hazardous Non-Hazardous
0286850 015711
$492,221 $ 773,576
§ 242,247 $ 218,793
203.19% 353.57%
53.95% 55.50%

014828 .03053%0

$730,070 §1,503,646

$581,670 § 800,463

148.40% 187.05%

35.50% 55.50%

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

become available.

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

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

YEAR ENDED JUNE 30, 2018
Governmental Business-Type Total
Activities Activities

Contractually required contribuiion (includes $61,196 for Health $ 124,902 108,656 $233,55%

Insurance Fund)
Contribution in relation to the

contractually required confribution (124,902) {108,656) 233,558
Contribution deficiency (excess) $ 0 $ g 8 0
City's covered-employee payroll $ 461,040 581,670 1,042,710
Contributions as a percentage of

covered-employee payroll § 27.09% 18.68%  22.40%

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

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

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

See accompanying notes to financial statements,
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CITY OF MORGANTOWN
SCHEDULE OF CHANGES IN BENEFITS AND ASSUMPTIONS
FOR THE YEAR ENDED JUNE 30, 2018
County Employee Retirement System
Changes of benefit terms-None,

Changes in assumptions-None

The following changes were adopted by the Board of Trustees and reflected in the valuation performed
as of June 30, 2017:

-The assumed investment rate of return was decreased from 7.50% to 6.25%.

- The assumed rate of inflation was reduced from 3.35 to 2.30%.

- The payroll growth assumption was reduced from 4.00% to 2.00%.

-The salary increase assumption was reduced from 4.00% average to 3.05% average.

The following changes were adopted by the Board of Trustees and reelected in the valuation performed
as of June 30, 2015: - :

-The assumed investment rate of return was decreased from 7.75% to 7.50%.
-The assumed rate of inflation was reduced from 3.50% to 3.25%.

-The assumed rate of wage inflation was reduced from 1% to 0.75%.

~="The payroll growth assumption was reduced from4.50% to4.00%.

-The mortality table used for active members is RP-2000 Combined Mortality Table projected with Scale
BB 2013 (multiplied by 50% for males and 30% for females).

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

-Assumed rates of retirement, withdrawal, and disability were updated to more accurately reflect
experience.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable Mayor and the City Council
City of Morgantown, Kentucky

We have audited in accordance with the auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards issucd by the Comptroller General of the United
States, the financial statements of the governmental activities, the business-type activities, and each major fund of City of
Morgantown, Kentucky as of and for the year ended June 30, 2018, and the related notes to the financial statements, and have
issued our report thereon dated Decernber 19, 2018. Which included an explanatory paragraph regarding the omission of
Management Discussion and Analysts.

Internal Control Over Financizl Reporting

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

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

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

Compliance and Other Matfers

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

Purpose of this Report

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

Gilbert & Gilbert, PSC
Certified Public Accountant

(eitlyd-Gulbes-cons

Glasgow, Kentucky
December 19, 2018
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