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Certified Public Accountants

2300 Hurstbourne Village Drive, Suite 500
Louisville, Kentucky 40299

Phone: (502) 493-1090

FAX: (502)493-7231

INDEPENDENT AUDITORS’ REPORT

To the City Council

City of Bardstown, Kentucky
220 North Fifth Street
Bardstown, Kentucky 40004

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the
City of Bardstown, Kentucky, as of and for the year ended June 30, 2009, which collectively
comprise the City’s basic financial statements as listed in the Table of Contents. These financial
statements are the responsibility of the City of Bardstown, Kentucky’s management. Our
responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Bardstown, Kentucky,
as of June 30, 2009, and the respective changes in financial position and cash flows, where
applicable, thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

The management’s discussion and analysis and budgetary comparison information on pages 3
through 14 and page 48 are not a required part of the basic financial statements but are
supplementary information required by the accounting principles generally accepted in the
United States of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation
of the required supplementary information. However, we did not audit the information and
~€Xpress no opinion on it.




To the City Council
City of Bardstown, Kentucky
November 14, 2009

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Bardstown, Kentucky’s basic financial statements. The
combining and individual nonmajor fund financial statements and other schedule are presented
for purposes of additional analysis and are not a required part of the basic financial statements.
The combining and individual nonmajor fund financial statements and other schedule have been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, are fairly stated in all material respects in relation to the basic financial statements
taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated
November 14, 2009, on our consideration of the City of Bardstown, Kentucky’s internal control
over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and
the results of that testing and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in conjunction with this report in
considering the results of our audit.

%a/uzr M/A%/JC‘

November 14, 2009
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J. RICHARD HEATON, MAYOR
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BARDSTOWN, KENTUCKY 40004
TEL. NC. 877/348-5947

OLD KENTUCKY HOME FAX. NO. 502/348-2433
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Management’s Diséussion and Analysis
Annual Financial Statements
For the Fiscal Year Ended June 30, 2009

CFO Mike Abell and Accountant Kerry Greenwell present this narrative to help those who
teview this report better understand the statements, its schedules, and the notes. It is our intent

* that these comments provide all parties interested in the City’s financial condition, especially the
citizens of Bardstown, a better understanding of the City’s operations and financial condition.
The City reports its annual financial statements in a format required by the Governmental
Accounting Standards Board. Should any reader of these statements have questions or desire
additional information, please contact Mike Abell at mabell{@bardstowncable.net.

Financial Highlights

e As of June 30, 2009, the City’s net assets (asseis minus liabilities) totaled $63,668,000,
nearly the same as the June 30, 2008 figure. Were it not for contributed assets of some
$300,000, net assets would have slightly decreased from last year.

e Net assets include capital assets, net of related debt, of $48,846,000, $10,685,000 in
restricted resources (restricted to specific projects by law, regulation, or contractual
agreement), and unrestricted resources of $4,137,000.

e Unrestricted net assets, those resources available to continue City operations into the next
fiscal year, decreased by nearly $5,000,000 to the above $4,137,000 during the fiscal year
as major capital spending was funded internally.

+ City liabilities on June 30, 2009 totaled $25,074,000, of which $16,681,000 is long term
and $8,393,000 is current, including FY 10 bond and lease payments of $1,750,000 plus
accounts payable, internal balances, deferred revenue, and other liabilities.

® There was significant capital asset but no long-term debt activity during the fiscal year.
There were no known changes in credit rating and debt limitations. The City just
completed the $4,000,000 Town Creek Waste Water Interceptor line and the $500,000
MAGO water pumping station, both started in FY 09, and both funded internally.

Rich in Romance, Culture, History-Progressive in Industry, Agriculture and Education
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Financial Highlights (Continued)

L

The City paid $1,640,000 toward its bonded debt, as scheduled, this fiscal year.

The unreserved fund balance for the General Fund, as of June 30, was $981,936, a 4%
increase over the prior year balance. This unreserved fund balance is equal to 13% of the
FY 09 General Fund budgeted expenditures.

The local economy has been affected by the national recession. Utility use by our newer
and expanded plants was slightly less than anticipated and there was one plant closing
(Intertec) and work reductions is others, resulting in fairly flat utility sales and revenue.
The new Flowers Foods facility and call center for Sykes should stabilize or even
increase utility revenue in FY 2010. Cable and Internet revenues, on the other hand, do
show growth, both in FY 09 and projected into FY 10.

The second challenge to the City’s System Development Charges is still pending. While
we cannot predict the outcome of this case, these funds are not pledged as security for the
City’s combined utility system revenue bonds and the case does not affect the City’s
ability to meet its bond related obligations.

The City’s Indirect Cost Allocation Plan was unchanged in the ’09 fiscal year. The
original plan treated some costs as indirect that management determined were more
appropriately treated as direct. For example, all costs related to the reading of utility
meters and the collection of customer payments were formerly treated as indirect costs
and allocated to all departments. Management determined that such costs should be
charged as direct costs to the utility services. The Indirect Cost Allocation Plan this more
accurately accounts for the costs of providing utility services.

City property tax revenues increased in FY 09, primarily due to new construction that had started
prior to the national slow down.

Parity coverage for the Combined Utilities Revenue Bonds remains above the required
coverage of 1.4 as Table 2 demonstrates,
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TABLE 1: City of Bardstown, Assets, Liabilities, and Ne¢
Assets, 3-Year Review

Assets FY 07 F¥Y 08 EY 00
Capital Assets
Governmental Activities $8,414,000 $8,739,000 $8,593,000
Business-type Activities 64.851.000 64,334,000 66,298,000
Total Capital Assets 73,266,000 73,073,000 74,891,000
Current & Other Assets
Governmental Activities 5,112,000 4,230,000 3,790,000
Business-type Activities 9,393.000 11,278,000 10,060,000
Total Current & Other Assets 14,505,000 15,580,000 13,850,000

Total Assets

Governmental Activities 13,526,000 12,969,000 12,382,000
Business-type Activities 74,244,000 75,012,000 76,359,000
Total Assets ' ) 87,770,000 88,581,000 88,741,000
Liabilities
Current & Other Liabilities
Governmental Activities 3,403,000 2,491,000 2,108,000
Business-type Activities 4.156.000 4,182 000 6.285.000
Total Current & Other Lia, 7,558,000 6,673,000 8,393,000

Long-term Liabilities

Governmental Activitics 90,000 50,000 0
Business-type Activities 19.896.000 18,325,000 16,681,000
Total Long-term Liabilities 19,986,000 18,375,000 16,681,000

Total Liabilities

Govemmental Activities 3,493,000 2,541,000 2,108,000
Business-type Activities 24,052,000 22,507.000 22.966,000
Total Liabilities ' 27,546,000 25,048,000 25,074,000
Net Assets
Governmental Activities 16,033,000 10,428,000 10,275,000
Business-type Activities 50,192,000 53,105,000 53,393.0G0
Total Net Assets 60,255,000 63,533,000 63,608,000
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TABLE 1(cont): City of Bardstewn, Assets, Liabilities, and
Net Assets, 3-Year Review

LY 07 EY 08 FY 09
Net Assets, Details
Invested in Capital Assets )
Governmental Activitics 7,880,000 8,248,000 8,145,000
Business-type Activities 33.345.000 35,323,000 40,701,000
Total Capital Assets (net of debf) 41,226,000 43,571,000 48 846,000
Restricted Net Assets
Governmental Activities 1,290,000 1,235,000 1,148,000
Business-type Activities 9,752,000 7.664.000 9,537,000
Total Restricted Net Assets 9,881,000 8,899,000 10,685,000
Unrestricted Net Assets
Governmental Activities 863,000 945,000 982,000
Business-type Activities 7,095.000 8.518.000 3,155,000
Total Unrestricted Net Assets $7,958,000 $9,463,000 $4,137,000

Notes: Restricted Net Assets include inventory and reserves for special and specific
projects, plus reserves restricted under terms of revenue bond covenants or laws and
regulations. Due to rounding, totals will not exactly equal the sum of all entries.

Table 2
CITY OF BARDSTOWN, KENTUCKY
COMBINED UTILITIES REVENUE BONDS
HISTORICAL COVERAGE ANALYSIS

For Fiscal Year ending June 30,

2005 2006 2007 2008 2009

Net Income $1,935,816 $2,469,687 $3,934,469 $2,913,188 $287,844
Less Contributed Capital Assets (366,445) (1,425,932) (1,685,714) (500,874)  (328,000)
Add Back:

Depreciation 2,267,788 2,395 810 2,261,763 2,484,058 2,479,000

Amortization

Interest Expense 1,195,808 1,137,025 1,082,479 1,025,912 966,000

Transfers Out 1,159,809 1,471,208 1,193,401 1,775,049 1,767,000
Total Revenues Available for Debt
Service 6,192,776 6,047,798 6,786,398 7,697,333 5,171,844
Annual Parity Debt Service in
years presented $2,598 470 $2,598,470 $2,598,470 $2,598.470  $2.598,470

Coverage 2.38 233 2.61 2.96 1.99
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Overview of the Financial Statements

The City provides governmental services, primarily funded by taxes and intergovernmental
revenues, and business-type services, funded by user fees and charges. Governmental activities
include services such as police, fire, recreation, streets and street lighting, prevention of drug and
alcohol abuse, cemetery operation and maintenance, planning and zoning, industrial
development, historic preservation, and the administrative and oversight functions necessary to
provide all of the above. Business-type activities include electric, water, sewer, cable, Internet
and garbage services. '

The audited financial statements include three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the financial statements. The audited
Financial Statements also include other supplemental information and the Budget and Actual
statements, which are required to demonstrate the City’s compliance with state law regarding the
budgeting of public funds.

Government-wide Financial Statements

The government-wide financial statements {(Government-wide Statement of Net Assets and
Government-wide Statement of Activities) are designed to provide readers with a broad
overview of the City of Bardstown’s finances in a manner similar to that used in the private
sector. They report the financial condition on both governmental and business-type activities as
of June 30. They report the City’s short-term and long-term assets and liabilities, and how the
City’s net assets changed during the 2009 fiscal year. The revenues and expenditures of the past
year are summarized and show there was very little growth in total net assets. The statements
demonstrate that the business-type activities also show very little growth and that user charges
and fees were becoming inadequate to cover expenses and contingencies, especially in the water,
sewer, and garbage departments. This is clearly seen on the Combining Statement of Revenues,
Expenditures, and Changes in Fund Net Assets. The Council did increase water, sewer, and
garbage rates cffective the beginning of FY 2010 to address this problem. Electric rates were
also increased to address a 12% increase from the supplier of our electric.

Governmental service. costs continue to exceed governmental revenue. Transfers from the
business-type activities of the City fund this deficit. This puts additional pressure on the business
activities of the City. Subsequent statements report separately on the two activities.




Management’s Discussion and Analysis
Annual Financial Statements

For The Fiscal Year Ended June 30, 2009
November 14, 2009

Governmental Fund Statements

The next two financial statements report only on governmental services:

¢ Balance Sheet/Governmental Funds

» Statement of Revenues, Expenditures, and Changes in Fund Balances/Governmental
Funds.

The Balance Sheet lists the resources available as of June 30 to pay current liabilities and to
continue governmental operations into the following fiscal year. Capital assets and long-term
debt are not included in this report, but are included in the Government-wide Statement of Net
Assets. The balance sheet is intended to demonstrate current, as opposed to long-term, financial
strength and/or weakness.

The Statement of Revenues, Expenditures, and Changes in Fund Balances provides some of the
most important data necessary to choose the level of governmental service. It also provides
insight into the level of taxation and/or fees needed for those services.

Management presents the following observations about the Balance Sheet and the Statement of
Revenues, Expenditures, and Changes in Fund Balance, primarily related to the General Fund.

¢ The June 30 fund balance, $2,160,070, includes $299,282 in land and inventory, and $878,852
restricted to specific services or projects, including street maintenance, cemetery operations
and maintenance, and special law enforcement projects. The balance, $981,936, is unrestricted
and equals nearly 16% of FY 2010’s General Fund Expenditures.

o The Statement of Revenues and Expenditures shows that the General Fund expenditures
exceeded revenues by nearly $2 million. Transfers from the business (utility) activities
addressed most of this deficit. Much of that transfer represents the business activities® share of
centralized City expenses, including administrative, insurance, and other indirect costs.

e The Fund Balance in the General Fund is $37,000 higher than on 6-30-08.

The Budgetary and Comparison Schedule-Major Funds reports on the City’s compliance with
budget adoption and execution requirements, The City operated within its adopted budget.

Management concludes its comments on the major governmental fund statements by asserting that
actions taken in the past four years to cut costs, properly allocate costs, and implement the
Occupational License Fee have partially addressed the General Fund’s structural deficit. More
must be done in the future to make the General Fund support all governmental activities.
Revenues of the Combined Utilities Fund are needed to replace and expand the infrastructure of
the utilities.




Management’s Discussion and Analysis
Annual Financial Statements

For The Fiscal Year Ended June 30, 2009
November 14, 2009 '

Proprietary Fund Statements

The three primary statements reporting on the proprictary or business-type activities are:

e Statement of Net Assets — Proprietary Funds
e Statement of Revenues, Expenses, and Changes in Fund Net Assets — Proprietary Funds
o Statement of Cash Flows — Proprietary Funds.

The Statements show that the utility operations were flat for the year, and though affected by the
recession, do remain sound. Net operating fund assets slightly decreased this year. Restricted
net assets (funds set aside in accordance with bonded debt requirements, plus construction funds
reserved for the Town Creek Sewer Interceptor and other capital projects) totaled $9,537,000.
The required reserve funds (Depreciation, Debt Service, Operations and Maintenance, and Bond
Sinking Fund) are fully funded. Unrestricted net assets totaled $3,155,000, a significant drop
from prior years as some $5,000,000 of these funds was spent on necessary capital projects. The
City plans to use more of these funds for such projects in FY 2010.

The Proprietary Fund operations, after the noted rate increases, are producing sufficient revenue
to fund payments for past capital improvements, maintenance and operating expenses, minor on-
going cxpansions to the infrastructure, and a portion of the governmental services.
Management’s goal is to reduce the yearly transfer from the proprietary or utility fund operations
to the Governmental Services or General Fund since growth demands that more of the utility
operations’ excess revenue be devoted to infrastructure expansion and improvement. The need
for infrastructure expansion and improvement will continue into FY 2010 and beyond.

The Governmental Activities—Internal Service Fund, included as the last column in the
Proprictary Fund statements represents the City’s Employee Health Insurance Fund, a self-
insured plan. This Fund reports on the City’s attempt to control the ever-increasing cost of
employee health insurance. The City, like most employers, has experienced serious cost
increases in the provision of health insurance coverage for its employees. To combat these
increases, the City became a self-insured entity several years ago and continuously modifics its
plan to contain the ever-increasing cost of employee health care. Management believes the plan
changes are leading to permanent cost containment, as evidenced by the below industry average
yearly increase in expenditures. Management projects that future increases will not exceed the
industry-wide growth rate. '

-10-
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Program Revenues

Revenue from service charges, or Program Revenue, funds all of the City’s business-type
activities, the utility services or departments and the self-insured employee health insurance
program. Similar charges, or Program Revenue, fund only a small portion of the expenses of the
governmental activities or departments. The balance of the governmental activity expense is
funded by General Revenue (taxes, grants, and the like) and by transfers from the business-type
activities.

Governmental Activities

Table 3 shows a 3-year history of expenses, program and grant revenues, and finally net
expenses for each governmental program over the three most current fiscal years. These net
expenses should be funded from tax revenues and investment income. The table also shows the
tax, investment, and miscellancous revenue generated to partially fund the net expenses of the
governmental activities. However, the City is still relying on transfers from the utility operations
to cover the costs of governmental services. These transfers are reported as “Transfers to Gen”
in Table 3.

City Officials have been concerned for several years about the growing gap between
governmental activity expenses and revenue and about the City’s dependence on Business-type
activity revenues to fund governmental services. The City implemented an Occupational and
Business License and Net Profits ordinance effective August 1, 2003, to lessen that gap. That
tax is helping to reduce this dependence but additional steps are needed. -

-11-
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Business-type Activities

Table 4 presents a 3-year history of program revenues and expenses for the Business-type
Activities, the utility services. Electric and Water revenues increased, but not as much as
expenses. Sewer revenues dropped, yet expenses increased. Cable and Internet revenues
continue to grow and the increase in cable expenses will taper off after FY 2010, as the
expansion of service area nears completion and there is less need for contact installers. The rate
increases adopted effective for FY 2010 for Electric, Water, Sewer, and Garbage will make each
service more self-supporting, though a new study of rates for water and sewer is to be done in
FY 2010 to address more long term needs. The significant increase in costs (from $21,800,000
in FY 08 to $25,249,000 in FY 09) when compared to the lesser growth in revenue, was partially
caused by an electric supply cost increase that took effect prior to a customer rate increase
intended to cover that increase. In the cable department, significant costs were incurred in order
to move to the hi-def level of service and the higher than expected demand for high-def boxes.
Cable net revenue is further squeezed by the ever increasing wholesale producers’ charges.

Summary and Pending Actions

The City’s finances are sound, but there is a continuing need to lessen the dependence on
business activity revenues to supplement governmental revenues to provide governmental
services. The City also recognizes the need to structure its rates for utility services so that new
customers pay for the increased infrastructure needed to serve them. The City initiated a water
and sewer rate study in late FY 05 that has been implemented. However a new study is now
needed to address increasing regulatory demands for infrastructure improvements. This new
study will be completed in FY 2010. The goal of the study is to fairly allocate costs to the
vartous types of customers the City has: in-city, out-of-city, residential, commercial, industrial,
and wholesale.

The most significant actions taken during FY 09 that will affect the City in the future include:

1. Further progress by the City of Bloomfield toward completion of those improvements
necessary to implement Bardstown’s agreement to treat Bloomfield’s waste water, an
agreement that will result in increased utilization of Bardstown’s excess treatment
capacity and additional sewer department revenue for debt service.

2. The replacement of the Town Creck Waste Water Interceptor line {completed in
December 2009), which will eliminate much of the city’s waste water overflow
problem.

3. Significant expansion of the area served by the city’s cable-internet system, including

the purchase of the system that had served the Bloomfield and later the Chaplin areas,
and the move to more digital and hi-def offerings.

4. The completion of the Flower Foods facility and the opening of the Sykes call center,
both of which will contribute new utility and tax revenue.

5. The award on Transportation Enhancement and other funds to renovate the downtown
streetscape and infrastructure.

-14-
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CITY OF BARDSTOWN, KENTUCKY
GOVERNMENT-WIDE STATEMENT OF NET ASSETS

June 30, 2009
Primary Government
Governmental Business-Type
Activities Activities Total

Assets
Current Assets:

Cash and cash equivalents 3 440,004 $ 2,123,236 $ 2,563,240

Invesiments 542,000 1,593,844 2,135,844

Accrued interest 49,325 240,805 290,130

Receivables, net 231,298 2,789,367 3,020,665

Due from other governments 0 320 320

Internal balances 2,148,234 2,020,411 4,168,645

Inventory 35,181 1,060,559 1,095,740

Prepaid items 342,791 233,078 575,869
Total Current Assets 3,788,833 10,061,620 13,850,453
Noncurrent Assets:

Restricted cash and investments 134,268 7,270,988 7,405,256

Land held for resale 264,101 0 264,101

Capital assets, net (Note 5) 8,194,960 59,026,566 67,221,526
Total Noncurrent Assets 8,593,329 66,297,554 74,890,883
Total Assets 12,382,162 76,359,174 88,741,336
Liabilities
Current Liabilities:

Accounts payable 1,538,813 74,610 1,613,423

Internal balances 171,981 3,996,664 4,168,645

Accrued taxes 11,412 - 15,861 27,273

Other liabilities 335,434 501,063 836,497

Deferred revenue 0 52,690 52,690

Lease payable 50,000 0 50,000

Bonds payable 0 1,644,222 1,644,222
Total Current Liabilities 2,107,640 6,285,110 8,392,750
Noncurrent liabilities (Note 6):

Bonds payable 0 16,680,855 16,680,855
Total Noncurrent Liabilities 0 16,680,855 16,680,855
Total Liabilities $ 2,107,640 $ 22,965,965 $ 25,073,605

The accompanying notes are an integral part of these financial statements,
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CITY OF BARDSTOWN, KENTUCKY

GOVERNMENT-WIDE STATEMENT OF NET ASSETS (CONTINUED)

June 30, 2009
Primary Government
Governmental Business-Type
Activities Activities Total
Net Assets
Invested in capital assets, net of
related debt $ 8,144,960 $ 40,701,489 $ 48,846,449
Restricted for:
Infrastructure ' 0 509,404 509,404
Inventory and land held for resale 299 282 0 299,282
Revenue bond reserves 0 6,430,063 6,430,063
Construction fund 0 2,020,411 2,020,411
Special projects 848,344 577,034 1,425,378
Unrestricted 981,936 3,154,808 4,136,744
Total Net Assets $ 10,274,522 $ 53,393,209 $ 63,667,731

The accompanying notes are an integral part of these financial statements.
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CITY OF BARDSTOWN, KENTUCKY
BALANCE SHEET — GOVERNMENTAL FUNDS

Assets
Cash and cash equivalents
Investments
Restricted cash
Restricted investments

Accrued interest receivable

Accounts receivable
Inventory

Land held for resale
Internal balances
Prepaid items

Total Assets

Liabilities
Accounts payable
Accrued payroll
Payrol! taxes payable
Internal balances

Total Liabilities

Fund Balances
Reserved for:

Inventory and land held for resale

Special projects
Unreserved, reported in:
General fund

Total Fund Balances

Total Liabilities and Fund Balances

_ June 30, 2009

Non-Major Total
Governmental Governmental

(General Funds Funds
$ 28,822 $ 344,005 $ 372,827
0 542,000 542,000
22,746 0 22,746
0 111,522 111,522
0 49,325 49,325
194,052 0 194,052
35,181 0 35,181
264,101 0 264,101
2,144,193 4,041 2,148,234
323,758 19,033 342,791
3,012,853 1,069,926 4,082,779
1,384,789 19,093 1,403,882
335,434 0 335,434
11,412 0 11,412
b 171,981 171,981
1,731,635 191,074 1,922,709
299,282 0 299,282
0 878,852 878,852
081,936 0 981,936
1,281,218 878,852 2,160,070
$ 3,012,853 $ 1,069,926 $ 4,082,779

The accompanying notes are an integral part of these financial statements.
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CITY OF BARDSTOWN, KENTUCKY
BALANCE SHEET — GOVERNMENTAL FUNDS (CONTINUED)
: June 30, 2009
Total
Governmental
Funds

Amounts reported for governmental activities in the statement of

net assets are different because :

Total Fund Balances - Total Governmental Funds $ 2,160,070
Allocation of internal service fund balances (30,508)
Capital assets (net of depreciation)
used in governmental activities are
not financial resources and
therefore are not reported in the funds 8,194,960
Long-term debt, including bonds
and capital leases, are not due and
payable in the current period and
funds (50,000)

Net Assets of Governmental Activities $ 10,274,522

The accompanying notes are an integral part of these financial statements.
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CITY OF BARDSTOWN, KENTUCKY
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCES — GOVERNMENTAL FUNDS
Year Ended June 30, 2009

Non-Major Total
Governmental  Governmental
General Funds Funds
Revenues
Taxes $ 2,996,707 $ 0 $ 2,996,707
Business licenses 28,305 0 28,305
Fines and forfeitures 44,985 0 44 985
Intergovernmental 598,529 434,974 1,033,503
Charges for services 229,283 305,698 534,981
Interest : 16,608 29,569 46,177
Other 56,050 46,953 103,003
Total Revenues : 3,970,467 817,194 4,787,661
Expenditures
Current:
General government 897,376 48,144 945,520
Finance 651,511 0 651,511
Public safety 1,800,137 635,538 2,435,675
Fire : 909,599 0 909,599
Recreation 440,935 0 440,935
Risk management 73,673 0 73,673
Community Center 116,962 0 116,962
Streets 359,321 0 359,321
Cemetery 0 17,576 17,576
Capital outlay 561,661 0 561,661
Debt service 41,792 0 41,792
Total Expenditures 5,852,967 701,258 6,554,225
Excess (Deficiency)} of Revenues Over
Expenditures (1,882,500) 115,936 (1,766,564)
Other Financing Sources (Uses):
Transfers in 2,134,016 99,530 2,233,546
Transfers out : (203,634) (262,500) (466,134)
Total Other Financing Sources (Uses) 1,930,382 (162,970) 1,767,412
Net Change in Fund Balance 47 882 (47,034) 848
Fund Balances, Beginning of Year 1,233,336 925,886 2,159,222
Fund Balances, End of Year $ 1,281,218 $ 878,852 $ 2,160,070

The accompanying notes are an integral part of these financial statements.
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CITY OF BARDSTOWN, KENTUCKY
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCES-GOVERNMENTAL FUNDS (CONTINUED)
Fiscal Year Ended June 30, 2009

Total
Governmental
Funds
Net Change in Fund Balances-Total Governmental Funds 3 848
Amounts reported for governmental activities in the statement of activities
are different because ;
Depreciation expense reported in statement of activities (701,642)
Capital outlay reported in governmental expenditures 561,661
Book Value of Disposed Assets (2,807)
Principal payments on long-terin debt reported as governmental expenditures 40,000
Change in net assets - self insurance fund (51,506)
Change in Net Assets of Governmental Activities $ (153.446)

The accompanying notes are an integral part of these financial statements.
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CITY OF BARDSTOWN, KENTUCKY
STATEMENT OF NE

Assets

Current Assets:
Cash and cash equivalents
Investments
Accrued interest.
Receivables (net of allowance for

doubtful accounts, $108,040)

Prepaid expenses
Due from other governments
Internal balances
Inventory-parts and supplies

Total Current Assets

Noncurrent Assets:
Restricted Assets:
Cash
Investments

Total Restricted Assets

Capital Assets;
Land
Distribution systems
Plant and buildings
Equipment
Less accumulated depreciation

Capital Assets, Net of
Accumulated Depreciation

Total Noncurrent Assets

Total Assets

T ASSETS — PROPRIETARY FUNDS
June 30, 2009
Governmental
Business-Type Activities Activities
Internal
Enterprise Funds Service Fund
Total
Utility Non-Major Total Self-
Operating Debt Service Enterprise Enterprise Insurance
Fund Reserve Funds Funds Fund

$ 2,123,236 0 b 0 $ 2,123,236 § 67,177
1,593,844 0 0 1,593,844 0
30,217 121,018 89,570 240,805 0
2,754,367 0 35,000 2,789,367 37.246
233,078 0 0 233,078 0
320 0 0 320 0
0 0 2,020,411 2,020,411 0
1,060,559 0 0 1,060,559 0
7,795,621 121,018 2,144,981 10,061,620 104,423
0 501 22,000 22,501 0
0 3,504,626 3,743,861 7,248,487 0
0 3,505,127 3,765,861 7,270,988 0
995,712 0 0 995,712 0
67,040,944 0 0 67,040,944 0
18,485,996 0 0 18,485,996 0
4,555,864 0 0 4,555,864 0
(32,051,950) 0 0 (32,051,950} 0
59,026,566 0 0 59,026,566 0
59,026,566 3,505,127 3,765,861 66,297,554 0
$ 66,822,187 $3,626,145 § 5,910,842 $76,359,174 $ 104,423

The accompanying notes are an integral part of these financial statements.
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CITY OF BARDSTOWN, KENTUCKY
STATEMENT OF NET ASSET

Liabilities
Current Liabilities:
Accounts payable
Accrued taxes
Internal balances
Customer deposits
Accrued payroll
Deferred revenue
Bonds, notes, and loans payable

Total Current Liabilities

Noncurrent Liabilities:
Bonds, notes, and loans payable
Unamortized issuance costs
Unamortized deferred refunding costs

Total Noncurrent Liabilities

Net Assets
Invested in capital assets, net of related debt
Restricted for:

Bond reserves

System capacity reserve

Construction Fund

Other purposes

Unrestricted
Total Net Assets

Total Liabilities and Net Assets

S — PROPRIETARY FUNDS (CONTINUED)
June 30, 2009
Governmental
Business-Type Activities Activities
Internal
Enterprise Funds Service Fund
Total
Utility Non-Major Total Self-
Operating Debt Service Enterprise Enterprise Insurance
Fund Reserve Funds Funds Fund
$ 74,610 b 0 $ 0 b 74,610 £ 134,931
15,861 0 : 0 15,861 0
3,996,589 0 75 3,996,664 0
293,726 0 0 293,726 0
207,337 0 0 207,337 0
52,690 0 0 52,690 0
0 1,644,222 0 1,644,222 0
4,640,813 1,644,222 75 6,285,110 134,931
0 16,970,000 0 16,970,000 0
0 (256,076) 0 (256,076) 0
0 (33,069) 0 (33,069) 0
0 16,680,855 0 16,680,855 0
4,640,813 18,325,077 75 22,965,965 134,931
59,026,566  (18,325,077) 0 40,701,489 0
0 3,626,145 2,803,918 6,430,063 0
0 0 509,404 509,404 0
0 0 2,020,411 2,020,411 0
0 0 577,034 577,034 (30,508)
3,154,808 0 0 3,154,808 0
62,181,374  (14,698,932) 5,910,767 53,393,209 (30,508)
$ 66,822,187 $3,626,145 $ 5,910,842 $76,359,174 $ 104,423

The accompanying notes are an integral part of these financial statements.
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CITY OF BARDSTOWN, KENTUCKY
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS -
PROPRIETARY FUNDS
Year Ended JTune 30, 2009
Governmental
Business-Type Activities Activities
Internal
Enterprise Funds Service Fund
Total
Utility Non-Major Total Self-
Operating Debt Service Enterprise Enterprise Insurance
Fund Reserve Funds Funds Fund
Operating Revenues:
Charges for services § 24,997,616 $ 0 $ 0 $ 24,997.616 $ 1,072,170
Utility surcharge 7,083 0 0 7,083 0
Connection fees 186,120 0 0 186,120 0
System development charges 0 0 111,750 111,750 0
Contract services 380,303 0 0 380,303 0
Penaltics 251,461 0 0 251,461 0
Miscellaneous 605,927 0 0 605,927 0
Total Operating Revenues 26,428,510 0 111,750 26,540,260 1,072,170
Operating Expenses:
Purchases for resale 12,444,197 0 0 12,444.197 0
Personal services 4,216,811 0 0 4,216,811 0
Contractual services 771,989 0 75 772,064 0]
Materials and supplies 1,570,950 0 0 1,570,950 Q0
Maintenance and repairs 1,052,543 0 0 1,052,543 0
Other expenses 1,747,035 0 0 1,747,035 - 1,123,792
Depreciation 2,478,652 0 0 2,478,652 0
Total Operating Expenses 24282177 0 75 24,282,252 1,123,792
Income (Loss) from Qperations 2,146,333 0 111,675 2,258,008 (51,622)
Nonoperating Revenues (Expenses):
Investment earnings 119,987 143,341 163,262 426,590 116
1.ease revenue 8,710 0 0] 8,710 0
Interest expense o {966,428) 1] (966,428} 0
Total Nenoperating Revenues (Expenses) 128,697 (823,087) 163,262 (531,128) 116
Income {Loss) Before Contributions
and Transfers 2,275,030 (823,087) 274,937 1,726,880 (51,506)
Capital contributions 328,376 0 0 328,376 0
Transfers in 609,550 2,450,124 1,475,273 4,534,947 0
Transfers out (4,769,086) 0 (1,533,273) (6,302,359} 0
Change in Net Assets (1,556,130) 1,627,037 216,937 287,844 (51,5006)
Net Assets, Beginning of Year 63,737,504 (16,325,969) 5,693,830 53,105,365 20,998
Net Assets, End of Year $ 62,181.374 § (14,698,932) § 5910,767 § 53,393,209 $ (30,508)

The accompanying notes are an integral part of these financial statements.
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CITY OF BARDSTOWN, KENTUCKY
STATEMENT OF CASH FLOWS — PROPRIETARY FUNDS

Year Ended June 30, 2009
Business-Type Governmental
Activities Activities
Internal
Enterprise Funds Service Fund
Cash Flows From Operating Activitics
Cash received from customers § 23,857,425 $ 1,077,906
Cash payments to suppliers for good and services (15,510,440) (1,090,136)
Cash payments to employees for services (4,201,013) 0
Other operating cash receipts 602,206 0
Net Cash Provided (Used) by Operating Activities 4,748,178 {12,230)
Cash Flows From NonCapital Financing Activities
Transfers to other funds (1,767,412) 0
Net Cash Used by Noncapital Financing Activities (1,767,412) 0
Cash Flows From Capital and Related Financing Activities
Acquisition of capital assets (6,285,388) 0
Principal paid on capital debt (1,571,295) 0
Interest paid on capital debt (966,428) 0
Contributed capital 328,376 0
Other receipts 8,710 0
Net Cash Used by Capital and Related Financing Activities (8,486,025) 0
Cash Flows From Investing Activities
Proceeds from disposition and acquisition of investments 4,573,219 0
Interest and dividends 426,590 116
Net Cash Provided by Investing Activities 4,999 809 116
Net Increase (Decrease) in Cash and Cash Equivalents (505,450) (12,114)
Cash and Cash Equivalents, Beginning of Year 2,651,187 79,291
Cash and Cash Equivaients, End of Year 2,145,737 $ 67,177

The accompanying notes are an integral part of these financial statements.
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CITY OF BARDSTOWN, KENTUCKY
STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS (CONTINUED)
' Year Ended June 30, 2009

Business-Type Governmental
Activities Activities
Internal

Enterprise Funds Service Fund

Reconciliation of Income (Loss) from Operations to Net Cash
Provided (Used) by Operating Activities
Income (loss) from operations $ 2,258,008 $  (51,622)
Adjustments to reconcile operating income (loss) from
operations to net cash provided (used) by operating activities:
Depreciation 2,478,652 0

Change in assets and liabilities:

{Increase ) Decrease in receivables, net (1,979,626) 5,736
Increase in inventory ‘ (39,500) 0
Increase in accounts and other payables 2,115,849 33,656
Decrease in customer deposits (3,721) 0
Decrease in deferred revenues (97,282) 0
Increase in accrued payroll 15,798 0
Net Cash Provided (Used) by Operating Activities $ 4,748,178 £ (12,230)

The accompanying notes are an integral part of these financial statements.
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CITY OF BARDSTOWN, KENTUCKY
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

Note 1 — Summary of Significant Accounting Policies

Reporting Entity

The City of Bardstown is a municipal corporation governed by an elected mayor and six-member
council. The accompanying financial statements of the City include the funds, agencies boards and
entities for which the City is considered to be financially accountable. Blended component units are
legally separate entities, but are, in substance, part of the City’s operations. The City does not have any
blended component vnits.

The criteria used to determine which accounting entities, agencies, commissions, boards and authorities
are part of the City’s operations include how the budget is adopted, whether debt is secured by general
obligation of the City, the City’s duty to cover any deficits that may occur and supervision over the
accounting functions.

The Bardstown Cemetery is governed by a board that is appointed by the City Council. The mayor
appoints the Sexton to maintain records and provide daily management of the facility. The Public Works
Director of the City also provides technical assistance and grounds maintenance. The Cemetery
Committee recommends rate revisions to the City Council for approval.

The City does not have any discretely presented component units.

Government-Wide and Fund Financial Statements

The government-wide financial statements (the statement of net assets and the statement of activities)
report information on all the activities of the primary government and its component units. Interfund
activity, which duplicates revenues or expenses, has been eliminated from these statements, except for
those transactions and balances between governmental and business-type activities. Governmental
activities and business-type activities are reported separately to highlight the differences in funding and
operations. Governmental activities are normally supported by taxes and intergovernmental revenues.
Business-type activities, on the other hand, rely mostly on fees and charges that are designed to recover
the costs of operations, including the cost of capital.

The statement of activities outlines the direct expenses of each of the City’s major functions and the
program revenues generated by those programs. 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,

The fund statements include separate statements for governmental and proprietary funds. Major

individual governmental funds and major individual enterprise funds are reported as separate columns in
the fund financial statements.
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CITY OF BARDSTOWN, KENTUCKY
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

Note 1 — Summary of Significant Accounting Policies (Continued)

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, as are the proprietary fund statements. Revenues are recorded
when earned and expenses are recorded when a liability is incurred, regardless of the timing of related
cash flows. Property tax revenues are recognized as revenue in the year for which they are levied.
Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the
City considers revenues to be available if they are collected within 60 days of the end of the current
fiscal period. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, as well as expenditures related to claims and
judgments, are recorded only when payment is due,

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 the City
receives cash.

The City reports the following major governmental fund:

The General Fund 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.

The City reports the following major proprietary funds:

The Combined Utilities Operating Fund reports the major segments of the utilities operations, which are
presented as Other Supplementary Information. The City’s utilities include operation of the electric
distribution, water treatment and distribution, wastewater treatment, garbage pickup, cable TV, and
Internet services.

The Debt Service Reserve Fund accounts for the accumulation of resources for the payment of general
long-term debt principal and interest. Debt Service is provided through annual transfers from the

Combined Utility Operating Fund in the amount of the debt service requirement for the year.

Health insurance for all city employees is funded through a Self-Insurance Fund. This fund is reported
as an internal service fund within the proprietary fund statements.
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CITY OF BARDSTOWN, KENTUCKY
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

Note I — Summary of Significant Accounting Policies (Continued)

Measurement Focus, Basis of Accounting and Financial Statement Presentation (Continued)

Commercial accounting standards of accounting and financial reporting issued prior to December 1,
1989, generally are followed in both the government-wide and proprietary fund financial statements to
the extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent commercial
accounting guidance for their business-type activities and enterprise funds, subject to this same
limitation. The City has elected not to follow subsequent private-sector guidance. '

As a general rule, the effect of interfund activity has been eliminated from the government-wide
financial statements. Exceptions to this general rule are the transfers between the Utilities Fund and the
General Fund. Interfund balances at June 30 represent amounts due for obligations paid from the City’s
consolidated accounts payable account. These balances are gencrally repaid within the subsequent
morth.

Transfers during fiscal year 2009 include both operating transfers and increases to restricted funds. A
total of $1,227,051 was allocated to the General Fund from the Combined Utility Operating Fund to
cover administrative costs, using an indirect cost allocation. During fiscal year 2009, the Combined
Utility Operating Fund also transferred $2,357,124 for the annual debt service payments.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing operations. The principal operating revenues of
the City’s utilities are charges to the customers for services. Principal operating revenues of the internal
service fund are premiums charged to individual departments for insurance coverage. The City’s
utilities also recognizes as operating revenue the portion of tap fees intended to recover the cost of
connecting new customers to the system. Operating expenses for enterprise funds and internal service
funds include the cost of sales and services, administrative expenses, and depreciation on capital assets.
All revenues and expenses not meeting this definition are reported as nonoperating revenues and
expenses.

Assets, Liabilities and Net Assets or Equity

Deposits and Investments

The City’s 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 for the City are certificates of deposits, which are reported at cost since the redemption
terms do not consider market rates.

State statutes (KRS 66.480) authorize the City to invest in obligations of the U.S. Treasury, commercial paper,
corporate bonds that meet prescribed ratings, repurchase agreements, and the State Treasurer’s Investment Pool.
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Note 1 ~ Summary of Significant Accounting Policies (Continued}

Receivables and Pavables

Activity between funds that are representative of lending/borrowing transactions outstanding at the end
of the fiscal year are designated as internal balances.

All trade and property tax receivables, including those for the utilities, are shown net of an allowance for
uncollectible. Trade accounts that are classified as inactive have been included in the allowance for
uncollectible. Property taxes are secured by a lien on the property, but uncollected amounts are fully
reserved as of June 30, 2009.

Cash Equivalents

For purposes of the statement of cash flows for proprietary fund types, all highly liquid investments
(including restricted assets) with maturity of three months or less when purchased are considered to be
cash equivalents.

Inventories and Prepaid Items

All inventories are valued at cost using the first-in/first-out (FIFO) method. Inventories of governmental
funds are recorded as expenditures when consumed rather than when purchased.

In fiscal year 2002, the development costs for Wilson Industrial Park were reclassified to the balance
sheet as an inventory. The lots will be sold to industrial or manufacturing entities that locate their

facilities in the Park.

Restricted Assets

Certain proceeds of the City’s combined utilities fund revenue bonds, as well as certain resources set
aside for their repayment, are classified as restricted assets on the balance sheet because their use is
limited by applicable bond covenants. Surplus funds in any of the reserves may only be used to fund
principal or interest payments on outstanding debt.

The Operations and Maintenance Reserve reflects resources that have been set aside to subsidize
potential deficiencies from the utility operations that could adversely affect debt service
payments. Bond indentures require that this reserve include two months of budgeted operations.

The Construction account represents proceeds of revenue bond issues that are restricted for use
in construction projects.

The City is required to set aside the lower of the average annual debt service, maximum annual

debt service, or 125% of the outstanding bonds in the Debt Service Reserve. These funds are
held in reserve until all outstanding bonds are retired.
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Note I — Summary of Significant Accounting Policies (Continued)

Assets, Liabilities and Net Assets or Equity (Continued)

Restricted Assets (Continued)

The Bond Sinking Fund includes monthly transfers to fund the annual principal and interest
installments.

Revenue Bond indentures also require the City to set aside $500,000 in the Depreciation Reserve
to provide funding for future improvements to the utility system or emergency repairs necessary
to maintain current service levels.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure, are reported in the
applicable governmental or business-type activities columns in the government-wide financial
statements. The City’s network of streets was inventoried and valued during the fiscal year ending June
30, 2002. Estimated historical costs were based on current replacement costs discounted to the date of
the last major renovation or construction of the street. Prior period adjustments include the retroactive
reporting of street construction in prior years.

The City of Bardstown was established in 1780, with the first justices for the local government
appointed in 1785. The justices appointed surveyors to manage the roads and ensure that the roads were
“cleared, ditched, and in good repair”. A portion of the streets in Bardstown has been in existence for
over 220 years. However, historical cost estimates were only discounted back to 1980, in accordance
with provisions of GASB Statement 34.

The City has established a capitalization policy to recognize capital assets as assets with an initial,
individual cost of more than $1,000 and an estimated useful life in excess of two years. Such assets are
recorded at historical costs or estimated historical costs if purchased or comstructed. Donated capital
assets are recorded at estimated fair market value at the date of donation. The costs of normal
maintenance and repairs that do not add to the value of the asset or materially extend asset lives are not
capitalized.

Department staff completed a comprehensive review of capital assets during the fiscal year ended June

30, 2002. The results of this inventory were compiled in a capital asset management database to bring
perpetual inventory records current with the physical inventory
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Note 1 — Summary of Significant Accounting Policies (Continued)

Assets, Liabilities and Net Assets or Eqguity {Continued)

Capital Assets (Continued)

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

Assets Years

Buildings 40
Improvements, other than buildings 10-15
Infrastructure 25-50
Vehicles 3-6
Equipment 5-15

Compensated Absences

It is the City’s policy to permit employees to accumulate earned but unused vacation and sick pay
benefits. Unused sick leave is not paid upon termination of employment. Employees who retire from the
City service who have more than 240 hours accumulated sick leave and who have not used more than
480 hours sick leave during the ten year period immediately preceding the date of retirement shall be
paid an amount equal to one-half the amount of accrued leave time at the time of retirement.
Management has determined that these restrictions will result in actual payments that are immaterial to
total assets in the fund financial statements.

Accumulated vacation leave must be used within one year, so there is no long-term debt for these
benefits. Any employee whose employment with the City ends in retirement or with the employee
giving proper notice and being in good standing, shall be compensated for all unused vacation. The
liability for these compensated absences is recorded as current liabilities in the government-wide
statements. Liabilities are calculated using the employee’s current rate of pay and the total hours of
accumulated leave. -

Long-Term Obligations

In the government-wide financial statements, and proprietary fund types in the fund financial statements,
long-term debt, and other long-term obligations are reported as liabilities in the applicable governmental
activities, business-type activities, or proprietary fund type statement of net assets. Bond premiums and
discounts, as well as issuance costs, are deferred and amortized over the life of the bonds using the
effective interest method. Bonds payable are reported net of the applicable unamortized issuance costs
and the unamortized deferred amounts from refunding issues.
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Note I —Summary of Significant Accounting Policies (Continued)}

Assets, Liabilities and Net Assets or Equity (Continued)

Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for amounts
that are not available for appropriation or are legally restricted by outside parties for use for a specific

purpose.

Reservations as of June 30, 2009 include the following balances:

Materials and supplies inventories 35,181
Land development for resale 264,101
Street improvements 48,677
Cemetery maintenance 286,362
Capital projects 450,311
Public safety projects 93,503

Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital assets,
net of related debt, consists of capital assets, net of accumulated depreciation, reduced by the
outstanding balances of any borrowings used for the acquisition, construction or improvement of those
assets. Net assets invested in capital assets, net of related debt excludes unspent debt proceeds. Net
assets are reported as restricted when there are limitations imposed on their use either through external
restrictions imposed by creditors, grantors or laws or regulations of other governments. Restricted
resources are used first to fund appropriations.

The City first applied restricted resources when an expense is incurred for purposes for which both
- restricted and unrestricted net assets are available.

Reconciliation of Government-Wide and Fund Financial Statements

The governmental fund balance sheet includes reconciliation between fund balances in the governmental
funds and net assets reported in the government-wide statements. These adjustments reflect the changes
necessary to report the governmental fund balances on the economic resources measurement focus and
accrual basis of accounting. The self-insurance fund balances are reported within the governmental
activities for the government-wide statements. In addition, capital assets, and long-term debt are added
to the governmental funds to compile the long-term view of the governmental activities column.
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Note 1 — Summary of Significant Accounting Policies (Continued)

Reconciliation of Government-Wide and Fund Financial Sigtements (Continued)

A similar reconciliation is included on the statement of revenues, expenditures and changes in fund
balances for the governmental funds. These adjustments reflect the transition from the modified accrual
accounting for governmental funds to the accrual basis of accounting for the statement of activities.
Capital outlay is replaced with depreciation expense. The change in net assets for the self-insurance fund
is added to the governmental activities, and principal payments on long-term debt are eliminated from
the operating costs.

Note 2 — Stewardship, Compliance, and Accountability

Budgetary Information

Annual budgets for the governmental funds are adopted on a basis consistent with generally accepted
accounting principles. Proprietary fund budgets are adopted on the modified accrual basis of accounting.
All annual appropriations lapse at fiscal year end. The Mayor submits the proposed budget to the
Council no later than June 1. Council revises and adopts the budget no later than June 30. The budget
ordinance establishes authorized appropriations at the department level of control. Amendments are
adopted during the year as necessary to comply with KRS 91A.030.

Note 3 — Deposits and Investments- Collateral Insufficient:

The City maintained deposits of public funds with depository institutions insured by the Federal Deposit
Insurance Corporation (FDIC) as required by KRS 66.480(1)(d). According  to
KRS 41.240(4), the depository institution should pledge or provide sufficient collateral which, together
with FDIC insurance, equals or exceeds the amount of public funds on deposit at all times. In order to
be valid against the FDIC in the event of failure or insolvency of the depository institution, this pledge
or provision of collateral should be evidenced by an agreement between the City and the depository
institution, signed by both parties, that is (a) in writing, (b) approved by the board of directors of the
depository institution or its loan committee, which approval must be reflected in the minutes of the
board or committee, and (c) an official record of the depository institution.

Custodial Credit Risk — Deposits
Custodial credit risk is the risk that in the event of a depository institution failure, the City’s deposits
may not be returned. The City does have a deposit policy for custodial credit risk and follows the

requirements of KRS 41.240(4). On June 30, 2009, all deposits were covered by FDIC insurance or a
properly executed collateral security agreement.

-36-




CITY OF BARDSTOWN, KENTUCKY
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

Note 4 — Property Tax:

Property taxes include amounts levied against all real and public utility property, plus tangible personal
property that is located within the city limits. All property taxes are levied as of July 1 based on the
assessment values as of the previous January 1. Property taxes are due by November 1. After that date, a
10% penalty is imposed. If bills are not paid by December 1, all delinquent accounts bear interest at 12%
per annum until paid. Liens are filed for all delinquent property taxes in May of the following year.
Assessed values are established by the County Property Valuation Administration at 100% of appraised
market value. The City’s tax rate applicable to the 2009 fiscal year was $.1910 per $100 of assessed
valuation for real estate and $.2168 for personal property.

Note S — Capital Assets

Capital asset activity for the year ended June 30, 2009, was as follows:
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Governmental activities:

Capital assets not depreciated
Land

Capital assets depreciated
Buildings and improvements
Improvements other than buildings
Vehicles
Equipment
Infrastructure

Total assets depreciated at historical cost

Buildings and improvements
Improvements other than buildings
Vehicles
Equipment
Infrastructure

Total accumulated depreciation

Depreciable capital assets, net

June 30, 2009
7/1/08 Completions  Adjustments 6/30/09
521,278 0 0 521,278
3,490,922 30,267 0 3,521,189
2,210,460 0 0 2,210,460
1,813,693 63,253 0 1,876,946
2,414,856 248,502 (5,500 2,657,858
12,835,780 219,639 0 13,055,419
22,765,711 561,661 (5,500) 23,321,872
(1,332,173) (98,218) 0 (1,430,391)
(2,060,967) (22,272) 0 (2,083,239)
(1,494,401) (117,861) 0 (1,612,262)
(1,503,755) (138,392) 2,693 (1,639.454)
(8,557,945) (324,899) 0 (8,882,844)
(14,949.241) (701,642) 2,693  (15,648,190)
7,816,470 (139,981) (2,807) 7,673,682

Governmental activities capital assets, net$ 8,337,748 § (139,981)

$  (2,807) $ 8,194,960
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Note 5 — Capital Assets (Continued)

Business-type activities:
Capital assets not depreciated
Land

Capital assets depreciated
Plant facilities
Other improvements
Vehicles
Equipment
Infrastructure

Total assets depreciable at historical cost

Plant facilities
Other improvements
Vehicles
Equipment
Infrastructure
Total accumulated depreciation:

Depreciable capital assets, net

June 30, 2009
Primary Government
Balance Additions/  Retirements/ Balance
7/1/08 Completions  Adjustments 6/30/09
$ 995712 0 (I 995,712
16,563,361 18,068 0 16,581,429
1,904,567 0 0 1,904,567
1,211,992 121,724 (2,785) 1,330,931
2,950,794 274,139 0 3,224,933
61,169,486 5,871,458 0 67,040,944
83,800,200 6,285,389 (2,785) 90,082,804
(8,705,851) (441,913) 0 (9,147,764)
(768,653) (85,907) 0 (854,560)
(1,040,079) (45,272) 0 (1,085,351)
(1,485,987) (269,954) 2,785 (1,753,156)
(17,575,512)  (1,635,607) 0 (19,211,119)
(29,576,082)  (2,478,653) 2,785 (32,051,950)
54,224,118 3,806,736 0 58,030,854
$3,806,736 § 0 $ 59,026,566

Business-type activities capital assets, net $ 55,219,830
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Note 5 — Capital Assets (Continued)

Depreciation expense was charged to governmental functions as follows:

Streets

Protection to persons and property
General government

Recreation

Cemetery

Community Center

Risk Management

- Total governmental depreciation expense

Depreciation expense was charged to business-type activites as follows:

Electric
Water

Sewer system
Calbe TV
Garbage
Internet

Total business-type depreciation expense

June 30, 2009

-4Q-

S 356,058
192,380
85,826
63,185
2,241

266

1,686
$ 701,642

$ 311,795
089,646
710,583
377,723
25,823

63,083

$2,478,653




CITY OF BARDSTOWN , KENTUCKY
NOTES TO FINANCIAL STATEMENTS
June 30, 2009

Note 6 — Long-Term Liabilities

Changes during fiscal year 2009 and balances as of June 30, 2009, including the current portions, of the
City were as follows:

Amounts
Beginning Ending Due within
Balance Additions Reductions Balance One Year
GOVERNMENTAL ACTIVITIES:
Other liabilifies:
Capital leases $ 90,600 § 0 § (400000 % 50,000 $ 50,000
Total other liabilities 90,000 0 {40,000) 50,000 50,000
Amounts
Beginning Ending Due Within
Balance Additions Reductions Balance One Year
BUSINESS-TYPE ACTIVITIES:
Bonds and notes payable:
Series 1997 2,830,000 0 (235,000} 2,595,000 250,000
Series 2001 16,595,000 0 (965,000) 15,630,000 1,005,000
Series 2003 885,000 0 (440,000) 445000 445,000
20,310,000 0 (1,640,000) 18,670,000 1,700,000
Less:
Unamortized issuance costs 330,270 0 {39,693) 290,577 34,501
Deferred amount on refunding 83,358 0 (29,012) 54346 21,277
Total bonds and notes payable 19,896,372 0 (1,571,295) 18,325,077 1,644,222
Business-type activities
Long-term labilities $19896,372 § 0 $(1,571,295) $18325077 § 1644222

Revenue bonds are not included in the calculation of the City’s legal debt margin in accordance with the
Kentucky Constitution. Since there are no general obligation debt issues outstanding, the City has not
committed any funds against the legal debt margin.
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Note 6 — Long-Term Liabilities (Continued)

The City issues consolidated revenue bonds to finance water, sewer, cable and Internet projects. These
departments, plus the electric and garbage departments are reported in a single fund, the Combined
Utility Operating Fund. Revenues from all departments are pledged as security for the outstanding
revenue bonds. The Electric Department provides electric service for customers within specific
boundaries inside the city limits. Water, cable TV and Internet services are provided to city residents, as
well as certain county customers. The Water Department also sells water to the Bloomfield, New Haven
and the North Nelson Water District in Nelson County, and to Lebanon Junction and the Larue county
Water District. Currently sewer service is provided to city residents and to approximately 1,000 county
residents, some of whom are billed for sewer service by the North Nelson Water District. Garbage
services are provided to all households within the city limits.

General fund resources are used to retire long-term obligations in the governmental activities. Principal
and interest requirements to retire the City’s long-term obligations were as follows:

Capital Leases
Principal Interest
Govermnmental Activities:
2010 50,000 1.045
Total Governmental Activities $ 50,000 % 1,045

Revenue Bonds

Principal Interest
Business-Type Activities
2010 1,700,000 831,027
2011 1,795,000 757,857
2012 1,875,000 675,753
2013 1,965,000 589,010
2014 1,195,000 517,663
2015-2019 . 6,880,000 1,685,988
2020-2021 3,260,000 165,000
Total Busingss-Type Activitics $18,670,000 $ 52227298
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Note 6 — Long-Term Liabilities (Continued)

Other information on the city’s long-term indebtedness is summarized below.

Interest Final Original Principal
Obligation Rate Maturity Cost Balance | Security
(Capitalized
Leases)

Fire Truck, KLC Lease Pool 4.18% 06/15/10 365,000 50,000 | Truck
Utility Revenue Bonds, | 4.65%-
Series 1997 4.7% 12/01/12 2,595,000
Utility Revenue Bonds, | - Utility
Series 2001 4%-5% | 12/01/20 15,630,000 | revenues
Utility Revenue Bonds, | 1.5%-
Series 2003 2.75% 12/01/09 445,000

Note 7 — Pensions and Other Post Employment Benefits

All full-time employees of the City belong to the state operated cost-sharing multiple-employer pension
plan, the County Employees Retirement System (CERS). Police and firefighters are members of the
hazardous-duty benefit plan, while all other employees participate in the non-hazardous duty benefits.

CERS is a defined benefit plan created by the Kentucky General Assembly. CERS provides retirement
and disability benefits, annual cost of living adjustments, and death benefits to plan members and
beneficiaries. Benefits fully vest upon reaching 5 years of service and are established by state statute.
Benefits of CERS members are calculated on the basis of age, final average salary, and service credit.
CERS also provides survivor, disability and health care coverage. Authority to establish and amend
benefits is provided by Kentucky Revised Statutes Section 61.645.

CERS issues a stand-alone financial report, which may be obtained from Kentucky Retirement System,
1260 Louisville Road, Frankfort, Kentucky, 40601, or by telephone at 502-564-4646.

Kentucky Revised Statutes provides statutory authority for employee and employer contributions.
Employees and the City have contributed 100% of the required contributions for fiscal year ended June
30, 2009. Contribution rates for the fiscal year ended June 30, 2009, were as follows:

Employee Employer
Nonhazardous 5.00% 13.50%
Hazardous-duty  8.00% 29.50% -
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Note 7 — Pensions and Other Post Employment Benefits (Continued)

The City’s contributions for the fiscal years ending June 30 were as follows:

Year Nonhazardous  Hazardous-duty
2009 $ 522981 $ 397,672
2008 580,611 416,532
2007 451,433 352,201

CERS also provides post retirement health care coverage to age and service retirees with 20 or more
years of qualifying CERS service credit. A portion of each employer and employee’s contribution to
CERS is set aside for the funding of post retirement health care. The health care coverage provided by
the retirement system is considered an Other Post Employment Benefit (OPEB) as described in
Governmental Accounting Standards Board Statement Number 12. KRS provides statutory authority
requiring public employers to fund post retirement health care through their contributions to CERS.

The City also provides a 401K plan for its employees who elect to participate. The City does not match
any portion of the 401K contributions.

Note 8 — Contingencies

The City participates in several federally assisted programs and is a recipient of several federal and state
grants. These programs and grants are subject to a variety of financial and compliance audits by the
grantors or their representatives. As of June 30, 2009, the audits of these grants and programs were
complete through 2008 and the City’s compliance with applicable requirements has been established.
The City’s compliance with applicable requirements for 2009 will be established at a future date.

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

Note 9 — Risk Management

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omission; and natural disasters. The City contracts with the Kentucky League of Cities
Insurance Services (KLCIS), a local government risk pool for insurance coverage for these risks.
KLCIS was formed for the primary purpose of managing and funding third-party liability claims against
its members. As a member of KLCIS, the City is required to make annual contributions sufficient to
produce the funds necessary to fund the administrative expenses and the claims and claims expenses,
and any deficiencies in the cumulative reserves.
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Note 9 — Risk Management (Continued)

Coverage by KLCIS consists of $2,000,000 in general liability insurance with $5,000 deductible.
Coverage for property risk is $33,668,660 per occurrence with deductible of $1,000, per occurrence on
all perils. There have been no settlements paid in excess of insurance nor has insurance coverage been
significantly reduced in recent years.

In July 1998, the City initiated a self-insured health insurance plan to provide employees with traditional
health care insurance that covers hospitalization and major medical expenses within specified limits.

The plan is administered by a third-party administrator. The City pays the administrator a monthly fixed
fee for various claim administration services, plus premiums for excess coverage insurance to insure
claims that exceed $30,000 per participant. Monthly payments also include a specified amount to set
aside funds for payment of claims that do not exceed the $30,000 amount. The third party administrator
pays these claims from the funds set aside by the City and bills the City for additional funds if funds on
hand are not sufficient to pay claims.

All remaining funds in the Self-Insurance fund are reserved for claims. The stop-loss insurance company
requires the City to reserve 25% of estimated claims for the subsequent year and federal law limits the

reserves to no more than five months of average claim experience.

Changes in the fund’s claims liability amounts are:

2008 2009
Balance at Beginning of Year 128,247 101,275
Current year claims 743,859 915,086
Claims paid (770,831) it
Balance at End of Year $101,275 HH

Note 10 — Related Organizations

The City of Bardstown participates with the County to provide a variety of services with joint funding
from both organizations. All entities operate independently with separate management personnel. In
most cases, the city and county contribute equal funding for operations. The following table outlines
these organizations and the city’s contribution during fiscal year 2009.
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Note 10 — Related Organizations (Continued)

Organization Contributio
Planning Commission § 38938
Nelson County Economic Development Agency 48,420
Nelson County Chamber of Commerce 6,000
Nelson County Airport 4,800
Nelcasa 1,600
Lincoln Trail ADD 3,112
Bardstown Main Street 10,000

In addition, the City has assisted the Bardstown Industrial Development Corporation (BIDC) with
development of the Wilson Industrial Park. The City funded the land purchase and infrastructure
improvements, including electric - service, streets, water, and sewer services. BIDC funded initial
planning and survey costs in addition to the continuing costs of marketing the developed industrial sites.
BIDC and the City split proceeds from land sales based on the respective contributions.

Note 11 — Joint Venture

The joint city-county Emergency 911 Dispatch operation changed significantly during FY 08. The
Interlocal Cooperation Agreement, approved by the City, the County, and the Kentucky Governor’s
Office of Local Development in 2006 created the Nelson County E911 Board and agreed that the Board
will have management control of the dispatching operation, including the authority to set and enforce
priorities, selection, supervision, and termination of personnel, and additional broad authority. Prior to
FY 08, there were two separate dispatch centers, one operated and controlled by the City, and one
operated and controlled by the County. On December 1 of FY 08, the two were combined into one,
located in a building separate from both city and county headquarters. At that point the independence of
the Board became reality and the funding formula was changed. Formerly, the County paid 33% of the
cost of the City operated center and all the costs of the ambulance center. Effective 12-1-08, the Board
and the operation are funded by the E-911 fees, with any shortfall to be paid 60% by the County and
40% by the city.
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CITY OF BARDSTOWN, KENTUCKY
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES —
BUDGET AND ACTUAL — GENERAL FUND
Year Ended June 30, 2009

GENERAL FUND

Variance with

Budgeted Amounts Final Budget
Original Final Actual Positive (Negative
Revenues:
Taxes $ 3,102,000 $3,102,000 $ 2,996,707 $ (105,293)
Licenses and permits 10,000 10,000 28,305 18,305
Fines and forfeitures _ 534,000 54,000 44,985 (9,015)
Intergovernmental revenues 1,482,358 1,482,358 598,529 (883,829
Charges for services 282,000 282,000 229,283 (52,717}
Interest 60,000 - 60,000 16,608 (43,392)
Other 57,000 57,000 56,050 {950)
Total Revenues 5,047,358 5,047.358 3,970,467 (1,076,891)
Expenditures;
Current:
General government , 1,795,650 1,795,650 897,376 898,274
Finance : 631,700 631,700 651,511 (19,811)
Public safety 1,888,950 1,888,950 1,800,137 88,813
Fire 876,225 876,225 909,599 (33,374)
Recreation 436,190 436,190 440,935 (4,745)
Risk management 76,950 76,950 73,673 3,277
Community Center 202,775 202,775 116,962 85,813
Streets 315,600 315,600 359,321 (43,721)
Capital outlay 563,807 563,807 561,661 2,146
Debt service:
Principal 40,000 40,000 40,000 0
Interest 6,000 6,000 1,792 4,208
Total Expenditures 6,833,847 6,833,847 5,852,967 980,880
Excess (Deficiency} of Revenues over Expenditures  {1,786,489) (1,786,489) (1,882,500) (96,011)
Other Financing Sources (Uses):
Transfers in 2,124,050 2,124,050 2,134,016 9,966
Transfers out ‘ {224,308) (224,308) (203,634} 20,674
Total Other Financing Sources (Uses) 7 1,899,742 1,899,742 1,930,382 30,640
Excess (Deficiency) of Revenues and Other Sources
Over Expenditures and Other Uses 113,253 113,253 47,882 (65,371)
Fund Balances, Beginning of Year 0 0 1,233,336 1,233,336
Fund Balances, End of Year $ 113,253 $ 113,253 $ 1,281,218 $ 1,167,965
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS




PEERCY AND GRAY, PSC
Certified Public Accountanis

2300 Hurstbourne Village Drive, Suite 500
Louisville, Kentucky 40299

Phone: (502) 493-1090

FAX: (502)493-7231

Report On Internal Control Over Financial Reporting And
On Compliance And Other Matters Based On An Audit Of Financial
Statements Performed In Accordance With Government Auditing Standards

To the City Council

City of Bardstown, Kentucky
220 North Fifth Street
Bardstown, Kentucky 40004

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Bardstown, Kentucky, as of and
for the year ended June 30, 2009, which collectively comprise the City’s basic financial statements and
have issued our report thereon dated November 14, 2009. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over financial reporting as
a basis for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the City’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
City’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstaternents on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with the modified cash basis of accounting such that there is
more than a remote likelihood that a misstatement of the entity’s financial statements that is more than
inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in

more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.
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Report On Internal Control Over Financial Reporting

And On Compliance And Other Matters Based On An Audit Of Financial
Statements Performed In Accordance With Government Auditing Standards
(Continued)

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance And Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements for the year ended
June 30, 2009, are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do
not express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of management, and City Council, and federal

awarding agencies and pass-through entities and is not intended to be and should not be used by anyone
other than these specified parties.

%euugk MJ%/JC

November 14, 2009
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