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MINUTES FROM A REGULAR MEETING OF THE
COUNCIL OF MUSCLE SHOALS, ALABAMA, HELD
April 15,2019

The City Council of Muscle Shoals, Alabama met at the Muscle Shoals City Hall
auditorium in said City at 6:00 p.m. on the 15" day of April, 2019 being the scheduled time and

place for said meeting. The meeting was called to order by Allen Noles, President of the Council.

The invocation was given by Ricky Williams. On roll call the following members were found to
be present or absent, as indicated:

PRESENT: CHRIS HALL, MIKE LOCKHART, KEN SOCKWELL,
ALLEN NOLES
ABSENT:  NEAL WILLIS

Allen Noles, President of the Council, presided at the meeting and declared that a
quorum was present and that the meeting was convened and opened for the purposes of
transaction of business. Mayor David Bradford was also present. Ricky Williams, City Clerk,
was present and kept the minutes of the meeting.

Upon motion duly made by Council Member Hall and seconded by Council Member
Sockwell and unanimously adopted, the Council waived the reading of the minutes of the
previously held regular meeting and work session of April 1, 2019 and approved the minutes as
written.

William Davis, 116 Wilson Dam Road appeared before the Council and was recognized.

President Noles announced that the next item of business was consideration of a revised
job description for truck driver in the public works department. Assistant City Clerk/HR
Director Elaine Coan presented the proposed job description.

Council Member Sockwell moved that the job description be approved as presented.
Council Member Lockhart seconded the motion and upon said motion being put to a vote, all
voted “AYE” and “NAYS” were none.

President Noles announced that the job description had been approved.
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President Noles announced that the next item of business was the presentation of the
2017-2018 Financial Audit. City Clerk/Treasurer Ricky Williams presented the report prepared
by Leigh, King, Norton and Underwood. Following a brief summary of the report, President
Noles directed that the report be spread upon the minutes of the meeting.

CITY OF MUSCLE SHOALS, ALABAMA
FINANCIAL STATEMENTS

SEPTEMBER 30, 2018
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City of Muscle Shoals, Alabama
Management Discussion and Analysis
September 30, 2018

Our discussion and analysis of the City of Muscle Shoals, Alabama’s (the City’s) financial performance
provides an overview of the City’s financial activities for the fiscal year ended September 30, 2018.
Please read it in conjunction with the City’s financial statements, which begin on page 11.

FINANCIAL HIGHLIGHTS

The City’s financial position increased by $ 4.2 million, or 11.8 percent.

During the year, the City had taxes and other revenues for governmental programs that were
$ 4.2 million more than the $ 22.7 million in expenses.

General fund revenues were more than budget amounts by $ 4,079,951 and expenditures of funds
were $ 2,700,133 more than budgeted expenditures.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net Position and
the Statement of Activities (on pages 17-19) provide information about the activities of the City as
a whole and present a longer-term view of the City’s finances. Fund financial statements start on
page 20. For governmental activities, these statements tell how these services were financed in
the short term as well as what remains for future spending. Fund financial statements also report
the City’s operations in more detail than the government-wide statements by providing
information about the City’s most significant funds.

Reporting the City as a Whole

Our analysis of the City as a whole begins.on page 2. The Statement of Financial Position and the
Statement of Activities report information about the City as a whole and about its activities. These
statements include all assets and liabilities using the accrual basis of accounting, which is similar
to the accounting used by most private-sector companies. All of the current year’s revenues and
expenses are taken into account regardless of when cash is received or paid.

These two statements report the City's net assets and changes in them. You can think of the City's
net position as the difference between assets and liabilities and the change in net assets as one way
to measure the City’s financial health, or financial position. Over time, increases or decreases in
the City’s net assets are one indicator of whether its financial health is improving or deteriorating.
Other factors should also be considered when assessing the overall health of the City. These
include changes in the City’s property tax base and the condition of the City’s roads,
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City of Muscle Shoals, Alabama
Management Discussion and Analysis
September 30, 2018

In the Statement of Net Assets and the Statement of Activities, we divide the City into two kinds of
activities:

= Governmental activities - Most of the City’s basic services are reported here, including the police,
fire, public works, and parks departments, and general administration. Sales and property taxes,
franchise fees, and state and federal grants finance most of these activities.

= Component units - The City includes three separate legal entities in its report: The City of Muscle
Shoals Board of Education, the City of Muscle Shoals Utility Board, and the Electric Board of the
City of Muscle Shoals. Although legally separate, these component units are important because
the City is financially accountable for them.

Reporting the City’s Most Significant Funds

Our analysis of the City’s major funds begins on page 5. The fund financial statements begin on page 20
and provide detailed information about the most significant funds - not the City as awhole. Some funds
are required to be established by State law and by bond covenants. However, the City Council
establishes many other funds to help it control and manage money for particular purposes (e.g. - the
half-cent sales tax for capital projects) or to show that it is meeting legal responsibilities for using
certain taxes, grants, and other money.

Most of the City's basic services are reported in governmental funds, which focus on how money flows
into and out of those funds and the balances left at year-end that are available for spending. These
funds are reported using an accounting method called modified accrual accounting, which measures
cash and all other financial assets that can readily be converted to cash. The governmental fund
statements provide a detailed short-term view of the City’s general government operations and the
basic services it provides. Governmental fund information helps determine whether there are more or
fewer financial resources that can be spent in the near future to finance the City’s programs. We
describe the relationship (or differences) between governmental activities (reported in the Statement
of Net Position and the Statement of Activities) and governmental funds in reconciliation on page 21.



City of Muscle Shoals, Alabama
Management Discussion and Analysis

September 30,2018

The City's net position increased by $ 4.27 million, from § 35.96 million to $ 40.19 million. Table 1
below summarizes net assets at September 30, 2018 and September 30, 2017, respectively. -

Table 1

Total Primary Government Activities

Net Position (in thousands) As of September 30,
_ 2018 2017
Current and other assets $ 35,333 $ 31,097
Capital assets 47,593 44,964
Total assets 82,927 76,061
Deferred outflows 18 2,147
Total assets.and deferred outlfows 82,944 78,208
Long-term debt outstanding 91 19,110
Other liabilities 42,531 22,468
Total liabilities 42,622 41,578
Deferred Inflows 9,928 671
Total liabilities and deferred inflows $ 52,550 $ 42,249
Net Position
Invested in capital assets (net of debt) 26,018 25,140
Restricted 59 245
Unrestricted 14,111 18,910
Total net position $ 40,188 $ 35,959
- D
Government-Wide Net Position
(in thousands)
2018 2017
$4.0,000 Mo
$30,000
$20,000
$10,000 '
$- : :
$59 $245
M Restricted ® Invested in capital assets (net of debt) M Unrestricted
N

.
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City of Muscle Shoals, Alabama

Management Discussion and Analysié
September 30, 2018

Table 2 details the change in net position for the same periods.

Table 2

Total Primary Government Activities

Change in Net Position (in thousands) For the fiscal year

Program revenues 2018 2017
Fees, fines and charges for services $ 4,031 $ 4,060

" Grants and contributions 3,889 281

General revenues ) :
Sales taxes 13,259 12,782
Advalorem taxes 1,146 1,062
Other taxes and payments in lieu of taxes 3,284 3,237
Miscellaneous 636 597
Investment Earnings ' 715 32

Total revenues 26,960 22,051

Program expenses
General government ‘ 3,761 3,993
Public safety 6,927 6,628
Public works 4,942 4,464
Health, welfare and sanitation 1,651 1,643
Education : 3,028 3,052
Culture and recreation 1,513 1,505
Miscellaneous 486 564
Interest on long-term debt _ 424 663 .

Total expenses 22,732 22,512

Increase in net position from operations $ 4,228 $ (461)




City of Muscle Shoals, Alabama
Management Discussion and Analysis
September 30, 2018

Governmental Activities

The cost of all government activities this year was $ 22.16 million, However, as shown on the Statement
of Activities on page 19, the cost ultimately financed by our taxpayers for these activities was $ 14.25
million. Program revenues in the form of user fees, charges for services and grants by other

governments subsidized certain programs. These revenues amounted to $ 7.92 million, thus reducing
the burden to taxpayers. '

s ™)
Functional Expenses, Revenues and Net Costs
Governmental Activities
(in thousands)
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City of Muscle Shoals, Alabama
Management Discussion and Analysis
September 30,2018

Governmental Activities (continued)

Sales tax revenue represents the majority of general revenues received as depicted in the following

chart:

f

General Revenues-Governmental Activities
(percentage by revenue)

Miscellaneous Investmentilncome 3%
3%

Other taxes
and payments
in lieu of taxes

17%

Advalorem taxes
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City of Muscle Shoals, Alabama
Management Discussion and Analysis
September 30,2018

Governmental Activities (continued)

Sales tax revenue has increased by $ 1,842 thousand (17%) since fiscal year 2013, while all other tax
revenue has increased by $ 130 thousand (3%) over the same time frame.

i @ A Taxes Received from Taxpayers ¥

g 18000 15040 11270 11,500 12,308 Leose e

a 10,000

§ B 1,146

E _ . | i =k~

% 2013 2014 2015 2016 2017 - 2018

& M Sales taxes -

i Other taxes and payments in lieu of taxes
W Advalorem taxes
\ _J
Table 3
Total Primary Government Activities
Total Cost of Services (in thousands) September 30,
) 2018 2017

General government $ 3,761 $ 3,993
Public safety 6,927 6,628
Public works 4,942 4.464
Health, welfare and sanitation 1,651 1,643
Education 1513 1,505
Culture and recreation 3,029 3,052
All others 910 1,227

Totals 5 $ 22,733 $ 22,512
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City of Muscle Shoals, Alabama
Management Discussion and Analysis
September 30, 2018

Table 3 presents the cost of each of the City’s programs for the fiscal years ended September 30, 2018
and September 30, 2017 respectively.
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THE CITY'S FUNDS

The City’s governmental funds (as presented in the balance sheet on page 20) reported a combined
fund balance of $14.33 million, which increased from last year's total of $10.43 million. The general
fund balance increased by $ 1.34 million from $ 8.65 million to $ 9.99 million.

General Fund Budgetary Highlights

The 2017-2018 budget was approved on November 6, 2017. It was amended on May 14, 2018 and
September 17, 2018 as is customary, to account for mid-year adjustments to the various department

line items.

City officials continue to monitor the costs of employee health care. Health care costs of $1.92 million
represented 7.6% of general fund expenditures and were slightly less than the prior fiscal year.



City of Muscle Shoals, Alabama
Management Discussion and Analysis
September 30, 2018

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The City has worked extensively to develop and adequately maintain capital assets. City streets are
routinely inspected for potholes, shoulder deterioration and other maintenance concerns. Prompt
response to citizen complaints and an aggressive iﬁspection program have led to better control of
maintenance costs. On a regularly scheduled basis, the City resurfaces streets utilizing local and state
shared gasoline tax revenues. Resurfacing costs are not capitalized.

At the end of fiscal year 2018, the City had $47.59 million invested in a broad range of capital assets,
including buildings, park facilities, roads, storm water detention and pumping facilities and police and
fire equipment. (See Table 4):

Table 4
Total Primary Government Activities
Capital Assets at Year-End (Net of Depreciation)
(in thousands)

As of September 30,
2018 2017
Non-depreciable
Land $ 7,521 $ 7428
Art 79 79
Construction in progress 326 1,754
Depreciable
Buildings 17,268 17,226
Infrastructure 28,793 23,909
Improvements ' 13,224 12,859
Equipment 14,216 13,984
Totals ' 81,427 77,239
Less: Accumulated depreciation (33,834) (32,059)

Capital assets-net $47,593 $ 45,180




City of Muscle Shoals, Alabama
Management Discussion and Analysis
September 30, 2018

CAPITAL ASSET AND DEBT ADMINISTRATION (continued)

Significant investments of grant and state and city funds have been or are planned to be invested in
infrastructure in the following areas:

A. There were several transportation related projects:

L

The ALDOT project to widen Highway 133 from the Singing River Bridge appreach to Highway
20 was completed in 2018.

The MPO paving project was also completed in 2018. The project included paving portions of
Alabama Avenue, Sheffield Avenue, Covenant Drive, and Pepsi Drive.

Construction of the 6t Street intersection at Wilson Dam Road will begin in October 2018. The
project is funded by a $280,000 grant from the Alabama Industrial Access Board. The project
should be completed in early 2019.

Widening and improvements to East Avalon Avenue from Wilson Dam Road to the Airport were
completed in the prior fiscal year. Costs for the $4.9 million project were funded by 80% federal
funds and a local match.

Constellium Element 13 access improvements (Reduction Plant Road) were completed in the
summer of 2018. The project was funded by a 100% grant from the Alabama Industrial Access
Board.

B. Other projects that have been completed or are underway include:

1

1.5 acres were: purchased at Old Highway 20 and Gargis Lane for the construction of an
additional fire station. The purchase of the land and construction of the fire station are funded
from proceeds of the 2018 General Obligation warrants. Design of the new station has not
begun.

An additional phase of sidewalks was completed in the summer of 2018. This project, costing
$364,000 was funded with ALDOT enhancement funds. The sidewalks were constructed on 6th
Street from Sheffield Avenue to the entrance of the Cypress Lakes Golf & Tennis Facility.

Construction on the next phase of sidewalks began in September 2018. A $308,000 ALDOT
traffic enhancement grant funds 80% of the cost. The project extends sidewalks to Woodward
Avenue and Wilson Dam Road. Work should be completed in early 2019. )

The design for extension of sanitary sewer service along South Wilson Dam was nearing
completion at year's end. The project will extend sewer service from 6 Street to the south to
the railroad underpass. The project costs are estimated at $1 million. The costs are to be shared
with the Muscle Shoals Utilities Board. The city’s share is being funded from proceeds of the
2018 General Obligation warrants.

The City has received a $250,000 ADECA grant to construct an adaptive bailﬁeld in Gattman
Park. Construction will begin in the spring of 2019 and should be completed prior to the end of
the fiscal year.



City of Muscle Shoals, Alabama
Management Discussion and Analysis
September 30,2018

Debt

At year-end, the City had $ 21.58 million in general obligation warrants outstanding versus $19.11
million last year, an increase of § 2.47 million. Detail is provided in the notes to financial statements,

The City of Muscle Shoals has a “AA3” rating from Moody’s for general obligation debt. The Constitution
of Alabama provides that cities having a population of six thousand or more may not become indebted
in an amount in excess of twenty percent (20%) of the assessed value of the property situated therein.
The total net assessed value of the property in the City as assessed for City taxation for the tax year
which ended September 30, 2018 (including motor vehicles), is $218 million. Therefore, the City’s
general obligation debt is $ 21.58 million, well below of its current debt limit of $43.6 million (20% of
$218 million).

Tax Year Assessed Value
2013 $179,407,660
2014 $193,265,420
2015 $188,432,920
2016 $203,902,180
2017 $212,104,880
2018 $218,110,220

All debt currently outstanding will mature by fiscal 2038.
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City of Muscle Shoals, Alabama
Management Discussion and Analysis
September 30, 2018

4

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

Great Southern Wood announced an expansioﬁ of its operation in the Shoals Commerce Park in
September 2018. The $6.3 million expansion is expected to begin October 1, 2018 and completed
sometime in the spring of 2019. Plans are in place to add a new warehouse and additional
manufacturing equipment. The 45,200-square-foot facility will be used for treating wood
products and distribution. The expansion is forecasted to create 28 new full-time jobs within
three years of the facility's completion. Great Southern Wood is known for YellaWood, their
brand of pressure-treated pine products, and other wood products. Great Southern Wood has
had a presence in Colbert County since 1998.

Rock Solid Ready Mix announced construction of a new ready-mix concrete batch plant in June
2018. Construction of the plant on Sawmill Road began in mid-July 2018 with concrete delivery
commencement in mid-August 2018, Capital investment of this project was estimated to be $3
million with 13 full-time positions created. Rock Solid Ready Mix will cater to homebuilders,
contractors and municipal governments.

In November 2018, the Tennessee Valley Authority announced an agreement with First Solar, a
Houston, Texas, company, to develop a 227-megawatt solar farm in Colbert County. In addition
to being another marketing tool for the county, the solar farm will also have a major impact on
school systems. The school systems could share in about $8.1 million over a 10-year period. 300
to 400 construction jobs are expected to be created with two to three permanent jobs once the
facilities are completed.

In the spring of 2019, American Paper & Twine announced plans to begin construction of a
30,000-square-foot warehouse and distribution center on an approximate seven-acre tract on
Bob Riley Drive in the Shoals Research Airpark.

Numerous other manufacturers throughout the Shoals, such as A-1 Machine & Fabrication,
Alabama Interconnect, B&W Machine & Tool, Commercial Millwork, Essity, Farris Wholesale
Outlets, Inc., Firestone Building Products, LLC, Johnson Systems, Mitchell Printing, Inc., Net Direct
Merchants, nSide, PartCycle Technologies, Rockwood Studios, Sycamore Physician Contracting,
LLC, Tri-State Metals Company Inc., United Lumber and Remanufacturing LLC, United Treating &
Distribution, and Valmet have added new employment opportunities to their operations during
this fiscal year.
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September 30, 2018

- ECONOMIC FACTORS AND NEXT YEAR'S BUDGET (continued)

Unemployment in Colbert County stood at 4.4% in October 2018, an increase of .1% since 2017. The
local rate of 4.4% is higher than the national rate of 3.9% and the state of Alabama rate of 3.8%.

The Mayor and City Council approved a conservative 2018-2019 General Fund budget. Total
anticipated revenues and other financing resources are projected at $21.82 million, an increase from
the 2017-2018 budgeted revenues and other financing resources of $201.38 million. Budgeted
expenditures and other uses of funds are expected to increase to $21.81 million from $21.38 million in
the prior year. No new programs have been added to the 2018-2019 budget.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors
with a general overview of the City’s finances and to show the City’s accountability for the money it
receives. If you have questions about this report or need additional financial information such as
separately issued financial statements for component units, contact the City Clerk/Treasurer’s office at
the City of Muscle Shoals, P.0. Box 2624, Muscle Shoals, AL 35662. Telephone (256) 383-5675 or e-

mail at mshoals@hiwaay.net.
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INDEPENDENT AUDITOR’S REPORT

To the City Council
City of Muscle Shoals, Alabama

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of City of Muscle Shoals, Alabama, as of and for the year ended September
30, 2018, and the related notes to the financial statements, which collectively comprise the City’s basic
financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of Muscle Shoals City Board of Education, Muscle Shoals Electric Board and
Muscle Shoals Utilities Board, which collectively represent 65 percent, 51 percent and 75 percent,
respectively, of the assets, net position, and revenues of the City of Muscle Shoals, Alabama. Those
statements were audited by other auditors whose report has been furnished to us, and our opinion,
insofar as it relates to the amounts included for City of Muscle Shoals, Alabama, is based solely on the
report of the other auditors. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan and perform the audit to
obtain "reasonable assurance about whether the financial statements are free from material
misstatement.

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

603 E. 2nd Street ° Sheffield, Alabama 35660 < Phone (256) 383-6711
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of City of Muscle Shoals, Alabama, as of September
30, 2018, and the respective changes in financial position and, where applicable, cash flows thereof for

the year then ended in accordance with accounting principles generally accepted in the United States of
America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on pages 1 through 13 and the schedule of changes in net pension liability and
related ratios and schedule of employer contributions of the pension plan on pages 63-67, the schedule
* of funding progress and schedule of employer contributions of the other postemployment benefit plan
on pages 68-73, and the budgetary comparison information on pages 74-75 be presented to supplement
the basic financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We and other auditors have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information because
the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Muscle Shoals, Alabama'’s basic financial statements. The supplemental schedules of
revenues and expenses by budget line item on pages 76-94 and the combining and individual fund
financial statements and schedules on pages 95-96, are presented for purposes of additional analysis and
are not a required part of the basic financial statements.

The combining and individual non-major fund financial statements are the responsibility of management
and were derived from and relate directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and certain additional procedures, including

{
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comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of
America by us and other auditors. In our opinion, based on our audit, the procedures performed as
described above, and the report of the other auditors, the combining and individual non-major fund
financial statements and the schedule of expenditures of federal awards are fairly stated in all material
respects in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in
the audit of the basic financial statements and, accordingly, we do not express an opinion or provide any
assurance on them,

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 27,
2019, on our consideration of the City’s internal control over financial reporting and on our tests of its
compliance with certain provisi'ons of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the City's internal control over financial
reporting and compliance.

S A Tk ¢ Hodisf, 226

Leigh, King, Norton & Underwood, LLC
Sheffield, Alabama
March 27, 2019



LIABILITIES
Current liabilities
Accounts payable and
accrued expenses
Due to other governments
Customer deposits
Long-term liabilities:
Due within one year:
Advances from TVA
energy programs
Bonds payable
Accrued interest
Compensated absences
Due in more than one year:
Net OPEB liability
Bonds payable
Compensated absences
Net pension liability
Bonds payable-commercial

Total liabilities

Deferred Inflows of resources
Proportionate share of Collective
Deferred Inflows Related to:

Net Pension Liability
Net OPEB Liability

Other

NET POSITION
Invested in capital assets,
net of related debt
Restricted or Committed for:
Capital projects
Debt Service
Other purposes
Unrestricted

Total net position

Component Units

Governmental Utilities Board of

Activities Board Electric Board Education
91,428 250,320 4,651,603 2,396,900

- 77,422 739,785 -

- 441,947 1,434,173 -

- - 729,952 s
1,325,000 860,000 220,000 396,393

97,254 415,967 67,497 -

- 30,000 - -
9,299,476 8,648 - 33,017 -
20,250,000 31,810,000 3,905,000 52,736,595
1,059,052 185,072 340,890 -
9,927,685 1,827,017 4,259,214 -
572,314 - - -
42,622,209 35,906,393 16,381,131 55,529,888
1,276,870 337,094 - 2,493,000

585,168 1,878,415 - 2,572,395

: ’ 232,263 4,048,000
1,862,038 2,215,509 232,263 9,113,395
26,018,381 16,009,008 19,154,050 19,108,460

- - - 223,729

- 4,414,946 539,409 688,127

58,645 - - 692,165
14,110,711 - 4,032,217 (665,270) (39,276,815)

$ 40,187,737 $ 24,456,171 § 19,028,189 § (18,564,334)

The accompanying notes are an integral part of these financial statements



Squawa3pIs [pI2UDUY 359Y3 f0 34pd [DAB23UI UD 84D Sa30U BulAupdui00oD 2y

9IE'6L9%Z §  LELU8TOF § Puipua - uoizisod 1aN
0%S¥¥99Z F¥6'656°GE (pe10a.100 se) Sutuuidaq - uonisod 18N
(¥22'596'T) E6L°LTTY uonisod 1su ut a8uey)
66L°65%'8 958'6£0'6T sIsjsuel) pue ‘swall fepads ‘sanuasal [eiauas (g0,
LOS'8ELT TLBSE9 SNOaUB[[RISI
(e80Z16) sjusfeambs xeJ, - JnQ s1ajsuel]
L9%059 PLOSI[J SeN BWRGE[Y YION Ul JUSUIISIAU]
YEF00T 787'%9 sSurIes JUaUNSIAUL PAIOLLISAIUL
004T9%'T - sesod.ind oyyads 0} psnoLnSal J0U SUOHNGLAUC) PUE SJUELY
- BELTZST SSXE} JO MBI Ul SJUaAe]
T%2TL09 86¥%'L9T91 SaxE]} [E10],
A 041762 saxe) IR0
- 608Z¥%C UORMNSUI [BIDURUL]
3 GGLZ8 Suidpo
- LLYFZT 002eqO ],
SZETL T6%'20¢€ [0403TY
- 67T'STL - auijosen
97£6SS'% 98€9%1'T WI0[eADPY
86E'€9€'T 19Z'6SC°ET SeXe} Sa[es
:Sexe],
iSONUIAJI [BISUIY
sy SsUIADDY
jusuoduro) [EIUSUILLIBACY)
Areurrig
S}assy 19N Ul

saguey) pue snusasy (esuadxd) 19N



Other Total
2018 Warrant Governmental Governmental
Sinking Funds Funds
$ 3,174,763 $ 523,727 $ 12,540,952
- 9,789 164,272
- - 158,064
- 884 1,411,391
- - 101,248
- - 49,638
3,174,763 534,400 14,425,565
- - 18,136
- 18,236 73,292
- 18,236 91,428
- - 49,638
- 116 116
3,174,763 224,801 3,399,564
- 291,247 10,884,819
3,174,763 516,164 14,334,137
$ 3174763 % 534,400 § 14425565

The accompanying notes are an integral part of these financial statements
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City of Muscle Shoals, Alabama

Reconciliation of the Governmental Funds Balance Sheet
to the Statement of Net Position

September 30, 2018

Total fund balance, governmental funds $ 14,334,137

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

Capital assets used in governmental activities are not current financial

resources and therefore are not reported in this fund financial statement,

but are reported in the governmental activities of the Statement of Net

Assets. 47,593,381

Certain other long-term assets are not available to pay current period
expenditures and therefore are not reported in this fund financial
statement, but are reported in the governmental activities of the Statement

of Net Position:
Net OPEB Liability (9,299,476)
Equity interest in joint venture 20,335,293
Deferred Outflows
Pension Plan ' 1,727,724
OPEB 17,706

Some liabilities, are not due and payable in the current period and are not
included in the fund financial statement, but are included in the '
governmental activities of the Statement of Net Position

Bonds payable (21,575,000)
Accrued interest (97,254)
Deferred inflows
Pension Plan (1,276,870)
OPEB (585,168)
Compensated absences (1,059,051)
Defined benefit obligation (9,927,685)
Net Position of Governmental Activities in the Statement of Net Position § 40,187,737

The accompanying notes are an integral part of these financial statements
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City of Muscle Shoals, Alabama

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

September 30, 2017

Net change in fund balances - total governmental funds: $ 3,905,494

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

Governmental funds report outlays for capital assets as expenditures because
such outlays use current financial resources. In contrast, the Statement of
Activities reports only a portion of the outlay as expense. The outlay is
allocated over the assets' estimated useful lives as depreciation expense for
the period.

This is the amount by which net capital outlays $4,656,938 were exceeded
by depreciation $2,217,766 in the current period. 2,439,172

Governmental funds report bond proceeds as current financial resources. In

contrast, the Statement of Activities treats such issuance of debt as a liability.

Governmental funds report repayment of bond principal as an expenditure.

In contrast, the Statement of Activities treats such repayments as a reduction

in long-term liabilities. This is the amount by which proceeds were exceeded

by repayments. (2,275,146)
Pension and other postemployment benefit obligation amounts not reported

in the funds:

Decrease in Net pension obligation 878,714
Decrease in OPEB Liability 133,745
Increase in Deferred inflows related to pensions (605,816)
Increase in Deferred outflows related to pensions ; (419,688)
Increase in Deferred inflows related to OPEB 17,706
Increase in Deferred outflows related to OPEB (585,168)

Accrued interest payable is not due and payable in the current period and
therefore is not reported as a liability in the balance sheets of the
governmental funds. (12,571)

Changes in the equity value of an investment are not receivable or payable in
the current period and therefore is not reported as an asset or liability in the
balance sheets of the governmental funds 650,467

Some expenses reported in the statement of activities do not require the use
of current financial resources and these are not reported as expenditures in
governmental funds:
Decrease in compensated absences 100,884

Change in net position of governmental activities 3 4,227,793

The accompanying notes are an integral part of these financial statements



City of Muscle Shoals, Alabama
Notes to Financial Statements
September 30,2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting framework and the more significant accounting principles and practices
of the City of Muscle Shoals, AL are discussed in subsequent sections of this note. The remaining notes
are organized to provide explanations and include required disclosures of the City’s financial activities
for the fiscal year ended September 30, 2018.

A. REPORTING ENTITY

The City of Muscle Shoals, Alabama, (the “City”), was incorporated in 1923, under the Constitution
and laws of the State of Alabama. The City operates under the mayor-city council form of
government. As required by generally accepted financial principles, these financial statements
present financial position and results of operations of the City and its component units (see below).

The City's financial reporting entity consists of the following:
Primary government: The City of Muscle Shoals, Alabama

Discretely presented component units are as follows:

Component unit Activities and Relationship to City
Utilities Board of the City Owns, operates and maintains a water and sewer
of Muscle Shoals system serving residents of the City. The City
Council appoints all members of the Utility Board.
Electric Board of the City of Provides electricity to the residents of Muscle
Muscle Shoals Shoals and acts as collection agent for the City's

garbage pick-up operation. The City Council
appoints all members of the Electric Board.

Muscle Shoals City Board of

] Operates the City's Public school system. The City
Education

Council appoints the five members of the Board.
The City issued bonds for the construction of
school facilities and is obligated for the debt. The
City makes annual appropriations to the Board of
Education.
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City of Muscle Shoals, Alabama
Notes to Financial Statements
September 30, 2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
A. REPORTING ENTITY (continued)

The decision to include a potential component unit in the City’s reporting entity is based on the
criteria stated in GASB Statement No. 14, “The Financial Reporting Entity,” as amended by GASB
39, “Determining Whether Certain Organizations are Component Units” and GASB 61, “The
Financial Reporting Entity: Omnibus an Amendment of GASB Statements No. 14 and No. 34,” which
includes the ability to appoint a voting majority of an organization’s governing body and (1) the
ability of the City to impose its will on that organization or (2) the potential for the organization to
provide specific financial benefits to, or impose specific financial burden on the City, or the nature
and significance of the relationship between the City and the organization is such that exclusion
would cause the City’s financial statements to be incomplete.

Component units of the City issue separately audited financial statements. Copies of these reports
are available from the respective organizations; therefore, the component unit financial statement
notes are not repeated here.

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The basic financial statements include both government-wide financial statements (based on the
City as a whole) and fund financial statements. Separate financial statements are provided for
governmental funds, propriety funds, and fiduciary funds, even though the latter are excluded from
the government-wide financial statements. Major individual governmental funds and major
individual enterprise funds are reported as separate columns in the fund financial statements.

The government-wide financial statements (i.e., the statement of net position and the statement of
activities) report information on all of the nonfiduciary activities of the primary government and
its component units. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which rely to
a significant extent on fees and charges for support. Likewise, the primary government is reported
separately from certain legally separate component units for which the primary government is
financially accountable.

The Government-wide Statement of Net Position reports all financial and capital resources of the
City, excluding those reported in the fiduciary funds. It is displayed in the format of assets and
deferred outflows less liabilities and deferred inflows, equals net position, with the assets and
liabilities shown in order of their relative liquidity. Net position is required to be displayed in three
components (each of which is defined below):

e Net investment in capital assets — (The net investment in capital assets component of net
position consists of capital assets, net of accumulated depreciation, reduced by outstanding
balances of bonds, mortgages, notes, or other borrowings that are attributable to the
acquisition, construction, or improvement of those assets and adjusted for the balance of any
deferred outflows of resources or deferred inflows of resources related to capital assets or
debt).



City of Muscle Shoals, Alabama
Notes to Financial Statements
September 30, 2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS (continued)

e Restricted - (The restricted component of net position consists of restricted assets reduced
by liabilities related to those assets. Restricted assets are those with constraints placed on
their use that are either: (1) externally imposed by creditors (such as through debt
covenants), grantors, contributors, or laws or regulations of other governments; or (2)
imposed by law through constitutional provisions or enabling legislation).

e Unrestricted — (The unrestricted component of net position is the net amount of the assets
and liabilities that are not included in the determination of net investment in capital assets
or the restricted component of net position).

The Statement of Activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include 1) charges to customers
or applicants who purchase, use, or directly benefit from goods, services, or privileges provided by
a given function or segment and 2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function or segment. Taxes and other items not
properly included among program revenues are reported instead as general revenues.

C. MEASUREMENT FOCUS, BASIS OF ACCOUNTING, AND FINANCIAL STATEMENT PRESENTATION

The government-wide financial statements are reported using the economic resources
measurement focus and the full accrual basis of accounting. Revenues are recorded when earned
and expenses are recorded when a liability is incurred, regardless of the timing of related cash
flows. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.

The measurement focus of the governmental funds (in the Fund Financial Statements) is upon
determination of financial position and changes in financial position rather than upon net income,

These governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the government considered property taxes as available if they are
collected within 60 days after year-end. A six-month availability period is used for revenue
recognition for all other governmental fund revenues. 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.

Under the accrual basis of accounting, revenues are recognized in the period in which they are
earned while expenses are recognized in the period in which the liability is incurred, regardless of
the timing of the related cash flows. For example, property tax revenue is recognized in the year of
levy, and all other revenue is recognized when services have been rendered.
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City of Muscle Shoals, Alabama
Notes to Financial Statements
September 30, 2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

C. MEASUREMENT FOCUS, BASIS OF ACCOUNTING, AND FINANCIAL STATEMENT
PRESENTATION (continued)

Major funds are those whose revenues, expenditures/expenses, assets, or liabilities (excluding
extraordinary items) are at least 10% of corresponding totals for all governmental or enterprise
funds and at least 5% of the aggregate amount for all governmental and enterprise funds. The
identification and separate reporting of major funds serves to highlight financial activities which
may be particularly important to financial statement users. Nonmajor funds are reported in
aggregate in a separate column in the Balance Sheet and the Statement of Revenues,
Expenditures, and Changes in Fund Balances.

The City reports the following major governmental funds:

e 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.

e Half-cent Sales Tax - A fund established by City ordinance to account for funds received and
expended for capital projects as approved by the council.

Grantrevenues are recognized in the fiscal year in which all eligibility requirements are met, Under
the terms of grant agreements, the City may fund certain programs with a combination of cost-
reimbursement grants and general revenues. Thus, both restricted and unrestricted net position
may be available to finance program expenses. It is the City’s policy to first apply restricted
resources to such programs, followed by unrestricted resources if necessary.

Amounts reported as program revenues include 1) charges to customers or applicants for goods,
services, or privileges provided, 2) operating grants and contributions, and 3} capital grants and
contributions, including special assessments. Internally dedicated resources are reported as
general revenues rather than as program revenues. Likewise, general revenues include all taxes.

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 they are needed.

D. ASSETS, LIABILITIES, DEFERRED OUTFLOWS/INFLOWS OF RESOURCES AND NET
POSITION/FUND BALANCE

1) Deposits and investments

The City has defined cash and cash equivalents to be cash on hand, demand deposits, and
short-term investments with original maturities of three months or less from the date of
acquisition. State statutes and local ordinances authorize the government and the
component units to invest in various types of investments as discussed in a subsequent note.

The City does not have a significant amount of investments valued at other than quoted
market prices. Except in the pension trust funds, amortization of premium and accretion of
discount on investments purchased are not recorded over the term of the investment. The
effect of this policy on the financial statements of the various funds is not significant.



City of Muscle Shoals, Alabama
Notes to Financial Statements
September 30, 2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

D. ASSETS, LIABILITIES, DEFERRED OUTFLOWS/INFLOWS OF RESOURCES AND NET
POSITION/FUND BALANCE (continued)

2)

3)

4)

5)

Receivables and payables

All trade receivables are shown net of an allowance for uncollectible accounts. Unbilled
service receivables represent the estimated amount of accounts receivable for services that
have not yet been billed. The amount represents a timing difference between the end of the
financial statement cycle (month end) and the billing cycle (varying dates each billing period).

Due to/Due from

Activity 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.” Any residual balances outstanding between the
governmental activities and business-type activities are reported in the government-wide
financial statements as “internal balances.”

Inventories and prepaid items

Inventories are valued at cost (using average cost) in governmental type funds and the lower
of cost (weighted average) or market in business-type funds. Inventories of governmental
funds are recorded as expenditures when consumed rather than when purchased. Certain
payments to vendors reflect costs applicable to future accounting periods and are recorded
as prepaid items in both government-wide and fund financial statements. Prepaid items are
recorded as expenditures when consumed rather than when purchased.

Deferred outflows and inflows of resources

In addition to assets, the statement of net position or balance sheet reports a separate section
for deferred outflows of resources. This separate financial statement element, deferred
outflows of resources, represents a consumption of net position or fund balance that applies
to a future period(s) and so will not be recognized as an outflow of resources
(expense/expenditure) until then.

In addition to liabilities, the statement of net position or balance sheet reports a separate
section for deferred inflows of resources. This separate financial statement element, deferred
inflows of resources, represents an acquisition of net position or fund balance that applies to
a future period(s) and so will not be recognized as an inflow of resources (revenue) until that
time.
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City of Muscle Shoals, Alabama
Notes to Financial Statements
September 30, 2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

D. ASSETS, LIABILITIES, DEFERRED OUTFLOWS/INFLOWS OF RESOURCES AND NET
POSITION/FUND BALANCE (continued)

6)

7)

Capital assets

Capital assets, which include land, roads and parking lots, buildings and structures,
improvements other than buildings, machinery and equipment, infrastructure assets, and
construction in progress, are reported in the applicable governmental or business-type
activities columns in the governmentwide financial statements. The City capitalizes
equipment and improvements having an estimated useful life in excess of one year and
acquisition cost of at least $ 5,000.

All capital assets are recorded at historical cost, or estimated historical cost, if actual cost is
unavailable, except for donated assets which are recorded at their estimated fair value at the
date of donation. The costs of normal maintenance and repair that do not add to the value of
the asset or materially extend the useful lives are not capitalized. Capital assets are
depreciated using the straight-line method. When capital assets are disposed, the cost and
applicable accumulated depreciation are removed from the respective accounts, and the
resulting gain or loss is recorded in operations.

Donated capital assets are recorded at estimated fair market value at the date of donation.

Capital assets are depreciated using the straight-line method over the following estimated
lives:

Years
Buidings, structures and improvements - 20-50
Furniture, fixtures and equipment - 3-20
Roads and streets 50
Storm sewers and drainage ditches 30

Compensated absences

It is the City’s policy to permit employees to accumulate earned but unused vacation and
sick leave and related fringe benefits. The cost of earned but unused vacation pay is accrued
when earned in the government-wide statements. A liability for earned but unused sick
leave is accrued only to the extent that the leave will result in cash payments at termination.
A liability for these amounts is reported in governmental funds only if they have matured,
due to employee retirement. Compensated absences cannot be segregate between current
and long-term. Therefore, the entire amount is shown as long-term.
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City of Muscle Shoals, Alabama
Notes to Financial Statements
September 30, 2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

D. ASSETS, LIABILITIES, DEFERRED OUTFLOWS/INFLOWS OF RESOURCES AND NET
POSITION/FUND BALANCE (continued)

8) Long-term debt and deferred debt expense

In the government-wide financial statements, outstanding long-term debt is reported as a
liahility. Bond discounts or premiums are capitalized and amortized over the terms of the
respective bonds using the straight-line method.

The governmental fund financial statements recognize debt proceeds and premiums as other
financing sources of the current period. Issuance costs are reported as debt service
expenditures.

9) Equity classifications

Government-wide statements - Equity is classified as net assets and displayed in three
components:

a. Invested in capital assets, net of related debt - Consists of capital assets, including
restricted capital assets, net of accumulated depreciation and reduced by outstanding
balances of bonds, mortgages, notes, or other borrowings that are attributable to the
acquisition, construction, or improvement of those assets.

b. Restricted net position - Consists of net assets with constraints placed on the use either by
(1) external groups such as creditors, grantors, contributors, or laws or regulations of
other governments; or (2) law through constitutional provisions or enabling legislation.

c. Unrestricted net position - All other net assets that do not meet the definition of
“restricted” or “invested in capital assets, net of related debt.”

10) Fund statements - Governmental fund equity is classified as fund balance. Fund balance is
further classified as reserved or unreserved, with unreserved further split between
designated and undesignated.

a. Non-spendable Fund Balance - Fund balances reported as non-spendable in the
accompanying financial statements represent amounts for permanent fund principal
restrictions, inventory, prepaid expenditures, advances to other funds and noncurrent
notes receivables.

b. Restricted Fund Balance - Fund balances reported as restricted are the result of externally .
imposed restrictions placed upon current resources by state statutes, creditors, bond
covenants, donors or grantors.

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 they are needed.
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City of Muscle Shoals, Alabama
Notes to Financial Statements
September 30, 2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

D. ASSETS, LIABILITIES, DEFERRED OUTFLOWS/INFLOWS OF RESOURCES AND NET
POSITION/FUND BALANCE (continued)

o

Committed Fund Balance - Fund balances reported as committed are self-imposed
restrictions placed upon certain resources by the City Council through the adoption of an
ordinance and cannot be used for any other purpose unless formal action is approved by
the City Council.

Assigned Fund Balance - Fund balances reported as assigned are intended for certain
purposes as approved by City Council, or management. City Council has a fund balance
policy that allows assigned amounts to be re-assigned by City Council, or management.

Unassigned Fund Balance - In accordance with GAAP, the general fund is the only
governmental fund that reports an unassigned fund balance. The unassigned fund
balance has not been restricted, committed, or assigned to a specific purpose within the
general fund.

When committed, assigned or unassigned fund balance amounts are available for use, it is the
City’s policy to use the committed fund balance first; the assigned fund balance second; and
then the unassigned fund balance, as they are needed.

£

Stabilization Arrangement - The City has a fund balance policy established by the City
Council that requires the general fund to maintain a minimum unrestricted fund balance
of 25% of ensuing year’'s appropriated general fund expenditures. The fund has been
established for the purposes of setting aside amounts for use in specific and non-routine
situations, which include certain emergency and urgent situations, giving the Mayor
power to resolve any issues at hand. Utilizatien of these funds must be reported to the
City Council at the next Council meeting. In the event that the balance drops below the
established minimum level, the City Council will develop a plan to replenish the Financial
Stabilization Account balance to the established minimum. For the current fiscal year
ending September 30, 2018, the City met the minimum general fund balance policy.

11) Revenues

Sales Tax

The City levies tax on taxable sales within the City. Sales tax applicable to the month of
September, but not received until after year-end are recorded as a receivable on both the
government-wide and the fund financial statements.



City of Muscle Shoals, Alabama
Notes to Financial Statements
September 30, 2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

D. ASSETS, LIABILITIES, DEFERRED OUTFLOWS/INFLOWS OF RESOURCES AND NET
POSITION/FUND BALANCE (continued)

Property taxes

Property taxes are levied and are due and payable on October 1 of each year, and may be paid
without penalty through December 31. All unpaid taxes on real and personal property
become delinquent on January 2 of the year following the year in which the taxes were levied.
Penalties, interest and late fees are assessed on all payments made after December 31. On the
first Monday in April of each year a tax auction for real property is held at which a certificate
is sold at auction for properties on which the taxes are delinquent.

12) Use of estimates and reclassifications

The preparation of the financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Actual results could differ from those estimates.

13) Postemployment benefits

Postemployment healthcare benefits other than pension benefits are accounted for under
GASB Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other than Pensions, which establishes standards for the
measurement, recognition, and display of postemployment healthcare benefits expense and
related liabilities, assets, and note disclosures, as further described in Note 13 and, if
applicable, required supplementary information.

14) 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 earned, 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 Governmental Accounting Standards Board
(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.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

E. ACCOUNTING PRONOUNCEMENTS

The City adopted GASB Statement No. 74, Financial Reporting for Postemployment Benefit Plans
Other Than Pension Plans, required for fiscal periods beginning after June 15, 2016, in fiscal 2017.
This Statement improves the usefulness of information about postemployment benefits other
than pensions (other postemployment benefits or OPEB) included in the general purpose
external financial reports of state and local governmental OPEB plans for making decisions and
assessing accountability.

The City plans to adopt GASB Statement No. 75, Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions, required for fiscal periods beginning after June
15,2017, in fiscal 2018. This Statement improves accounting and financial reporting by state and
local governments for postemployment benefits other than pensions (other postemployment
benefits or OPEB).

The City adopted GASB Statement No. 77, Tax Abatement Disclosures, required for fiscal periods
beginning after December 15, 2015, in fiscal 2017, This Statement improves financial reporting
by giving users of financial statements essential information regarding tax abatements that is not
currently reported consistently or comprehensively. See Note 22.

The City adopted GASB Statement No. 78, Pensions Provided through Certain Multiple-Employer
Defined Benefit Pension Plans, required for fiscal periods beginning after December 15, 2015, in
fiscal 2017. This Statement amends the scope and applicability of Statement No. 68 regarding
pensions provided to employees of state and local government employers through certain cost-
sharing multiple-employees of state and local government employers through certain cost-
sharing multiple-employer defined benefit pension plans.

The City adopted GASB Statement No. 79, Certain External Investment Pools and Pool
Participants, required for fiscal periods beginning after June 15, 2015, except for certain
provisions effective for fiscal periods beginning after December 15, 2015, in fiscal 2016 and 2017.
This Statement addresses accounting and financial reporting for certain external investment
pools and pool participants.

The City adopted GASB Statement No. 80, Blending Requirements for Certain Component Units -
an amendment of GASB Statement No. 14, required for fiscal periods beginning after June 15,
2016, in fiscal 2017. This Statement improves financial reporting by clarifying the financial
statement presentation requirements for certain component units.

Certain differences exist between the governmental fund financial statements and the
government-wide financial statements. These differences relate to differences between the
modified accrual basis of accounting used in the fund financial statements and the accrual basis
of accounting used in the government-wide financial statements and to the consolidation of the
internal service funds into the governmental activities in the government-wide financial
statements.
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2. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS
E. ACCOUNTING PRONOUNCEMENTS (continued)

Reconciliations between the governmental fund balance sheet and the government-wide
statement of net position and between the governmental fund statement of revenues,
expenditures, and changes in fund balances and the government-wide statement of activities are
shown on pages 21 and 24, respectively. ;

3. BUDGETS AND BUDGETARY ACCOUNTING
Budget Development and Adoption

The City follows these procedures in establishing the general fund fund-level budgetary data
reflected in the financial statements:

a. The Mayor submits to the City Council for approval, a proposed operating budget for the fiscal
year beginning October 1. The operating budget is only for the General Fund and includes
proposed expenditures and the means of financing them.

b. Any revisions to the budget must be approved by the City Council. The budget is normally
modified one or more times during the course of the fiscal year.

c. All unencumbered appropriations lapse at the end of the fiscal year. Encumbered
appropriations remain in effect and are incorporated into the next fiscal year budget.

4. CASH AND INVESTMENTS

Deposits are fully insured up to $250,000 by the Federal Deposit Insurance Corporation. Deposits
exceeding $250,000 are made to banks participating in the Security for Alabama Funds
Enhancement Program (SAFE Program). In the State of Alabama, all public funds are protected
through a collateral pool administered by the Alabama State Treasurer. Banks holding deposits
belonging to the state, counties, cities or agencies of any of these entities must pledge securities as
collateral against those deposits. In the event of the failure of a bank, securities pledged by that bank
would be liquidated by the State Treasurer to replace the public deposits. If the securities pledged
failed to produce adequate funds for that purpose, then every bank partlclpatmg in the pool would
share the liability for the remaining balance.

Custodial and Concentration of Credit Risk
Each of the banks containing more than $250,000 of the City of Muscle Shoals’ deposits has been
designated by the State Treasurer as a qualified public depository.
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5. RECEIVABLES
The City’s general fund receivables from other governments consisted of the following at
September 30, 2018:
Due from State of Alabama (Sales Tax) $1,204,869
Other 205,638
Total $ 1,410,507
6. CAPITAL ASSETS
Governmental Activities:
Beginning Ending
Balances Increases Decreases * Balances
Capital assets not bein
depreciated '
Land $ 7428841 § 91,733 § - $ 7520574
Art 78,810 - - 78,810
Construction in progress 1,754,760 3,832,019 5,260,341 326,438
Total assets not being
depreciated 9,262,411 3,923,752 5,260,341 7,925,822
Capital assets being
depreciated _
Buildings 17,225,562 42,686 - 17,268,248
Infrastructures 23,908,935 4,884,830 - 28,793,765
Land Improvements 12,858,858 364,696 - 13,223,554
Equipment 13,983,803 701,316 469,361 14,215,758
Total Capital assets
being depreciated 67,977,159 5,993,528 469,361 73,501,326

Accumulated Depreciation (32,059,163) (2,217,766) (443,163) (33,833,766)

Total capital assets being
depreciated, net 35,917,995 3,775,762 26,198 39,667,559

Governmental activities
capital assets, net $ 45180406 § 7,699,514 § 5286539 $ 47,593,381
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6. CAPITAL ASSETS (continued)

Depreciation expense is included in the functional expenses in the Statement of Activities
as follows:

Function Depreciation
General Government $ 205,075
Police 232,461
Fire 177,240
Public Works 466,178
Storm Drainage 836,615
Recreation 300,197
Total depreciation expense § 2217766

7. LONG-TERM DEBT
The City's Debt consists of the following:

General Obligation Refunding Warrants, Series 2014-A (January 1)
On January 1, 2014 the City issued $1,960,000 of General Obligation Refunding Warrants, Series
2014-A. These tax-exempt warrants mature from 2014 to 2025 and bear interest at rates from
2.00 to 3.25% and were issued to refund $1,627,565 of the General Obligation Warrants, Series
2005 and to provide $ 278,000 in Capital Improvements.

General Obligation Refunding Warrants, Series 2014-C (May 1)
On May 1, 2014 the City issued $9,660,000 of General Obligation Refunding Warrants, Series
2014-C. These tax-exempt warrants mature from 2015 to 2025 and bear interest at rates from
1.50 to 2.50% and were issued to refund $9,585,433 of the General Obligation Warrants, Series
2004 and to provide $ 673,074 in Capital Improvements.

General Obligation Refunding Warrants, Series 2015-A (June 1)
On June 1, 2015 the City issued $8,515,000 of General Obligation Refunding Warrants, Series
2015-A. These tax-exempt warrants mature from 2015 to 2030 and bear interest at rates from
1.40 to 2.08% and were issued to refund $8,273,489 of the General Obligation Warrants, Series
2006-A Warrants dated March 1, 2006 and November 1, 2006, and pay issuance expenses of
$241,511.

General Obligation Refunding Warrants, Series 2015-B (June 1)
On June 1, 2015 the City issued $500,000 of General Obligation Refunding Warrants, Series 2015-
B. These tax-exempt warrants mature from 2015 to 2025 and bear interest at rates from 2.75 to
3.25% and were issued to refund $421,689 of the General Obligation Warrants, Series 2006-A
Warrants dated March 1, 2006 and November 1, 2006, and pay issuance expenses of $78,311.
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7. LONG-TERM DEBT (continued)

General Obligation Refunding Warrants, Series 2015-C (June 1)

On June 1, 2015 the City issued $1,250,000 of General Obligation Refunding Warrants, Series
2015-C. These tax-exempt warrants mature from 2015 to 2031 and bear interest at rates of
3.75% and were issued to provide $1,200,000 in Capital Improvements and pay issuance
expenses of $50,000.

General Obligation Refunding Warrants, Series 2018 (February 28)

On February 28, 2018 the City issued $3,655,000 of General Obligation Refunding Warrants,
Series 2018. These tax-exempt warrants mature from 2015 to 2031 and bear interest at rates of
1.50-3.50% and were issued to provide $3,500,000 in Capital Improvements and pay issuance
expenses of $108,000. '

The following summarizes the changes in the City's debt for the year ended September 30, 2018:

General

Obligation Beginning Ending Current

Warrants Balance Increases Reductions Balance Maturities
Series 2014-A § 1,510,000 §$ - $ 180,000 $ 1,330,000 $ 200,000
Series 2014-C 7,525,000 - 935,000 6,590,000 960,000
Series 2015-A 8,325,000 - 75,000 8,250,000 70,000
Series 2015-B 500,000 - - 500,000 -
Series 2015-C 1,250,000 - - 1,250,000 -
Series 2018 - 3,655,000 - 3,655,000 95,000

Total Warrants $ 19,110,000 §$ 3,655,000 $ 1,190,000 $ 21,575,000 $ 1,325,000

The following sets forth the service requirements on the Warrants:

Fiscal Series 2014-A Series 2014-C Series 2015-A
Year Principal Interest ° Principal Interest Principal Interest
2019 200,000 35,206 960,000 138,088 70,000 240,480
2020 195,000 31,206 920,000 118,888 75,000 239,080
2021 200,000 27,063 935,000 105,088 75,000 237,580
2022 205,000 22,063 1,050,000 86,388 - 236,080
2023 210,000 16,425 1,075,000 64,338 - 236,080
2024-2028 320,000 13,375 1,650,000 53,900 4,905,000 1,016,690
2029-2033 3,125,000 149,510
2034-2038 - - - - - -

Totals $1,330,000 §$145337 $6590,000 $566,688 $8250,000 § 2355500
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7. LONG-TERM DEBT (continued)

Series 2015-B Series 2015-C Series 2018

Year Principal Interest Principal Interest Principal Interest

2019 - 14,300 - 46,875 95,000 108,578

2020 80,000 14,300 - 46,875 95,000 107,153

2021 80,000 12,220 - 46,875 95,000 105,728

2022 80,000 10,140 - 46,875 100,000 103,828

2023 85,000 8,060 - 46,875 100,000 101,828
2024-2028 175,000 8,215 - 234,375 535,000 472,738
2029-2033 - - 1,250,000 140,625 1,210,000 358,970
2034-2038 - - - - 1,425,000 150,325

Totals $§ 500000 § 67235 $1,250,000 $609,375 $3,655000 $ 1,509,145

The total debt service (combined) for all long-term debt follows:

Total
Fiscal Year Principal Interest
2019 1,325,000 583,527
2020 1,365,000 557,501
2021 1,385,000 534,553
2022 1,435,000 505,373
2023 1,470,000 473,605
2024-2028 7,585,000 1,799,293
2029-2033 5,585,000 649,105
2034-2038 1,425,000 150,325
Totals $ 21,575,000 § 5253280

8. COMMITMENTS AND CONTINGENCIES

The Public Park Authority of the Shoals, an Alabama Public Corporation formed by four local
municipal governments (including the City of Muscle Shoals) and the counties of Colbert and
Lauderdale, issued $17,925,000 in Special Obligation Bonds, Series 2003, dated June 1, 2003. The
bonds are secured by a pledge of the two cents per gallon gasoline taxes levied in Colbert and
Lauderdale counties.
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9. INTER-FUND RECEIVABLES, PAYABLES AND TRANSFERS

During the year the City transferred money between funds, mostly from the general to other funds.
These transfers were for several purposes such as providing funds for debt service and to provide
match money to comply with the terms of grant agreements. There were no outstanding Inter-fund
receivable and payable balances at September 30, 2018. The amounts of inter-fund transfers for the
fiscal year ended September 30, 2018 are as follows:

Fund To From
General Fund $§ 235042 $ 3,298,280
Municipal Court Fund - 235,042
Half Cent Sales Tax 1,591,229

Debt Service 1,707,051 3,502,830
2018 Warrant Fund 3,502,830

$ 7036152 _$ 7,036,152

The transfers were primarily used for the payment of debt service and capital outlay.

10. EQUITY INTEREST IN JOINT VENTURE (NORTH ALABAMA GAS DISTRICT)

The City of Muscle Shoals owns approximately 50 percent of the North Alabama Gas District (the
Gas District) and the City of Madison, Alabama owns the remainder. The government-wide financial
statements reflect the City of Muscle Shoals’ equity in the Gas District, in the amount of
$20,335,294. The fund-level financial statements only report the earnings distributions received
from the Gas District during the year ($363,620). The distribution ratio is based on the percentage
of gas sales in the respective areas of the two owners of the Gas District that is, the City of Muscle
Shoals and the City of Madison, Alabama. The government-wide financial statements reflect an
increase in the investment in the Gas District of $ 650,467.

11. RELATED PARTY TRANSACTIONS

The City had the following material transactions with related parties during the year ended
September 30, 2018:

Muscle Shoals Utility Board — This component unit provides water and sewer service to the City at
market rates. At September 30, 2018, the Board owed the City $ 0.

Muscle Shoals Electric Board - The Board, a component unit of the City, (a) provides electricity to
the City at normal market rates, (b) collected on behalf of and remitted to the City $ 1,033,993 of
garbage revenues collected and (c) paid the City $ 871,538 of tax equivalents. At September 30,
2018, the Electric Board owed the City a total of $158,064. The City owed the Electric Board nothing
at year-end.
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11,

12.

RELATED PARTY TRANSACTIONS (continued)

Muscle Shoals Board of Education - The City appropriated $1,313,229 to the Board of Education (a
component unit) during the year. At September 30, 2018, the Board owed the City $ 25,420 for
miscellaneous items.

Shoals Solid Waste Disposal Authority - The Authority, jointly governed by Muscle Shoals and three
other governments, was paid $182,040 for landfill services provided to the City. The City and the
other three joint governors are charged special rates for landfill services, which are lower than that
charged the public. )

The City jointly governs, with several other governmental organizations, the Colbert County Animal
Control and Northwest Alabama Airport Authority. There have been no material transactions with
these organizations, other than the City’s annual appropriations to them.

DEFINED BENEFIT PLAN

Plan description

The Employees’ Retirement System of Alabama (ERS), an agency 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 operation 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 thé 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 ﬁnancjal‘ report that can be obtained at www.rsa-al.gov.

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

1) The Governor, ex officio.

2) The State Treasurer, ex officio.

3) The State Personnel Director, ex officio

4) The State Director of Finance, ex officio.

5) 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 elected 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 § 36-27-6.
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13. DEFINED BENEFIT PLAN (continued)
Benefits provided

State law establishes retirement henefits 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 orwith 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 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, 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 serves approximately 909 local participating employers. These participating employers
include 294 cities, 65 counties, and 516 other public entities. The ERS membership includes
approximately 88,517 participants. As of September 30, 2016, membership consisted of:

Retirees and beneficiaries receiving benefits 23,853
Terminated employees entiltled to, but not receiving benefits 1,401
Terminated employees not entitled to a benefit 7,154
Post-DROP participants who are still in active service 168
Active members 55,941

Total 88,517




City of Muscle Shoals, Alabama
Notes to Financial Statements
September 30,2018

12. DEFINED BENEFIT PLAN (continued)

Contributions

Covered members of the ERS contributed 5% of earnable 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 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 earnable 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 earnable 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 earnable 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
6.18% of covered employee payroll, and the City’s average contribution rate to fund the normal and
accrued liability costs was 13.26% of covered employee payroll.

The City’s contractually required contribution rate for the year ended September 30, 2018 was 5.0%
of pensionable pay for Tier 1 employees, and 6.0% of pensionable pay for Tier 2 employees. These
required contribution rates are based upon the actuarial valuation dated September 30, 2013, 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 earned by
members during the year, with an additional amount to finance any unfunded accrued liability. Total
employer contributions to the pension plan from the System were $814,786 for the year ended
September 30, 2018. '
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12. DEFINED BENEFIT PLAN (continued)
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:

Expected Actual

(a) Total Pension Liability as of September 30, 2016 $ 32,057,673  $32,029,648
(b) Discountrate . 7.75% 7.75%
(c) Entry age normal cost for the period October 1,

2016 through September 30, 2017 605,208 605,208
(d) Transfers Among Employers: - (174,365)
(e) Actual benefit payments and refunds for the

period October 1, 2016 through September 30,

2017 (1,591,452)  (1,591,452)
(f) Total Pension Liability as of September 30, 2017 =

[(a) x (1+(b))] +(c) + (d) + [(e ) x (1 + 0.5 * (b))] $ 33,494,230  $ 33,289,668
(g) Difference between Expected and Actual: $ (204,562)
(h) Less Liability Transferred for Immediate

Recognition (174,365)
(i) Experience (Gain)/Loss = (g) - (h) $  (30,197)

Actuarial assumptions

The total pension liability in the September 30, 2017 actuarial valuation was determined using the
following actuarial assumptions, applied to all periods included in the measurement:

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

* Net of pension plan investment expense
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12. DEFINED BENEFIT PLAN (continued)

Mortality rates were based on the sex distinct RP-2000 Blue Collar Mortality Table Projected with
Scale B