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INDEPENDENT AUDITORS’ REPORT

Honorable Mayor and Members of City Council
City of Hanahan, South Carolina

Report on the Financial Statements

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 Hanahan, South Carolina, as of and for the year ended June 30, 2014, 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.

Auditors’ Responsibility

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 from material misstatement.

An audit involves performing procedures to obtain evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’
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 of




the 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 presentation of the financial statements.

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

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
Hanahan, South Carolina, as of June 30, 2014, and the respective changes in financial
position and where applicable, cash flows thereof, and the respective budgetary
comparison for the General Fund for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

The City of Hanahan, South Carolina management has omitted Management’s Discussion
and Analysis that accounting principles generally accepted in the United States require to
be presented to supplement the basic financial statements. Such missing 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. Our opinion on the basic financial statements is not affected by the
missing information.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the City of Hanahan, South Carolina’s basic financial statements.
The Supplemental Schedule of Fines, Assessments and Surcharges — General Fund is
presented for purposes of additional analysis, as required by the State of South Carolina,
but it is not a required part of the basic financial statements. Such information is the
responsibility of management, and the data was 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 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. In our opinion, the supplementary information is fairly
stated in all material respects in relation to the basic financial statements as a whole.




Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
February 5, 2015, on our consideration of the City of Hanahan, South Carolina’s internal
control over financial reporting and on our tests of its compliance with certain provisions of
laws, regulations, contracts, 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 in considering the City of
Hanahan, South Carolina’s internal control over financial reporting and compliance.

February 5, 2015 Liset, MeLawnin # Gittboos, L L.P.




CITY OF HANAHAN, SOUTH CAROLINA
STATEMENT OF NET POSITION
June 30, 2014

ASSETS
Non-pooled cash and cash equivalents
Pooled cash and cash equivalents
Cash with fiscal agents
Taxes receivable, net
Due from other entities
Inventories
Prepaid insurance
Restricted assets:
Non-pooled cash and cash equivalents
Pooled cash and cash equivalents
Capital assets {Note IV.E):
Nondepreciable capital assets
Other capital assets, net of accumulated depreciation
Total capital assets
Total assets

LIABILITIES
Accounts payable
Accrued compensation and related liabilities
Unearned revenues
Compensated absences:

Expected to be paid within one year

Expected to be paid after one year
General obligation bonds payable:

Portion due within one year

Portion due after one year

Total liabilities

DEFERRED INFLOWS OF RESOQURCES
Unavailable property tax revenues — current
Total deferred inflows of resources

NET POSITION

Net investment in capital assets

Restricted for capital projects

Restricted for property tax rollback

Restricted for other specific purposes

Unrestricted

Total net position

Exhibit A-1

Governmental

Activities

$ 288,302
5,657,231
82,000
2,381,908
762,519
11,961
21,799

110,604
4,842,660

1,162,731
10,074,983

11,237,714

25,396,698

165,116
204,571
65,000

117,666
128,408

163,000
1,320,000

2,165,761

2,300,000

2,300,000

10,190,552
2,524,623
484,243
95,395
7,636,124

$ 20,930,937

The notes to the financial statements are an integral part of this statement.
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CITY OF HANAHAN, SOUTH CAROLINA Exhibit A-2
STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2014

Net (Expense)
Program Revenues Revenue —
Charges for Operating Capital Governmental
Expenses Services Grants Grants Activities
FUNCTIONS/PROGRAMS
Governmental activities:
General government $1,774535 § 19,000 § 25000 $ - $ (1,730,535)
Public safety:
Police 2,367,454 537,110 7,795 13,222 (1,809,327)
Fire 1,632,195 430,293 3,697 13,016 (1,185,189}
Public works 829,369 14,513 - - (814,856)
Code enforcement 234,638 1,595,906 - - 1,361,268
Recreation and parks 836,378 451,327 - - (385,051)
Depreciation C 722,495 - - - (722,495)
Interest on long-term
debt/bond costs 42,881 - - - (42,881)
Total governmental activities 8,439,945 3,048,149 36,492 26,238 (5,329,066)
GENERAL REVENUES
Property taxes 2,617,159
Intergovernmental revenues - local option sales tax 1,546,842
Intergovernmental revenues - other 734,719
Franchise fees 1,413,314
Miscellaneous revenues 68,182
Interest earnings 15,463
Total general revenues 6,295,679
Change in net position 966,613
Net position - beginning (as restated) 19,964,324
Net position - ending $20,930,937

The notes to the financial statements are an integral part of this statement.
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CITY OF HANAHAN, SOUTH CAROLINA Exhibit B-1
BALANCE SHEET
GOVERNMENTAL FUNDS
June 30, 2014

Capital Total
General Projects Governmental
Fund Fund Funds
ASSETS
Non-pooled cash and cash equivalents $ 288,302 3 - $ 288302
Poocled cash and cash equivalents 4,612,921 - 4,612,921
Cash with fiscal agents 82,000 - 82,000
Property taxes receivable (net of allowance '
for uncollectible taxes) _ 2,381,908 - 2,381,908
Due from other entities 762,519 - 762,519
Due from cther funds 2,422,688 121,959 2,544,847
Prepaid insurance 21,799 - 21,799
Restricted assets:
Nen-pooled cash and cash equivalents 109,445 1,158 110,604
Pooled cash and cash equivalents 2,288,643 2,554,017 4,842 660
Total assets $ 12,970,225 $ 2,677,135 $ 15,647,360
LIABILITIES, DEFERRED INFLOWS OF
RESOURCES, AND FUND BALANCES
LIABILITIES
Accounts payable $ 165,116 $ - $ 165,116
Accrued compensation 204,571 - 204,571
Due to other funds - 1,955,936 1,955,936
Total liabilities 369,687 1,955,936 2,325,623
DEFERRED INFLOWS OF RESQURCES
Unavailable property tax revenues ~ current 2,300,000 - 2,300,000
Unavailable property tax revenues — delinquent 26,400 - 26,400
Total deferred inflows of resources 2,326,400 - 2,326,400
FUND BALANCES
Nonspendable 21,799 - 21,799
Restricted for: capital projects/development 1,803,424 721,199 2,524,623
drug/police enforcement 95,395 - 95,395
Committed for property tax rollback 484,243 - 484,243
Cemmitted for capital projects 14,025 - 14,025
Assigned for subsequent years’ appropriation 146,434 - 146,434
Unassigned 7,708,818 - 7,708,818
Total fund balances 10,274,138 721,199 10,995,337

Total liabilities, deferred inflows of resources,
and fund balances § 12,970,225 $ 2,677,135

Amounts reported for governmental aclivities in the statement of net position
(Exhibit A-1) are different because (see Note Il for more detailed information):
Capital assets used in governmental activities are not financial resources and there-
fore are not reported in the funds. 9,971,234
Some of the City’s property taxes receivable will be collected after year-end, but are
not available soon enough to pay for current period expenditures, and therefore are

reported as deferred inflows of resources in the funds. 26,400
Long-term liabifities, inciuding general obligation bonds and compensated absences are
not due and payable in the current period, and therefore are not reported in the funds. {1,796,074)

Internal service funds are used by management to charge the cost of Fleet Service
activities to individual fund departments. Net position of the internal service fund of
$1,734,040 is included in governmental activities in the statement of net position. 1,734,040

Net position of governmental activities $ 20,930,937

The notes to the financial statements are an integral part of this statement.
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CITY OF HANAHAN, SOUTH CAROLINA Exhibit B-2
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
For the Year Ended June 30, 2014
Capital Total
General Projects Governmental
Fund Fund Funds
REVENUES
Property taxes $ 2179659 $§ 333974 $ 2,513,633
Intergovernmental revenues ~ local option
sales tax 1,546,842 - 1,546,842
Intergovernmental revenues — other 734,719 - 734,719
Intergovernmental revenues — grants 37,730 25,000 62,730
Franchise fees 1,413,314 - 1,413,314
Licenses and permits 1,595,906 - 1,595,906
Court fines 487,064 - 487,064
Impact fees - 267,314 267,314
Recreational program fees 261,222 - 251,222
911 revenues 144,153 - 144,153
Miscellaneous revenues 342,046 - 342,046
Interest earnings 9,479 4117 13,596
Total revenues $ 8,742,134 $ 630,405 9,372,539
EXPENDITURES
Current:
General government $ 1,585,605 - 1,585,605
Public works 817,742 - 817,742
Police 2,395,572 - 2,395,572
Fire 1,702,831 - 1,702,831
Code enforcement 237,985 - 237,985
Recreation and parks 847,066 - 847,066
Grant expenditures 19,503 27,500 47,003
Debt Service:
Principal payments - 160,000 160,000
Interest payments - 42,881 42,881
Capital outiay 596,258 220,743 817,001
Total expenditures 8,202,562 451,124 8,653,686
Excess of revenues over expenditures 539,572 179,281 718,853
Net change in fund balances 539,572 179,281 718,853
Fund balances, beginning 9,734,566 541,918 10,276,484
Fund balances, ending $ 10,274,138 721,199 § 10,995,337

The notes to the financial statements are an integral part of this statement.
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CITY OF HANAHAN, SOUTH CAROLINA Exhibit B-3
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE
STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2014

Net change in fund balances - total governmental funds (from Exhibit B-2) $ 718,853
Amounts reported for governmental activities in the statement of
activities (Exhibit A-2) are different because (see Note |l for more
detailed information on the more significant reconciling items.)
Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those
assets is allocated over their estimated useful lives and
reported as depreciation expense. This is the amount by
which capital outlays exceeded depreciation in the current
period. 330,149

Delinquent property taxes receivable will be collected this
year, but are reported as deferred inflows of resources in
the governmental funds because they are not available
soon enough to pay for the current period’s expenditures 3,526

Internal service funds are used by management to charge
the costs of fleet service activities to individual fund
departments. Net loss of internal service funds of
$135,068 is reported with governmental activities. (135,068)

The issuance of long-term debt provides current
financial resources to governmental funds, while
the repayment of principal of long-term debt
consumes the current financial resources of
governmental funds. Neither transaction, however,
has any effect on net position. Also, governmental
funds report the effect of premiums, discounts, and
similar items when debt is first issued, whereas
these amounts are deferred and amortized in the
statement of activities. This amount is the net effect
of these differences in the treatment of long-term
debt and related items. 160,000

Some expenses reported in the statement of activities do
not require the use of current financial resources and,
therefore, are not reported as expenditures in govemn-
mental funds, (110,847)

Change in net position of governmental activities
{see Exhibit (A-2) $ 966,613

The notes to the financial statements are an integral part of this statement.
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CITY OF HANAHAN, SOUTH CAROCLINA
STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCE — BUDGET AND ACTUAL

GENERAL FUND

For the Year Ended June 30, 2014

REVENUES
Property Taxes
Intergovernmental revenues — local option
sales tax
Intergovernmental revenues - other
Intergovernmental revenues — grants
Franchise fees
Licenses and permits
Court fines
Recreational program fees
911 revenues
Miscellanecus revenues
Interest earnings
Total revenues

EXPENDITURES
Current;
General government
Public works
Police
Fire
Code enforcement
Recreation and parks
Grant expenditures
Capital outlay
Total expenditures

Excess of revenues over (under) expenditures
OTHER FINANCING SOURCES (USES)
Transfers made to other funds

Total other financing sources

Net change in fund balance
Fund balance - beginning

Fund balance — ending

Exhibit C-1

Variance with

Budgeted Amounts Final Budget
Actual Positive
Original Final Amounts (Negative)
$ 2,300,000 § 2,300,000 $ 2,179,659 $ (120,341)
1,300,000 1,300,000 1,546,842 246,842
673,892 673,892 734,719 60,827
16,200 16,200 37,730 21,530
924,500 924,500 1,413,314 488,814
1,300,000 1,300,000 1,595,906 295,906
578,500 578,500 487,064 (91,436)
221,200 221,200 251,222 30,022
53,900 53,900 144,153 90,253
306,980 306,980 342,046 35,066
22,500 22,500 9,479 {13,021)
7,697,672 7,697,672 8,742,134 1,044,462
1,629,939 1,629,939 1,585,605 44,334
820,967 840,967 817,742 23,225
2,524,329 2,524,329 2,395,572 128,757
1,876,899 1,901,899 1,702,831 199,068
285,180 285,180 237,985 47,195
872,511 872,511 847,066 25,445
17,000 17,000 19,503 {2,503)
258,092 260,892 596,258 (335,366)
8,284,917 8,332,717 8,202,562 130,155
(587,245} {635,045) 539,572 1,174,617
{42,500) {42,500) - 42,500
{42,500) (42,500) - 42,500
(629,745) {677,545) 539,572 1,217,117
9,734,566 9,734,566 9,734,566 -
$ 9,104,821 $ 9,057,021 $ 10,274,138 $ 1,217,117

The notes to the financial statements are an integral part of this statement.
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CITY OF HANAHAN, SOUTH CAROLINA
STATEMENT OF NET POSITION
PROPRIETARY FUND
June 30, 2014

ASSETS

Pooled cash and cash equivalents

Inventories

Capital assets, net of accumulated depreciation

Total assets
LIABILITIES

Due to other funds
Total liabilities

NET POSITION
Net investment in capital assets
Unrestricted

Total net position

Exhibit D-1

Internal Service
Fund

$ 1,044,310

11,961
1,266,480

2,322,751

588,711

588,711

1,266,480
467,560

$ 1,734,040

The notes to the financial statements are an integral part of this statement.
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CITY OF HANAHAN, SOUTH CAROLINA Exhibit D-2
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN
FUND NET POSITION '
PROPRIETARY FUND
For the Year Ended June 30, 2014

Internal Service

Fund
OPERATING REVENUES
Internal service charges $ 674,210
Total operating revenues 674,210
OPERATING EXPENSES
Depreciation 232,321
Fuel, lubricants, and tires 319,383
Maintenance 229,522
Insurance 53,545
Administrative expenses 5,000
Total operating expenses 839,771
Operating income (loss) (165,561)
NON-OPERATING REVENUES
Investment income 1,867
Other revenues 28,626
Total non-operating revenues 30,493
Income (loss) before operating transfers (135,068)
Change in net position (135,068)
Total net position, beginning of year 1,869,108
Total net position, end of year $ 1,734,040

The notes to the financial statements are an integral part of this statement.
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CITY OF HANAHAN, SOUTH CAROLINA

Exhibit D-3

STATEMENT OF CASH FLOWS — PROPRIETARY FUND

For the Year Ended June 30, 2014

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from other funds
Cash payments for goods and services (by other funds)
Net Cash Provided By (Used in) Operating Activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Sales proceeds from sale of capital assets
Insurance proceeds from damage to capital assets
Acquisition of capital assets
Net Cash Used In Capital and Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest earned on investments
Net Cash Provided By Investing Activities

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET
CASH PROVIDED BY OPERATING ACTIVITIES:
Operating Income (Loss)
Adjustments fo reconcile operating income (loss) to net
net cash provided by operating activities:

Depreciation
Increase in inventories
Decrease in amounts due to other funds

NET CASH USED IN OPERATING ACTIVITIES

Internal Service
Fund

$ 300,774
(401,215)

(100,441)

21,356
13,615
(142,632)

(107,661)

1,867

1,867

(206,235)

1,250,545

$ 1,044,310

$ (165,561)

232,321
(4,046)
(163,155)

A

(100,441)

The notes to the financial statements are an integral part of this statement.
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CITY OF HANAHAN, SOUTH CAROLINA
NOTES TO FINANCIAL STATEMENTS
June 30, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Introduction

The financial statements of the City of Hanahan (hereinafter referred to as the City)
are prepared in accordance with Generally Accepted Accounting Principles (GAAP),
as applied to local government entities. The Governmenta! Accounting Standards
Board (GASB) is the standard-setting body for governmental accounting and
financial reporting. The City applies all relevant GASB pronouncements.

The accounting and reporting framework and the more significant accounting
principles and practices of the City of Hanahan (hereinafter referred to as the City)
are discussed in subsequent sections of this Note. The remainder of the Notes is
organized to provide expianations, including required disclosures, of the City's
financial activities for the fiscal year ended June 30, 2014.

Financial Reporting Entity

The City of Hanahan was incorporated September 21, 1973, under the laws of the
State of South Carolina. Section 47-26 of the 1962 Code of Laws, as amended
(Home Rule Act), requires that municipalities adopt a specific form of government.
Accordingly, the City has adopted the Council foom of government. The City
Council is composed of the mayor and six council members. The City provides a
full range of services to its citizens including Police and Fire Protection, EMS,
Recreation and Parks, Code Enforcement and General Administrative Services.

In evaluating how to define the City, for financial reporting purposes, management
has considered any potential component units over which the City exercises
significant influence. Significant influence or accountability is based primarily on
operational or financial relationships with the City (as distinct from legal
relationships). Based on the application of the criteria set forth in GAAP,
management has considered any potential component units over which the City
exercises significant influence and has determined that the City has no component
units for financial reporting purposes.

Basis of Accounting / Measurement Focus
Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a
broad overview of the City's finances, in a manner similar to a private-sector
business. These statements report financial information for the City as a whole.
Individual funds are not displayed but the statements reflect governmental activities
generally supported by taxes and City general revenues. Fiduciary activities of the
City are not included in these statements.

13



CITY OF HANAHAN, SOUTH CAROLINA
NOTES TO FINANCIAL STATEMENTS
Continued

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The statement of net position presents information on all of the City’s assets and
liabilities, with the difference between the two presented as net position.

Net position is reported as one of three categories: Net investment in capital
assets; restricted; or unrestricted. Restricted net position is further classified as
either net position restricted by enabling legislation or net position that is otherwise
restricted.

The statement of activities presents information showing how the net position
changed during the most recent fiscal year. All changes in net position are reported
as soon as the underlying event gives rise to the change that occurs, regardless of
the timing of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that will only result in cash flows in future fiscal periods
(e.g., uncollected taxes and earned but unused vacation leave).

These statements are presented on an “economic resources” measurement focus
and the accrual basis of accounting. Accordingly, all of the City's assets and
liabilities, including capital assets as well as infrastructure assets and long-term
liabilities, are included in the accompanying statement of net position. The
statement of activities presents changes in net position. 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 they are levied. Grants and similar
items are recognized as revenue as soon as all eligibility requirements imposed by
the provider have been met.

Certain eliminations have been made as prescribed by GASB Statement No. 34 in
regards to interfund activities, payables and receivables. All internal balances in the
statement of net position have been eliminated. In the statement of activities,
internal service fund transactions have alsc been eliminated.

Governmental Fund Financial Staterments

Governmental Fund Financial Statements include a balance sheet and a statement
of revenues, expenditures and changes in fund balances for all major governmental
funds, which consists of the general fund and the capital projects fund. An
accompanying schedule is presented to reconcile and explain the differences in
fund balances and changes in fund balances as presented in these statements to
the net position and changes in net position presented in the government-wide
financial statements. The City has presented all major funds that meet those
qualifications.

All governmental funds are accounted for on a spending or “current financial

resources” measurement focus and the modified accrual basis of accounting.
Accordingly, only current assets and current liabilities are included on the balance

14



CITY OF HANAHAN, SOUTH CAROLINA
NOTES TO FINANCIAL STATEMENTS
Continued

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

sheet. The statement of revenues, expenditures and changes in fund net position
presents increases (revenues and other financing sources) and decreases
(expenditures and other financing uses) in net position. Under the modified accrual
basis of accounting, revenues are recognized in the accounting period in which they
become both measurable and available to finance expenditures of the current
period. Accordingly, revenues are recorded when received in cash, except that
revenues subject to accrual (generally sixty days after year-end) are recognized
when due. The primary revenue sources, which have been treated as susceptible
to accrual by the City, are property taxes, franchise fees, intergovernmental
revenues, and interest. In general, other revenues are recognized when cash is
received. Expenditures are recorded in the accounting period in which the related
fund liability is incurred. However, debt service expenditures, as well as
expenditures related to compensated absences, are recorded only when payment is
due.

Proprietary Fund Financial Statements

Proprietary Fund Financial Statements include a statement of net position, a
statement of revenues, expenses and changes in net position, and a statement of
cash flows for each major proprietary fund, which consists of a single intemal
service fund. However, intemal service balances and activities have been
combined with the governmental activities in the government-wide financial
statements.

Proprietary funds are accounted for using the “economic resources” measurement
focus and the accrual basis of accounting. Accordingly, ali assets and liabilities
(whether current or non-current) are included on the statement of net position. The
statement of revenues, expenses and changes in net position presents increases
(revenues) and decreases {expenses) in total net position. 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.

Operating income reported in proprietary fund financial statements includes
revenues and expenses related to the primary, continuing operations of the fleet
service fund. Principal operating revenues for this proprietary fund are charges to
various departments of the City on a cost reimbursement basis for providing these
services. Principal operating expenses are the costs of providing goods or services
and include administrative expenses and depreciation of capital assets.

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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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Fund Types and Major Funds

Governmental Funds:
The City reports the following major governmentai funds:

General Fund ~ The general fund is the primary operating fund of the City. It is
used to account for all financial resources except those required to be accounted for
in another fund.

Capital Projects Fund — The capital projects fund is used to account for financial
resources to be used for the construction of major capital projects not being
financed by proprietary fund types. The City’s routine purchases of capitalizable
items are budgeted and reported in the general fund or in the proprietary fund types
as appropriate.

Proprietary Funds:
The City reports the following fund type:

Internal Service Fund — The fleet service fund accounts for the financing of goods
and services provided by one department to other departments within the City on a
cost reimbursement basis. The fleet service fund was established in order to
improve efficiency and productivity through the scheduled maintenance and
replacement of vehicles. All vehicle operating costs are accounted for in this fund.
The proprietary fund activity is reported with governmental activities in the
govemment-wide statements.

Assets, Liabilities, Deferred Inflows of Resources and Net Position
Cash and investments

The City maintains non-pooled cash and investment accounts, which are separately
held, and reflected in their respective funds as “non-pooled cash and cash
equivalents” and “cash and investments with fiscal agents,” some of which are
restricted assets. In addition, the City maintains or participates in cash and
investment pools. Each fund’'s portion of a pool is presented on its respective
balance sheet as “pooled cash and cash equivalents.”

Cash and cash equivalents are considered to be cash on hand, demand deposits
and short-term investments. For purposes of the proprietary fund's statement of
cash flows, all short-term highly liquid investments, including restricted assets, with
original maturities of three months or less from the date of acquisition are
considered to be cash equivalents.

The City has a number of financial instruments, none of which are held for trading
purposes. Except for non-participating interest earning investment contracts,
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

investments are reported at fair value, which is based on quoted market prices.
Non-participating investment contracts such as non-negotiable certificates of
deposits and repurchase agreements are reported at cost. Cash deposits are
reported at carrying amount, which reasonable estimates fair value. Additional cash
and investment information and fair values are presented in Note IV.A.

Concentration of Credit Risk and Taxes Receivable

The Berkeley County Treasurer collects property taxes for all of the governmental
units located in Berkeley County, including the City of Hanahan, under a unified
coliection system. Current tax collections are made through the office of the County
Treasurer and delinquent tax collections are made through the Delinquent Tax
Collector of Berkeley County.

The City recognizes property taxes in the period in which they are levied and
available for financing current expenditures. Property taxes receivable represent
delinquent real and personal taxes for the past ten years, less an allowance for
amounts estimated to be uncollectible, plus taxes levied on the assessed value of
real and personal property, excluding vehicles, as of January 1, 2014. All net
property taxes receivable at year end, except those collected within sixty days, are
recorded as deferred inflows of resources, and thus not recognized as revenue untif
collected.

Taxes on real property and certain personal property attach as an enforceable lien
on the property as of January 1. Taxes are levied and billed the following
September on all property other than vehicles and are payable without penalty until
January 15 of the following year. Penalties are assessed on unpaid taxes
beginning January 16 - three percent (3%), February 2 — an additional seven
percent (7%), March 16 — an additional five percent (5%). On March 16, the
property tax bills are turned over to the delinquent tax office and if not paid by
October 1, the properties are subject to sale. Taxes on licensed motor vehicles are
levied during the month when the taxpayer's license registration is due for renewal.
The taxpayer must provide proof of payment to the Highway Department before that
agency will renew the vehicle license.

All property taxes receivable are shown net of an allowance for uncollectible
amounts. The allowance for property taxes receivable is based upon a composite
average of each delinquent tax year's collections to the outstanding balance at the
beginning of the fiscal year.

Inventories
Inventories in proprietary funds are recorded at the lower of cost or market on the

first-in, first-out basis. The cost of inventories is recorded as an expense when
consumed rather than when purchased.
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Capital Assets and Depreciation

The City’s property, plant, and equipment of all funds are stated at historical cost
and comprehensively reported in the government-wide financial statements.
Proprietary capital assets are also reported in its respective fund financial
statements. Donated assets are stated at fair value on the date donated. All public
domain or ‘infrastructure” fixed assets such as water, sewer, and drainage
improvements, street signs and lighting are capitalized and are depreciated over
their estimated useful lives. 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.

The cost of normal maintenance and repairs that do not add to the value of the
asset or materially extend the assets’ lives are not included as capital assets.
Repairs and maintenance are recorded as expenditures or expenses; renewals and
betterments are capitalized.

Estimated useful lives, in years, for depreciable capital assets are as follows:

Building and structural components 10 to 50 years
Equipment 5to 10 years
Road and drainage improvements 20 years
Recreation and parks facilities 20 to 25 years
Fire trucks 20 years
Police cars 5 years
Garbage trucks 10 years
Other vehicles 3to 5 years
Restricted Assets

Certain cash accounts in the City's governmental fund types are earmarked for
specific purposes such as property tax rollback, land development, capital projects,
and Police Department programs. Certain cash and investments held by fiscal
agents are classified as restricted assets on the balance sheet because their use is
limited to specific purposes based on the source of the funds received.

In addition, there are unspent bond funds totaling $1,047,162 at June 30, 2014 that

will be utilized to construct a new Public Works building. These funds are classified
both as restricted cash and restricted fund balance (capital projects).
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Long-Term Obligations

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

The governmental fund financial statements recognize the proceeds of debt and
premiums as other financing sources of the current period. Issuance costs and
principal payments on long-term obligations are reported as expenditures.

Compensated Absences

it is the City's policy to permit employees to accumulate earned but unused vacation
and sick pay benefits. There is no liability for unpaid accumulated sick leave since it
is the City's policy to record the cost of sick leave only when it is paid, and no
benefits vest upon termination. All vacation pay is accrued when incurred in the
government-wide financial statements.

Expenditures for compensated absences are recorded in the governmental fund
types when employees use leave. In accordance therewith, these amounts are
charged against the current budget when paid.

Restricted Assets and Restricted Net Position

Some assets restricted for capital projects (including tax increment financing
projects), special police grants and other funding, and other specific projects are
restricted due to requirements placed upon them from the funding sources.
Amounts that should be accumulated in restricted assets, including excess cash
and investments accumulated, are reported as restricted assets.

Fund Balances

The City has adopted GASB Statement No. 54, which redefined how fund balances
of governmental funds are presented in the financial statements. Fund balances
are classified as follows:

Nonspendable — Amounts that cannot be spent either because they are not in a
spendable form or because they are legally or contractually required to be
maintained intact. A portion of the June 30, 2014 fund balance, attributable to
prepaid insurance, has been classified as nonspendable.
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Restricted — Amounts that can be spent only for specific purposes because of the
City charter, state or federal laws, or externally imposed conditions by grantors or
other funding sources. A portion of the June 30, 2014 fund balance has been
restricted for the City’s capital projects and police/drug enforcement.

Committed — Amounts that can be used only for specific purposes determined by a
formal action by City ordinance or resolution. A portion of the June 30, 2014 fund
balance has been committed for property tax rollbacks.

Assigned — Amounts that are designated by the City for a specific purpose but are
neither restricted nor committed. A portion of the June 30, 2014 fund balance has
been assigned for the City's subsequent year's appropriation.

Unassigned — All amounts not included in other spendable classifications.

The details of the fund balances are included in the Governmental Funds Balance
Sheet (page 6). The City would typically use Restricted fund balances first, followed
by Committed resources, and then Assigned resources, as appropriate
opportunities arise, but reserves the right to selectively spend Unassigned
resources first to defer the use of these other classified funds.

Use of Estimates

The preparation of financial statements in accordance with generally accepted
accounting principles requires the City's management to make estimates and
assumptions. These estimates and assumptions affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and
expenses/expenditures during the reporting period. Actual results could differ from
those estimates.

RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

Explanation of Certain Differences Between the Governmental Funds Balance
Sheet and the Government-Wide Statement of Net Position

The governmental funds balance sheet (Exhibit B-1) includes a reconciliation
between fund balances — total governmental funds and net position of governmental
activities as reported in the government-wide statement of net position. One
element of that reconciliation explains that “capital assets used in governmental
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funds are not financial resources and therefore are not reported in the funds.” The
details of this $9,971,234 difference are as follows:

Cost of nondepreciable capital assets $ 1,162,731
Cost of other capital assets 15,210,098
Subtotal 16,372,829

Less accumulated depreciation 6,401,595

Net adjustment to increase fund balances — total
governmental funds to arrive at net position
of governmental activities $ 9,971,234

Another element of that reconciliation explains that “some of the City's property
taxes receivable will be collected after year end, but are not available soon enough
to pay for current period expenditures, and therefore are reported as deferred

inflows of resources in the funds.” The details of this $26,400 difference are as
follows:

Property taxes receivable $§ 26,400
Net adjustment to increase fund balances - total
governmental funds to arrive at net position
of governmental activities $ 26,400

Another element of that reconciliation explains that “long-term liabilities, inciuding
general obligation bonds and compensated absences are not due and payable in

the current period and therefore are not reported in the funds.” The details of this
$1,796,074 difference are as follows:

General obligation bonds payable $ 1,485,000
Accrued compensated absences 246,074
Unearned revenues to be received in the future

for development; provided by the City as

consideration for real estate donated by a

developer 65,000
Net adjustment to decrease fund balances — total

governmental funds to arrive at net position

of governmental activities $ 1,796,074
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Explanation of Certain Differences Between the Governmental Funds Statement of
Revenues, Expenditures, and Changes in Fund Balances and the Government-Wide
Statement of Activities

The governmental funds statement of revenues, expenditures, and changes in fund
balances, includes a reconciliation (Exhibit B-3) between net change in fund
balances — total governmental funds and change in net position of governmental
activities as reported in the government-wide statement of activities. One element
of that reconciliation explains that “governmental funds report capital outlays as
expenditures. However, in the statement of activities the cost of those assets is
allocated over their estimated usefu! lives and reported as depreciation expense.”
The details of this $330,149 difference are as follows:

Capital outlay $ 817,001
Capital outlay included in grant expenditures 3,322
Depreciation expense {490,174)

Net adjustment to increase net change in fund
balances — total governmental funds to arrive at
change in net position of governmental activities $ 330,149

Another element of that reconciliation states that “delinquent property taxes
receivable will be collected this year, but are reported as deferred inflows of
resources in the governmental funds because they are not available soon enough to
pay for the current period's expenditures.” The details of this $3,526 difference are
as follows:

Unavailable property tax revenues, June 30, 2014 $ 26,400
Unavailable property tax revenues, June 30, 2013 (22,874)
Net adjustment to increase net change in fund

balances — total governmental funds to arrive at

change in net position of governmental activities $ 3,626

Ancther element of that reconciliation states that “the issuance of long-term debt
provides current financial resources to governmental funds, while the repayment of
the principal of long-term debt consumes the current financial resources of
governmental funds. Neither transaction, however, has an effect on net position.
Also, governmental funds report the effect of bond premiums, discounts, and similar
items when debt is first issued, whereas these amounts are deferred and amortized
in the statement of activities.” The details of this $160,000 difference are as follows:
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Principal repayments of long-term debt $ 160,000
Net adjustment to increase net change in fund

balances - total governmental funds to arrive at

changes in net position of governmental activites $ 160,000

Another element of that reconciliation states that “some expenses reported in the
statement of activities do not require the use of current financial resources and,
therefore, are not reported as expenditures in governmentai funds.” The details of
this $110,847 difference are as follows:

Compensated absences $ (1,751)
Expenditures treated as capital outlay in fund

financial statements which do not meet the criteria

for capitalization for the statement of activities and

thus are reflected as expenditures {109,096)
Net adjustment to decrease net change in fund

balances - total governmental funds to arrive at

change in net position of governmental activities $ (110,847)

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY
Budgetary information

In May of each year the City Administrator submits to the City Council a proposed
annual budget for the City for the fiscal year commencing the following July 1. The
proposed operating budget is derived from estimates of revenues and proposed
expenditures for all City funds as determined by City department heads. During
June, the proposed budget is formally introduced and has a first and second
reading prior to legal enactment through passage of a budget ordinance by City
Council.

The annual budget is adopted on a basis consistent with generally accepted
accounting principles (GAAP) for the general fund, the capital projects fund, and the
internal service fund, except that principal bond proceeds received are reflected as
other financing sources.
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Formal budgetary integration is employed as a management control devise during
the year. The operating budget includes proposed expenditures and the means of
financing them for the upcoming year. The budget is submitted to City Council for
approval in summary form with a more detailed line item budget included for
administrative conirol. Revenues are budgeted by source. Expenditures are
budgeted by department and category.

The legal level of budgetary control is determined by City Council at the individual
fund level. Expenditures by department and major category, i.e. personnel, non-
personnel and capital outlay, are further defined in the budget document and are
subject to City Administrator approval. The City Administrator is authorized to make

~ transfers between major expenditure categories within departments and between

departments within the same fund. The budget ordinance must be amended by
Council to effect changes in fund totals.

Budgets, as reported in the financial statements, are as originally passed by
ordinance and subsequently amended. During the year, supplementary
appropriations may be approved by Council. In addition, reappropriations may be
approved resulting in transfers between major expenditure categories within
departments and between departments within the same fund. This would result in
increases and decreases within individual departments within the funds.

Appropriations which have not been expended or encumbered lapse at the end of
each fiscal year. Capital outlay appropriations do not lapse until the purpose for
which the appropriation was made is accomplished or abandoned.

Encumbrance accounting is used for the general fund. Encumbrances are recorded
when purchase orders are issued, but they are not considered expenditures until
liabilities for payments are incurred. Encumbrances are reported as a commitment
of fund balance on the govemmental fund balance sheet. Encumbrances do not
lapse at the close of the fiscal year, but are carried forward as committed fund
balance until liquidated. There were no encumbrances at June 30, 2014.
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Excess of Expenditures Over Appropriations

As of June 30, 2014, the City had no deficit balance in net position in its proprietary
fund.

DETAILED NOTES ON ALL FUNDS
Deposits and Investments
Deposits

Deposits consist of demand deposits maintained in one financial institution. As of
June 30, 2014, the carrying amount of the City’s deposits was $397,106 and the
bank balances totaled $560,762. Custodial credit risk is the risk that in the event of
a bank failure, the City's deposits may not be returned to it. As of June 30, 2014,
none of the City’s bank balance of $560,762 was exposed to custodial credit risk as
a result of it being uninsured and uncollateratized by the financial institution.

Investments

At June 30, 2014, the City had total investments of $10,499,841 with the South
Carolina Local Government Investment Pool. As required by South Carolina law,
investments on hand with the Investment Pool are fully collateralized. The City has
no regulatory oversight for the pool, which is governed and administered by the
South Carolina Office of the State Treasurer. The pool is audited annually by the
State Auditor's Office.

Interest Rate Risk

As a means of limiting its exposure to interest rate risk, the South Carolina Local
Government Investment Pool diversifies its investments by security type and
institution, and limits holdings in any one type of investment with any one issuer. It
is the policy of the State Treasurer's Office that the weighted average maturity of
the South Carolina Local Government Investment Pool portfolic not exceed 60
days.
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Credit Risk

State law and City policy limit investments to those authorized by South Carolina
Code of Laws Section 6-5-10. These state statues authorize investments in the
following:

Obligations of the United States and agencies thereof:

General obligations of the State of South Carolina or any of its political units;
Cash and time deposits to the extent insured by the FDIC;

Certificates of deposit and repurchase agreements collateralized by
securities of the type described in (a) and (b) above held by a third party as
escrow agent or custodian, of a market value not less than the amount of
certificates of deposit and repurchase agreements so secured including
interest; and

e. No load open and closed end management type investment companies
registered under the Investment Company Act of 1940, as amended, where
the investment is made by a financial institution when acting as trustee or
agent for a bond or other debt issue of that local government unit.

ap o

In addition, South Carolina State Statutes authorize the City to invest in the South
Carolina Local Government Investment Pool (the Pool), which is duly chartered and
administered by the State Treasurer’'s Office. The Pool is a 2a7-like pool, which is
not registered with the Securities and Exchange Commission (SEC) as an
investment company, but has a policy that it will operate in a manner consistent with
the SEC's Rule 2a7 of the Investment Company Act of 1940. The Pool was created
by state legislation, which restricts the types of securities the Pool can purchase.
Funds deposited into the South Carolina Local Government Investment Pool by
legally qualified entities are used to purchase investment securities as follows:

a. U.S. Government Securities (direct obligations)

b. Federal Agency Securities

C. Repurchase Agreements secured by U.S. Government Securities and/or
Federal Agency Securities

d. A1/P1 Commercial Paper (Moody's/S&P highest rating)

Funds belonging to any entity that are on deposit with the South Carolina Local
Government Investment Pool represent participation units in a portfolio comprised
of the above referenced securities.

26




IV.

CITY OF HANAHAN, SOUTH CAROLINA
NOTES TO FINANCIAL STATEMENTS
Continued

DETAILED NOTES ON ALL FUNDS

It is the policy of the State Treasurer's Office that no derivatives of U.S. Government
Securities, Federal Agency Securities, or A1/P1 Commercial Paper be purchased
by or for the South Carolina Local Government Investment Pool.

The Pool is an extemal investment pool. In accordance with Governmental
Accounting Standards Board (“GASB”) Statement No. 31, Accounting and Financial
Reporting for Certain Investments and for External Investment Pools, investments
are carried at fair value determined annually based upon quoted market prices. The
total fair value of the Pool is apportioned to the entities with funds invested on an
equal basis for each share owned, which are acquired at a cost of $1.00. The fair
value of the City's position in the Pool is the same as the value of its Poo! shares.

At June 30, 2014, the City's investments consisted solely of funds invested in the
South Carolina Local Government Investment Pool. These investments, which
totaled $10,499,841, are specifically excluded from the categorization described
above since the City has not issued securities, but rather it owns an undivided
beneficial interest in the assets of the South Carolina Local Government investment
Pool. These amounts are presented on the combined balance sheet as “pooled
cash and cash equivalents.”

The City's balance sheet also includes cash and investments with fiscal agents in
the amount of $82,000, which is specifically excluded from coilateralization.

Concentration of Credit Risk

State laws limit the type of investments as stated above. The City has no
investment policy that would further limit its investment choices.

A reconciliation of cash and investments as shown on the statement of net position
for the City of Hanahan at June 30, 2014 follows:

Cash on hand $ 1,850
Carrying amount of non-pooled cash and cash equivalents 286,452
Carrying amount of pooled cash and cash equivalents 5,657,231
Carrying amount of cash with fiscal agents 82,000
Carrying amount of restricted non-pooled cash and

cash equivalents 110,604
Carrying amount of restricted pooled cash and cash

Equivalents 4,842,660

Total carrying amount of cash and investments $ 10,980,797
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Receivables and Deferred Inflows of Resources
Property Taxes Receivable and Deferred Inflows of Resources

With the previous implementation of GASB 33, the 2014 levy for real and personal
property is included in taxes receivable at June 30, 2014 since it has an enforceable
lien date of January 1, 2014. Because it does not meet the criteria for being
“available”, the entire amount has been deferred at June 30, 2014.

In the government-wide financial statements, property taxes receivabie and related
revenue include all amounts due the City regardiess of when cash is received.
Over time, substantially all property taxes are collected.

Taxes receivable as of June 30, 2014, including the applicable allowance for
uncollectible accounts, are as follows:
General Fund

Taxes receivable $ 2,459,568
Less: Allowance for uncollectibles 77,660

Net taxes receivable $ 2,381,908

Deferred Inflows or Resources

The City reports deferred inflows of resources on its governmental fund balance
sheet. Deferred inflows of resources arise when a potential revenue does not meet
both the “measurable” and “available” criteria for recognition in the current period.
In subsequent periods, when both revenue recognition criteria are met, the liability
for deferred inflows of resources is removed from the balance sheet and revenue is
recognized. Deferred inflows of resources as of June 30, 2014 consist of the
following:

General Fund

Unavailable 2014 property tax revenues - current $ 2,300,000 (a)
Unavailable 2013 property tax revenues - delinquent 26,400 (b}

Total deferred inflows of resources $ 2,326,400

(a) Consists of 2014 tax assessments having an enforceable lien date of
January 1, 2014.

(b) Consists of all back taxes receivable (net of allowance for uncollectible
amounts) not collected within sixty days of June 30, 2014,
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Due from Other Entities

The balance at June 30, 2014 consists of amounts due from;

State of South Carolina / local government agencies $ 246,664
Uiilities and insurance companies 451,883
Employees 1,764
Various other entities 62,208

Total due from other entities $ 762,519

Interfund Receivables and Payables

The composition of interfund balances reflected in the fund financial statements at
June 30, 2014, is as follows:
Receivable Fund Payable Fund

General fund $ 2,422,688 $ -
Fleet service fund - 588,711
Capital projects fund 121,959 1,955,936

Total § 2,544,647 $ 2,544,647

On the statement of net position all interfund balances have been eliminated.
Unearned Revenues

During February 2014 the City bought a 1.6 acre fract of land from a real estate
developer in consideration of a $65,000 reduction of future building fees that will be
incurred by the developer, or its successor, on land adjacent to the parcel that was
purchased. The $65,000 property value corresponds to the amount of unearned
future building fees that will be discounted once construction of a 395,000 s.f.
building on the adjacent parcel begins. The contract terms state the City (the
purchaser) shall reduce future fees due from the seller to the purchaser as follows:

o The reduction of fees shall be for, and limited to, the construction of a
building on the seller's remaining property;

» Future building fees shall be reduced by 50%, provided the total amount of
reduced fees shall not exceed $65,000;

s The future building fees due from the seller to the purchaser shall consist of
the building cost fee, plan review fee, electrical permit fee, mechanical permit
fee, plumbing permit fee, and gas permit fee;

+ The reduction agreement is assignable to any successor in interest of the
seller.

As a result of the above transaction, the only statement affected at June 30, 2014 is
the Statement of Net Position, which reflects both the cost as a capital asset and
the unearned revenues as a liability. As these unearned revenues are assessed
and collected in the future, the fees will be recognized and the unearmed revenues
will decrease accordingly.
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F. Capital Assets

Changes in Capital Assets

The following is a summary of the changes in capital assets for the fiscal year:

Balance Balance
June 30, 2013 Additions Reductions June 30, 2014
Capital assets, not being depreciated:
Land 923676 3 65000 % - $ 988,676
Construction in progress 806,465 174,055 (806,465) 174,055
Total capital assets not being depreciated 1,730,141 239,055 (806,465) 1,162,731
Capital assets being depreciated:
Buildings and improvements 10,466,310 1,171,589 - 11,637,809
Machinery and equipment 1,293,609 67,878 {78,465) 1,283,022
Vehicles and related equipment 4,622,983 142,632 (287,458) 4,478 157
Office furnishings and equipment 575,961 43,464 (133,309 486,116
Other assets 1,816,208 79,644 (92,791} 1,803,061
Total capital assets being depreciated 18,775,071 1,505,207 {592,023} 19,688,255
Less accumulated depreciation for:
Buiidings and improvements (3,298,308) (320,219) - {3,618,527)
Machinery and equipment (928,630) (76,324) 77,755 (927,199)
Vehicles and related equipment (3,260,469) {232,321) 281,113 {3,211,677)
Office furnishings and equipment (466,499) (36,624) 133,309 {369,814)
Qther assets {1,503,611) (57,007) 74,563 (1,486,055)
Total accumulated depreciation (9,457 517) (722,495) 566,740 (9,613,272)
Total capital assets being depreciated, net 9,317,554 782,712 (25,283) 10,074,983
Total capital assets, net $ 11,047,695 $ 1,021,767 $ (831,748) $ 11,237,714

G. l.ong-Term Liabilities

Long-term liability activity for the year ended June 30, 2014 was as follows:

Beginning Ending Due Within

Balance Additions Reductions Balance One Year

General Obligation Bonds $ 1645000 ¢ - $ 160,000 $ 1,485,000 $ 165,000
Compensated Absences 244,323 147,221 145,470 246,074 117,666
$ 1,889,323 § 147221 $ 305,470 $ 1,731,074 $ 282,666
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Al long-term debt payments are paid from the general fund. Compensated
absences liabilities will also be paid by the general fund.

General Obligation Bonds of 2011, due September 2026

On October 6, 2011, the City issued General Obligation Bonds of 2011 dated
October 6, 2011 in the total amount of $1,800,000 to defray the cost of (i) designing,
acquiring, constructing and expending various capital improvements within the City,
including without limitation recreational facilities and a public works building, and (ii)
redeeming and retiring the City’s outstanding 2003 Tax Increment Bond. Principal
payments are due annually for the General Obligation Bonds of 2011 beginning
September 1, 2013. Interest is due March 1, and September 1, of each year at an
average annual rate of 2.74%.

The annual requirements to amortize the General Obligation Bonds of 2011 as of
June 30, 2014 are as follows:

Fiscal Year Ending Bond Interest Total Principal
June 30 Principal on Bonds and Interest
2015 $ 165,000 $ 38,429 $ 203,429

2016 170,000 33,839 203,839

2017 - 175,000 29,112 204,112

2018 180,000 24,249 204,249

2019 185,000 19,249 204,249
2020-2024 365,000 58,979 423,979
2025-2027 245,000 10,208 255,208

$ 1,485,000 $ 214,063 $ 1,699,063

Other Contractual Obligations — Compensated Absences

Specific years for payment of compensated absences are not determinable.
However, the portion of the accrued liability for compensated absences expected to
be paid within one year is estimated to be approximately $117,666. Historically, the
amount of compensated absences used by employees during the year has
approximated the amount earned in a year.
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Restatement of Beginning Net Position

The implementation of GASB Statement No, 65 (items Previously Reported as
Assets and Liabilities) during the year ended June 30, 2014, requires accounting
changes adopted to conform to its provisions to be applied retroactively by testing
financial statements or by restating beginning net position.

Due to the GASB No. 65 implementation described above, beginning net position
for the year ended June 30, 2013 has been decreased by $20,220, from
$19,984,544 to $19,964,324. The difference represents a restatement for bond
issue costs and lease refinancing costs that were amortized under prior standards,
but expensed in the period incurred under the new standards.

OTHER INFORMATION
Risk Management

The City is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; errors and omissions; and natural disasters. For all of these
risks, the City is a member of the State of South Carolina Insurance Reserve Fund,
a public entity risk pool currently operating as a common risk management and
insurance program for local governments. The City pays an annual premium to the
State Insurance Reserve Fund for its general insurance coverage. The State
Insurance Reserve Fund is self-sustaining through member premiums and
reinsures through commercial companies for certain claims.

The City is also subject to risks of loss from providing health, life, accident, and
other medical benefits to employees, retirees, and their dependents. The City has
enrolled substantially all of its employees in health and life insurance plans
administered by a commercial insurance company. In addition, the City insures the
risk of job related injury or illness to its employees through the South Carolina
Worker's Compensation Trust, a public entity risk pool operating for the benefit of
local governments. The City pays an annual premium to the Worker's
Compensation Trust for its insurance coverage.

Given the lack of coverage available, the City has no coverage for potential losses
from environmental damages, although it does have insurance coverage through
the State Insurance Reserve Fund with regard to potential liabiiities related to
underground storage tanks. The coverage limits and the deductibles for all of the
above risk management programs have stayed relatively constant for the last
several years. Settled claims resulting from these risks have not exceeded
insurance coverage for the last several years. For each of the insurance programs
and the public entity risk pools in which they participate, the City has effectively
transferred all risk with no liability for unfunded claims.
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Contingent Liabilities

Litigation — The City is party to various legal proceedings, which normally occur, in
governmental operations. Although the outcomes are not presently determinabie, it
is the opinion of legal counsel that resolution of these matters, individuaily or in the
aggregate in excess of insurance coverage will not have a material adverse effect
on the financial condition of the City.

Grants — Amounts received or receivable from grant agencies are subject to audit
and adjustment by grantor agencies, principally the federal and state govemment.
Any disallowed claims, including amounts already coliected, may constitute a
liability of the applicable funds. The amount, if any, of expenditures which may be
disallowed by the grantor cannot be determined at this time although the City
expects such amounts, if any, to be immaterial. Management has not been
informed of any significant matters of noncompliance with grant provisions or
planned grantor audits.

Commitments — At year end, the City had construction commitments outstanding for
(1) the Amphitheater/City Park Concessions/Restrooms Project, and (2) the Public
Works building in the form of contracts and purchase orders, of approximately
$477,400 and $1,517,000, respectively. Of these total contracts, approximately
$55,819 (Concessions/Restrooms Project) and $118,237 (Public Works building)
had been completed as of June 30, 2014. Both projects are expected to be
completed during the year ending June 30, 2015.

Deferred Compensation Plan

The City offers its employees a deferred compensation plan under a program
administered by the South Carolina Deferred Compensation Commission. The
multiple-employer deferred compensation plan offers employees the choice of four
plans: The Internal Revenue Code Section 457 plan; the internal Revenue Service
Code Section 401(k) plan; the Roth 401(k) plan; and the Roth 457 plan. The Plan,
available to all regular City employees, permits them to defer until future years up to
100% of annual gross eamnings not to exceed $17,500 for both the 457 plan and for
the 401(k) plan with an additional $5,500 catch-up provision for employees over age
50 with pre-tax contributions. The Roth 401(k) and Roth 457 plans offer employees
the opportunity to contribute on an after-tax basis. Employee after-tax contributions
for Roth 401(k) and Roth 457 participants must be combined with pre-tax
contributions and cannot exceed these annual limits. The deferred compensation is
not available to an empioyee until termination, retirement, disability, death, or
approved hardship. The City has no obligation to make contributions to these plans
and has made no contributions during the year.
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Other Post-Employment Benefits

In addition to pension benefits, the City provides post-employment benefit options
for health care to eligible retirees, terminated employees, and their dependents in
accordance with City ordinances and the Consolidated Omnibus Budget
Reconciliation Act of 1985 (COBRA). Eligible empioyees are required to pay the full
cost of post-employment benefits. The City does not currently provide any
additional post-employment benefits for its employees.

Employee Retirement Systems and Plans

South Carolina Retirement and Police Officers’ Retirement Systems

Pilan Description

All permanent employees of the City participate in either the South Carolina
Retirement System (SCRS) or the South Carolina Police Officers’ Retirement
System (SCPORS). Both systems are cost-sharing multiple-employer defined
benefit pension plans administered by the South Carolina Public Employment
Benefit Authority (PEBA), a division of the State Budget and Control Board. The
SCRS and SCPORS provide retirement and disability benefits, cost of living
adjustments on an ad-hoc basis, life insurance and survivor benefits to plan
members and beneficiaries. Each plan’s provisions are established under Title 9 of
the S.C. Code of Laws, which requires both plan employees and employers to
contribute to the plan.

A Comprehensive Annual Financial Report containing financial statements and
required supplementary information for both the SCRS and SCPORS is issued and
publicly available by writing the South Carclina Public Employment Benefit
Authority, P.O. Box 11960, Columbia, SC 29211-1960 or by accessing their
website at www.retirement.sc.gov.

Funding Policy — SCRS - Plan members are required to contribute 7.5% of their
annual covered salary and the City is required to contribute at an actuariafly
determined rate. The current rate is 10.45% of annual covered payroll. In addition,
employers contribute .15% of payroll to provide a group life insurance benefit for
their participants.

Funding Policy - SCPORS — Plan members are required to contribute 7.84% of
their annual covered salary and the City is required to contribute at an actuarially
determined rate. The current rate is 12.44% of annual covered payroil. In addition,
employers contribute .2% of payroll to provide a group life insurance benefit and
.2% of payroll to provide an accidental death benefit for their participants.
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Contribution Information — The following table presents the required contributions to
the SCRS and SCPORS by the City for the fiscal years ended June 30, 2014, 2013,
and 2012:

2014 2013 2012

SCRS Contributions $ 160,796 $ 157,764 $ 148,446
SCPORS Contributions $ 276,559 $ 251,730 $ 254,867

The City contributed one hundred percent (100%) of its required contributions for
the current year and each of the previous two years.
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CITY OF HANAHAN, SOUTH CAROLINA

SUPPLEMENTAL SCHEDULE OF FINES, ASSESSMENTS AND SURCHARGES

GENERAL FUND
Year Ended June 30, 2014

Court Fines
Court fines collected
Court fines retained by the City

Court fines remitted to the State Treasurer
Court Assessments

Court assessments collected

Court assessments retained by the City

Court assessments remitted to the State Treasurer
Court Surcharges

Court surcharges collected

Court surcharges retained by the City

Court surcharges remitted to the State Treasurer
Victims Services

Court assessments aliocated to Victim Services

Court surcharges allocated to Victim Services

Funds aliocated to Victim Services
Victims Services funds expended during the year

Net Victims Services funds expended during the year

See Independent Auditors’ Report.
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$ 215792
(215,792)
$ -
$ 239,345
(24,795)
$ 214,550
$ 67,210
(8,775)
$ 58,435
$ 24,795
8,775
33,570
(45,634)
$  (12,064)
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ACCORDANCE WITH GOVERNMENT AUDITING S TANDARDS

Honorable Mayor and Members of City Council
City of Hanahan, South Carolina

We have audited, in accordance with the auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States,
the financial statements of the governmental activities, the business type activities, each
major fund, and the aggregate remaining fund information of the City of Hanahan, South
Carolina as of and for the year ended June 30, 2014, and the related notes to the financial
statements, which collectively comprise the City of Hanahan, South Carolina’s basic
financial statements and have issued our report thereon dated February 5, 2015.

Internal Control Over Financial Reporting

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

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

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

As part of obtaining reasonable assurance about whether the City of Hanahan, South
Carolina’s financial statements are free from 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.

Purpose of this Report

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

. - . LB
February 5, 2015 Riser, Melainia & GibGons, L
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