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Independent Auditor’s Report

Lexington Gas System Utility Board
Lexington, Tennessee

Report on the Financial Statements

Opinion

We have audited the accompanying financial statements of the business-type activities of the Lexington
Gas System (the System) a department of the City of Lexington, Tennessee, as of and for the year ended
June 30, 2024, and the related notes to the financial statements, which collectively comprise the System’s
basic financial statements as listed in the table of contents.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities of Lexington Gas System as of June 30, 2024,
and the respective changes in financial position and, where applicable, cash flows thereof for the year then
ended in accordance with accounting principles generally accepted in the United States of America.

Basis for Opinion

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. Our responsibilities under those standards are
further described in the Auditor's Resonsibilities for the Audit of the Financial Statements section of our
report. We are required to be independent of the System and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirements relating to our audit. We believe that the audit evidence
we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for 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.

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about the System'’s ability to continue as
a going concern for twelve months beyond the financial statement date, including any currently known
information that may raise substantial doubt shortly thereafter.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes
our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore
is not a guarantee that an audit conducted in accordance with generally accepted auditing standards and
Government Auditing Standards will always detect a material misstatement when it exists. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud
may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.
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Misstatements are considered material if there is a substantial likelihood that, individually or in the
aggregate, they would influence the judgment made by a reasonable user based on the financial
statements.

In performing an audit in accordance with generally accepted auditing standards and Government Auditing
Standards, we:

* Exercise professional judgment and maintain professional skepticism throughout the audit.

o Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such procedures
include examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statements.

» Obtain an understanding of internal control relevant to the audit 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 System'’s internal control. Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about the System’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control-related matters
that we identified during the audit.

Emphasis of Matter

As discussed in Note |, the financial statements present only the Lexington Gas System and are not
intended to present fairly the financial position of the City of Lexington, Tennessee, as of June 30, 2024,
the changes in its financial position or, where applicable, its cash flows for the year ended June 30, 2024,
in accordance with accounting principles generally accepted in the United States of America. Our opinion
is not modified with respect to this matter.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 5 through 7 and other required supplementary information on pages 35
through 39, be presented to supplement the basic financial statements. Such information is the
responsibility of management and, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board who considers it to be an essential part of financial reporting
for placing the basic financial statements in an appropriate operational, economic, or historical context. We
have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for consistency
with management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.



Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the System’s basic financial statements. The supplemental information on pages 40 through 43
is presented for purposes of additional analysis and are not a required part of the basic financial statements.
Such information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the basic financial statements. The information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the supplemental information is fairly
stated, in all material respects, in relation to the basic financial statements as a whole.

Other Information

Management is responsible for the other information in the annual report. The other information comprises
the introductory section but does not include the basic financial statements and our auditor’'s report thereon.
Our opinion on the basic financial statements does not cover the other information, and we do not express
an opinion or any form of assurance thereon.

In connection with our audit of the basic financial statements, our responsibility is to read the other
information and consider whether a material inconsistency exists between the the other information and the
basic financial statements, or the other information otherwise appears to be materially misstated. If, based
on the work performed, we conclude that an uncorrected material misstatement of the other information
exists, we are required to describe it in our report.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 20,
2024, on our consideration of the System’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is solely to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the effectiveness
of the System’s internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards in considering the System’s internal
control over financial reporting and compliance.

M‘;W/ P[LC

December 20, 2024



CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2024

Our discussion and analysis of the Lexington Gas System (the System) of the City of Lexington, Tennessee,
will offer readers of the System’s financial statements a narrative overview and review of the financial
activities of the System for the fiscal year ended June 30, 2024. Readers are encouraged to consider the
information presented here in conjunction with the System’s financial statements.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net Position and the
Statement of Revenues, Expenses, and Changes in Net Position include all assets and liabilities of the
System using the accrual basis of accounting, which is similar to the accounting used by most private-
sector companies. All of the current year's revenues and expenditures are taken into account regardless
of when the cash is received or paid. These statements provide information about whether the entity is
better off or worse off as a result of the year's activities. The Statement of Cash Flows provides relevant
information about the cash receipts and cash payments of the System during the year. These financial
statements can be found on pages 8 - 11.

Notes to the Financial Statements — The notes provide additional information that is essential to a full
understanding of the data provided in the System'’s financial statements. The notes to the financial
statements can be found on pages 12 - 34.

Other Information — In addition to the financial statements and accompanying notes, this report aiso
presents required supplementary and supplemental information concerning the System. This information
can be found on pages 35 - 43 of this report.

Comparative Data

Statement of Net Position

June 30, 2023 June 30, 2024

Current and other assets $ 6,015,364 $ 5,770,870
Capital assets 13,070,418 13,398,001

Total assets 19,085,783 19,168,871
Total deferred outflows of resources 398,538 297,077
Long-term liabilities outstanding 4,173,024 4,229,994
Other liabilities 2,009,848 1,928,668

Total liabilities 6,182,872 : 6,158,662
Total deferred inflows of resources 269,731 337,561
Net position
Net investment in capital assets 10,074,725 10,591,056
Unrestriced 2,956,993 2,378,669

Total net position $ 13,031,718 $ 12,969,725




The changes in the System’s net position are described below:

June 30, 2023 June 30, 2024
Revenues
Operating revenues
Charges for services $ 8,280,237 $ 6,591,582
FEMA 5,903 -
Miscellaneous 3,748 4,549
Total revenues 8,289,888 6,596,131
Expenses
Natural gas purchases 4,231,207 2,528,531
Personnel expenses 1,951,803 2,391,002
Operating expenses and repairs 1,058,345 1,096,247
Depreciation and amortization 636,180 680,405
Total expenses 7,877,535 6,696,275
Operating income (loss) 412,353 (100,144)
Nonoperating revenues (expenses) 68,324 133,071
Increase(Decrease) in net position
before contributions and transfers 480,677 32,927
Operating transfers out (197,762) (210,468)
Capital contributions - 115,548
Change in net position 282,915 (61,993)
Net position - beginning of year 12,748,803 13,031,718
Net position at end of year $ 13,031,718 $ 12,969,725

The System had a decrease in net position of $61,993 compared to an increase in the prior year of
$282,915, which is a decrease of $344,908 (27%). This decrease is mainly due to an increase in personnel
expenses.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of June 2024, the System had $13,398,001 invested in a broad range of capital assets, including
buildings, natural gas lines, and various equipment. This amount represents a net increase (including
additions and deductions) of $327,582, or 2.45% over last year. Additional information on capital assets is
in Note Il.A.

Long-term Liabilities
At year-end, the System had $4,229,994 in outstanding long-term liabilities compared to $4,361,776 last
year. See additional disclosures in Note 11.B.



ECONOMIC FACTORS

The System expects higher revenues and operating costs in 2024-2025 as compared to 2023-2024.
CONTACTING THE SYSTEM’S FINANCIAL MANAGEMENT

This financial report is designed to provide our customers, investors and creditors with a general overview
of the System’s finances and to show the System’s accountability for the money it receives. If you have

any questions about this report or need additional information, contact the System at 54 Monroe Avenue,
Lexington, Tennessee.

Justin Roach
General Manager of Utility



CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
STATEMENT OF NET POSITION

JUNE 30, 2024

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Accounts receivable
Due from other funds
Prepaid expenses
Natural gas storage
Inventories

TOTAL CURRENT ASSETS

NONCURRENT ASSETS

PROPERTY, PLANT AND EQUIPMENT

Land

Buildings

Equipment

Distribution plant

Construction in progress
TOTAL PROPERTY, PLANT AND EQUIPMENT
Less accumulated depreciation
NET PROPERTY, PLANT AND EQUIPMENT

TOTAL NONCURRENT ASSETS

TOTAL ASSETS

DEFERRED OUTFLOWS

Deferred outflows related to pensions
Deferred outflows related to OPEB

TOTAL DEFERRED OUTFLOWS

The accompanying notes are an integral part of these financial statements.
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$ 3,635,462
1,237,617

136,810

34,529

407,892

318,560

5,770,870

890,367
3,937,398
3,132,235

18,386,558

733,935

27,080,493
(13,682,492)

13,398,001

13,398,001

19,168,871

252,502
44,575

297,077




CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
STATEMENT OF NET POSITION (CONTINUED)

JUNE 30, 2024

CURRENT LIABILITIES .

Accounts payable 176,575
Due to other funds 1,044,995
Customer deposits 481,183
Accrued expenses 194,439
Accrued interest 31,476
Current portion of long-term debt 193,824

TOTAL CURRENT LIABILITIES 2,122,492

LONG-TERM LIABILITIES

Compensated absences 304,943
Net pension liability 846,869
Net OPEB liability : 271,237
Bonds and notes payable (net of unamortized bond premiums) 2613,121
TOTAL LONG-TERM LIABILITIES 4,036,170
TOTAL LIABILITIES 6,158,662

DEFERRED INFLOWS

Deferred inflows related to pensions 132,192
Deferred inflows related to OPEB 205,369
TOTAL DEFERRED INFLOWS 337,561
NET POSITION
Net investment in capital assets 10,591,056
Unrestricted 2,378,669
TOTAL NET POSITION $ 12,969,725

The accompanying notes are an integral part of these financial statements.



CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM

STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN NET POSITION

FOR THE FISCAL YEAR ENDED JUNE 30, 2024

OPERATING REVENUES
Natural gas sales and transportation
Installation of customer service lines
Recovery of uncollectible accounts
Uncollectible accounts
Miscellaneous

TOTAL OPERATING REVENUES

OPERATING EXPENSES
Natural gas purchases
Personnel expenses
Economic development

Gas, oil, and fuel

Utilities

Service contract

Repairs and maintenance
Professional fees

Operating expenses

Office expense

Insurance

Depreciation and amortization

TOTAL OPERATING EXPENSES

OPERATING INCOME (LOSS)

NONOPERATING REVENUES (EXPENSES)
Interest income
Insurance recoveries
Service contract
Bond issue premiums
Interest expense
NET NONOPERATING REVENUES
(EXPENSES)

INCOME BEFORE CONTRIBUTIONS AND TRANSFERS
TRANSFERS AND CAPITAL CONTRIBUTIONS
Transfers to other funds
Capital contributions

TOTAL TRANSFERS AND CAPITAL CONTRIBUTIONS
NET INCREASE(DECREASE) IN NET POSITION
NET POSITION AT BEGINNING OF YEAR

NET POSITION AT END OF YEAR

The accompanying notes are an integral part of these financial statements.

10

$ 6,508,986
74,271

11,747
(3,422)

4,549

6,596,131

2,528,531
2,391,002
29,707
74,958
51,692
42,000
508,591
39,873
96,776
219,363
33,287
680,405

6,696,275

(100,144)

134,064
2,120
72,900
2,122
(78,135)

133,071

32,927

(210,468)
115,548

(94,920)

(61,993)

13,031,718

$ 12,969,725




CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
STATEMENT OF CASH FLOWS

FOR THE FISCAL YEAR ENDED JUNE 30, 2024

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash received from other funds for services
Cash received from rent
Other operating cash receipts
Cash payments to suppliers for goods and services
Cash payments to employees for services
NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM NONCAPITAL AND RELATED FINANCING ACTIVITIES
Amounts paid to other funds
NET CASH USED FOR NONCAPITAL AND RELATED
FINANCING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisitions /dispositions of fixed assets
Grant proceeds
Principal payments on long-term debt
Insurance recoveries
Interest paid on long-term debt
NET CASH USED FOR CAPITAL AND RELATED
FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Interest on cash and investments
NET CASH PROVIDED BY INVESTING ACTIVITIES

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF YEAR

RECONCILIATION OF INCOME FROM OPERATIONS TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Operating income
Adjustments to Reconcile Operating Income To Net Cash Provided by Operating Activities:
Depreciation and amortization
GASB 68 related to pension costs
OPEB adjustment
Rent revenue
Changes in Assets and Liabilities:
(Increase) decrease in accounts receivable
(Increase) decrease in inventory
(Increase) decrease in due from other funds
(Increase) decrease in prepaid insurance
(Increase) decrease in natural gas storage
Increase (decrease) in accounts payable
Increase (decrease) in due to other funds
Increase (decrease) in customer deposits
Increase (decrease) in compensated absences
Increase (decrease) in accrued liabilities

NET CASH PROVIDED BY OPERATING ACTIVITIES
The accompanying notes are an integral part of these financial statements.
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6,242,393
283,159
72,900
4,549
(3,583,348)
(2,160,831)

858,822

(210,468)

(210,468)

(1,007,987)
115,548

(186,627)
2,120
(79,724)

(1,156,670)

134,064

134,064

(374,252)

4,009,714

3,635,462

(100,144)

680,405
71,294
86,989
72,900

(374,177)
69,564
3,004

(1,857)
173,618

(199,895)
280,065
24,988
67,974
4,004

858,822




CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2024

NOTE I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Lexington Gas System (the System) complies with generally accepted accounting
principles (GAAP). GAAP includes all relevant Governmental Accounting Standards Board
(GASB) pronouncements. The accounting and reporting framework and the more significant
accounting policies are discussed in subsequent subsections of this Note.

A. REPORTING ENTITY

The City of Lexington is a Tennessee municipal corporation with an eight-member City Council
comprised of the Mayor and seven aldermen. In evaluating the System as a reporting entity,
management has addressed all potential component units (traditionally separate reporting
entities) for which the System may or may not be financially accountable and, as such, be
includable within the System’s financial statements. Blended component units are, in
substance, part of the primary government’s operations, even though they are legally separate
entities. Thus, blended component units are appropriately presented as funds of the primary
government. Each discretely presented component unit is reported in a separate column in
the government-wide financial statements to emphasize that it is legally separate from the
government. Currently, the City has no blended or discretely presented component units. The
System is a department of the City of Lexington and is duly reported in the City's audit report.

B. BASIS OF PRESENTATION

The financial transactions of the System are recorded in an individual fund. This fund is
accounted for by providing a set of self-balancing accounts that comprise its assets, liabilities,
net assets, revenues and expenses.

The following fund type is used by the System:

Proprietary Fund:

The focus of proprietary fund measurement is determination of net income,
financial position, and cash flows. The generally accepted accounting
principles applicable are those similar to businesses in the private sector. The
following is a description of the System:

a. Enterprise Fund - used to account for operations (a) that
are financed and operated in a manner similar to private
business enterprises where the intent of the governing body is
that the costs (expenses, including depreciation) of providing
goods or services to the general public on a continuing basis
are financed or recovered primarily through user charges; or
(b) where the governing body has decided that periodic
determination of revenues earned, expenses incurred, and/or
net income is appropriate for capital maintenance, public
policy, management control, accountability, or other purposes.
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CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2024

C. MEASUREMENT FOCUS AND BASIS OF ACCOUNTING
Measurement Focus

The System utilizes an “economic resources” measurement focus. The accounting objectives
of this measurement focus are the determination of operating income, changes in net assets,
financial position, and cash flows. All assets and liabilities (whether current or noncurrent)
associated with their activities are reported.

Basis of Accounting

The System’s financial statements are presented on the accrual basis of accounting. Under
the accrual basis of accounting, revenues are recognized when earned and expenses are
recorded when the liability is incurred or economic asset used.

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

Cash and Cash Equivalents:

The System has defined cash and cash equivalents to include cash on hand, demand
deposits, and cash with fiscal agent. The System considers all highly liquid investments with
a maturity of three months or less when purchased to be cash equivalents. Additional cash
disclosures are presented in Note Ii. A.

Accounts Receivable:

Accounts receivable is shown net of allowance for uncoliectible accounts of $20,000.
Interfund Receivables and Payables:

During the course of operations, numerous transactions occur between individual funds that
may result in amounts owed between funds. Those related to goods and services type
transactions are classified as due to and from other funds.

Inventories:

Inventories consist of supplies, valued at cost, which approximates market value. Cost is
determined using current values. All inventories are maintained on a consumption method of

accounting whereby items are purchased for inventory and are charged to the appropriate
accounts as the items are consumed.
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CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2024

Capital Assets:

Property, plant and equipment purchased or acquired is carried at historical cost or estimated
historical cost. Contributed assets are recorded at fair market value as of the date received.
Additions, improvements and other capital outlays that significantly extend the useful life of an
asset are capitalized. Other costs incurred for repairs and maintenance are expensed as
incurred.

The capitalization policy is as listed below:

1. Real property —- Land

a. Land — non depreciable $1
b. Land improvements $10,000 20 years or life of note
2. Real property
a. Buildings $10,000 50 years or life of note
b. Building Improvements $10,000 20 years or life of note
3. Motor Vehicles
a. Cars/Light Trucks/Jeeps $ 5,000 6 year life
b. Equipment/Heavy Trucks $10,000 10 year life
c. Buses $10,000 15 year life
d. Vans $ 5,000 6 year life
4. Misc. Equipment
a. Police Vehicle Equipment $ 5,000 6 year life
b. Police Personal Equipment $ 5,000 10 year life
5. Office Furniture & Equipment
a. Computer Equipment $ 2,000 5 year life
b. Appliances $ 2,000 10 year life
¢. Media Equipment $ 2,000 5 year life
6. Personal Property $ 2,000 5 year life
7. Infrastructure
a. Roads
i. Asphalt $75,000/mile 20 year life
ii. Double Surface Treatment $30,000/mile 10 year life
iii. Gravel $12,000/mile 10 year life
b. Bridges
i. Box Culvert $175/Sq. Ft. 30 year life
ii. Span $2,800/Sq. Ft. 30 year life

Depreciation on all assets is provided on the straight-line method over the above estimated
useful lives.
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CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2024

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial 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 System's deferred outflows of resources are related to pension and OPEB
requirements under GASB Statement No. 68 and GASB Statement No. 75.

In addition to liabilities, the statement of financial position will sometimes report a separate
section for deferred inflows of resources. Deferred inflows of resources represent 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 System had items that qualified for reporting
in this category. Accordingly, the items, are reported in the System’s Statement of Net
Position. These items are from the following sources, pension changes in experience,
changes in pension investment earnings., and other postemployment benefit changes as
recognized under GASB 75. These amounts are deferred and recognized as an inflow of
resources in the period that the amounts become available.

Compensated Absences:

The System accrues accumulated unpaid vacation and sick leave when earned by the
employee.

Interfund Transactions:

Quasi-external transactions are accounted for as fund revenues, expenditures or expenses
(as appropriate). Reimbursements to a fund for expenditures (expenses) initially made are
recorded as expenditures or expenses (as appropriate) in the reimbursing fund and as
reductions of the expenditures (expenses) in the reimbursed fund. All interfund transactions
except advances, quasi-external transactions and reimbursements are accounted for as
transfers.

Net Position Flow Assumption

Sometimes the System will fund outlays for a particular purpose from both restricted (e.g.,
restricted bond or grant proceeds) and unrestricted resources. In order to calculate the
amounts to report as restricted — net position and unrestricted — net position, a flow assumption
must be made about the order in which resources are considered applied. It is the System’s
policy to considered restricted — net position to have been depleted before unrestricted — net
position is applied.

15



CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2024

Net position is displayed in three components:

o Netinvestment in capital assets — Consists of capital assets including restricted capital
assets, net of accumulated depreciation and reduced by the outstanding balances of
any bonds, mortgages, notes, or other borrowings that are afttributable to the
acquisition, construction, or improvements of those assets.

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

¢ Unrestricted net position — All other net position that do not meet the definition of
“restricted” or “net investment in capitai assets.”

Operating Revenues and Expenses

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 revenue of the System is charges to customers for sales and services. The
System also recognizes as operating revenue the tap fees intended to recover the cost of
connecting new customers to the system. Operating expenses for the System include the cost
of sales and services, administrative expenses, and depreciation on capital assets. All
revenues that are not generated from the daily operations are defined as nonoperating.
Interest income and interest expense are considered nonoperating revenues and expenses.

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

NOTE Il. DETAIL NOTES
A. ASSETS
Cash and Investments

The System maintains checking and collection accounts with local banks. In accordance with
State iaw, all uninsured deposits of municipal funds in financial institutions must be secured
with acceptable collateral valued at the lower of market or par. Acceptable collateral includes
certain U.S. Government or Government Agency securities, certain State of Tennessee or
political subdivision debt obligations, or surety bonds. As required by 12 U.S.C.A., Section
1823(e), all financial institutions pledging collateral to the System must have a written collateral
agreement approved by the board of directors or loan committee. Collateral is required for
demand deposits, certificates of deposits and repurchase agreements at 105% of all amounts
not covered by federal deposit insurance. The System has no policy that further limits
allowable deposits.
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The System’s investment policies are governed by State statute. Permissible investments
include direct obligations of the U.S. Government and agency securities, certificates of deposit
and savings accounts. The System has no policy that further limits allowable investments.

As of June 30, 2024, the System’s deposits were not exposed to custodial credit risk due to
being entirely covered by depository insurance (a combination of federal depository insurance

and coverage by the State’s Bank Collateral Pool).

Other deposits and investments held at year end consisted of $1,120,270 held in the State of
Tennessee’s Local Government Investment Pool. Carrying amounts approximate market

value at year end.

Capital Assets

Capital asset activity for the year ended June 30, 2024, was as follows:

Balance Additions/ Retirements/ Balance
71112023 Adjustments Adjustments 6/30/2024
Capital assets not being depreciated
Land $ 512,402 §$ 377,965 $ - $ 890,367
Construction in progress 1,945,894 240,851 1,452,810 733,935
Total capital assets not being depreciated 2,458,296 618,816 1,452,810 1,624,302
Capital assets being depreciated
Building 3,912,086 25,312 - 3,937,398
Equipment 3,165,757 44,629 (78,151) 3,132,235
Plant 16,614,518 1,772,040 - 18,386,558
Total capital assets being depreciated 23,692,361 1,841,981 (78,151) 25,456,191
Less accumulated depreciation for:
Building (461,965) (79,936) - (541,901)
Equipment (2,187,943) (281,755) 78,151 (2,391,547)
Plant (10,430,330) (318,714) - (10,749,044)
Total accumulated depreciation (13,080,238) (680,405) 78,151 (13,682,492)
Total business-type
activities capital assets, net $ 13,070,419 $ 1,780,392 $ 1,452,810 $ 13,398,001

Depreciation expense of $680,405 was recorded by the System.

B. LIABILITIES

Long-Term Liabilities

a. Description of Individual Bond Issues and Loans Outstanding and other long-term

liabilities
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Summarized below are the System’s individual bond and loan issues and other long-term
liabilities which are outstanding at year end:
Business-type Activities

Revenue Bonds
2019 Gas Refunding Bonds, dated February 7, 2019, due
March 1, 2020 through March 1, 2034, interest 2.00% to 3.00% $ 915,000

General Obligation Bonds
2012 General Obligation Public Improvement Bonds, dated October 18, 2012,

due April 1, 2013 through April 1, 2028, interest 1.00% to 2.00% 6,509
2017 General Obligation Public Works Bonds, dated July 20, 2017
due July 15, 2018 through July 15, 2037, interest 1.30% to 3.25% : 1,865,000
Other Liabilities
Compensated absences 304,943
Net pension liability 846,869
OPEB obligation 271,237
Unamortized debt premiums 20,436
Total Business-type Activites $ 4,229,994

b. Summary of Principal and Interest Requirements — All Debt

Fiscal General Obligation Bonds Revenue and Tax Bonds

Year Principal Interest Principal Interest
2025 $ 113,824 $ 48,022 $ 80,000 $ 27,450
2026 116,771 45,857 80,000 25,050
2027 119,718 43,434 80,000 22,650
2028 121,946 40,771 85,000 20,250
2029 123,625 37,936 90,000 17,700
2030-2034 667,000 140,664 500,000 45,900

2035-2038 608,625 39,366 - -
$ 1,871,509 $ 396,050 $ 915,000 $ 159,000

Less:

Payable within one year 113,824 48,022 80,000 27,450
Due after one year $ 1,757,685 $ 348,028 $ 835,000 $ 131,550

¢. Changes in Outstanding Long-term Liabilities

Balance Balance Due within
Business-Type Activities 7/1/2023  Additions  Reductions  6/30/2024 one year
Revenue Bonds $ 990000 $ - $ 75000 $ 915000 $ 112,125
General Obligation Bonds 1,983,136 - 111,627 1,871,509 81,699
Compensated Absences 236,969 67,974 - 304,943 -
Net Pension Liability 780,818 66,051 - 846,869 -
OPEB Obligation 348,295 - 77,058 271,237 -
Unamortized debt premiums 22,558 2,122 20,436

Total Business-Type Activities $4,361,776  $134,025 § 265807 $4229994 $ 193824
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NOTE lll. OTHER NOTES
A. INSURANCE

Itis the policy of the System to purchase commercial insurance for the risks of losses to which
it is exposed. These risks include general liability, property and casualty, and workers
compensation. Settled claims have not exceeded this commercial coverage in any of the past
three years. The System also participates in the Tennessee Municipal League Risk
Management Pool, a public entity risk pool. The Tennessee Municipal League Risk
Management Pool has been self-sustaining through member premiums. Members consist of
local jurisdiction municipalities and utility districts in the State. Members are responsible for a
pro-rata portion of claims which exceed the Pool's reserves. No additional assessments have
ever been made by the Pool to its members as a result of losses experienced.

Beginning April 2015, medical insurance for employees is provided by self-funding claims as
they arise. Under this arrangement, the System provides coverage for the deductibie up to a
maximum of $5,000 per year for each employee's medical claims. Claims expenditures and
liabilities are reported under the self-insurance plan when it is probable that a loss has
occurred, and the amount of the loss can be reasonably estimated. Changes in the claims
liability for all employees are as follows:

Balance at Incurred Claims Balance at
71112023 Claims Payments 6/30/2024
$ 7,043 $ 33,514 $ 34,074 3 6,483

B. INTERFUND RECEIVABLES AND PAYABLES

The following schedule represents interfund receivables and payables at June 30, 2024:

Receivable Payable
Water Systems Fund $ 8,686 $ 924515
General 128,124 120,480

$ 136,810 $ 1,044,995

The System records transactions arising from Water, Sewer, and Garbage Fund billing of utility
services in these accounts and the amount due to the General fund is for expenses paid by
General on behalf of the Gas Fund. These balances are expected to be repaid within one
year.
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C. OPERATING TRANSFERS

TRANSFER TO:

General Fund

TRANSFER FROM:
Lexington Gas System $ 210,468

The transfer from the Lexington Gas System to Lexington General Fund is for in-lieu-of tax
payments.

D. ACCOUNTS PAYABLE
Accounts payable is composed of 100% payables to vendors.

E. CONSTRUCTION AND OTHER SIGNIFICANT COMMITMENTS
The System has commitments for projects in process as of June 30,2024 as described below.

The system plans to construct an aggregate storage facility to store gravel, sand, and other
aggregates. As of June 30, 2024, the System has incurred engineering costs of $16,483 for
this project. The project is expected to be bid on in the fiscal year 2025 and we are working
on an updated cost.

The System plans to install a SCADA system to continuously monitor system conditions. As
of June 30, 2024, the System has incurred costs of $707,107. The project is currently under
construction with an anticipated cost of $1,000,000. Estimated completion date is Spring
2025.

The system plans to install new gas meters throughout the entire distribution system to replace
the current aging metering system. The project will be a multiphase process and has an
estimated cost of $5,000,000 between FY2025-2028.

The system closed several Gas Main line projects in FY24. These were capitalized into
Distribution System Improvements which increased $1,773,620 from FY23 to FY24.
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F. EMPLOYEE PENSION AND OTHER BENEFIT PLANS
F.1. Pension Plan Obligations:

Certain employees of the City, except school employees, are members of the City's
contributory, defined benefit pension plan, a single-employer plan. The plan was established
by City ordinance and may be amended by such. The Gas System makes up approximately
18% of the City’s total plan. This rate was determined by the CMFO of the City based upon
expense percentages.

Plan Description

The City of Lexington pension committee administers the Retirement Plan for Employees of
the City of Lexington (Plan) — a single employer defined benefit pension plan that provides
pensions for employees.

Actuarial Cost Method

Individual entry age normal cost — Under this method, the annual cost is equal to the normal
cost, plus an amortization of the unfunded accrued liabilities over a fixed period of years
selected within the minimum (10 years) and the maximum (5 to 30 years) periods permitted
by law.

The normal cost is the sum of individual normal costs, determined as a level percentage of
compensation which would have been necessary to fund the employee’s projected retirement,
death and withdrawal benefits, from entry age (the age at which the employee would have
entered the plan had it been in effect on his employment date), to his retirement age. Thus,
the dollar normal cost is expected to increase with the salary projection assumption.

The actuarial accrued liability is the accumulation, based on the actuarial assumptions, of all
assumed prior normal costs. Thus, it represents the amount of reserves, which would be held
by the plan, had it always been in effect for the present group of participants and had plan
experience followed that predicted by the actuarial assumptions. The unfunded accrued
liability is the excess, if any, of the accrued liability over the plan assets.

Actuarial gains and losses arising from differences between plan experience and that predicted
by the actuarial assumptions, as measured by the difference between actual and expected
unfunded actuarial accrued liabilities, are amortized over the average of the expected
remaining service lives of all employees (active and inactive), as required by GASB Statement
No. 68.
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Attribution Parameters

Attribution parameters determine how growth in the benefit formula is allocated to years of
service.

Accrual rate proration, by component — This method attributes the benefit separately for each
component of the benefit formula, based on the benefit credited service. if there is no accrual
definitions in the benefit formula, then the entire projected benefit is assigned to past service
(and considered fully accrued as of the valuation date). This results in “natural” or “directing
differencing” attribution.

Accrued and Vested Benefits
Vested benefits are based on the plan document’s vesting schedule based on years of service.

Participant Data
Inactive Plan Participants as of January 1, 2023:
Retirees and beneficiaries currently receiving benefits 4
Terminated employees entitled to deferred benefits 4
Disabled employees entitled to deferred benefits _0
Total

0]

Active Plan Participants as of January 1, 2023:
Vested
Partially-vested
Non-vested
Total

COIOOOD

Summary of Plan Provisions
Effective Date: May 1, 1973

Fiscal Year Beginning: 01/01/23

Eligibility Requirements: Minimum age of 20 and 12 minimum months of service hired on or
before March 1, 2012. Entry date is the first day of the month coinciding with or next following
the date the requirements are met. Entry has been closed since 3/1/2012.

Normal Retirement Date: First day of the month coinciding with or next following attainment
of age 60 and 10 years of service.
Normal Retirement Benefit Formula:
Effective July 1, 2000 monthly annuity is equal to the sum of (1) and (2) below:
(1) 2.25% of the member's Average Monthly Earnings multiplied by years of Credited
Service up to a maximum of 30 years.
(2) 1.85% of member's Average Monthly Earnings multiplied by years of Credit Service in
excess of 30 years.
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For contributing members as of April 1, 1986, minimum monthly annuity is equal to 3.33% of
member's Average Monthly Earnings multiplied by years of credited service subject to a
maximum of 15 years. Members of the prior plan will receive a benefit no less than 40% of
the average monthly earnings during the period of 5§ consecutive years in which his earnings
were highest or 40% of his salary at age 64, whichever is greater.

Average Monthly Compensation: The greater of (i) average of monthly compensation for the
5 years of highest compensation whether consecutive or not, and (ii) monthly compensation
during the year immediately preceding the participant’s 60" birthday.

Credited Service: Number of years and completed months of active participation in this plan
and the prior plan.

Normal Form of Benefits: Single: Single Life Annuity with 120 months certain.
Married: Equivalent 50% Joint and Survivor Annuity

Maximum Annual Benefit: $ 265,000 as adjusted per IRC Sec. 415 for retirement age other
than social security retirement age and annuity form.

Employee Contributions: Monthly contributions equal to 6% of member’'s monthly earnings.

Credited Interest: 5% per annum compounded annually and 6% for terminated participants.

Early Retirement Benefit: Minimum Age: 50; Minimum Service: 10 years; Benefit Amount:
based on service and earnings at termination, reduced actuarially.

Late Retirement Benefit: The greater of 1) normal retirement benefit, increased 8% per annum
for each year that retirement is deferred, and 2) accrued benefit at late retirement date.

Pre-Retirement Death Benefit: Member contributions credited with interest to the date of
death. Additionally, a member shall receive present value of the actuarial equivalent of the
member's vested accrued benefit. The beneficiary shall receive the death benefit provided
from group term life insurance plan maintained by the city.

Disability Benefit: Normal retirement benefit at date of disability reduced by the ratio of years
of service at disability to years of service projected to normal retirement date. The benefit will
commence the first day of the sixth month following determination of disability under the Social
Security Act.

Vested Termination Benefit. A member who terminates employment with less than 5 years of
credited service may elect to receive, at any time prior to retirement, either: 1) a return of
member contributions with interest to the date of payment, or 2) income payments at retirement
provided by his own contributions with interest.
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A member who terminates employment with 5 or more years of credited service will be entitled
to a percentage of the benefit earned based on years of credited service and average monthly
earnings at separation from service. The percentage is determined as follows:

Years of Credited Service Percentage

Less than 5 0%
25%
40%
55%
70%
85%

0 or more 100%

= O O~NO O,

Cost of Living Adjustment: The plan sponsor has adopted an amendment to apply an annual
cost of living increase adjustment (COLA) each July 1 beginning July 1, 2018. The COLA wiill
be based on the Consumer Price Index for Urban Wage Earners, with a maximum annual
increase of 3% and a minimum increase of 0%. The COLA will be prorated for a participant
receiving fewer than twelve payments in the preceding year by the number of months of
payment divided by 12.

Unused Sick Leave: Employees age 55 or older as of 12/31/2021 may transfer the value of
their unused sick-leave to the Plan of either (a) purchase age and service to be added to
current age and service or (b) receive an equivalent value paid from the trust paid out over up
to five years.

Contribution Required

Actuarially determined contributions to the Plan are determined each year as part of the
actuarial valuation process. These contributions are determined according to the following
funding policy.

Actuarial Cost Method: Individual Entry Age Normal, Level of Percentage of Pay

Asset Valuation Method: Market Value of Assets adjusted to phase in asset gains and
losses after January 1, 2002 over a 5-year period at a rate of 20% per year. Valuation
assets are further limited to a 20% corridor around market value.

Amortization Method: The amortization policy shall be that the UAAL, as of January
1, 2015 and any changes thereafter as a result of the change in assumptions or
methods or benefit or plan changes, shall be amortized over a fixed period of 30 years
beginning January 1, 2015. The amortization period for future experience gains and
losses shall be 10 years from the date of the actuarial valuation.

Investments
Investment information has been provided by John Hancock.
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Investment Policy: The following was the City’s adopted asset allocation policy as of June 30,
2023:

Asset Target

Class Allocation
US Equity - Large Cap 39%
US Equity - Small/Mid Cap 16%
Non-US Equity - Developed 17%
Non-US Equity - Emerging 3%
US Corporate Bonds - Core 16%
US Corporate Bonds - High Yield 4%
Non-US Debt - Developed 3%
US Treasuries (Cash Equivalents) 2%
Total 100%

Rate of Return: For the year ended June 30, 2023, the annual money-weighted rate of return
on pension plan investments, net of pension plan investment expense, was 11.59%. The
money-weighted rate of return expresses investment performance, net of investment expense,
adjusted for the changing amounts actually invested.

Net Pension Liability

The System’s net pension liability at June 30, 2023 is $846,869. The following assumptions
were used in the calculation of the net pension liability.

Actuarial Assumptions (for calculation of the Net Pension Liability)

Measurement Date
June 30, 2023

Valuation Date
January 1, 2023

Mortality
SOA PubG-2010(B), Scale MP-2018 Fully Generational

Discount Rate
7.25% per annum

Inflation

2.45% per annum. This assumption is an underlying component of a number of these
economic assumptions: consumer price indices, forecasts of inflation, yields on government
securities of various maturities, and yields on nominal and inflation-indexed debt.
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Salary Projection

Ages 20-29 5.00%, Ages 30-39 3.50%, Ages 40+ 2.75. The assumption selected is consistent
with the plan sponsor’s current compensation practice. This assumption reflects the following
factors: available compensation data, including plan sponsor’s current compensation practice
and anticipated changes, current compensation distributions by age or service, historical
compensation increases and practices of the plan sponsor and other plan sponsors in the
same industry or geographic area, historical national wage increases and productivity growth;
competitive factors (within industry or geographic area or globally); consider collective
bargaining agreements; compensation volatility (bonuses and overtime vary); expected plan
freeze or termination; multiple compensation increase assumptions; select and ultimate (vary
by period or by age or service); separate assumptions for different employee groups; and
separate assumptions for different compensation elements.

Retirement Age
Age 60 35%, Ages 61-64 5%, Age 65 40%, Ages 66-69 30%, Ages 70+ 100%. Service
purchase employees, 100% at Age 57.

Cost of Living Increase
2.05% per annum of the participant's original benefit.

Disability Rates
See disability rates below.

Withdrawal Rates
See withdrawal rates below.

Withdrawal Disability
Age Male Female Male Female
25 9.000% 9.000% 0.278% 0.164%
30 7.500% 7.500% 0.354% 0.257%
35 6.000% 6.000% 0.458% 0.401%
40 4.500% 4.500% 0.645% 0.629%
45 3.000% 3.000% 1.007% 0.985%
50 1.500% 1.500% 1.605% 1.483%
55 0.000% 0.000% 2.114% 1.742%
60 0.000% 0.000% 2.503% 1.956%

The actuarial assumptions used were based on the results of an actuarial experience study
prepared in 2018 for the period January 1, 2014 through December 31, 2018.

Liabilities were valued as of January 1, 2023 using data as of January 1, 2023 and provisions
and assumptions as of June 30, 2023. This liability was then increased by service cost and
interest cost (for the period January 1, 2023 — June 30, 2023) and reduced by actual benefit
payments for the period plus interest.
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Long-Term Expected Rate of Return on Pension Plan Investments
The long-term expected rate of return on pension plan investments was determined by the
investment advisor, John Hancock. Best estimates of arithmetic real rates of return for each

major asset class included in the pension plan’s target asset allocation as of June 30, 2023
are summarized in the table below.

Asset Target Long-Term Expected

Class Allocation Real Rate of Return* Weighting
US Equity - Large Cap 39% 5.24% 2.04%
US Equity - Small/Mid Cap 16% 6.37% 1.02%
Non-US Equity - Developed 17% 6.07% 1.03%
Non-US Equity - Emerging 3% 8.02% 0.24%
US Corporate Bonds - Core 16% 1.17% 0.19%
US Corporate Bonds - High Yield 4% 2.91% 0.12%
Non-US Debt - Developed 3% 0.31% 0.01%
US Treasuries (Cash Equivalents) 2% -0.44% -0.01%
Total 100% 4.64%
Long-Term Inflation Assumption 2.45%
Long-Term Expected Nominal Rate of Return 7.20%

*Long-term real rates of return were provided by 2022 Horizon Study. Returns are arithmetic
means.

Long-term capital market assumptions (20+ years) are applicable to approximate future return
expectations. The actuaries utilized a modified building blocks methodology because being
able to identify historical return premiums of asset classes in the context of varying market
environments provides a reasonable basis to estimate the performance of asset classes going
forward.

Discount Rate

The discount rate used to measure the total pension liability was 7.25 percent. The projection
of cash flows used to determine the discount rate assumes City contributions will be made
according to their established funding policy to contribute the actuarially determined
contribution. Based on those assumptions, the pension plan's fiduciary net position was
projected to be available to make all projected future benefit payments of current plan
members. Therefore, the long-term expected rate of return on pension plan investments was
applied to all periods of projected benefit payments to determine the total pension liability.
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Sensitivity of the Net Pension Liability to Changes in the Discount Rate
The following presents the net pension liability calculated using the discount rate of 7.25
percent, as well as what the net pension liability would be if it were calculated using a discount

rate that is 1 percentage-point lower (6.25%) or 1 percentage-point higher (8.25%) that the
current rate:

Current
1% Decrease Discount Rate 1% Increase
6.25% 7.25% 8.25%
Plan's net pension liability $ 1,208,589 $ 846,869 $ 539,532

Change in Utility’s Net Pension Liability

Changes in the Utility’s net pension liability for the year ended June 30, 2024 were as follows:

Increase (Decrease)

Total Plan Net Pension
Pension Fiduciary Net L.iability
Liability (a) Position (b) (a) - (b)
Balances at 6/30/22 $ 3,175,633 $ 2,394,815 $ 780,818
Changes for the year:
Service cost 60,411 - 60,411
Interest 220,518 - 220,518
Changes in benefit terms - -
Differences betw een expected and actual experience 99,578 - 99,578
Changes of assumptions - - -
Contributions - employer - 46,446 (46,446)
Contributions - employee - 29,029 (29,029)
Net investment income - 261,152 (261,152)
Benefit payments (515,478) (5615,478) -
Administrative expense - (22,171) 22,171
Net changes (134,971) (201,022) 66,051
Balances at 6/30/23 $ 3,040,662 $ 2,193,793 $ 846,869
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Pension Expense (Income) and Deferred Outflows of Resources and Deferred Inflows
of Resources Related to Pensions

For the year ended June 30, 2024, the Utility recognized pension expense of $98,558. At June
30, 2024, the Utility reported deferred outflows of resources and deferred inflows of resources
related to pensions from the following sources:

Deferred Outflows Deferred Inflows
of Resources of Resources

Differences between expected and actual experience $ 115,147  $ 49,173
Change in assumptions - 83,019
Net difference between projected and actual
earnings on pension plan investments 110,091
Contributions subsequent to the measurement
date of June 30, 2023 27,264 -
Total $ 252,502 § 132,192

Amounts reported as deferred outflows of resources and deferred inflows of resources related
to pensions will be recognized in pension expense as follows:

Year ended June 30:
2024 (11,035)
2025 1,672
2026 116,813
2027 (17,226)
2028 -
Thereafter -

Payable to the Pension Plan
At June 30, 2024, the System reported $ 0 payable for outstanding amount of contributions to
the pension plan required at the year ended June 30, 2024.

The System began offering a 403(b) defined contribution plan to their eligible employees hired
after April 1, 2012 and is administered by the City of Lexington. Employees are required to
make a mandatory contribution of 6% of their annual compensation and the System matches
their contribution with an equal amount. The employer’s contributions are not vested until after
five annual periods in the plan. The employer has the right to amend the Plan at any time. In
no event, however, will any amendments or permit any part of the Plan assets to be used for
purposes other than the exclusive benefit of Participants or their beneficiaries. The System’s
“current year contributions to the plan were $73,528.
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F.2. POST EMPLOYEMENT HEALTHCARE PLAN

Plan Description — The City sponsors a single-employer post-retirement benefit plan. The
plan provides medical and death benefits to eligible retirees and their spouses. Since the
benefits are the ongoing medical and life benefits of the System, it is administered through the
same oversight unit, which is the Board of Aldermen, as the rest of the operations of the City.
The City's total OPEB liability was measured as of July 1, 2023 and was determined by an
actuarial valuation as of that date.

Plan Type: Fully Insured
Eligibility: Hired on or after March 1, 2012: Age 60 with 10 years of service
Employees hired prior to March 1, 2012 are not eligible.

Benefit/Cost Sharing:The employer pays a percentage of the medical premium until age 65
Based on total years of service in accordance with the following:

Years of Service  Employer-Funded Portion of Individual Coverage

at Retirement Date for Post-Retirement Individual Coverage
20 100%
19 95%
18 90%
17 85%
16 80%
15 75%
14 70%
13 65%
12 60%
11 55%
10 50%
Spouse Benefit: No

Surviving Spouse Benefit: No

Annual Medical Premium: Effective July 1, 2023 through June 30, 2024: Individual
$7,669.32.

Employees Covered By Benefit Terms
At the measurement date of July 1, 2023, the following employees were covered by the benefit
terms:
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Inactive Employees or Beneficiaries

Currently Receiving Benefits -
Inactive Employees Entitled to But

Not Yet Receiving Benefits -
Active Employees 24
Total 24

Changes in Total OPEB Liability

Gas
Balance at 6/30/23 $ 348,295
Changes for the year:
Senice Cost 86,603
Interest 9,879
Differences between expected and actual experience (168,506)
Changes in assumptions and other inputs (5,034)
Benefit payments -
Net changes (77,058)
Balance at 6/30/24 $ 271,237

Assumption changes — The discount rate was 3.65% as of June 30, 2023 and 3.93% as of
June 30, 2024.

Sensitivity of the Total OPEB Liability to Changes in the Discount Rate

1% Decrease Discount Rate 1% Increase
(2.93%) (3.93%) (4.93%)
$ 311,019 $ 271,237 $ 236,191

Healthcare Cost

1% Decrease Trend Rates 1% Increase
(5.5% decreasing (6.5% decreasing (7.5% decreasing
to 4%) to 5%) to 6%)

$ 219,096 $ 271,237 $ 337,589
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OPEB Expense and Deferred Outflows of Resources and Deferred Inflows of Resources
For the year ended June 30, 2024, the Utility recognized OPEB expense of $89,554. At June
30, 2024, the City reported deferred outflows of resources and deferred inflows of resources
related to OPEB from the following sources:

Deferred Deferred
Outflow of Inflow of
Resources Resources
Differences between expected and
actual experience $ 23,863 $ 158,888
Changes of assumptions/inputs 20,712 46,481
Contributions subsequent to the
measurement date - (not applicable)
Total $ 44,575 $ 205,369

The amounts shown above for “Contributions subsequent to the measurement date” will be
recognized as a reduction to total OPEB liability in the following measurement period.

Amounts reported as deferred outflows of resources and deferred inflows of resources related
to OPEB will be recognized in OPEB expense as follows:

Year ended June 30:

2025 (9,493)
2026 (9,493)
2027 (9,493)
2028 (9,493)
2029 (9,493)
Thereafter (113,329)

Actuarial Methods and Assumptions — An Actuarial Cost Method develops an orderly
allocation of the actuarial present value of benefit payments over the working lifetime of the
participants in the plan. The actuarial present value of benefits allocated to a particular fiscal
year is called the Normal Cost. The actuarial present value of benefits allocated to all periods
prior to a valuation date is called the Actuarial Accrued Liability. The Unfunded Actuarial
Accrued Liability is amortized over future years in accordance with the employer’s established
accounting policy.

The entry age actuarial cost method is used in this valuation. Under this method, the Actuarial
Present Value of Benefits of each individual included in the Actuarial Valuation is allocated on
a level basis over future earnings of the individual between entry age and assumed exit age.
The portion of this Actuarial Present Value allocated to a valuation year is called the Normal
Cost. The portion of this Actuarial Present Value not provided for at a valuation date by the
Actuarial Present Value of future Normal Costs is called the Actuarial Accrued Liability.
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CITY OF LEXINGTON, TENNESSEE
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NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2024

The values in this valuation represent a closed group and do not reflect new entrants after the
census collection date.

Discount Rate: A discount rate of 3.93% was used in estimating the GASB 75 financial
information for fiscal year ending June 30, 2024.

Mortality: The sex distinct mortality rates are from the RP-2014 Combined Male and Female
Fully Generational Mortality Table with projection scale MP-2021.

Retirement Rates: Employees were assumed to retire at age 60, or at first subsequent year
in which they would be eligible for benefits.

Disability Rates: None assumed

Termination Rates: Based on age and service:

Age Trend Rates
25 4.50%
30 3.75%
35 3.00%
40 2.25%
45 1.50%
50 0.75%
55+ 0.00%

Health Care Trend Rates: It was assumed that health care costs would increase in
accordance with the trend rates in the following table:

Year Trend Rates
2021 7.0%
2022 6.5%
2023 6.0%
2024 5.5%
2025+ 5.0%

Participation Rates: It was assumed that 100% of the current active employees covered
under the active plan on the day before retirement would enroll in the retiree medical plan upon
retirement.

Actuarial Value of Assets: N/A
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JUNE 30, 2024
Per Capita Claim Costs: Per Capita Claim Costs were developed by applying morbidity aging

factors to the average factors to the average premium rates reflecting the demographic
characteristics of the insured group. Below are the annual per capita claim costs used:

Age Male Female
50 $ 10,160 S 11,720
55 12,336 12,800
60 14,878 14,261
65 8,470 7,930
70 9,353 8,763
75 10,327 9,676
80 10,856 10,163
85 11,411 10,685
90 11,990 11,229
95 12,602 11,807

100 13,245 12,408

Administrative expenses: Included in premiums used.
Participant Salary Increase: 3.50% annually

Payroil Growth Rate: 2.50% annually
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CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
SCHEDULE OF CHANGES IN TOTAL OPEB LIABILITY AND RELATED RATIOS

JUNE 30, 2024
2024 2023 2022 2021 2020 2019 2018
Total OPEB liability

Service cost $ 86,603 $ 60,607 $ 73,346 $ 46,154 $ 38,520 $ 15,706 $ 16,145
Interest 9,879 12,066 7,015 4,833 5,199 3,333 2,531
Changes in benefit terms - - - - - - -
Differences between expected and actual experience (168,506) - 17,896 - 12,154 - -
Changes in assumptions (5,034) (4,610) (42,983) 1,447 22,664 4,533 (2,810)
Benefit payments - - - - - - -
Net change in total OPEB liability (77,058) 68,063 55,274 52,434 78,537 23,572 15,866
Total OPEB liability - beginning of year 348,295 280,232 224,958 172,524 93,987 70,415 54,549
Total OPEB liability - end of year $ 271,237 $348,295 $280,232 $224,958 $172,524 $ 93,987 $ 70,415
Covered-employee payroll $ 1,086,434 $708,753 $694,490 $390,302 $388,743 $ 224,857 $244,234
Total OPEP liability as a percentage of covered-employee payroll 24.97% 49.14% 40.35% 57.64% 44.38% 41.80% 28.83%

Note 1: Plan changes - None

Note 2: Assumption changes - The discount rate was 3.54% as of June 30, 2022
and 3.65% as of June 30, 2023.

Note 3: This schedule is intended to display ten years of information. Additional
years will be displayed as they become available.

Note 4: There are no assets accumulating, in a trust that meets the criteria in paragraph 4 of

GASB Statement No. 75, related to this OPEB plan.

The accompanying notes are an integral part of these financial statements.

35



Total pension liability

Service Cost

Interest

Changes in benefit terms

Differences between actual and expected experience

Change of assumptions

Benefit payments, including refunds of employee contributions
Net change in total pension liability

Total pension liability - beginning

Total pension liability - ending (a)

Pian fidiciary net position

Contributions - employer

Contributions - employee

Net investment income

Benefit payments, including refunds of employee contributions
Administrative expense

Net change in pian fidiciary net position

Pian fidiciary net position - beginning

Plan fidiciary net position - ending (b}

Net pension liability (asset) - ending (a) - (b)

Plan fidiciary net position as a percentage of total pension liability
Covered payrofl

Net pension liability (asset) as a percentage of covered payroll

CITY OF LEXINGTON, TENNESSEE

LEXINGTON GAS SYSTEM

SCHEDULE OF CHANGES IN NET PENSION LIABILITY AND RELATED RATIOS

JUNE 30, 2024

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
$ 69735 § 72524 74554 $ 66984 $ 70274 $ 78552 $ 73,59 $ 69205 § 67,951 $ 60411
135,927 149,596 166,527 158,215 170,765 210,759 188,349 133,999 218,543 220,518
- - - - 520,525 - - - 54,824 -
- 40,721 (16,939) (63,133) (15,820) (337) 96,066 9,232 (79,368) 99,578
- - (86,303) - - (318,250) - - - -

(33,738) (18,381) (60,627) (240.377) (94,976) (146,262) (113,647) (133.281) (59,532) (515.478)
171,923 244,459 77,212 (78311) § 650,768 $ (175538) § 244,364 § 79,155 $ 202418 § (134,971)
1,759,183 1,931,106 2,175,565 2,252,777 2,174,466 2,825 234 2,649,696 2,894,060 2,973.215 3,175,633

$ 1931106 _§ 2,175565 2,252,777 _$ 2,174,466 $ 2,825,234 $ 2,649,696 § 2,894,060 $2.973.215 §3.175.633 $ 3,040,662
$ 87,400 $ 87462 85953 § 65138 $ 62574 $ 61,113 $ 56,338 $ 53066 $ 50,128 $ 46,446
45,939 45,220 43,269 39,368 39,109 38,196 35212 33,166 31,330 29,029
218,040 33,106 (95) 249,240 265,469 166,910 22,179 615,063 (416,477) 261,152
(33,738) (18,381) (60,627) (240,377) (94,976) (146,262) (113,647) (135,081) (59,532) (515,478)

(214) (5.703) (14,788) (11,508) (15,906) (6.952) (12,586) (22,401) (12,592) (22.171)

317,427 141704 53,712 101,862 256,270 113,005 (12,504) 543,813 (407,143) (201,022)
1,286,669 1,604,096 1,745,800 1,799,512 1,901,374 2,157,644 2,270,649 2,258,145 2,801,958 2,394,815

$ 1604096 _§ 1,745,800 1799512 _§ 1,001,374 $ 2,157.644 $ 2,270,649 § 2,258,145 § 2,801,958 $ 2,394,815 $ 2,193,793
$ 327010 § 429765 453265 § 273,092 $ 667,590 $ 379047 $ 635915 $  171.257 $ 780818 $ 846,869
83.07% 80.25% 79.88% 87.44% 76.37% 85.69% 77.47% 94.24% 75.41% 72.15%

$ 765015 § 733,453 666619 § 639064 $ 616222 $ 636,753 $ 591,862 $ 589,097 $ 526,099 $ 434,148
42.75% 58.59% 67.99% 42.73% 108.34% 50.53% 107.44% 29.07% 148.42% 195.06%

This is a 10-year schedule; however, the information in this schedule is not required to be presented
retroactively. Years will be added to this schedule in future fiscal years unti! 10 years of information

is available.

The accompanying notes are an integral part of these financial statements.
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CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
SCHEDULE OF PENSION PLAN CONTRIBUTIONS
JUNE 30, 2024

2014 2015 2016 2017 2018 2018 2020 2021 2022 2023
i $ 73393 % 83448 $ 68,796 $ 50,171 $ 41385 $ 47809 $ 66,059 $ 69,552 $ 49,074 $ 368865

y

Contributions in relation to the

87,400 87,462 85,954 65,196 60,883 61,113 56,337 53,066 50,128 39,538
[of i i ) $ (14.007) _$ {4015) $ {17,158) _$ (15025 _$ (19.498) _§ (13,304} $ 9,721 $ 16,486 $ (1,054) _$ {2873)
Covered-employee payroll $ 765015 § 733453 § 666619 $ 639064 $ 616,222 $ 636,753 $ 591,862 $ 583,007 $ 526,099 $ 434,148
Contributions as a percentage to
covered payrolt 11.42% 11.92% 12.89% 10.20% 9.88% 9.60% 9.52% 9.01% 9.53% 8.11%
This is a 10-year By L the i ion in this is not required to be p
retroactively. Years will be added to this schedule in future fiscal years until 10 years of information

is available.

The accompanying notes are an integral part of these financiat statements.
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CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
SCHEDULE OF PENSION PLAN INVESTMENT RETURNS
FISCAL YEARS ENDING JUNE 30, 2023

2014 2015 2016 2017 2018 2018 2020 2021

2022

2023

Annual money-weighted rate of retumn,
net of investment expense 16.32% 2.02% -0.01% 14.61% 8.57% 4.41% 1.02% 31.58%

This is a 10-year schedule; however, the information in this schedule is not required to be presented
retroactively. Years will be added to this schedule in future fiscal years until 10 years of information
is available.

The accompanying notes are an integral part of these financial statements.
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CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
NOTES TO REQUIRED SUPPLEMENTAL
INFORMATION
JUNE 30, 2024

Notes to Schedule
Valuation date: January 1. Since the plan year is equal to a calendar year, contributions are determined on a
calendar year basis. The amount displayed represents the contribution for the plan year beginning within the

fiscal year.

Methods and assumptions used to determine contribution rates:

Actuarial cost method Individual Entry Age Normal, level percent of pay

Amortization method Level dollar, closed, 30 years remaining as of January 1, 2015
Remaining amortization period 22 years as of 1/1/2023

Asset valuation Market value adjusted to phase in gains/losses over five-years.

Assets are further limited to a 20% corridor around market value.

Salary increases Ages 20-29 5.00%; Ages 30-39 3.50%, Ages 40+ 2.75%
Cost of living increases: 2.05%

Investment Rate of Return 7.26%

Retirement age Age 60 35%, Ages 61-64 5%, Age 65 40%, Ages 66-69 30%,

Ages 70+ 100%
Mortality SOA PubG-2010(B), Scale MP-2018 Fully Generational

Disabled Mortality SOA PubG-2010 Disabled, Scale MP-2018 Fully Generational

*This is a summary of the methods and assumptions for the 1/1/23 Actuarial Valuation

The accompanying notes are an integral part of these financial statements.
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CITY OF LEXINGTON, TENNESSEE

LEXINGTON GAS SYSTEM

JUNE 30, 2023

SCHEDULE OF LONG-TERM DEBT REQUIREMENTS

EI:?r:g 2012 General Obligation Bonds 2017 General Obligation Bonds 2019 Refunding Bonds Totals
June 30, Principal Interest Principal Interest Principal Interest Principal Interest
2025 1,699 130 112,125 47,892 80,000 27,450 193,824 75,472
2026 1,771 96 115,000 45,761 80,000 25,050 196,771 70,907
2027 1,843 61 117,875 43,373 80,000 22,650 199,718 66,084
2028 1,196 24 120,750 40,747 85,000 20,250 206,946 61,021
2029 - - 123,625 37,936 90,000 17,700 213,625 65,636
2030 - - 126,500 34,934 95,000 15,000 221,500 49,934
2031 - - 129,375 31,735 100,000 12,150 229,375 43,885
2032 - - 132,250 28,366 95,000 9,150 227,250 37,516
2033 - - 138,000 24,749 100,000 6,300 238,000 31,049
2034 - - 140,875 20,880 110,000 3,300 250,875 24,180
2035 - - 143,760 16,787 - - 143,750 16,787
2036 - - 149,500 12,387 - - 149,500 12,387
2037 - - 165,250 7,623 - - 155,250 7,623
2038 - - 160,125 2,569 - - 160,125 2,569
$ 6,509 $ 311 $ 1,865,000 $ 395739 915,000 $ 159,000 $ 2786509 $ 555,050

The accompanying notes are an integral part of these financial statements.
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CITY OF LEXINGTON, TENNESSEE

LEXINGTON GAS SYSTEM

SCHEDULE OF CHANGES IN LONG-TERM DEBT BY INDIVIDUAL ISSUE

JUNE 30, 2024

Paid and/or
Original Date Last Issued Matured Refunded
Amount interest of Maturity Oustanding During During During Outstanding
Description of Indebtedness Of Issue Rate Issue Date 7/1/2023 Period Period Period 6/30/2024
Business-Type Activities
BONDS PAYABLE
Payable through Lexington Gas System Fund
G.0. Public Improvement Bonds, Series 2012 Gas Portion $ 21,441 1.00 to 2.00% 10/18/2012 4/1/2028 $ 8,136 - $ 1,627 $ - $ 6,509
General Obligation Public Works Bonds, Series 2017 Gas Portion $ 2,300,000 1.30t0 3.25% 7/20/2017 7/156/2037 1,975,000 - 110,000 - 1,865,000
Public Works Refund Bonds, Series 2019 Gas Portion $ 1,300,000 2.00 to 3.00% 2/7/12019 3/1/2034 990,000 - 75,000 - 915.000
TOTAL BONDS PAYABLE - Payable through Lexington Gas System Fund $2,973.136 - $ 186,627 $ - $ 2,786,509
4

The accompanying notes are an integral part of these financial statements.



CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
TABLE OF UTILITY RATES IN FORCE

JUNE 30, 2024

Per mcf
Minimum Baserate + PGA Rate
Residential Rate
First 500 cubic feet (minimum) $ 670
Over 500 cubic feet: Inside city $241 + current PGA = Rate Per mcf
Qutside city $3.45 + current PGA = Rate Per mcf
Small Commercial Rate
First 500 cubic feet (minimum) $ 750
Over 500 cubic feet: Inside city $3.58 + current PGA = Rate Per mcf
Outside city $4.79 + current PGA = Rate Per mcf
Medium Commercial Rate
First 1,500 cubic feet (minimum) $ 2485
Over 1,500 cubic feet : Inside city $3.90 + currentPGA = Rate Per mcf
Outside city $5.08 + currentPGA = Rate Per mcf
Large Commercial Rate
First 10,000 cubic feet (minimum) $ 124.60
Over 10,000 cubic feet Inside city $4.05 + currentPGA = Rate Per mcf
Outside city $56.23 + currentPGA = Rate Per mcf
Transport (Customer buys from 3rd party) $3.51

+ PGA (Purchased Gas Adjustment) - This Rate is set monthly from calculations based on the average total costs associated
with natural gas purchases.

NUMBER OF CUSTOMERS AT YEAR END: 9,426

The accompanying notes are an integral part of these financial statements.
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CITY OF LEXINGTON, TENNESSEE

LEXINGTON GAS SYSTEM
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
JUNE 30, 2024

Federal Grantor/Pass- Assistance
Through Grantor/ Listing Contract -
Program Title Number Number Expenditures
FEDERAL AWARDS
Department of Agriculture (USDA)

Emergency Watershed Protection Program/Passed through from City of Lexington 10.923 N/A $ 115,548

Total Department of Election Assistance Commission 115,548

TOTAL FEDERAL AWARDS 3 115,548

Note 1: Basis of Presentation

The accompanying schedule of expenditures of federal awards and state financial assistance summarized the expenditures of the Gas Fund

of the Town of Lexington, Tennessee, under programs of the federal and state governments for the year ended June 30, 2024. The schedule is
presented using the modified accrual basis of accounting.

Note 2: Indirect Cost Rate
The City of Lexington has elected to use the 10-percent de minimus indirect cost rate allowed under the Uniform Guidance.

The accompanying notes are an integral part of these financial statements.
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CERTIFIED PUBLIC ACCOUNTANTS one 731.925.6547 Fax 731.925.9524
INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL

REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

To the Mayor and City Aldermen
City of Lexington, Tennessee

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States, the financial
statements of the business-type activities of the Lexington Gas System (the System), a
department of the City of Lexington, Tennessee, as of and for the year ended June 30, 2024, and
the related notes to the financial statements, which collectively comprise the System’s basic

financial statements, as listed in the table of contents, and have issued our report thereon dated
December 20, 2024.

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the System’s
internal control over financial reporting (internal control) as a basis for designing 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 of the effectiveness of the

System’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
System'’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 was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses or significant deficiencies may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the System’s financial statements are
free from material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of

noncompliance or other matters that are required to be reported under Government Auditing
Standards.
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Purpose of this Report

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

Al fuamid. Pric

December 20, 2024
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CITY OF LEXINGTON, TENNESSEE
LEXINGTON GAS SYSTEM
SCHEDULE OF DISPOSITION OF PRIOR YEAR AUDIT FINDINGS

FOR THE FISCAL YEAR ENDED JUNE 30, 2024

Financial Statement Findings

NONE
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