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CITY OF TUSKEGEE, ALABAMA
MANAGEMENT'S DISCUSSION AND ANALYSIS

The City of Tuskegee, Alabama’s (the “City”) management discussion and analysis presents an
overview of the City’s financial activities for the two fiscal years ended September 30, 2018 and
September 30, 2017. It is designed to (a) assist the reader in focusing on significant financial
issues, (b) provide an overview of the City’s financial activity, (c) identify changes in the City’s
financial position (its ability to address the next and subsequent year challenges), (d) identify any
material deviations from the financial plan (the approved budget), and (e) identify individual
fund issues or concerns. Please read it in conjunction with the City’s financial statements
beginning on page 11.

Financial Highlights:

The assets and deferred outflows of resources for the City exceeded its liabilities and deferred
inflows of resources at September 30, 2018, by $1,243,703 (net position) by $310,648 in 2017,
The net investment in capital assets reported a deficit of $3,025,797 in 2018, compared to
$3,465,278 in 2017. The City had an unrestricted surplus of $3,301,502 in 2018, compared to
$3,201,474 in 2017.

The City’s total net position increased by $702,345 during the year ended September 30, 2018.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City’s basic financial
statements. The City’s basic financial statements consist of: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the financial statements. This report also
contains other supplementary information in addition to the basic financial statements

themselves.
Government-wide Financial Statements

The government-wide financial statements, which consist of the Statement of Net Position and
the Statement of Activities, are designed to provide readers with a broad overview of the City’s
finances in a manner similar to a private-sector business. The Statement of Net Position presents
information on all of the City’s assets, and deferred outflows of resources, less liabilities, and
deferred inflows of resources with the difference between these reported as net position. Over
time, increases or decreases in net position may serve as a useful indicator of whether the
financial position of the City is improving or deteriorating.

The Statement of Activities presents information showing how the City’s net position changed
during the fiscal year. It focuses on the gross and net costs of various activities, which are
provided by general taxes and other revenues. All changes in net position are reported as soon as
the underlying event giving rise to the changes occurs, regardless of the timing of related cash
flows. Thus, revenues and expenses are reported in this statement for some items that will only
result in cash flows in future fiscal periods (such as uncollected taxes or eamed but not used

vacation leave).



CITY OF TUSKEGEE, ALABAMA
MANAGEMENT'S DISCUSSION AND ANALYSIS

The governmental activities of the City include general government, public safety, public works,
health and welfare, culture and recreation, and education.

The government-wide financial statements can be found beginning on page 11 of this report.

Fund Financial Statemenis

A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The City, like other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements. All of the funds of the City are classified as governmental funds.

Governmental Funds

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-
term inflow and outflow of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. This is similar to the manner in which the budget is
developed. Such information may be useful in evaluating a govenment’s near-term financing

requirements.

Because the focus of governmental funds is narrower than that of government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
By doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund
statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and govemmental activities. Information
is presented separately in the governmental fund balance sheet and in the governmental fund
statement of revenues, expenditures and changes in fund balances for the General Fund, Head
Start, and Occupational Tax Fund which are considered to be major funds. Data from the other
15 governmental funds are combined into a single, aggregated presentation. Individual fund data
for each of these nonmajor governmental funds is provided in the form of combining statements
in the supplementary information section of this report.

The City adopts an annual appropriated budget for its General Fund. The Head Start budget is
prepared by the City and approved by the federal grantor agency. A budgetary comparison
statement has been provided for the General Fund and Head Start Fund to demonstrate budgetary

compliance.

The basic governmental funds financial statements and the budgetary comparison statements can
be found beginning on page 13 of this report.



CITY OF TUSKEGEE, ALABAMA
MANAGEMENT'S DISCUSSION AND ANALYSIS

Notes to the Financial Statements

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

statements can be found beginning on page 20 of this report.
Government-Wide Financial Analysis:

As noted earlier, net position may serve over time as a useful indicator of a government’s
financial position. In the case of the City, assets and deferred outflows of resources exceeded
liabilities and deferred inflows of resources by $1,243,703 at September 30, 2018, and by
$310,648 at September 30, 2017. This is calculated as follows:

NET POSITION
GOVERNMENTAL ACTIVITIES
September 30, 2018 and 2017

2018 2017
ASSETS
Current and other assets § 7,109,919 $ 4,660,887
Capital assets 6.329.526 6.248 207
Total assets 13.439.445 10.909.094
Total deferred outflows of resources 1 73 1.812.193
LIABILITIES
Long-term liabilities outstanding 10,104,886 10,672,681
Other liabilities 1.567.613 1.328.046
Total liabilities 11 99 12.000.727
Total deferred inflows of resources 2.385.316 409.912
NET POSITION
Net investment in capital assets (3,025,797) (3,465,278)
Restricted 967,998 574,452
Unrestricted 3.301.502 3.201.474
Total net position $ 1243703 $__ 310648






CITY OF TUSKEGEE, ALABAMA
MANAGEMENT'S DISCUSSION AND ANALYSIS

Governmental Funds

The focus of the City’s governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the City’s
financing requirements. In particular, spendable fund balances may serve as a useful measure of a
government’s net resources available for spending at the end of the fiscal year.

At September 30, 2018, the City’s governmental funds reported combined ending fund balances
of $1,249,373. Of this amount, $86,190 was reported as a surplus in the General Fund, $82,946
was reported as a surplus in Head Start, $195,187 as a surplus in the Occupational Tax Fund, and
a surplus of $885,050 in the combined nonmajor governmental funds.

General Fund Budgetary Highlights

Actual General Fund revenues were below budgeted revenues by $(256,203) and General Fund
expenditures were below budgeted expenditures by $260,906.

Capital Asset and Debt Administration

The City’s investment in capital assets for its governmental activities as of September 30, 2018,
amounted to $6,329,526 and at September 30, 2017, amounted to $6.248,207 (net of
accumulated depreciation).

This investment in capital assets includes land, buildings, improvement, vehicles and equipment,

furniture and office equipment, heavy equipment and infrastructure. Capital asset additions for
the year ended September 30, 2018, included $407,823 for vehicles and equipment.

Capital Assets (Net of Depreciation)

2018 2017

Land $ 702,625 § 702,625
Buildings 4,007,906 4,039,357
Improvements 724,656 834,888
Vehicles and equipment 501,208 229,204
Furniture and office equipment 53,244 66.519
Heavy equipment 35,802 62,233
Infrastructure 304.085 313.381
Total $ 6.329.526 $ 6.248.207

Additional information on the City’s capital assets can be found in Note 7 on page 31.



CITY OF TUSKEGEE, ALABAMA
MANAGEMENT'S DISCUSSION AND ANALYSIS

Long-Term Debt

At September 30, the City's outstanding debt consisted of the following:

2018 2017

General Obligation Bonds, net $ 9,898,325 $10,238,325
Capital Lease Obligations 64,234 90,300
Notes Payable __71.089 143.184
Total 10 648 $10.471.809

Additional information on the City’s long-term debt can be found in Note 9 beginning on page

32.

Economic Factors and Next Year’s Budget and Rates

The general ad valorem tax rate for fiscal year 2018 was 10 mills and remains unchanged for
fiscal year 2019.

The Tuskegee Airmen Museum continues to bring a moderate increase in revenue to the
City’s economy and continues to attract visitors.

Exit 38 developments are in process; the main infrastructure of the water and sewer lines is
nearing completion. Current plans of a full service travel center, which includes franchises
of Huddle House, Little Caesars Pizza, Krispy Krunchy Chicken and a Greyhound bus
terminal are expected to start ground breaking by June 2019. A Popeye’s Chicken restaurant
is also expected to start ground breaking soon. According to the Macon County Economic
Development Authority Director, many retailers continue to express serious interest in
locating at this site. With these franchises, a significant increase in sales tax and fuel tax
revenue is expected. A family style restaurant and a hotel chain is also expected to locate at

this exit in the near future.

The City's Commerce Park is another site that continues to generate interest. A number of
auto industry suppliers are looking into the site for manufacturing or distribution operations
as well as a number of robotic related enterprises.

Downtown development activity is expected to start soon. This will include repairs and
rehabilitation of dilapidated buildings, and beautification efforts. The city continues to work
towards becoming an Alabama Main Street Certified City.

Economic development plans include specific initiatives to increase tourism traffic and
revenue, as well as efforts to grow the current population base.



CITY OF TUSKEGEE, ALABAMA
MANAGEMENT'S DISCUSSION AND ANALYSIS

e A new terminal building grant was received. Design direction was finalized April 2017.
Construction has begun and opening is expected soon.

Request for Information

This financial report is designed to present users with a general overview of the City’s finances
and to demonstrate the City’s accountability. If you have questions concerning any of the
information provided in this report or need additional financial information, contact the City’s
Finance Director at 101 Fonville Street, Tuskegee, Alabama 36083. Additional information can
be found on the City’s web site at http://www.tuskegeealabama.org.
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CITY OF TUSKEGEE, ALABAMA
STATEMENT OF NET POSITION

September 30, 2018
ASSETS
Cash and cash equivalents $ 1,099,951
Receivables 181,807
Due from other governments 574,824
Money market accounts - restricted 599,523
Net pension asset 4,535,702
Other assets 118,112
Land and other nondepreciable assets 702,625
Capital assets, net of depreciation 5.626.901
Total assets 3 13.439.445
DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows related to pension $ 1.862073
LIABILITIES
Accounts payable $ 659,519
Accrued payroll and payroll liabilities 239,376
Accrued interest payable 122,135
Due to other governments 5,878
Noncurrent liabilities
Due within one year:
Notes payable 71,089
Bonds payable outstanding 350,000
Capital lease obligations 26,679
Compensated absences 92,937
Due in more than one year:
Bonds payable 9,548,323
Capital lease obligations 85,915
Compensated absences 470.648
Total liabilities 11.672.499
DEFERRED INFLOWS OF RESOURCES
Unearned revenue - property taxes 409,912
Deferred inflows related to pension 1.975.404
Total deferred inflows of resources 2.385.316
NET POSITION (DEFICIT)
Net investment in capital assets (3,025,797)
Restricted for:
Capital projects 365,648
Debt service 393,246
Special projects 209,104
Unrestricted 3.301.502
Total net position (deficit) $ 1243703

See Accompanying Independent Auditor's Report and Notes to the Financial Statements, 11



CITY OF TUSKEGEE, ALABAMA
STATEMENT OF ACTIVITIES
For the year ended September 30, 2018

Program
Charges Operating
for Grants and
Functions/Programs Expenses Services Contributions
Governmental Activities:
General government $ 3,078,009 $ 659,484 $ 333,542
Public works 2,273,399 1,137,904 235,863
Public safety 3,459,177 34,929 300,000
Culture and recreation 230,710 25,018 -
Education 3,149,697 - 2,873,189
Interest 441.111 - -
Total governmental activities  $_12.632.103 $_ 1857335 S 3742594
General Revenues
Taxes:
Sales taxes
Property taxes
Gasoline taxes
Other taxes
Miscellaneous
Investment earnings

Total general revenues
Change in net position
Net position - beginning

Net position - ending



Revenues

Capital
Grants and
Contributions

Net (Expenses)
Revenues and

Expenses in
Net Position

$ 767,737

767.737

See Accompanying Independent Auditor's Report and Notes to the Financial Statements,

$ (1,317,246)

(899,632)
(3,124,248)
(205,692)
(276,508)
(441.111)

(6.264.437)

2,367,879
322,354
234,800

3,535,891
730,985

5.583

7.197.492

933.055

310.648

b 1.243.703

12



CITY OF TUSKEGEE, ALABAMA

BALANCE SHEET
September 30, 2018
General Head
Fund Start
ASSETS
Cash and cash equivalents $ 385,745 $ 203,019
Receivables 180,416 -
Due from other governments 574,824 =
Due from other funds 17,862 -
Other assets 118,112 -
Money matket accounts - restricted - -
Total assets $ 1276959 $ 203.019
LIABILITIES
Accounts payable $ 565,545 b 85,850
Accrued payroll and payroll liabilities 205,152 34,223
Compensated absences 92,937 -
Due to other funds - -
Due to other governments - -
Total liabilities 863.634 120.073
DEFERRED INFLOWS OF RESOURCES
Unearned revenue - property taxes 327.135 -
Total deferred inflows of resources . - XTI -
FUND BALANCES
Restricted - 82,946
Unassigned _86.190 -
Total fund balances 86.190 82.946
Total liabilities, deferred inflows of resources
and fund balances y 1.276.959 S 203.019



Other Total
Occupational Governmental Governmental
Tax Funds Funds
$ 194,023 $ 317,165 $ 1,099,952
1,164 227 181,807
- - 574,824
- - 17,862
- - 118,112
- 599.523 599,523
§ 105187 916,91 § 2,502,080
$ - $ 8,125 $ 659,520
. - 239,375
- - 92,937
- 17,862 17,862
- 5.878 5.878
- 31.865 1,015,572
- - 327.135
- - 327135
- 885,050 967,996
195,187 - 281.377
195,187 885.050 1.249.373
195.187 $ 916,915 592.080

See Accompanying Independent Auditor's Report and Notes to the Financial Statements.
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CITY OF TUSKEGEE, ALABAMA

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL

FUNDS TO THE STATEMENT OF NET POSITION
September 30, 2018

Amounts reported for governmental activities in the statement of net position (page 11) are

different because:
Total fund balances - governmental funds (page 13)

Capital assets used in governmental activities are not financial
resources, and therefore, are not reported in the governmental funds.

Employer contributions to the defined benefit pension plan are recorded
as expenditures in governmental funds when paid. Net employer
contributions in excess of the actuarially determined total pension
liability are reported as an asset in the Statement of Net Pension.

Deferred inflows and outflows related to pension represent an
acquisition or consumption of net position, respectively, that applies
to a future period and, therefore, are not reported as liabilities or
assets in the governmental funds.

Unearned revenue are not available to pay current expenditures and,
therefore, not reported in the governmental funds.

Long-term liabilities, including bonds payable, are not due and payable, in the
current period, and therefore, are not reported in the governmental funds.

Net position-governmental activities (page 11)

§ 1,249.373

6,329,526

4,535,702

(113,331)

(82,778)

(10.674.789)
$ 1243703

See Accompanying Independent Auditor's Report and Notes to the Financial Statements., 14



CITY OF TUSKEGEE, ALABAMA
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

IN FUND BALANCES - GOVERNMENTAL FUNDS

For the year ended September 30, 2018

General Head
Fund Start
REVENUES
Taxes $ 3,699,643 h =
Licenses and permits 548,988 .
Intergovernmental 344,000 2,873,189
Charges for services 1,138,482 .
Fines and forfeitures 145,409 .
Interest 273 234
Donated services and space - 487,313
Miscellaneous 215.877 1.540
Total revenues 6.092.672 3.362.276
EXPENDITURES
General government 2,788,445 .
Public works 1,399,587 -
Public safety 3,732,390 -
Culture and recreation 224,920 g
Education - 3,149,697
Capital outlay - 74,305
Debt service:
Principal 97,162 -
Interest 8.019 -
Total expenditures 8.250.523 3.224.002
Excess (deficiency) of revenues over
(under) expenditures (2,157.851) 138.274
OTHER FINANCING SOURCES (USES)
Transfers in 2,579,000 -
Transfers out __ (678.442) -
Total other financing sources (uses) 1.900.558 -
Net change in fund balances (257,293) 138,274
Fund balances (deficit) - beginning 343,483 (55.328)
Fund balances (deficit) - ending 3 86,190 $ 82.946



Other Total

Occupational Governmental Governmental
Tax Funds Funds

$ 2,608,015 3 153,266 $ 6,460,924

- - 548,988

- 1,293,142 4,510,331

- 24,456 1,162,938

- - 145,409

- 5,076 5,583

- - 487,313

26.155 101 243,673

2634.170 1.476.041 13,565.159

80 171,650 2,960,175

- 894,468 2,294,055

- - 3,732,390

- - 224,920

- - 3,149,697

- - 74,305

- 340,000 437,162

- 433.092 441.111

80 1.839.210 13,313.815

2.634.090 (363.169) 251.344

- 679,246 3,258,246

(2.519.000) (60.804) 258.246)

(2.519.000) 618.442 -
115,090 255,273 251,344
80.097 629.777 998.029

3 195,187 $ 885.050 3 1,249.373

See Accompanying Independent Auditor's Report and Notes to the Financial Statements. 15



CITY OF TUSKEGEE, ALABAMA
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL
FUNDS TO THE STATEMENT OF ACTIVITIES
For the year ended September 30, 2018

Amounts reported for governmental activities in the statement of activities (page 12) are
different because:

Net change in fund balances - total governmental funds (page 15) $ 251,344

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

statement of activities, the cost of these assets is allocated over their estimated

useful lives and reported as depreciation expense. This is the amount by which

capital outlays exceeded depreciation expense in the current period. 81,319

The issuance of long-term debt (e.g., bonds, leases) provides current financial

resources to governmental funds, while the repayment of the principal of long-

term debt consumes the current financial resources of governmental funds.

Neither transaction, however, has any effect on net position. Also, governmental

funds report the effect of issuance costs, premiums, discounts, and similar items

when debt is first issued, whereas these amounts are deferred and amortized in

the statement of activities. This amount is the net effect of these differences in

the treatment of long-term debt and related items. 437,161

Certain items reported as expenditures in governmental funds are allocable
to future accounting periods and therefore are not reported as expenses in
the Statement of Activities. These items include:
Current year decrease in pension expense 43,205

Compensated absences reported in the Statement of Activities do not
require the use of current financial resources, and therefore, are not

reported as expenditures in the governmental funds. 120.026
Change in net position of governmental activities (page 12) $ 933055

See Accompanying Independent Auditor's Report and Notes to the Financial Statements. 16



CITY OF TUSKEGEE, ALABAMA
GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE - BUDGET AND ACTUAL
For the year ended September 30, 2018

Variance With
Final Budget-
Budget Actual Positive
Original Final Amounts (Negative)
REVENUES
Taxes § 3,748,000 $ 3,748,000 $ 3,699,643 $ (48,357)
Licenses and permits 621,000 621,000 548,988 (72,012)
Intergovernmental 303,000 303,000 344,000 41,000
Charges for services 1,257,425 1,257,425 1,138,482 (118,943)
Fines and forfeitures 250,600 250,600 145,409 (105,191)
Interest - - 273 273
Miscellaneous 168.850 168.850 215.877 47.027
Total revenues 6.348 875 6.348.875 6.092.672 (256.203)
EXPENDITURES
General government 2,799,277 2,799,277 2,788,445 10,832
Public works 1,867,061 1,867,061 1,399,587 467,474
Public safety 3,621,666 3,621,666 3,732,390 (110,724)
Culture and recreation 223,425 223,425 224,920 (1,495)
Debt service:
Principal - - 97,162 (97,162)
Interest - - 8.019 (8.019)
Total expenditures 8,511,429 8,511,429 8,250,523 260,906
Excess revenues under expenditures (2,162,554) (2,162,554) (2,157,851) 4,703
OTHER FINANCING SOURCES (USES)
Transfers in 2,754,000 2,754,000 2,579,000 (175,000)
Transfers out - - (678.442) 678.442
Total other financing sources (uses) 2.754.000 2.754.000 1.900.558 (853.442)
Net change in fund balance 591,446 591,446 (257,293) (848,739)
Fund balance (deficit) - beginning - - 343,483 343 483
Fund balance (deficit) - ending § 591446 $ 591446 b 86.190 S (505.256)
See Accompanying Independent Auditor's Report and Notes to the Financial Statements. 3



CITY OF TUSKEGEE, ALABAMA
HEAD START

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE - BUDGET AND ACTUAL
(Contract Period November 1, 2017 - October 31, 2018

REVENUES
Intergovernmental
Donated services and space

Total revenues

EXPENDITURES
Education
Personnel
Fringe
Travel
Supplies
Contractual
Other
Grantee's share

Total expenditures

Net change in fund balance

See Accompanying Independent Auditor's Report and Notes to the Financial Statements.

For the year ended September 30, 2018

Budgetary Variance With
Final Budget-
Original Final PY Actual Positive
Budget Budget Actual Amounts (Negative)
5 2470333 2,470,333 2,862,899 ¥ 2,873,189 $ 402,856
. - 438 568 483 558 483 558
2470333 2470333 3.301.467 3.356.747 886.414
1,398,605 1,398,605 1,485,927 1,306,796 (91,809)
383,420 383,420 326,582 326,582 (56,838)
51,996 51,996 210.084 119,329 67,333
87,839 87,839 91,177 86,290 (1,549)
548 473 548,473 749,129 1,034,192 485,719
- - 438,568 483,558 483.558
2470333 2470333 3.301.467 3.356.747 -
§ 4 . = 5 ] % =
18



REVENUES
Intergovernmental
Donated services and space

Total revenues

EXPENDITURES
Education
Personnel
Fringe
Travel
Supplies
Contractual
Other
Grantee's share

Total expenditures

Net change in fund balance

See Accompanying Independent Auditor's Report and Notes to the Financial Statements,

CITY OF TUSKEGEE, ALABAMA

HEAD START
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE - BUDGET AND ACTUAL

For the year ended September 30, 2017

(Contract Period November 1, 2015 - October 31, 2016

Budgetary Variance With
Basis Final Budget-
Original Final PY Actual Positive
Budget Budget Actual Amounts (Negative)
$ 2,299,707 § 2,716,975 $ 2,053,009 § 2716974 b (1)
574927 574927 415.846 435287 (139.640)
2874634 3,291.902 2.468.855 3.152.261 (139.641)
1,528,454 1,528,454 1,203,439 1,506,286 (22,168)
315,662 315,662 288,184 378,665 63,003
14,850 14,850 15,402 21,962 7,112
39,475 39,475 43,622 77.468 37,993
34,800 34,800 35,203 39,561 4,761
366,466 783,734 464,159 693,032 (90,702)
574927 574927 415846 435287 (139.640)
2.874.634 3.291.902 2,468 855 3.152.261 (139.641)
$ - ] = 3 - p = ) -
19



CITY OF TUSKEGEE, ALABAMA
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Tuskegee, Alabama (the “City”), was incorporated in 1843. The City operates under
a Council-Manager form of government lead by a four-member Council, a Mayor and an
appointed City Manager. The council-manager form is the system of local government that
combines the political leadership of elected officials in the form of a council and mayor, with the
managerial experience of an appointed local government manager. The form establishes a
representative system where all power is concentrated in the elected council and where the
council hires a professionally trained manager to oversee the delivery of public services.

The City's major operations include police and fire protection, parks, library and recreation,
public works and general administrative services. In addition, the City owns and operates a water
and sewer system.

The financial statements of the City have been prepared in accordance with generally accepted
accounting principles (GAAP) in the United States of America. The Governmental Accounting
Standards Board (GASB) is responsible for establishing GAAP for state and local governments
through its pronouncements (Statements and Interpretations). The more significant accounting
policies established in GAAP and used by the City are discussed below.

Reporting Entity

The concept underlying the definition of the financial reporting entity is that elected officials are
accountable to their constituents for their actions. Because one of the objectives of financial
reporting is to provide users of financial statements with a basis for assessing the accountability
of those elected officials, the definition of the financial reporting entity should be based on
accountability.

The financial reporting entity consists of (a) the primary government, (b) organizations for which
the primary government is financially accountable, and (c) other organizations for which the
nature and significance of their relationship with the primary government are such that exclusion
would cause the reporting entity's financial statements to be misleading or incomplete. The
nucleus of a financial reporting entity usually is a primary government.

A primary government is financially accountable for agencies that make up its legal entity. It is
also financially accountable for a legally separate agency, component unit, if its officials appoint
a voting majority of that agency’s governing body and it is able to impose its will on that agency
or there is a potential for the agency to provide specific financial benefits to, or to impose
specific financial burdens on, the primary government.

The City has no component units that are required to be reported in these financial statements.

20



CITY OF TUSKEGEE, ALABAMA
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

Related Organization

The Utility Board of the City of Tuskegee (UBT) is a related organization to which the City
appoints a voting majority of board members but for which the City has no significant financial
accountability. For the year 2018, three (3) of the five (5) board members are elected governing
officials of the City (Mayor and 2 Councilors) and the remaining members are elected at large.
All transactions with UBT are conducted in the ordinary course of business. Further financial
information is available from UBT at P.O. Box 831050, 101 Fonville Street, Tuskegee, AL

36083.

Basic Financial Statements - Government-Wide Financial Statements

The City's basic financial statements include both government-wide (reporting the City as a
whole) and fund financial statements (reporting the City's major funds). Both the government-
wide and fund financial statements categorize primary activities as either governmental or
business type. The City’s police and fire protection, parks, library and recreation, public works,
and general administrative services are classified as governmental activities.

In the government-wide Statement of Net Position, governmental activities are reported on a full
accrual, economic resource basis, which recognizes all long-term assets and receivables as well
as long-term debt and obligations.

The government-wide Statement of Activities reports both the gross and net cost of each of the
City's functions (police, fire, parks, library and recreation, public works, and general
administrative services). The functions are also supported by general government revenues
(property, sales and use taxes, certain intergovernmental revenues, etc.). The Statement of
Activities reduces gross expenses (including depreciation) by related program revenues,
operating and capital grants. Program revenues must be directly associated with the function
(police and fire protection, parks and recreation, public works, and general administrative
services). Operating grants include operating-specific and discretionary grants while the capital
grants column reports capital-specific grants.

The net costs (by function) are normally covered by general revenue (property, sales or gas taxes,
intergovernmental revenues, interest income, etc).

The City does not allocate indirect costs. An administrative service fee is not charged by the
General Fund to the other operating funds to recover the direct costs of General Fund services
provided (finance, personnel, purchasing, legal, technology management, etc.).

This government-wide focus is more on the sustainability of the City as an entity and the change
in the City's net position resulting from the current year's activities.
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Basic Financial Statements - Fund Financial Statements

The financial transactions of the City are reported in individual funds in the fund financial
statements. Each fund is accounted for by providing a separate set of self-balancing accounts that
comprises its assets, deferred outflows of resources, liabilities, deferred inflows of resources,
fund equity, revenues and expenditures/expenses.

The emphasis in fund financial statements is on the major funds. Nonmajor funds by category are
summarized into a single column. GASBS No. 34 sets forth minimum criteria (percentage of the
assets and deferred outflows of resources, liabilities and deferred inflows of resources, revenues
or expenditures/expenses of either fund category or the govemmental and enterprise combined)
for the determination of major funds. The City may electively add funds, as major funds, which
either has debt outstanding or specific community focus. The nonmajor funds are combined in a
column in the fund financial statements.

Governmental Funds:

The focus of the governmental funds' measurement (in the fund statements) is upon
determination of financial position and changes in financial position (sources, uses, and balances
of financial resources) rather than upon net income. The City reports these major governmental

funds:

General Fund — This is the City’s primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in another

fund.
Head Start — This fund accounts for the activities of the City’s Head Start Program.

Occupational Tax — This fund accounts for tax revenue generated by a locally imposed tax
used to fund debt service and general government operations.

The activities reported in these funds are reported as governmental activities in the government-
wide financial statements.

Measurement Focus. Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when eamed and
expenses are recorded when a liability is incurred, regardless of the timing of related cash flows.
Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period, considered to be sixty days.
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Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related to compensated absences and
claims and judgments, are recorded only when payment is due.

Property taxes are recognized as revenues in the year for which they are levied. Grants and
similar items are recognized as revenue as soon as all eligibility requirements imposed by the
grantor have been met. Property taxes, franchise taxes, licenses, and interest associated with the
current fiscal period are all considered to be susceptible to accrual and so have been recognized
as revenues of the current fiscal period. All other revenue items are considered to be measurable
and available only when cash is received by the City.

Financial Statement Amounts

Cash and Cash Equivalents
Cash and cash equivalents are considered to be cash on hand, demand deposits and short-term

investments with original maturities of three months or less from the date of acquisition.

Investments
The City’s investments are limited to money market funds. These investments are reported at

amortized cost, which approximates fair value.

Receivables and Due from Other Governments
The City considers all governmental fund receivables at year end to be collectible and as such, no

allowance for doubtful accounts is recorded.

Inventories
Purchases of inventories for governmental funds are reported as expenditures in the period
purchased. Inventories for governmental funds are not deemed material and are not reported on

the balance sheet.

Interfund Loans and Transfers

Activities between funds that are representative of lending/borrowing arrangements outstanding
at the end of the fiscal year are referred to as either “due to/from other funds” (i.e., the current
portion of inter-fund loans) or “advances to/from other funds” (i.e., the non-current portion of
inter-fund loans). All other outstanding balances between funds are reported as “due to/from

other funds.”

Restricted Cash and Cash Equivalents

The assets restricted by bond agreement as shown in the Statement of Net Position are to be used
strictly to retire the long-term debt. The assets were accumulated according to the bond indenture
of the various issues. It is the City’s policy to use restricted assets before unrestricted assets when

both are available to fund specific expenditures.

23



CITY OF TUSKEGEE, ALABAMA
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads,
bridges, sidewalks, and similar items), are reported in the governmental activities column in the
government-wide financial statements. Capital assets are defined by the City as assets with an
initial, individual cost of more than $5,000 and capital assets with an estimated useful life in
excess of two years. Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair value at the date
of donation, The City does not report infrastructure acquired prior to October 1, 1999.

Property, plant and equipment are depreciated using the straight-line method over the following
estimated useful lives:

Buildings 30-50 years

Improvements 15-30 years

Furniture and office equipment 5-15 years

Vehicles and equipment 5-10 years

Heavy equipment 5-10 years

Infrastructure 30-50 years
Compensated Absences

The City allows employees to accumulate vacation and sick leave up to certain limits for use in
subsequent periods. Upon termination of employment, an employee receives payment of
accumulated vacation hours up to certain limits at current wage rates. The liability for
compensated absences reported in the government-wide statements consists of unpaid,
accumulated annual leave balances.

Long-term Debt

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the statement of net position. Bond premiums, discounts and bond
insurance are deferred and amortized over the life of the bonds using the straight-line method.
Bonds payable are reported net of the applicable bond premium or discount.

In the fund financial statements, bond premiums and discounts, as well as bond issuance costs,
are recognized during the current period. The face amount of debt issued is reported as other
financing sources. Premiums received on debt issuances are reported as other financing sources
while discounts on debt issuances are reported as other financing uses. Issuance costs, whether or
not withheld from the actual debt proceeds received, are reported as debt service expenditures.
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Deferred Outflows/Inflows of Resources

In addition to assets, the statement of net position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows of
resources, represents a consumption of net position that applies to a future period and so will not
be recognized as an outflow of resources (expense/expenditure) until then. The City has one item
reported in this category, deferred outflows related to pension. A deferred outflow related to
pension results from pension contributions related to normal and accrued employer liability (net
of any refunds or error service payments) subsequent to the measurement date, in accordance
with the implementation of GASB Statement No, 71.

In addition to liabilities, the statement of net position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element, deferred inflows of
resources, represents an acquisition of net position that applies to a future period and so will not
be recognized as an inflow of resources (revenue) until that time. The City has two items that
qualify for reporting in this category deferred inflows related to pension, and uneamned property
taxes. A deferred inflow related to pension results from the net difference between projected and
actual earnings on plan investments, in accordance with the implementation of GASB Statement
No. 71, and is amortized over five years beginning with the year in which the difference
occurred,

Net Position/Fund Equity
Net positions are reported on the government-wide financial statements and are required to be

classified for accounting and reporting purposes into the following net position categories:

Net Investment in Capital Assets — Capital assets, net of accumulated depreciation and
outstanding principal balances of debt attributable to the acquisition, construction, or
improvement of those assets. Any significant unspent proceeds at year-end related to capital
assets are reported as restricted funds.

Restricted — Constraints imposed on net position by external creditors, grantors, contributors,
laws or regulations of other governments, or law through constitutional provision or enabling
legislation.

Unrestricted — Net position that is not subject to externally imposed stipulations. Unrestricted
net position may be designated for specific purposes by action of the City Council.

Fund equity is reported in the fund financial statements in two major categories: nonspendable
and spendable. Nonspendable fund balances are balances that cannot be spent because they are
not expected to be converted to cash or they are legally or contractually required to remain intact.

In addition to the nonspendable fund balance, spendable fund balances, are reported based on a
hierarchy of spending constraints:
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Restricted — Fund balances that are constrained by external parties, constitutional provisions
or enabling legislation. The City’s restricted fund balance primanly includes money market
funds restricted for debt service.

Committed — Fund balances that contain self-imposed constraints of the govemment from its
highest level of decision making authority. The City has no fund balances classified as

committed,

Assigned — Fund balances that contain self-imposed constraints of the government to be used
for a particular purpose.

Unassigned — Fund balances of the General Fund that are not constrained for any particular
purpose.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use
restricted resources first, then unrestricted resources as needed to fund specific expenditures.

Donated Services and Space

Significant services, materials and facilities are donated to the City’s Head Start program by
various individuals and organizations. Donated materials, professional services and facilities
were recorded at fair market value at the date of donation, and have been included in revenue and

expenditures for the year.

Property Tax Calendar

In Alabama, City property taxes are levied by the County Commission at its first regular meeting
in February of each year based on the property on record as of the preceding October 1. The
taxes are due the following October 1 and delinquent after December 31st. In accordance with
the non- exchange transaction provision of GASB Statement No. 33, taxes levied in fiscal year
2018 for the 2018 budget year have been recorded as a receivable and deferred inflows of
resources. Accounts receivable are carried at their estimated collectible amounts. They are
periodically evaluated for collectibility based on past credit history.

Management Estimates and Assumptions

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America (GAAP) requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could vary from those estimates.
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Impact of Recently Issued Accounting Pronouncements

Recently Issued and Adopted
In fiscal year 2018, the City adopted two new statements of financial accounting standards issued

by the GASB:

In March 2017, GASB issued Statement No. 85, Omnibus 2017. Statement No. 85 addresses a
variety of topics including issues related to blending component units, goodwill, fair value
measurement and application, and postemployment benefits (pensions and other postemployment
benefits (OPEB)).

In May 2017, the GASB issued Statement No. 86, Certain Debt Extinguishment Issues,
Statement No. 86 provides guidance for transactions in which cash and other monetary assets
acquired with only existing resources--resources other than the proceeds of refunding debt--are
placed in an irrevocable trust for the sole purpose of extinguishing debt. This Statement also
improves accounting and financial reporting for prepaid insurance on debt that is extinguished
and notes to financial statements for debt that is defeased in substance.

Future Accounting Pronouncements

In November 2016, GASB issued Statement No. 83, Certain Asset Retirement Obligations. This
statement addresses accounting and financial reporting for certain asset retirement obligations
(AROs), An ARO is a legally enforceable liability associated with the retirement of a tangible
capital asset. This statement is effective for reporting periods beginning after June 15, 2018. The
City is evaluating the impact, if any, upon its financial position, results of operations or cash

flows upon adoption.

In January 2017, the GASB issued Statement No. 84, Fiduciary Activities. This statement will
improve guidance regarding the identification of fiduciary activities for accounting and financial
reporting purposes and how those activities should be reported. The requirements of this
statement are effective for reporting periods beginning after December 15, 2018. The City is
evaluating the impact, if any, upon its financial position, results of operations or cash flows upon
adoption.

In March 2018, the GASB issued Statement No. 88, Certain Disclosures Related to Debt,
including Direct Borrowing and Direct Placements. This statement will improve the information
that is disclosed in notes to government financial statements related to debt, including direct
borrowings and direct placements. It also clarifies which liabilities governments should include
when disclosing information related to debt. The requirements of this statement are effective for
financial statements for periods beginning after June 15, 2018. The City is evaluating the impact,
if any, upon its financial position, results of operations or cash flows upon adoption.
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NOTE 2 - RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

Explanation of certain differences between the governmental fund balance sheet and the
government-wide statement of net position

The governmental fund balance sheet includes a reconciliation between "total fund balance-
governmental funds" and "net position-governmental activities” as reported in the government-
wide statement of net position. One element of that reconciliation explains that "capital assets
used in governmental activities are not financial resources and, therefore, are not reported in the
funds." The details of this $6,329,526 are as follows:

Land $ 702,625
Buildings and improvements 7,755,050
Furniture, equipment and vehicles 4,113,935
Infrastructure 2,643,123
Less:

Accumulated depreciation - buildings and improvements (3,022,488)

Accumulated depreciation - furniture, equipment, and (3,523,681)
vehicle

Accumulated depreciation - infrastructure (2.339.038)
Net adjustment to increase total fund balance-governmental

funds to arrive at net position - governmental activities $ 6.329.526

Another element of that reconciliation explains that "long-term liabilities, including bonds
payable, are not due and payable in the current period and therefore are not reported in the
funds." The details of this $10,674,789 difference are as follows:

Bonds payable $ 9,898,323
Notes payable 71,089
Capital leases 112,594
Accrued interest payable 122,135
Compensated absences 470.648
Net adjustment to reduce total fund balance-governmental

funds to arrive at net position - governmental activities $10.674.789

Explanation of certain differences between the governmental fund statement of revenues
expenditures, and changes in fund balances and the government-wide statement of

activities

The governmental fund statement of revenues, expenditures, and changes in fund balances
includes a reconciliation between net changes in fund balances - total governmental funds and
changes in net position of governmental activities as reported in the government-wide statement
of activities. An element of that reconciliation states that "the issuance of long-term debt (e.g.
bonds, leases) provides current financial resources to governmental funds, while the repayment
of the principal of long-term debt consumes the current financial resources of governmental

funds." The details of this $437,161 difference are as follows:
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Principal repayments:
Bonds payable $340,000
Notes payable 71,095
Capital leases 26.066
Net adjustment to reduce total fund balance-governmental
funds to arrive at net position - governmental activities $437.161

NOTE 3 - DEPOSITS AND INVESTMENTS

The City has elected to place its cash and cash equivalents in demand deposits, savings and
certificates of deposit accounts. Demand and time deposits are fully insured and collateralized by
the Federal Deposit Insurance Corporation (FDIC) and the Security for Alabama Funds
Enhancement (“SAFE”) Program operated by the office of the Treasurer of the State of Alabama
as authorized by Section 41-14A of the Code of Alabama 1975, as amended. The City maintains
deposits only with “Qualified Public Depositories” as defined by Section 41-14A2 Code of
Alabama 1975. In the event of default by a “Qualified Public Depository”, public deposits in
excess of FDIC insurance limits will be repaid by liquidating collateral pledged to the SAFE
Program by the bank in default. The liability for any remaining public deposits will be shared by
all other “Qualified Public Depositories™ participating in the SAFE Program.

Money Market Accounts - Restricted

In accordance with provisions of bond issues, the City maintains money market accounts which
are restricted for debt service. Total funds invested in money market accounts at September 30,

2018 are $599,523,
Custodial Risk

The custodial risk for deposits with financial institutions is the risk that in the event of a bank's
failure, the City's deposits may not be retumed to it. Making deposits with Qualified Public

Depositories mitigates the City's risk.

The custodial risk for investments is the risk that, in the event of the failure of the counterparty to
the investment, the City will not be able to recover the value of its investments that are in

possession of an outside party.
NOTE 4 - RECEIVABLES

At September 30, 2018, receivables of $181,807 were comprised primarily funds due from the
settlement of franchise fee litigation.
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NOTE 5 - DUE FROM OTHER GOVERNMENTS

Balances due from other governments as of September 30, 2018, are as follows:

General
Fund
Due from:
Utility Board of Tuskegee § 63,263
Macon County 373,207
Grantors 138.354
$ 574824
NOTE 6 — INTERFUND ACTIVITY
The composition of interfund balances as of September 30, 2018, is as follows:
Due to/from other funds
Receivable Fund Payable Fund
General Fund Total Other Governmental Funds $17.862
Total $17.862

The outstanding balance between funds result mainly from the time lag between the dates that (1)
interfund goods and services are provided or reimbursable expenditures occur, (2) transactions
are recorded in the accounting system, and (3) payments between funds are made.

Interfund transfers are generally used to meet cash demands necessary to pay operating expenses.
The composition of interfund transfers at September 30, 2018, is as follows:

Transfers Transfers
Interfund Transfers In Out Net
General Fund $ 2,519,000 $ (678,442) $ 1,840,558
Occupational Tax Fund - (2,519,000) (2.519,000)
Other Governmental Funds 739.246 (60.804) 678.442

$ 3.258.246 $(3.258.246) S -
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NOTE 7 - CAPITAL ASSETS

Capital asset activity for the year ended September 30, 2018, was as follows:

Balance Balance
10/1/17 Increases Decreases 9/30/18
GOVERNMENTAL ACTIVITIES
Capital assets, not being depreciated:
Land $ 702625 $ - 5 -~ § 702625
Capital assets, being depreciated:
Buildings $ 5,461,006 by - b - § 5,461,006
Improvements 2,294,044 - - 2.294,044
Vehicles and equipment 2,116,069 407,823 - 2,523,892
Furniture and office equipment 201,072 - - 201,072
Heavy equipment 1,388,971 - B 1,388,971
Infrastructure 2 123 - - 2643.123
Total capital assets, being depreciated 14,104,285 407,823 - 14.512.108
Less accumulated depreciation for:
Buildings 1,421,649 31,451 - 1,453,100
Improvements 1,459,156 110,232 . 1,569,388
Vehicles and equipment 1,886,865 135,819 - 2,022,684
Fumiture and office equipment 134,553 13,275 - 147,828
Heavy equipment 1,326,738 26,431 - 1,353,169
Infrastructure 2,329.742 9.296 - 2.339.038
Total accumulated depreciation 8.558.703 326.504 - 8 885207
Total capital assets, being depreciated, net 545582 s 81319 - S 3 5626901
Depreciation expense was charged to functions of governmental activities as follows:
General government $§ 167,115
Public safety 114,692
Public works 28,722
Education 6,824
Culture and recreation 9.151
Total depreciation expense - governmental S 326504
activities

NOTE 8 - ACCRUED PAYROLL AND PAYROLL LIABILITIES

At September 30, 2018, accrued payroll and payroll liabilities are comprise of the following:

Salaries payable $ 193,549
Federal withholding taxes payable 987
Miscellaneous payable 44840
Total accrued payroll and payroll liabilities $ 239376
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NOTE 9 - LONG-TERM DEBT

Long-term debt activity for the year ended September 30, 2018, was as follows:

Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Governmental Activities:

General obligation warrants  § 10,355,000 § - § (340,000) § 10,015,000 $ 350,000
Bond discounts (116,675) - - (116,675) -

Notes payable 143,184 - (72,095) 71,089 71,089
Capital leases 90,300 - (26,066) 64,234 26,679
Compensated absences 514,924 48.661 - 563.585 92937

$ 10.986,733 $ 48661 $_(438,161) $.10,597.233 s 340,705

Debt service requirements on long-term debt at September 30, 2018, is as follows:

Governmental Activities
General Obligation Warrants
Fiscal Year Ending
September 30, Principal Interest

2019 $ 350,000 S 421,724
2020 365,000 409,631
2021 380,000 397,011
2022 385,000 383,816
2023 505,000 366,838
2024-2028 2,755,000 1,484,557
2029-2033 2,985,000 884,863
2034-2037 _2.290,000 206.735

$10.015.000 S 4555175

2007 General Obligation Warrants

On or about February 1, 2007, the City issued $8,220,000 of General Obligation Warrants Series
2007 bonds. The proceeds were used to retire all outstanding long-term debt of the City and fund
certain capital improvements. The warrants mature at various times throughout the life of the
bonds and pay interest at rates ranging from 4.00% to 4.70%.

The City has pledged a portion of future occupational tax revenues to repay $8,220,000 of
General Obligation Warrant Series 2007 bonds. The bonds are payable solely from the
occupational tax revenues, Occupational tax revenues were projected to produce in excess of
100% of the debt service requirements over the life of the bonds. Total principal and interest
remaining on the bonds is $10,457,284 payable through January 2037. For the current year,
principal and interest paid and total occupational tax revenues were $470,499 and $2,608,015,

respectively.
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2013 Limited Obligation Gas Tax Warrants

On or about January 24, 2013, the City issued $1,185,000 of Limited Obligation Gas Tax
Warrants Series 2013 bonds. The proceeds were used to retire the Limited Obligation Gas Tax
Warrants Series 2007 bonds and fund certain street improvements. The warrants mature at
various times throughout the life of the bonds and pay interest at rates ranging from 1.00% to
2.65%.

The City has pledged a portion of future gas tax revenues to repay $1,185,000 of Limited
Obligation Gas Tax Warrants Series 2013 bonds. The bonds are payable solely from gas tax
revenues. Gas tax revenues were projected to produce in excess of 100% of the debt service
requirements over the life of the bonds. Total principal and interest remaining on the bonds is
$885,658 payable through September 2027. For the current year, principal and interest paid and
total gas tax revenues were $98,830 and $134,688, respectively.

2013 Tuskegee - UBT Cooperative District Revenue Bonds

On or about November 27, 2013, the City issued $2,790,000 of 2013 Tuskegee - UBT
Cooperative District Revenue bonds. The proceeds were used to retire a debt owed to the IRS
and make certain capital improvements. The warrants mature at various times throughout the life
of the bonds and pay interest at rates ranging from 3.00% to 4.40%.

The City has pledged a portion of future special gas tax revenues, special lodging tax revenues
and special sales tax revenues to repay $2,790,000 of bonds. The bonds are payable solely from
special gas tax revenues, special lodging tax revenues and special sales tax revenues. These
revenues were projected to produce in excess of 100% of the debt service requirements over the
life of the bonds. Total principal and interest remaining on the bonds is $3,227,233 payable
through September 2027. For the current year, principal and interest paid and total special tax
revenues were $203,795 and $154,088, respectively.

Governmental Activities
Notes Payable
Fiscal Year Ending September 30, Principal Interest
2019 $ 71,089 $ 4,092

Note Pavable — Kansas State Bank

In September 2015, the City entered into an agreement to purchase a garbage truck in the amount
of $168,489. Payments are made in monthly installments of $3,064 with an annual interest rate of

3.610%, maturing August 2019. Note is secured by equipment.
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Note Payable - BB&T Governmental Finance

In September 2015, the City entered into an agreement to purchase police vehicles in the amount
of $182,300. Payments are made in monthly installments of $3,201 with an annual interest rate of
2.07%, maturing August 2019. Note is secured by vehicles.

Capital Lease Obligation — Police Headquarters Building

In June 2009, the City entered into an agreement to purchase land and building to serve
as headquarters for the City’s police department in the amount of $232,000. Payments are made
in monthly installments of $2,500 with an annual interest rate of 6.25%.

Governmental Activities
Capital Lease Obligation
Fiscal Year Ending September 30, Principal Interest
2019 $ 26,679 $ 3,321
2020 28,395 1,605
2021 10.160 4.092
$§ 65234 S 9018

Other Long-Term Debt

Compensated absences are generally liquidated by the City’s general fund.

Operating 1 eases
The City is a party to multiple leases for buildings and equipment used in their Head Start

program, all of which are classified as operating leases. Total rent for these leases totaled
$69,096 for the fiscal year ended September 30, 2018.

Future minimum lease payments under non-cancelable operating leases with initial or remaining
terms of one year or more are as follows for the fiscal years ending September 30:

2019 $56,668
2020 $35,098
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NOTE 10 —- EMPLOYEE RETIREMENT PLAN

Summary of Significant Accounting Policies for the Pension Plan

Pensions. The Employees’ Retirement System of Alabama (the “Plan”) financial statements are
prepared using the economic resources measurement focus and accrual basis of accounting.
Contributions are recognized as revenues when eamed, pursuant to the plan requirements.
Benefits and refunds are recognized when due and payable in accordance with the terms of the
Plan. Expenses are recognized when the corresponding liability is incurred regardless of when
the payment is made. Investments are reported at fair value. Financial statements are prepared in
accordance with requirements of the GASB. Under these requirements, the Plan is considered a
component unit of the State of Alabama and is included in the State’s Comprehensive Annual

Financial Report.
General Information about the Pension Plan

Plan description. The Employees’ Retirement System of Alabama (“ERS”), an agent multiple-
employer plan, was established October 1, 1945 under the provisions of Act 515 of the
Legislature of 1945 for the purpose of providing retirement allowances and other specified
benefits for state employees, State Police, and on an elective basis, to all cities, counties, towns
and quasi-public organizations. The responsibility for the general administration and operating of
ERS is vested in its Board of Control. The ERS Board of Control consists of 13 trustees. The
Plan is administered by the Retirement Systems of Alabama (“RSA”). Title 36-Chapter 27 of the
Code of Alabama grants the authority to establish and amend the benefit terms to the ERS Board
of Control. The Plan issues a publicly available financial report that can be obtained at www.rsa-

al.gov.

The ERS Board of Control consists of 13 trustees as follows:

. The Governor, ex officio.

. The State Treasurer, ex officio.

The State Personnel Director, ex officio.

. The State Director of Finance, ex officio.

Three vested members of ERS appointed by the Governor for a term of four years, no two
of whom are from the same department of state government nor from any department of
which an ex officio trustee is the head.

6. Six members of ERS who are clected by members from the same category of ERS for a
term of four years as follows:

a. Two retired members with one from the ranks of retired state employees and one from
the ranks of retired employees of a city, county or a public agency each of whom is an
active beneficiary of ERS.

b. Two vested active state employees.

c. Two vested active employees of an employer participating in ERS pursuant to the Code
of Alabama 1975, §36-27-6.

R
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NOTE 10 - EMPLOYEE RETIREMENT PLAN (CONT'D)

Benefits provided. State law establishes retirement benefits as well as death and disability
benefits and any ad hoc increase in postretirement benefits for the ERS. Benefits for ERS
members vest after 10 years of creditable service. State employees who retire after age 60 (52 for
State Police) with 10 years or more of creditable service or with 25 years of service (regardless of
age) are entitled to an annual retirement benefit, payable monthly for life. Local employees who
retire after age 60 with 10 years or more of creditable service or with 25 or 30 years of service
(regardless of age), depending on the particular entity’s election, are entitled to an annual
retirement benefit, payable monthly for life. Service and disability retirement benefits are based
on a guaranteed minimum or a formula method, with the member receiving payment under the
method that yields the highest monthly benefit. Under the formula method, members of the ERS
(except State Police) are allowed 2.0125% of their average final compensation (highest 3 of the
last 10 years) for each year of service. State Police are allowed 2.875% for each year of State
Police service in computing the formula method.

Act 377 of the Legislature of 2012 established a new tier of benefits (Tier 2) for members hired
on or after January 1, 2013. Tier 2 ERS members are eligible for retirement after age 62 (56 for
State Police) with 10 years or more of creditable service and are entifled to an annual retirement
benefit, payable monthly for life. Service and disability retirement benefits are based on a
guaranteed minimum or a formula method, with the member receiving payment under the
method that yields the highest monthly benefit. Under the formula method, Tier 2 members of
the ERS (except State Police) are allowed 1.65% of their average final compensation (highest 5
of the last 10 years) for each year of service. State Police are allowed 2.375% for each year of
State Police service in computing the formula method.

Members are eligible for disability retirement if they have 10 years of credible service, are
currently in-service, and determined by the RSA Medical Board to be permanently incapacitated
from further performance of duty. Preretirement death benefits are calculated and paid to the
beneficiary on the member’s age, service credit, employment status and eligibility for retirement.

The ERS services approximately 909 local participating employers. These participating
employers include 287 cities, 65 counties, and 494 other public entities. The ERS membership
includes approximately 88,517 participants.

As of the September 30, 2017 measurement date, the City's membership consisted of:

Retirees and beneficiaries currently receiving benefits 91
Vested inactive employees 2
Non-vested inactive employees 15
Post-drop Retired Members Still- Active 1
Active members _154

263
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Contributions. Covered members of the ERS contributed 5% of eamnable compensation to the
ERS as required by statute until September 30, 2011. From October 1, 2011 to September 30,
2012, covered members of the ERS were required by a statute to contribute 7.25% of earnable
compensation. Effective October 1, 2012, covered members of the ERS are required by statute to
contribute 7.50% of earnable compensation. Certified law enforcement, correctional officers, and
firefighters of the ERS contributed 6% of earnable compensation as required by statute until
September 30, 2011. From October 1, 2011 to September 30, 2012, certified law enforcement,
correctional officers, and firefighters of the ERS were required by statute to contribute 8.25% of
earnable compensation. Effective October 1, 2012, certified law enforcement, correctional
officers, and firefighters of the ERS are required by statute to contribute 8.50% of earnable
compensation. State Police of the ERS contribute 10% of earable compensation. ERS local
participating employers are not required by statute to increase contribution rates for their

members.

Tier 2 covered members of the ERS contribute 6% of eamable compensation to the ERS as
required by statute. Tier 2 certified law enforcement, correctional officers, and firefighters of the
ERS are required by statute to contribute 7% of earnable compensation. Tier 2 State Police
members of the ERS contribute 10% of eamable compensation. These contributions rates are the
same for Tier 2 covered members of ERS local participating employers.

The ERS establishes rates based upon an actuarially determined rate recommended by an
independent actuary. The actuarially determined rate is the estimated amount necessary to
finance the costs of benefits earned by employees during the year, with additional amounts to
finance any unfunded accrued liability, the pre-retirement death benefit and administrative
expenses of the Plan. For the year ended September 30, 2018, the City’s active employee
contribution rate was 5% of covered employee payroll for normal Tier 1 employees and 6% of
covered employee payroll for normal Tier 2 employees.

The City’s contractually required contribution rate for the year ended September 30, 2018, was
0.35% of pensionable pay for Tier 1 employees, and 0.35% of pensionable pay for Tier 2

employees.

These required contribution rates are based upon the actuarial valuation dated September 30,
2015, a percent of annual pensionable payroll, and actuarially determined as an amount that,
when combined with member contributions, is expected to finance the costs of benefits eamed by
members during the year, with an additional amount to finance any unfunded accrued liability.
Total employer contributions to the pension plan from the City were $12,386, for the year ended
September 30, 2018.

Net Pension Liability

The City’s net pension liability was measured as of September 30, 2017, and the total pension
liability used to calculate the net pension liability was determined by an actuarial valuation as
September 30, 2016, rolled forward to September 30, 2017, using standard roll-forward
techniques as shown in the following table:
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Expected Actual

Total Pension Liability

As of September 30, 2016 (a) $ 20,747,206 $ 20,075,099
Discount rate (b) 7.75% 7.75%
Entry Age Normal Cost for

October 1, 2016 - September 30, 2017 (c) 385,994 385,994
Transfers Among Employers: (d) - 513,347
Actual Benefit Payments and Refunds for

October 1, 2016 - September 30, 2017 () 11.500.066) (1.500.066)

Total Pension Liability
As of September 30, 2017 [(a) x(1+ (b)] + (c) + (d) + [(e) x (+0.5%b)] () £.21.182913 £ 20972067

Difference between Expected and Actual (g) (210,848)
Less Liability Transferred for Immediate Recognition: (h) 513,347
Experience (Gain)/Loss= (g)-(h) (724,195)

Actuarial assumptions. The total pension liability as of September 30, 2017, was determined
based on the annual actuarial funding valuation report prepared as of September 30, 2016. The
key actuarial assumptions are summarized below:

Inflation 2.75%
Salary increases 3.25% - 5.00%
Investment rate of return* 7.75%

* Net of pension plan investment expense.

Mortality rates for ERS were based on the RP-2000 Combined Mortality Table Projected with
Scale BB to 2020 with an adjustment of 125% at all ages for males and 120% for females ages
78 and older, The rates of mortality for the period after disability retirement are according to the
sex distinct RP-2000 Disability Mortality Table Projected with Scale BB to 2020 with an
adjustment of 130% at all ages for females.

The actuarial assumptions used in the actuarial valuation as of September 30, 2016, were based
on the results of an investigation of the economic and demographic experience for the ERS based
upon participant data as of September 30, 2015. The Board of Control accepted and approved
these changes in September 2016, which became effective at the beginning of fiscal year 2016.

The long-term expected rate of return on pension plan investments was determined using a log-
normal distribution analysis in which best-estimate ranges of expected future real rates of return
(expected returns, net of pension plan investment expense and inflation) are developed for each
major asset class. These ranges are combined to produce the long-term expected rate of return by
weighting the expected future real rates of return by the target asset allocation percentage and by
adding expected inflation. The target asset allocation and best estimates of geometric real rates of
return for each major asset class are as follows:
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Long-Term
Target Expected Rate
Allocation of Return
Fixed income 17.00% 4.40%
U.S. large stocks 32.00% 8.00%
U.S. mid stocks 9.00% 10.00%
U.S. small stocks 4.00% 11.00%
International developed market stocks 12.00% 9.50%
International emerging market stocks 3,00% 11.00%
Alternatives 10.00% 10.10%
Real estate 10.00% 7.50%
Cash equivalents 3.00% 1.50%

Discount rate. The discount rate used to measure the total pension liability was the long-term rate
of return, 7.75%. The projection of cash flows used to determine the discount rate assumed that
plan member contributions will be made at the current contribution rate and that the employer
contributions will be made in accordance with the funding policy adopted by the ERS Board of
Control. Based on those assumptions, components of the pension plan’s fiduciary net position
were projected to be available to make all projected future benefit payments of current plan
members. Therefore, the long-term expected rate of return on pension plan investments was
applied to all periods of projected benefit payments to determine the total pension liability.

Sensitivity of the net pension liability to changes in the discount rate. The following table
presents the City’s net pension liability calculated using the discount rate of 7.75%, 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 1-percentage point lower (6.75%) or l-percentage point higher
(8.75%) than the current rate:

1% Decrease Current Rate 1% Increase
(6.75%) (7.75%) (8.75%)
City's net pension liability (asset) $(2.353.851) $(4.535,702) $(6.387.707)

Pension plan fiduciary net position. Detailed information about the pension plan’s fiduciary net
position is available in the separately issued RSA Comprehensive Annual Report for the fiscal
year ended September 30, 2017. The supporting actuarial information is included in the GASB
Statement No. 68 Report for the ERS prepared as of September 30, 2017. The auditor’s report
dated August 31, 2018, on the Schedule of Changes in Fiduciary Net Position by Employer and
accompanying notes is also available. The additional financial and actuarial information is
available at www.rsa-al.gov.
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Pension Expense and Deferred Outflows of Resources and Deferred Inflows of Resources
Related to Pensions

For the year ended September 30, 2018, the City recognized pension income of $43,206. At
September 30, 2018, the City reported deferred outflows of resources and deferred inflows of
resources related to pensions of the following sources:

Deferred Deferred

Outflows of Inflows of

Resources Resources

Differences between expected and actual experience $§ 794,551 $ 599,334
Changes of assumptions 447,109 .

Net difference between projected and actual earnings

on pension plan investments 608,027 1,376,070
Employer contributions subsequent to the measurement date 12.386 -

Total $_1.862.073 $1.975.404

Amounts reported as deferred outflows of resources and deferred inflows of resources to
pensions will be recognized in pension expense as follows:

Deferred Deferred
Outflows of Inflows of

Resources Resources

2019 $ 682,569 $ 615,981
2020 670,184 451,384
2021 314,703 451,384
2022 194,617 356,765
2023 - 99.890
Total $ 1.862.073 $1.975.404

NOTE 11 - RISK MANAGEMENT AND LITIGATION

The City is exposed to various risks of losses related to torts; theft of, damage to, and destruction
of assets; errors and omissions; injuries to employees; and natural disasters. The City has
obtained coverage from insurance companies, effectively transferring any risk of loss above the
City’s deductible of $25,000. The City is a defendant in several litigations and claims arising in
the ordinary course of operations. In the opinion of legal counsel, the range of potential
recoveries or liabilities in excess of insurance coverage, if any is not reasonably determinable.
No accruals for loss contingency have been made in the financial statements,
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NOTE 11 - RISK MANAGEMENT AND LITIGATION (CONT'D)

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

NOTE 12 - SUBSEQUENT EVENTS

Management has evalvated subsequent events through the issuance date of these financial
statements, and no events were deemed to warrant disclosure.
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CITY OF TUSKEGEE, ALABAMA

REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF CHANGES IN NET PENSION LIABILITY

Last 4 Fiscal Years
2017 2016 2015 014
Total Pension Liability

Service cost $ 385,994 $ 459,591 $ 406,304 $ 352,012
Interest on total pension liability 1,549,781 1,472,758 1,358,615 1,315,276
Changes of benefit terms - - - 4
Differences between expected and actual experience (724,195) 497,047 977,839 -
Changes of assumptions - 670,665 . s
Benefit payments, including refunds of employee

contributions _ (1,500,066) (1,350,733) (1,281,202) (969,892)
Transfers among employers 513.347 (86.964) - -

Net change in total pension liability 224,861 1,662,364 1,461,556 697,396
Total pension liability - beginning 20.747.206 19,084 842 17.623.286 16.925.890
Total pension liability - ending (a) §20972.067 §$20747206 § 19084842 S 17.623.286
Plan Fiduciary Net Position

Contributions - employer $ - b 47,837 $ 11 iy N
Contributions - member 242,777 283,968 293,762 259,690
Net investment income 2,937,533 2,205,995 264,671 2,469,531
Benefit payments, including refunds of employee

contributions (1,500,066) (1,350,733) (1,281,202) (969,892)

Transfers among employers 513.347 (86.964) 267.821 (54.574)

Net change in plan fiduciary net position 2,193,591 1,100,103 (454,937) 1,704,755
Plan net position - beginning 23.314.178 22.214.075 22.669.012 20.964.257
Plan net position - ending (b) § 25507769 $23314.178 §22214075 § 22660012
Net Pension Liability (Asset)

Net pension liability (asset) - ending (a) - (b) § (4,535,702) § (2,566,972) § (3.,129,233) § (5,045,726)
Plan fiduciary net position as a percentage of the total
pension liability 121.63% 112.37% 116.40% 128.63%
Covered-employee payroll* 5,400,055 5482274 § 5482274 § 5,988,077
Net pension liability (asset) as a percentage of covered
-employee payroll (83.99%) (46.82%) (57.08%) (84.26%)

*Employer’s covered-payroll during the measurement period is the total payroll paid to covered employees (not just pensionable
payroll). For FY 2018, the measurement period is October 1, 2016 - September 2017.
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SCHEDULE OF EMPLOYER CONTRIBUTIONS

Last 4 Fiscal Years
2018 2017 2016 2015
Actuarially determined contribution* s - $ - $ - $ -
Contributions in relation to the actuarially determined
contribution* 12386 11,394 43.046 15977
Contribution deficiency (excess) 12,3 $ (11394 § (43.046) § __ (15977)
Covered-employee payroll** $ 5,733,047 $ 5,568,309 $ 5,400,055 $ 5482274

Contributions as a percentage of covered-employee payroll
22% 20% .80% .29%

*Amount of employer contributions related to normal and accrued liability components of employer rate net of any refunds or error
service payments, For FY 2018, the fiscal year is the twelve month period beginning 10/1/2017 and ending 9/30/2018.

**Employer’s covered-payroll during fiscal year is the total payroll paid to covered employees (not just pensionable payroll).
For FY 2018, the fiscal year is the twelve month period beginning 10/1/2017 and ending 9/30/2018.

Notes to Schedule

Actuarially determined contribution rates are calculated as of September 30, two years prior to the end of the fiscal year in which
contributions are reported. Contributions for fiscal year 2016 were based on the September 30, 2012 actuarial valuation.

Methods and assumptions used to determine contribution rates:

Actuarial cost method Entry Age

Amortization method Level percent closed

Remaining amortization period N/A years

Asset valuation method Five year smoothed market

Inflation 3.00%

Salary increases 3.75 — 7.25%, including inflation

Investment rate of return 8.00%, net of pension plan investment expense,
including inflation
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NONMAJOR GOVERNMENTAL FUNDS

Special Revenue Funds include operating funds which are restricted as to use by federal or state
governments and special purpose funds established by authority of the City Council.

Local Law Enforcement Block Grant accounts for activities associated with grant funds from the
federal government to assist with the funding of specific needs of local law enforcement.

$0.04 and $0.05 State Gas Tax accounts for proceeds from a local gasoline tax. The use of this
funding is restricted to expenditures related to construction, improvement and maintenance of

highways, bridges, and streets.

$0.07 Gas Tax accounts for proceeds from a state gasoline tax. The use of this funding is restricted to
expenditures related to construction, improvement and maintenance of highways, bridges, and streets.

Senior Citizen accounts for programs providing services primarily to senior citizens.

Debt Service Funds are established to account for activity specifically related to the retirement of
outstanding long-term debt. The City has the following bond issues accounted for in the following funds:

2013 Tuskegee — UBT Cooperative Clearing Fund and 2013 Tuskegee — UBT Cooperative District
Bond Fund

2013 Gas Tax Warrants Debt Service
2007 G.O. Warrants Debt Service

Capital Project Funds account for the acquisition and construction of major capital facilities, equipment
and vehicles.

City Airport Project accounts for grant revenue and expenditures related to improvements at Moton
Field.

CDBG Project LR-SF-SP 01-008 and CDBG Project LR-CM-CP 11-015 account for grant
revenue and expenditures related to community revitalization and infrastructure improvements.

Special Projects accounts for various capital projects undertaken at the discretion of City
management.

2007 G.O. Warrants Improvements accounts for revenue and expenditures related to capital
improvements funded by the 2007 G.O. Warrants.

2013 Tuskegee — UBT Cooperative Reserve Fund accounts for revenue and expenditures related to
capital improvements funded by the 2013 Tuskegee — UBT Cooperative District Bond.

Exit 38 accounts for revenues and expenditures related to capital improvements for the Exit 38
construction project.



CITY OF TUSKEGEE, ALABAMA

COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS
September 30, 2018
Special Revenue
Local Law $0.04 & $0.05 $0.07
Enforcement State Gas
Block Grant Gas Tax Tax
ASSETS
Cash and cash equivalents $ 25,526 $ 51,397 $ 49986
Receivables - - B
Money market accounts - restricted - - -
Total assets $ 25,526 h 51.397 $ 49 986
LIABILITIES AND FUND BALANCE
Liabilities:
Accounts payable $ - $ - $ -
Due to other funds - - -
Due to other governments - - -
Total liabilities - - -
Fund Balance:
Restricted 25.526 51,397 49 986
Total fund balance (deficit) 25.526 51.397 49986
Total liabilities and fund balance (deficit) $ 25.526 $ 51.397 $ 49.986



Funds Debt Service

2013 Tuskegee 2013 Tuskegee 2013 2007 G.O.
Senior UBT Cooperative UBT Cooperative Gas Tax Warrants
Citizen Clearing Fund District Bond Fund Warrants Debt Service
$ 127 $ - $ - $ ~ $ -
- B - - 227
. . 124.601 68,123 200.294
$ 5,127 $ - b 124,601 $ 68.123 $ 200.521
$ - $ - $ - ¥ - $ -
5.878 = - - -
5.878 - - - -
(751) - 124.601 68.123 200,521
(751) - 124.601 68.123 200.521

S 5.127 5 - 3 124.601 $ 68.123 b 200.521




CITY OF TUSKEGEE, ALABAMA
COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS (CONT'D)

September 30, 2018

ASSETS
Cash and cash equivalents
Receivables
Money market accounts - restricted

Total assets

LIABILITIES AND FUND BALANCE
Liabilities:
Accounts payable
Due to other funds
Due to other governments
Total liabilities
Fund Balance (Deficit):
Restricted
Total fund balance (deficit)

Total liabilities and fund balance (deficit)

Capital Projects
City CDBG
Airport Project Special
Project LRSFPF 01008 Projects
$ 23,993 b 20,236 b 26,674
$ 23.993 $ 20.236 $ 26.674
b - $ 8,125 § -
- 17,862 -
- 25.987 -
23.993 (5.751) 26.674
23,993 (5.751) 26.674
S 23.993 S 20.236 $ 26.674



Funds Total
CDBG 2007 G.O. 2013 Tuskegee Nonmajor
Project Warrant UBT Cooperative Governmental

LRCMCP 11015 Improvements Reserve Fund Exit 38 Funds
- $ 25 $ - $ 114,201 $ 317,165
i - - - 227
- - 206.505 - 599.523
- bl 25 b 206,505 S 114.201 $ 916915
- $ - $ - $ - $ 8,125
2 - - - 17,862
- - - - 5.878
. - - - 31.865
- 25 206.505 114.201 885.050
. 25 206.505 114.201 885.050
- $ 25 $ 206,505 $ 114.201 $ 916915
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CITY OF TUSKEGEE, ALABAMA
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - NONMAJOR GOVERNMENTAL FUNDS
For the year ended September 30, 2018

Special Revenue
Local Law $0.04 & $0.05 $0.07
Enforcement State Gas
Block Grant Gas Tax Tax
REVENUES
Taxes $ - $ 26,944 $ 26,210
Intergovernmental - - -
Fines and forfeitures 24,456 - -
Interest - 20 -
Miscellaneous - - -
Total revenues 24 456 26.964 26210
EXPENDITURES
General government - - -
Public works - - -
Debt service:
Principle . . by
Interest - 2 =
Total expenditures - - -
Excess revenues over (under) expenditures 24 456 26.964 26.210
OTHER FINANCING SOURCES (USES)
Transfers in - - -
Transfers out - - -
Total other financing sources (uses) - - -
Net change in fund balances 24,456 26,964 26,210
Fund balance (deficit) - beginning 1.070 24,433 23.776

Fund balance (deficit) - ending S 25.526 3 o 1,397 3 49.986



Funds Special Revenue
2013 Tuskegee 2013 Tuskegee 2013 2007 G.O.
Senior UBT Cooperative UBT Cooperative Gas Tax Warrants
Citizens Clearing Fund District Bond Fund Warrants Debt Service
$ - $ - $ - $ 100,112 $ -
= 3 838 504 1,441
101 - = - -
101 - 838 100,616 1.441
> - 110,000 80,000 150,000
- - 93.796 18.830 320.466
- - 203.796 98.830 70.466
101 - (202.958) — 1786 (469.025)
4 - 203,705 - 475,541
- - 203,705 . 475.541
101 - 747 1,786 6,516
(852) - 123.854 66,337 194.005
$ (751) $ - $ 124.601 3 68.123 S 200,521
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CITY OF TUSKEGEE, ALABAMA

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - NONMAJOR GOVERNMENTAL FUNDS (CONT'D)

For the year ended September 30, 2018

REVENUES
Taxes
Intergovernmental
Fines and forfeitures
Interest
Miscellaneous

Total revenues

EXPENDITURES
General government
Public works
Debt service:

Principal
Interest

Total expenditures
Excess revenues over (under) expenditures
OTHER FINANCING SOURCES (USES)
Transfers in
Transfers out
Total other financing sources (uses)
Net change in fund balances
Fund balance (deficit) - beginning

Fund balance (deficit) - ending

Capital Projects
City CDBG
Airport Project Special
Project LRSFPF 01008 Projects
$ - $ 2 $ -
326,927 203,277 86,265
326.927 203.277 86.265
171,650 - 2
141,752 209,851 -
313.402 209.851 -
13.525 (6.574) 86.265
» - (60.000)
- = __(60.000)
13,525 (6,574) 26,265
10.468 823 409
$ 23.993 $ (5.751) 3 26.674



Funds Total

CDBG 2007 G.O. 2013 Tuskegee Nonmajor
Project Warrant UBT Cooperative Governmental
LRCMCP 11015 Improvements Reserve Fund Exit 38 Funds

b - $ - $ - $ - $ 153,266
L ¢ - 676,673 1,293,142

5 - - - 24,456

- v 2,273 - 5,076

5 3 - B 101

A - 2,273 676.673 1.476.041

& - - - 171,650

- - . 542,865 894,468

- - = - 340,000

i s - - 433.092

: - - 542.865 1.839.210
- o 2273 133.808 (363.169)

- . - - 679,246
- - (804) - (60.804)

. & (804) - 618.442

g » 1,469 133,808 255,273

L = 205.036 (19.607) 629.777

$ - $ 25 $ 206,505 S 114.201 S 885.050
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CITY OF TUSKEGEE, ALABAMA
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the year ended September 30, 2018

Federal Grantor/Pass-Through Federal Pass-Through
Grantor/Program Title CFDA No. Grantor's No. Expenditures
U.S. Department of Health and Human Services
Direct program:
Head Start 93.600 04CH4681-05-00 $ 1,181,831
Head Start 93.600 04CH4681-05-01 945,465
Head Start 93.600 04CH4681-05-02 236,367
Head Start 93.600 04CH4681-05-03 60,671
Head Start 93.600 04CH4681-05-04 45,999
Total U.S. Department of Health and Human Services 2,470,333
U.S. Department of Agriculture
Passed-through Alabama Department of Education
Child and Adult Care Food Program 10.558 N/A 162,795
U.S. Department of Housing and Urban Development
Passed-through Alabama Department of Economic and
Community Affairs
Community Development Block Grant 14.218 LR-CM-PF-11-116 11,110
Community Development Block Grant 14.218 LR-CM-PF-12-116 104,753
Community Development Block Grant 14.218 LR-ED-PF-16-011 207.678
Total U.S. Department of Housing and Urban Development 323.541
U.S. Department of Transportation
Passed-through Alabama Department of Transportation
Airport Improvement Program 20.106 019-2017 139,819
Airport Improvement Program 20.106 3-01-0078-018-2016 1,934
20.106 TAPAA-TA15(928) 247.757
Total U.S. Department of Transportation 389,510
Social Security Administration
Passed-through Alabama Department of Early Childhood
Education
Social Security-Disability Insurance 96.001 N/A 216.848
Total Expenditures of Federal Awards $§ __3.563.027
See accompanying notes to the Schedule of Expenditures of Federal Awards. 53



CITY OF TUSKEGEE, ALABAMA
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NOTE 1 - BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Awards (SEFA) includes the federal
award activity of the City under programs of the federal government for the year ended September
30, 2018. The information in the Schedule is presented in accordance with the requirements of
Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost
Principles, and Audit Requirements for Federal Awards (Uniform Guidance). Because the
SEFA presents only a selected portion of the operations of the City, it is not intended to and does
not present the financial position, changes in net assets or cash flows where applicable, of the

City.
NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of accounting refers to when revenues and expenditures or expenses are recognized in the
accounts and reported in the financial statements. Basis of accounting relates to the timing of the
measurements made, regardless of the measurement focus applied.

The modified accrual basis of accounting is followed in the SEFA. Under the modified accrual
basis of accounting, revenues are recognized in the accounting period in which they become both
measurable and available to finance expenditures of the current period. Available means
collectible within the current period or soon enough thereafter to be used to pay liabilities of the
current period. Expenditures are recorded when the related liability is incurred. In applying the
susceptible-to-accrual concept to intergovernmental revenues, the legal and contractual
requirements of the numerous individual programs are used as guidance. There are, however,
essentially two types of such revenues. In one, monies must be expended on the specific
purpose or project before any amounts will be paid to the City; therefore, revenues are
recognized based upon the expenditures recorded. In the other, monies are virtually recognized
based upon the expenditures recorded and are virtually unrestricted as to purpose of expenditure
and substantially irrevocable; i.e., revocable only for failure to comply with prescribed
compliance requirements, such as with equal employment opportunity. These resources are
reflected as revenues at the time of receipt or earlier if they meet the availability criteria.

Expenditures reported in the SEFA are recognized following the cost principles contained in the
Uniform Guidance and/or OMB Circular A-87, Cost Principles for State, Local, and Indian
Tribal Governments, wherein certain types of expenditures are not allowable or are limited as to
reimbursement.

NOTE 3 - INDIRECT COST RATE

The City has not elected to use the 10% de minimis indirect cost rate as allowed under the
Uniform Guidance.
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CITY OF TUSKEGEE, ALABAMA
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NOTE 4 - CONTINGENCIES

Grant monies received and disbursed by the City are for specific purposes and are subject to
review by the grantor agencies. Such audits may result in requests for reimbursement due to
disallowed expenditures. Based upon prior experience, the City does not believe that such
disallowance, if any, would have a material effect on the financial position of the City. As of
September 30, 2018, there were no material questioned or disallowed costs as a result of grant

audits in process or completed.

NOTE 5 - FEDERAL PASS-THROUGH FUNDS

The City is also the sub-recipient of federal funds that have been subjected to testing and are
reported as expenditures and listed as federal pass-through funds. Federal awards other than
those indicated as pass-through are considered direct.

NOTE 6 - NONCASH ASSISTANCE

The City did not receive any federal noncash assistance for the fiscal year ending September 30,
2018.
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CITY OF TUSKEGEE, ALABAMA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the year ended September 30, 2018

Section I-Summary of Auditor's Results

Financial Statements

Type of auditor’s report issued: Unmodified
Internal control over financial reporting:
¢  Material weakness(es) identified? X Yes No
e Significant deficiency(ies) identified that are not
considered to be material weaknesses? X Yes None reported
Noncompliance material to financial statements noted? Yes X _No
Federal Awards

Internal control over major programs:
e  Material weakness(es) identified? Yes X No

»  Significant deficiency(ies) identified that are not
considered to be material weaknesses? Yes X _None reported

Type of auditor’s report issued on compliance for
major programs: Unmodified

Any audit findings disclosed that are required to be reported
in accordance with Uniform Guidance? Yes X No

Identification of major programs:

CFDA Numbers Name of Federal Program or Cluster
93.600 Head Start
Dollar threshold used to distinguish between
Type A and Type B programs: $750,000
Auditee qualified as low-risk auditee? B | _X No
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CITY OF TUSKEGEE, ALABAMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the year ended September 30, 2018

Section IT — Financial Statements Findings

2018-001 - Reconciliation of Interfund Activity (Repeat finding. See Finding 2017-001)

Condition:

Criteria:

Cause:

Effect:

Recommendation:

City's Response:

The City did not properly account for its interfund activity.

Governmental Accounting Standards Board Statement No. 34, Basic Financial
Statements-and Management's Discussion and Analysis-for State and Local
Governments, paragraph 112, as amended, identifies two categories of interfund
activity-reciprocal and nonreciprocal. Reciprocal activity, such as interfund
loans, are amounts provided from one fund to another that are required to be
repaid. Nonreciprocal activity, such as interfund transfers, are flows of assets
between funds without equivalent flows in return and no expectation of
repayment. Nonreciprocal transfers also include interfund reimbursements,
which are repayments from the funds responsible for particular expenditures or
expenses to the funds that initially paid for them.

Interfund loans are identified in the City's financial statements as "Due from
other funds" (interfund receivables) and "Due to other funds" (interfund
payable). At the balance sheet date, the City's interfund receivables and interfund
payables should equal each other. Similarly, interfund transfers-identified in the
financial statements as "Transfers in" and "Transfers out"-should equal each
other as of the end of the reporting period. During our audit, we found that
neither interfund loan transactions nor interfund transfers equaled at the end of
the period. Further, we found that certain interfund reimbursements, were
incorrectly accounted for. The General Fund purchases fuel for airport use, with
the airport fund, reimbursing the General Fund for the purchase. We found that
the City treated this transaction as revenue from the Airport Fund to the General
Fund, rather than as a reimbursement that the Airport Fund was repaying to the
General for the purchase on its behalf.

As a result of the imbalance of interfund receivables and interfund payables as
well as interfund transfers in/out, funds involved in the transaction could be
under or overstated, The inaccurate accounting for the interfund reimbursement,
resulted in a "grossing-up" effect, with the General Fund's revenue and
expenditures to be overstated by the cost of the fuel. The Airport Fund's
expenditures were also understated, as it did not reflect the cost of the fuel.

We recommend that the City develop and implement policies to ensure that
interfund activity be accurately identified and recorded in its accounting records.

The City will establish policies and procedures to ensure that interfund
transactions are identified and properly accounted for.
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CITY OF TUSKEGEE, ALABAMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the year ended September 30, 2018

2018-002 - Reconciliation of Cash Accounts

Condition:

Criteria:

Cause:

Effect:

Recommendation:

City's Response:

The City did not adequately perform reconciliations of some of its cash accounts.

Internal control standards require that management design control activities to
achieve and respond to risks. One significant risk, include the misappropriation
of assets

Internal controls of the City were not designed to ensure that bank
reconciliations were 1) properly performed and 2) reviewed and approved by
management upon completion.

As a result, during our audit, we found that, journal entries were erroneously
posted to a general ledger cash account, that did not exist. This would have been
potentially detected had an adequate review of monthly reconciliations had been
performed.

We recommend that the City develop and implement policies to ensure that cash
and account reconciliations have been prepared accurately, as well as adequately
and timely reviewed.

The City will implement procedures that ensure that cash reconciliations are
properly performed and reviewed.

2018-003 - Capital Asset Management

Condition:

Criteria:

Cause:

Effect:

The City did not properly track its capital assets.

The City's management is responsible for safeguarding all of its assets, including
capital assets, An effective system of internal controls over capital assets should
be designed to ensure that records accurately reflect capital assets currently in
use. Capital asset acquisitions derived from intergovernmental funding sources
may also have requirements to properly maintain adequate records.

The City does not properly utilize its asset management system to adequately
track its capital assets. During our audit, we found that there were several
capital assets such as vehicles that were disposed of, but were never removed
from the capital asset inventory.

Capital assets no longer possessed by the City, yet continue to remain as part of
its inventory could cause the City's assets to be overstated. Conversely, capital
assets acquired by the City, yet not added to its inventory could cause an
understatement of its assets.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the year ended September 30, 2018

2018-003 - Capital Asset Management (Cont'd)

Recommendation:

City's Response:

We recommend that the City begin by conducting a physical inventory of its
capital assets and adjusts it records to properly reflect capital assets in its
possession. We also recommend that the City implement policies and
procedures to ensure that capital asset acquisitions are included in the capital
asset detailed ledger and that departments notify the Finance Department when
capital assets have been disposed of so that they may be removed from the City's
records.

The City will establish procedures and controls to ensure capital assets are
properly recorded in the general ledger and that equipment items are easily
identified and tracked in the Fixed Asset Module.

2018-004 - Compensated Absences

Condition:

Criteria:

Cause:

Effect:

Recommendation:

City's Response:

During our audit, we found that the liability for the City's compensated absences
was not accurately reported.

The City's management is responsible for ensuring that internal controls are in
place to accurately calculate each employee's payroll and to accurately calculate
the City's compensate absences liability. Compensated absences are absences for
which employees will be paid, such as vacation, sick leave, and sabbatical leave.
Governmental Accounting Standards Board Statement No. 16, Accounting for
Compensated Absences, requires that the compensated absences liability
generally be measured using the pay or salary rates in effect at the balance sheet
date. It also requires additional amounts to be accrued for certain salary-related
payments associaled with the payment of compensated absences, such as the
employer's share of Social Security and Medicare taxes.

The City did not adjust compensated absences to accurately reflect the liability
as of the balance sheet date. Additionally, during our testing of compensated
absences, we found that employee personnel records in some instances did not
accurately reflect the employee's current rate of pay.

Potential misstatement of compensated absences.

We recommend that the City implement controls to ensure that employee
personnel records are always up-to-date and reflecting the most recent payroll
information.

The City will implement procedures to ensure that personnel records are
properly maintained and remain up-to-date.
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CITY OF TUSKEGEE, ALABAMA

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

For the year ended September 30, 2018

Section IlI - Federal Award Findings and Questioned Costs

No findings in the current year.

2017-001

Reconciliation of Interfund Activity

Condition:

Recommendation:

Current status:

2017-002
Accounts Receivable

Condition:

Recommendation:

Current Status:

2017-003

This was a significant deficiency stating that internal controls were insufficient
to ensure that activity between the City's funds were accurately recorded during

the year.

The auditor recommended that the City should 1) ensure that staff preparing and
reviewing journal entries make them properly, and 2) implement controls that
ensure that interfund activity is accurately reported across each impacted fund.

This finding was not resolved for the year ended September 30, 2018. See
current year finding 2018-001

This was a significant deficiency stating that adjustments were not made fo
reflect transactions affecting the City’s accounts receivable balance. It also
stated that the City did not adequately establish an allowance for those accounts
that are uncollectible.

The auditors recommended that the City review and implement, where
necessary, controls to ensure that accounts receivable balances reported are
reflected correctly and in accordance with generally accepted accounting
principles.

No similar finding was noted as of and for the year ended September 30, 2018,

Preparation of the SEFA

Condition:

Recommendation:

Current Status:

This was a significant deficiency stating that the auditors found that there were
no procedures in place to ensure proper preparation of the City’s Schedule of
Expenditures of Federal Awards (SEFA).

The auditors recommended that an individual within the City, preferable from
the Finance Department, be assigned the responsibility of gathering all
information required for inclusion of the SEFA. This individual should also be
tasked with the preparation of the SEFA and its related note disclosures.

No similar finding was noted as of and for the year ended September 30, 2018.
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