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November 29, 2017

To the Members of the City Council, and
Citizens of the City of Hattiesburg

The Department of Administration is pleased to submit the Comprehensive Annual Financial Report
{CAFR) of the City of Hattlesburg, Mississippi, prepared in accordance with accounting principles
generally accepted in the United States of Amerlica for the fiscal year anded September 30, 2015. These
accompanying financiaf statements are prepared and presented in conformity with GASB State 1t #34
~ Basic Financiol Statements and Management’s Discussion and Analysis for State and Locof
Governments. The format, which includes Government-wide and Major Fund presentztions, provides
citizens, investors and creditors, grantor agencies, and other interested parties with reliable financial
information about the City. Management assumes full responsibility for the completeness and reliabifiry
of the information contained in this report, and we belleve the report is accurate in alf material respects.

The Comprehensive Annuat Financial Report includes the following: this transmittal tetter, the financial
section consisting of the basic financial statements {government-wide and fund statements), notes to
the financial statements, combining and individual fund financiat statements and schedules and the
independent auditors’ report on the financial statement schedules, independent auditors’ report on
campliance for major programs and internal controt over compliance, schedule of findings and
questioned costs, and auditee corrective action plan.

Profile of Gavernment

The City of Hattiesburg has a land area of 55.4 square miles and is located strategically in the southeast
section of Mississippi. It has historically been designated as the "Hub City,” since its location Is within a
100-mite radius of Jackson, Mississippi, New Orieans, Louisiana, Mobile, Alabama, and the Mississippi
Gulf Coast. Because of its iocation, it is a regionai center of trade, medicat services, and educational and
industrial activity. The City operates under the Mayor/Council form of government. The policy-making
and legistative authority, as well as budgetary responsibilities, are vested with the five-member City
Council, each of whom is elected from one of the five wards into which the City is divided. The Mayor is
responsibie for the day-to-day operations of City government, and much of his work is accomplished
through the delegation of duties to his department directors and chiefs, who are appointed by the
Mavyor and approved by the City Council. All elected officials serve four-year terms.
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Services provided include police and fire protection, water and sewer services, construction and
maintenance of streets and infrastructure, sanitation, parks and recreation, planning and z0ning. and
general administrative functions.

Current Economic Conditions

Mattiesburg ended the fiscal year with stable revenues in both sales tax and property taxes. The year
saw an increase of $671,013 in sales tax diversion and a small increase of $24,078 in property tax
cotlections. The sales tax increase represents a 3% increase from the prior year and continues to reflect
a consistent average annual growth rate, which is a good indicator.of a stable economy. The General
Fund's end-of-year fund balance reflected an increase of 1.4% from the beginning-of-year fund balance.

Hattiesburg’s diverse economy, supported by reglonal healthcare facilities, two universities, substantial
retail market, and military training base, aid in insulating it from extreme shifis seen in other
municipalities with lesser variety in ernployment opportunities.

Future Economic Outlook

The Midtown District development is continuing to progress. Plans are underway for the construction of
2 $35 million mixed-use development anchored by a major boutique hotel on Hardy Street, Road and
sewer improvements are being made along Hardy Street, and beautlfication projects for the Hardy
Street and Highway 49 medians are underway, with participation anticipated from Forrest County, the
universities, Forrest General Hospital, and Hattiesburg Clinic. Grants through the National Association of
Realtors and the Mississippi Department of Transpartation, if awarded, will provide additiona! funding
for these beautification efforts. This will serve to treate attractive entrance corridors into the city.

Another major project requiring significant infrastructure improvernents is the Regions Bank Mortgage
Processing Center to be focated at the corner of Lamar Boulevard and lincoln Road. It will require sewer
improvemants and fire service to the focation, along with road expansion and redesign to accommodate
increased {raffic low, Grants have been awarded to aid in covering the cost of these improvements. A
condition of one of the grants is that Regions Bank must meet a job creation requirement off 70 new
jobs within two years of completion of construction. Their overall plan will include retention of 329
existing jobs and creation of 91 new jobs, This will entail relocation of most of the Regions 8ank offices
currently located in downtown Hattiesburg. The Bank will maintaln a presence in downtown
Hattiesburg, with limited operations. The remaining two buildings currently occupied by Regions Bank
have been purchased by a developer, who plans to redevelop these properties into loft apartments
similar to the America and Carter buildings.

Plans for a sewer treatment facility have been suspended as a result of negotiated settlement ofan
MDEQ Agreed Order. A Stipulated Order was issued terminating the Amended Consent Judgment,
requiring submisslon of a revised permit request in which the City agrees to incorporate certain
monitoring requirements designed to ensure compliance with established fimits for effluent. The City
expects to improve performance of the lagoon system with implementation of the monitoring system,
This may require periodic capital outlays to accomplish this objective, but those costs cannot be
determined at this time.



Financial and Budgetary Information

The City maintains budgetary controls to ensure compliance with tegal provisions specified by state
statute. Activities of the City are included in budget appropriations approved by the City Council. The
legal level of budgetary control is blished by major expenditure classification and approved by the
Council, Adjustments within a classification may be approved by the Department Director.

The Mayor and Council have established the goal and desire to maintain an ending cash balance in the
General Fund of $4 million to cover operating costs and unanticipated emergencies in the manths prior
to receipt of property tax revenues. The City has been able to accomplish this goal in past years;
however, due to a January 2017 tornado, the City has experienced a significant increase in expenditures
associated with cleanup and recovery. Most of these expenses can be covered with insurance proceeds
and FEMA reimbursements, but the initial cash outfiow has depieted cash reserves below an acceptable
fevel. Fiscaj management practices are being monitored closely to manage cash flow and rebuild cash
reserves.

1n 2016, the City issued $25M in bonds through the Mississippi Development Authority, and Regions
Baitk, the trustee agent, established a line of credit to support expenditure of the proceeds. The original
intent for these funds was to begin construction of a sewrer treatment facility, Since that project has
been suspended, the City has established a list of priority sewer and water improvement projects for
rehabilitation or reconstruction over the next couple of years. Testing and evaluation of sewer lines
throughout the City is being performed to establish a list of repair priorities for future years.

Enterprise Funds

Hattiesburg’s enterprise operation is the Water and Sewer System. All revenues and costs associated
with delivering potable water to the City's residential and commercial customers and treatment of
residential and industrial waste are reported in this group of funds. Financial statements for this
operation are contained in this report.

Debt Administration

The City maintains the Municipal Bond and Interest Fund to retire debt associated with general
obligation bonds. The funding source is an ad valorem property tax levy. Statutory limits upon issuance
of general obligation debt are an amount not to exceed 15% of total assessed value, As of September
30, 2015, the fiscat year for which this audit is performed, the City’s margin for further debt issuance is
$51,202,442. in November 2016, Moody’s suspended the City’s bond rating, which was Aa3 at the time
for general obligation debt, and A1 for revenue debt of the water and sewer proprietary system. This
suspension was a resuit of the City's failure to produce an audit in a timely manner. With completion of
the fiscal year 2015 audit, it is our intention to approach Moody’s to ascertain what, if any, procedures
may be required to reinstate the City’s bond rating.

Risk Management

The City is self-insured for group health insurance and is a member of the Municipal Workers’
Compensation Group and the Municipal Uability Plan, self-insured plans for member municipalities
across the State of Mississippi. The City has a Risk Manager who monitors safety procedures with
departmernts and reviews and reports ali accidents and claims to the seif-insured group sdministrators.



tndependent Auditors

The City's financial statements have been audited by Carr, Riggs, and ingram, LLC, a firm of licensed
certified public accountants. They have issued a qualified opinion on certain aspects of the audit,
specifically referring to recognition of liability for other post-employment benefits (OPEB), as addressed
by GASB Statement 45, Except for this matter, the auditors’ opinion is that the financial statements,
present fairly, in all material respects, the respective financia! position of the governmental activities,
business-type activities, and the major proprietary fund of the City of Hattleshurg for the year ended
September 30, 2015, in accordance with generally accepted accounting principles.

The independent audit of the financial statements was part of a broader, federally mandated “Single
Audit” designed to meet the special needs of federal gramtor agencies. The standards governing Single
Audit engag its require the independent auditor to report not only on the fair presentation of the
financial statements, but also on the audited government’s internal controls and compliance with legal
requirements, with special amphasis on internal controls and compliance with legal requirements
involving the administration of federal awards. The auditors have issued a qualified opinion on internal
contro! compliance for three major federal programs, citing material weaknesses and significant
deficiencies. The City Administration is aware of the deficiencies and is taking appropriate steps to
remedy these deficiencies. Establishment of written internat control procedures is being performed,
and identification of areas where staff training is needed Is underway.

It is the City Administration’s intent to address the findings stated in this report and remedy stated
deficiencles in the upcoming year. We are dedicated to providing the city’s residents reassurance that
their tax dolfars are being utilized in an efficient and appropriate manner and to raising the bar of
exceltence for staff and employees to the highest standard.

Acknowledgments
The preparation of this report was made possible with the assistance of staff of the Accounting Division
of the Department of Administration. Appreciation is extended to all other City departments who

provided information and assistance for preparation of this report.
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To the Honorable Mayor and Members of the Oty Coundl
Qty of Hattiesburg, Mississippi

Report on the Ainandal Satements

We have audited the accompanying finandal statements of the governmental activities, the
business-type activities, the discretely presented component unit, each major fund, and the
aggregate remaining fund information of the Gity of Hattiesburg, Mississippi, as of and for the year
ended September 30, 2015, and the related notes to the finandial statements, which collectively
comprise the Qty's basic finandial statements as listed in the table of contents.

Management’s Responsibility for the Finandal Satements

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

Auditors Responsibility

Qur responsibility is to express opinions on these finandal statements based on our audit. We did
not audit the financial statements of Hattiesburg Convention Commission, a component unit of the
Qty, which statements refledt total assets of $21,905,499 as of September 30, 2015 and total
revenues of $7,899,957, for the year then ended. The statements for the Hattiesburg Convention
Commission were audited by other auditors, whose reports have been furnished to us, and our
opinion, insofar as it relates to the amounts induded for the Commission, is based solely on the
reports of the other auditors. We conducted our audit in accordance with auditing standards
generally acoepted in the United Sates of America and the standards applicable to finandal audits
contained in Government Auditing Sandards, issued by the Comptroller General of the United
Sates. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the finandial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disdosuresin the finandal statements. The proocedures selected depend on the auditor’s judgment,
induding the assessment of the risks of material misstatement of the finandal 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 finandal statements in order to
design audit procedures that are appropriate in the crcumstances, 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 indudes 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 finandial statements.

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

Summary of Opinions

Opinion Unit : : Type of Opinion
Governmental Activities Qualified
Business-type Activities Qualified
Discretely Presented Component Unit Unmodified
General Fund (Major Governmental Fund) Unmodified
Aggregate Remaining Governmental Funds Unmodified
Combined Water and Sewer System (Proprietary Fund) Qualified

Basis for Qualified Opinions on Governmental Adtivities, Business-type Activities, and Proprietary
Fund

As discussed in Note 17 to the finandal statements, the Gty did not timely implement the
provisions of GASB Qtatement 45, which was effective for prior years and which requires
recognition of its liability for other postemployment healthcare benefits (OPEB). Pursuant to this
Satement, retrospective recognition of the liability as of the beginning of the year of
implementation was required. However, upon implementation of this guidance for the year ended
September 30, 2015, the Gty determined that it was not feasible to retrospectively determine the
OPEB liability as of the beginning of the 2015 fiscal year. Therefore, the City was unable to
determine the prior period effect of its change from an accounting principle that is not generally
accepted to one that is generally accepted. Thus the City recognized the entire effect of
implementation in the current year in its governmental activities, business-type activities, and
proprietary fund. Current year recognition of the annual OPEB obligation without recognition of
the cumulative effect of prior year costs since the effective date of GASB Satement 45 represents a
departure from U.S GAAP, the effects of which have not been determined.

Qualified Opinions

In our opinion, except for the effects of the matter described in the “Basis for Qualified Opinions on
Governmental Adtivities, Business-type Adtivities, and Proprietary Fund” paragraph, the finandal
statements referred to above present fairly, in all material respects, the respective finandal position
of the governmental activities, the business-type activities, and the major proprietary fund of the
Gty of Hattiesburg, Mississippi, as of September 30, 2015, and the respective changes in finandal
position and, where applicable, cash flows thereof for the year then ended in accordance with
acoounting prindples generally accepted in the United Sates of America.



Unmodified Opinions

In our opinion, based upon our audit and the reports of other auditors, the finandal statements
referred to above present fairly, in all material respects, the respective finandal position of the
discretely presented component unit, the major governmental fund, and the aggregate remaining
governmental fund information of the Gty of Hattiesburg, Mississippi, as of September 30, 2015,
and the respective changes in finandal position for the year then ended in accordance with
acoounting prindples generally accepted in the United Sates of America.

Emphasis of Matter
Change in Accounting Prindple Related to Pensions

As desribed in Notes 1, 2, and 18 to the finandal statements, the Gty adopted new accounting
guidance, GASB Satement No. 68, Aocounting and Fnandal Reporting for Pensions.
Implementation of this standard required retrospective application, resulting in restatement of
previously reported net position to report the Gty's proportionate share of the Public Employees
Retirement System of Mississippi net pension liability at the beginning of the year. Our opinion is
not modified with respect to this matter.

Defict Fund Balance

As described in Note 15 to the finandial statements, defict fund balances were reported in certain
governmental funds as a result of modified accrual recognition of expenditures for which
reimbursements were not available resources. Our opinion is not modified with respect to this
matter.

Compliance with Mississippi Department of Environmental Quality Order

As described in Notes 16 and 20 to the finandal statements, the Gty is subject to certain mandates
for sewer system operation and rehabilitation pursuant to action and intervention by the
Mississippi Department of Environmental Quality. In ongoing efforts to comply with the related
Amended Agreed Order, the Gty has engaged in development, design, and construction of various
elements of a multi-million dollar long-term comprehensive sewer system improvement project,
most of which have been funded by proceeds of revenue bonds. Subsequent to the year ended
September 30, 2015, the Gty was party to a Qipulated Order which replaces the Amended Agreed
Order and grants relief from certain obligations that had been imposed under the earlier Order. As
aresult, the Gty indefinitely suspended certain sewer system rehabilitation projects subsequent to
year end. Therefore, preliminary costs associated with such suspended projects have been
recognized as expense by the Gty as of September 30, 2015 rather than as capital asset
construction in progress. Our opinion is not modified with respect to this matter.

Removal of Capital Assets from Service
As desaribed in Note 5 to the finandal statements, the Gty removed certain capitalized

infrastructure assets from service upon determination that those assets had no future value. Our
opinion is not modified with respect to this matter.
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Water and Sewer System Parity Debt

As described in Note 10 to the finandal statements, the Gty is subject to certain Water and Sewer
Yystem rate coverage requirements pursuant to parity debt provisions of its revenue bonds. Rate
coverage requirements were not met for the year ended September 30, 2015. Also, as described in
Note 10 to the finandal statements, future revenues of the Water and Sewer §ystem are pledged as
oollateral against those revenue bonds. Our opinion is not modified with resped to this matter.

SQubsequent Issuance of Debt

As described in Note 20 to the finandal statements, the Qty incurred substantial additional debt
subsequent to September 30, 2015 and also entered into commitments or agreements to issue
other debt. Our opinion is not modified with respect to thismatter.

Matters Related to Funding

Subsequent to September 30, 2015, certain Federal and Sate grant reimbursements were delayed
because of delinquency in submission of Gty annual finandal reports. In addition, the Gty's credit
rating was suspended in November 2016. QOur opinion is not modified with respect to these
matters.

Other Matters
Required Supplementary Information

Management has omitted management’s discussion and analysis (MD&A), budgetary comparison
schedules for the general fund, trend factors and schedules of funding progress of the Gty’s defined
benefit pension plans, and trend factors and schedules of funding progress and employer
contributions for the Gty's other postemployment benefit plans (OPEB) that accounting principies
generally accepted in the United Sates of America require to be presented to supplement the basic
finandial statements. Such missing information, although not a part of the basic statements, is
required by the Governmental Accounting Sandards Board, who considersit to be an essential part
of finandal reporting for placing the basic financial statements in an appropriate operational,
eoonomic, or historical context. Qur opinion on the basicfinandal statementsis not affected by this
missing information.

Other Information

Qur audit was conducted for the purpose of forming opinions on the finandal statements that
oollectively comprise the Gty of Hattiesburg, Mississippi's basic finandal statements. The
acoompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis asrequired by U.S Office of Management and Budget Grrcular A-133, Audits of Sates, Local
Governments, and Non-Profit Organizations, and is not a required part of the basic finandal
statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying acoounting and other records used to prepare the basic finandal
statements. The information has been subjected to the auditing procedures applied in the audit of
the basic finandal statements and certain additional prooedures, induding comparing and
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recondling such information directly to the underlying accounting and other records used to
prepare the basic finandial statements or to the basic finandal statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United
Sates of America. In our opinion, the schedule of expenditures of federal awards is fairly stated, in
all material respects, in relation to the basic finandal statements asa whole.

The introductory section has not been subjected to the auditing procedures applied in the audit of
the basic finandal statements and, accordingly, we do not express an opinion or provide any
assurance on it.

Other Reporting Required by Government Auditing Sandards

In accordance with Government Auditing Sandards, we have also issued our report dated
November 29, 2017 on our consideration of the Qty of Hattiesburg, Mississippi's internal control
over finandial 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 finandial reporting and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the Cty's internal
oontrol over finandal reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the Gty of
Hattiesburg, Mississippi’s internal control over finandal reporting and compliance.

Can, ﬁuﬁu £ Jnﬁaw} IR

CARR RGGS& INGRAM, LLC

Rdgeland, Mississippi
November 29, 2017
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Gity of Hattiesburg, Mississippi
Satement of Net Position

September 30, 2015
Primary Government
Governmentad Business-type Component
Adivities Adivities Total Unit
Assets
Cash and equivaents- unrestricted $ 15163031 $ 69357 $ 2008568 $ -
Sdestax receivable 3,727,876 - 3,727,876 789,226
Property taxes receivable 18,615,195 - 18,615,195 -
Acoounts receivable - water & sewer, net - 1,309,130 1,309,130 -
Acoounts receivable - solid waste services 180,462 - 180,462 -
Intergovernmental receivable 3,166,371 - 3,166,371 -
Fines receivable, net 2,231,591 - 2,231,591 -
Cther receivables 889,445 - 889,445 83,721
Internal balances 428,036 (428,036) - -
Due from other agencies 14,432 - 14,432 -
Inventories 135,392 - 135,392 47,220
Cash and equivaents - restricted - 1,215,431 1,215,431 1,237,513
Cashwith fiscal agent - restricted - 14,809,000 14,800,000 4,422,663
Notes receivable 4,192,853 - 4,192,853 -
Capitd assets not being depredated:
Land and construction in progress 33,096,284 3,737,686 36,833970 3,907,146
Capita assets, net of accumulated
depredaion:
Infrastructure 69,925,843 86,057,163 155,983,012 -
Building and improvements 20,059,037 24,164 20,083,201 11,244,431
Machinery and equipment 7,294,369 a,314 8,196,683 173,579
Totd assets 179,120,217 114,562,305 293682612 21,905,499
Deferred Outflows of Resources
Related to pensions 8,323444 590,055 8,913,499 -
Prepaid bond insurance - 271,941 271,941 -
Tota deferred outflows
of resources 8,323 444 861,996 9,185,440 -
Continued

The notes to the finandial statements are an integral part of this satement.
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Qty of Hattiesburg, Mississippi
Satement of Net Position

Ssptember 30, 2015

Primary Government

Governmental Business-type Component
Activities Adtivities Total Unit
Liabilities

Accounts payable $ 2850312 $ 3,141,671 $ 5991983 $ 113,914
Accrued wages and benefits 1,319,085 105,107 1,424,202 185,189
Cxher liabilities 1,346,175 1,268,225 2,614,400 121,110
Due to other agendcies . 137,602 - 137,602 -
Accrued interest 172,596 408,116 580,712 -

Non-current liabilities:
Portion due or payable within one year:

CGeneral obligation bonds 2,515,000 615,000 3,130,000 -
Revenue bonds - 1,765,000 1,765,000 -
Unamortized bond premium - 17,507 17,507 -
Limited obligation tax increment

finandng bonds 690,000 - 690,000 -
Economicdevelopment limited

obligation bonds and notes 398,367 - 398,367 -
General obligation notes payable - 396,590 396,590 -
Capital leases 1,240,302 - 1,240,302 -
Compensated absences 267,344 23,743 291,087 -
Due to primary government - - - 125,124

Portion due or payable after one year:

General obligation bonds 8,900,000 7,435,000 16,335,000 -
Revenue bonds - 45,445,000 45,445,000 -
Unamortized bond premium - 234,434 234,434 -
Limited obligation tax increment

finandng bonds 6,740,000 - 6,740,000 -
Economic development limited

obligation bonds and notes 2,220,154 - 2,220,154 -
General obligation notes payable - 294,454 294,454 -
Capital leases 1,550,689 - 1,550,689 -
Compensated absences 1,514,950 134,547 1,649,497 -
Due to primary government - - - 187,686
Net pension obligation 65,217,923 4,104,190 69,322,113 -
Cther post employment

benefits obligation 505,765 56,971 562,736 -

Qustomer meter deposits payable from
restricted assets - 1,215,431 1,215,431 -
Total liabilities 97,586,274 66,660,986 164,247,260 733,023

Deferred Inflows of Resources

Related to pensions 1,362,463 110,232 1,472,695 -
Deferred revenues - 247,273 247,273 -
Unearned revenue - property taxes 18,258,000 - 18,258,000 -
Total deferred inflows

of resources 19,620,463 357,505 19,977,968 -

Net Position
Net investment in capital assets 110,313,874 44,493,366 154,807,240 15,137,470
Restricted for debt service 4,067,078 4,833,982 8,901,060 -
Restricted for capital projects - - - 1,237,513
Restricted for Federal Programs 1,913,562 - 1,913,562 -
Unrestricted (46,057,590) (921,448) (46,979,038) 4,797,493
Total net position $ 70,236,924 $ 48,405900 $ 118,642,824 $ 21,172,476

onduded

The notes to the finandal statements are an integral part of this statement.
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Gty of Hattiesburg, Mississippi
Satement of Activities

Year ended September 30, 2015

Program Revenue Primary Government
Fees, Fines& Operating Capital
Charges for Grantsand Grants and Governmental Business-type Component

Fundions/ Programs Expenses Services Contributions  Contributions Adivities Addivities Total Unit
PRIMARY GOVERNMENT
Governmental Activities:
Genera government $ 11,569,276 $ - % - % - % (11,560,276) $ - % (11,5689.276)
Public safety 20,821,509 1,455,924 452,410 7,158 (16,908,017) - (18,906,017)
Publicservices 16,434,765 2,307,136 2,735,132 440,921 (10,951,575) - (10,951,575)
Qther services 2,093,259 - 109,515 2,007,784 24, - 24,040
Mass transit 1,217,110 44,214 677.862 16,000 (479,034) - (479,034
Quiture and recreation 4,323,579 47,221 - 118,674 (4,157,684) - (4,157,684)
Human/sodid assistance 712,985 - 638,235 - (74,750) - (74,750)
BEconomicdevelopment 208,115 - 1,787 - (208,328) - (206,328)
Interest and fiscal charges 990,023 - - - (990,023) - (990,023)

Total governmental ativities 58,370,621 3,854,495 4,614,942 2,590,537 (47,310,647) - (47.310,647)
Business-Type Adivities:
Water and sewer operations 31,186,774 17.086,586 - 474,084 - (13,6086,104) (13,6086,104)
Interest and fiscal charges 2,235,365 - - - - (2,235,365 (2,235,365)

Total business-type activities 33,402,139 17,086,588 - 474,084 - (15,841,469) (15,841,4689)

Total primary government $ 91772760 $ 200641081 $ 4614942 $ 3084621 (47,310,647) (15,841,469) (63,152, 116)

COMPONENTUNIT
Hattiesburg Convention

Commission $ 6206199 $ 3135918 $ - % - $ (3,070,281
Total component unit $ 6206199 $ 3135918 % - 3 - (3.070,281)
GENERAL REVENUES
Taxes:
Property taxestevied for general purposes 14,134,282 - 14,134,282 -
Property taxes levied for debt services 3,813,585 - 3,813,565 -
Salestax 22,375,186 - 22,375,186 -
Franchise taxes and other licenses and permits 4,613,330 - 4,613,330 -
Spedia salestax - - - 4,825,264
Unrestricted investment eamings 180,344 13,769 194,113 4,312
CQther local sources 634,572 - 634,572 -
Misocellaneous 664,028 32,972 697,000 -
Gain on sale of assets 373,707 - 373,707 -
Transfers 200,000 (200,000) - -
Tota general revenues and transfers 46,989,014 (153,259) 46,835,755 4,820,676
Change in Net Position (321,633) (15,994,728) (16,316,361) 1,759,395
Net Position - Beginning of year 126,069,321 70,344,182 196,413,503 19,413,081
Prior period adjustment (55,510,764) (5,943,559 (61,454,318) -
Net Position- jinning as adjusted 70,558,557 64,400,628 134,959,185 19,413,081
Net Position - E\d of year $ 70236924 $ 48405900 $ 118642824 $ 21,172478

The notes to the financial statements are an integral part of this statement.
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Qty of Hattiesburg, Mississippi
Balance Sheet
CGovernmental Funds

September 30, 2015

Cther Total
General Governmental Governmental
Fund Funds Funds
Assets
Cash and cash equivalents $ 6838618 $ 8324413 $ 15,163,031
Sales tax receivable 1,884,727 - 1,884,727
Intergovernmental receivable 1,620 75,807 77,427
Fnesreceivable, net of allowance 2,231,591 - 2,231,591
Other receivables 865,161 12,306 877,467
Due from other funds 439,206 2,297 441,503
Property taxes receivable 14,407,852 4,009,811 18,417,663
Due from other agendes 14,432 - 14,432
Gasand oil inventory 135,392 - 135,392
Advancesto other funds 300,000 - 300,000
Total assets $ 27118599 $ 12424634 $ 39,543,233
Liabilities
Acoounts payable 559,901 2,101,784 2,661,685
Accrued wages and benefits 1,198,771 120,324 1,319,095
Due to other funds 2,297 11,170 13,467
Cther liabilities 1,141,862 54,313 1,196,175
Due to other agendes 137,602 - 137,602
Advancesfrom other funds - 300,000 300,000
Total liabilities 3,040,433 2,587,591 5,628,024
Deferred Inflows of Resources
Unavailable revenue - property taxes 14,278,000 3,980,000 18,258,000
Unavailable revenue - fines 2,087,413 - 2,087,413
Total deferred inflows of resources 16,365,413 3,980,000 20,345,413
Fund Balances
Nonspendable
Inventories 135,392 - 135,392
Long-term interfund advance 300,000 - 300,000
Restricted
Sreet improvements and repairs - 1,758,666 1,758,666
Law enforcement - 208,107 208,107
Mass transit - 332,039 332,039
Continued

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

(ity of Hattiesburg, Mississippi
Balance Sheet
Governmental Funds

September 30, 2015

Other Total
General Governmental Governmental
Fund Funds Funds
Fund Balances (Cont.)
Restricted (Qont.)
Debt service - 4,067,078 4.067,078
Parks and reaeation projects - 2414 2414
Economicdevelopment - 49 49
Committed
Parks and regeation - 553,495 563,495
Fire protection - 803,045 803,045
Humary/ sodal assistance 30,485 - 30,485
Airport projeds 1,883,077 - 1,883,077
Sreet improvement and repairs - 4168 4,168
Law enforcement - 41,544 41,544
Assigned
General government 32,573 - 32,573
Publicsafety 856,811 - 856,811
Publicservices 160,882 - 160,882
Cther services 1,058 - 1,058
Unassigned 4,312,475 (1,913,562) 2,398,913
Tota fund balanaces 7,712,753 5,857,043 13,569,796
Totd liabilities, deferred inflows of
resources and fund balances $ 27118509 § 12424634 $ 39543233
Conduded

The notes to the finandal statements are an integral part of this statement.
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BETTE
Qty of Hattiesburg, Mississippi

Recondliation of the Governmental Funds Balance Sheet

to the Government-Wide Satement of Net Position

September 30, 2015
Total fund balances for governmenta funds $ 13,569,796

Total net position reported for governmental activitiesinthe
statement of net position isdifferent because:

Capital assetsused in governmental activities are not finandal
resources and therefore are not reportedin the funds.

Land 29,753,609
Qonstruction in progress 3,342,675
Infrastructure, net of $78,053,390

accumulated depredation 69,925,843
Buildings and improvements, net of $24,487,437

accumulated depredation 20,059,037
Machinery and equipment, net of $25,756,113

accumulated depredation 7,294,369

Total capital assets 130,375,533

Other long-term assets are not available to pay for current period
expenditures and therefore are not reported as deferred revenue
inthe funds. 2,087,413

Receivables not received within thirty days of year end are not
reported in the funds.

Accounts receivable - solid waste services 180,462
: Grantsreceivable 3,088,944
Salestax receivable 1,843,149
Property tax receivable 197,532
Other tax receivable 11,978

Total receivables not received within thirty days of year end 5,322,065

Other long-term assets are not available to pay for current
period expenditures and therefore are not reported in the funds. 4,192,853
Deferred outflow related to pension not reported in the funds 8,323,444
Continued

The notes to the finandial statements are an integral part of this satement.
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Cty of Hattiesburg, Mississippi
Recondliation of the Governmental Funds Balance Sheet
to the Government-Wide Satement of Net Position

September 30, 2015
Deferred inflow related to pension not reported in the funds (1,362,463)

Payables not paid within thirty days of year end are not
reported in the funds.

Acoounts payable (188,627)
COther liabilities (150,000)
Total payables not received within thirty days of year end (338,627)

Long-term liabilities applicable to the Aty's governmental
activities are not due and payable in the aurrent period and
acoordingly are not reported asfund liabilities. Interest on fong-
termdebt is not acarued in the governmenta funds, but rather
is recognized as an expenditure when due. All liabilities - both
aurrent and long-term - are reported in the statement of

net position.
Aacrued interest on bonds and notes (172,596)
Cenerd obligation bonds (11,415,000)
Limited obligation tax increment financingbonds (7,430,000)
Limited obligation economicdevelopment bonds and notes (2,618,521)
Copital leases (2,790,991)
Net pension obligation (65,217,923)
Other post employment benefits obligation (505, 765)
Compensated absences (1,782,294)
Total long-term ligbilities (91,760,494)
Total net position of governmental activities $ 70,236,924

Conduded

The notes to the finandal statements are an integral part of this statement.
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Qty of Hattiesburg, Mississippi
Satement of Revenues, Expenditures,
and Changes in Fund Balances

Governmental Funds

Year ended September 30, 2015

Other Total
General Governmental Governmental
Fund Funds Funds
“FRevenues
General property taxes $ 12912405 $ 487396 $ 17,785,031
Slestax collections 22,301,782 - 22,301,782
Cther taxes 25,164 - 25,164
Licensesand permits 4436,C24 - 4,435,024
Anes, forfeitures and penalties 2153531 79,848 2233,379
Interest, rents, and concessions 95,362 12,339 107,701
Intergovernmental 529,957 4 221,187 4751,144
Charges for services 2,398,617 96,179 2,484,796
Cther revenues 2,551,357 294,188 2,845,545
Total revenues 47,403,899 9,577,667 56,981,566
Expenditures
Current:
CGeneral government 8,318,077 - 8,318,077
RPublicsafety 19,822,940 326,081 20,149,021
Publicservices 13,295,050 1,004,712 14,389,762
Cther services 1,517,480 2,387,921 3,805,401
Masstransit - 977,307 977,307
CQulture and recreation - 4,015,886 4,015,886
Human/soda assistance 205,660 748,524 954,584
Economicdevelopment 160,000 48,115 208,115
Debt Service:
Prindpal payments 1,484,722 3,713,727 5,198,449
Interest and fiscal charges 104,133 914,066 1,018,198
Total expenditures 44,908,062 14,226,730 59,134,801
Bxcess (defidency) of revenues over
expenditures 2,495,837 (4,649,072) (2,153,235)
Cther Ainandng Sources
Transfersin 200,000 3,340,140 3,540,140
Transfersout (3,215,000) (16) (3,215,016)
Cther sources 450,247 - 450,247
Total other finandng sources (uses) (2,564,753) 3,340,124 775,371
Net Change in Fund Balance (68,916) (1,308,948) (1,377,864)
Fund ba ances - beginning of year 7,781,669 7,165,991 14,947,660
Fund balanaes - end of year $§ 7712753 $ 5857043 $ 13569796

The notes to the finandal statements are an integral part of this satement.
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(ty of Hattiesburg, Mississippi

Recondiliation of the Satement of Revenues, BExpenditures,
and Changes in Fund Balances of

Governmental Fundsto the Satement of Activities

Year ended September 30, 2015
Net change in fund balances - governmental funds $ (1,377,864)

Governmental funds report capital outlays asexpenditures.

However, in the statement of activities, the cost of those assets

is dlocated over their estimated useful lives and reported as

depredation expense. Thisis the amount by which depredation

expense ($7,965,373) exceeds capitd outlays ($7,520,369) in the

aurrent period. (445,004)

Intergovernmental revenue is recognized on the acarual basis
in the statement of activities and is aso increased for revenues
received more than thirty days after year end.

Acoountsreceivable - solid waste services 60,529
Gantsreceivable 3,088,944
SHestax receivable 73,404
Property tax receivable 161,816
Cther tax receivable 1,163
Total change in receivables not received within thirty
days of year end 3,385,856

Fine revenue deferred in the funds for the modified accrual

basisduring the current year decreased whereas recognition

isrequired asearned on the statement of activities usingthe

accrual basis of accounting. (939,441)

Proceeds from the sale of capital assets $374,506 are reported
in the governmental funds. However, in the statement of net

position the gain is recorded $373,707. (799)
Impairment of Gty Infrastructure (433,067)
Continued

The notesto the finandal statements are an integral part of this statement.
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Qty of Hattiesburg, Mississippi

Reoondiliation of the Satement of Revenues, Bxpenditures,
and Changes in Fund Balances of

Governmental Fundsto the Satement of Activities

Year ended September 30, 2015

Under the modified accrual basis of accountingusedin
governmental funds, expenditures are not recognized for
transactionsthat are not normally paid with expendable
available finandal resources. In the statement of adtivities,
however, which is presented on the acaorud basis, expenses and
liabilities are reported regardless of when finandal resources
are avalable. In addition, interest on long-term debt isnot
recognized under the modified acarual basis of accounting until
due, rather than asit acorues.

Compensated absences $ 124871
Aocounts payable (188,627)
Other liabilities (150,000)
Aocrued interest on bonds and notes 28,176
Combined adjustment (185,580)

Proceeds from issuance of long-term debt are reported inthe

governmental funds. However, in the statement of net position

along-term liability is recorded. Repayments of long-term debt

are reported asexpendituresin the governmental funds but are

recorded against the liability in the statement of net position.

Net change of proceeds and repayments of long-term debt 3,231,419

Change related of pension related deferred outflowsand inflows
and obligations (2,746,178)

Change related to other post employment benefit obligations (505,765)
Governmental funds report annual note repayment received

($462,166) as an installment receipt. In the statement of activities,
only the portion of these paymentsattributable tointerest is

reported asinterest revenue ($156,956). 305,210
Change in net position of governmental activities $ (31,633
Conduded

The notesto the financial statements are an integral part of this statement.
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Qty of Hattiesburg, Mississippi

Satement of Net Position
Proprietary Fund
Combined Water and
September 30, 2015 Sewer System
Assets
Qurrent Assets
Cash and equivalents - unrestricted $ 6935537
Accounts receivable - trade (net of alowance for doubtful
acoounts of $2,173,576) 1,309,130
Grantsreaeivable -
Total current assets 8,244,667
Nonaurrent Assets
Cash and equivalents - restricted 1,215,431
Cash with fiscal agents - restricted 14,809,000
Capital Assets
Land 315,243
onstruction in progress 3,422,443
Infrastructure, net 86,057,169
Buildings and improvements, net 24,164
Machinery and equipment, net 902,314
Total nonaurrent assets 106,745,764
Total assets 114,990,431

Deferred Outflow of Resources

Related to pensions 590,055
Prepaid bond insurance 271,941
Total deferred outflows 861,996
Liabilities
Qurrent Liabilities
Due to governmental funds 428,036
Salestax payable 22,668
Acounts payable 3,141,671
Accrued wages and benefits 105,107
Accrued interest payable 408,116
Cther liabilities 1,245,557
Unamortized bond premium - current 17,507
Revenue bonds - current 1,765,000
General obligation bonds - current 615,000
Genera obligation note payable - aurrent 396,590
Compensated absences - aurrent 23,743
Total current liabilities 8,168,995
Continued

The notesto the finandal statements are an integral part of this statement.
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Gty of Hattiesburg, Mississippi
Satement of Net Fosition

Proprietary Fund
Combined Watef and
September 30, 2015 Sewer Yystem
Non-Current Liabilities
Revenue bonds 45,445 000
CGeneral obligation bonds 7,435,000
CGeneral obligation note payable 294,454
Unamortized bond premium 234,434
Compensated absences 134,547
Net pension obligation 4,104,190
Cther post employment benefits obligation 56,971
Customer meter deposits
payable from restrided assets 1,215,431
Total non-current liabilities 58,920,027
Total liabilities 67,089,022
Deferred Inflows of Resources
Related to pensions 110,232
Deferred revenues 247,273
Total deferred inflows 357,505
Net Position
Net investment in capital assets 44,493 366
Restricted for debt service 4,833,982
Unrestricted (921,448)
Total net position $ 48,405,900
Conduded

The notesto the finandal statementsare an integral part of this statement.



Gty of Hattiesburg, Mississippi
Satement of Revenues, Expenses,
and Changesin Net Position

Proprietary Fund
(ombined Water and
‘Year ended September 30, 2015 Sewer Yystemn
Operating Revenues
Water charges $ 8147,276
Swer charges 8,553,687
Sewer connections 25,866
Turn-on fees 61,200
Taps 298,557
Total operating revenues 17,086,586
Operating Expenses
Personal services 2,747,948
Other services and charges 11,195,342
Qupplies and expenses 974,048
Depredation 4,164,875
Other operating expenses 12,084,561
Total operating expenses 31,166,774
Operating income (14,080,188)
Non-Operating Revenues (Expenses)
Interest revenue 13,769
Interest expenses (2,235,365)
Cther expenses -
Cther revenues 32,972
Total non-operating revenues (expenses) (2,188,624)
Income before Capital Contribution and Transfers (16,268,812)
Intergovernmental capita contributions 474084
Transfersout (200,000
Change in net position (15,994,728)
Net position - beginning of year 70,344,182
Prior period adjustment (5,943,554)
Net position - beginning, as adjusted 64,400,628
Net position - end of year $ 48405900

The notes to the finandal statements are an integral part of this statement.
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Qty of Hattiesburg, Mississippi

Satement of Cash Hows
Proprietary Fund
Combined Water and
Year ended September 30, 2015 Sewer System
Cash Howsfrom Operating Activities
Receipts from customers $ 16,782,997
Paymentsto suppliers and service providers (9,890,662)
Paymentsto employees for salaries and benefits (2,518,587)
Net cash provided by operating activities 4,373,748
Cash Rows from Noncapital Finandng Activities
Other cashreceipts 280,245
Transfer to other funds (200,000)
Net cash provided by noncapital finand ng activities 80,245
Cash Aows from Capita and Related Finanang Adtivities
Prindpal payments - bonds and notes (2,667,527)
Intergovernmental cash receipts 520,241
Aaquisition and construction of capital assets (6,383,383)

Capitalized interest paid on capital debt -
Bond issuance cost -
Interest paid on capital debt (2,317,102)
Proceeds from bonds and notes -

Net cash provided by capital and related finandng activities (10,847,771)
Cash Rows from Investing Activities
Interest Inoome 13,764
Net cash provided by investing activities 13,764
Net Increase in Cash and Cash Fquivalents (6,380,0149)
Cash and Cash Equivalents - Beginning of year 29,339,982
Cash and Cash Equivalents - End of year $ 22,950,968
Displayed on statement of net position as:
Cash and equivaents - unrestricted $ 6,935537
Cash and equivaents - restricted 1,215,431
Cash with fiscal agent - restricted 14,809,000
$ 22 950,968
Continued

The notesto the financial statements are an integral part of this statement.
-24.



Qty of Hattiesburg, Mississippi
Satement of Cash Hows
Proprietary Fund

Combined Water and

Year ended September 30, 2015 Sewer System

Recondliation of Operating Income to Net Cash Provided
by Operating Activities:

Operating Income $ (14,080,188)

Adjustmentsto Recondle Operating Income to Net Cash Provided

by Operating Activities:
Depredation expense 4,164,875
Impairment of capita assets 11,131,503
Changesin assets and liabilities:
Inrease in acoountsreceivable - trade (291,353)
Ingease in prepaid bond insurance 16,668
Inaease in deferred outflows related to pensions (590,055)
Dearease in amount due to governmental funds 168,011
Ingease in salestax payable (6,964)
Inarease in acoounts payable 2,920,696
Inease in accrued wages and benefits 7,348
Increase in other liabilities 44,507
Inease in compensated absences 13,705
Ingease in net pension obligation 649,036
Ingrease in other post employment benefits obligation 56,971
Ingrease in customer meter deposits 58,756
Ingease in deferred inflows related to pensions 110,232

Total adjustments 18,453,936
Net Cash Provided by Operating Activities $ 4373748
Conduded

The notes to the finandal statements are an integral part of this statement.
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Qty of Hattiesburg, Mississippi
Satement of Adudiary Net Position

Fdudiary Funds
Police/ Fireman
Disability &
Relief Pension
September 30, 2015 Trust Fund  Agency Funds
Assets
Cash and cash equivalents $ 77054 $ 1,957,786
Cash and cash investments with fiscal agent 2,120,534 -
Property taxes and fees receivable 12144 144,682
Salestax receivable - 468,013
Total assets $ 22209732 $ 25804
Liabilities
Employee contribution payable $ - 3 341,903
Due to other funds - 1,671,558
Otherliabilities - 753
Amounts held in custody for others - 566,227
Totd liabilities $ - $ 258044
Net Position
Net position restricted for pension benefits $ 22209732

The notesto the finandal statements are an integral part of this statement.
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(ty of Hattiesburg, Mississippi

Satement of Changesin
Fdudary Net Position

FRdudiary Funds
Police/ Fireman
Disability &
Relief Pension
Year ended September 30, 2015 Trust Fund
Additions
Contributions:
Plan members $ 9,778
Tota contributions 9,778
Property tax levy 1,641,848
Investment earnings 765,831
Tota additions 2,417,457
Deductions
Benefits 3,337,807
Administrative expenses 48,674
Totad deductions 3,386,481
Change in net position (969,024)
Net position - beginning of year 23,178,756
Net position - end of year $ 22209732

The notesto the finandal statements are an integral part of this statement.
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(ty of Hattiesburg, Mississippi
Notesto Financial Satements

NOTE 1: SUMMARY OF SGNIACANT ACOOUNTING POLIAES
General Information

The Cty of Hattiesburg, Mississippi (the Gty) was incorporated in 1884 under the laws of the Sate
of Mississippi and presently operates under a Mayor/Coundl form of government. It is the third
largest municipality in the state with nearly 50,000 residents. The policy-making and legislative
authority, as well as budgetary responsibilities, are vested with the Gty Coundl. The following
services are provided by the Qty: Public Safety (Police, Fire, and Code Enforcement), Public Works,
Engineering, Slid Waste (ollection, Water and Sewer, Sdal and Recreational, Mass Transit,
Federal Programs, Urban Development, and General Administrative Services.

The accounting and reporting framework and the more significant accounting policies and practices
are discussed in subsequent sections of this Note. The remainder of the notes are organized to
provide explanations, induding required disdosures, of the Gty's finandial activities.

Reporting Entity

The Gty is a charter dty in which dtizens elect the mayor at large and five council members by
wards. The acocompanying finandal statements present the Cty's primary government and its
component unit, an entity for which the government is considered to be finandally accountable.
The discretely presented component unit is reported in a separate column in the government-wide
finandial statementsto emphasize that it is legally separate from the government.

Discretely Presented Component Unit

The Hattiesburg Convention Commission (the Commission) is composed of a seven member board
whose members are appointed by the Hattiesburg Gty Coundil. The purpose of the Commission is
to promote conventions and tourism. The Commission has the authority over all matters relating to
the establishment, development, construction, furnishing, and equipping of convention and tourism
related fadilities. The Commission is primarily funded by a 2% sales tax on local food, beverage, and
alooholic beverage padkage retailer permits. The Commission is presented as a governmental fund
type. Pursuant to component unit criteria guidelines, the Commission is presented as a discretely
presented component unit based upon the budgetary oversight provided by the Gty in conjunction
with other related criteria induding, but not limited to, the Qty's ability to make board
appointments and the Commission’s status as a legally separate entity.

A separate finandal statement of the Commission can be obtained by contacting the Hattiesburg
Convention Commission, 1 Convention Center Plaza, Hattiesburg, Mississippi 39401.
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Gty of Hattiesburg, Mississippi
Notesto Financial Satements

NOTE1: SUMMARY OF SGNIACANT AOCOUNTING POUQES(Continued)

Government-wide and Fund Finandal Satements

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

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues Direct expenses are those that are dearly
identifiable with a spedfic function or segment. Program revenues indude 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 induded among program revenues are reported instead as general revenues.

Separate finandal statements are provided for governmental funds, proprietary funds, and fidudary
funds, even though the latter are exduded from the government-wide financial statements. The
major individual governmental fund and the major individual enterprise fund are reported as
separate columns in the fund finandal statements. Internal activities, induding interfund transfers
and due to/due from balances attributable to governmental activities have been eliminated for
government-wide finandial statement presentation purposes.

Measurement Focus, Basis of Accounting, and Finandal Satement Presentation

The government-wide finandal statements are reported using the economic resources
measurement focus and the accrual basis of acoounting, as are the proprietary fund and fidudary
fund finandal statements. Revenues are recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Property taxes are recognized as
revenues in the year for which they are levied based on historical trends of collections in relation to
assessments. Grants and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have beer. met.

Governmental fund finandal statements are reported using the current finandal 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 Gty considers revenues to be available if they are collected within
thirty (30) days of the end of the current fiscal period. Bpenditures generally are recorded when a
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(ty of Hattiesburg, Mississippi
Notesto Fnandal Satements

NOTE1: SUMMARY OF SGNIFICANT ACOOUNTING POLIQES (Continued)

liability is incurred, as under accrual acoounting. However, debt service expenditures, as well as
expenditures related to compensated absences and daims and judgments, are recorded only when
payment isdue.

Property taxes, sales 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. Only the portion of special assessments receivable due within the current
fiscal period is considered to be susceptible to accrual as revenue of the current period. All other
revenue items are considered to be measurable and available only when cash is received by the
Qty.

The Gty reports the following major governmental fund:

General Fund - The General Fund is the Qty's primary operating fund. It accounts for all
finandal resources of the general government, except those required to be acoounted for in
ancother fund. Activities accounted for in the general fund indude police and fire protection,
public services, general government, sanitation, city courts, urban development, and other
services.

The Gty reports the following major proprietary fund:

Combined Water and Sewer ystem Fund - The Combined Water and Sewer §stem Fund
acoounts for the adtivities of the water and sewer system. The Gty operates the sewage
treatment plant, sewage pumping stations and collection systems, and the water distribution
system.

Additionally, the Gty reportsthe following fund types:

Police/ Freman Disability and Relief Pension Trust Fund - The Police/Freman Disability and
Relief Fension Trust Fund is used to acoount for resources legally held in trust for use by the
Qty’s uniformed police officers and firefighters that were employed prior to dly 1, 1987. This
fund provides retirement and disability benefits and death benefits to plan members and
benefidaries.

Agency Funds - The Qty’s agency funds acoount for employee payroll tax withholdings,
initial tax deposits from the county tax collectors, initial special sales tax receipts, and the
Forrest County Industrial Park Commission’s fund.

Private sector standards of acoounting 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



Gty of Hattiesburg, Mississippi
Notesto Rnancial Satements

NOTE1: SUMMARY OF SGNIRCANT ACOOUNTING POLIGES(Continued)

Acocounting Sandards Board. Governments also have the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds, subject to this same
limitation. The government 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
finandial statements. Exceptions to this general rule are payments-in-lieu of taxes and other charges
between the government’s water and sewer function and various other functions of the
government. Bimination of these charges would distort costs and program revenues reported for
the various functions concerned.

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

The proprietary fund distinguishes 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 prindpal
operating revenues of the water and sewer system enterprise fund are charges to customers for
sales and services. The water and sewer system 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 proprietary funds indude the cost of sales and services, administrative expenses, and
depredation on capital assets. All revenues and expenses not meeting this definition are reported
as nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the government’s policy
to use restricted resources first, then unrestricted resources as they are needed.

Assets, Liabilities, Deferred Qutflows/ Inflows of Resources, and Net Position/ Fund Balance

Deposits and Investments

The government'’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.

To maximize interest earnings, the Gty's cash resources are combined to form a cash pool. Exduded
from this pool is the cash of the Water and Sewer Fund, the 1999 Tax Increment Financing Bond
and Interest and Construction Funds, the Water and Sewer USA Yeast Bond and Interest and
Construction Funds, the Community Development Block Grant Fund for Entitlement and HOME
Entitlement, the 2001 Bond Construction Fund, the 1998 Infrastructure Fund, the Group Insurance
Trust Fund, the Series 2006 Water and Sewer Bond Funds, and certain other legally restricted funds.
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NOTE 1: SUMMARY OF SGNIACANT ACCOUNTING POUQES((ontinued)
Investments for the Gity and its component unit are reported at fair value.
Receivables and Payables

Activity between funds that is representative of lending/borrowing arrangements outstanding at
the end of the fiscal year is referred to as either “due to/from other funds” (i.e., the current portion
of interfund loans) or “advances to/from other funds’ (i.e., the non-current portion of interfund
loans). All other outstanding balances between funds are reported as “due to/from other funds.”
Any residual balances outstanding between the governmental activities and business-type activities
are reported in the government-wide finandal statements as “internal balances.”

All sales taxes, property taxes, and notes receivables are considered collectible; therefore no
reduction has been made for an allowance for these receivables. Fees paid in lieu of ad valorem
taxes pursuant to separate agreements are recognized when collected or when probability of
receipt is reasonably certain. Fines receivable is reported net of allowance for uncollectible
accounts of $15,893,392 at September 30, 2015. Credits against fines are applied for any jail time
served, community service, or electronic monitoring. Snce any such credits are not known until
actual events occur, the amounts of those credits cannot be reasonably estimated before they are
earned. Therefore, future credits to be applied against existing fines receivable are not estimated
or reflected in the Qty's finandal statements.

Customer accounts receivable in the enterprise fund are attributable to unpaid balances at year-
end for charges for services. The Qty estimates the allowance for doubtful water and sewer account
balances based upon a review of balances and status of customer accounts and upon consideration
of historical collection trends and other factors.

Property taxes are levied annually for the upcoming fiscal year beginning October 1st on property
values assessed as of the previous January 1st. Quch levy, which establishes a lien against the
underlying property, is made by the Gty Coundl in September before the beginning of the fiscal
year. Property taxes are recognized in the year for which levied. Property tax statements on real
property are typically mailed in December each year, with the taxes due annually on February 1st.
Al taxes are collected and remitted to the Gty on a monthly basis by Forrest and Lamar County
governments. Delinquent tax payments, received throughout the year, are recognized as revenue
in the year received. Property with delinquent taxes as of August is subject to sale for collection of
such taxes. Property taxes on vehides are assessed annually and become due throughout the year
based upon the month of acquisition.

Inventories and Prepaid Items
All inventories are valued at the lower of cost using the first-in/first-out (ARO) method or market.

Inventories of governmental funds are recorded as expenditures when consumed rather than when
purchased.
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NOTE1: SUMMARY OF SGNIFCANT ACOOUNTING POLIQES(Continued)

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded
as prepaid items in both government-wide and fund financial statements.

Capital Assets

Capital assets, which indude property, plant, equipment, ard infrastructure assets (e.g., roads,
bridges, street lights, sewer and water lines, and similar items), are reported in the applicable
governmental or business-type activities columns in the government-wide finandal statements.
Capital assets are defined by the government as assets with an initial, individual cost of more than
$5,000 and an estimated useful life in excess of two years. Such assets are recorded at historical
cost or estimated historical cost if purchased or constructed. Donated capital assets are recorded at
estimated fair 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 assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction phase of capital assets of business-type activities is
induded as part of the capitalized value of the assets constructed.

Property, plant, and equipment of the primary government, as well as the component unit, is
depreciated using the straight line method over the following estimated useful lives:

Buildings and improvements 20- S0years
Infrastructure 18- S0years
Machinery and equipment 5-10years

Net Pension Liability

For purposes of measuring the net pension liability and deferred outflows/inflows of resources
related to pensions, and pension expense, information about the fidudary net position of the Gty's
pension plans and additions to/deductions from the plan’s net position have been determined on
the same basis as they are reported by Public Enployees Retirement System of Mississippi. For this
purpose, benefit payments (induding refunds of employee contributions) are recognized when due
and payable in accordance with the benefit terms. Member contributions are recognized in the
period in which they are earned. Investments are reported at fair value.

Deferred Qutflows of Resources

Deferred outflows of resources are a separate finandal statement element that represents a
consumption of net position that applies to a future period and so will not be recognized as an
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NOTE1: SUMMARY OF SGNIFICANT ACOOUNTING POLIQES(Continued)

outflow of resources (expense/ expenditure) until then. The Gty reports prepaid insurance on the
Water & Sewer Revenue Bonds in the government-wide and the proprietary statements of net
position as a deferred outflow of resources. Bond insurance paid from debt proceeds as a aredit
enhancement feature with the bonds is deferred and amortized over the life of the bonds. In
addition, deferred outflows indude amounts related to pensions (See Notes 2 and 18.), induding
contributions to the employee pension plan subsequent to the measurement date of the actuarial
valuations for the plan.

Deferred Inflows of Resources

Deferred inflows of resources are a separate finandal statement element that represents an
aoquisition of net position that applies to a future period and so will not be recognized as an inflow
of resources (revenue) until that time. The governmental funds report unavailable revenues from
spedal assessments, and these amounts are deferred and recognized as an inflow of resources in
the period that the amounts become available. Both the government-wide statements and
governmental funds report property taxes levied for the subsequent year, which are deferred and
recognized as an inflow of resources in the period for which they are levied. The government-wide
statements also reflect pension related items resulting from the difference between estimated and
actual return on pension plan investments, which are being amortized over a five year period using
the straight-line method.

Compensated Absences

It is the Qty’s policy to permit employees to accumulate earned but unused vacation, sick pay,
overtime, and holiday pay benefits. There is no liability for unpaid accumulated sick leave since the
Qty does not have a policy to pay any amounts when employees separate from service with the
government. All vacation, overtime, and holiday pay is accrued when incurred in the government-
wide fund finandal statements and in proprietary fund statements. A liability for these amounts is
reported in governmental funds only if they are expected to be paid from current resources, for
example, as aresult of employee resignations and retirements, based on management's estimates.

Long-term Obligations

In the government-wide financial statements and the proprietary fund type in the fund finandal
statements, longterm debt and other longterm obligations are reported as liabilities in the
applicable governmental activities, businesstype activities, or proprietary fund type statement of
net position. Bond discounts and premiums are amortized over the life of the related bonds. Bond
issuanoe oosts, other than prepaid insurance costs, are recognized as expenses in the period
incurred. Prepaid insurance costs are reported as an asset and are recognized as expenses over the
duration of the related debt.
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NOTE 1: SUMMARY OF SGNIRCANT ACCOUNTING POLIQES (Continued)

Governmental fund types recognize bond issuance costs during the current period. The face
amount of debt is reported as other finandng sources, and bond discount is recorded as an other
finandng use. Issuance costs, whether or not withheld from the actual debt proceeds received, are
reported as other services in expenditures.

Net Position

The government-wide statement of net position presents finandal information on all of the Gty's
assets, liabilities, and deferred inflow/ outflows of resources, with the difference reported as net
position. Net position invested in capital assets, net of related debt consists of capital assets,
net of accumulated depredation, reduced by the outstanding balances of any borrowing used for
the acquisition, construction or improvements of those assets, and adding back any unspent
proceeds. Net position is reported as restricted when there are limitations imposed on their use
either through enabling areditors, grantors, or laws or regulations of other governments.

Fund Balance Policies

The Qty provides fund balance categories to report the nature and extent of the constraints placed
on a government’s fund balances. The following dassifications describe the relative strength of the
spending constraints placed on the purposes for which resources can be used:

[Z1 Nonspendable fund balance — amounts that are not in spendable form, such as
inventories and prepaid items, or are legally or contractually required to remain intact.

(] Restricted fund balance — amounts constrained to spedific purposes by their providers
(such as grantors, bondholders, and higher levels of government) through constitutional
provisions, or by enabling legisiation.

] Committed fund balance — amounts that can only be used for spedfic purposes pursuant
to constraints imposed by formal action of the government'’s highest level of dedsion-
making authority.

Assigned fund balance — amounts a government intends to use for a spedfic purpose;
intent can be expressed by the governing body or official to which the governing body has
delegated the authority to assign amounts to be used for specific purposes.

Unassigned fund balance — the residual amounts that are available for any purpose;
positive amounts are reported only in the general fund.

The Aty Goundil (the Gty's highest level of decision-making authority) establishes (and modifies or
rescinds) fund balance commitments by passage of resolutions that also establish the Cty's
spending policy that prescribes that restricted fund balance amounts are to be spent first, followed
by committed, assigned and, lastly, unassigned fund balances.

The Gty does not have a formal minimum fund balance policy but transfers resources among funds
as necessary to address any defidendes at the fund level.
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NOTE1: SUMMARY OF SGNIFCANT ACOOUNTING POLIQES(Continued)
Budgets and Budgetary Acoounting

The Gty's procedures for establishing its budget and for reporting budgetary data reflected in the
finandal statements are as follows:

1. In August, the Gity’s Chief Anancial Officer submitsto the Gty Coundil a proposed operating
budget for the fiscal year commending the following October 1. The operating budget
indudes proposed expenditures and the means of financing them.

2. Prior to September 15, the budget for the upcoming fiscal year is legally enacted through
the passage of an ordinance by the Oty Coundil. The budget may be subsequently amended
by action of the Gty Coundil.

3. The Cty's Chief Fnandal Officer is authorized to transfer budgeted amounts within
departments within the published expenditure categories, however, any revisions that alter
the total expenditures of any fund must be approved by the Gty Council.

4. Al funds, with the exception of Trust and Agency Funds, are budgeted (General Fund,
Sedal Revenue Funds, Debt Service Funds, and Capital Projects Funds are budgeted).
These budgets are prepared on a cash basis, modified for encumbrances for goods and
services which have been received. The comparison of original and final budget to actual for
the General Fund is presented in Schedule 1.

Each fund's appropriated budget is prepared on a detailed line item basis. Revenues are budgeted
by source. Pursuant to the Mississippi State Department of Audit's prescribed format, expenditures
are budgeted by department and dass as follows: personal services, supplies, other services and
charges, capital outlays, transfers, debt service. This constitutes the legal level of control.
Bpenditures may not exceed appropriations at this level. All budget revisions at this level are
subject to final approval of the Qty Coundil. Qumulative increases to departmental expenditures in
excess of 10%must also be published in the local newspaper.

Encumbrances arise from the issuance of purchase orders, which must be within the adopted
budgetary limits. Encumbrances are recorded when purchase orders are issued but are not
considered expenditures until liabilities for payments are incurred upon receipt of goods or
services. Encumbrances do not lapse at the dose of the fiscal year but are carried forward. If
necessary, subsequent year budgets are amended to cover prior year encumbrances.
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NOTE 1: SUMMARY OF SGNIFICANT ACOOUNTING POLIQES(Continued)
Acoounting Changes

During the year ended September 30, 2015, the Qty implemented certain newly effective
acoounting standards, as well as certain standards which should have been adopted previoudly, as
further described below. Changes made by the Qty were necessary to conform to current
authoritative guidance, which is preferable to superseded standards previously foliowed.

Efective for the year ended September 30, 2015, the Qty implemented GASB Satement No. 68,
Accounting and Finandial Reporting for Pensions. Implementation of this standard required the Qty
to restate its September 30, 2014 finandal position in order to record its proportionate share of the
Public Employees Retirement System of Mississippi (PERS} net pension liability. See Notes 2 and 18.
Pro forma amounts for the preceding year were not readily determinable.

During the year ended September 30, 2015, the Qty also implemented GASB Satement No. 45,
Aoocounting and Finandal Reporting by Employers for Postemployment Benefits Other than Pensions,
which was previously effective but had not yet been implemented and which requires recognition
of postemployment benefits induding healthcare. Pursuant to this standard, annual costs of other
postemployment benefits (OPEB) and the outstanding obligations and commitments for these costs
are reported. See also Note 17.

Use of Estimates

The preparation of finandal statements in conformity with accounting principles generally acoepted
in the United Qates of America requires management to make estimates and assumptions. This
affects the reported amounts of assets and liabilities, disdosure of contingent assets and liabilities
at the date of the finandal statements, and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from these estimates. Sgnificant estimates which
could change in the near-term indude collectible portions of receivables from property taxes levied
but not yet due, the allowance for doubtful Water and Sewer customer accounts receivable, the net
collectible amounts of Municpal Court fines receivable, daims liabilities for the employee health
insurance plan, useful lives of capital assets, and liabilities for pension and other post-employment
benefits. In addition, long-term and current portions of compensated absences are based on
estimates and assumptions relating to when earned compensated absenoes will be paid. Actual
results may differ from those estimates.

Subsequent Implementation of Accounting Sandards

The Governmental Accounting Randards Board (GASB) has issued the following Satements with
effective dates in subsequent fiscal years:
Satement No. 72 - Fair Value Measurement and Application
Satement No. 73 - Accounting and Finandal Reporting for Pensions and Related Assets That
Are Not within the Soope of GASB Satement 68, and Amendments to Certain Provisions of
GASB Satements 67 and 68
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NOTE 1: SUMMARY OF SGNIFICANT ACOOUNTING POUGES (Continued)

SQatement No. 74 - Finandal Reporting for Postemployment Benefit Plans Cther Than
Pension Plans

J Qatement No. 75 - Accounting and Finandal Reporting for Postemployment Benefits Gther
Than Pensions

Qatement No. 76 - The Hierarchy of Generally Accepted Accounting Rrindples for Sate and
Local Governments

Satement No. 77 - Tax Abatement Disclosures

(] Satement No. 78 - Pensions Provided through Certain Muiltiple-Employer Defined Benefit
Pension Pans

] Satement No. 79 - Certain Bxternal Investment Pools and Poo! Participants

1 Satement No. 80 - Blending Requirements for Certain Component Units an amendment of
GASB Satement No. 14

Qatement No. 81 - Irrevocable Split-Interest Agreements

Satement No. 82 - Pension Issues an amendment of GASB Satements No. 67, No. 68, and
No.73

The Gty has not assessed the applicability or impact of these standards on its finandal statements.

NOTE2: PRORPERIOD ADUSTMENTS

During the year ended September 30, 2015, the Qty identified certain errors in prior year
recognition of third party funds received for purposes of construction of a jointly owned fadility.
During the 2012 fiscal year, the Gty incorrectly reported escrow deposits representing the third
party's investment in the project as contributions revenue. Subsequently, expenditures from such
escrowed funds were recognized as capital outlay and construction in progress of the Cty.
However, under terms of the project agreements, expenditures from third party funds represented
assets immediately owned by that entity. Therefore, escrow funds should have been reported as a
deposit fiability rather than as contributions, and expenditures therefrom should have reduced cash
and deposit liability amounts but should not have been induded as capital outiay or construction in
progress of the Qty. The Gty has recorded a prior period adjustment to corredt these errors, the
effects of which are reflected in the schedule below. The effect of correction of this error would
have increased proprietary fund balance and net position of business-type activities for the year
ended September 30, 2014 by $621,929.

In addition to the effects of the error correction describe above, the Oty has also recognized prior
period adjustments to restate beginning net position and beginning proprietary fund batances as a
result of implementation of GASB Satement No. 68, Accounting and Finandal Reporting for
Pensions, as further discussed in Note 18. Prior period effects of implementation of GASB
Satement No. 68 are also reflected in the schedule below.
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NOTE2: PRIOR PERIOD ADWUSTMENTS (Continued)

A summary of prior period adjustments reflected on the Gty's finandial statements is presented
below:

Explanation Net Position  Fund Balance

Governmental Activities

Implementation of New Accounting andards:
To adjust deferred outflow of resourcesrelated to pension $ 1432945 $ -

To adjust deferred inflow of resources related to pension (5,575,450) -
To adjust net pension obligation : (51,368,259) -
Total Governmental Activities $ (55510,764) $ -

Business-Type Adtivities

Correction of Eror:

To adjust construction in progress $ (2222709) $ (2,222,709)
To adjust esarow deposit liability (265,691) (265,691)
Subtotal - Correction of Eror $ (2488400) $ (2,488,400

Implementation of New Acoounting Sandards:
To adjust deferred outflow of resourcesrelated to pension 107,815 107,815
To adjust deferred inflow of resourcesrelated to pension (451,090) (451,090)
To adjust net pension obligation (3,111,879) (3,111,879)
Subtotal - Implementation of New Acoounting Sandards (3,455,154) (3,455,154)
Total Business-Type Adtivities $ (5943564) $ (5943 554)
Total Primary Government $ (61,454,318) $ (5,943554)

NOTE 3: DEPOSTSAND INVESTMENTS
Deposits

The oollateral for public entities’ depositsin finandal institutions are held in the name of the Qate
Treasurer under a program established by the Mississippi Sate Legislature and is governed by
Section 27- 105-5, Miss. Code Ann. (1972). Under this program, the entity’s funds are protected
through a collateral pool administered by the Qate Treasurer. Finandial institutions holiding deposits
of public funds must pledge securities as collateral against those deposits. In the event of failure of
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NOTE 3: DEPOS TSAND INVESTMENTS (Continued)

a finandal institution, securities pledged by that institution would be liquidated by the Sate
Treasurer to replace the public deposits not covered by the Federal Depository Insurance
Corporation (FDIC).

The carrying amount of the Gty's deposits with finandal institutions reported in the government-
wide statements was $23,313,999 (exdusive of cash with fiscal agents disdosed below). The bank
balance was $26,242,571. The Qty's long standing, although not formally adopted, investment
policy is based upon all bank accounts being fully collateralized (using the procedures described
above) and interest-bearing with rates updated on a quarterly basis and benchmarked using
verifiable appropriate federal funds rates. Interest is calculated using average balances and
recorded monthly.

Qustodial Qredit Risk - Deposits

Qustodial credit risk is defined as the risk that, in the event of a finandal institutions failure, the
government’s deposits may not be returned to it. The Gty does not have a deposit policy for
custodial credit risk. As of September 30, 2015, the Gty's bank balance was not exposed to
custodial credit risk because deposits are covered by the Sate Treasurer collateral pool.

Cash with Ascal Agents

The carrying amount of the Qty's cash with fiscal agents held by finandal institutions was
$14,809,000. In addition, the Qty's discretely presented component unit had cash and investments
with fiscal agents of $4,422,663 at September 30, 2015.

Interest Rate Risk

The Gty does not have a formal investment policy that limits investment maturities as a means of
managing its exposure to fair value losses arising from increasing interest rates.

NOTE4: NOTESRECHVABLE

in 2010, the Gty Coundl authorized a purchase of property located at 510 West Fine Sreet for the
Saed Heart Catholic Parish. Pursuant to the terms of this agreement, the Gty financed the purchase
price of $2,500,000 through the issuance of the Qty's General Obligation Pool Loan Refunding Bonds,
Series 2010, to be repaid over 20 years with the final bonds maturing July 1, 2030. The Diocese of
Biloxi executed a $2,560,000 promissory note for the purchase price and issuance costs, requiring
annual payments and agency fees not to exceed $219,000 at an interest rate not to exceed 5.5% to
coindde with the scheduled principal, interest and servicng fees attributable to the Qty’'s Series 2010
bonds. At September 30, 2015, the balance of this note receivable was $2,110,000.
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NOTE4: NOTES RECBVABLE (Continued)

In 2012, the Qty Coundl authorized a loan agreement and promissory note for $2,000,000 to be
repaid over 20 years, at a rate of 2% in monthly installments of $10,118, commencing February 1,
2013 and oontinuing until February 1, 2033. This arrangement was executed pursuant to Katrina
SQupplemental CDBG Program grant agreements that resulted in loan funding for site acquisition for
two historic downtown buildings, with monthly repayments required from the Gty to the Mississippi
Development Authority (MDA). Under the terms of the loan agreement, HQL Leverage Lender LLC will
remit the above-noted monthly payments to the Qty, and after the receipt of these payments, the
Qty will in turn remit the corresponding payments to MDA At September 30, 2015, the balance of
this note receivable was $1,770,043.

Notes receivable also indude amounts due from the Hattiesburg Convention Commission (the
Commission), a discretely presented component unit of the Gty, totaling $312,810. As further
described in Note 19, this balance represents obligations of the Commission for costs incurred by the
Qty for capital renovations of the Saenger Theater, which is operated by the Commission pursuant to
along-term agreement with the Qty.
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NOTES: CAPITAL ASSETS

City of Hattiesburg, Mississippi
Notes to Finandai Satements

Capital asset activity for the year ended September 30, 2015, was asfollows:

September 30, 2015

Primary Government

Beginning Ending
Balance Additions Retirements Balance
Governmental Adtivities:
Capital assetsnot beingdepredated:
tand $ 20753609 $ - $ - $ 29753609
Qonstrugtion in progress 4,682 275 4,440,172 (5,779,772) 3,342,675
Total capital assets not
beingdepredated 34,435,884 4,440,172 (5779,772) 33,006,284
Capital assetsbeingdepredated:
Buildings and improvements 43,400,538 1,145,937 - 44,546 475
Machinery and equipment 33,084,684 2,580,197 (2,614,400) 33,050,481
Infrastructure 143,278,464 5,133,834 (433,085) 147,979,233
Total capital assetsbeing
depredated 219,763,686 8,859,958 (3047,465) 225576,189
Less accumulated depredation for:
Buildings and improvements 22,906,857 1,580,581 - 24,487,438
Machinery and equipment 26,476,211 1,893,501 (2,613,600) 25,756,112
Infrastructure 73,562 099 4,491,291 - 78,053,390
Total accumulated
depredation 122,945,167 7,965,373 (2613600) 128,296,940
Total capital assetsbeing
depredated, net 96,818,519 894,595 (433,865) 97,279,249

Governmental adivities

capital assets, net $ 131254403 $ 534767

$ (6213637) $ 130,375,533
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NOTES: CAPITAL ASSETS (Continued)

September 30, 2015

Qty of Hattiesburg, Mississippi
Notesto Fnandal Satements

Primary Government
Beginning Ending
Balance Additions Retirements Balance
Business-Type Activities
Capital assets not beingdepredated:
Land $ 315243 3 - % - § 315243
Construdtion in progress 6,895,764 6,236,569 (9,709,890) 3,422,443
Total capital assets not
being depredated 7,211,007 6,236,569 (9,709,890) 3,737,686
Capital assets being deprediated:
Buildings and improvements 335,058 - (225) 334,833
Machinery and equipment 8,936,261 146,815 (21,783) 9,061,293
Infrastructure 111,799,288 8,742,875  (10,547,634) 109,994 529
Total capital assets being
deprediated 121,070,607 8,889,690 (10,569,642) 119,390,655
Less accumulated depredation for:
Buildings and improvements 309,064 1,605 - 310,669
Machinery and equipment 7,648,116 510,863 - 8,158,979
Infrastructure 20,690,106 3,652,407 (405,153) 23,937,360
Total accumulated
depredation 28,647,286 4,164,875 (405,153) 32,407,008
Total capital assets being
depredated, net 92,423,321 4,724,815  (10,164,489) 86,983,647
Business-Type Activities

capital assets, net

$ 99,634,328 $ 10,961,384 $(19,874,379) $ 90,721,333

Retirements indude certain infrastructure assets which were determined to have no future useful life
as of September 30, 2015 and which were thus removed from service. Net book value of such assets
removed from service totaled approximately $400,000 for governmental activities and $1.1 miflion for

business-type activities.
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NOTE5: CAPITAL ASSETS (Continued)

Depredation expense was charged to the functions/programs of the governmental activities of the
primary government as follows:

Governmental Adivities:

Genera government $ 720,937
Publicsafety 994,768
Publicservices - which indudesthe depredation of
infrastructure assets ' 5,208,147
Human/sodal assistance 14,036
Other services 216,145
Cuiture and reaeation 551,387
Mass transit 259,953
Tota depredation expense - governmental activities $ 7,956,373

NOTE6: INTERFUND RECHEVABLES, PAYABLESAND TRANSHERS

Government Wide Funds

Balanaes due to/ from the various Gty funds at September 30, 2015, consist of the following:

Receivable Fund Payable Fund Amount
General fund Nonmajor governmental fund $ 11,170
General fund Combined water and sewer system 428,036
Nonmajor governmental fund General fund 2297
Total $ 441,503

The outstanding balances between funds result mainly from the time lag between the dates that
goods and services are provided or reimbursable expenditures occur and satifaction of those
amounts. These balances are expected to be collected within one year.

Advances to/from other funds for governmental funds at September 30, 2015, consist of the
following:

Receivable Fund Payable Fund Amount
General fund Nonmajor governmental fund $ 300,000




Cty of Hattiesburg, Mississippi
Notesto Finandal Satements
NOTES: INTERFUND RECHVABLES, PAYABLESAND TRANSFERS (Continued)

The amount payable to the General fund from the nonmajor governmental fund is attributable to

working capital loans made to the Community Development Block Grant fund. None of the balance

shown is scheduled to be collected in the subsequent year.

The composition of interfund transfers for the year ended September 30, 2015, is as follows:

Transfersin:
General Nonmgor Adivities

Transfers Qut: Fund - Governmental Total
Genera fund $ - $ 3215000 $ 3215000
Non major governmental funds - 16 16
Total governmental funds $ - $ 3215016 $ 3215016
Combined water and sewer system 200,000 - 200,000
_Agency funds - 125,124 125,124
Total $ 200000 $ 3340140 $ 3,540,140

Interfund transfers are authorized components of the budget and are typically are usad to (1) move
revenues from the fund that statute or budget requires to collect them to the fund that statute or
budget requires to expend them, (2) move receipts restricted to debt service from the funds collecting
the receipts to the debt service fund as debt service payments become due, and (3) use unrestricted
revenues oollected in the general fund to finance various programs accounted for in other funds in
accordance with budgetary authorizations.

Agency Funds

Balances due to variousrelated parties at September 30, 2015, consist of the following:

Payable Related Party Term of distribution Amount
Hattiesburg Tourism Commission To be distributed within thirty days $ 55,893
Hattiesburg Convention Commission To be distributed within thirty days 412,120
Hattiesburg Public School District To be distributed within thirty days 1,122,838
Library of Hattiesburg To be distributed within thirty days 44,868
Other To be distributed within thirty days 35,839

$ 1671558

-45.



(ty of Hattiesburg, Mississippi
Notesto Anandal Satements

NOTE7: AD VALOREM TAXES LEVIED FOROTHER GOVERNMENTAL ENTITIES

Section 35-57-1 et seq., Mississippi Code 1972, requires that the Gty levy and collect all taxes for and
on behalf of the munidipal separate school district. Ssction 39-3-7, Mississippi Code 1972, authorizes
the Qty to levy and collect a tax not in excess of three mills for the support of any public library
system located within the munidpality.

For the reported fiscal year, the following ad valorem tax levies were made in accordance with the
applicable statutory requirements and authorizations:

Entity/ Purpose of levy Applicable Sate Law  Mills Levied
Shool District: :
Operational Support 37-57-105 56.54
Shool Bonded Indebtedness 37-50-23 835
Library (support, upkeep and maintenance of
Hattiesburg Public Library System) 39-3-7 1.95

NOTE8: LAIMSAND JUDGMENTS

The Qty provides employee health and acddent coverage through a self-insurance program that
utilizes a plan administrator as its daims-servidng organization, with the Qty retaining the risk of loss
on all daimsto which the Oty is exposed. Premium paymentsinto the plan are established as apart of
the Qty’s budgetary process and upon consideration of actuarial recommendations provided by the
plan administrator. The Oty has opted to set premium rates for individual and family coverage at
somewhat lower levels than those recommended. Therefore, additional costs not expected to be
covered by premiums are separately budgeted in individual funds in which related payroll costs are
incurred. When necessary based upon the daims paid during the fiscal year, the Oty makes
supplemental transfers from payroll budgets of various funds into separate self-insurance fund
acoounts, which are induded in the general fund for finandal reporting purposes for fiscal year 2015.

To limit its exposure to risk under this self-insured program, the Qty maintains reinsurance which
provides two separate stop loss coverages: spedfic and aggregate. These coverages are provided by
an outside commerdial carrier. For fiscal year 2015, the spedific coverage begins when an individual
participant's daim exceeds $100,000, with unlimited maximum benefit per covered person. The
aggregate policy covers all submitted daims in excess of the minimum aggregate deductible, which is
the greater of $4,226,552 or 85% of the annualized first monthly aggregate deductible. Maximum
covered expenses of $100,000 per covered person accumulate toward the unlimited maximum

aggregate benefit.
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NOTE8: CLAIM SAND JUDGMENTS (Continued)

Qaims expenses and liabilities are reported when it is probabie that a loss has occurred and the
amount of that loss can be reasonably estimated. Liabilities indude an amount for daims that have
been incurred but not reported (IBNR). The following table provides changes in the balances of daims
liabilities for fiscal year 2015:

September 30, 2015

Unpaid daims, beginning of fiscal year $ 300,000
Plus: Incurred daims (induding IBNR) 3749423
Less: Qaims payments (3,696,504)

Unpaid daims, end of fiscal year $ 352919

Cash on deposit in the Group Insurance Fund at September 30, 2015 was $352,919, which
approximated daims liability as of that date.

NOTE 9: L EASE OBUGATIONS

The Gty has entered into various lease agreements as lessee for financing equipment purchases.
The equipment has useful lives ranging from four to ten years. For fiscal year 2015, primary
government assets recorded under capital leases and induded in capital assetsin the accompanying
statement of net position are as follows:

Governmental Adivities:

Machinery and equipment $ 4345186
Accumulated depredation (2,013,608)

Net book value $ 2331578
Qurrent year depredation expense $ 508,299

Business-type Adtivities:

Machinery and equipment $ 2912593
Accumulated deprediation (2,718,420)
Net book value $ 194,173
Qurrent year depredation expense $ 291,259
Total net book value $ 2525751
Total current year deprediation expense $ 799,559
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NOTE9: LEASE OBUGATIONS (Qontinued)

These leases qualify as capital leases for acocounting purposes and therefore, have been recorded at
the present value of future minimum lease payments, which indude balloon payments of $338,434,
as of the inception date. The future minimum lease obligations and the net present value of these
minimum lease payments as of September 30, 2015 are as follows:

Covernmental

Adivities

Future Minimum Interest Pringpal

Year ending September 30, Payments Payments Payments
2016 $ 1,292,898 $ 525% § 1,240,302
2017 679,974 22,557 657,417
2018 651,293 10,789 640,504
2019 253,943 1,173 252,770
Total $ 2878108 $ 87115 § 2790993
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NOTE 10: LONG TERM LABILITIES

General Obligation Bonds and Notes

(ty of Hattiesburg, Mississippi

Notesto Fnandal Satements

The City issues general obligation bonds and notes to provide funds for the acquisition and
construction of major capital fadlities. General obligation bonds and notes are direct obligations
and pledge the full faith and credit of the City and have been issued for both governmental and
business-type activities. Notes are generally issued with a five-year maturity. The Gty has no spedial
assessment bonds or anticipation notes at September 30, 2015. Bonds are generally issued as serial
bonds with essentially level principal and interest payments maturing each year with maturities that
range from 5 to 20 years. General obligation notes and bonds outstanding at September 30, 2015

are asfollows:
Interest
Sale  Original Ratesto Final Cutstanding
Governmental Activities: Date Borrowing Maturity  Maturity 9/ 30/ 2015
Publiclmprovements 2008 $ 6,025,000 4.00% 2018 § 2055000
Publicimprovements 2000 6,575,000 3.00% 2016 955,000
Publicimprovements 2010 9,950,000 2.50%-3.00%* 2022 6,295,000
Publiclmprovements 2010 2,560,000 4.50%-6.00%* 2030 2,110,000
$ 11,415,000
Business-Type Activities
Publiclmprovements 2000 $ 7,500,000 2.75%-3.80%* 2024 $ 5075000
Publicimprovements 2010 3,600,000 2.60%-3.70%* 2030 2,975,000
$ 8,050,000

* Interest rates vary by maturity block of bonds.
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NOTE 10: LONG THRM UABILTIES(Continued)

Limited Cbligation Economic Development Bonds and Notes

The Qty also has issued limited obligation debt for economic development purposes that is repaid
from revenues pledged under the terms of the respective contractual agreements made pursuant
to the authorization for these projects by the governing authorities. Thus, future revenues are
pledged in the amount of future debt service requirements. These limited obligation bonds
and notes are generally issued with essentially level annual prindpal and interest payments with
maturities that range from 10 to 20 years Limited obligation notes and bonds outstanding at
September 30, 2015 are as follows:

Interest
Sale  Original Ratesto Final  Outstanding
Governmental Activities: Date Borrowing Maturity  Maturity  9/30/2015
Kohier MBIA 1998 $ 5,500,000 0.00% 2017 $ 580,000
MDB Limited Obligation Bonds 2010 2,837,000 4.50%-6.00%* 2030 268,478
Hub Gty Lofts 2012 2,000,000 2.00% 2034 1,770,043

$ 2,618,521

* Variable rate for MDB debt is adjusted weekly using the SFMA Muni-Index plus 1.2%
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NOTE 10: LONG-TERM LABILITIES(Continued)
Limited Obligation Tax Incdement Rnanding (TIF) Bonds

Tax increment finandng (TIF) bonds are issued by the Gty to provide funds for the acquisition and
construction of infrastructure and related improvements in conjunction with commerdial
development projects. Bonds are generally issued as serial bonds with essentially level principal and
interest payments maturing each year with maturities that range from 10 to 20 years. These bonds
are secured by the payment of the inaemental inarease in Gty property taxes from each project’s
TF taxing distri¢ as authorized under the TIF plan document approved by the governing
authorities. These bonds may also be secured by county participation as authorized by executed
interlocal agreements pledging incremental increase in county property taxes in the TIF taxing
district. Limited obligation TIF bonds outstanding at September 30, 2015 are as follows:

Interest

Sale  Original Ratesto Fnal  Outstanding
Governmental Activities: Deate Borrowing Maturity Maturity  9/30/2015
Chauvet Syuare 2003 1,100,000 520%-5.35%* 2023 605,000
Chauvet Syuare 2007 1,400,000 4.50% 2027 1,130,000
Turtle Crossing 2007 4,100,000 4.35% 2021 2,110,000
Lincoln Center 2008 610,000 4.00% 2023 370,000
Turtle Oreek Qrossing 2011 400,000 5.68% 2025 280,000
Kohls 2012 715,000 5.00% 2021 455,000
Southern Pointe 2014 2,600,000 4.85% 2029 2,480,000

$ 7,430,000

* Interest rates vary by maturity block of bonds.
Business-type Adtivities (Water and Sewer) Revenue Bonds

The Qty issues water and sewer revenue bonds to provide funds for the acquisition and
construction of water and sewer system infrastructure and related improvements and system
rehabilitation. These bonds are subject to the requirements of the respective revenue bond
documents. Collectively, the Series 2006, Series 2012, and Series 2013 bond obligations are known
as "parity debt”, provisions of which place certain restrictions on issuance of additional debt
secured by Water and Sewer System revenues. Pursuant to bond provisions, the Qty may not
revise its schedule of rates, charges, and fees for services furnished by the Water and Sswer System
so as to result in a decrease of system revenues, as defined, unless the debt service reserve funds
meet minimum debt service requirements and unless net revenues for the preceding fiscal year
have been independently certified to have been not less than 105% of the debt service payments
on parity debt and any required payments to debt service funds. System revenues for purposes of
application of revenue bond provisions are defined as all revenues derived from the System or a
pledge of income or revenues, funds or monies of the Gity from any source whatsoever. Parity debt
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NOTE 10: LONG TERM UABILITIES (Continued)

provisions also require the Gty to review its rates, charges, and fees established for the Water and
Sewer System, induding its sewer rehabilitation construction project, within sixty days after the end
of each fiscal year and to adjust those rates whenever necessary so that net revenues in each fiscal
year will meet the aforementioned 105% rate coverage requirements. Rate coverage requirements
were not met for the year ended September 30, 2015.

Pledged future revenues as of September 30, 2015 totaled $67,211,310, which is the net of future
debt service requirements and cash with fiscal agents restricted for related debt service. System
revenues are available for operations, maintenance and related maintenance reserves, and debt
service during the term of the bonds.

Bonds are generally issued as serial bonds with essentially level prindpal and interest payments
maturing each year with maturities that range from 15 to 25 years. Revenue bonds outstanding at
September 30, 2015 are as follows:

Interest
Sle  Original Retesto Fnal Cutstanding
Business-Type Adivities Date Borrowing  Maturity * Maturity 9/ 30/ 2015

W& SRefunding Bonds, Series2006 2006 $ 17,000,000 4.00%-4.38% 2021 $ 8,160,000
W& SRevenue Projedt, Series 2012 2012 12,500,000 3.00%-5.00% 2032 11,100,000
W& SRevenue and Refunding Bonds,

Series 2013 2014 28,000,000 2.75%-5.00% 2039 27,950,000

$ 47,210,000

* Interest rates vary by maturity block of bonds.
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NOTE 10: LONG TERM UABILITIES (Continued)

Business-type Adtivities (Water and Sewer) S ate Revolving Loan Fund (SRF) Notes

In addition to water and sewer revenue bonds, the Oty has utilized financing available under the
SQate of Mississippi Revolving Loan Fund (SRF) program to provide funds for qualified sewer
projects. Monthly principal and interest payments for the repayment of these notes is deducted
from the City's monthly sales tax diversion payments from the Mississippi Department of Revenue,
with monthly reimbursements to the Gty's general fund being made from monthly operating sewer
system revenues as authorized by the Gty’'s budget document. The SRF notes outstanding at
September 30, 2015 are asfollows:

Interest
Sale  Origind  Ratesto  Fnad  Outstanding
Business-Type Adtivities Dete Borrowing Maturity Maturity /3072015
SFF# 1997 $2191,243 450% 2016 $ 150,283
SF#2 1997 2165672 450% 2017 240,542
F3 1990  1,203195 450% 2019 300,220

$ 691,045

Gompensated Absences

Vested or accumulated vacation leave, holiday leave, and accrued overtime that is expected to be
liquidated with expendable available finandal resources is reported as an expenditure and a fund
liability of the governmental fund that will pay it. Amounts of vested or accumulated vacation leave,
hoiiday leave, and accrued overtime that are not expected to be liquidated with expendable
available financial resources are reported as noncurrent liabilities. In accordance with the provisions
of ASC 710-10-20, Compensation, no liability is recorded for nonvesting accumulating rights to
receive sick pay benefits. Compensated absences at September 30, 2015 are asfollows:

Governmental Business-Type Primary

Adivities Adivities  Government

Acoued vacation pay $ 1697325 $ 157,858 $ 1,855,183
Acaued compensatory pay 84,969 432 85,401
Totd $ 1782294 $ 158290 $ 1,940,583
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NOTE 10: LONG-THRM UABILITIES(Continued)
(hanges in Long-Term Liabilities

(hanges in the Qty's long-term liabilities for the year ended September 30, 2015 are asfollows:

Balance Balance Due Within
Governmental Activities 932014 Additions Redudions 93/2015 One Year
Generd obligationbondsand ~ $ 13,845,000 $ - $(2430,000) $ 11415000 $ 2,515,000
notes
Limited obligation TIFbonds 8,240,000 - {810,000} 7,430,000 690,000
Economic development limited
obligation bonds and notes 3,015,170 - (396,649 2,618,521 398,367
Total bondsand notes
payable 25,100,170 - (3636,649) 21,463,521 3,603,367
Capitd leases 2,385,761 1,967,030 (1,561,800 2,790,991 1,240,302
Compensated absences 1,907,165 (124,871) 1,782,294 267,344
Governmenta adtivitiesfong-
term liabilities $ 29,393,096 $ 1,967,030 $ (5323,320) $ 26,036,806 $ 5,111,013
Balance Balance Due Within
Business-Type Adtivities 9/30/2014  Additions Reductions ~ 9/30/2015  One Year
Genera obligation bonds and
notes $ 8635000 $ - $ (5850000 $ 8050000 $ 615000
Revenue bonds 48,900,000 - {1,690,0000 47,210,000 1,765,000
Rate revolving loan funds 1,083,571 - (392,526) 691,045 396,590
Unamortized premium (discount 268,419 (16,478) 251,641 17,507
Total bonds and notes
payable 58,886,990 - (2684,004) 56202986 2,794,097
Compensated absences 144 585 13,706 - 158,290 23743
Business-type adivitieslong-
term liabilities $59031,575 § 13706 $(2684,004) $ 56,361,276 $ 2,817,840




NOTE 10: LONG-TERM UABIUTIES(Continued)

Qty of Hattiesburg, Mississippi

Notes to Financial Satements

The debt service requirements for the Qty's bonds and notes are as follows:

Governmental Activities:

Year Ending G.O. Bondsand Notes Limited Qbligation TIF Bonds
September 30, Principal Interest Activities Interest
2016 $ 2515000 $ %7388 $ 690,000 $ 345,055
207 1,620,000 301,388 715,000 313,001
2018 1,680,000 246,656 755,000 279,762
2019 1,005,000 203,531 790,000 244577
2020 1,045,000 172,325 825,000 207,830
2021-2025 2,645,000 455,231 2,410,000 572,855
2026-2030 905,000 169,500 1,245,000 112536
2031-2035 - - - -
$ 11,415000 § 1,916,019 $ 743000 $ 2,075,616
Foonomic Development Total Governmental
Year Ending Limited QObligation Bonds and Notes Activities
September 30, Prindpal Interest Prindpa Interest
2016 $ 398367 $ 37830 $ 3608367 $ 750,273
2017 400,023 35,819 2,735,023 650,208
2018 111,907 3B3,773 2,546,907 560,191
2019 113727 31,690 1,908,727 479798
2020 115,590 29,571 1,985,590 400,726
2021-2025 607,298 114,729 5,662,298 1,142,815
2026-2030 604,705 56,329 2,754,705 338,365
2031-2035 266,904 6,273 266,904 6,273
$ 2618521 § 346014 $ 21463521 § 4,337,649
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NOTE 10: LONG TERM UABIUTIES (Continued)

Business-type Adtivities:

Gty of Hattiesburg, Mississippi
Notes to Fnancdial Satements

Year Ending G.0. Bondsand Notes Sate Revolving Loan Funds
September 30, Prindpal Interest Adtivities Interest
2016 $ 615000 $ 26,144 $ 3650 $ 22,698
2017 640,000 236,992 173,771 8,763
2018 670,000 216,979 96,000 3,467
2019 700,000 195,494 24,684 185
220 730,000 171,914 - -
2021-2025 3,480,000 470,328 - -
2026-2030 1,215,000 119,563 - -
2031-2035 - - - -
$ 8,050,000 $ 1,667,414 $ 691,045 $ 35113
Total Business-Type
Year Ending Revenue Bonds Adtivities
September 30, Prindpal interest Prindpal Interest
2016 $ 1765000 $ 1906375 $ 2776,590 $ 2,185,217
2017 1,840,000 1,833,325 2653771 2,079,080
2018 1,915,000 1,760,906 2,681,000 1,981,352
2019 2,085,000 1,686,769 2,800,684 1,882,448
220 2215000 1,605,856 2,945,000 1,777,770
2021-2025 8,610,000 6,941,406 12,090,000 7,411,734
2026-2030 10,280,000 5,200,572 11,495,000 5,320,135
2031-2035 10,105,000 3,073,781 10,105,000 3,073,781
2086-2040 8,395,000 826,300 8,395,000 826,300
$ 47210000 § 2485290 $ 55951045 § 26,537,817
(Conduded)

During the year ended September 30, 2015, interest expense paid for governmental activities and
business-type activities was $1,018,199 and $2,317,102, respectively.
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NOTE 11: SCHEDULE OF STATUTORY DEBT UMITATIONS

The Qty is subject to the limitations of indebtedness prescribed by Section 21-33-303, Mississippi
Code 1972. No municipality may issue bonds secured by a pledge of its full faith and credit in an
amount which, when added to the then outstanding bond indebtedness of such municipality, would
exceed the 15% and 20% tests prescribed in Section 21-33-303. These percentages are applied to
the assessed value of the taxable property within such munidipality, with certain types of bond
issues being exduded from the authorized debt limit tests. Presented in the schedule below are the
calculations of the applicable statutory debt limitations and the resulting margin for further debt in
the amount of $51,202,422 (the smaller of the two computed margins) as of September 30, 2015:

15% Test 20% Test
Assessed value as of September 30, 2015
($417,449,613) times applicable percentage (a) $ 62617442 §$ 83,489,923
Present debt subject to debt limitsasof
September 30, 2015:
Total bonds and notes other than Water and Sewer 21,463,521 21,463,521
Less: Bondsexempt from debt limitation calculations (10,048,521) (10,048 521)
Add: Water & Sewer debt other than revenue bonds N A 8,741,045
Ceneral obligation debt subject to applicabletests ~ (b) $§ 11,415000 $ 20,156,045
Margin for additional debt - (a) minus (b) $ 51,202442 $ 63,333,878

NOTE 12: REATED ORGANIZATION

The following related organization is exduded from the finandal reporting entity because the Gty's
acoountability does not extend beyond making appointments. Audited financal statements are
available from the organization.

Hattiesburg Tourism Commission - The Tourism Commission consists of seven members
appointed by the Mayor and ratified by the Gty Coundil. Funding is from a special tax levied
upon the gross prooeeds from hotel and motel overnight room rentals. The Qty collects that
tax and distributesit to the Tourism Commission. Amounts disbursed for the fiscal year ended
September 30, 2015 totaled $632,797. Amount due from spedial tax agency fund to the
Tourism Commission at September 30, 2015 was $55,893 and was induded in the
accompanying statement of fidudary net position under the caption due to other funds and
wasdistributed within thirty days.
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NOTE 13: JOINT VENTURES

The Gty of Hattiesburg is a participant with Forrest County in a joint venture authorized by Section
57-31-1, Mississippi Code Annotated (1972), to operate the Forrest County industrial Park
Commission (the Industrial Park Commission). The joint venture was created to develop and
operate an industrial park complex for dtizens of Forrest County and the Gty of Hattiesburg. The
Commission is governed by a ten member board. The governing authorities of the Qty of
Hattiesburg and the Forrest County Board of Supervisors each appoint five members. Each
governing entity approves the annual budget of the Industrial Park Commission and is then
obligated to provide an equal share of funding pursuant thereto for ongoing finandal support. For
the fiscal year ended September 30, 2015, the Gty provided $130,000 in funds to the Industrial Park
Commission. A separate finandial statement of the Forrest County Industrial Park Commission can
be obtained by contacting the Commission at Post Office Box 1898, Hattiesburg, Mississippi 39403.

The Gty of Hattiesburg is a particdpant with Forrest Gounty, Jones County, and the Sate of
Mississippi to operate the Hattiesburg/ Laurel Regional Airport Authority authorized by Section 61-
3-5, Mississippi Code Annotated (1972). The joint venture, governed by a five member board of
commissioners, was created to maintain and develop the Authority for the Gty and aforementioned
counties. Each governmental entity appoints one board member. A separate finandial statement of
the Hattiesburg/ Laurel Regional Airport Authority can be obtained by contacting the Authority at
1002 Terminal Drive, Moselle, Missassppi 39459.

The Gty of Hattiesburg is a participant with Forrest County and the Gty of Petal in a joint venture
authorized by Section 39-3-38, Mississippi Code Annotated (1972) to operate the Library of
Hattiesburg, Petal, and Forrest County. The joint venture was created to provide free public library
service to the dtizens of Forrest County and the Qties of Hattiesburg and Petal. The library is
governed by a fifteen member board appointed by the governments involved as follows: Gty of
Hattiesburg - six members; Forrest County - six members; and Gty of Petal - three members. Each
entity is obligated by contract to levy not less than 1.25 mills as authorized by Sections 39-3-35 and
39-3-37, Mississippi Code Annotated (1972), for the ongoing finandial support of the library. The
Qty receives taxes collected for the Library and then distributes such taxes. For the year ended
September 30, 2015, the Oty received $824,647 in taxes assessed for the Library and disbursed
$819,344 to the Library, with the balance remitted subsequent to the fiscal year-end. A separate
finandal statement of the library can be obtained by contacting the Library at 329 Hardy Street,
Hattiesburg, Mississippi 39401.

NOTE 14: JOINTLY GOVERNED ORGANIZATIONS

The Emergency Management District provides emergency services to the Oty of Hattiesburg and
Forrest County. The entity is controlled by an eight member coundl. The Coundil is chosen as
follows by the following authoritiess Mayor of Hattiesburg - one; Forrest County Board of
Supervisors - one; Sheriff of Forrest County - one; AAA Ambulance - one; Hattiesburg Police Chief -
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NOTE 14: JOINTLY GOVERNED ORGANIZATIONS (Continued)

one; Hattiesburg Fire Chief - one; the University of Southern Mississippi - one; and Forrest General
Hospital - one. Operating funds are provided by state grants, E911 charges and direct
contributions. For the year ended September 30, 2015, Oty expenditures to the Emergency
Management District totaled $101,000.

NOTE 15: DEHAT RUND BALANCES OF INDIMIDUAL FUNDS

Deficit fund balances of $30,485 and $1,883,078 existed in the Qty's (DBG and Airport
Improvement Funds, respectively, as of September 30, 2015. These deficits resulted from
recognizing costs that had been incurred but not yet paid. No related grant reimbursements or
transfers receivable were recorded because expenditures had not yet been made. The Qty accrues
grant revenues only when all eligibility requirements have been met, induding the requirement that
allowable costs must have been incurred and also paid before reimbursements may be requested.
Bpenditures not reimbursed by grants are funded by transfers from other Gty funds.

NOTE 16: COMMITMENTSAND CONTINGENQES

Encumbrances

As of September 30, 2015, the Gty had commitments for remaining balances on executed contracts
and outstanding encumbrances, as described below.

The balances outstanding on construction projectsin progress were as follows:

September 30, 2015

Comprehensive Sewer §ystem Rehabilitation $ 12416,033
Other Water & Sawer System Projects 1,008,224
Sdewalks, Roads, and Bridges 2,875,968
Airport 363,851
Other projeds 51,107
Commitments for construction projedsirmrgg[es, end of fiscal year $ 16,715183

Hgnificant encumbrances at September 30, 2015, induded $3,394,091 for Comprehensive Sewer
System Rehabilitation projects induded in the above table, $856,811 for Public Safety activities,
$195,182 for Community Center building improvements, $91,941 for Water & Sewer System
operations and maintenance, $80,683 for parks and recreation, and $268,591 for other costs
induding General Government, Municipal Road & Bridge, Mass Transit, and other activities. Total
encumbrances, which are carried forward to the next fiscal year via budget amendment, were
$4,887,299.
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NOTE 16: COMMITMENTSAND CONTINGENAES (Qontinued)

USA Yeast Fadility

During the year ended September 30, 2015, the Oty compieted construction of a wastewater
pretreatment fadility, or evaporator plant, for a manufacturing facility located within the Gty. Total
project cost was $7,483,675, of which $4,995275 in funding was provided by a Katrina
SQupplemental CDBG Economic Development Grant, with remaining costs funded by the
manufacturing company. Under the terms of the grant agreement, the Gty has title to assets
constructed with grant funds, and the manufacturing company owns assets constructed with its
funds. Pursuant to an agreement between the Gty and the company and to terms of the CDBG
grant agreement, title to the equipment and components will transfer to the company upon
expiration of the agreement on December 31, 2021. In conjunction with this project, the Qty has a
ground lease for company property on which the evaporator plant is located. This lease requires
payment of $1 per year and expires December 31, 2021.

Compliance with Mississippi Departmental of Environmental Quality Order

The Mississippi Department of Environmental Quality (*MDEX'), pursuant to its authority under the
Cean Water Adt, issued permits (the “Permits’) to the Gty for discharges from the North Lagoon
and South Lagoon. In March, 2012, Guif Restoration Network (“ GRN') filed a complaint against the
Qty under the Gean Water Adt, alleging violations of the Rermits. In August, 2012, the Mississippi
Commission on Bwironmental Quality (*“MCEY’) intervened. As a result of that intervention, the
Gty was mandated to rehabilitate and improve its wastewater treatment system under an Agreed
Order executed, and subsequently amended, between the Gty and MDEQ Under the amended
Agreed Order, the Gty was required to meet certain milestones or be subject to imposition of
penalties. During the year ended September 30, 2015, the Oty incurred $112,500 in penalties
pursuant to these provisions.

Compliance with provisions and timelines established under the Amended Agreed Order has
required the Gty to pursue rehabilitation and improvement of the Qty's infrastructure and
wastewater treatment systems in various project phases over a long-term period. Infrastructure
improvements began in 2012 and are ongoing. System rehabilitation and improvement projects
necessary to meet Amended Agreed Order mandates were estimated to cost approximately
$125,000,000 to $150,000,000. However, upon subsequent amendment and then replacement by
the Sipulated Order terminating the Amended Consent Judgment in August 2017, the City was
conditionally relieved from its unpaid fines, penalties, and construction obligations imposed under
the Amended Consent Judgment. See Note 20 — Subsequent Events for additional details related to
the Qtipulated Order.

Although the Gty was subsequently granted relief from certain mandated sewer system
improvements, the Qty expects to continue efforts to improve performance of its systems,
potentially requiring additional outlays The Qty also antidpates additional future costs in
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connection with maintenance of the water and sewer system and in connection with current and
future debt obligations related to infrastructure improvements. In addition, significant incremental
service rate increases are anticipated in order to meet all applicable finandal, contractual, and
regulatory requirements, induding compliance with provisions contained in water and sewer bond
documents.

Litigation and Arbitration

Predsion Construction, LLC

In dvil action against the Qty brought by Predsion Construction, ULC (Predsion) for breach of
contract, the Forrest Gounty Creuit Court ordered that the matter be handled in binding
arbitration. As a result of that arbitration and subsequent decision of the Court of Appeals of
Mississippi, Precision was awarded $856,666 plus $7,033 toward additional expenses and arbitrator
fees, along with interest assessed at 8% from August 29, 2014 until payment of the judgment. In
acoordance with generally accepted accounting prindples, the Gty has accrued liabilities in the
amount of $925,951 as of September 30, 2015 in its government-wide statement of net position for
the arbitration award and related interest accrued to date. See also Note 20 - Subsequent Bvents
regarding subsequent payment of this obligation.

Wrongful Conviction and imprisonment

The Gty was a named defendant in an alleged wrongful conviction of three plaintiffs, each of whom
spent approximately 25 years in prison before being exonerated by new DNA evidence. The Qty,
through its police officer assigned to a multijurisdictional task force, had limited connection to and
involvement in the case. The case was defended through the Mississippi Munidpal Service
Company, which provides the Qty's liability insurance, and was settled subsequent to year-end, as
further described in Note 20 — Subsequent Events The Gty accrued its $150,000 obligation under
the settlement as a recognized subsequent event as of September 30, 2015.

Other

The Qty is party to various legal other proceedings which normally ooccur in governmental
operations. While the Gty cannot predict the results of any litigation, legal counset for the Gty of
Hattiesburg believes that it has meritorious defenses for those actions, proosedings and daims, or
they are without merit or are of such kind, or involve such amounts, that unfavorable dispositions
not covered by insurance resulting from such litigation would not materially affect the finandal
statements of the ty of Hattiesburg, Mississippi. The Oty indudes antidipated attorney fees for
ongoing mattersin its annual budget for the year in which such fees are incurred.
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Federal Grants

in the normal course of operations, the Oty receives grant funds from various Federal and Sate
agencies The grant programs are subject to audit by agents of the granting authority, the purpose
of which isto ensure compliance with conditions precedent to the granting of funds. Any liability for
reimbursement which may arise as the result of these audits is not believed to be material.

Group Insurance Programs

The Qty obtains its workers compensation, general and automobile liability insurance through
certain group insurance programs of the Mississippi Municipal Service Company. Under these
programs and pursuant to State of Mississippi regulations, participants are jointly and severally
liable for daims incurred; however, the Gty has experienced no loss under such provisions and
cannot reasonably estimate the amount or possibility of losses under these programs.

Self-Funded Health Insurance Program

The Qty provides health insurance to its employees under a self-insured program, as previously
described.  The Qity obtains reinsurance to protect against significant loss, however, under the
terms of such reinsurance policies, the Qty is ultimately responsible for covered daims. While the
Oty estimates and recognizes expected daims liabilities related to this program, the amount or
possibility of any additional loss cannot be reasonably estimated.

Energy Savings Performance Contract

During the year ended September 30, 2015, the Qty entered into a comprehensive energy services
agreement to improve energy effidency. Project objectivesindude reduction of energy and utilities
costs, water consumption savings, water and sewer systems and equipment improvements,
operation and maintenance cost optimization and other cost reductions, as well as implementation
of related capital improvements in selected buildings, fadlities, operating fieet vehides and
equipment, or other related infrastructure of the Qty. Pursuant to this project, the Cty executed a
performance contract agreement in the amount of $7,449,714 for measurement and verification
services to achieve energy savings. This contract was approved by the Mississippi Development
Authority's Energy and Natural Resources Division and is thus eligible for tax-exempt lease purchase
finanding under the MDA Energy Hficiency Lease Program. The scope of this project will include
replacement of certain inaccurate water meters to improve baseline water billing, as well as
reporting of measured and non-measured project benefits achieved during the installation period.
In addition, subsequent testing activities and related reporting will be performed annually for a
term of fifteen years following substantial completion of the project. Certain other performance
consulting services are provided under the agreement, and preventative maintenance services are
provided under a separate agreesment.
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Public Safety Complex

During the year ended September 30, 2015, the Gty authorized a project for development and
construction of a public safety complex (the complex) to be used for police department, fire
department administration, Munidpal Court, and parks and recreation administration functions.
Fnancing for the project will be achieved through issuance and sale of limited obligation certificates
of participation totaling up to $5,300,000 which bear interest at rates from 3%to 5%and maturities
through 2035. Proceeds of these certificates will be used to relocate the Parks and Recreation
Department, renovate a fadility to be used as a temporary Police Department, pay architectural and
design fees, and begin demolition activities. Interim finandng of initial project costs up to
$2,000,000, induding design, demolition, repair, renovation, and construction expenditures, will be
funded through issuance of five-year general obligation notes bearing interest at arate of 1.49%

The complex will be owned by the Southern Mississippi Investment Company, Inc. (SMIQ), a non-
profit corporation created under authority of State law for the purpose of acquiring, constructing,
renovating, financing, equipping and leasing fadilities to certain governmental units, and will be
leased by the Qty under a lease purchase agreement. To effect this transaction, the Gty will
execute a ground lease for the complex site and existing buildings to SMIQ for $1, which will be
assigned as collateral for the certificates of participation. Along with the ground lease, the Gty will
execute a lease and option to purchase the project from SVia upon completion. The Gty has
awarded contracts for project design and construction and expects the project to be completed in
phases by 2019. The City's lease payments will correspond to debt service requirements of the
outstanding certificates of participation and also include taxes, assessments, insurance premiums,
fees, and expenses related to the project. See also Note 20 - Subsequent Events.

NOTE 17: POSTEMIPLOYMENT HEALTHCARE PLAN

The City allows eligible retirees to obtain health insurance by partidipating in its self-funded health
insurance plan provided to employees and certain eligible dependents. Retirees are eligible for
these benefits upon attaining age 60 with 8 years of service or any age with 25 years of service for
medical benefits. Snce retirees may obtain health insurance by participating in a group with active
employees and consequently receive a health insurance premium rate differential, such
postemployment healthcare benefits are reportable by the Gty under GASB Qatement 45 as a
single employer defined benefit health care plan. This type of plan is considered an “other post-
employment benefit plan”, or “OPEB".

Although GASB Satement 45 was effective in prior years, the Gty did not implement its provisions
untit October 1, 2014. In order to recognize its OPEB obligation as of September 30, 2015, the Gty
obtained an actuarial valuation of its post-employment healthcare plan as of that date. However,
the Qty determined that it was not feasble to retrospectively determine the OPEB liability as of the
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beginning of the 2015 fiscal year. As of September 30, 2015, the Gty recognized its full OPEB
obligation on a prospective basis and recognized no initial transition fiability, as would have been
done in the initial period had GASB 45 been timely implemented. However, since this standard was
previously applicable, the Gty should have separately reported prior year costs of the OPEB plan as
a prior period adjustment. Qurrent year recognition of the annual OPEB obligation without
recognition of the cumulative effect of prior year costs since the effective date of GASB
Satement 45 represents a departure from U.S GAAP the effects of which have not been
determined.

Ban Description

The Gty provides health insurance coverage to particpating eligible retirees through its single-
employer defined benefit healthcare plan, which is a self-funded plan administered by United
Healthcare. The plan also provides health benefits to employees and their eligible
dependents. The portion of the plan attributable to retirees represents other postemployment
benefits for finandal reporting purposes. Although the Gty expedts to continue the plan
indefinitely, it has the right to disoontinue, alter, or modify the plan in whole or in part at any time
and for any reason, at its sole determination. The Plan does not issue a stand-alone finandal
report. instead, accounts of the Plan are induded in the finandal statements of the Gty. The Gty
Coundcil must approve any changes to the Plan provisions.

Funding Policy

Benefits of the plan are self-insured by the Gty. The Gty maintains an account for the purpose of
paying daims and administrative costs of its self-funded health insuranoe plan. The account
requires that a minimum balanoe be maintained, and the Gty deposits additional funds for daims
incurred and antidpated payments on a pay-as-you-go basis. Balanoesin the account belong to the
Qty. Amounts contributed to this account are earmarked for plan expenses but may be revoked at
the Qty's disoretion. Therefore, balances are reported in assets of the general fund, and employer
contributions are not recognized until payment of daims by the administrator to retirees or their
beneficaries.

Partidpating retirees make monthly contributions through premium payments based on coverage
type. Monthly retiree contributions for single and family coverage for the fiscal year ended
September 30, 2015 totaled $388 and $638, respectively. For fiscal year 2014-2015, the Gty
contributed $149,281 to the plan for expecied payouts for retiree benefits, which represented
20.97% of the actuarially determined annual required contribution of $712,017. No amounts have
been contributed to finance future medical benefits under the plan for either current or future
retirees.
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Annual OPEB Cost and Net OPEB Obligation

The Qty's annual other postemployment benefit (OPEB) cost (expense) is calculated based on the
annual required contribution of the employer (ARC), an amount actuarially determined in
accordance with the parameters of GASB Satement 45. The ARC represents a fevel of funding that,
if paid on an ongoing basis, is projected to cover norma! cost each year and amortize any unfunded
actuarial liabilities (or funding excess) over a dosed 30 thirty year period. The following table shows
the components of the Qty's annual OPEB cost for the year, the amount actually contributed to the
plan, and changesin the Gty's net OPEB obligation refated to the plan:

Year ended September 30, 2015

Norma cost $ 568,859
Amortized acarued ligbility in excess of actuariat assets 120,331
Interest 13,827
Annua required contribution 712,017

Interest on net OPEBobligation -
Adjustment to annual required contribution ~

Annual OPEB cost (expense) 712,017
Contributions made for payment of retiree benefits (149,281)

Increase in net OPEBobligation 562,736
Net OPEB obligation - beginning of year -
Net OPEB obligation - end of year $ 2549506

Funded S atus and Funding Progress

As of October 1, 2015, the most recent actuarial valuation date, the plan was unfunded. The
actuarial accrued liability for benefits was $3,167,859, which was also the amount of the unfunded
actuarial accrued liability (UAAL).

Actuarial vajuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the healthcare cost trend. Amounts
determined regarding the funded status of the plan and the annual required contributions of the
employer are subject to continual revision as actuat results are compared with past expectations
and new estimates are made about the future.
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Actuarial Methods and Assumptions

Projections of benefits for finandal reporting purposes are based on the substantive plan (the plan
as understood by the employer and the plan members) and indude the types of benefits provided
at the time of each valuation and the historical pattern of sharing of benefit costs between the
employer and plan members to that point. The actuarial methods and assumptions used indude
techniques that are designed to reduce the effects of short-term volatility in actuarial accrued
liabilities and the actuarial value of assets consistent with the longterm perspective of the
calculations.

In the Octaber 1, 2015, actuarial valuation, the entry age normal level percent of salary actuarial
cost method was used. The actuarial assumptions induded an annual healthcare cost trend rate of
8% initially, grading uniformly to 5% over a 6-year period, a 4% discount rate, a 2.5% salary scale,
and 95% partidipation rate of eligible future retirces. The UAAL is being amortized as a level
percentage of projected payroll over a dosed 30-year period. The remaining amortization period at
September 30, 2015 was 29 years. Pre-65 annual per capital medical daims costs are assumed to
be $8,465 per partidpant per year at age 65, and daims are assumed to decrease 3% per attained
age. No daims costs are assumed for post-65 retirees. Additionally, administrative costs were
assumed to be $383 per retiree per year and were assumed to increase 5%annually.

NOTE 18: DEANED BENERT PENSION PLANS

Public Employees Retirement Flans

Pension Rlan Descriptions

The Gty of Hattiesburg contributes to the PERS cost-sharing multiple-employer defined benefit
pension plan (the Cost-Sharing Alan), which covers all eligible employees, except certain sworn and
uniformed policemen and firemen who participate in the Gty of Hattiesburg Disability and Relief
Fund Police and Fire Disability and Relief Fund (PFDR), also administered by PERS Both pians
provide retirement and disability benefits, annual cost-of-living adjustments, and death benefits to
plan members and benefidaries. PFDR Plan members oonsist of all full-time sworn and uniformed
policemen and firemen who were employed by July 1, 1987. All full-time sworn and uniformed
policemen and firemen employed after July 1, 1987, partidpate in the Cost-Sharing Plan. The PFDR
Plan is affiliated with the Mississippi Munidpal Retirement System (MRS, an agent multiple-
employer defined benefit pension plan, and as of June 30, 2015, induded two active members and
147 retirees and benefidaries currently receiving benefits. Benefit provisions for both plans are
established by Sate law and may be amended only by the Sate of Mississippi Legisiature. The
Fans' provisions and the Board of Trustees' authority to determine contribution rates are
established by Miss. Code Ann. § 25-11-1 et seq. (1972, as amended), and may be amended only by
the Mississippi Legislature.
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PERS is administered by a 10-member Board of Trustees that indudes. the Qate Treasurer; one
gubernatorial appointee who is a member of PERS two state employees; two PERS retirees; and
one representative each from public schools and community oolleges, state universities,
munidpalities, and counties. With the exception of the Sate Treasurer and the gubernatorial
appointee, all members are elected to staggered six-year terms by the constituentsthey represent.

The Board of Trustees is responsible for the general administration and proper operation of PERS
The executive director is designated by the Board to lead and conduct all business for PERS PERS
operates under legislative mandate with respect to administrative budgets, human resources, and
purchasing guidelines.

The finandal statements of PERS are prepared using the economic resources measurement focus
and accrual basis of accounting. Member and employer contributions are recognized as revenue
when due pursuant to legal requirements; investment income is recognized when earned. Benefits
and refunds are recognized when due and payable in accordance with the terms of the plan.
Bpenses are recognized when the corresponding liability is incurred, regardless of when the
payment is made. Investments are reported at fair value. Financial statements are prepared in
accordance with requirements of the Governmental Accounting Sandards Board (GASB). Under
these requirements, PERSis considered a component unit of the Sate of Mississippi for finandial
reporting purposes and, as such, the finandial statements issued by PERSare induded in the Sate of
Mississippi’'s Comprehensive Annual Finandal Report. PERS issues a publidy available finandial
report that indudes financial statements and required supplementary information. Supporting
actuarial information for the Cost-Sharing Fan is also provided in the GASB Satement No. 68
Report for the PERS prepared as of June 30, 2015. The auditor’s opinion on that report, which
indudesin an accompanying schedule of collective pension amounts as of June 30, 2015 and for the
year then ended is also available. PERS also issues a publidy available finandial report for the MRS
which indudes separate information for the PFDR plan. All such information is available at
www.persms.gov or may be obtained by writing to Public Employees Retirement System, PERS
Building, 429 Mississippi Sreet, Jackson, MS39201-1005 or by calling (601) 359-3589 or 1-800-444-
PERS

Cost-Sharing Plan Benefits Provided

Particpating members who are vested and retire at or after age 60 or those who retire regardless
of age with at least 30 years of creditable service (25 years of areditable service for employees who
became members of the Cost-Sharing Pan before July 1, 2011) are entitled, upon application, to an
annual retirement allowance payabie monthly for life in an amount equal to 2.0 percent of their
average compensation for each year of creditable service up to and induding 30 years (25 years for
those who became members of the Cost-Sharing Flan before July 1, 2011), plus 2.5 percent for each
additional year of creditable service with an actuarial reduction in the benefit for each year of
areditable service below 30 years or the number of years in age that the member is below 65,
whichever isless.
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Average compensation is the average of the employee's earnings during the four highest
compensated years of creditable service. A member may elect a reduced retirement allowance
payable for life with the provision that, after death, a benefidary receives benefits for life or for a
spedified number of years. Benefits vest upon completion of eight years of membership service
{four years of membership service for those who became members of the CQost-Sharing Fan before
Jdily 1, 2007). The Cost-Sharing Plan also provides certain death and disability benefits. In the event
of death prior to retirement of any member whose spouse and/or children are not entitled to a
retirement allowance, the deceased member’'s accumulated contributions and interest are paid to
the designated beneficary.

A cost-of-living adjustment payment is made to eligible retirees and benefidaries equal to 3.0
percent of the annual retirement allowance for each full fiscal year of retirement up to the year in
which the retired member reaches age 60 (55 for those who became members of the Cost-Sharing
Fan before July 1, 2011), with 3.0 percent compounded for each fiscal year thereafter.

PADR Ban Benefits Provided

MRS provides retirement and disability benefits, annual cost-of-living adjustments and death
benefits to plan members and benefidaries. Membership eligibility and benefit provisions are
governed by the general laws of the Sate of Mississippi, as well as local and private legisiation
enacted by the Mississippi Qate Legislature. Satutes may only be amended by the Mississippi
legisiature. The PFDR retirement allowance is payable under this pfan to any member who retires
and has completed at least 20 years of creditable service, regardless of age. The retirement benefits
are calculated in an amount equal to 50% of the employee’s average compensation, pius 1.7% of
average compensation for each year of aredited servioe over 20 with an aggregate amount not to
exceed 66-2/3% Annual cost-of-living (OQOLA) adjustments are made to allowances of all retirees
and beneficiaries, as further described below. Disability and death benefits are also provided under
the plan. Upon a member's termination for any reason before retirement, that member's
accumulated contributions are refunded.

Cost-Sharing Plan Contributions

Employer and member contributions are based on actuarially determined rates that, expressed as
percentages of annual covered payroll, are adequate to accumulate sufficient assets to pay benefits
when due and are determined through the most recent June 30 annual valuation. Employer
oontribution rates consist of an amount for service cost; the amount estimated to finance benefits
earned by current members during the year; and an amount for amortization of the unfunded
actuarial accrued ligbility. Contribution rates were determined as part of the June 30, 2015,
actuarial valuation using the entry age actuarial cost method; employer contributions totaled
$3,501,030 during 2015. During fiscal 2014, the PERS Board of Trustees implemented a revised
funding policy aimed at stabilizing the employer contribution rate and thus revised the employer
contribution rate to 15.75 percent for 2014 and 2015.



City of Hattiesburg, Mississippi
Notes to Finandial Satements

NOTE 18: DEFINED BENER T PENSON PLANS (Continued)

PFDR Funding Folicy

The PERS §ystem Board of Trustees establishes the funding poticy for MRSplans. The funding policy
for PFDR provides for periodic employer confributions at actuarially determined rates, expressed as
millage rate tax applied to assessed property tax values, and active employee contributions at
stated rates. Employer and employee contribution rates as of September 30, 2015, were 15.75%
and 10%, respectively, of covered payroll. Contributions under this funding policy, established
beginning in the 2011-2012 fiscal year, will generate an ultimate asset reserve level equal to a
reasonable percentage (initially 100%- 150%) of the next year's projected benefit payment. At that
point, actuarially determined employer contributions will be set equal to the fiscal year's projected
benefit payments and adjusted as necessary to maintain the assets at the established reserve level;
however, ultimately the Gty has the option of determining the contribution rate to set as its
certified millage rate. The millage rate set by the Gty must be at a level that will ensure actuarial
soundness of the System.

In developing the annual required contribution shown in the following paragraphs, the normal cost
and actuarial accrued liability are determined using the entry age actuarial cost method. Unfunded
actuarial accrued liability is being amortized on a dosed basis as a level dollar amount over a
remaining amortization period of twenty years The asset valuation method used is a S-year
smoothed market method. The Gty has the option to set property tax rates to allow for extended
contributions beyond 2020 under the funding policy adopted by the PERS Board of Trustees in
February 2011. The miliage rates certified as of September 30, 2015 under the Pre-2011 and Post-
2011 Funding Policy rates are 8.07 mills and 3.47 mills, respectively. The actual tax levy set for the
pension fund for policemen and firemen as of September 30, 2012 was 3.82 mills.

For the year ended September 30, 2015, contributions totaling $1,635,471 ($1,625,693 employer
and $9,778 employee) were made in accordance with contribution requirements determined by an
actuarial valuation of the System as of June 30, 2013. The employer’s annual required contribution
(ARG was actuarially determined to be $1,626,692 (consisting of $11,580 normal ARC and
$1,684,210 acaued liability ARG).
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Pension Liabilities and Pension BExpense

At September 30, 2015, the Oty reported a liability of approximately $69,322,000 for its
proportionate share of the collective net pension iiability of the Cost-Sharing FPlan and the net
pension liability allocated to FFDR The net pension tiability (NP} for both plans was measured as
of June 30, 2015, and the total pension liability (TPL) used to calaulate the NPL was determined by
an actuarial valuation as of June 30, 2015 for the Cost—Sharing Plan and as of June 30, 2013 for the
PFDR Pan. The NPL recorded as of September 30, 2015, and the pension expense recognized by
the Qity for the year ended September 30, 2015, was as follows:

Cost-Sharing
Ran PFDR Total
Net pension liability $ 54831789 $ 14490324 $ 6932113
Net pension expense $ 580607 $ 2282747 $ 8083825

The NPL s the difference between the TPL and the pension plans’ fidudary net position (FNP). The
TPLis the present value of the pension benefits that are allocated to current members due to past
service by entry age normal actuarial cost method. The TPL indudes benefits related to projected
salary and service, and automatic cost of living adjustments. The PNP is determined on the same
basis as that used by the pension plans. The Gty's proportion of the collective Cost-Sharing Plan
NPL was based on the employers’ shares of contributions to the pension plan relative to the total
employer contributions of all participating FERS employers. At June 30, 2015 the Gty's proportion
was 0.354714% as compared to its proportion measured at dine 30, 2014 of 0.342511% or a
decrease of 0.012203%

-70-



NOTE 18: DEANED BENERT PENSON PLANS(Continued)

The change in the NPLfor the PFDRwas as follows:

Qty of Hattiesburg, Mississippi
Notesto Finandal Satements

Total Pension FidudaryNet  Net Pension
Year ended September 30, 2015 Liability Position Liability
Service cost 2352 § - $ 23,592
interest 2,793 872 - 2,793,872
Changes of assumptions 982,479 - 982,479
Difference between expeded and
actual experience 53,435 - 53,435
Contributions - employer - 1,626,692 (1,626,692)
Contributions- employee - 9,755 (8,755)
Net investment income - 664,715 (664,715)
Benefit payments, induding refunds of
empioyee contributions (3,350,127) (3,350,127) -
Administrative expense - (32,534) R 534
Net change 503,251 (1,081,499) 1,584,750
Net pension liability, beginning of year 36,598 465 23,692,891 12,905,574

Net pension liability, end of year

$ 37,101,716 § 261132 3 14,490,324

The following table presents the Qty's net pension liabilities calculated using the discount rate of
7.75%, as well as what the System’s net pension liabilities would be if it were calculated using a
discount rate that is 1-percentage point lower (6.75%) or 1-percentage-point higher (8.75%) than

the current rate:

1%Degease Qurrent Rate

1%lngease

Cost sharing plan net pension liability

PFDRplan net pension liability

$ 7227332 $ 54,831,788 $ 40358579

$ 17879914 $§ 14430324 $ 11,589,167
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Deferred Qutflows of Resources and Deferred inflows of Resources Related to Pensions

The Qty reported deferred outflows of resources and deferred inflows of resources related to
pensions from the following sources:

Cost-Sharing Plan PFOR
Deferred Deferred Deferred
Qutflows of Inflows of Qutflows of
September 30, 2015 Resources Resources Resources
Differences between expected and
actual experience $ 1273888 $ -3 -
Changes of assumptions 4,723,570 - -
Net difference between projected and
actual earnings on investments - 1,472,695 928,694
Changes in proportion and differences between
employer contributions and proportionate
share of contribution 1,083,044 - -
Employer contributions subsequent to
the measurement date 802,597 - 101,706

Net pension ligbility, end of year $ 7,883,009 $ 1472695 $ 1,030,400

Deferred outfiows of resources related to the Cost-Sharing Plan and PFDR resulting from Gty
contributions subsequent to June 30, 2015 (the measurement date) were $802,597 and $101,706,
respectively, and will be recognized as a reduction of the net pension liability in the year ending
September 30, 2016. Other amounts reported as deferred outflows of resources and deferred
inflows of resources related to pensions will be recognized as an addition to (reduction of) pension
expense as follows:

Cost-Sharing Plan PFDR
Deferred Deferred Deferred

Qutflows of Inflows of Qutfiows of
September 30, 2015 Resources Resources Resources
2016 $ 3489218 $ 758252 $ 333,880
2017 2,633,468 758,252 232174
2018 1,760,413 758,252 232174
2019 - (802,061) 232,172

Net pension liability, end of year $ 788309 $ 1472695 $ 1,030,400
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Recognition of pension-related deferred inflows and deferred outflows is reflected in changes in
unrestricted net position.

Actuarial Assumptions

For determining employer contribution rates, the actuary evaluates the assets of the plansbased on
a five-year smoothed expected return with 20 percent of a year's excess or shortfall of expected
return recognized each year for five years. The TPL was determined using the following actuarial
assumptions, applied to all periodsinduded in the measurement:

Cost-Sharing Plan PADRPlan

Inflation 3.00% 3.50%
Investment rate of return (net of plan investment expense) 7.75% 8.00%
Projected salary inareases, induding inflation 3.75%-19.00% 4.50%- 6.00%

The actuarial assumptions used in the Cost-Sharing Han actuarial valuation were based on the
results of an actuarial experience study for the period July 1, 2010 to June 30, 2014. The experience
report wasdated May 4, 2015.

Mortality rates for the Cost-Sharing Plan were based on the RP-2014 Healthy Annuitant Blue Collar

Table projected with mortality improvements based on Scale BB projected to 2016 and set forward
one year for males.
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The long-term expected rate of return on Cost-sharing pension plan investments was determined
using a leg-normal distribution analysis in which best-estimate ranges of expected future real rates
of return (expected returns, net of pension plan investment expense and inflation) are developed
for each major asset dass. These ranges are combined to produce the long-term expected rate of
return by weighting the expected future real rates of return by the target asset allocation
percentage and by adding expected inflation. The target asset allocation and best estimates of
geometricreal rates of return for each major asset dassin the Cost-Sharing Flan are as follows:

Long-Term
Target Expected Rate
Investment Asset Qass Alocation of Return
U.S Broad 34.00% 5.20%
International equity 19.00% 5.00%
Emerging markets equity 8.00% 5.45%
Fixed income 20.00% 25.00%
Real assets 10.00% 4.00%
Private equity 8.00% 6.15%
Cash 1.00% -0.50%
Total 100.00%
Discount Rate

The discount rate used to measure the total pension liability was 7.75%for both pension plans. The
projection of cash flows used to determine the discount rate for the Cost-Sharing Plan assumed that
plan member contributions will be made at the current contribution rate (9.00%) and that the
employer contributions will be made at the current employer contribution rate (15.75%). Based on
those assumptions, components of the pension plans’ fidudary net position were projected to be
available to make all projected future benefit payments of current plan members. Therefore, the
longterm expected rate of return on pension plan investments was applied to all periods of
projected benefit paymentsto determine the TPL
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NOTE 19: DISCRETHY PRESENTED COMPONENT UNIT

Capital asset activity for the Hattiesburg Convention Commission for the year ended September 30,
2015 was as follows:

Year ended September 30, 2015

Beginning Ending
Balance Additions  Retirements Balance
Governmental Adtivities:
Capital assetsnot being depredated:
Land $ 1315877 $ - % - § 1315877
onstruction in progress - Bureka 1,771,139 698,744 - 2,469,883
Construction in progress - 200 - 121,386 - 121,386
Total capital assetsnot
being depredated 3,087,016 820,130 - 3,907,146
Capital assetsbeing depredated:
Buildingsand improvements 18,133,585 - - 18,133,585
Furpiture and fixtures 474,945 - - 474,845
Equipment and vehides 1,583,349 12,850 - 1,596,199
Assetsrequired under capital lease H737 - - 34,737
Total capital assetsbeing
depredated 20,226,616 12,850 - 20,238,466
Less accumulated depredation for:
Buildingsand improvements 6,481,839 407,315 - 6,880,154
Furniture and fixtures 428,544 3,871 - 432,415
Equipment and vehides 1,441,691 23,459 - 1,465,150
Assstsrequired under capital lease 27,983 6,754 - 3A7377
Total accumutated
depredation 8,380,057 441,399 - 8,821,456
Total capital assets being
depredated, net 11,846,559 (428,549) - 11,418,010
Governmentd activities
capital assets, net $ 14933575 $ 391,581 $ - $ 1532515
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NOTE 19: DISCRETELY PRESENTED COMPONENT UNIT (Continued)
As of September 30, 2015, the Commission's assets recorded under capital leases were as follows:

Governmental Adivities:

Vehides $ 34,737
Accumulated depredation (34,737)
Net book value $ -

The Commission has certain long-term obligations related to its operations of various fadilities. The
schedule below details the changesin those obligations during the year ended September 30, 2015:

Balance Balance
¥ 30/ 2014 Additions Reductions ¥ 30/2015
Capital leases $ 6754 $ - $ 6754 $ -
Seenger bond obligation 437,934 - 125,124 312,810
Total amounts 3 444688 § - $ 131,878 $ 312,810

The Commission's Saenger bond obligation originated upon the Commission's assumption of
operations of the Theater in 1998 and its agreement to fund the cost of certain renovations made
by the Qity. Pursuant to its agreement with the City, the Commission is required to make monthly
payments of $10,427 through March 2018, which approximates the Cty's debt service
requirements related to the renovation cost incurred. The Commission's payments to the Gty
during the year ended September 30, 2015 totaled $125,124. Future payments to the Gty under
this agreement are as follows:

Year ending September 30, Prindpal
2016 $ 125,124
2017 125,124
2018 62,562

$ 312,810

The Gty entered into a contract with the Hattiesburg Convention Commission and the Hattiesburg
Tourism Commission during fiscal year 2010 for the management of the Hattiesburg Zoo at Kamper
Park. In May 2012, a new agreement was entered into with the Convention Commission that
aflowed for the Commission to accept full finandial responsibility for any subsidy requirement
necessary for operations of the Hattiesburg Zoo, thus ending the monthly management fee as
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NOTE 19: DISCRETH.Y PRESENTED COMPONENT UNIT (Continued)

oontained in the original contract. Sx months prior to the end date of the contract (September 30,
2020), all parties agree to review the finandal status of the Zoo operations to consider whether any
revisions to the finandal plan are necessary.

During the year ended September 30, 2015, the Hattiesburg Convention Commission contracted for
certain capital projects. The Commission transferred completed construction projects totaling
$118,674 to the Qty, which are reflected in capital assets of the Gty as of September 30, 2015.

NOTE20: SUBSRQUENT BVENTS

Management has evaluated subsequent events after the financial statement date of September 30,
2015 through November 28, 2017, which is the date the finandal statements were available to be
issued. Sgnificant subsequent events are described below.

Issued Debt and Financing Agreements

Subsequent to the year ended September 30, 2015, the Gty has entered into additional debt
agreements as follows:

General Obligation Water and Sewer Refunding Bonds, Series 2015, for defeasance of
General Obligation Water and Sewer Bonds dated 2009, par amount of $4,605,000,
maturities through 2024, interest at 2%-3%

General Cbligation Refunding Bonds, Series 2015, for defeasance of General Pool Loan
Refunding Bonds, Series 2009, par amount of $5,400,000, maturities through 2021, interest
at 2%3%

] General Obligation Refunding Bonds, Series 2016, for defeasance of MDB Spediat Qbligation
Bonds, Series 2006 W&S par amount of $7,125,000, maturities through 2021, interest at
1.6%

(5 General Obligation Notes, principal of $2,000,000 to be funded in various draws, five-year
term, interest at 1.49% See also “Major Projects — Public Safety Complex”.

[T} Certificates of Participation, principal of $5,300,000, maturities through 2035, interest at
3%5% See also “Major Projedts - Public Safety Complex”.

Taxable Tax Increment Limited Cbligation Bonds, Series 2015, Hattiesburg Ginic Midtown
District Project, prindpal of $845,000, maturities through 2030, interest at 4%

Taxable Tax Increment Limited Cbligation Bonds, The Ridge at Turtle Oreek Project, Series
2015-A, princpal of $1,225,000, maturities through 2030, interest at 5.5%

Taxable Tax Increment Limited Obligation Bonds, Midtown Market Project, Series 2015-B,
prindpal up to $210,000, maturities through 2030, interest at 5.5%
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NOTE 20: SUBSBQUENT EVENTS (Continued)

Taxable Tax Increment Limited Obligation Bonds, Whispering Fines Retirement Community
Project, princpal of $3,021,000, maturities through 2031, interest at 4%4.75%

[ Mississippi Development Bank Taxable Sedial Obligation Water and Sewer revenue bonds,
Series 2018, prindpal of $25,000,000, maturities through 2026, interest at 3.03%
collateralized by pledged Water and Sewer System net revenues and therefore subject to
parity provisions of the Oty's outstanding revenue bonds, to provide funding for the Gty's
wastewater treatment construction project.

Caopital lease, 2015 Ferrarra Fre Apparatus Ladder Trudk lease purchase, prindpal of
$764,229, maturing August 2020, interest at 1.63% required Qty’s passage of resolution
stating it did not antidpate issuing more than $10 million in General Obligation debt or
other debt falling under the 1986 Federal Tax Bill's definition of qualifying debt during the
calendar year the lease was funded.

Lease purchase under MDA Energy Efidency Lease Program for certain expenditures and
related services pursuant to an energy savings performance contract, prindpal of
$7,528,000, maturing August 2032, interest at 2.575% Gty has right to purchase all, but
not less than all, leased equipment pursuant to a purchase option which commences in
August 2017. Cost of option exerdse is based on a payment schedule established under the
agreement, which decreases from $7,767,356 at commencement in 2017 to $1 at lease
expiration in 2032. See additional information below in the section captioned “Energy
Savings Performance Contract”.

The Gty also entered into ajong-term capital lease in the amount of $1,923,000 for the purchase of
ten sanitation trucks. The lease maturesin 2019 and bearsinterest at 1.59%

Commitmentsfor Additional Debt

The Gty also approved limited obligation tax increment finandng bonds that have not yet been
issued, as follows:

[ Corner Market Project, principal up to $1,500,000, 20-yr term

{7 Hardy South Project , prindpal up to $1,000,000, term up to twenty years

Midtown Bam Arms Project, prindpal up to $9,000,000, term up to fifteen years; to be
partially secured by sales tax revenues.

The Gty also approved an intent to issue general obligation Water and Sewer bonds and/or enter
into aloan agreement with the Mississippi Development Bank in an amount up to $60,000,000. The
proceeds of any such debt issuance would be used for improvements, repairs, and extension of the
Combined Water and Sewer System. This project would encompass certain portions of system
rehabilitation mandated by the MDEQ. This debt, if issued, would be payable solely from revenues
derived from System operations, and payments would be made over a period not to exceed thirty
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NOTE 20: SUBSEQUENT EVENTS (Continued)

years. The Qty originally antidpated issuance of this debt in March 2016. However, no such
issuance had occurred as of November 29, 2017, and no such issuance is expected in the near term.
See additional disdosures below regarding the Mississippi Department of Environmental Quality
Consent Order.

Mississippi Department of Environmental Quality Consent Order - Sipulated Order Terminating
Amended Consent Judgment

Subsequent to September 30, 2015, the MDBQ Agreed Order was further amended. The Qty failed
to meet certain milestones and incurred penalties during the 2016 fiscal year totaling $319,500. In
addition, the Qty has incurred costs totaling over $8 million since September 30, 2015 related to its
comprehensive sewer rehabilitation project mandated under the agreed order. However, in August
2017, GRN, the Gty and MDEQ, the parties involved in the rehabilitation and improvement of the
Qty's sewer system mandated under the Amended Agreed Order, negotiated a settlement.
Pursuant to this settlement, a conditional Stipulated Order Terminating Amended Consent
Judgment (the Ripulated Order) was entered on August 23, 2017. Terms of the Sipulated Order
indude submission of a revised permit request for the South Lagoon which incorporates certain
monitoring requirements. Upon issuance of the amended permit and entry of a separate Agreed
Order by the Mississippi Commission on Environmental Quality establishing a stipulated penalty of
$1,500 per day for future violations, the Amended Consent Judgment will automatically terminate.
The stipulated order further requires the Gty to provide certain effluent and performance
information to GRN for a limited time.

As a result, the litigation aspect of this matter is conditionally conduded, and the Qty is also
conditionally no longer liable for unpaid fines, penalties or construction obligations under the
Amended Consent Judgment, subject to the Oty complying with terms of the Qipulated Order. The
Sipulated Order predudes the (ty from having to immediately move forward to construct a fully
mechanical wastewater treatment plant at an estimated cost exceeding $150 million, as was
required by the Amended Consent Judgment. As a result of relief granted under the Sipulated
Order, the Qty will suspend certain project elements that were in development and design stages
as of September 30, 2015. Therefore, preliminary costs associated with such suspended projects
have been recognized as expense by the Qty as of September 30, 2015 rather than as capital asset
construction in progress The Gty expects that it will continue its efforts to improve the
performance of the existing lagoon treatment system and also expects that modifications to the
system may be recommended, potentially requiring additional capital outlays. However, the cost of
any such improvements and modifications is not determinable at this time.
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Water and Sewer Rate Sudy

Subsequent to the year ended September 30, 2015, the Gty entered into an agreement to obtain a
water and sewer rate study, induding analyses of current and future revenue requirements and
cost of service. The purpose of this study was to determine the basis for and amounts of any
necessary rate adjustments.

Sewer Ordinance

On September 6, 2016, subsequent to the 2015 fiscal year-end, the Gty adopted an ordinance
amending its rates and charges for sanitary sewer service. Adopted rate changes established
increases to be phased in over the period from September 1, 2016 through September 1, 2019. In
addition, contractual sewer revenues not based directly upon water volume are attributed 35%to
debt service and 65% to operations and maintenance pursuant to the ordinance. The ordinance
took effect immediately upon adoption.

Sewer Treatment Contracts with Entities Outside the Gty Limits

On September 6, 2016, subsequent to the end of the 2015 fiscal year, the Qty adopted a model
contract for sewer franchises outside the Gty limits, increasing sewer rates charged in accordance
with the state statute at section 21-27-39 of the Mississippi Code, Annotated. Entities outside the
Cty had historically enjoyed sewer treatment rates much lower than those paid by customers inside
the Qty. The Qty later notified affected entities that it was terminating any previous agreements
and requested that they enter into the new model agreement with the inaeased rate. While this
matter is not currently under litigation, responses to the Qty's requests have varied. In &y 2017,
the newly elected Gty Coundil voted to maintain the Qty's position refated to the model agreement
and to request all entities to either enter into the new agreement or make other plans to manage
their wastewater disposal. The Qty is moving forward with a process of written notification of this
dedision.

Grants

The Qty has received approximately $6 million in Federal and Qate grant funding for various

services and programs, including various road, airport, transit and transportation projects, aswell as
other projects and entitlements. Matching requirements vary by grant.
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NOTE 20: SJB@UB‘ITB/B‘JTS(Q)MMUG@)
Litigation and Subsequent Qaims

Petal Sewer Rate Litigation Settlement

In January 2016, subsequent to the end of the 2015 fiscal year, the Gty and the Gity of Petal settled
a lawsuit over rate increases imposed by the Gty for treatment of Petal's wastewater. Upon
acceptance of terms of the settlement, the case was dismissed with prejudice by the Court, ending
further daims in this matter. The settlement agreement has an initial term of ten years, expiring
December 31, 2025, and a renewal term of five years, expiring December 31, 2030. #t then
continues in effect from year to year unless either party provides written notice of termination at
least one year in advance of the respective fiscal year-end.

The agreement established an initial interim rate to be charged from January 1, 2016 through
September 30, 2016 of $0.90 per thousand galions, based on actual metered volume.

Under the terms of the agreement, rates are determined based on a stated formula for calculating
Petal's proportionate share of specified wastewater system operating costs. The agreement aiso
indudes provisions related to metering, testing, regulations, and procedures. Mathematical rate
calaulations will be performed annually by a designated independent engineer based on certain
factors, induding future capital costs of utility improvement, chemical analysis, biological oxygen
demand, chemical oxygen demand, and other aiteria. Rate adjustments will be effective for the
upcoming fiscal year. Retes for the initial interim period, from January 1, 2016 through September
30, 2016, were set at $0.90 per thousand gaflons of wastewater received into the Qty's system,
based on actual metered volume. For subsequent periods, the settlement rates will adjust annually
based on specified mathematical formulas and methodology, calculated by a designated
independent engineer. However, because of uncertainties regarding anticipated capital costs of
future sewage treatment based on the Qty's plans, related cost elements necessary for annual rate
calculation were not determinable for the annual period beginning October 1, 2016. The Gty of
Petal dealt directly with the court-appointed neutral engineer and filed a motion to enforce the
settlement agreement. in September 2016, the Court ordered a new and reduced interim rate of
$0.83 per thousand gallons treated. This rate is presumed to be effective until all data is available
to permit rate calaulation pursuant to the mathematical formula spedified in the settiement
agreement, and neither the date when such data will become available nor the effeds on
subsequent rate calculations is determinable as of November 29, 2017.

The initial interim rate established under the settlement agreement was approximately 36% more
than the rate that had been paid by the Oty of Petal during the course of the litigation. The
reduced rate described above is approximately 8% less than the initial interim rate per the
settiement.
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Groundworx Litigation Condusion

During the year ended September 30, 2014, Groundworx, LLCfiled a complaint against the Gty for
breach of contract and injunctive relief related to a contract for treatment of wastewater. As
subsequently amended, this complaint alleged that the Gty failed to perform certain acts to enable
Groundworx to obtain finanding necessary to fulfill its contract obligations and seeks $6,266,753
plus attorney fees and expenses. In December 2014, this case was dismissed with prejudice by the
Chancery Court, and the case was appealed by Groundworx to the Mississippi Supreme Court.
Subsequent to the end of fiscal year 2015, the Supreme Court affirmed the lower court ruling
dismissing the lawsuit against the Gty, thereby conduding the matter.

Precision Construction, LLCLitigation Condusion

Qubsequent to the fiscal year ended September 30, 2015, the ity fully satisfied its obligation under
the 2014 judgment nunc pro tunc of the Precision Construction, LLCcase. In conduding this matter,
the Qty paid amounts accrued as of September 30, 2015 totaling $925,951 and additional
subsequent period interest totaling $47,448.

Wrongful Conviction and Imprisonment

Subsequent to year-end, a wrongful conviction lawsuit in which the Gty was named as a defendant
was settled at a cost to the Gty of $150,000. This liability was recognized and accrued by the Gty as
of September 30, 2015 as a recognized subsequent event.

Personal Injury Case

Subsequent to September 30, 2015, the (ty settled a case of alleged excessive force case relating
to an inddent in which an individual sustained quadriplegia. Defense of this matter was conducted
through the Mississippi Munidpal Service Company, which provides the Gty's liability insurance.
Pursuant to the settlement, the Qty incurred no costsin excess of insurance coverage.

Annexation

The Gty isin the process of expanding its corporate fimits through the process of annexation which,
pursuant to Sate law, requires Chancery Court ratification of the Qty's adopted ordinance. In
conjunction with its annexation activities, the Qty is party to various litigation with Lamar County,
the Qty of Petal, and Bellevue Incorporators. The outcome of these cases and effects on annexation
endeavors is not determinable due to the early stages of the matters.
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Ad Valorem Tax Exemption

Subsequent to September 30, 2015, the Gty was named as a defendant, along with Forrest County,
in an action by Kohler (o. seeking significant tax exemptions beyond the ten-year exemptions
permitted by statute. The case isin its early stages and therefore no probability of outcome can be
predicted.

Matters Related to Funding

Subsequent to September 30, 2015, certain Federal and Qate grant reimbursements were delayed
because of delinquency in submission of Gty annual finandal reports. In addition, the Gty’s credit
rating was suspended in November 2016.
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Qty of Hattiesburg, Mississippi
Schedule 1 - Schedule of Expenditures of Federal Awards
Year Ended September 30, 2015

Federal CFDA  Pass-Through Entity Federal
Federal Grantor/ Pass-Through Grantor/ Program or Quster Title Number Identifying Number Expenditures
U.S Department of Housing and Urban Development
Pass-Through Programs From:
CGovernor's Department of Housing and Urban Development
CDBGEntitlement Grants - Quster:
Community Development Block Grants/ Entitiement Grants 14.218 MGC-28-0006 $ 464,912
Total - CDBG Entitlement Grants Quster 464,912
Home investment Partnerships Program 14.239 MGC-28-0201 282,837
Pass-Through Programs From:
Mississippi Development Authority
Community Development Blodk Grants/ Qate's Program:
Katrina Community Revitalization - USA Yeast Wastewater Pretreatment 14.228 R-103-205-03-KED 474,084
Total Community Development Block Grants/ Qate's Program 474,084
Pass-Through Programs From:
Community Challenge Planning Grants and Department of Transportation's
Tiger Il Flanning Grants 14.704 QCPMSD01410 1,787
Total U.S Department of Housing and Urban Development
Pass-Through Programs 1,223,620
Gontinued

The accompanying notes are an integral part of this schedule.
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(ty of Hattiesburg, Mississippi
Schedule 1 - Schedule of Expenditures of Federal Awards

Year Ended September 30, 2015

Federal CFDA  Pass-Through Entity Federal
Federal Grantor/ Pass-Through Grantor/ Program or Quster Title Number IdentifyingNumber  Bxpenditures
U.S Department of Justice
Pass-Through Programs From:
Office of Justice Programs

OVWW Technical Assistance Initiative 16.526 13-WR-AX-0011 $ 16,116

OVW Technical Assistance Initiative 16.526 14-WF-AX-0020 4,938

21,054

Edward Byrne Memorial Justice Assistance Grant Program 16.738 2013-DJ-BX-0931 5775

Bulletproof Veest Partnership Program 16.607 16,373
Criminal and Juvenile Justice and Mental Health Collaboration Program -

Jil Diversion Projedt Grant 16.745 2014-MO-BX-0030 23,046

Total U.S Department of Justice Pass-Through Programs 66,248

Continued

The accompanying notes are an integral part of this schedule.
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Schedule 1 - Schedule of Bxpenditures of Federal Awards
Year Ended September 30, 2015

Federal CFDA  Pass-Through Entity Federal
Federal Grantor/ Pass-Through Grantor/ Program or Quster Title Number Identifying Number _ Expenditures
U.S Department of Transportation
Federal Aviation Administration
Airport Improvement Program 20106 3-28-0031-0020-2013 % 59,385
Airport Improvement Program 20106 3-28-0031-0021-2014 (8,581)
Airport Improvement Program 20.106 3-28-0031-0021-2015 1,956,980
Total - Federal Aviation Administration Direct Programs 2,007,784
Federal Transit Administration
Federal Transit Quster:
Federal Transit Formula Grants:
Mass Transit Preventative 20.507 MS-90-0090 149,267
Mass Transit Capital 20.507 MS-90-X090 16,000
Mass Transit Operating 20.507 MS-90-4086 171,603
Mass Transit Preventative 20.507 MS-90-4090 187,850
Total - Federal Transit Formula Grants 524,720
Tota - Federal Transit Quster 524,720
Total U.S Department of Transportation Direc Programs 2,532,504
Continued

The accompanying notes are an integral part of this schedule.



(ty of Hattiesburg, Mississippi
Schedule 1 - Schedule of Expenditures of Federal Awards
Year Ended September 30, 2015

Federa CFDA Pass-Through BEntity Federal
Federal Grantor/ Pass-Through Grantor/ Program or Quster Title Number Identifying Number Expenditures
U.S Department of Transportation (Cont.)
Federa Highway Administration
Pass-Through Programs From:
Mississippi Department of Transportation
Highway Flanning and Construction Quster:
Metropolitan Planning Organization 20.205 MS-80-0002/ 202304- 101000 $ 169,142
Urban Youth Corps Trangportation BEnhancement Project 20205 STP-9999-0(037)/ 107078-307000 29,591
Transportation Ehhancement- Broadway, Pine, Mobile &

Bouie Sreets 20.205 STP-0018-00(029)/ 106346-701000 1,902
Transportation Enhancement-34th Ave 20.205 STP-0210-00(026)/ 106412-701000 49,649
Fourth Sreet Improvements 20.205 HPP-8750-00(003)/ 104873/ 801000 68,099
SHfe Routesto Sthools Project (Woodley) 20.205 SRSP-0210-00(024) 92,922
Western Beltway 2,206 STPD-8776-00(004)/ 105844/ 811000 13,728

Total - Hghway Planning and Construction Quster 425,033
National Hghway Trafic Sefety Administration
Pass-Through Programs From:
Office of Highway Safety
Aloohol Open Container Requirements 20.607 15-ST1-2151 92,463
Total - Office of Highway Sifety 92,463
Total U.S Department of Transportation Pass-Through Programs 517,496
Total U.S Department Transportation 3050000

Continued

The accompanying notes are an integral part of this scheduie.
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Schedule 1 - Shedule of Bxpenditures of Federal Awards
Year Ehded September 30, 2015

Federa CFDA  Pass-Through Entity Federal
Federal Grantor/ Pass-Through Grantor/ Frogram or Quster Title Number Identifying Number Expenditures

U.S Department of Health and Human Services

Pass-Through Programs From:
Mississippi Bureau of Narcotics
HIDTA-High Intensity Drug Trafficking Areas Program 95.001 G13G00003A $ 14,166
Total U.S Department of Health and Human Services Pass-Through Programs 14,166

U.S Department of Homeland Security

Pass-Through Programs From:
Mississippi Office of Homeland Security:
Homeland Security Grant Program 97.067 13H205T 7,158
Total Office of Homeland Security Pass-Through Programs 7.158
Pass-Through Programs From:
Mississippi Emergency Management Agency
Disagter Gants- PublicAssistance (Presidentially Dedared Disasters) 97.036 FEMA-4101-DRMS 14,759
Tota Mississippi Emergency Management Agency Pass-Through Programs 14,759
Total U.S Department of Homeland Security Pass-Through Programs 21,917
Total Expenditures of Federal Awards $ 437591

Conduded

The accompanying notes are an integral part of this schedule.
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Notesto Schedule of Expenditures of Federal Awards

NOTE 1: BASSOF PRESENTATION

The accompanying schedule of expenditures of federal awards (the Shedule) indudes the federal
grant expenditure activity of the Gty of Hattiesburg under programs of the federal government for
the year ended September 30, 2015. The information in this schedule is presented in accordance with
the requirements of the Office of Management and Budget (OMB) Grcular A-133, Audits of Sates,
Local Governments, and Non-Profit Organizations. Because the Shedule presents only a selected
portion of the operations of the Gty of Hattiesburg, it is not intended to and does not present the
finandial position, changesin net assets, or cash flows of the Gty of Hattiesburg.

NOTE2: SUMMARY OF SGNIACANT ACCOUNTING POLIGES

Bpenditures

Bpenditures reported on the Shedule are reported on the accrual basis of accounting. Such
expenditures are recognized following the ocost prindples contained in OMB Grcular A-87, Cost
Prindples for Sate, Local, and Indian Tribal Governments, wherein certain types of expenditures are
not allowable or are limited as to reimbursement. Therefore, some amounts presented in this
schedule may differ from amounts presented in, or used in the preparation of, the basic finandal
statements.

Pass-Through Entity Identifying Numbers

Pass-through entity identifying numbers are presented when available.

NOTE 3: PAYMBNTSMADE TO SUBREOPIENTS
Federal funds provided to subredpients from the Community Development Block Grants/Qate's

Program and from the Home Investment Partnerships Program during the year ended September 30,
2015 totaled $132,322 and $58,508, respectively.
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INDEPENDENT AUDITORS REPORT ON INTERNAL QONTROL
OVER ANANUAL REPORTING AND ON COMPUANCEAND
OTHER MATTERS BASED ON AN AUDIT OF ANANCGAL
STATBVIBNTS PERFORMED IN ACCORDANCEWITH
GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and Members of the Qty
Coundil Gty of Hattiesburg, Mississippi

We have audited, in accordance with the auditing standards generally accepted in the United States
of America and the standards applicable to finandal audits contained in Government Auditing
Sandards issued by the Comptroller General of the United Sates, the finandal statements of the
governmental activities, the business-type activities, the discretely presented component unit, each
major fund, and the aggregate remaining fund information of the Gty of Hattiesburg, Mississippi, as
of and for the year ended September 30, 2015, and the related notes to the finandal statements,
which collectively comprise the Gty of Hattiesburg, Mississippi’s basic finandal statements, and
have issued our report thereon dated November 29, 2017.

Internal Control Over Anandal Reporting

In planning and performing our audit of the finandal statements, we considered the Gty of
Hattiesburg, Mississippi's internal control over finandal reporting (internal control) to determine
the audit procedures that are appropriate in the crcumstances for the purpose of expressing our
opinions on the finandal statements, but not for the purpose of expressing an opinion on the
effectiveness of the Gty of Hattiesburg, Mississippi's internal control. Accordingly, we do not
express an opinion on the effectiveness of the Gty of Hattiesburg, Mississippi'sinternal control.

Qur consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiendes in internal control that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiendes may exist that were not identified. However, as described in the accompanying
schedule of findings and questioned costs, we identified certain defidendies in internal control that
we consider to be material weaknesses and significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a deficiency,
or a combination of deficiendes, in internal controf such that there is a reasonable possibility that a



material misstatement of the entity's finandal statements will not be prevented, or detected and
corrected on a timely basis. We consider each of the defidendes described in the accompanying
schedule of findings and questioned costs as items 2015-001 through 2015-018 to be a material
weakness.

A significant defidency is a defidency, or a combination of defidendes, in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged
with governance. We oconsider the defidendes pertaining to the Highway Fanning and
Construction Program as described in the accompanying schedule of findings and questioned costs
asitem 2015-016 to be significant defidendes.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Oty of Hattiesburg, Mississippi's
finandal 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 finandal 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 disdosed
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards and which are described in the accompanying schedule of findings and
questioned costs asitems 2015-011 through 2015-018.

Gty of Hattiesburg's Response to FAindings

The Gty of Hattiesburg, Mississippi’s response to the findings identified in our audit is described in
Appendix Ato the accompanying schedule of findings and questioned costs. The Gty of Hattiesburg,
Mississippi's response was not subjected to the auditing procedures applied in the audit of the
finandal statements and, accordingly, we express no opinion on it. Qur rebuttal to the Gty's
response is presented as Appendix B to the accompanying schedule of findings and questioned
costs.

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
Qty’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Sandards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

&w, 'Qtﬁv £ Jnym«), Le.c

CARR RIGGS& INGRAM, LLC

Ridgeland, Mississippi
November 29, 2017
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INDEPENDENT AUDITORS REPORT ON QOM PUANCE FOR
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
QOMPLUANCE REQUIRED BY OMB OQRQULARA-133

To the Honorable Mayor and Members of the Gty
Coundl Gty of Hattiesburg, Mississippi

Report on Compliance for Each Major Federal Program

We have audited the Gty of Hattiesburg, Mississippi's compliance with the types of compliance
requirements described in the OMB Grcular A-133 Compliance Supplement that could have a direct
and material effect on each of the Gty of Hattiesburg, Mississippi's major federal programs for the
year ended September 30, 2015. The Qty of Hattiesburg, Mississippi's major federal programs are
identified in the summary of auditors’ results section of the accompanying schedule of findings and
questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts,
and grants applicable to its federal programs.

Auditors Responsibility

Qur responsibility is to express an opinion on compliance for each of the Oty of Hattiesburg,
Mississippi’'s major federal programs based on our audit of the types of compliance requirements
referred to above. We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United Sates of America; the standards applicable to finandal audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
Sates; and OMB Orcular A-133, Audits of Qates, Local Governments, and Non-Profit Organizations.
Those standards and OMB Crcular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program occurred.
An audit indudes examining, on a test basis, evidence about the Gty of Hattiesburg, Mississippi’s
compliance with those requirements and performing such other procedures as we considered
necessary in the arcumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major
federal program. However, our audit does not provide a legal determination of the Gty of
Hattiesburg, Mississippi's compliance.



Basis for Qualified Opinion on the Community Development Block Grants/ Entitlement Grants
Program

As destribed in the accompanying schedule of findings and questioned costs, the Qty of
Hattiesburg, Mississippi did not comply with requirements regarding OFDA 14.218 Community
Development Block Grants/Entitlement Grants Program as described in Finding 2015-012 for
Subredipient Monitoring, Finding 2015-013 for Federal Bpenditure Management of Costs and
Reimbursements, and HRnding 2015-017 for Equipment and Real Property Management.
Compliance with such requirements is necessary, in our opinion, for the Gty of Hattiesburg,
Mississippi to comply with the requirements applicable to that program.

Qualified Opinion on the Community Development Block Grants/ Entitlement Grants Program

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion
paragraph, the Gty of Hattiesburg, Mississippi complied, in all material respects, with the types of
compliance requirements referred to above that could have a direct and material effect on the
Community Development Block Grants/ Entitlement Grants Program for the year ended September
30, 2015.

Basis for Qualified Opinion on the Airport Improvement Program

As described in the accompanying schedule of findings and questioned costs, the Gty of
Hattiesburg, Mississippi did not comply with requirements regarding CFDA 20.106 Airport
Improvement Frogram as described in Anding 2015-014 for Reporting. Compliance with such
requirements is necessary, in our opinion, for the Oty of Hattiesburg, Mississippi to comply with the
requirements applicable to that program.

Qualified Opinion on the Airport Improvement Program

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion
paragraph, the Gty of Hattiesburg, Mississippi complied, in all material respects, with the types of
compliance requirements referred to above that could have a direct and material effect on the
Airport Improvement Program for the year ended September 30, 2015.

Basis for Qualified Opinion on the Highway Planning and Construction Program

As desibed in the accompanying schedule of findings and questioned costs, the Gty of
Hattiesburg, Mississippi did not comply with requirements regarding CFDA 20.205 Highway
Panning and Construction Program as desaribed in Finding 2015-011 for Cash Management.
(ompliance with such requirements is necessary, in our opinion, for the Qty of Hattiesburg,
Mississippi to comply with the requirements applicable to that program.
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Qualified Opinion on the Highway Planning and Construction Program

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion
paragraph, the Gty of Hattiesburg, Mississippi complied, in all material respects, with the types of
compliance requirements referred to above that could have a direct and material effect on the
Highway Planning and Construction Program for the year ended September 30, 2015.

Unmodified Opinion on the Community Development Block Grants/ Sate’s Program and Non-
Entitlement Grantsin Hawaii Program

In our opinion, the Gty of Hattiesburg, Mississippi complied, in all material respects, with the types
of compliance requirements referred to above that could have a direct and material effect on the
Community Development Block Grants/Sate’s Program and Non-Entitiement Grants in Hawaii
Program identified in the summary of auditors’ results section of the accompanying schedule of
findings and questioned costs for the year ended September 30, 2015.

Other Matters

The results of our auditing procedures disdosed other instances of noncompliance, which are
required to be reported in accordance with OMB Qrcular A-133 and which are described in the
accompanying schedule of findings and questioned costs as Findings 2015-015 through 2015-018.
Qur opinion on each major federal program is not modified with respect to these matters.

The Gity's response to the noncompliance findings identified in our audit is described in Appendix A
to the acoompanying schedule of findings and questioned costs. The Gty of Hattiesburg,
Mississippi’'s response was not subjected to the auditing procedures applied in the audit of
compliance and, acoordingly, we express no opinion on the response. Qur rebuttal to the Gty's
response is presented as Appendix B to the accompanying schedule of findings and questioned
costs.

Report on Internal Control over Compliance

Management of the Gty of Hattiesburg, Mississippi is responsible for establishing and maintaining
effective internal control aver compliance with the types of compliance requirements referred to
above. In planning and performing our audit of compliance, we considered the Qty of Hattiesburg,
Mississippi's internal control over compliance with the types of requirements that could have a
direct and material effect on each major federal program to determine the auditing procedures that
are appropriate in the drcumstances for the purpose of expressing an opinion on compliance for
each major federal program and to test and report on internal control over compliance in
accordance OMB Graular A-133, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the Gty of Hattiesburg, Mississippi's internal control over compliance.

Qur consideration of internal control over compliance was for the limited purposes described in the
preceding paragraph and was not designed to identify all deficdendes in internal control over



compliance that might be material weaknesses or significant deficiendes and therefore, material
weaknesses or significant defidendes may exist that were not identified. However, as discussed
below, we identified certain defidendes in internal control over compliance that we consider to be
material weaknesses and significant defidendes.

A defidency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normai course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a defidency, or combination of deficiendes, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, detected and corrected, on a
timely basis. We consider the defidendes in internal control over compliance described in the
accompanying schedule of findings and questioned costs as Findings 2015-011 through 2015-018 to
be material weaknesses.

A significant deficiency in internal control over compliance is a defidency, or a combination of
defidendes, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet
important enough to merit attention by those charged with governance. We consider the
defidendes in internal control over compliance described in the accompanying schedule of findings
and questioned costs as Anding 2015-016 to be significant defidendes as they pertain to the
Highway Ranning and Construction Program.

The Oty of Hattiesburg, Mississippi’s response to the internal control over compliance findings
identified in our audit is described in Appendix A to the accompanying schedule of findings and
questioned costs. The Qty of Hattiesburg, Mississippi’s response was not subjected to the auditing
procedures applied in the audit of compliance and, accordingly, we express no opinion on the
response. Qur rebuttal to the Qty's response is presented as Appendix B to the accompanying
schedule of findings and questioned costs.

The purpose of this report on internal control over compliance is solely to describe the scope of our

testing of internal control over compliance and the results of that testing based on the
requirements of OMB Grcular A-133. Accordingly, this report is not suitable for any other purpose.

C&W, /?L.??u .E‘ J;W_, La.q

CARR RGGS& INGRAM, LLC

Ridgeland, Mississippi
November 29, 2017
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Gty of Hattiesburg, Mississippi

Schedule 4 - Schedule of Findings and Questioned Costs

For the year ended September 30, 2015

ggion I: Simmary of Auditors' Results

Fnandal Statements
Type of auditor's report issued:

Opinion Unit Opinion
Governmental Adtivities Qualified
Business-type Activities Qualified
Discretely Presented Component Unit Unmodified
General Fund Unmodified
Aggregate Remaining Governmental Funds Unmodified
Combined Water and Sewer System Qualified
Internal control over financial reporting:
Material weakness identified? Yes
Sgnificant deficiency identified not considered to be a material
weakness? Yes
Noncompliance material to financial statements noted? Yes
Federal Awards
Internal control over major programs:
Material weakness identified? Yes
Sgnificant deficiency identified not considered to be a material
weakness? Yes
Type of auditor's report issued on compliance for major programs:
Community Development Block Grants/ Entitlement Grants Qualified
Airport Improvement Program Qualified
Highway Ranning and Construction Qualified
Community Development Block Grants/ Sate’s Program and
Non-Entitlement Grants in Hawaii Unmodified
Any audit findings disclosed that are required to be reported in
Accordance with Grcular A-133, Section .510(a)? Yes



(ty of Hattiesburg, Mississippi
Schedule 4 - Schedule of Findings and Questioned Costs

Section |: Summary of Auditors' Results (Continued)

Identification of major programs:

DA Numbers Name of Federal Program or Quster
ODBG Entitlement Grants Quster:
14.218 Community Development Block Grants/ Entitiement Grants
14.228 Community Development Block Grants/ Sate’s Program
and Non-Entitlement Grantsin Hawaii
20.106 Airport Improvement Frogram
20.205 Highway Ranning and Construction

Doilar threshold usad to distinguish between Type A
and Type Bprograms: $300,000

Auditee qualified as low-risk auditee? No

Section |I: inandal Satement Fndings

Fnding:
Anding # 2015-001 ~ Entity-Level Control Environment and Risk Assessment Processes

FAnding Type: Material Weakness

Qriteria:

The Committee of Sonsoring Organizations of the Treadway Commission (COS0) developed a
mode! for evaluating controls that has been adopted as the generally acoepted framework for
internal control and is widely recognized as the definitive standard against which organizations
measure the effectiveness of their systems of internal control. Under the GO0 framework,
organizational structure, assignment of authority and responsibility, estimating the potential
significance of risks refevant to achievement of finandial reporting objectives, and responding to
such risks represent elements of entity-level internal controls.

Condition:

The Qty did not timely initiate or make substantial progress in implementation of corrective actions
in response to material weaknesses and significant deficendies in internal control identified in its
finanaal statement audit for the year ended September 30, 2014,
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(ty of Hattiesburg, Mississippi
Schedule 4 - Schedule of Findings and Questioned Costs

Section |I: Finandal Satement Fndings (Continued)

Fnding # 2015-001 - Entity-Level Control Environment and Risk Assessment Processes
(Continued) :

Context:

In accordance with the QOSO Framework, the control environment and risk assessment processes
represent entity-level components of the Qty's internal control system. Entity-level components
generally have a pervasive effect on the overall system of internal control through influence on
design and operating effectiveness of other control adtivities. The Qty's control environment and
risk assessment processes directly affect its ability to achieve effective internal controls over
activities involved in the finandal reporting process.

During the course of our audit as of September 30, 2014, we identified certain material weaknesses
and significant deficiendes in internal control. The Gty developed a corrective action plan in
response to those findings and related recommendations, but as of the date of this report had not
commenced significant corrective action activities.

Cause:

The Qty’s organizational structure, depth of resources of personnel with suitable knowledge and
skill in finandal reporting, and process for evaluating and addressing risks related to financial
reporting result in entity-level control weaknesses that adversely affect the level of attention given
to existence and causes of known defidendes in internal controls.

Bfect:

Previously identified material weaknesses and significant deficiencies in internal control, along with
other defidendes, continue unmitigated. The continuation of those weaknesses has compounded
the effects of those defidendes, since additional activity has occurred and time has lapsed outside
an effective internal control framework. As data grows stale, ability to detect and correct errors
diminishes. Further, until known deficiencies are addressed, risks are not contained and the extent
of consequences may continue to develop. Thus, failure to implement timely effective corrective
actions to address internal control deficiendes has further exposed the finandal reporting process
to risk of material misstatement.

Recommendation:

The Gty Goundl and Administration should immediately take steps to implement corrective actions
for identified material weaknesses and significant defidendes in internal controls. Periodic updates
on progress of corrective actions should be made to the Oty Coundl and Administration. Revisions
to corrective action plans and additional actions should be taken as appropriate in response to
progress and ongoing risk assessment activities.

In addition, the Gty should assess its overall control environment and risk assessment processes
and develop a spedfic pian to address weaknesses and enhance effectiveness. A spedfic timeframe
for this assessment and revision process should be established, and resulting procedures should be
formally documented and approved.
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Qty of Hattiesburg, Mississippi
‘Schedule 4 - Scheduie of Aindings and Questioned Costs

Section Il Anandal Satement Findings {Continued)

Finding #. 2015-001 — Bntity-Level Control Environment and Risk Assessment Processes
(Continued)

Views of Responsible Offidals:
The Qty's Corrective Action Plan is presented on page 146.

Fnding: -
Finding #: 2015-002 - Entity-Level Information, Communication and Monitoring
Finding Type: Material weakness

Criteria:

The Gty is subject to complex finandal reporting requirements under U.S generally accepted
accounting principles. in order to meet its finandial reporting responsibilities, the Gty must employ
an effective system of internal accounting procedures and controls in order to appropriately
identify information and activity that impacts the finandal statements, then capture, maintain,
monitor, and properly report that information in the form of its general purpose financial
statements. As established under the COSO framework, information, communication, and
monitoring processes are entity-level internal control components.

Internal acoounting procedures and controls over informaticn, communication, and monitoring
should be sufficient to ensure that the Qty:

effectively communicates internally and with outside parties to ensure that appropriate
personnel remain apprised of activities and factors affecting the Gty and its finandial
reporting process and responsibilities,

(] capturesrelevant, high-quality information pertaining to such activities and factors;

assesses information for relevance to and impact on the finandal reporting process;

assimilates that data into an established process to maintain and monitor compliance with
legal, regulatory, and contractual requirements and to achieve timely completion of its
CAFR

Condition:

The Qty's finandal reporting system lacks suffident depth and structure to ensure that all relevant
information is timely identified, communicated to appropriate finandal and accounting personnel,
assessed for finandal reporting impact, and assimilated into the financial reporting process. In
addition, the Qty's monitoring process is not thorough enough to assure that data utilized in
finandal reporting is complete and that all significant information is appropriately addressed and
reported. Therefore, the Qty's internal acoounting control polides and procedures are not



Gty of Hattiesburg, Mississippi
Schedule 4 - Schedule of Andings and Questioned Costs

Section II: Anandal Satement Findings (Continued)

Finding #: 2015-002 - Entity-Level Information, Communication and Monitoring
(Continued)

suffident to ensure that information is completely and properly reported on a timely basis in its
annual finandal statements prepared in accordance with U.S generally accepted accounting
princples.

Oontext:

To meet its finandal reporting obligations, the Gty must amass data from many sources, induding
various Federal and Sate agendes, other local governments, and various other external parties, as
well asinternal Oty departments and the Aty Coundil. In addition, through its personnel, the Gty
must maintain a current understanding of relevant regulations, compliance requirements, and
promulgated accounting standards in order to adequately assess available information. However,
the Gty does not have a structured and cohesive process to obtain, maintain, and analyze data from
these varied sources as part of its information management and finandal reporting system or to
communicate and educate departmental personnel regarding criteria and responsbilities for
conveyance of information.  Instead, ongoing data maintenance and management is
compartmentalized by function or department and, after the end of each fiscal year, relevant data
is manually identified and extracted from diverse sources and then integrated into the finandal
reporting process.

Although the Gty utilizes a centralized system of accounting for its budgetary cash basis
transactions, other accountingrelated data is maintained through disparate recordkeeping
processes related to functional and program purposes. These processes, both electronic and
manual, generally are structured to fadlitate operational management rather than to meet financal
reporting requirements. Snce these disparate processes are generally not formally integrated into
a comprehensive finandal accounting and reporting system or subjected to continual oversight and
monitoring from a finandal reporting perspective, certain essential data elements are not routinely
captured and maintained.

During the course of our audit, the Gty was unable to readily produce significant information
critical to preparation of finandial statements in accordance with U.S generally accepted acoounting
principles. Such information induded, but was not limited to, the following:

schedule of rights, obligations, and commitments under open purchase orders, interlocal
arrangements, contracts and agreements;

net realizable values of amounts receivable from governmental or business-type activities;

(1 periodic accounting cut-off data for conversion from budgetary cash basis to finandal
reporting basis;

daims;

oconstruction project activity;

([ infrastructure acquisitions from other governmental entities or TIF district developers;

(] assessment of impairment of infrastructure;

() contributions of capital assets;
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(ty of Hattiesburg, Mississippi
Schedule 4 - Schedule of Fndings and Questioned Costs

Section lI; Anandial Satement Findings (Continued)

FAnding #. 2015-002 — Entity-Level Information, Communication and Monitoring
(Continued)

(] noncash transactions with discretely presented component unit (Hattiesburg Convention
Commission);

ligt of active Federal awards;

distinction between Federal and other expenditures pursuant to allowable cost princples;

list of debt compliance requirements;

schedule of subsequent debt activity,

(2] nature, purpose, and amounts of restrictions, commitments, and assignments of net
position and fund balances, and related fiscal year activity within those dassifications;

statistical and supplementary schedulesto be presented in the CAFR

This indicates that the Qty's controls over information accumulation and communication are not
adequate to ensure that ali relevant information is appropriately incorporated into the finandal
reporting processin a timely manner.

The Oty outsources certain critical functions that materially affect the finandal reporting function,
induding but not limited to construction project design, management, and engineering services;
bond obligation reporting compliance; and self-insured daims management. These functions are
directly related to legal, regulatory, and contractual provisions as well as to recognition and
reporting of finandal statement elements. However, the Gty does not actively monitor compliance
with underlying grant or contractual requirements for procedures performed by providers of these
outsourced services or require information from such third parties in a manner to fadlitate
incorporation into the finandal reporting process.

Cause:

The Qty's entity-wide controls and procedures do not effectively ensure that all relevant
information is timely incorporated into the finandal reporting process. The nature of the Qty’s
processes and systems is not suffident to ensure that essential data is maintained in a manner that
permits timely incorporation into the Qty's annual finandal reporting process. Many departmental
procedures address operational and cash transaction objectives but fail to incorporate elements to
capture and convey information required for annual finandal reporting.

In addition, lines of authority and responsibility under the Cty's organizational structure are
incompatible with the structure of its finandal reporting process. Parallel departments perform
various functions giving rise to accounting information maintained outside the general ledger
system. However, finandal reporting personnel have no authority to enforce accountability for
proper maintenance and conveyance of such information for integration into the finandal reporting
system. Personnel responsibie for operational functions often lack knowledge and skill necessary
to ascertain whether activities or data are relevant to finandal reporting, and existing departmental
processes do not sufficiently encompass finandal reporting elements.
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Qty of Hattiesburg, Mississippi
Schedule 4 - Schedule of Andings and Questioned Costs

Sedtion |I: Anandal Satement Findings (Continued)

Finding #: 2015-002 - Entity-Level Information, Cornmunication and Monitoring
(Continued)

Further, the Gty has experienced significant turnover of management personnel in recent years.
Qaff turnover has caused loss of knowledge base, induding familiarity with informal and
undocumented procedures performed in prior years.

Hfed:

Deficiendes in information and communication processes cause inordinate delays in completion of
the annual financial reporting process. This in turn limits the Gty’s ability to meet legal, regulatory,
and contractual deadlines for submission of annual finandal statements prepared in accordance
with U.S generally accepted accounting principles. These defidendies increase the risk of adverse
effects on credit rating, cost of financing, and availability of funds from Federal, Sate, and other
sources. See also Ainding 2015-003.

Further, timely, adequate finandal information is not available as a basis for assessing compliance
with regulations and agreements or as a basis for decisions made by Gty management and those in
governance. Lack of timely finandal data related to compliance with laws, regulations, grants, and
agreements may result in failure to maintain compliance or address and resolve noncompliance
matters within an acceptable timeframe. Noncompliance with agreements may adversely affect
availability of funding or result in debt acceleration unless appropriate waivers are timely obtained.
In addition, dedisions made by Cty leadership may be based on incomplete or inadequate
information. CQurrent, reliable finandal information is necessary for prudent consideration of
aurrent and long-range sources and uses of resources, induding anticipated costs of credit and
ability to maintain compliance with agreements.

Also, defidendies in data capture and maintenance may result in omission of critical information
from the Gty's finandal statements, and omissions may be material. aff turnover and related
learning curve challenges, together with gaps in documentation of procedures and failure of
processes to effectively address non-cash activity, increase the risk that inexperienced personnel
may not identify information relevant to the financial reporting process. Weaknesses in
comprehensive oversight and monitoring by knowledgeable and skilled personnel further
exacerbate thisrisk.

The risk that material misstatement could result from deficiendes in the Qty’s ability to properly
capture and report relevant information in its financial statements represents a pervasive material
weakness in internal controls.

These defidendies also exacerbate weaknesses in the Gty’s controls over monitoring its overall
finandial reporting process, as well as its weaknesses in controls over conversion from its budgetary
cash basis accounting system to its required finandal reporting basis and its ability to maintain and
monitor compliance with agreements and regulations.
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Gty of Hattiesburg, Mississippi
Shedule 4 - Schedule of Andings and Questioned Costs

Section |I: Anandal Satement Findings(Continued)

Finding #: 2015002 — Entity-Level Information, Communication and Monitoring
(Continued)

Identification of Repeat Findings:
2014-001, 2014-004

Recommendation:

The Qty should immediately develop and implement procedures to enhance its process for timely
identifying, maintaining, conveying, and reporting information relevant to finandial reporting in
acoordance with U.S generally accepted acoounting princples.  Procedures should be formally
documented and provide mechanisms through which data is captured, maintained, and readily
incorporated into the finandal reporting process on an ongoing basis, without requiring extensive
retrospective or reconstructive procedures In addition, personnel responsible for financial
reporting monitoring and oversight should have appropriate levels of authority to enforce
acoountability of personnel responsible for accumulating, maintaining, and conveying data.

Projects, programs, funding, and policies approved by leadership should be evaluated for finandal
reporting impact, and such impact should be appropriately summarized. Other salient data
originating outside the accounting and finance departments should be timely communicated
thereto for assimilation into the finandal reporting process. Related files should be maintained
within the department(s) responsible for financial reporting. Appropriate management personnel
should meet periodically to assess the completeness and ramifications of gathered information.

All executed contracts and agreements should be timely reviewed by personnel with suitable
knowledge, skill, or experience to assess finandal reporting impact. Relevant details should be
summarized on an ongoing basis to faclitate preparation of the CAFR on a timely basis. Relevant
compliance and reporting requirements should be communicated to both operational and
acoounting personnel at inception, and spedific procedures should be developed and implemented
as appropriate to address such requirements. Commitments and compliance requirements
imposed by funding agendes, oversight bodies, or contractual agreements should be summarized
and formally monitored within the finandal reporting function. Periodic finandial and compliance
reports should be submitted to the administration and Gty Coundil.

Views of Responsible Officals:

The Cty's Corrective Action Plan is presented on pages 146 — 147. See also auditors' rebuttal on
pages 153 - 154.
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Qty of Hattiesburg, Mississippi
Shedule 4 - Schedule of Findings and Questioned Costs

Sedtion ll; Anandal Satement Findings {Continued)
Finding:

Finding #: 2015003 - Timeliness of Anandal Reporting
Finding Type:v ‘Material Weazkness

Criteria:

OMB Greular A-133 and Uniform Guidance, Mississippi law, and terms of various bonds, grants,
contracts, and agreements impose finandal reporting requirements and deadlines for submission
by the Gty of annual finandal statements presented in accordance with U.S generally accepted
aocoounting principles :

Condition: - -
During the year ended September 30, 2015, the Gty failed to meet finandal reporting deadlines for
its finandial statements for the fiscal year ended September 30, 2014.

Also, the Gty failed to meet finandial reporting deadlines for submitting its financial statements for
the year ended September 30, 2015.

Context:

The Gty did not complete its finandial reporting process, induding assimilation of data required for
conversion from budgetary cash basis to finandal reporting bases, preparation of finandal
statement disdosures, and preparation of necessary supplementary information before financial
reporting deadlines had passed.

Cause:

The finandal reporting system of the Qty is not adequate for timely production of complete and
accurate information in the form of finandal statements in accordance with U.S generally accepted
accounting princples. Complexity of Gty activities and finandal reporting requirements has
outstripped the Cty's ability to manage finandal accounting from a budgetary cash basis
perspective and without contemporaneous identification, capture, and management of additional
data essential for appropriate comprehensive finandial accounting reporting. See also Finding 2015-
004.

Hfect:

Failure to maintain compliance with finandial reporting requirements and deadlines exposes the
Qty to risk of delay or curtailment of funding. Such action adversely affects liquidity and impedes
the Qty's ability to conduct activities and complete projects. Costs of funds may also increase
because of liquidity drain or noncompliance with reporting requirements.

Subsequent to September 30, 2015, certain Federal funds passed through to the Gty by the
Mississippi Department of Transportation were delayed because finandal statements had not been
submitted. Additional funding delays may occur until the Gty meets its finandal reporting
requirements.
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Qty of Hattiesburg, Mississippi
Schedule 4 - Schedule of Findings and Questioned Costs

Section {I; Anandal Satement Findings (Continued)

Finding #: 2015-003 - Timelinessof Fnandal Reporting
(Continued}

Recommendation:
The Gty should take immediate steps to overhaul itsfinandal reporting processto enable it to meet
its legal, regulatory, and contractual finandal reporting requirements.

Views of Responsible Offidals:
The Qty's Corrective Action Plan is presented on page 147. See also auditors’ rebuttal on page 154.

Anding:
Finding #: 2015-004 - Fnandal Satement Adjustment, Qose, and Disdosure

Finding Type: Material weakness

Criteria:

The finandal reporting process indudes preparing year-end account adjustments, disdosures, and
supplementary information necessary to present finandal statements in accordance with U.S
generally accepted accounting prindples. An effective internal acoounting control system should
ensure that all transactions and adjustments — induding cash, noncash, and non-routine
transactions - are properly initiated, authorized, recorded, processed, and reported in those
finandal statements, induding disdosures and required supplementary information, in accordance
with such princples. Accounting procedures and controls should be suffident to ensure that
transactions and account balances are completely and accurately recorded and reported in the
proper period and that any errors are prevented or timely detected and corrected. In conjunction
with this, internal controls shotild be sufficient to ensure that amounts are properly dassified, that
acoounts are properly valued, and that pertinent rights and obligations are properly reflected in the
finandal statementsin accordance with U.S generally accepted accounting prindiples.

An entity's internal accounting control system encompasses all accounting processes utilized,
induding automated, peripheral, and manual procedures and outsourced functions. However, an
entity'sindependent auditor may not be considered part of the internal control system.

Condition:

The Qty's internal acoounting controls over its financial dose and reporting process are not
sufficent to ensure that transactions and account balances are properly reported in conformity
with bases of accounting required by U.S generally accepted accounting principles. The Qty does
not routinely maintain data necessary to prepare required conversions from its cash basis
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Finding #: 2015-004 ~ Anandal Satement Adjustment, Qose, and Disdosure
(Continued)

acocounting records to the modified accrual and/or accrual bases of accounting as prescribed for
finandal reporting purposes. Further, required disdosures, supplementary schedules, and other
reporting information cannot be readily produced or derived from the Qty's accounting system on a
timely basis. In addition, controls over the Oty's acoounting systems, induding its use of peripheral
systems, are insuffident to ensure proper cut-off and valuation or completeness of transactions and
balances for finandal reporting in accordance with U.S generally accepted accounting principles.

Context: :

The Qty's finandal reporting system centers on its budgetary cash basis accounting processes and
general ledger system, which address only a fragment of the information which must be induded in
the Qty's general purpose finandal statements. Because additional data required for finandal
reporting is not routinely maintained in a manner condudive to finandal statement preparation,
extensive manual processes must be employed after the end of the fiscal year. The Gty has
historically relied upon procedures performed after its fiscal year-end to aggregate and assimilate
information necessary for preparation of its general purpose finandal statements. However, this
process is no longer effective or sufficient because of the following factors:

increasing complexity of finandal reporting requirements;

nature and extent of compliance requirements pursuant to debt, grant, and other
contractual agreements;

nature and extent of activities engaged in by the Qty;

staff turnover and resultant loss of knowledge base;

ineffective maintenance of supporting and peripheral data; and

] limited resources of skilled accounting personnel.

During the course of our procedures, we noted that the Qty's acoounting software systems are not
capable of maintaining and reporting certain data necessary for finandal reporting in accordance
with U.S generally accepted accounting principles. Pursuant to Sate of Mississippi requirements,
the Gty maintains its transaction accounting system on a cash basis of accounting, modified for
certain encumbrances consistent with the municipal budget basis. Finandal reporting in conformity
with U.S generally accepted accounting principles requires conversion of that modified cash basis
information to the accounting bases required for fund and government-wide finandial statements,
both of which must be presented in the Qty’s general purpose finandal statements. Therefore, the
Qty must be able to separately capture cash transaction dates and accounting period dates for its
transactions. Snce the Gty's general ledger accounting system lacks the capability to maintain
these separate fields, the necessary finandial conversion processes cannot be automated. Instead,
certain finandal reporting data must be captured and maintained peripherally in automated and
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(Continued)

manual files. However, the Gty does not routinely capture and maintain data necessary for
conversion of cash basis to appropriate fund and accrual basis finandial presentation or for
preparation of necessary disdosures and supplementary information reported in its financal
statements. Therefore, such information was not readily available to permit timely preparation of
the Gty's general purpose financial statements.

As noted in Fnding 2015002, preparation of the Gty's finandal statements requires manual
assimilation of data from numerous sources. However the Gty has no formal process for ensuring
the accuracy and completeness of information maintained in its various peripheral systems and
files, induding spreadsheets, subsidiary journals and ledgers, and other records. Reconciliations of
summary totals to underlying detail records and roll-forwards of balances are not routinely and
periodically performed to permit timely detection and correction of errors or irregularities. Further,
the Gty does not routinely perform valuation assessments, such as estimates of impairment of
carrying value of itslong-term assets or estimates of net realizable values of receivables, in order to
determine whether finandial statement adjustments are appropriate.

The extent of the Qty's reliance on peripheral systems increases the necessity for effective
processes and procedures related to those systems, as well as the need for sufficdent personnel
resources with suitable skill and knowledge base. However, constraints in personnel resources and
weaknesses in procedural processes exacerbate deficencies caused by automated system
limitations. During the course of our audit procedures, we noted weaknesses in internal controls
over use of electronic spreadsheets, which serve as an integral tool in the Gty's finandial reporting
process and are used extensively in allocations, recondiliations, and preparation of journal entries
and finandial reports. Because eledtronic spreadsheets can be easily changed and generally lack
certain formalized controls, they are subject to increased inherent risk of error. That inherent risk
should be mitigated by various electronic and manual controls. However, spreadsheet errors noted
during the course of our audit proocedures indicate that internal control procedures are not
suffident to prevent or timely detect and corredt errors We also noted defidendes in
maintenance, use and monitoring of other peripheral system summary and detail reports, induding
unrecondiled differences, data errors, ladk of review, and inconsistent processing.

Cause:

The Gty over-relies on its budgetary cash basis general ledger system to provide finandial reporting
information. Functional capabilities of the general ledger system are not adequate to meet basic
accounting needs of the Qty, induding maintenance of data in accordance with bases of accounting
required for finandal reporting purposes. Despite these known limitations of the general ledger
system, the Oty has not established sufficent alternative processes and procedures to meet
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(Continued)

finandial reporting needs, and the extent of formal procedures and internal controls over existing
peripheral processes is not commensurate with the importance of data maintained therein or the
finanaal reportingimpact thereof.

The Gty does not have effective procedures to ensure adequacy or accuracy of data maintained in
peripheral electronic or manual systems or to ensure timely recondiliation and review of such data.
Further, the Qty lacks sufficent skilled accounting personnel to maintain, recondle, and monitor
data recorded in such peripheral systems. The Gty does not maintain or monitor non-cash activity
as part of a recurring process or routinely record accrual and conversion adjustments, and few
formal procedures and internal controls have been implemented for those processes. Lack of
attention to ongoing, routine processing and maintenance of data shifts significant data capture,
recondliation, review, and adjustment activities into the year-end dose and reporting process.

Hfed:
The Gty cannot readily prepare conversion adjustments required to properly present its basic
finandal statements and cannot readily produce necessary disdosures and supplemental schedules.

The Gty cannot readily substantiate balances in its noncash accounts, induding accounts receivable,
accounts payable, accrued liabilities, capital assets, construction in progress, and various net
position and fund balance accounts.

The Gty cannot readily assure completeness of recorded activity reflected in its annual finandal
statements prepared in accordance with U.S generally acoepted accounting prindiples.

Failure to effectively maintain accounting data on a continual basis artifically compresses the
timeframe in which procedures for the entire year must be performed, delays preparation of the
general purpose finandal statements, and increases the risk of omission of information which
should be reported under U.S generally accepted accounting princples.

Identification of Repeat Findings:
2014-002, 2014-004

Recommendation:

The Qty should develop a plan to address defidendes in its finandial statement adjustment, dose,
and disdosure processes. The plan should incorporate short-term and longrange steps to
overcoming deficiendes which impede timely completion of the Qty's general purpose finandal
statements. Sop-gap corrective actions should be taken in areas where comprehensive plans
cannot be achieved in the near term. The Gty should spedfically develop procedures related to the
annual conversion process from budgetary cash basis accounting records to the bases of finandal
reporting required under U.S generally accepted accounting principles.
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The Qty should identify its critical processes, induding those performed in various departments and
acoomplished through peripheral systems, which affect finandal statement dose and disclosure
preparation. Current procedures should be assessed to identify areas of risk, induding matters
related to lack of completeness, accuracy, and adequacy of data to meet finandal reporting needs.
Procedures should be enhanced, amended, or replaced to ensure integrity of data and to achieve
effective internal control over financial reporting in acocordance with U.S generally accepted
acoounting princples. Formal recondiliation processes and checklists should be incorporated into
procedures, and appropriate review and oversight shouid be performed. Controls should be
adequate to ensure that errors are prevented or timely detected and corrected, and appropriate
segregation of duties and limitations of access to systems should be incorporated into procedures
to ensure that personnel cannot commit and conceal an error or irregularity.

In conjunction with this process, management should assess the level of additional resources
necessary to allow the Qty to properly maintain its finandal information and prepare accrual and
oonversion adjustments, disdosures, and schedules necessary for finandal reporting in accordance
with U.S generally accepted accounting prindples. The Gty should consider the cost-benefit of
providing additional resources for personnel, accounting software systems, or both. The Gty
should deploy appropriate and adequate personnel and system resources to its accounting
processes in order to achieve effective control over its finandal reporting process.

Views of Responsible Offidals:
The Qty's Corrective Action Flan is presented on page 147. See also auditors’ rebuttal on page 154.

Hnding:
Finding #. 2015-005 — Municipal Court Fines
Finding Type: Material weakness

Criteria:

Internal accounting controls should be sufficient to ensure that recorded Municipal Court fines and
related acoounts receivable and assessments payable balances are complete, accurate, properly
valued, and reported in the proper period. In addition, Sate law requires maintenance of
permanent Court dockets and minute records, as well as an accounts receivable system which is
recondled monthly and periodically aged and analyzed.
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Condition:

The Gty lacks suffident internal controls over Munidpal fines to ensure that all amounts are
recorded, that only authorized transactions are recorded and such transactions are accurately
recorded in the proper period, that gross balances outstanding represent valid underlying amounts,
that Sate assessments are properly applied, that nonmonetary aedits and adjustments are
properly authorized and recorded, and that estimates of net realizable value appropriately consider
collection activity, nonmonetary credits, and account quality. Gty procedures related to Municipal
Qourt fines are not adequate to achieve compliance with requirements of Mississippi law or to
ensure integrity of recorded amounts.

The Gty does not exercise appropriate oversight of the Municipal Court accounting process. Case
management activities, incduding both manual procedures and software application processes, are
not adequate to ensure completeness or accuracy of data or to assure that errors and irregularities
are prevented or detected and corrected on a timely basis. In addition, system-generated reports
are not adequate to support recondliation and roll-forward of case balances or to fadlitate
effective review. Periodic analyses are neither prepared nor reported to management for review,
and the ity lacks formal procedures and methodology to support its estimates net realizable value
of outstanding fines.

Context:

The Munidpal Court department is responsible for maintaining detail case data, induding original
estimated fines, adjusted fines as legally imposed, payments and nonmonetary credits applied
againgt fines, mandated State assessments, and various data related to each dtation and offense.
The City utilizes spedalized peripheral software systems to record and maintain case information
and related activity.

Amounts of fines receivable and Sate assessments payable for each case are maintained in the
separate peripheral system but are not recorded in the Qty's general ledger system. Instead, the
general ledger reflects only daily cash receipt amounts, summarized by account, and detail of
expenditures, which consist primarily of payments of Sate assessments. Recorded cash receipts
and disbursements are the only information routinely reported to or reviewed by management.
However, since such cash basis exdudes amounts of fines imposed, related Qate assessment
obligations, adjustments to case amounts, nonmonetary aedits, and balances outstanding, it is
insufficient to allow effective monitoring of case balances or activity related to fines.

Receivables and payables are recognized only for annual finandal reporting purposes and are not
recondiled or reviewed at interim. Year-end recognition of these balances, net of the allowance for
uncollectible acoounts, is based upon retrospective review of data available after fiscal year-end
and is accomplished via conversion adjustments recorded during preparation of the CAFRR
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SQubsidiary software does not effectively maintain accounting period cut-off data. Due to system
design and limitations of application software, integrity of cut-off reflected in periodic subsidiary
detail reports is not preserved in reports generated after period end. Therefore, reports generated
after period-end have limited value. During the course of our audit procedures, we noted that
certain system-generated reports do not accurately reflect accounting period cut-off since records
do not consistently or effectively capture dates upon which case fines legally attach or base balance
calculations on dates of underlying transactions. Not only does this impair reliability of reports of
outstanding balances, but lack of proper accounting period information also distorts any aging
analyses of those outstanding balances. Aging analyses are required by law and are essential
support for estimating collectability. However, we noted that the Gty was unable to readily provide
or prepare effective aging analyses or other reports supporting collectability of accounts, such as
detail of subsequent receipts for year-end balances outstanding or reliable collection trend data.

The Qity did not timely or effectively monitor data recorded into the subsidiary system or reports
generated therefrom to ensure completeness, accuracy, or agreement to underlying records.
Further, access to subsidiary computer system functions was not effectively restricted, and
personnel duties were not adequately segregated to ensure that employees could not commit and
conceal errors or irregularities. During the course of our audit procedures, we noted that no
procedures are routinely performed to monitor accuracy or completeness of casesinitially recorded
into the subsidiary records maintained in specialized application software or to recondile or monitor
recorded activity in those cases. We further noted that the Gty did not prepare analyses or
recondiliations of nonmonetary credits applied against fines for jail time served, community service,
or house arrest, and other account adjustments were not monitored or recondled. During the
course of our audit procedures, we identified errors in subsidiary case data and balances, induding
duplicate cases, differences between physical records and subsidiary system records, and instances
where the sum of detail field data did not agree to case balance fields.

Cause:
The Gty has not established appropriate procedures for accounting for Municipal Court fines in
acoordance with U.S generally accepted acoounting principles or Mississippi law.

The City did not maintain permanent dockets or minute records for the year ended September 30,
2015, as required by law and to provide support for verification of completeness of population of
recorded cases.

Qty personnel responsible for Municipal Court accounting and case management lack sufficient
skill, knowledge, and expertise to administer the process. Gty personnel lacked an understanding
of basic requirements for accounting for Court fines in accordance with U.S generally accepted
accounting prindples and Mississippi law.
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(Continued)

The Gty has not established and enforced effective segregation of duties for case management
processes, induding limiting access to information technology system functions.

Qurrent application software used for case management and accounting is not adequate to meet
requirements of Sate law, produce suffident finandal reports, or maintain an effective audit trail of
activity and changes to data. Reports generated from the Gty's subsidiary Court system do not
indude sufficient information to establish accounting periods in which fines were earned, support
accurate roll forward of case balances from period to period, or to provide a complete ledger of
each type of activity recorded by case. Inherent limitations in current application software and its
utilization severely impede the Qty's ability to prepare reports of activity by nature or to accurately
roli-forward activity in overall account balances from period-to-period. The Gty has not established
sufficient peripheral procedures to overcome limitations of its application software.

The Gty has no established verification and recondliation processes related to overall Court case
activity and does do not require periodic generation, recondiliation, and retention of detail accounts
receivable and activity reports. The Gty did not prepare interim or annual recondliations or
analyses of Court fines receivable or related assessments payable, compare recorded fines to
underlying Court documents, or maintain an effective audit trail of account adjustments for the
year ended September 30, 2015.

Factors used in determining net realizable value of fines receivable, induding consideration of
assessments payable, nonmonetary credits and subsequent collection activity, were not readily
available, and no related estimates had been timely prepared.

Hfect:

The Gty s systems and procedures for accounting for Municpal Court fines do not achieve effective
control over completeness, accuracy, or cut-off of recorded amounts. Further, the Qty's
procedures do not meet requirements of State Law.

Data defidendes, system limitations, absence of effective procedures, and lack of effective
oversight impede the Qty’s ability to properly account for its fines revenues and assess collectability
of its related receivable balances and State assessment obligations or to ensure accuracy and
completeness of recorded and reported data. Failure to routinely generate, recondle, review, and
retain detail and summary reports at the end of each accounting period impairs the Cty's ability to
timely detect and correct errorsand irregularities.

Lack of proper oversight, inadequate segregation of duties, insufficently skilled personnel, failure to
maintain permanent records, and absence of routine verification and recondiliation procedures -
individually and in combination - represent material weaknesses in internal controls over
accounting for Municipal Court fines. As aresult of deficdendesin the Qty's accounting policies and
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Section {I: Ainandat Satement Fndings (Continued)

Anding # 2015-005 — Munidpal Court Fines
(Continued)

procedures for Munidpal Court fines, material adjustments were proposed by the auditor to
properly recognize balances outstanding and activity for the fiscal year. Noted defidendes in
internal controls could result in material misstatement of the Gty's reported balances of fines
revenue, net fines receivable, and State assessment liabilities.

identification of Repeat Findings:
2014-003

Recommendation:

The Cty should immediately develop a comprehensive plan for addressing deficendes in its
Municipal Court accounting systems and procedures. That plan should spedify timelines and
responsible parties for each task or phase. Qatus of progress should be reviewed periodically, but
not less than monthly, by the Administration and key management personnel. The comprehensive
plan should spedifically address how and when compliance with Sate faw will be achieved and
maintained.

The Qty should immediately implement procedures for daily verification of case data entry and
daily roll-forward of balances in fines and assessments. In addition, the Qty should immediately
develop procedures to capture dates of legat attachment for all fines, as well as procedures to
monitor that such datais timely and properly maintained.

The Gty should periodically, but no less than monthly, generate, recondile, review, and retain
monthly case detail and summary reports, induding account agings. Periodic recondliations and
aging analyses should be reported to appropriate ity management for review and approval.
Pericdic reports and related trends shouid be analyzed in assessing collectability and in estimating
the alowance for doubtful acocounts. The Gty should also consider periodically confirming
outstanding State assessment balances with the appropriate Qate agendes and recondle that
information to City records or develop and implement other procedures to address acoounting for
Jate assessments.

Views of Responsible Offidals:
The Qty's Corrective Action Flan is presented on pages 147 — 148.
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Finding:
Finding #: 2015-006 - Water and Sewer Qustomer Accounts Reaeivable

Finding Type: Material weakness

Qiteria:

internal accounting controls should be sufficent to ensure that recorded Water and Sewer System
customer accounts receivable are complete, accurate, properly valued, and reported in the proper
period.

Condition:

The Cty's internal controls for recording and recondiling Water and Sewer customer account
balances outstanding are not sufficient to ensure that acoount balances are accurate and reflect
valid amounts receivable and that collectability is properly evaluated.

The Qty does not routinely perform recondliations or analyses of customer receivable detail to
ensure that periodic balances properly roll forward and to assess propriety of overall underlying
adjustments to accounts.

Aged receivable reports do not segregate finance charges from service fees, thereby distorting
brackets and limiting effectiveness for monitoring propriety of service cut-off and assessing overall
oollectability. Further, the Gty is unable to produce reliable reports of subsequent collections on
year-end outstanding balances for utilization in assessment of collectability. In addition, the Gty
had no formal documentation of methodology or calculations supporting its estimated allowance
for doubtful accounts.

Context:

The Gty utilizes a discrete module of its general ledger accounting software for its Water and Sewer
billing functions and to maintain customer account data. However, the general ledger system does
not indude an interface with that module or between cash basis and accrual basis data. Therefore,
billing and receivable balances maintained in the separate module are not reflected in general
ledger accounts.

Snce the Gty manages its Water and Sewer accounts from operational and cash perspectives, its
procedures related to customer receivables generally focus on triggers for service termination and
management of cash receipts. In addition, Gty procedures address individual billing adjustments
and corrections, as well as applications of meter deposits against final billing for terminated
customers. However, the Gity does not routinely review, recondile, or analyze aggregate Water and
Sewer customer account receivables or assess overall collectability thereof. Snoe those procedures
are not performed on an interim basis, the Gty does not require that interim receivable and aging
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reports be processed, analyzed, or retained. Due to software system limitations relating to period
cut-off, subsidiary detail and activity reports cannot be accurately regenerated after the end of the
relevant interim or annual period; therefore, the Gty cannot generate or reproduce accurate
aoccounts receivable reports after the calendar period dose. Thus, reports not routinely utilized in
operations are not regularly available to support annual finandial reporting or retrospective
analysis.

Cause:

While the Qity routinely processes and reviews billing route reports and reports of unpaid accounts
subject to service cut-off, Gty procedures do not require periodic generation, recondiliation, and
retention of detail accounts receivable and activity reports. Periodic subsidiary detail reports may
not be regenerated after period end due to application software limitations, so reliable reports
cannot be subsequently produced to support retrospective analysis.

Bfect:

Without timely recondiliations and agings of its customer account balances and related activity, the
Gty cannot readily determine net realizable value of outstanding Water and Sewer customer
acoounts receivable as of fiscal year-end.

As a result of deficiendies in the Gity's accounting policies and procedures for accounting for Water
and Sewer customer accounts, material adjustments were proposed by the auditor to properly
recognize net realizable values of those accounts at fiscal year-end. In addition, lack of timely
review and recondiliation of subsidiary account balances could allow errors to go undetected, and
the effects of those errors could be significant.

Identification of Repeat Findings:
2014-003

Recommendation:

The Gty should implement procedures to routinely prepare and reconcile Water and Sewer
customer accounts receivable activity and balances at each interim period. Periodically, at least
annually, the Qty should prepare a formal analysis of collectability of outstanding balances in order
to estimate the related allowance for doubtful accounts.

Views of Responsible Offidals:
The Gty's Corrective Action Plan is presented on page 148. See also auditors’ rebuttal on page 154.

-115-

AEED,

11626 6 2018



TEE

Gity of Hattiesburg, Mississippi
Shedule 4 - Schedule of Andings and Questioned Costs

Section Il: Fnandal Satement Findings (Continued?

Fnding;
Finding #: 2015-007 — Water and Sewer Billings
Fnding Type: Material weakness

Criteria:

Effective internal accounting controls should ensure that recorded transactions are complete and
accurate. In order to ensure that the Gty bills for all Water and Sewer services to customers,
procedures should indude comparison of volumes processed to volumes billed, and differences
should be timely investigated and resolved or explained.

Condition: )

The Qty's internal controls do not indude analysis of accounting data in conjunction with
underlying operations data for Water and Sewer volumes processed and billed. Further, the Gty
does not compare the volumes used by Oty fadlities to total unbilled volume in order to identify
adverse trends or anomalies which could identify major system breaches due to leaks or
unauthorized tie-ins to Gty infrastructure.  In addition, the Gty does not formally document,
recondle, and monitor adjustments to customer billings to ensure propriety and accuracy.

Context:

During the course of our audit procedures, we analyzed certain volure data for consistency with
system billings and considered trends and reasonableness of unbilled volume percentages. We
also considered periodic variances in system billingsin total and by route.

The (ty was unable to explain increases in unaccounted for water volume or to readily provide
amounts attributable to usage by Gty fadlities. The Oty subsequently entered into a contract with
a vendor to analyze system activity to identify unbilled or under-billed amounts. However, despite
known defidendes in control over completeness of billed volumes, the Gty had not completed
metering Qty fadilities or performed analyses of unbilled amounts attributable to such internal use.

Cause:

Certain Gty faalities are not metered for Water and Sewer volumes. Further, no periodic analysis
or summaries of usage by the Qty's metered fadlities is prepared or considered in overal! analysis
or review of volumes not billed, also known as "unaccounted for" volumes.

Hfedt:

As aresult of ineffective control procedures, there is a risk that the Gty could fail to detect Water
and Sewer usage at unmetered locations or significant leaks in Qty infrastructure. Unmetered
usage would not be routinely billed by the Gty, resulting in failure to realize related revenues.
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Unmanaged infrastructure leaks could lead to extensive repair and maintenance costs and
increased damage to capital asssts The effects of unrealized revenues or unmanaged
infrastructure problems could result in material loss of resources to the Qty.

Identification of Repeat Findings:
2014-006

Recommendation;

We recommend that the Qty install meters at all Gty fadlities to monitor Water and Sewer system
volumes used. In addition, we recommend that the Qty generate periodic reports of Gty usage in
order to monitor economic resources and system usage to fadlitate effective management of
“unaccounted for” volumes. The Qty should also establish thresholds for tolerable “unaccounted
for’” volumes and percentage changes. Analyses should be timely prepared and monitored, and
variances outside tolerance limits should be investigated so that significant breaches from leaks,
pipe tests, or unauthorized system acoess may be timely detected and addressed. The Gty should
also consider allocating costs among user departments at established system rates in order to
effectively manage departmental overhead and full cost.

Views of Responsible Cffidals:
The Qty's Corrective Action Plan is presented on page 148.

Fnding:
Finding #: 2015008 ~ Water and Sewer Customer Meter Deposits
Finding Type: Material Weakness

Griteria:

Bfective internal accounting controls should ensure that recorded liabilities for customer meter
deposits accurately reflect detail balances and that activity in such accounts is properly recorded
and reported. '

Condition:

The Gity's liability for customer meter deposits does not agree to its customer detail records, and no
effective recondiliation has been performed. Monitoring is ineffective in identifying obvious errors
in subsidiary detail records. In addition, meter deposits applied against customer account balances
are not timely and effectively recondiled.
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Context:

The Gty does not routinely generate, recondle, or review reports of Water & Sewer System
customer meter deposit balances. Physical records are not periodically summarize or compared to
electronic ledgers, and electronic subsidiary records are not periodically compared or recondled to
recorded general ledger control totals.

Historically, Water Billing Department personnel have been responsible for submitting reports of
applied meter deposits to the Accounting Department so that such activity may be appropriately
captured and recorded in the general ledger. However, cumulative errors have resulted from
ineffective controls over this process. During the course of our audit procedures, the Gty
acknowledged that relevant formation was not provided to the Accounting Department in certain
prior periods and that the Qty had not undertaken steps to quantify unrecorded amounts of meter
deposits applied.

Meter deposit rates vary by nature of customer and meter, and rates change from time to time
pursuant to Gty Coundl action. However, the Gty has no effective procedures to ensure that
amounts reflected in subsidiary acoount detail are reasonable. During the course of our audit
procedures, we noted 2 instances of obvious overstatement of residential customer deposit
amounts that had not been detected or corrected by the Qty. Such overstatements represented
approximately 10% of the total subsidiary balance and approximately 7% of the recorded general
ledger balance.

Although the Gty has physical and electronic subsidiary records and access to historical general
ledger detail, it has not initiated a process to recondile its general ledger balance of customer meter
deposits to supporting detail.

Cause:

Qty procedures for reviewing customer meter deposit balances are not adequate to ensure that
recorded amounts are reasonable and consistent with established rates. In addition, recondliations
of balances and periodic activity are not timely and routinely performed to ensure that recorded
transactions are complete and accurate.

Hfed:

The reported balance of customer meter deposits exceeds subsidiary detail, and the amount of the
difference is material. The Gty has been unable to ascertain the cumulative amount of unrecorded
applied meter deposits, which should have been recognized asincome, or to identify the nature and
amounts of other errors.

-118-



Qty of Hattiesburg, Mississippi
Shedule 4 - Schedule of Aindings and Questioned Costs

Section l: Finandal Satement Findings (Continued)

Finding # 2015-008 — Water and Sewer Qustomer Meter Deposits
(Continued)

Recommendation:

The Qty should immediately commence a review of its subsidiary records of customer meter
deposit. Obvious errors should be corrected. The Gty should also analyze historical activity in its
meter deposit account to identify periods in which applied meter deposits were not recorded,
regenerate transaction reports for those periods, and prepare appropriate adjustments to
recognize unrecorded activity.

The Qty should also implement procedures to routinely prepare and recondle customer meter
deposit activity and balances at each interim period.

Views of Responsible Officials:
The Qty’s Corrective Action Plan is presented on page 148.

Fnding:
Finding # 2015-009 — Capital Assets
Finding Type: Material weakness

Criteria:

Internal accounting controls over capital assets should be suffident to ensure that such assets are
properly recorded, depredated, assessed for impairment, and reported. Costs of assets acquired or
constructed should be capitalized in acoordance with U.S generally accepted acoounting.  Detail
descriptions should be adequate to allow identification of spedfic underlying assets, and detail
subsidiary ledgers should be timely recondiled to reported amounts. Detail records should indude
construction periods and dates place in or removed from service. Disposals should be timely
recognized and reported. Rights and obligations related to ownership and pledges of capital assets
should be properly reported.

Condition:

The Gty's procedures arid controls are not suffident to ensure that all owned assets are properly
recorded, that only assets owned by the Qty are induded in reported capital assets, that
aoquisitions and disposals are reported in the appropriate periods, and that balances are reported
in appropriate account captions pursuant to the cash, modified accrual, and accrual bases of
acoounting, and that commitments are appropriately disdosed.
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Section |i: Anandal Satement Findings (Continued)

Finding # 2015-009 — Capital Assets
{Continued)

The Qty’s procedures and controls related to construction projects are not suffident to ensure that
all ongoing projects are identified, that criteria affecting interest capitalization are adequately
identified and considered, and that appropriate costs are capitalized. Further, the Qty was unable
to readily produce dates constructed assets, induding assets transferred to the Gty by developers
or other governmental entities, were acquired or placed in service,

The Cty did not properly capitalize certain professional fees in accordance with U.S generally
accepted accounting prindples.  Although the Oty was aware of material weaknesses in control
over dassification of such expenditures, it did not timely implement effective corrective action to
determine amounts of misdassified expenditures in order to properly adjust acoounts or prevent
recurrence of such errors.

The Gty was unable to readily produce a schedule of open commitments and restrictions related to
construction projects and capital assets as of its fiscal year-end.

Context:

The Qty's process for capturing additions to fixed assets does not ensure indusion of contributed
assets received or transfers of infrastructure from developers or other governmental entities. The
Cty has historically relied upon its independent auditors to identify omissions of fixed assets and to
propose audit adjustments for recognition of those assets. Snce independent auditors may not be
considered a part of an entity’s internal control or accounting system, reliance on audit adjustments
to capture fixed asset additions indicates a material weakness in internal controls over finandal
reporting.

The Gty has not routinely recondled its capital outlay expenditures to its detail listing of additions
to fixed assets and additional inventoried items which are below capitalization thresholds. In
addition, the Gty does not routinely monitor assets acquired with grants or other restricted funds
to ensure that any disposition of those assets is in accordance with terms of agreements and/or
regulations and to ensure proper disdosure of commitments relating to those assets. Also, the Gty
does not periodically assess its long-term assets, induding but not limited to infrastructure, for
impairment in order to determine whether adjustment to basis is necessary.

The Gty does not have a cohesive and comprehensive system of acoounting for its construction
project activity. In order to properly acoount for and report activity and balances related to
construction projects, the Oty must maintain complete data reflecting costs invested to date and in
the aurrent period, distinguishing between costs to be capitalized and other expenses. Snce
individual expenditures for construction projects may be significant or material, it is important that
the Aty capture and maintain not only dates of cash expenditures, but also accounting period data
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Section II: Anandal Satement Findings (Continued)

Finding #: 2015-009 — Cepital Assets
(Continued)

reflecting when underlying construction activity was performed. In addition, the Gty must maintain
data regarding construction period commencement and completion dates for each significant
project phase, whether assets were in service during construction, funding sources and related
restrictions for each project or significant phase, and unexpended balances of awarded project
contracts.

Management of Gty construction projects is performed by various departments based on the
nature of the project and terms of related contracts and agreements. Each department has
separately developed procedures for its management and oversight of projects, and such
procedures are not consistent among departments. While cash transactions are processed through
the general ledger acocounting system and are therefore reflected in system-generated reports such
as the trial balance, the Cty has no formal procedures for compiling periodic and cumulative cash
basis summaries of projedt activity or for preparing necessary conversion adjustments for reporting
pursuant to the modified accrual and/or accrual basis of accounting. Further, the Gty prepares no
formal recondliation of projects completed and placed in service to additions to its detail capital
asset records. Additionally, certain projects of the Combined Water and Sewer System are subject
to capitalization of interest on debt, and the Qty has no established procedures for identifying
those projects or calculating and recording capitalized interest.

During the course of our audit procedures, we noted that detail depredation schedules and other
peripheral schedules did not recondile to capital asset recorded amounts. During the course of
testing, errors in cost basis of certain constructed assets were identified. Further, detail asset
records induded some items which had been disposed.

Cause:
The Gty does not maintain a comprehensive schedule of construction project s sufficdent to support
finandal reporting in accordance with governmental acoounting requirements.

The Qty did not routinely and formally recondle capital asset subsidiary detail to its finandal
statements. Also, the Qty did not routinely capture construction period data or calculate
construction period interest which should be capitalized for certain proprietary fund assets. Qty
procedures do not permit disposing of assets from Gty records without Coundil approval; however,
proceduresin place were not sufficent to achieve timely identification of assets destroyed or lost in
order to support preparation of a complete and accurate request for disposal approval by the
Coundl.
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Section II: Finandial Satement Findings {Continued)

Finding # 2015-009 - Capital Assets
(Continued)

Hfedt:

The Qty's procedures are not adequate to ensure that material transactions are reported in the
proper accounting periods under the required bases of accounting, that material capital outlay
expenditures are properly dassified as capital expenditure or expense for modified accrual and
accrual purposes, that interest is properly capitalized for proprietary fund projects, that underlying
detail is timely recondiled to detect errors or irregularities, or that required disdosures are accurate
and complete. Lack of procedures and controls to integrate information from various departments
into the finandal reporting process is indicative of internal control deficiendes related to the
control environment, risk assessment, information and communication, monitoring, and reporting.

Defidendes in the Qty's capital asset procedures directly’ contributed to extended delays in
completion of the annual finandal reporting process. Material adjustments were proposed by the
auditor to properly capitalizz costs of additions, induding construction projects and assets
conveyed to the Gty by developers and other governmental entities. Deficiencies in monitoring
rights to ownership resulted in the Qty’s capitalizing amounts to which it had no such rights, and
material audit adjustments were proposed to correct that error. Other audit adjustments were
proposed to recognize capitalized interest, recognize deprediation, and properly reflect reconciled
balances of capital assets, net of accumulated depredation. In addition, lack of adequate
descriptions in detail asset records impairs the Qty's ability to effectively inventory its physical
assets to ensure existence and appropriate consideration of impairment of value of recorded assets.
Noted deficiendes could result in material misstatement of capital asset balances and related
disdosures, as well as misstatements in reported professional fees and interest.

The Qty's defidendes in procedures related to construction projects and capital assets indicate
material weaknesses in internal controls over finandal reporting.

Identification of Repeat Findings:
2014-005

Recommendation:

The Gty should take immediate steps to develop and implement a comprehensive system for
acoounting for capital assets, induding construction projects. This system should incorporate
policies and procedures for initial identification of approved construction projects and acquisitions
of assets achieved outside the routine cash disbursement process. In conjunction with this, the Gty
should develop and implement a formal process through which appropriate documentation is
timely transmitted to the Accounting Department for any contributions or transfers of fixed assets
to the Gty. Such additions should be timely recorded in the accounting records, induding both the
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Section {I: Ainandal Satement Findings (Continued)

Finding #: 2015-009 — Capital Assets

(Continued) ,
general ledger and subsidiary fixed asset records. Any restrictions on use or disposal should be
communicated formally to the Aoccounting Department and incorporated into subsidiary fixed
assets records to facilitate preparation of annual finandial statementsinduding disdosures.

Fixed asset subsidiary records should indude adequate descriptions to allow management to
identify spedific asset items. These subsidiary records should be periodically reviewed by the
management team to identify any assets no longer in service or assets with indicated impairment.
Documentation should be submiitted to the Accounting Department by the management team to
support asset transfers or removal from service or to support impairment recognition adjustments.
Assets awaiting Gty Coundil approval of removal from fixed asset accounts should be separately
identified as not in use.

Additions to infrastructure should be reviewed and approved by the Public Works Department.
Upon acceptance, detail of infrastructure additions should be formally communicated to the
Accounting Department, induding appropriate descriptions, dates placed in service, and cost basis.
Cost basis of infrastructure additions should be supported by formal recondiliation to construction
costs or payments to developers or other parties.

The Gty should immediately implement procedures to ensure that personnel responsible for coding
and approving project expenditures are adequately trained and able to identify costs subject to
capitalization. Criteria for capitalizing professional services should be spedifically addressed in
training and formal policies and procedures.

The Gty should designate an individual to be responsible for construction project finandal
reporting. That individual should have the authority to oversee departmental operations related to
construction project accounting. A master schedule of projects and related contracts should be
maintained by the designated individual and timely reviewed and approved by management. This
master schedule should be utilized in periodic recondliation and preparation of construction project
finandal reports and should fadlitate achievement of completeness of data and propriety of cut-off
reflected in such reports. All active projects should be induded in the master schedule, regardless
of department responsible for administration.

A formal process should be developed to acocount for construction projects, induding use of
templates with standard formats and protected formulas. This process should indude spedific
procedures for capture of essential data related to awarded project contracts, induding but not
limited to, awardee, date awarded, current contract amount induding approved change orders,
commencement date, completion date, reporting requirements, and any significant funding or
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Section !l; Finandal Satement Fmdingg((bntinued)

Fnding # 2015-009 — Capital Assets
(Continued)

contractual restrictions. This process should be uniformly implemented by all departments
responsible for project administration. Departmental personnel should be responsible for
periodically submitting formal reconciled reports to the designated individual for review,
monitoring, and integration into the Qty’s financial reporting process. The designated person
should submit periodic reports to the Mayor and/or his designee for incorporation into financal
information provided to the Gty Coundil to ensure that those in governance are kept abreast of
progress and the status of commitments. Periodic frequency of reporting should be determined by
Gty management and should be no less often than quarterly.

Month-end construction project balances should be timely recondled, and month-end reports
should be retained. Periodic recondliation processes should indude roll-forward from prior
periods, recondliation to cash basis general ledger activity for the period, recondiliation to funding
or disbursement request packages, preparation of necessary adjustments to address recondling
items, and evidence of review by management personnel.

Views of Responsible Officials:
The Qty’s Qorrective Action Flan is presented on page 149.

Finding:
Finding #: 2015-010 — Preparation of Sthedule of BEpenditures of Federal Awards (SEFA)

Fnding Type:  Material Weakness

Criteria: ‘

Pursuant to OMB Graular A-133, the Gty must present a complete and accurate schedule of
expenditures of federal awards (SEFA) for the period covered by its finandal statements.
Determination of Federal expenditures must be made in accordance with relevant cost principles,
terms of awards, and sources of expended funds. Craular A-133 further states that the period in
which federal award expenditures are reported is determined by when the activity related to the
award occurs. |n preparing its SEFA as required under 2 CGFR200.302(b)(1), the Gty must identify all
federal awards received and expended, as well as the federal programs under which they were
received, and must be able to recondle amounts presented in the finandal statements to related
amountsin the SHFA.
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Schedule 4 - Schedule of Andings and Questioned Costs

Sedtion Il: Anandal Satement Findings (Continued)

Fnding # 2015010 — Preparation of Schedule of Bxpenditures of Federal Awards (SEFA)
(Continued)

Condition:

The Qty did not timely prepare a complete and accurate SEFA for the year ended September 30,
2015. The basisused by the Qty to prepare its SHA for fiscal year 2015 was not consistent with the
accrual basis of acoounting used in the prior year, and conversion effects were not appropriately
adjusted. In addition, the Gity's process for identifying Federal expenditures was ineffective in
distinguishing Federal and non-Federal costs to ensure that ali Federal expenditures and oniy
Federal expenditures were induded in the SEFA. Certain program expenditures representing
matching costs, unallowable costs, or additional costs were improperly induded as Federal
expendituresin the dient-prepared SEFA

Context:

In order to accurately and properly prepare its annual SEFA, the Gty must identify all Federal
expenditures for the reporting period. This requires (1) identification of all Federal awards, (2)
determination of program costs as allowable or unallowable, (3) dassification of expenditures as
paid with Federal funds, matching funds, or other funds, (4) recondiliation of expenditures to
finandal and program information, and (5) recognition of accruals based on dates of underlying
activity. The Qty’sfinandial reporting system does not contemporaneously capture and accumulate
all necessary elements of transactions related to Federal awards. Instead, the Oty constructs its
SEFA from data available in the general ledger system, cost reimbursement requests, and various
departmental data.

The Qty relies heavily on its general ledger fund account structure to segregate and report Federal
program expenditures. However, matching portions of program expenditures are generally not
separately identified and maintained within the general ledger, and allowable costs are generally
not segregated from unallowable costs. Further, some Federal programs are not maintained in
discrete funds but are instead commingled with other transactions in various funds and accounts.
Also, since the general ledger is maintained on a budgetary cash basis, accrual conversion
adjustments are required for finandal reporting purposes, induding SEFA preparation. Those
accrual adjustments are based on dates of underlying activity rather than expenditure date, and
such information is not maintained within the general ledger system. Therefore, general ledger
data alone is insufficient to support preparation of the SEFA. Peripheral schedules and data must
be used extensively in order to produce a correct and accurate SEFA.

At such time as transactions are initiated, departmental personnel determine whether costs are
allowable for Federal funding, whether match requirements apply, and appropriate account coding.
However, departments do not routinely maintain schedules distinguishing Federal expenditures
from non-Federal portions of program costs or routinely communicate such information to the
Accounting Department in a manner that fadlitates preparation and recondliation of the SEFA.
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Sedtion |l: Anandal Satement Findings (Continued)

Rnding # 2015-010 — Preparation of Schedule of Eqenditures of Federal Awards (S5A)
(Continued)

Further, dates of underlying activities that trigger recognition of Federal expenditures were not
contemporaneously captured during transaction processing. Such information in a usable format is
essential to the SHA preparation process.

Cause:

Financial reporting requirements are not adequately addressed in grant administration policies and
procedures. The Oty maintains no comprehensive schedule of its Federal awards or status thereof
in order to assure completeness of the SEFA. Further, the Gty's general ledger and organizational
structure do not fadilitate determination or recondiliation of Federal expenditures apart from non-
Federal expenditures.

The Gty does not contemporaneously maintain a comprehensive schedule of Federal awards, or
activity therein, throughout the fiscal year. Further, the Gty does not effectively coordinate its
grant program delivery, compliance management, and finandal reporting activities into a
cooperative and cohesive grant administration process. Federal awards are administered in various
departments with no cohesive oversight, review, or monitoring as a whole. Although cash basis
transactions are recorded in the general ledger as they occur, transaction detail does not fully
segregate Federal expenditures from non-federal expenditures or identify the period in which the
expenditure activity occurred. Acoount and fund structure are not adequate to readily distinguish
and segregate Federal expenditures from those pertaining to match requirements or other program
costs. Therefore, Federal expenditures and related costs funded by matching efforts or other
sources cannot be readily determined solely from general ledger fund accounts utilized in
transaction processing. Instead, manual procedures must be used to identify Federal expenditures,
related matching funds, and other program costs in order to compile the SFFA. Such manual
procedures are time~consuming and demand personnel resources generally devoted to ongoing
operations of the Gty. Decentralized grant administration, inconsistendies in recordkeeping among
divisions and departments, and failure to appropriately capture transaction accounting dates and
funding sources exacerbate the issue.

During the year ended September 30, 2015, the Gty did not maintain grant data in a manner
conducive to preparation of the A Data necessary for determining Federal portions of program
expenditures and for establishing accounting period cut-off of such expenditures was not
contemporaneously captured and maintained or routinely reconciled and reviewed at interim.
Therefore, such datawas not readily available at year-end to support the S5FA preparation process.
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Section [I: Anandal Satement Andings (Continued

i Finding #. 2015-010 — Preparation of Schedule of Bpenditures of Federal Awards (SEFA)
| (Continued)

Decentralization of grant management and inadequate training of personnel responsible for

transaction recordkeeping and reporting hinder the Gty’s ability to prepare a timely, complete, and

i aocurate SEFA. While personnel in each division or department are responsible for spedfic program

i functions, each department’s operations are virtually autonomous and segregated from functions

’ performed by personnel in other departments. Lines of responsbility and authority are not
consistent in grant accounting and reporting. Although the Accounting Department is responsible
for preparation of the SFA, transaction initiation and coding, determination of aliowable costs, and
compliance with match requirements are functions of various other departments which administer
Federaily-funded programs. Under the Qty's current structure and process, the Accounting
Department is responsible for SEFA preparation but has no authority over departments maintaining
program records and no control over data maintained therein.

Hfedt:

The Gty is unable to properly identify Federal expenditures and prepare a complete and accurate
SFA on a timely basis or to demonstrate that its SEFA properly recondles to the finandal
statements or relevant underlying records.

The nature and quality of underlying data impede recondiliation, adjustment, and completion of the
SFA  Adjustments to achieve proper accounting period cut-off and to properly exclude non-
Federal expenditures from program costs for the year ended September 30, 2015 indicate material
weaknesses in internal controls over SFA reporting.

Recommendation:

Correlation of program delivery, compliance management, and finandal reporting functions is
essential to allow timely and effective assessment of compliance and adequacy of prooedures.
Therefore, the Gty should immediately implement procedures to identify all Federal awards and
should establish a comprehensive schedule in which to track activity therein. The Qty should
designate a responsible party for maintaining this schedule and should establish appropriate lines of
authority consistent with this responsibility. The Gty should also immediately enhance its
transaction processing procedures to incorporate the capture and maintenance of accounting
period data of all Federal award transactions based on dates of occurrence of underlying activity.
Procedures should also be developed and implemented to contemporaneously distinguish Federal
and non-Federal expenditures. Non-federal expenditures should be further segmented to
distinguish matching costs, unallowable costs, and other costs. Summaries of Federal and non-
federal expenditures, by category, should be periodically prepared for each Federal award program
and formally recondiled to the general ledger and program reports at least quarterly. Interim and
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Section |I: Finandal Satement Fndings (Continued)

Finding # 2015-010 — Preparation of Schedule of Bpenditures of Federal Awards (SEFA)
(Continued)

annual reports and recondliations should be reviewed by management personnel with an
appropriate level of oversight authority. Such review should indude comparison of reconciled
expenditure reports to the comprehensive schedule of Federal awards and grants.

Views of Responsible Officials:
The Qty's Corrective Action Aan is presented on page 149.
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Section |1I: Federal Awards Findings and Questioned Costs

Finding:
Finding # 2015011 — Cash Management (Q: Timing of Reimbursement Request Submissions

Anding Type: Material Weakness

Program Tested: CFDA No. 20.205: Highway Planning and Construction:
U. S Department of Transportation Federal Highway
Administration Pass-Through from Mississippi
Department of Trangportation

Criteria:

i The requirements for cash management are contained in the A-102 Common Rule ((§ __.21), OMB
Croular A-110 (2 CFR section 215.22), 45 OFR 74.22, 45 (FR92.21, Treasury regulations at 31 CFR
| part 205, program legisation, Federal awarding agency regulations, and conditions of the award.
Non-federal entities shall indude in their internal controls polices and procedures designed to
allow for compliance with applicable cash management requirements. Pursuant to Subpart A
section 205.12(5), under reimbursable funding programs, Federal funds are remitted after program
expenditures have been paid.

Condition:

During the fiscal year ended September 30, 2015, the Gty received Federal reimbursements
through the Mississippi Department of Transportation (MDOT) for expenditures that had not yet
been paid by the Gty at the time the reimbursements were received. Reimbursement requests
were prepared and submitted on behalf of the Gty by third-party consulting engineers, and the Gty
did not have sufficient controls over outsourced functions to ensure compliance with requirements
that reimbursements be requested only after expenditures had been paid.

Questioned Qosts:
Undetermined

Qontext:

During the course of our audit procedures, we performed tests of compliance with cash
management requirements that expenditures be paid before reimbursements requests were
submitted to the funding agency. Out of thirteen (13) tested items, we identified one (1)
reimbursement totaling $5,425 which the Gty received from MDOT before payment was made to
vendors by the Gty for the underlying expenditures. Such exceptions represented approximately
8% of the number of items tested and approximately 2% of the total dollar amount tested. While
the dollar amount of tested items which were prematurely reimbursed is insignificant, the
deficendes in the Gty's tracking and monitoring systems could allow material amounts to be
requested for reimbursement before underlying costs have actually been paid to vendors.
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Section lI: Federal Awards Findings and Questioned Costs (Continued)

Finding #: 2015-011 — Cash Management (O Timing of Reimbursement Request Submissions
(Continued)

Cause:

The Qty utilizes services of third-party consulting engineers for management of certain Highway
Panning and Construction projects. The Gty permits those consulting engineers to review and
approve project invoices received from vendors, after which the invoices are submitted to the
Engineering Department of the Qty for payment processing. The consulting engineers also prepare
related requests for reimbursement of costs from Federal grant funds and submit those requests
directly to MDOT. In some cases, the consulting engineers have submitted invoices to the Qty for
payment at the same time they submitted reimbursement requests to MDOT. Under this
procedure, the Cty would not have had the invoice available for processing before the
reimbursement request was submitted, so the expenditure could not have been paid at the time of
such request. Thisdemonstratesthat both the design and execution of the reimbursement request
process are inadequate to ensure that costs are paid before reimbursement requests are submitted
to the funding agency. This weakness is exacerbated by the intermittent nature of the Qty's
payable processing system, which consists of biweekly batch preparation of disbursements that are
released upon City Coundl approval. The nature and frequency of batch processing and payment
release inherently affects turnaround time from invoice receipt to vendor payment. Because of
intermittent batch processing, risk is increased that MDOT may process reimbursement requests
before the City processes invoice payments. This increases the risk that remittances may be
received by the (ty before expenditures are actually paid. Further, since vendor checks are
processed and electronically dated and signed before payments are approved by the Cty Coundl
for release to vendors and since recorded payment dates reflect check dates rather than payment
release dates, readily available system-generated reports provide insufficent basis for determining
when paymentsto vendors have actually been effected.

In addition, the Cty lacks a comprehensive grant management system through which it initially
determines whether costs are allowable under Federal programs and determines any related
matching obligations, tracks disbursements, requests for reimbursements, and receipt of
reimbursements; and identifies and assigns costs used to meet matching requirements. Schedules
are not maintained in a manner that facilitates monitoring and management review of compliance
with cash management requirements related to reimbursement-based grants in order to timely
detect and correct any noncompliance.

Hfedt:

Qty procedures did not effectively ensure that only paid expenditures were submitted to MDOT for
reimbursement from Federal grant funds. As a result, the Oty prematurely received
reimbursements for transactions totaling $106,220. While the Gty subsequently paid vendors for
the reimbursed costs, its process resulted in noncompliance with requirements that only paid
expenditures be submitted for reimbursement. Noncompliance with grant requirements could
result in questioned cost or could jeopardize the Qty’s access to funding.
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Section |t Federal Awards Findings and Questioned Costs (Gontinued)

Anding # 2015011 - Cash Management (O): Timing of Reimbursement Request Submissions
(Continued)

Identification of Repeat Findings:
2014-007

Recommendation:

The Oty should impiement policies and procedures to ensure that project costs are paid before
related requests for reimbursement are submitted to its funding agency, regardiess of whether
reimbursement requests are submitted directly by the Gty or by a third party. Payment release
dates should be captured in grant administration records and should be provided to consulting
engineers to authorize their submission of reimbursement requests. In addition, the Gty should
monitor dates of reiease of expenditures and reimbursement request submissions to ensure that
oontrols over cash management compliance are effective.

Views of Responsible Officials:
The Qty’s Corrective Action Plan is presented on page 150.

Finding;
FAnding #: 2015-012 - Qubredpient Monitoring (M)

FAnding Type: Material Weakness

Program Tested: CFDA No. 14.218: CDGB Entitlement Grants - Cluster:
Community Development Block Grants/ Entitlement Grants
US Housing & Urban Development Pass-
through from Governor’s Department of HUD

Qiteria:

Pursuant to Subpart J of 24 OR Part 85 “Uniform Administrative Requirements for Grants and
Cooperative Agreements to Sate and Local Governments,” which applies to CDBG grants, grantees
are responsible for managing the day-to-day operations of grant and subgrant supported activities
and must monitor subgrant supported adtivities to assure compliance with applicable Federal
requirements and that performance goals are being achieved. Grantee monitoring must cover each
program, function, or activity. Additional requirements for subrecipient monitoring are contained
in OMB Orcular A-133, Qubpart D, §_.400(d), §_500(d) and 24 CFR 92.506 and compliance with
CDBG Cuidebook for Grantees on Subrecipient Oversight. The Cty, as grantee, is required to
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Section liI: Federal Awards Findings and Questioned Costs (Continued)

Finding #: 2015-012 — Qubrecipient Monitoring (M)
(Continued)

develop a monitoring and tracking system for monitoring subrecipients’ compliance with the Sngle
Audit Act of 1996 as contained in OMB Qrcular A-133. While data may be contained in individual
files, certain elements must be compiled and tracked within a tracking system, such as in a
spreadsheet, so that audit compliance can be verified and easily reviewed in a single location.

Condition:

During the fiscal year ended September 30, 2014, the Gty did not maintain a tracking and
monitoring system that provided a single location for verifying and reviewing spedified elements of
its subredpients’ compliance with the requirements of the Sngle Audit Act of 1996 as contained in
OMB Qraular A-133 and compliance with the CDBG CGuidebook for Grantees on Subredpient
Oversight. Although certain data is maintained in individual files, the Gty did not have a system for
overall tracking and monitoring as required by the Sngle Audit Act and as reiterated as an area of
concern in a Monitoring Review Report issued by the U. S Department of Housing and Urban
Development (HUD) in September 2014. The Gty had no effective process to ensure that all data
necessary for adequately monitoring each and every subrecipient’s activity was obtained and
reviewed for compliance. Despite the Gty's awareness of defidiendes in its tracking and monitoring
system, it failed to take appropriate corrective action and implement required procedures in a
timely manner.

Questioned Costs:
Undetermined

Context:

As a Federal grantee, the Qty is responsible for managing the day-to-day operations of grant and
subgrant supported activities and must monitor subgrant supported activities to assure compliance
with applicable Federal requirements ant that performance goals are being achieved. Grantee
monitoring must cover each program, function, or activity. In performing our fiscal year 2015 audit
procedures, which induded examination of program and activities files for the projects and
activities selected for testing, we noted that the Gty had not developed or implemented the
required compliance monitoring and tracking system so that subredpients’ compliance with
program policies and procedures and the requirements contained in the Sngle Audit Act of 1996 as
contained in OMB Qraular A-133 could be verified and easily reviewed in a single location. No
comprehensive schedule was available listing all subrecipients, amounts of funds passed through to
those subredpients, terms and conditions of such amounts, or subrecipient compliance and
reporting requirements. Therefore, the Oty had no mechanism to readily identify elements to be
subjected to monitoring procedures for each subrecipient. The Oty was unable to readily
demonstrate the suffidency of its overall or individual subredpient monitoring activities.
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Section |Il; Federal Awards Findings and Questioned Costs (Continued

Finding #: 2015012 — Qubredpient Monitoring (M)
(Continued)

During the prior fiscal year, which ended September 30, 2014, the Qty experienced significant
personnel turnover in its Department of Federal and State Programs. The Qty determined that
such turnover resulted in failure to implement and maintain an appropriate tracking and monitoring
system for subredipient compliance with the Sngle Audit Act of 1996 as contained in OMB Orcular
A-133. However, the Gty was made aware of deficendes in its tracking and monitoring system
during 2014 in the course of HUD monitoring activities. As of the date of our fiscal year 2015
procedures, which were performed subsequent to September 30, 2015, the Qty had not yet
implemented an appropriate tracking and monitoring system.

The City did not maintain appropriate evidence of final certification of inspections or progress
inspections for one of seven subredpientstested. In addition, the Gty did not perform site visits for
two out of five subredipients for which project duration was long enough to allow such inspections,
but instead relied solely on desk audit procedures for those entities.

For one of seven tested subredpient programs, the Gty was not able to produce the final report
pursuant to CDBG regulations at 24 GR 570.200(a), which describes how each program particpant
is required to maintain records that fully desaribe the assisted activity, induding related finandal
and eligibility information. For one other subrecipient of the seven selected for testing, the final
report was delinquent and did not indude appropriate accomplishment data and detail as required
by the subredpient agreement. Gty monitoring procedures did not detedt subredpient
noncompliance with reporting requirements.

Review of subredpient agreements identified certain provisions other than deed restrictions
through which additions to property and equipment became property of or would revert to the
Cty. Four of seven agreements tested had such provisions, but the Gty had not identified any
related monitoring responsibilities.

Cause:

The Qty's risk assessment processes and controls over compliance with requirements related to
Federal programs were insuffident to ensure that necessary corrective action was timely taken in
response to known deficiendes, induding those previously reperted in HUD monitoring reports. In
addition, the Qty did not have an effective process for maintaining and monitoring subrecipient
award data or for reviewing subredipient contracts and agreements to identify provisions which
should be separately tracked and monitored for compliance with Federal reguiations.
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ion ll; Federal Awards Findings and Questioned Costs (Continued

Finding # 2015012 — Subredipient Monitoring (M)
(Continued)

Hfedt:

The Qty's procedures for subrecipient monitoring are not adequate to assure compliance of
subgrant supported activities with applicable Federal requirements and that program performance
goals are being achieved. The Gty'srelated internal controls over compliance with its subrecipient
monitoring requirements are not sufficent to ensure that necessary monitoring activities are
consistently performed on a timely basis. As a result of deficdendes in its procedures and its
documentation of monitoring activities and results, the Gty cannot readily demonstrate that
subrecipients have complied with program and reporting requirements and that the Gty has
appropriately managed the day-to-day operations of grant and subgrant related activities, The
combination of defidencies in the Gty's internal controls over compliance with subrecipient
monitoring requirements represents a material weakness in such requirements.

Identification of Repeat Andings:
2014-008

Recommendation:

The Gity must implement and maintain an appropriate subrecipient tracking and monitoring system
in order to meet its requirements for subgrantee monitoring. The Gty should also review its existing
policies and procedures and enhance its process for identifying requirements imposed on its
subrecipients by agreements, contracts, and program spedfications so that appropriate monitoring
procedures may be developed and incorporated into internal controls over compliance.

Views of Responsible Officals:
The Qty's Corrective Action Plan is presented on page 150.
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Section Ili; Federal Awards Findings and Questioned Qosts (Continued)
Finding:

Fnding # 2015013 — Federa Bxpenditure Management (WB G G H, L
Finding Type: Material Weakness

Programs Tested:  CFDA No. 14.218; CDGB Entitlement Grants ~ Quster:
Community Development Block Grants/ Entitlement Grants
US Housing & Urban Development Pass-
through from Governor’s Department of HUD

Section 200.300 of 2 CFR Subpart D - Post Federal Award Requirements, requires Federal costs to
be identified in accordance with cost prindples and grant requirements. Fnandal management
systems, induding records documenting compliance with Federal statutes, regulations, and the
terms and conditions of the Federal award, must be sufficent to permit the preparation of reports
required by general and program spedific terms and conditions and the tradng of funds to a level of
expenditures adequate to establish that such funds have been used according to the Federal
statutes, regulations, and the terms and conditions of the Federal award. The finangal
management system must provide for identification of the Federal program, CGFDA title and
number, award identification number and year, named of the Federal agency and any pass-through
entity, as well as accurate, current, and complete disdosure of financial results of each Federal
award of program. Records must adequately identify the source and application of funds for
federally-funded activities and must contain information pertaining to Federal awards,
authorizations, obligations, unobligated balances, assets, expenditures, income and interest, and
such information must be supported by source documentation.

Condition:

Federal and non-Federal expenditures were not readily identifiable from grant records maintained
by the Qty for the year ended September 30, 2015. Costs allowable and not allowable are not
spedifically identified in finandal records or recondled to reimbursement requests. Category of
cost, such as program delivery or administrative cost, is not initially captured upon recording
expenditures in the Qty's finandal records, and adjustments to dassifications are not timely
reconciled to underlying acoounts or submitted reimbursement requests. Transaction dates are
based on cash payment processing, and payment release dates and service periods for underlying
costs are not readily determinable.

Questioned (osts:
Undetermined
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Section |II: Federal Awards Findings and Questioned Costs (Continued)

Finding #: 2015013 ~ Federal Bpenditure Management (WB G G H, L)
(Continued)

Context:

The Gty utilizes fund accounts in its general ledger system to capture, maintain, and report activity
related to its grant programs. The Gty also utilizes peripheral manual and electronic applications in
its grant administration process. However, these procedures do not readily provide data necessary
to distinguish Federal expenditures from non-Federal costs incurred. Total program cost is not
segregated between allowable and unallowable costs, and expenditures of Federal funds are not
segregated from costs funded by matching funds or other funds. Further, expenditures are
captured solely on a cash basis, and dates of underlying activity are not contemporaneously
captured to identify expenditure date for Federal purposes.

Cause:

The Qty's general ledger system structure lacks complexity necessary to capture all accounting data
related to Federal program expenditures, and peripheral systems and procedures are not sufficient
to readily fill the gap in that data so that all categories of costs of Federal programs may be readily
identified and reported.

Bfect:
The Qty was unable to readily segregate Federal from non-Federal program expenditures or
recondle reimbursement requests to spedific Federal expenditures.

Recommendation:

The Gty should immediately implement procedures to maintain comprehensive schedules of
program expenditures that distinguish Federal and non-Federal expenditures and identify matching
funds provided. Recondiliations of Federal expenditures to allowable costs and total program
expenditures should be timely performed and monitored. Reimbursernent requests should be
recondled to supporting schedules of Federal expenditures, and appropriate cut-off should be
established for periodic reporting.

Views of Responsible Offidals:
The Gity’s Corrective Action Flan is presented on page 150.
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Section Ill; Federal Awards Findings and Questioned Costs (Continued)
Finding;

Finding #: 2015014 — Reporting (L)

Fnding Type: Material Weakness

Program Tested: CFDA No. 20.106: FAA Airport Improvement Plan:
U. S Department of Transportation Federal Aviation
Administration

Criteria:

‘The requirements for reporting are contained in OMB Grcular A-133, Subpart L, § .400 (d), § .500
(d) and 24 CFR92.506, the FAA Airport Improvement Plan Handbook, and conditions of the award.
Pursuant to such guidance, annual reports must be submitted at least every 12 months starting
from the date of grant acceptance. Annual Federal Finandal Report form SF425, or equivalent,
must be submitted no less than 90 working days after the end of each fiscal year, and a final form
425 must be filed upon dose-out of each grant. Once a final report is submitted with the grant
doseout, no additional reports are due at the end of the fiscal year for that grant. FAA Form 5370-1
(onstruction Progress and Inspection Report, which satisfies the performance reporting
requirement, must be submitted within 30 days of the end of each quarter until the construction
project is completed. Within 90 days of final payment to contractors for each grant projedt, final
form §~271 Qutlay Report and Request for Reimbursement for Construction Programs, or its
equivalent, summarizing final project costs must be filed.

Condition:

During the fiscal year ended September 30, 2015, the Gty did not fite required annual Federal
Fnandal Report forms 425 or alternative annual forms §-271 Qutiay Report and Request for
Reimbursement for Construction Programs for any of the three (3) grants selected for testing. In
addition, the Qty failed to timely file forms §~271 to dose out either of two (2) grants which had
been completed. Further, one required final report was not timely filed. Also, none of nine filed
quarterly reports were submitted timely, and one additional delinquent quarterly report had not
yet been filed as of the date of this report. Thus, none of the ten required quarterly reports for FAA
Airport Improvement Program grants were timely submitted. Also, since quarterly reports must be
filed until each grant’s final report is filed, two (2) additional quarterly reports should have been
filed for grantsfor which final reports were not timely submitted.

Questioned Costs:
Undetermined
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Section ill: Federal Awards Findings and Questioned Costs (Continued)

Finding #: 2015-014 - Reporting (L)
(Continued)

Context:

Pursuant to FAA Airport Improvement Program guidance, quarterly and annual reports must be
submitted for all active grants. These reporting requirements continue until appropriate grant
dose-out procedures and reports have been completed. The Oty relied on third party consultants
to prepare and submit its FAA Airport Improvement Program reports and did not obtain, maintain,
or monitor submitted reports or timeliness of such submissions. Correspondence obtained from
FAA representatives in conjunction with independent audit procedures affirmed the Qty's
noncompliance with its reporting requirements.

Cause:

The Gty's grant administration process is decentralized and lacks effective controls to ensure that
required reports are timely filed with funding agendies. The City's lack of centralized oversight over
Federal programs, use of formal tracking systems, and timely and periodic monitoring of
compliance with reporting requirements result in risk that individual grant administrators may fail
to timely file required reports and that such noncompliance may not be timely detected through
routine procedures. Personnel turnover and lack of formal and structured procedures exacerbated
deficdendiesin the Cty’s controls over maintaining compliance with grant reporting requirements.

Bfect:

The Qity failed to comply with certain reporting requirements related to its FAA grant programs.
Failure to maintain compliance with grant requirements could result in questioned costs or could
jeopardize the Qty's access to funding.

Recommendation:

The Qty should designate a responsible party to be in charge of maintaining compliance with
Federal reporting requirements. The Cty should also review existing polides and procedures,
identify and assess spedfic deficiendies, and develop enhanced procedures for maintaining and
monitoring compliance with reporting requirements. Such procedures should indude the use of
checklists and tracking schedules and should require documentation of periodic management
review.

Views of Responsible Officials:
The Qty's Corrective Action Fan is presented on page 151.
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Setion lll: Federal Awards Findings and Questioned Costs (Continued)

Fnding:
Finding #: 2015-015 ~ Non-compliance resulting from defidendes in finandial statement
internal control over timeliness of finandal reporting (L)
DA # Major Programs Finding Type:
’ Sgnificant
Material defidency/
weaknessy material significant
noncompliance noncompliance
14.218 Community  Development  Block X
Grants/ Entitlement Grants
14228 | Katrina Community Revitalization - X
USA Yeast Wastewater Pretreatment
20.106 Airport Improvement Program X
20.205 Highway Planning and Construction X
Criteria:

According to the OMB Grcular A-133, Subpart B-Audits § _.200(a), and Uniform Quidance, 2 CFR
200.501(a), non-Federal entities that expend $500,000 ($750,000 for fiscal years beginning on or
after December 26, 2014) or more in a year in Federal awards shall have a single or program-
spedfic audit conducted for that year in accordance with the provisions of these parts. Guidance on
determining Federal awards expended is provided in § 205 and 2 CFR 200.502. The audit
package and the data collection form shall be submitted 30 days after receipt of the auditor's
report(s), or 9 months after the end of the fiscal year —whichever comes first — pursuant to OMB
Creular A-133 §___.320(a) and Uniform Guidance 2 CFR200.512(a).

Condition:
The Qty's audit packages for the fiscal years ended September 30, 2014 and September 30, 2015
were not timely submitted to the Federal Audit Gearinghouse.

Questioned Costs:
Undetermined

Context:
See Finandal atement Finding 2015-003.

Cause:
See Financial Satement Finding 2015-003.
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ion I{|: Federal Awards Findings and Questioned Costs (Continued

Finding #: 2015015 -~ Non-compliance resulting from defidendes in finandal statement
internal control over timeliness of finandal reporting (L) :
(Continued)

Hfect:

The Gity did not comply with Federal Sngle Audit requirements for timely submission of its audit
package.

Recommendation:
See Fnancial Yatement Finding 2015-003.

Views of Responsible Officials:
The Qty's Corrective Action Flan is presented on page 151.
Finding:

Finding #: 2015016 ~ Non-compliance resulting from deficiendes in financial statement
internal control over financial statement adjustment, dose, and disdosure (A/B, C G

HL
CDA# Program Finding Type:
Sgnificant
Material deficiency/
weakness/ material significant
noncompliance noncompliance
14.218 Community  Development  Block X
Grants/ Entitlement Grants
20.108 Airport Improvement Program X
20.205 Highway Rlanning and Construction X

Criteria:

According to the OMB Qrcular A-133, Subpart C-Auditees § .300(a)-(, the auditee shall identify,
in its accounts, all Federal awards received and expended ant the Federal programs under which
they were received. Federal program and award identification shall indude, as applicable, the CFDA
title and number, award number and year, name of the Federal agency, and name of the pass-
through entity. The auditee shall also maintain internal control over Federal programs that
provides reasonable assurance that the auditee is managing Federal awards in compliance with
laws, regulations, and the provisions of contracts or grant agreements that could have a material
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Sedtion IlI: Federal Awards Findings and Questioned Costs (Continued)

Finding # 2015016 -~ Non-compliance resulting from defidendes in finandal statement
internal control over finandal statement adjustment, dose, and disdosure (VB C G
HLD
(Continued)

effect on each of its Federal programs and prepare appropriate finandal statements, induding the
schedule of expenditures of Federal awards. In addition, OMB Grcular A-133, Qubpart C-Auditees
§ _.310 requires the auditee to provide total Federal awards expended in acoordance with
Qubpart B§_ 205, which requires the determination to be based on when the activity related to
the award occurs. Further, Title 2: Grants and Agreements, PART 200—UNIFORM ADMINISTRATIVE
REQUIREMBNTS COST PRNCIPLES AND AUDIT REQUIRBMENTS FOR FEDERAL AWARDS Subpart
D—Post Federal Award Requirements section 200.302(b), each non-Federal entity's finandal
management system must provide accurate, current, and complete discosure of the finandal
results of each Federal award or program in accordance with the appropriate reporting
requirements, induding distinguishing allowable costs from costs not allowable, direct costs from
indirect costs, and Federal expenditures from costs paid to meet match requirements or paid from
other non-Federal funds.

Condition:

The Gty did not contemporaneously distinguish allowable Federal program costs from ineligible
costs, distinguish Federal expenditures from non-Federal expenditures, or specifically identify costs
used to meet match and cost-sharing requirements. In addition, the Gty had no effective processes
to ensure that dire¢t and indirect costs were treated consistently among all Federal awards
administered by various Gty departments.

Questioned Costs:
Undetermined

Context:
See Financial Satement Finding 2015-004.

Cause:
See Anancial Satement Rnding 2015-004.

Hfect:

The Gity could not readily produce schedules of its Federal program costs, obligated funds, or funds
receivable. Further, the Gty could not recondle obligated, expended, received, and available
Federal funds to its accounting records.
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Section |lI: Federal Awards Findings and Questioned Costs (Continued)

Finding #: 2015016 - Non-compliance resulting from defidendes in finandal statement
internal control over finandial statement adjustment, dose, and disdosure (AB C G
HU
(Continued)

Recommendation:

See Finandial Ratement Finding 2015-004.

Views of Responsible Officials:
The Qty's Corrective Action Ran is presented on page 151.

Binding. -
Finding #: 2015017 - Non-compliance resulting from deficendes in finandal statement
internal control over capital assets (A/B F)
CRDA# Programs Tested Finding Type:
Sagnificant
Material weakness/ defidency/
material significant
noncompliance noncompliance
14.218 Community  Development  Block X
Grants/ Entitlement Grants
14.228 Katrina Community Revitalization - X
N USA Yeast Wastewater Pretreatment
20.106 Airport [mprovement Program X
| 20.205 Highway Planning and Construction X
Qriteria:

Pursuant to Department of Transportation Cross-Cutting Section compliance requirements and A-
102 Common Rule (§_ _.31-32), non-Federal entities must meet certain requirements for
maintaining and disposing of equipment and real property. In addition, costs incurred for capital
assets are subject to cost principles per Section 200.300 of 2 R Subpart D - Post Federal Award
Requirements.

Condition:

The Oty does not adequately account for its capital projects funded by Federal awards. Project
detail records do not adequately identify allowable and unaliowable costs or matching fund
obligations, and Federal and non-federal expenditures are not effectively segregated or recondiled

-142-



T
Gity of Hattiesburg, Mississippi
Shedule 4 - Schedule of Rndings and Questioned Costs

ion Ill; Federal Awards Fndings and Questioned Costs (Continued

Finding # 2015017 -~ Non-compliance resulting from deficdendes in finanda statement
internal control over capital assets (A/B, F)
(Continued)

to reimbursement requests. The Cty does not effectively monitor its capital project cost
reimbursement requests prepared by third party service providers or recalculate and recondle
Federal costs to those reimbursement requests. The City does not critically evaluate the terms of
its Federal awards and agreements related to property ownership and reversionary provisions in
order to assess its rights and obligations under such agreements and to ensure that capital assets
and commitments are properly monitored.

In addition, the Gity could not readily provide a list of assets subject to reversionary provisionsif not
continually used for appropriate program purposes and therefore could not demonstrate effective
monitoring of ongoing use of such Federally-funded assets.

Questioned Costs:
Undetermined

Context:
See FAnandal Satement Finding 2015-009.

Cause:
See Anandal Satement Finding 2015-009.

Hfedt:
The Gty may be subject to disallowed costs or obligations under reversionary provisions for assets
acquired or constructed using Federal funds, and the amounts of potential disallowed costs could

be material.

Recommendation:
See Finandal atement FAnding 2015-009.

Views of Responsible Officials:
The Qty's Corrective Action Plan is presented on page 152.
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Section |lI: Federal Awards Findings and Questioned (osts (Gontinued)

Einding:

Anding #: 2015018 -~ Non-compliance resuiting from defidendes in finandal statement
internal control over preparation of Schedule of Expenditures of Federal Awards
(HAANBCGHL

CRDA# Programs Tested Finding Type:

Ygnificant
Material weakness/ deficiency/
material significant
noncompliance noncompliance
14.218 Community  Development  Block X
Grants/ Entitlement Grants

20.106 Airport Improvement Program X

20.205 Highway Planning and Construction X

Criteria:

Section 200.300 of 2 R Subpart D — Post Federal Award Requirements, requires Federal costs to
be identified in accordance with cost princples and grant requirements. Fnandal management
systems, induding records documenting compliance with Federal statutes, regulations, and the
terms and conditions of the Federal award, must be sufficent to permit the preparation of reports
required by general and program spedific terms and conditions and the trading of funds to a leve! of
expenditures adequate to establish that such funds have been used according to the Federal
statutes, regulations, and the terms and conditions of the Federal award. The financal
management system must provide for identification of the Federal program, CFDA title and
number, award identification number and year, named of the Federal agency and any pass-through
entity, as well as accurate, current, and complete disclosure of finandial results of each Federal
award of program. Records must adequately identify the source and application of funds for
federally-funded activities and must ocontain information pertaining to Federal awards,
authorizations, obligations, unobligated balances, assets, expenditures, income and interest, and
such information must be supported by source documentation.

Condition:
The Gty could not readily produce a schedule of expenditures of Federal awards or recondle
Federal oosts to total costs of the related project or program.

Questioned Costs:
Undetermined

Context:
See Anandal Satement Finding 2015-010.
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Section lil; Federal Awards Fndings and Questioned Costs (Gontinued

Finding # 2015018 - Non-compliance resulting from defidendes in finandal statement
internal control over preparation of Schedule of Eqenditures of Federal Awards
(FANBCGHLD
(Qontinued)

Cause:
See FAnandal Satement Finding 2015-010.

Hfect:
The Oty was unable to prepare a complete and accurate schedule of Federal expenditures which
recondiled to underlying financial records on a timely basis.

Recommendation:
See FAnandal Satement Fnding 2015-010.

Views of Responsible Officials:
The Gty's Corrective Action Plan is presented on page 152.
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MAYOR

Toby Barker

COUNCH, - WARD ONE COUMELL - WARD 7w COUNGIL - WARD THRES  COUNCIL - WAKD FOUR TOUNCIL - WARD FYVE
Feffrey George eborah Denard Delgado Carler Carenll Mary Dryden Nicholas Brown

October 25, 2017

The City of Hattlesburg respectfully submits the following corrective action plan for the year ended
Septesnher 30, 2015.

Cair, Riggs, & ngram, LLC
P. 0. Box 2418
Ridgeland, M5 39158-2418

Audit Period: September 30, 2015

The findings from the September 30, 2015 schedule of findings and questioned costs are discussed
below. The findings are numbered consistently with the numbers assigned in the schedule.

Corrective Action Plaa for Financial Statement Findings

2015-001 Entity-Level Control Environment and risk Assessment Processes
The City's Adrinistration acknowledges the importance of the controi environment and, in particular,
the organizational structure, with the assignment of authority and responsibility in addressing risks
relevant to the achievement of financial reporting objectives. The incoming Administration has initiated
an entity-wide assessment of the existing organizationa! structure, and estahlishment and monitoring of
internal controls will be an inherent component of this assessment. We expect this process to ba
completed by late fall, 2017,

Narne of Responsible Person: Ann Jones, Chief Administrative Officer; Connle Everett, Chief

Financial Officer

Name of Department Contact: Ann Jones, Chief Administrative Officer

Expected Date of Completion: Fatl, 2017

2015-002 Entity-Level information, Communicaticn and Monitoring

Please note in the section "Views of Responsible Officlals”; The City agrees with this finding in
general, but with certain qualifications.

As noted in Finding 2015-002, the City “utilizes a centralized system of aceounting for s budgetary cash
basis transactions.” This accounting system has consistently allowed for the accurate and timely
financial reports that provide, at all times, a reliable monitoring of the City’s compliance with its legally
adopted budgets. There will typically be significant conversion procedures at year-end that are
necessary for financial reporting purposes, and this will, we believe, be the norm for most local

CITY OF BATTIRSATIRG * POST OPTICA HOX 1898 * HATTIESBUNG, MISSISSIVRL ¢ 194031868
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governments as oppased to the “periodic accounting cut-off data for canversion from budgetary cash
basis to financial reporting basis.”
The Administration's efforts to promptly assess the existing internal control structure will incorparate
the identification of opportunities to improve upon the production af financial information pursuant to
specitic items noted in Finding 2015002, Some items, such as list of active Federal awards, will be
implemented immediately. Other items, such as a list of debt compliance, have atways been readily
avaitable.

Name of Responsible Person: Connie Everett, Interim Chief Financial Officer

Name of Department contact: Lisa Hanson, Comptroiler

Expected Date of Completion: Falf, 2017

2015-003 Timefiness of Financial Reporting
As noted in the City’s response to Finding 2015-002, the City’s accounting system does provide reliable
and timely budget basis financial reporting. The Administration is committed to facilitating procedures
that will allow for the financia! reporting accounting conversion process at year-end to be completed on
a timely basis in order to altow for the Citv to meet all financial reporting deadlines.
The incoming Administration acknowledges that there are important reporting deadlines for the 2016
audit that have already not been met. it is our firm commitment to complete the 2016 audit as quickly
and efficiently as possible, The Administration will ascertain that the 2017 audit reporting process
meets ali applicable deadlines.

Name of Responsible Person: Connie Everett, Interim Chief Financial Officer

Name of Department Contact: Lisa Hanson, Comptroller

Expected Date of Compietion: Fall, 2017

2015004 Financial Statement Adjustment, Close, and Disclosure
n spring, 2017, the City’s Comptroller was allowed to add a CPA to her existing stalf. Finding 2015-004
emphasizes the “increasing complexity of financial reporting requirements” and it includes other
notations that generally describe the difficulties encountered by tne City in its financial accounting
functions. Other points, including the need for a formal process for ensuring the accuracy and
completenass of vatious peripheral systems and reconcifiation procedures are, in the opinion of the
Administration, valid concemns.
As noted in our response to findings 2015-002 and 2015-003, the City wilt continue to produce reliable
and timely budget-basis accounting reports, and the Accounting Department will facilitate improved
conversion grocedures that are needed i order for the financial statements to be prepared in
accordance with generaily accepted accounting principles. We anticipate substantial improvements will
be made in conjunction with the 2016 audit in the falt months of 2017.

Name of Responsible Person: Lisa Hanson, Comptrolier

Expected Date of Completion: Fall, 2017

2015-005 Municipal Court Fines

The incoming Administration will promptly assess the ongoing difficuities experienced pursuant to the
court fines recordkeeping function, If the determination is made that additional training and/or
independent Information Technology services are necessary, the City will immediately take corrective
measures to allow for reliable financial statement reporting as well as cornpliance with applicable state
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law, This assessment will begin in August 2017; other measures, if required, will be implemented in fali,
2017.
Name of Responsible Person: Ann Jones, Chief Administrative Officer
Name of Department Contact: Ann jones, Chief Administrative Officer; Greg Ladner, Assistant
to Mayor .
Estimated Date of Completion: will depend upon Information Technology assessment

2015-006 Water and Sewer Customer Accounts Receivable

The Administration will implement procedures to routinely prepare and reconcile Water and Sewer
customer accounts receivable activity and balances periodically, along with a formal analysis of the
coliectability of outstanding batances in order to estimate the related atlowances for doubtful accounts.
The centratized accounting department does provide a daily tracking of recorded receipts in conjunction
with the daily deposits at the bank, and this has provided a reliable internal controi procedure. There
may be 2 need, however, for the water and sewer billing office staff to assist in the maintenance of
Important subsidiary records that are subject to routine oversight by the accounting department,
Assessmant of operations may reveal the need for additional training of personnel on accounting
procedures, and the information Technology staff may need to assist in facilitation of these shared
responsibilities. tmplementation will begin in Fall 2017 and may extend into winter of 2017-1B.

Name of Responsible Person: Kermas Eaton, Director of Administration/City Clerk
Name of Department Contact: Frances Reid, Customer Accounts Departiment Manager
Estimated Date of Completion: Winter 2017-18

2015607 Water and Sewer Biflings
The incoming Administration wili assess the current organizational structure as it refates to the water
and sewer bifiing function. In particular, the Administration will emphasize the need for periodic
analysis procedures to be performed. We will promptly begin our efforts to ascertain any probiems that
may need to be addressed in order to implement these reports, and, as noted in Finding 2015-006, an
enhanced role by the Customer Accounts staff may be appropriate. These initial efforts will be made in
August, 2017,

Name of Responsible Person: Kermas Eaton, Director of Administration/City Clerk

Name of Department Contact: Frances Reid, Customer Accounts Department Manager

Estimated Date of Completion: Fall 2017

2015-008 Water and Sewer Customer Meter Deposits

As noted in Finding 2015-007, the City will assess the current water and sewer organizational structure,
as a component of the Administration’s entity-wide study of the existing assignment of responsibilities
and personnel assessment. The improvements needed for meter deposits’ subsidiary records may
require a reassignment of duties, improved reporting procedures and/ur cross-training with existing
accovnting and Information Technology personnel. The importance of routine reconciliation procedures
will be emphasized, and we anticipate these procedures to be implemented in Fall 2017.

Name of Responsible Person: Kermas Eaton, Director of Administration/City Clerk

Name of Department Contact: Frances Reid, Customer Accounts Depariment Manager; Angie
Sanford, Information Technology Manager

Estimated Date of Completion: Fall 2017
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2015-008 Capital Assets

The City will implement a comprehensive system of puticies and procedures for accounting for capitaf
assets. This system will accommodate both approved construction projects and acquisitions of assets
achieved outside the routine cash disbursement process, as well as any contributions or transfers of
fixed assets to the City. Additionaily, fixed asset subsidiary records wilf include adequate descriptions to
allow management to identify specific asset items, and the systern will allow for periodic review by the
City's management team for the identification of impaired assets or assets no longer in service. As
noted, these procedures should allow for adequate training of empioyees for proper coding as well as
ascertaining that capitalization policies and procedures are followed. The Administration will schedule
capitalization policies and procedures training sessions for the various operating departments in fall
2017 to update responsible employees and answer any questions they may have.

Name of Responsible Person: Connie Everett, Interim Chief Financial Officer; Ann Jones, Chief
Administrative Officer

Name of Department Contact: Lamar Rutland, Director of Engineering; Lisa Hanson, Comptrofier
Estimated Date of Completion: Fail 2017

2015-010 Preparation of Schedule of Expenditures of Federal Awards {SEFA)

The City’s accounting department will prepare a complete and accurate SEFA on the accrual basis. This
schedule for fiscal 2016 will be available in August 2017. Any commingling procedures as described in
Finding 2015-010 will be improved upon to altow for rellable tracking procedures. Additionally, the
incoming Administration has hired a new Director of Urban Development and Federal Programs who has
extensive training and experience in the administration of federal grant programs. The accounting
department will continue to be responsible for the preparation of the SEFA. This docutnent will be
subject to final review and approval as to completeness and accuracy by this newly hired director.

Narne of Responsibte Person: Connie Everett, Interim Chief Financial Officer

Name of Department Contact: Andrew Eilard, Director of Urban Development and Federat
Programs; Lisa Hanson, Comptroller

Estimated Date of Completion: August 2017
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2015-011 Cash Management (Q: Timing of Reimbursement Request Submissions
Highway Planning and Construction

The Qty acknowledges that current procedures allow for the possibility of receipt of reimbursement
funds prior to the expenditure for work completed, due to ineffidendes in communication between
the third-party engineers and the Qty Engineer’s office. Procedures will be established to enhance
communication, to indude having completed documents pass through the Gty Engineer’s office
prior to submission to MDOT to ensure that appropriate expenditures are paid prior to request for
reimbursement of funds.

Name of Responsible Person — Lamar Rutland, Gty Engineer
Bepected Date of Completion: Fall, 2017

2015-012 SQubredipient Monitoring (M)
CDBG Entitlement Grants

The Gty acknowledges a subrecipient monitoring and tracking system needs to be established to
ensure compliance with program polides and procedures contained in the Sngle Audit Act of 1996
and OMBQreular A-133. Raffing changes subsequent to the recent mayoral election have induded
appointment of a new Director of Urban Development and Federal Programs, and he is currently
reviewing all federal programs and results of monitoring visits recently held with HUD. Necessary
changes to current procedures will be developed with department staff to ensure future
compliance with program guideiines.

Name of Responsible Person — Andrew Blard, Director of Urban Development and
Federal Programs
Bpected Date of Completion: January 2018

2015-013 Federal BExpenditure Management (A/B,C G H, L)
CDBG Entitiement Grants

The CQty acknowledges that detailed information distinguishing federal and non-federal
expenditures is not easily identified within the current acoounting structure. The ability to track
expenditures in this manner does exist and will be implemented in the current acoounting system.
Supporting spreadsheets can be developed within the departments responsible for documenting
federal and non-federal expendituresto provide added documentation.

Name of Responsible Person — Andrew Blard, Director of Urban Development and

Federal Programs
Bpected Date of Completion: January 2018
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2015014 Reporting (L)
FAA Airport Improvement Plan

The Gty acknowledges that required reporting procedures were not followed with FAA grants. The
Engineering Office experienced a high level of staff turnover over a two-year period, which resulted
in afailure to communicate required dutiesto new staff. Written procedures should be established
describing required duties for compliance with grant requirements, thereby affording a readily
available manual of instructions for new and existing staff to follow.

Name of Responsible Person — Lamar Rutland, Gty Engineer
Name of Department Contact — Ann Jones, Chief Administrative Officer
Bxpected Date of Completion — January 2018 and ongoing

2015015 Non-Compliance Resulting from Defidendesin Finandal Satement Internal
Control Over Timeliness of Anandal Reporting (L)

The incoming Administration acknowledges that there are important reporting deadlines for
submission of completed audits to the Federal Audit Qearinghouse. The Qty's position concerning
current finandal statement reporting abilities has been addressed in the response to Finding 2015
002 and Finding 2015-003. It is the incoming Administration’s intent to explore updating finandal
software in order to more easily comply with finandal reporting requirements. In the interim,
efforts will be made to fadlitate expedited completion of the 2016 audit and timely completion of
the 2017 audit.

Name of Responsible Persons — Lisa Hanson, Comptrolier; Connie Everett, Interim
Chief Anandal Officer

Name of Department Contact ~ Ann Jones, Chief Administrative Officer

Bpected Date of Completion — Fall 2017 and ongoing

2015016 Non-Compliance Resulting from Defidendesin Rnandal Satement Internal
Control Over Anandal Satement Adjustment, Qose, and Disdosure
(WB.GGHY

As discussed in the Gty's response to Finandal Satement Finding 2015-004, the Gty has added to
its Accounting Department staff an individual who has the capability of undertaking the more
complex aspects of finandal statement reporting, in order to ensure compliance with guidelines. In
addition, as stated above in Finding 2015-015, the Gty intends to explore updating the finandal
software in order to more easily comply with finandal reporting requirements. In the interim,
supplementary schedules can be developed to better track federal program costs and funds
received and expended.

Name of Regponsible Person — Lisa Hanson, Comptrolier
Bpected Date of Completion - Fall, 2017
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2015017 Non-Compliance Resulting From Defidendes in Finandal Statement Internal
Control Over Capital Assets (A/B, F)

The Gty acknowledges that defidendes exist in current procedure as to detailed accounting
procedure for recording capital assets and acocounting for federal grant monies assodated with
capital assets. The capability exists within the current accounting system for better segregation of
federal and non-federal expenditures and allowable and unallowable costs Supplementary
schedules can be maintained in the Gty Engineer’s office for projedts that department oversees, in
order to provide an additional level of detail and accountability.

Name of Responsible Persons — lamar Rutland, Gty Engineer; Lisa Hanson,
Comptroller; Connie BEverett, Interim Chief Finandal Officer

Name of Department Contact — Ann Jbones, Chief Administrative Officer

Bpected Date of Completion — Fall, 2017 and ongoing

2015-018 Non-Compliance Resulting from Defidendesin Finandal Satement Internal
Qontrol Over Preparation of Schedule of Bxpenditures of Federal Awards (S5FA)
(AMBCGHL

As Sated in the Gty's Response to Finandal Satement Finding 2015-010, the Gty will prepare a
complete and accurate SHA on the accrual basis. The Gty now has on staff a Director of Urban
Development and Federal Programs, who has extensive training and experience in administration of
federal grant programs.

Name of Responsible Person — Connie Everett, Interim Chief Finanaal Officer

Name of Department Contact — Andrew Blard, Director of Urban Development and
Federal Programs; Lisa Hanson, Comptrolier

Bpected Date of Completion —Fall, 2017
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INDEPENDENT AUDITORS REBUTTALTO
MANAGEVIENT S RESPONSE TO ANDINGS
AND CORRECTIVEACTION PLAN

Carr, Riggs & Ingram, LLG, in consideration of the views presented by the management of the Gty of
Hattiesburg, Mississippi (the auditee), presents the following rebuttal to certain matters presented
by the auditee. The responses below are intended to darify facts and provide context, where
appropriate, to assist users of the report in their evaluation of the audit report. The absence of a
rebuttal indicates that Carr, Rggs & Ingram, LLCdoes not deem it necessary to correct or darify any
response of the auditee. : :

Pursuant to paragraph 4.41 of Government Auditing Sandards (Yellow Book), independent auditors
must provide certain rebuttals relating to disagreement with an audited entity's responses to
findings, condusions, or recommendations or when planned corrective actions do not adequately
address the auditors’ recommendations. Our rebuttal to the Gty's Corrective Action Flan, induding
its responses to audit findings, is presented below.

Finding # 2015-002

We disagree with the following statement by the Gity, as further explained below.
Gty's statement: *This accounting system has consistently allowed for the accurate and
timely finandal reports that provide, at all times, a reliable monitoring of the Gty's
compliance with its legally adopted budgets. There will typically be significant conversion
procedures at year-end that are necessary for finandal reporting purposes, and this will, we
believe, be the norm for most local governments as opposed to the “periodic accounting
cut-off data for conversion from budgetary cash basis to finandal reporting basis.”

The above statement by the Gty implies that Gty management has not grasped the severity of its
finandal reporting defidendes. While the budget basis of accounting is appropriate for maintaining
data for legal budgetary compliance, it is not sufficient for financal reporting in accordance with
generally accepted accounting principles (GAAP).  Further, CRl noted omissions of cash-basis
transactions and coding errors between professional services and capital outlay, which indicated
that the Gty's accounting system did not provide accurate financal reports for use in budget
monitoring. Certain significant architectural and engineering fees subject to capitalization were
recorded as professional service expenditures rather than capital outlay, thereby distorting budget
category data induded in reports. The accounting system referred to by the Gty omits certain
current period transactions, induding material expenditures from trust/escrow funds maintained
for capital projects such as the sewer system comprehensive rehabilitation project. In addition, at
least one cash account was completely omitted from the cash recondliation and general ledger trial



balance as of 9/30/15. Also, the Oty's general ledger accounts for “received not vouchered” items
do not remain static as of a given date as future time passes. In addition, cash basis transaction
records, even if they are complete and accurate, are not suffident to support preparation of
finandal statements in accordance with requirements imposed on the Gty by Federal and Qate
entities, bonds and other loan agreements, grants and other contracts. Failure to maintain non-
cash data on an ongoing basis and to assimilate relevant data into the finandal reporting process in
a formal and systematic basis is a material weakness in internal controls over finandal reporting
that is unlikely to be significantly mitigated by post-closing procedures alone. Hfective cut-off for
each of the (ty's reporting bases must be properly established and maintained in order to produce
reliable annual finandal information.

Finding # 2015-003

As noted above, CR disagrees with the Qty's position that its accounting system provides reliable
and timely budget basis reporting that would be sufficient to support timely preparation of annual
finandal statements on required bases of accounting.

Hnding# 2015-004

As noted above, CR disagrees with the Qty’s position that its accounting system provides reliable
and timely budget basis reporting that would be sufficient to support timely preparation of annual
financal statements on required bases of accounting. As CR has noted, the Accounting
Department has not historically been responsible for or provided with data necessary for such
conversion, induding preparation of disdosures. The preparation of annual finandal statements in
accordance with U.S generally accepted accounting principles extends well beyond preparation of
simple conversion entries.

Finding # 2015006

The Qty asserted that the Accounting Department’s process for tracking recorded receipts and daily
depositsis a reliable internal controt procedure for Water and Sewer customer accounts receivable.
CR has noted that no roll-forward of customer activity or recondiliation of customer subsidiary
records to system totals is performed at interim or at year-end, either by the Accounting
Department or by the Water Billing Department. Without those processes, current procedures are
effective in determining that amounts posted as cash receipts recondile to amounts deposited;
however, such procedures provide no assurance that all credits posted against customer accounts
are proper. CR noted also that the Qty's response indicated there may be a need for water and
sewer billing staff to assist in maintenance of subsidiary records. Under current processes, those
staff members are solely responsible for such maintenance, and detail balance and activity reports
are not routinely generated, recondled, or submitted to the Accounting Department for review.

&Uﬂ Iﬁ”u ;f Jnﬁaa..d, L.e.C.

CARR RGGS& INGRAM, LLC

Rdgeland, Mississippi
November 29, 2017
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MAYOR
Toby Barker
COUNGIL - WARD OGNS COUNCIL - WARD TWO COURCIL - WARD THREE  COUNCIL - WARD POUR COUNGIL - WAKRD KIv)
Jeffrey George Deborah Denard Defgadlo Carter Carvoll Mary Dryden Nicholas Brown

Summary Schedule of Prior Audit Findings
Year Ended September 30, 2015

The following is an update of the prior audit finding and is prepared in accordance with the Office of
Management and Budget Circular A-133, Section .315(b).

2014-001 ~ information, Communication and Monitoring

Condition: This finding was a material weakness stating that entity-wide controls and
procedures did not effectively ensure that alt information relevant to the financial reporting
process was timely Identified and communicated for assessment of financial reporting
impact and for assimilation into the financiaf reporting process.

Recommendation: The auditor recammended that the City formalize {ts information,
communications, and monitoring processes to ensure that data from external and internal
sources is timely captured, retained, and available for financiai reporting purposes.
Management concurred with the recommendation and indicated that the procedures
would be implemented.

Current Status: Not corrected.

2014-002 ~ Financial statement adjustment and disclosure

Condition: This finding was a material weakness stating that the City's internal accounting
controis were not sufficlent to ensure that transactions and account balances were property
reported in conformity with bases of accounting reguired by generally accepted accounting
principles.

Recomimendation: The auditor recommended that the City assess the guality of existing

peripheral processes and implement effective control procedures to ensure that data
maintained therein is accurate and that errors or irregularities are prevented or timely

CITY OF HATTHHSBURG * POST OFFICE BOY 189R ¢ BATTILSAURG, MISSISSIOP! * 39403-1898

-155-



Schedule 5

detected and corrected. Management concurred with the recommendation and indicated
that the procedures would be implemented.

Current Status: Not corrected.
2014-003 — Accounts receivable

Condition: This finding was a material weakness stating that the City's accounting policies
and procedures related to accounts receivable are not adequate to ensure that Municipal
Court fines receivable and Water and Sewer customer accounts receivable are property
valued and reported.

Recommendation; The auditor recornmended that the City generate, reconcile, review, and
retain monthly receivabie detail and summary reports, including agings of outstanding fines
and Water and Sewer customer account balances and that the City analyze periodic reports
and refated trends in assessing collectability and in estimating the allowance for doubtful
accounts. Management concurred with the recommendation and indicated that the
procedures wou'd be implemented.

Current Status: Not corrected.
2014-004 ~ Non-routine and noncash transactions

Condition: This finding was a material weakness stating that the City’s accounting
procedures do nat provide an appropriate mechanism for capturing, recording, and
reporting noncash or non-routine infarmation to ensure that such information is properly
reflected in the financial statements and disclosures.

Recommendation: The auditor recommended that the Gty develop and implement
procedures to collect and manage non-routing, noncash, and disclosure-related
information so that it may be timely reviewed and monitored and readily available for year-
end financigl reporting purposes and formaiize closing procedures. Management
concurred with the recommendation and indicated that the procedures would be
implemented.

Current Status: Not corrected.

2014-005 ~ Capital assets
Condition: This finding was a material weakness stating that the City did not appropriately
{dentify and accurately capture, maintain, and report activity and balances relating to
capital assets.
Recommendation: The auditor recommended that the City implement policies and

procedures to initially identify capital asset transactions, enhance detail data maintained,
perform periodic reconciliations of detail, review propriety of account coding, and
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assessment of long-term assets for'impairmenz. Marnagement concurred with the
recommendation and indicated that the procedures would be implemented.

Current Status: Not corrected.

2014-006 - Water and sewer biltings

Condition; This finding was a significant deficiency stating that the City’s internal controls
were not adequate to ensure that all water and sewer service provided was bifled to
customers.

Recommendation: The auditor recommended that the Clty implement procedures for
monitoring volume usage attributable to City facilities and customers to manage
unaccounted for volumes. Management concurred with the recommendation and
indicated that the procedures would be implemented.

Current Status: Not corrected.

2014-007 ~ Cash management

Program: CFDA No. 20.205; Highway Ptanning and Construction:
U. S. Department of Transportation Federal Highway
Administration Pass-Through from Mississippi
Department of Transportation

Condition: This finding was a material weakness stating that City procedures did not ensure
that expenditures were paid by the City before cost reimbursements were requested.

Recommendation: The auditor recommended that the City implement policies and
procedures to ensure that project costs are paid before related requests for reimbursement
are submitted to its funding agency and that contrals encompass refated procedures
performed by third-party consulting engineers. Management concurred with the
recommendation and indicated that the procedures would be implemented.

Current Status: Not corrected.

2014-008 ~ Subrecipient monitoring

Program: CFDA No. 14.218: CDGB Entitlement Grants — Cluster;
Community Development Block Grants/Entitlernent Grants
U.5. Housing & Urban Development Pass-through
from Governor’s Department of HUD
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Condition: This finding was a significant deficiency stating that the City did not maintain an
overall tracking and monitoring system that provided a single location for verifying and
reviewing specified elements of its subrecipients’ compliance with the requirements of the
Single Audit Act of 1996 as contained in OMB Circular A-133 and compliance with CDBG
Guidebook for Grantees on Subrecipient Oversight.

Recommendation: The auditor recommendad that the City implement an audit monitoring
and tracking system to meet its requirements for subgrantee monitoring and review its
existing policies and pracedures to ensure that current compliance requirements are met.
Management concurred with the recommendation and indicated that the procedures
would be implemented.

Current Status: Not corrected.

2013-2: Cash management procedures - Federal Transit Formula Grants, U.S. Department of
Transportation, Federai Transit Administration, Pass-Through Entity Identifying Numbers,
CFDA 20.507

Condition — This finding was a significant deficiency stating that cash reimbursement
requests were initiated before payment of related transactions had been made by the City.

Recommendation: The auditor recommended that the City’s accounting department
implement procedures to prepare reimbursement requests from reliable expenditure
reports that accurately identify paid transactions to ensure that such requests include anly
amounts which have been paid.

Current Status: Partially corrected.

The City implemented procedures to use cash-basis docket reports for preparation of
reimbursement requests to ensure that unpaid transactions were not inciuded in such
requests. However, the City eflowed certain third-party consuiting enginzers to submit
reimbursement requests directly to the funding agency simultaneously with subemission of
project construction invoices to the City for payment. As a result, come reimbursements
were received by the City before its payments of the underlying invoices were processed.
The City has since implemented procedures requiring ali pay applications be processed
through the City Engineering Department and paid by the City before submission for
reimbursement. In addition, third parties are no Jonger allowed to submit reimbursement
requests on betalf of the City.

Contact: Lisa Hanson, Comptrolier
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INDEPENDENT AUDITOR S REPORT ON COMPLIANCE
WITH STATE LAWSAND REGULATIONS

To the Honorable Mayor and Members of the Gty
Coundil Qty of Hattiesburg, Mississippi

We have audited the basic finandal statements of the Gty of Hattiesburg, Mississippi as of and for
the year ended September 30, 2015, and have issued our report dated November 29, 2017. We
have conducted our audit in accordance with auditing standards generally accepted in the United
Sates of America and the standards applicable to finandial audits contained in Governmental
Auditing Sandards.

As required by the state legal compliance audit program prescribed by the Cffice of the Sate
Auditor, we have also performed procedures to test compliance with certain state laws and
regulations. However, providing an opinion on compliance with state laws and regulations was not
the objective of our audit and, accordingly, we do not express such an opinion.

The resuits of those procedures and our audit of the general purpose finandal statements disdosed
material instances of noncompliance with State taws and regulations  Our findings and
recommendations and your responses are as follows:

Finding 1 - Fixed Asset Accounting

The Qty's procedures for determining the total acquisition cost of fixed assets and
maintaining fixed asset detail did not comply with accounting system procedures prescribed
by the Qate Auditor under Mississippi law.

Qriteria, Context, and Condition

The property accounting system set forth in the Municipal Auditing and Accounting Guide
issued by the Office of the Sate Auditor establishes procedures for developing acquisition
cost of fixed assets to be reflected in subsidiary ledgers and financial statements. Those
procedures, in accordance with generally accepted accounting principles, spedify that
certain professional fees, such as appraisal, architedtural, engineering, and legal fees,
represent acquisition cost to be capitalized into fixed assets. In addition, procedures
promulgated under the property acoounting system establish required data elements to be
maintained for all fixed assets.



The Qty did not properly capitalize certain material expenditures for professional fees into
fixed assets in accordance with the property accounting system set forth in the Municipal
Auditing and Accounting Quide issued by the Office of the Sate Auditor. In addition, the
City did not timely identify and record acquisitions of fixed assets contributed or transferred

from other parties. Further, the Qty did not timely maintain fixed asset detail schedules
that induded all required data elements in accordance with accounting procedures set forth
by the Office of the Sate Auditor.

Recommendation

The Administration should develop and implement procedures to properly capture and
maintain fixed asset detail in accordance with prescribed procedures. Quch procedures
should ensure that detail ledgers indude all required data elements and that all acquisition
costs are timely identified, captured, and induded in capitalized asset basis.

Response

The Cty Administration agrees with this finding, and management is in the process of
developing its corrective action plan. The Qty's corrective action plan is expected to be
finalized and implementation commenced by November 29, 2017.

Finding 2 — Gty Court Acocounting Procedures

The Qty's accounting procedures for Munidpal Court fines receivable are not in compliance
with accounting system procedures prescribed by the Sate Auditor under Mississippi law.
Noncompliance with prescribed Court accounting proceduresis a recurring finding. See also
related Findings 3 and 4.

Qriteria, Context, and Condition

Pursuant to Mississippi Code Section 21-23-11 and the Municipal Auditing and Accounting
Quide issued by the Office of the Sate Auditor, the Gty must maintain separate accounting
records for the Munidpal Court, and those records must meet certain standards and
requirements. Requirements indude maintaining an accounts receivable system, balancing
receivable accounts monthly, and periodically analyzing aging data. Relevant reports should
be made to the judge and Qty Coundil as those parties may require. In addition, pursuant to
Mississippi Code Section 99-19-73 and the Munidpal Auditing and Accounting Quide issued
by the Office of the Sate Auditor, Sate-imposed Court assessments collected by the
Municipal Court must be settled monthly with the Department of Fnance and
Administration.

Although the Qity routinely records fines by case and posts collections against those fines in
a subsidiary ledger system, it and was unable to generate an accurate summary or aging of
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outstanding accounts as of September 30, 2015 or during the year then ended. Further, the
Gty did not provide related reports to the judge and Qty Coundil during the year ended
September 30, 2015.

Gty procedures do not indude recondiliation or roll-forward of gross case activity. In
addition, subsidiary acoount records do not indude complete information from which to
generate reports of fines which have met criteria for accounting recognition.  Further,
subsidiary account records are not adequately controlled to ensure completeness, acouracy,
and integrity of data. Allocation of cash collections among City fines and various Qate-
imposed assessments is not verified for accuracy or recondiled to periodic changes in
balances of underlying detail.

Subsequent to September 30, 2015, the Gty undertook a projedt to assess deficiendesin its
Qourt acoounting and reporting system in order to develop a corrective action plan.
However, development of an appropriate corrective action plan had not been completed as
of the date of thisreport.

Recommendation

The Administration should immediately implement procedures to ensure completeness and
integrity of data and to contemporaneously capture all data elements for appropriate
acoounting for Municipal Court case activity. The Gty immediately implement procedures
to produce periodic detail reports of outstanding balances and case fine activity, as well as
to timely recondile related balances. Ongoing assessment of the adequacy of the case
management software applications utilized by the Municipal Court should be completed,
and the Cty's corrective action plan should address any noted acoounting or reporting
limitations. Use of peripheral applications and procedures should be commenced
immediately to address and contain identified deficiendes in existing systems. Periodic
reports should be made to the judge and the Qty Councl and should indude balances of
outstanding fines, aging of outstanding accounts, and related roll-forwards and analyses of
activity. Activity roll-forwards should indude, at a minimum, beginning balances, new case
dispositions, collections, nonmonetary credits, other adjustments, and ending balances. In
addition, reports of corresponding assessments payable on fines should be periodically
produced, recondiled, analyzed, and provided to the judge and the Qty Coundil.

Response

The Qty Administration agrees with this finding. As of Jduly 2017, a newly elected
Administration has undertaken the task of assessment of the Municipal Court operation. All
aspects of operation will be assessed, from current software to personnel. If current
software is deemed inadequate to satisfy the Gty’s Qourt functions as well asrequired Sate
of Mississippi reporting, the City’s Information Technology Department will assist Municipal

Court personnel with reviewing and procuring new software. Additionally, personnel will be

evaluated during this process to determine what training may be necessary to ensure
optimal functioning of the department.
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Finding 3 — Municpal Court Docket and Minutes

For the year ended September 30, 2015, the Cty did not maintain permanent dockets or
minute records of Munidpal Court actions asrequired by Qate law.

Criteria, Context, and Condition

Mississippi Code Section 21-23-11 requires the derk of the Munidpal Court to keep
permanent dockets of all cases, as well as a minute record of all orders and judgments.
Pursuant to that Code section, one record may serve as both the dodket record and the
minute record. However, for the year ended September 30, 2015, the Gty did not maintain
apermanent, unalterable docket of cases or minute record of Court actions on those cases.
Instead, physical dockets used in Court were discarded upon data entry into application
software. Internal controls over case entry and adjustment were not adequate to ensure
completeness or accuracy of data. Further, since dockets and case activity maintained
electronically oould be subsequently altered, such records did not meet the standard of
permanence required for dockets or provide a reliable minute record as required by
Mississippi law.

Recommendation

The Administration should immediately implement procedures to retain physical Municipal
Court dockets, upon the face of which all orders and judgments of the Court are entered, to
serve as the combined permanent docket and minute record. Those permanent records
should be recondled periodically to case data recorded in subsidiary systems, and
differences or exceptions should be timely investigated and resolved.

Response

The Gty Administration agrees with this finding, and management has developed a
corrective action plan for addressing this issue. Initial phases of the corrective action plan,
which ensure that all physical Court dockets are permanently retained, are being
implemented. Additional phases for recondling permanent docket detail to recorded case
data are in the process of implementation and are expected to be fully implemented by
winter 2017. In addition, the Gty's Administration will be assessing current software to
determine if conversion to a new system is warranted. The Information Technology
Department will assist in assessment efforts to determine corrective measures necessary to
address reporting deficiendes.

Finding 4 — Control over Police Tickets
For the year ended September 30, 2015, the Gty did not maintain effective control over

issued and unissued Police ticket books in accordance with the Munidpal Auditing and
Accounting Guide issued by the Office of the Sate Auditor.
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Qriteria, Context, and Condition

Fursuant to Mississippi Code Section 63-3-21 and the Municipal Auditing and Accounting
Cuide issued by the Office of the Sate Auditor. the City must maintain certain records
related to uniform traffic tickets used by police officers. The derk of the Municipal Court is
required to keep arecord of all traffic ticket books issue, induding to whom those books are
issued, and is required to maintain and account for all such ticket books in accordance with
prescribed procedures.

During the year ended September 30, 2015, the Gty did not maintain complete records of
ticket books, issue them consecutively, or account for tickets issued and returned.

In addition, during the course of our audit for the year ended September 30, 2015, we
noted some instances where issued tickets had not been fully completed.

Recommendation

The Qty should immediately implement procedures to control issuance, recordkeeping, and
monitoring of uniform traffic ticket books in accordance with procedures prescribed by
Sate law and the Office of the Sate Auditor. To address noted noncompliance and
deficendes, the Cty should review all policies and procedures related to police dtations
and documentation thereof and develop an appropriate corrective action plan to address
identified weaknessesin current processes.

Response

The Qty Administration agrees with this finding and will be performing a full assessment of
current software and department procedures to determine necessary changes.
Implementation may necessitate additional training of personnel and/or procurement of
new or additional software to implement a corrective action plan related to Municipal Court
accounting records, which will incorporate procedures related to control over Police tickets.
Assessment will begin in August 2017. Date of completion will be dependent upon
assessment by Information Technology and Municipal Court personnel.

Finding 5 —Vehide Markings
Inspection of City vehides identified instances of non-compliance with vehide marking
parameters required under Section 25-1-87, Mississippi Code of 1972, Annotated.
Noncompliance with vehide marking procedures is a recurring finding.
Qriteria, Context, and Condition
Section 25-1-87, Mississippi Code of 1972, Annotated, requires that all municipal vehides,
except police vehides used for undercover operation and authorized by governing

authorities, be marked in accordance with specfied standards regarding nature, size and
oolor contrast.
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Vehide inspections performed during the course of our audit indicated that markings on 5
of 10 vehides tested did not meet parameters required under Sate law.

The Gty initiated corrective action subsequent to the fiscal year ended September 30, 2015
in response to our prior year audit finding but had not fully completed such corrective
action at the time of our inspection procedures related to the current period.

Recommendation

The Qty should take necessary steps to ensure that ali of their vehides are brought into
compliance with Section 25-1-87, Mississippi Code of 1972, Annotated. In addition, the Gty
should centralize responsibility and formalize procedures for affixing appropriate markings
and for verifying that applied markings meet &ate requirements.

Response

The Gty Administration agrees with this finding and has implemented procedures under
which all purchased vehides will be marked with standard signage applied by the Public
Works department mechanical shop. Additionally, upon detection of noncompliance during
the prior audit, the Qty initiated the process of replacing noncompliant markings with
markings of appropriate size, contrast, and placement. The Gty's corrective action
regarding this matter was fully completed by December 31, 2016.

[See also Schedule 20 - Schedule of Andings and Questioned Costs]

The instances of noncompliance of the prior year had not been corrected by management as of
September 30, 2015, as described in the findings and recommendations noted above.

The Office of the State Auditor or a public accounting firm will review, on a subsequent year's audit
engagement, the findingsin this report to ensure that corrective action has been taken.

This report is intended for the information of the Qty of Hattiesburg, Mississippi's management,
Honorable Mayor and the Gty Coundi, and the Mississippi Office of the State Auditor and is not

intended to be and should not be used by anyone other than these spedified parties. However, this
report is a matter of public record and itsdistribution is not limited.

ca»“ﬁ R‘”‘-’ 5 sznymm), Le.C.

CARR RIGGS& INGRAM, LLC

Rdgeland, Mississippi
November 29, 2017
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