





Independent Auditors’ Report

Honorable Mayor, Members of the
City Council and City Manager
Of the City of Sky Valley, Georgia

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the remaining fund information of the City of Sky Valley, Georgia (the “City”)
as of and for the year ended December 31, 2016, and the related notes to the financial statements, which
collectively comprise the City's basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

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

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







































CITY OF SKY VALLEY, GEORGIA
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. REPORTING ENTITY

The City of Sky Valley, Georgia (the “City”) was incorporated, under the laws of the State of Georgia,
in 1986 and operates under an elected Mayor-Council form of government. ..1e _ ty provides such
services as police protection, fire services, economic development services, parks and recreation
amenities, planning and building inspection, municipal court services, public works, water and
sewer services, sanitation services, and general and administrative services.

The financial statements of the City have been prepared in conformity with the accounting
principles generally accepted in the United States of America as applied to governmental units. The
Governmental Accounting Standards Board (GASB) is the accepted standard setting body for
establishing governmental accounting and financial reporting principles. The more significant
accounting policies of the City are described below.

As required by accounting principles generally accepted in the United States of America, the
financial statements of the reporting entity include those of the City (the primary government)
organizations for which the primary government is considered to be financially accountable, and
other organizations for which the nature and significance of their relationship with the primary
government are such that exclusion would cause the reporting entity’s financial statements to be
misleading or incomplete.

For financial reporting purposes, management has considered all potential component units. The
decision whether to include a potential component unit in the reporting entity was made by
applying the criteria set forth in generally accepted accounting principles (GAAP). The City has no
component units.

GASB 14 defines the foundation of a primary government as its separately elected governing body;
one that is elected by the citizens in a general population election. The primary government
consists of all of the organizations that make up its legal entity. All funds, organizations,
institutions, agencies, departments and offices that are not legally separate are, for financial
reporting purposes, part of the primary government. The primary government is also financially
accountable for legally separate organizations if its officials appoint a voting majority of the
organizations governing body and either imposes its will on the organization or there is a potential
for the organization to provide specific financial benefits to, or to impose specific financial burdens
on, the primary government.

The City has no relationships with legally separate organizations that are required to be included in
the reporting entity for financial statement purposes. However, fire protection services are

13



NUA A A NSA MARA v AmESmsmsmy wmm- o om— e mm

NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

provided by an independently organized volunteer group. The City supports this group paying a
quarterly fee for their services.

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The government-wide financial statements (i.e., the statement of net position and the statement of
activities) report information on all of the non-fiduciary activities of the City. For the most part, the
effect of interfund activity has been removed from these statements. Government-wide financial
statements do not provide information by fund, but distinguish between the City’s governmental
activities and business-type activities. 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. The statement of net position will
include non-current assets and non-current liabilities. In addition, the government-wide statement
of activities reflects depreciation expense on the City’s capital assets.

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

Separate financial statements are provided for governmental funds and proprietary funds. Major
individual governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements,

The City reports the following major governmental funds:
The General Fund is the City’s primary operating fund. Itis used to account for resources
traditionally associated with the City, which are not required legally or by sound financial
management to be accounted for in a different fund.
The SPLOST Capital Projects Fund accounts for the acquisition and construction of capital
expenditures which are financed by the special purpose local option sales tax (SPLOST])

proceeds from Rabun County.

The City reports its nonmajor governmental fund in a single column in the fund financial
statements.
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CITY OF SKY VALLEY, GEORGIA
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

The City reports the following major enterprise funds:

The Water and Sanitation Fund accounts for the operation of the water utility system and
the activities associated with the collection of residential and commercial garbage. Activity
is rendered on a user charge basis and the fund includes all revenues from sources
applicable to the system’s operations and all expenses of the operation.

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

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the propriety fund financial 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 in the year for which they are levied.
Other taxes are recognized predominately when the underlying transaction occurs. Grants and
similar items are recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

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

Property taxes, franchise taxes, business taxes, charges for services, and interest associated with
the current year are all considered to be susceptible to accrual and so have been recognized as
revenues in the current year. All other revenue items are considered to be measurable and
available only when cash is received by the City.

In accordance with GASB Statement No. 33, “Accounting and Financial Reporting for Non-exchange
Transactions,” the corresponding assets (receivables) in non-exchange transactions are recognized
in the period in which the underlying exchange occurs, when an enforceable legal claim has arisen,
when all eligibility requirements have been met, or when resources are received, depending on the
revenue source.

As a general rule, the effect of interfund activity has been eliminated from the government-wide
financial statements.
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CITY OF SKY VALLEY, GEORGIA
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

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

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to
the extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent 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.

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

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the government’s enterprise fund are charges to customers for
goods and services. Operating expenses of the enterprise funds include the costs of these goods
and services, administrative expenses, and depreciation on capital assets. All revenues and
expenses not meeting this definition are reported as non-operating revenues and expenses.

D. BUDGETS

Annual appropriated budgets are adopted for all funds. The budgets for the proprietary funds are
for management control purposes and are not required to be reported. Budgets are adopted on a
modified accrual basis, which is consistent with generally accepted accounting principles for
governmental funds, except the capital projects funds, which adopt project-length budgets. All
appropriations lapse at year end. Encumbrance accounting - under which purchase orders,
contracts and other commitments for the expenditure of resources are recorded to reserve that
portion of the applicable appropriation - is not employed by the City.

E. DEPOSITS AND INVESTMENTS

Georgia statutes authorize the City to invest in the following: (1} obligations of Georgia or any
other state; (2) obligations of the United States; (3) obligations fully insured or guaranteed by the
United States government or one of its agencies; (4) obligations of any corporation of the United
States government; (5) prime bankers’ acceptances; (6) the State of Georgia local government
investment pool; {7) repurchase agreements; and (8) obligations of any other political subdivisions
of the State of Georgia. Any investment or deposit in excess of the federal depository insured
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CITY OF SKY VALLEY, GEORGIA
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

amounts must be collateralized by an equivalent amount of state or U.S. obligations. For purposes
of the statement of cash flows, all highly liquid investments with an original maturity of 3 months or
less are considered to be cash equivalents. Investments are reported at fair value based on quoted
market prices.

The government’s cash and cash equivalents are considered to be cash on hand, demand deposits,
and certificates of deposit with original maturities of 3 months or less from the date of acquisition.

F. RECEIVABLES

All receivables are reported at their gross value and, where appropriate, are reduced by the
estimated portion that is expected to be uncollectible. Estimated unbilled revenues from the
enterprise funds are recognized at the end of each fiscal year based on the amount of service
provided prior to year end.

G. INTERFUND RECEIVABLES AND PAYABLES

Activity between funds that is representative of lending/borrowing arrangements outstanding at
the end of the year are 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 financial statements as “internal balances”.

H. INVENTORY

Inventories, consisting of expendable supplies, not held for resale are valued at cost using the first-
in/first-out (FIFO) method. The costs of governmental fund type inventories are recorded as
expenditures when consumed rather than when purchased.

I. PREPAID ITEMS

Prepaid items consist of certain payments to vendors in which the costs are applicable to future
accounting periods. These items are recognized as expenditures during the benefitting period in
both the government-wide and fund financial statements.

J. CAPITAL ASSETS
Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads,

bridges, sidewalks, culverts, and similar items), are reported in the applicable governmental or
business-type activities columns in the government-wide financial statements.
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CITY OF SKY VALLEY, GEORGIA
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

GASB Statement No. 34 required the City to report and depreciate new infrastructure assets
effective with the year ended December 31, 2003. Infrastructure assets include roads, bridges,
underground pipe (other than related to utilities), traffic signals, etc. These infrastructure assets
are among the largest asset classes of the City. The City reported general infrastructure assets
placed into service after January 1, 2003.

Capital assets are defined by the City as assets with an initial, individual cost of $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. In the case of donations, the government values these
capital assets at the estimated fair value of the item at the date of its donation.

The cost of normal maintenance and repairs that do not add to the value of the assets or materially
extend assets’ lives are not capitalized, but charged to operations when incurred. Upon sale or
retirement of capital assets, the cost and related accumulated depreciation, if applicable, are
eliminated from the respective accounts and any resulting gain or loss is included in the results of
operation.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interestincurred during the construction phase of capital assets of business-type activities is
included as part of the assets constructed. No interest was capitalized during 2016.

K. COMPENSATED ABSENCES

It is the City’s policy to permit employees to accumulate earned but unused vacation and sick pay
benefits. There is no liability for non-vesting accumulated rights to receive sick pay benefits since
the City does not have a policy to pay any amounts when the employees separate from service with
the City. All vacation pay is accrued when in the government-wide and proprietary fund financial
statements. A liability for these amounts is reported in governmental funds only if they have
matured, for example, as a result of employee resignations and retirements.

L. LONG-TERM OBLIGATIONS

In the government-wide financial statements and the propriety fund in the fund financial
statements, long-term debt and other long-term obligations are reported as liabilities in the
applicable governmental activities, business-type activities, or propriety fund statement of net

position.

Proprietary fund type loans payable are reported as liabilities at their outstanding value. Loan
issuance costs are reported as expenses when incurred.
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CITY OF SKY VALLEY, GEORGIA
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

M. DEFERRED OUTFLOWS OF RESOURCES/DEFERRED INFLOWS OF RESOURCES

In addition to assets, the statement of net position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows of
resources, represents a consumption of net position that applies to a future period(s) and so will
not be recognized as an outflow of resources (expense/expenditure) until then. The City has one
item that qualifies for reporting in this category. The deferred outflow of resources relates to
pensions. These amounts are described more fully below.

In addition to liabilities, the statement of net position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element, deferred inflows of
resources, represents an acquisition of net position that applies to a future period(s) and so will not
be recognized as an inflow of resources (revenue) until that time. The City has one type of deferred
inflows of resources which arise under the accrual basis of accounting that relates to pensions and
is described below.

The City has deferred outflows and inflows of resources related to the recording of changes in its
net pension liability. Certain changes in the net position liability are recognized as pension expense
over time instead of being recognized in the year of occurrence. Experience gains or losses result
from periodic studies by the City’s actuary which adjust the net pension liability for actual
experience for certain trend information that was previously assumed, for example the assumed
dates of retirement of plan members. These experience gains or losses are recorded as deferred
outflows of resources or deferred inflows of resources and are amortized into pension expense over
the expected remaining lives of plan members. Changes in actuarial assumption which adjust the
net pension liability are also recorded as deferred outflows of resources or deferred inflows of
resources and are amortized into pension expense over the expected remaining service lives of plan
members. The difference between projected investment return on pension investments and actual
returns on those investments is also deferred and amortized against pension expense over a five
year period. Additionally, any contributions made by the City to the pension plan before year end
but subsequent to the measurement date of the City’s net pension liability are reported as deferred
outflows of resources.

N. FUND EQUITY AND NET POSITION

Fund equity at the governmental fund financial reporting level is classified as fund balance. Fund
equity for all other reporting is classified as net position.
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CITY OF SKY VALLEY, GEORGIA
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

Fund Balance
In accordance with GASB Statement 54, Fund Balance Reporting and Governmental Fund Type
Definitions, the City classifies governmental fund balances as follows:

Non-spendable - includes amounts that cannot be spent because they are either (a) not spendable
in form (i.e., items that are not expected to be converted to cash like inventories and prepaid items)
or are (b) legally or contractually required to be maintained intact. The City has not reported any
amounts that are legally or contractually required to be maintained intact.

Restricted - includes amounts restricted when there are limitations imposed on their use either
through the enabling legislation adopted by the City or through external restrictions imposed by
creditors, laws of other governments, or by constitutional provision or enabling legislation.

Committed - includes amounts that can only be used for specific purposes. Committed fund
balance is reported pursuant to resolutions passed by the City Council, the City’s highest level of
decision making authority, which include the language “committed for the purpose of”.
Commitments may be modified or rescinded only through adoption of a subsequent resolution,
which shall refer to the original resolution by its number. A resolution committing amounts must
be adopted prior to the end of the fiscal year; however, the amount to be committed may be
determined within 120 days of fiscal year end.

Assigned - includes amounts that the City intends to use for a specific purpose, but do not meet the
definition of restricted or committed fund balance. Amounts may be assigned by the City Manager,
under the authorization of the City Council, through a written memorandum. Amounts
appropriated to eliminate a projected deficit in the subsequent fiscal year’s budget shall constitute
assignments and are documented by adoption of the City’s annual operating budget. Equity
amounts reported in special revenue funds or capital project funds not otherwise classified as non-
spendable, restricted, or committed shall constitute assignments of fund balance.

Unassigned - includes amounts that do not fall into one of the above four categories. This
classification represents fund balance that has not been assigned to other funds and that has not
been restricted, committed, or assigned to specific purposes within the general fund. The General
Fund is the only fund that should report this category of fund balance.

For the purposes of fund balance classification, the City considers restricted amounts spent first
when an expenditure is incurred for which both restricted and unrestricted fund balance is
available. Additionally, when an expenditure is incurred for purposes for which amounts in any of
the unrestricted classifications of fund balance can be used, then committed amounts are spent
first, followed by assigned amounts, and then unassigned amounts.
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CITY OF SKY VALLEY, GEORGIA
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

Net position represents the difference between assets and deferred outflows of resources and
liabilities and deferred inflows of resources in reporting which utilizes the economic resources
measurement focus. Net position reported as net investment in capital assets consists of capital
assets, net of accumulated depreciation, reduced by outstanding balances of any borrowing used for
the acquisition, construction, or improvement of those assets. Net position is reported as restricted
when there are limitations imposed on the use of assets either through enabling legislation adopted
by the City Council or through external restrictions imposed by creditors, grantors, or laws or
regulations of other governments. All other amounts reported under net position are reported as
unrestricted. When both restricted and unrestricted resources are available for use, it is the City’s
policy to use restricted resources first, then unrestricted resources as they are needed.

0. MANAGEMENT ESTIMATES

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

NOTE 2 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY
A. Budgetary Information

The City follows these procedures in establishing the budgetary data reflected in the financial
statements:

1. Prior to January 1, the department heads submit to the City Council a proposed operating
budget for each department for the fiscal year commencing January 1. The operating
budget includes proposed expenditures and the means of financing them.

2. Public hearings are conducted at City Hall to obtain taxpayer comments.

Prior to December 31, the City Council approves the budget.

4. The City Manager is authorized to transfer budgeted amounts within departments within
any fund; however, any revisions that alter the total expenditures of any department must
be approved by the City Council.

w

Expenditures may not legally exceed budgeted appropriations at the department level in the
General Fund. The enterprise fund adopts a budget at the fund level for management purposes.
During the year, the supplementary budgetary appropriations made were not material.
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CITY OF SKY VALLEY, GEORGIA
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

NOTE 3 - DEPOSITS

Credit Risk - The City’s policy is to adhere to the State statutes as it relates to credit risk for
investments. State statutes authorize the City to invest in obligations of the State of Georgia or
other states; obligations issued by the U.S. Government; obligations fully insured or guaranteed by
the U.S. Government or by a government agency of the United States; obligations of any corporation
of the U.S. Government; prime banker’s acceptances; the local government investment pool
established by state law; repurchase agreements; and obligations of other political subdivisions of
the State of Georgia.

Custodial Credit Risk - Deposits - Custodial credit risk for deposits is the risk that, in the event of
the failure of a depository financial institution, a government will not be able to recover deposits or
will not be able to recover securities that are in the possession of an outside party. State statutes
require all deposits and investments (other than federal and state government instruments) to be
collateralized by depository insurance, obligations of the U.S. government, or bonds of public
authorities, counties, or municipalities. The State of Georgia requires financial institutions to
pledge securities at 110% of a local government's deposits. At December 31, 2016, all of the
deposits of the City were fully collateralized in accordance with state statutes.

Interest Rate Risk - Interest rate risk is the risk that changes in interest rates will adversely affect
the fair value of investments. The City has not formally adopted an investment policy to address
interest rate risk.

NOTE 4 - RECEIVABLES

The City receives property tax assessments from Rabun County, Georgia. Property taxes are levied
on property values assessed as of January 1. Tax bills were levied on all real and personal property
and mailed to taxpayers in October, and were due and payable on or before January 2017. After
that date, both penalty and interest are accrued until the taxes are collected. Property taxes attach
an enforceable lien on property as of May 2017. Property taxes are recorded as receivables and
deferred revenues when assessed.

Receivables as of December 31, 2016 for the City’s individual major funds and non-major funds in
the aggregate, including the applicable allowances for uncollectible accounts, are as follows:
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CITY OF SKY VALLEY, GEORGIA
NOTES TO FINANCIAL STATEMENTS
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NOTE 7 - LONG-TERM DEBT

Long-term liability activity for the year ended December 31, 2016, was as follows:

Beginning Due Within One
Tt AAdisiong Reductions Ending Balance _ Y-r

Governmental Activities:

Compensated Absences $ 21,630 $  (1655) $ 19,975 $ 9,145

Net Pension Liability _ tmmren 30928 - 144,490 -
Governmental Activities

Long-term Liabilities _$ 1735192 $ 309°° $ (1655) _§ 164465 _$ 9,145
Business-Type Activities:

Compensated Absences $ - $ 486 $ - $ 486 $ 486

Notes Payable 1,780,520 - (98.596) 1,681,924 99,629

Net Pension Liability 33,921 9,238 - 43,159
Business-Type Activities

Long-term Liabilities $ 1814441 $ 9,724 $§ (98596) $§ 1,725569 $ 100,115

Business-Type Activities

Note Payables

The City’s water and sanitation fund has two Georgia Environmental Finance Authority (GEFA)
loans to improve and renovate portions of the water system. Note payables outstanding as of
December 31, 2016 are as follows:

Maturity Beginning Ending

Loan Interest Rate Dates __ P oace Additions Reductions Balance
GEFA DW09024 0.00% 12/172031  $1,us3,984 $ - $  (64,624) $ 969,360
GEFA DW10018 3.00% 1/1/2033 746,536 (33,972) 712,564
Total Notes Payable $ 1,780,520 $ - $  (98596) $1,681,924

Annual debt service requirements to maturity for the note payables are as follows:

Year Ending December 31 Principal interest Total
2017 $ 99,629 $ 20,898 $ 120527
2018 100,694 19,833 120,527
2019 101,791 18,736 120,527
2020 102,922 17,606 120,528
2021 104,086 16,441 120,527
2022-2026 539,183 63,454 602,637
2027-2031 574,104 28,534 602,638
2032-2033 ) 59,515 1,047 60,562
Total $ 1681924 $ 186,549  $ 1,868,473
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Council, is to contribute an amount equal to or greater than the actuarially recommended
contribution rate. This rate is based on the estimated amount necessary to finance the costs of
benefits earned by plan members during the year, with an additional amount to finance any
unfunded accrued liability. The City is required to contribute the difference between the actuarially
determined rate and the contribution rate of plan members, as determined by the City Council. For
fiscal year 2016, the actuarially determined contribution rate was 6.14% of covered payroll. City
contributions to the Plan were $26,8: for the year ended December 31, 2016. Employees of the
City do not contribute to the plan. For fiscal year 2017, based on July 1, 2016 actuarial valuation,
the recommended contribution rate will be 6.16%.

Net ™--sion Liability of the Cit

At December 31, 2016, the City reported a liability of $187,649 for its net pension liability. The
City’s net pension liability was measured as of July 1, 2016. The total pension liability used to
calculate the net pension liability was determined by an actuarial valuation as of March 31, 2016
with update procedures performed by the actuary to roll forward to the total pension liability
measured as of July 1, 2016.

The changes in the components of the net pension liability of the City for the year ended December
31, 2016 were as follows:

Total Pension Plan Fiduciary Net Pension
Liability Net Position Liability
Balances at December 31, 2015 $ 43,900 $ 496,417 $ 147,483
Changes for the Year:
Service Cost 13,871 - 13,871
Interest 48,377 - 48,377
Differences Between Expected and Actual Experience 7,131 - 7,131
Contributions - Employer - 30,273 (30,273)
Net Investment Income - 1,577 (1,577)
Benefit Payments (Including Refunds of Employee
Contributions) (39,367) (39,367) -
Adminstrative Expense - (2,637) 2,637
Other - - -
Net Changes 30,012 (10,154} 40,166
Balances at December 31, 2016 $ 673,912 $ 486,263 $ 187,649
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Pension Exper -~ 1nd Defer— 1 Outflows of ™ sources ar * Neferred Inflows of Resources
Related to Pensions

For the year ended December 31, 2016, the City recognized pension expense of $31,677. At
December 31, 2016, the City reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:

Deferred

Outflows of Deferred Inflows

Resources of Resources
Differences Between Expected and Actual Experience $ 5,945 $ (7,128)
Changes of Assumptions 879 -
Net Difference Between Projected and Actual Earnings on
Pension Plan Investments 23,707
City Contributions Subsequent to the Measurement Date 20,124 -
Total $ 50,655 $ (7,128)

City contributions subsequent to the measurement date of $20,124 are reported as deferred
outflows of resources and will be recognized as a reduction of the net pension liability in the year
ending December 31, 2016. Other amounts reported as deferred outflows of resources and
deferred inflows of resources related to pensions will be recognized in pension expense as follows:

Year Ending December 31:

2017 $ 4,579
2018 4,579
2019 4,579
2020 8,477
2021 1,189
Total $ 23,403

Actuarial Assumptions

The total pension liability in the March 31, 2016 actuarial valuation was determined using the
following actuarial assumptions applied to all periods included in the measurement:

Inflation 3.25%
Salary Increases 3.75% - 8.00%, including inflation
Investment Rate of Return  7.75%, net of penion plan investment expense, including inflation

Mortality rates were based on the RP-2000 Combined Healthy Mortality Table with sex-distinct
rates, set forward two years for males and one year for females.

The actuarial assumptions used in the July 1, 2016 valuation were based on the results of an
actuarial experience study for the period January 1, 2010 through June 30, 2014.
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Actuarial valuations involve estimates of the value of reported amounts and assumptions about the
probability of events far into the future, and actuarially determined amounts are subject to
continual revision as results are compared to past expectations and new estimates are made about
the future. Actuarial calculations reflect a long-term perspective. Calculations are based on the
substantive plan in effect as of July 1, 2016 and the current sharing pattern of costs between
employer and employee.

The required schedule of changes in the City’s net pension liability and related ratios immediately
following the notes to the financial statements presents multiyear trend information about whether
the value of plan assets is increasing or decreasing over time relative to the total pension liability.

NOTE 9 - JOINT VENTURE

Under Georgia law, the City, in conjunction with other cities and counties in the northeast Georgia
area, is a member of the Georgia Mountains Regional Commission (GMRC) and is required to pay
annual dues thereto. Membership in a GMRC is required by the Official Code of Georgia Annotated
(OCGA) Section 50-8-34, which provides for the organization structure of a regional commission.
GMRC board membership includes the chief elected official of each county and municipality of the
area. OCGA 50-8-39.1 provides that the member governments are liable for any debts or
obligations of the GMRC. Separate financial statements may be obtained from the Georgia
Mountains Regional Commission, P.O. Box 1720, Gainesville, Georgia 30503.

NOTE 10 - RISK MANAGEMENT

The City is exposed to various risks of losses related to torts; thefts of, damage to, and destruction
of assets; errors and omissions; injuries to employees; and natural disasters. The City has joined
together with other municipalities in the state as part of the Georgia Interlocal Risk Management
Agency Property and Liability Insurance Fund and the Georgia Municipal Association Group Self-
Insurance Workers Compensation Fund, a public entity risk pool currently operating as common
risk management and insurance programs for member local governments.

As part of these risk pools, the City is obligated to pay all contributions and assessments as
prescribed by the pools, to cooperate with the pool’s agents and attorneys, to follow loss reduction
procedures established by the funds, and to report as promptly as possible, and in accordance with
any coverage descriptions issued, all incidents which could result in the funds being required to pay
any claim of loss. The City is also to allow the pool’s agents and attorneys to represent the City in
investigation, settlement discussions, and all levels of litigation arising out of any claim made
against the City within the scope of loss protection furnished by the funds.

The funds are to defend and protect the members of the funds against liability or loss as prescribed

in the member government contract and in accordance with the worker’s compensation law of
Georgia. The funds are to pay all cost taxed against members in any legal proceeding defended by
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Independent Auditors’ Report on Internal Control Over Financial Reporting and On Compliance and
Other Matters Based on an Audit of Financial Statements Performed in Accordance with Government
Auditing Standards

Honorable Mayor, Members of the
City Council and City Manager
Of the City of Sky Valley, Georgia

We have audited, in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States, the financial statements of the governmental activities, the
business-type activities, each major fund, and the remaining fund information of City of Sky Valley, Georgia
(the “City”) as ofand for the year ended December 31, 2016, and the related notes to the financial statements,
which collectively comprise the City’s basic financial statements, and have issued our report thereon dated
June 30, 2017.

Internal Control over Financial Reporting

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

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

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be material weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were not identified. Given these limitations, during our
audit we did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses. However, material weaknesses may exist that have not been identified. We did identify
certain deficiencies in internal control, described in the accompanying schedule of findings and questioned
costs as items 2016-1 and 2016-2 to be significant deficiencies.
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Planned Corrective Action: We agree with this finding and will review our policies and procedures to
determine where we can adequately segregate duties to alleviate these issues.

Name of Contact Person: Linda Lapeyrouse; Phone: (706)746-2204; Email

Planned Corrective Action: We agree with this finding, and will continue to seek training for adequate
preparation of our financial statements.

Name of Contact Person: Linda Lapeyrouse; Phone: (706)746-2204; Email

3444 Hiahwav 246 Dillara. (Georaia suss/

Telephone: 706-746-2204 Facsimile: 706-746-5893



