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Independent Auditer’s Report

Members of the Board
Gadsden City Board of Education
(3adsden, Alabama

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregafte remaining fund information of the Gadsden City Board of Educafion {the “Board™, a
component unit of the City of Gadsden, Alabama, as of and for the year ended September 30, 2021, and
the related notes to the financial statements, which collectively comprise the Beoard's basic financial
statements as listed in the tabie of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial staterngnts 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
- BITor. :

Audifiors Responsibility

Qur responsibility is fo express opinions on these financial statements based on our audit. We conducted
cur 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
Cornptroller General of the United States. Those standards require that we plan and perform the audit to
oblain reasonable assurance about whether the financial staternents are free from material misstatement.

An audit involves performing procedures to obiain 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, wheather dug 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 internai 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 presenfation of the financial
statements.

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

Opinions

In our opinion, the financial statements referred to above present fairly, i all material respects, the
respective financial pesition of the governmental activities, each major fund, and the aggregate remaining
fund information of the Gadsden City Board of Education as of September 30, 2021, and the respective
changes in financial position thereof for the year then ended in accorcfance with accounting principles
generally accepted in the United States of America.
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Other Matters
Required Supplementary information

Accounting principles generally accepted in the United States of America reguire that the budgetary
comparison information, pension information, and postemployment benefits other thar pensions (CPEB)
information on Exhibits Vil through X!II be presented to supplerment the basic financial statements. Such
informaticn, although not 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, ¢r 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 inguiries, 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 opinien or provide any assurance.

Management has omitted the management’s discussion and analysis that accounting principles generally
accepted in the United States of America require to be presented to supplement the basic financial
statements. Such missing information, although not 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. Qur opinion on the basic financial statements is not affected by this missing information.

Other information

Our audit was conducted for the purpgse of forming opinions on the fingncial statements that collectively
comprise the Beard's basic financial statements. The schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by Title 2 U S. Code of Federal Regiiations
Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal
Awards, and is also not a required part of the basic financial statements.

The schedule of expendifures of federal awards 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 apgplied 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 additiocnal procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
the schedule of expenditures of federal awards is fairly stated in all material respects in relation to the
basic financial statements as a whole,

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 15,
2022, on our consideration of the Gadsden City Board of Education'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 scepe of our
testing of internal control aver financial reporting and compliance and the results of that testing, and not to
provide an opinion on the effectiveness of the Board's internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Gaovernment Auditing
Standards in considering the Board's internal control over financial reparting and compliance.

’ELLMQ., Bz, Trapam el Rozeman, PC.
RICHARD, HARRIS, INGRAM AND BOZEMAN, P.C.

Montgomery, Alabama
March 15, 2022
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Gadsden City Board of Education
STATEMENT OF NET POSITION

September 30, 2021

Assets

Cash and cash equivalents

Ad valorem taxes receivable

Receivables

Inventories

Capltal assets:
Non-depreciable
Depreciable, net

Total assets

Deferred Qutflows of Resources

Loss on refunding of debt

Employer pension contribution

Proportionate share of coliective deferred outflows related
to net pension liability

Employer OPEB contribution

Proportionate share of coilective deferred outflows related
to net OPEB liability

Total deferred outflows of resources

Liabilities

Accounts payabie

Salaries and benefits payable

Deferred revenus

Acciued interest payable

Long-term liabilities:
Current portion of long-term liabilities
Non-current portion of long-term liabilities

Tetal liabilities

Deferred Inflows of Resources
Unavailable revenue - property taxes
Proporticnate share of collective deferred inflows related
to net pension lability
Proportionate share of collective deferred inflows related
to net OPEB liability
Total deferred inflows of resources

Net Position
invested in capital assets, net of related debt
Restricted for:
Child nutrition program
Capital projects
Other purposes
Unrestricted

Total net position

The notes to the financial statements are an integral part of this statement.
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Governmeantal
Activities

$ 7,956,139
8,467,222
2,672,698

162 942

6,777,184
47 646 359

73,882 545

115,566
3,751,609

8,215,000
792,804

12,575,843
725 451,022

155,750
4.651,741
28,775
158,269

1,776,771
103,032,409
110,703,715

8,467,222

2,128,000

_ 20860211
31 455 433
31,527,248

988,068

1,967 010
2,422 871

{79,630,778)
§_(42,725,581)



Gadsden City Board of Education

STATEMENT OF ACTIVITIES

For the Year Ended September 30, 2021

Exhibit 1l

Net (Expenses)
Revenues

Program Revenues and Changes in

Charges Qperating Capital Net Position-

For Grants and Grants and Governmental

Functions Expenses Services Contributions  Contributions Activities
Instructional services $ 35198455 $ B02997 § 27584483 1,805,413 § (5,405,562)
Instructional support services 12 267 833 208,436 8,498,681 {2,560,716)
Operation and maintenance services 5,283,087 85,937 2,538 830 45,1565 (2,613,185}
Student transportation 1,285,232 22013 1226473 (38,746)
Food service 1,357,330 890,888 303,876 {162 566)
General administrative services 2,373,338 366 1,505,086 3,579 (864 ,305)
Interest and fiscal charges 882,061 (882,061)
Other expenses 4,034,015 2,412,603 1,525,634 {95,578)
Total governmental activities § 62681348 § 4223240 § 44183263 % 1,654,147 (12,620,699)
General Revenues:
Taxes:

Property taxes for general purposes B 539,382

Local sales tax 2,004,375

Alcohalic beverage tax 83,180

Cther taxes : 12,477

Grants and contributions not restricted for specific programs 1,008,629

Investment earnings 4,425

Miscellaneous 786,751

Total general revenues 12,439,219
Change in net position (181,480)

Net position - beginning of year
Net position - end of year

The notes ta the financial statements are an integral part of this statement.

Certified Public Aveountants

Richard, Harris, Ingram and Boreman, P.C.

(42 544,101}

(42,725,681}




Gadsden City Board of Education

BALANGE SHEET - GOVERNMENTAL FUNDS

September 30, 2021

ASSETS
Current Assets
Cash and cash equivalents
Ad valorem taxes receivable
Receivables
Due from other funds
Inventories

Total assets

LIABILITIES, DEFERRED INFLOWS OF
RESOURCES AND FUND BALANCES
Liabilities

Accounts payable

Salaries and benefits payable

Due to other funds

Deferred revenue

Estimated liability for compensated absences
Total liabilities

Deferred Inflows of Resources
Unavailable revenue - property taxes
Total deferred inflows of resources

Fund Balances

Nonspendable

Inventories
Resfricted

Capital projects

Child nutrition program

Cther purposes
Assigned

Local schools
Unassigned

Todal fund balances

Total liabilities, deferred inflows of
resources, and fund balances

Exhibit [l

Special Capttal Total
General Revenue Projacts Governmental

Fund Fund Fund Funds
$ 3471722 % 2837058 1647361 3% 7,956,138
8,467 222 B 467 222
225264 2427 527 319,608 2,972,659
5,792 5,792
182,842 162,942
3 12164208 § 5433317 18672659 3 19,564 794
$ 21,992 % 133,499 259 % 155,750
4,157 642 288979 4,445 621
5,792 5,782
28,775 28,775
205120 206,120
4,384 754 457,045 259 4,842 058
8,467 222 8,467,222
8,467 222 0 0 8,467,222
162 942 162 942
1,867,010 1,967,010
988,068 488,068
2,422 871 2,422 871
1,402,381 1,402,321
(687,768) (687,768)
{687,768) 48976272 1,967,010 6,255,514
$ 12,184208 § 5433317 1967269 § 19,564,754

The notes fo the financial statements are an integral part of this statement.

-B-
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Gadsden City Board of Education

Exhibit IV

RECONCILIATION OF GOVERNMENTAL FUNDS BALANCE SHEET

VWHTH THE STATEMENT OF NET POSITION

September 30, 2021

Total fund balance - governmental funds

Amounts reported for governmental activities in the Statement of Nef
Posilion are differenf because:

Capital assets used in governmentsl activities are not financial
resources and therefore are not reported as assets in governmenta
funds.
The cost of capital agsets
Accurnulated depreciation

Losses on refunding of debt are reported as deferred ouiflows of
resources and aré not available to pay for current-pericd expenditures
and therefore, are deferred on the Statement of Net Position.

Deferred outflows and inflows of rescurces related to pensions are
applicable to future periods and, therefore, are not reported in the
governmental funds.

Deferred outflows and inflows of resources related to OPEB are
applicable to future periods and, therefore, are not reported .in the
governmental funds,

Long-term liabilities, including bonds payable, are not due and payable
in the current period and therefore are not reperted as liabilities in the
funds.

Current portion of long-term dabt
Non-current portion of long-term debt

Interest on long-term debt is not accrued in the funds but rather is
recognized as an expenditure when due,

Acecrued interest payable

Total net position - governmental activities

3 6,255,514

$ 05839495
(41,415 952) 54,423,543

115,566

9,838,609

(7,491 364}

$  {(1.776,771)
(103,932,408} (105,708,180}

(158,269)

$ (42,725 581)

The notes to the financial statements are an integral part of this statement,

B
Richard, Harris, Ingram and Bozeman, P.C.
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Gadsden Gity Board of Education

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

Revenues
State sources
Federal sources
Local sources
QOther sources
Total revenues

Expenditures
Ingtructional services
Instructional support services
Qperation and maintenance services
Auxiliary services:
Student transportation
Food service
General administrative services
Other expenses
Capital outlay
Debt service:
Principal retirement
Interest and fiscal charges
Total expenditures

Excess {deficiency) of revenues over
expendifures

Other Financing Sources {Uses)
Indirect cost
Long-term debt issued
Transfers in
Transfers out
Payments to refunding escrow agent
Total other financing sources (uses)

Net Change in Fund Balances
Fund balances - beginning
Fund balances - ending

For the Year Ended September 30, 2021

Exhibit

Special Capitaf Other Total
General Revenue Projects Governmental  Governmental

Fund Fund Fund Funds Funds
$ M 717905 § 1,442,376 § 1,650 558 $ 34,810,849
8,360 13,938,276 13,944 638
8,612,748 2,813,559 2,192 501 13,718,808
25,580 25,580
40,337,013 18,319,791 3,843,069 & 0 62,499 873
26,580,933 7,391,185 33,972,118
8,205,314 3,867,327 12,102 641
3433826 1,354 075 540,751 5,328 652
1,055,383 235,313 1,291,876
294,006 994 006
1,661,816 723,699 1,738 2,387,251
6854 042 3,767,384 4 421 426
21,788 238,756 590,504 849 048
376,090 1,053,755 182,403 1,612,248
236,074 474,406 195,763 906,243
42 225,246 18,600,745 2,659,416 379,902 B3, 865,309
{1,888,233) {280,954) 1,183 653 (379,902) (1,365,436)
271,363 271,363
_ 668,077 668,077
1,066 638 1,187,871 378,166 2632675
(1,544,804} (187.871) (900,000) {2,632,675)
_ (666,341) (666,341}
{206,803) 1,000,000 {900,000) 379,802 273,009
{2,095,0386) 719,046 283653 Q (1,092,337}
1,407,268 4257 226 1,683,357 7.347 851
(687, 768)§ 4976272 % 1,867,010 % 0% 8,255 514

3

The notes to the financial stafements are an infegral part of this staterment.
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Exhibit Vi
Gadsden City Board of Education

RECONCILIATION OF GOVERNMENTAL FUNDS STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES WITH THE STATEMENT OF ACTIVITIES

For the Year Ended September 30, 2021

Total net changes in fund balances - governmental funds $  (1,092337)

Amounts reporfed for governmental activities in the Statement
of Activities are different becaiise:

Capital outlays to purchase or build capital assets are reported in governmental
funds as expenditures. However, in the Statement of Activities, the cost of
those assets is allocated over their estimated useful lives as depreciation
expense. This is the amount by which depreciation expense exceeds capital
ouflays in the peried.
Capital outlays § 856,258
Depreciation expense {2,057,912) {1,201,654)

Repayment of debt principal is an expenditure in the governmental funds, but it
reduces long-term liabilities in the Statement of Net Position and does not
affect the Statement of Activities. 1,612 247

Payments to refunding escrow agent are recorded as expenditures or other
financing uses in governmental funds, but reduces long-term liabilities in the
Staterment of Net Position and does not affect the Statement of Activities. &66,341

Proceeds from the issuance of debt are reported as financing sources in
governmental funds and thus contribute to the change in fund balance. Issuing
long-term debt increases liabilities in the Statement of Net Position but does not
affect the Statement of Aciivities. _ (668,077)

Some expenses reported in the Statement of Activities do not reqguire the use of
current financial resources and, therefore, are not reported as expenditures in
governmentai funds.

Change in accrued interest payable § 22,188
Amartization of bond discounts/premiums/gain or loss on refunding 1,983
Pension expense, current year change {1,678,499)
OPEB expense, current year change 2,056,318 502,000
Change in net position of governmental activities $ (181,480}

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

8-
Richard, Harris, Ingram and Bozeman, F.C.
Certified Public Aeconmants



NOTE 1.

Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Gadsden City Board of Education {the "Board™), a component
unit of the City of Gadsden, Alabama, have been prepared in conformity with accounting
principles generally accepted in the United States of America (GAAP) as applied to
government units. The Governmental Accounting Standards Board (GASB) is the accepted
standard setting body for establishing governmental accounting and financial reporting
principles. The more significant of the Board's accounting policies are described below,

A. Reporting Entity

The Governmentai Accounting Standards Board establishes standards for defining and
reporting on the financial reporting entity. The definition of the reporting entity is based
primarily on the notion of financial accountability. A primary government is financially
accountable for agencies that make up its legal entity. It is alse financially accountable
for a legally separate agency if its officials appoint a veting majority of that agency's
governing body and either it is able to impose its will on that agency or there is a potential
for the agency to provide specific financial benefits to, or to impose specific financial
burdens on, the primary government. There arg no component units that should be
included as part of the financial reporting entity of the Board.

The Board is a legally separate agency of the State of Alabama. However, for financial
reporting the Board is considered a compenent unit of the City of Gadsden, Alabama (the
City} due to the following reasons:

{1} The City issued bonds for the construction of facilities for the Board and the City is
obligated for the debt.

{2} The City appropriates funds to the Board on an annual basis.

{3} The Board cannot levy taxes directly. Any tax revenues must be levied by the City or
another taxing authority on behalf of the Board.

B. Basis of Presentation, Basis of Accounting

Basis of Presentafion

Govermment-wide Financial Staternants. The statement of net position and the statement
of activities display information about the Board. These statements include the financial
activities of the overall government, except for fiduciary activities. Eliminations have
been made to minimize the double-counting of internal activities. Governmental activities
generally are financed through taxes, intergovernmental revenues, and other
nonexchange transactions.  Although other governments may report both governmental
activities and business-type activities, the Board has no business-type activities.

The statement of activities presents a comparison between direct expenses and program
revenues for each function of the Board's governmental activities. Direct expenses are
those that are specificaily associated with a program or function and, therefore, are
clearly identifiable {o a paricular function. The Board does not allocate indirect expenses
to the various functions. Program revenues include (a) grants and contributions that are
restricted to meeting the operational or capital requirements of a particular program and
{b} charges to recipients of goods or services offered by the programs. Revenues that
are not classified as program revenues, including all local taxes, are presented as
general revenues.

a-
Richard, Harris, Ingram and Bozeman, P.C.
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NOTE 1.

Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

SUMMARY QOF SIGNIFICANT ACCOUNTING POLIGIES — Continued

B. Basis of Presentation, Basis of Accounting ~ Continued

Basis of Presentation — Continued

Fund Financial Statements: The fund financial statemenis provide information about the
Board's funds, including its fiduciary funds. The emphasis of fund financial statements is
on major governmental funds, each displayed in a separate column. All remaining
governmental funds are aggregated and reported as other governmental funds.

The Board reports the following major governmental funds,

General Fund — This is the Board's primary operating fund. It accounts for all
fingncial resources, except these required to be accounted for in ancther fund. The
Board's General Fund primarily received revenues from the Education Trust Fund
(ETF), appropriated by the Alabama Legistature, and from local taxes. The Siate
Department of Education allocated amounts appropriated from the ETF to the school
board on a formula basis.

Special Revenue Fund - Special revenue funds account for and report the proceeds
of specific revenue sources that are restricted or committed to expenditure for
specified purposes other than debt service or capital projects. Various federal and
local funding sources are included in this fund. Some of the significant federal
funding sources include the federal funds that are received for Special Education,
Title 1, and Child Nutrition Program in addition to various smaller grants, which are
required to be spent for the purposes of the applicable federal grants. Also, included
in this fund are the public and non-public funds received by the local schools which
are generally not considered restricted or committed.

Capital Projects Funds account for and report financial resources that are
restricted, committed, or assigned to expenditures for capital outlays, including the
acguisition or construction of capital faciities and other capital assets. Capital project
funds consist of the following:

Capital Project Local Funds, Public School Funds — Capital Outlay and Bond
Issue Payments.

The Board reports the foliowing governmental fund types in the "Other Governmental
Funds” column:

Debt Service Funds are used to account for and report financial resources that are
restricted, committed, or assigned o expenditures for principal and interest, These
funds also account for the accumulation of rescurces for and the payment of the
Board's principal and interest payments on long-term debt.

Fiduciary Funds are used to report assets held in a frusteée or agency capacity for
cthers and therefore cannot be used to support the Board's programs. The Board
reporis the following fiduciary funds:

Agency Funds generally account for assets held by the Board in a purely
custodial capacity. Agency funds consist of accounts payable and payroll
clearing funds.

10-
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NOTE 1.

Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

SUMMARY OF SIGNIFICANT ACCOUNTING POLICI|ES - Continued

B. Bagis of Pregentation, Basis of Accounting — Continued

Measurement Focus, Basis of Accounting

Government-wide and Fiduciary Fund Financial Statements: The government-wide and
fiduciary fund financial statements are reported wusing the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded at the time liabilities are incurred, regardless of when
the related cash flows take place. Monexchange transactions, in which the Board gives
{or receives) value without directly receiving (or giving) equal vaiue in exchange, include
property taxes, grants, entitlements, and donations. On an accrual basis, revenue from
property taxes s recognized in the fiscal year for which the taxes are levied. Revenue
from grants, entitlements, and denaticns are recognized in the fiscal year in which all
eligibility requirements have been safisfied. As a general rule, the effect of interfund
activily has been eliminated from the government-wide financial statements.

Governmental Fund Financial Statements: Governmental funds are reporied using a
current financial rescurces measurement focus and the modified accrual basis of
accounting. Under this method, revenues are recognized when 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
purpese, the Board considers revenues reported in the governmental funds {excluding
state and federal reimbursements) to be available if the revenues are collected within
thirty days after year-end. Revenues from state and federal funds are considered
available if transactions eligible for reimbursement have taken place. Expenditures
generally are recorded when the related fund llability is incurred. Principal and interest
on general long-ferm debt are recorded when due or when amounts have been
accumulated in the debt service fund for payments to be made early in the following year.

When an expenditure is incurred for purpases for which both restricted and unrestricted
{committed, assigned, or unassigned) amounts are available, it shall be the policy of the
Board to consider restricted amounts to have been reduced first When an expenditure is
incurred for purposes which arounts in any of the unrestricted fund balance
classifications could be used, it shall be the policy of the Board that committed amounts
would be reduced first, followed by assigned amounts, and then unassigned amounts.

-11-
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NOTE 1.

(Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

C. Assets, Liabilities, and Net Position

Deposits and Investments

Cash and cash equivalents include cash on hand, demand deposits, and short-term
investments with & maturity dafe within three months of the date acguired by the Board.
Investments are stated at fair value.

The State Aftorney General has issued a legal opinion that boards of education may not
put public funds at risk by investing in securities not insurad by the federal government.

Receivables

Receivables are reported as Ad valotem faxes receivable and Recsivables in the
government—wide financial statements and as Ad valorem taxes receivable, Recefvables,
and Due from other fiinds, in the fund financial statements. Receivables primarily include
amounis due from grantors for grants issued for specific programs and local taxes. No
allowances are made for uncollectible amounts because such amounts are considered
immaterial. Sales tax receivable is based on the amounts collected within 30 days after
year-end.

The Etowah County Commission levies property taxes for all jurisdictions including the
school boards and municipalities within the county. Millage rates for property taxes are
levied at the first reguiar meeting of the County Commission each year. Ad valorem
property taxes are assessed for property as of October 1 of the preceding year based on
the millage rates established by the County Commission. Property faxes are due and
payable the following October 1 and are delinquent after December 31,  Amounts
receivabie, net of estimated uncollectible amounts, are recorded for the property taxes
levied in the current year. However, since the amounts are nof available to fund current
year operations, {he revenue is deferred and recognized in the subsequent fiscal year
when the taxes are both due and coliectible and available to fund operations.

Inventories and Prepaid ltems

Inventories are- valued af cost using the first-inffirst-out (FIFQ) method, -The costs of
governmental fund-type inventories are recorded as expenditures when purchased rather
than capitalized as an asset. GAAP requires only material balances of inventories
accounted for using the purchases method to be reported as an asset in the appropriate
governmental fund. Prepaid items, such as insurance premiums and rent, are recorded
as expenditures in governmental funds when paid,

In the government-wide financial statements, inventories and prepaid items are recorded
on an accrual basis using the consumption method. Expenses reflect the amount of
materials and supplies consumed and the amount of prepaid items applicable to the
current period.  Prepaid items, if any, on the Statement of Net Position are included in
Other Assels.
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NOTE 1.

Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

C. Assets, Liabilities. and Net Position — Continued

Restricted Assets

Certain funds received from the State Depariment of Education for capital projects and
improvements and for operating the child nutrition program, included in cash and cash
aquivalents on the balance sheet, are considered as restricted assets because their use
is Hmited.

Capital Assets

Purchased or constructed capital assets are reported at cost or estimated historical costs
in the Statement of Net Position. Donaled assets are recorded at their estimated fair
value at the date of donation. The cost of maintenance and repairs that do not add to the
value of the asset or materially extend assets’ lives are not capitalized. Capital assets
are recorded as expenditures at the acquisition date in the fund financial statements.
The Board has no general infrastructure assets,

Depreciation of capital assets is recorded in the Statement of Activities on a straight-line
basis over the estimated useful life of the asset. Capitalization thresholds (the dollar
values above which asset acquisitions are added to the capital asset accounts) and the
estimated useful lives of capital assets reported in the government-wide statements are
as follows:

Capitalization Estimated

Asset Class Threshold Useful Life
Land improvements - exhaustible 3 20,000 20 years
Buildings ¥ 50,000 60 years
Building improvements % 50,000 7-30 years
Equipment and furniture $ 5,000 9-20Q years
Vehicles 5 5,000 8-10 years

The capitalization thresheld for Land, Construction in Progress, and Inexhaustible I_and
Improvements is $1 or more. However, these capital assets are not depreciated.

Long-Term Chligations

In the government-wide financial statements, the unmatured principal of long-term debt,
capital leases, compensated absences and net pension liability are reported in the
statement of net position. Interest expense for long-term debt, including accrued interest
payable, is reported in the statement of activities. For warrants (bonds) and other long-
term debt issued after December 15, 2012, generally accepted accounting principles
require the related debt issuance costs to be expensed in the period incurred rather than
amortized over the life of the related debt.

In the fund financial statements, bond premiums and the face amount of debt issued
during the year are reported as other financing sources. Debt issuance costs are not
deducted from the amount reparted as an other financing source hut are reperted as debt
service expenditures. Any discount resulting from a disparity between the market rate
and the stated rate of interest is reported as an other financing use. Expenditures for
debt principal, interest, and related costs are reported in the fiscal year payment is made,
The balance sheet does not reflect a liability for long-term debt. At the inception of a
capital lease, an amount equal to the present vaiue of the net minimum lease payments
is reported as an other financing source and as an expenditure. The balance sheet does
not reflect a liability for long-term debt.
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NOTE 1.

Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

C. Assets, Liabilities, and Net Pogition — Continued

Compensated Absences

For vacation leave and other compensated absences with similar characteristics, GASB
Statement No. 18 reguires the accrual of a liability as the benefits are earmed by the
employees, if both of these conditions are met:

a) The employees' right to receive compensation is aftributable to services already
rendered.

b} it is probable that the employer will compensate the employees far the benefits

through paid time off or some other means, such as cash payments at termination
or retirement.

An accrual for earned sick leave should be made only to the extent it is probabie that the
benefits will result in termination payments, rather than be taken as absences due to
illness or other contingencies, such as medical appointments and funerals.

Profassional and support employees earn nonvesting sick leave at the rate of one day per
month worked. Employees may accumulate an unlimited number of sick leave days.
Empioyees may use their accrued sick leave as membership service in determining the
total years of creditable service in the teachers’ retirement system, with no additicnal cost
to the Board. Because employees do not receive compensation for unused sick leave at
termination, no liability is recorded on the financial statements.

Professional and support personnel are provided 5 days of perscnal leave per year with
pay. The State provides funding, at the substitute rate, for up to 2 days of personal leave
per employee per year, Professional empioyees are paid, at the Board's substitute rate,
for unused personal leave Professional and support personnel may convert unused,
reimbursed personal leave to sick leave at the end of the scholastic year. Because
unused perscnal leave cannot be carried over to succeeding years, no liability for unpaid
leave is accrued in the financial statements.

Twelve month empioyees earn vacation days at a rate of cne day per month beginning
August 1 of the contract year and extending through May 31. An additional cne-half day
per month for this ten month pericd will be earned after serving five years as a twelve
manth employese. With approval, nen-instructional employees may carry unused vacation
into the next school year. Unused vacation leave of $205,120 at September 30, 2021, is
included in accrued liabilities on these financial statements.
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NOTE 1.

Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Continued

C. Assets, Liabilities, and Net Position — Continued

Pensions

The Teachers' Relirement System of Alabama's (the Plan) financial statements are
prepared using the economic resources measurement focus and accrual basis of
accounting. Contributions are recognized as revenues when earned, pursuant to Plan
requirements. Benefits and refunds are recognized when due and payable in accordance
with the terms of the Plan. Expenses are recognized when the corresponding liability is
incurred, regardless of when the payment is made. Investments are reported at fair
valug. Financial statements are prepared in accordance with the requirements of the
Governmental Accounting Standards Board (GASB).  Under these reguirements, the
Plan is considerad a component unit of the State of Alabama and is included in the
State’s Comprehensive Annual Financial Report,

Postemployment Benefits Other Than Pensions {(CPEB)

The Alabama Retired Education Employees' Health Care Trust {Trust} financia
statements are prepared by using the economic resources measurement focus and
accrual basis of accounting. This includes for purposes of measuring the net OPER
liability, deferred outflows of resources and deferred inflows of resources related to
OPEB, and OPEB expense, informaticn about the fiduciary net position of the Trust and
additions to/deductions from the Trust's fiduciary net position. Plan member contributions
are recognized in the period in which the contributions are due. Employer contributions
are recognized when due pursuant to plan requirements. Benefits are recognized when
due and payable in accordance with the terms of the plan. Subsequent evenis were
evaluated by management through the date the financial statements were issued.

Net Position/Fund Equity

Net position is reported on the government-wide financial statements and is required to
be classified for accounting and reporting purposes inte the foilowing net position
categories:

s Invested in Capital Assets, Net of Related Debt — Capital assets, net of
accumulated depreciation and outstanding principal balances of debt attributable to
the acquisition, construction, or improvement of those assels. Any significant

unspent proceeds at year-end related to capital assets are reporied as restricted
funds.

¢ Restricted — Consfraints imposed by external creditors, graniors, contributors, laws
or regulations of other governments, or law through constitutional provisicn or
enabling legislation.

» Unrestricted — Resources that are not subject to externally impesed stipulations.
Unrestricted net position may be designated for specific purposes by action of the
Board.

Under the Governmental Accounting Standards Board Statement No. 84, Fund Bafance
Reporting and Governmental Fund Type Definitions, fund balance for governmental
funds should be reported in classifications that comprise a hierarchy based prirnarily on
the extent {0 which the government is bound to honor constraints on the specific
purposes for which amounts in those funds can be spent. The classifications are as
follows:
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NOTE 1.

Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ~ Gontinued

C. Assets, Liabilities, and Net Position - Continued

Net Position/Fund Equity — Continued

= Nonspendable — Nonspendable fund balance includes amounts that cannot be
spent because they are either (1) not in spendable form ar (2) legally or contractually
required t¢ be maintained intact. The Special Revenue Fund reports inventories as
nonspendable.

« Restricted - Resiricted fund balance should be reported as restricted when
constraints placed on the use of resources are either externally imposed by creditors,
grantors, contributors, or laws or regulations of the other governments, or impaosad by
law through constitutional provisicns enabling legislation. Special Revenue Funds
other than school activity funds and Capital Projects Funds are reported as restricted.

+  Committed — Committed fund balances are amounts that can only be used for
specific purposes pursuant to constraints imposed by formal action of the Board's
highest level of decision-making authority. The Board does not currently report any
committed funds.

» Assigned — Assigned fund balances are amounts that are constrained by the school
system's intent to be used for specific purposes, but are neither restricted nor
commifted. The Beard reports local school activity as assigned.

« Unassigned - Unassigned fund balance is the residual classification for the General
Fund. This classification represents fund balance that has not been assigned io
cther funds and that has not been restfricted, committed, or assigned to specific
purposes within the General Fund,

The Board's policy is to maintain a minimum reserve fund equal to ong month's aperating
expenses as set by Code of Alabama 1975, Sections 16-13A-9,

. Deferred Ouiflows/Inflows of Resources

Deferred cutflows of resources are reported in addition to assets in the Statement of
Net Position. These represent the net position that applies to future periods and will be
recognized as an cutflow of resources {(expense or expenditure] in those future peériods.
Deferred outflows of resources increase net positon, similar toc assets,

Deferred inflows of resources are reported in addition to liabilities in the government-
wide and fund financial statements. These represent the net position that applies to
future periods and will be recognized as an inflow of rescurces (revenue} in those future
periods. Deferred inflows of resources decrease net position/ffund balances, similar to
liabilities.

Estimates

The preparation of financial statements in conformity with generally accepled accounting
principles requires management to make estimates and assumptions that affect certain
reporied amounts and disclosures, Accordingly, actual results could differ from those
estimates.

Economic Dependency

The Board receives a substantial amount of its support from federal and state
government. A significant reduction in the level of support, if this were to occur, may
have an effect on the Board’s programs and activities.
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NOTE 2.

NOTE 3.

NOTE 4.

Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

RECONCILIATION OF FINANCIAL STATEMENTS

The financial statements include summary reconciliations of the fund financial statements to
the government-wide statements after each of the fund statements. The governmental fund
balance sheet is followed by reconciliation between fofal fund batance — governmental funds
and fotal net position — governmental activities as reported in the government-wide statement
of net position (Exhibit V). The governmental funds statement of revenues, expenditures,
and changes in fund balances is followed by reconciliation between total net change in fund
batances — governmental funds and change in nef position of governmenial activilies as
reported in the government-wide statement of activities (Exhibit V).

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgets

Annual budgets are adopted for all governmental funds. All annual appropriations lapse at
fiscal year-end. State law requires Alabama school boards to prepare and submit to the
State Superintendent of Education the annual budget adopted by the local board of
education. In accordance with the regulations of the State Beard of Education, the due date
for submission of the budget for the 2021 fiscal year was September 15, 2020, The Board
approved its originai 2020-2021 budget on September 9, 2020

The 2020-2021 budget was amended on February 2, 2021 and again on July 13, 2021, to
budget additional state and {ocal revenues and additional expenditures that were unknown at
the time the original budget was prepared. Federal carryover funds as well as addifional
federal grants awarded were also required to be budgeted under an amendment,

The city superintendent of education or the Beard cannat approve any budget for operations
of the school system for any fiscal year that shows expenditures in excess of income
estimated to be available plus any balances on hand. The superintendent with the approval
of the board has the authority to make changes within the approved budget provided that a
deficit is not incurred by such changes. The superintendent may approve amendments o
program budgets without board approval.

DEPQSITS AND INVESTMENTS

The custodial credit risk for deposits is the risk that, in the event of a bank failure, the Board
will not be able to cover deposits or will nof be able to recover collateral securities that are in
the possession of an ouiside party, The Board's deposits at the year-end were entirely
covered by the Federal Depository Insurance Corporation (FDIC), the Securities Investor
Pratection Carporation (SIPC) or by the Security for Alabama Funds Enhancement Program
(SAFE Program). The SAFE Program was established by the Alabama Legislature and is
governed by the provisions contained in the Code of Alabama 1975 Sections 41-14A-1
through 41-14A-14. Under the SAFE Program, all public funds are protected through a
collateral pool administered by the Alabama State Treasurer's Office. Under this program,
financial institutions holding deposits of public funds must pledge securilies as collateral
against those depaosits. In the event of failure of a financial institution, securities pledged by
that financial institution would be liquidated by the State Treasurer to replace the public
deposits not covered by the FDRIC. If the securities pledged fail to produce adequate funds,
every institufion participating in the pool would share the liahility for the remaining balance.

All of the Board's investments were in certificates of deposit. These certificates of deposit are
classified as "Deposits” in order to determine insurance and collateralization.
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NOTE 4.

NOTE 5.

Gadsden City Beard of Education
NQTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

DEPCSITS AND INVESTMENTS - Continued

Statutes authorize the Board to invest in obligations of the U8, Treasury, obligations of any
state of the United States, general obligations of any Alabama county or city board of
education secured by the pledge of the three-mill school tax and certificates of deposit.

Restricted Cash

At September 30, 2021, the Board reported in cash and cash equivalents the following
restricted cash:

Held by fiscat agents:
Capital Projects Funds $ 460,996

Totai restricted cash $ 480,996

RECEIVABLES AND PAYABLES

Receivables and payables (accounts payable and accrued liabilities) balances reported on
the statement of net position and the balance sheet are aggregations of differant
components. Details of these balances are as follows:

STATEMENT OF NET POSITION

Ad valorem taxes receivable:

Etowah County Revenue Commissioner 3 8,467 222
Raceivables:
State Sources $ 39,973

Federal Sources:
State Department of Education:

IDEA 24 466
Child Nutrition 731,297
Title | Grants 148,101
Title Il Teacher Training 43,694
Twenty First Century 53,088
COVID-18 ESSER Funds 1,286,316
State Personnel Development Grants 67,239
Cther grants 72 426
Local Scurces: '
Medicaid 53,112
- RDS Collateral Trust 40,044
Tax revenues 403,509
Other 8,534
Total $ 2,872,699
Accounts payable and accrued liabilities:
Salaries and benefits payabie B 4 446 821
Accrued compensated absences 205,120
Salaries and benefits payable 4,651,741
Accounts payable 165,750
Accrued interest payable 158269
Total 3 4 965 760
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Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

NOTE 5. RECEIVABLES AND PAYABLES - Continued

Special Capital
General Revenue Projects
~_Fund Fund Fund Total
Ad valorem faxes receivable:
Etowah County Revenue Commissicner $ 84687222 8467 222
Recejvabies:
State sources 3 39,973 39,873
Federal sources:
State Department of Education:
IDEA $ 24 466 24 466
Child Nutrition 731,297 731,297
Title | Grants 148,101 148,101
Title Il Teacher Training 43,694 43,654
Twenty First Century 53,088 53,988
COVID-18 ESSER Funds 1,286,316 1,286,318
State Personnel Development Grants 67,239 67,239
OCther grants 72 426 72,426
Local sources:
Medicaid 53,112 53,112
RDS Collaterat Trust 40,044 40,044
Tax revenues 83,601 3 319,908 403,509
Other 8,534 8,534
Total b 225264 % 2427527 % 318 808 2,972,689
Accounts payable and accrued liabilities:
Salaries and benefits payable $ 4157642 $ 288579 4 446 621
Accrued compensated absences 205,120 205120
Accounts payable 21,992 133,498 §_ 2b9 155 750
Total $ 4384754 F 422478 § 259 4,807 491
-19-
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Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS
For the Year Ended September 30, 2021
NOTE 6. CAPITAL ASSETS

Capital assef activity for the year ended September 30, 2021 was as follows:

Beginning Ending
__Balance Additions Deletions _ Balance
Governmental activities: ' N
Capital assets not being
depreciated:
Land and land
improvements $ 6,186,680 $ 6,186 6880
Construction in progress $ 580,504 590,504
Total capital assets not depreciated 6,186,680 680504 4 0 6,777 184
Capital assels being
depreciated:
Blildings 61,090,090 51,080,090
Building improvements 25,726,290 258,544 25,984 834
Equipment and furniture 1,822 847 1,822,847
Vehicles 157,330 7,210 184,540
Total capital assets
being depreciated 48,796 557 265,754 0 89,062,311
Less accumulated
depreciation for:
Buildings 27,572,893 1,015,637 28 588,430
Building improvements 10,549,387 816,653 11,485,950
Equipment and furniture 1,135,081 115,023 1,250,104
Vehicles ___1oosss 10,799 ) 111,468
Total accumulated - '
depreciation 39,358,040 2,057,912 0 41,415,952
Total capital assets being
depreciated, net 49438517 (1,782,158) 0 47 846 359
Total governmental
activities capital assets, net $ 55625197 $ (1201654) $ 0 $ 54423543

Depreciation expense was charged to governmental functions as follows:

Instructional services $ 1425779
Instructional support services 250,164
QOperation and maintenance services 234,086
Food services 302,724
General administrative services 45179
Total governmental activities depreciation expense $ 2087912
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NOTE 7.

Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

DEFERRED QUTFLOWS OF RESQURCES AND DEFERRED INFLOWS OF RESOURCES

In fiscal year 2021 the Board reported deferred outflows of resources and deferred inflows of
resources as follows:

September 30, 2021

Deferred Deferred
OQutflows of Inflows of
Resources _Resources
Loss on refunding of debt 3 115,566
Employer pension contribution 3,751,609
Proportionate share of collective deferred outflows
related to net pension liability 8,215,000
Employer OPEB contribution 792,004
Proportionate share of collective deferred cutflows
related to net OPEB liability 12,575,043
Propertionate share of collective deferred inflows
related to net pension liability $ 2,128,000
Proportionate share of collective deferred inflows
related to net OPEB liability 20,860,211
Unavailable revenue - property taxes 8,467,222
Total $ 25451022 $ 31,455433

Deferred outflows of resources of $115 568 were related to the loss (difference between the
reacquisition price of the new debt and the carrying amount of the old debt) on refunding the
2005-A bonds with the 2014-A bonds. This deferred outflow will be carried on the Statement
of Net Position and recognized as a component of interest expense in a systematic and
rafional manner over the remaining life of the new debt.

Deferred inflows of resources of $8 467,222 were related to the accrual of property taxes.
Because these amounts are not available to fund current year operations, the revénue is
deferred and recognized in the subsequent fiscal year when the taxes are both due and
collectible and available to fund operations.

In accordance with GASB 68 and 71, the Board reported $3,751,609 employer pensian
contributions and employer's share of collective deferred outfliows of $8,215,000 and inflows of
$2,128,000 refaled to net pension liability. The Board also reported $792 804 employer OPEB
contributions and employer's share of collective deferred outflows of $12, 575,843 and inflows
of $20,860,211 in accordance with GASB 75. The net effect of these inflows and outflows
related to the pension and OPEB liabiiity is reflected in unrestricted net position on the
Statement of Net Position.
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NOTE 8.

Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

A

EFINED BENEFIT PENSION PLAN
Plan Description

The Teachers' Retirement System of Alabama, a cost-sharing multiple-employer public
employee retirement plan, was established as of September 15, 1939, pursuant to the Code
of Alabama 1975, Title 16, Chapter 25 (Act 41% of the Legislature of 1933) for the purpose of
providing retirement allowances and other specified benefits for qualified persens employed
by State-supported educational institutions. The respensibility for the general administration
and operation of the TRS is vested in its Board of Control which consists of 15 trustees. The
plan is administered by the Retirement Systems of Alabama (RSA). The Code of Alabama
1975, Title 16, Chapter 25 grants the authority to establish and amend the benefit terms to

the TRS Board of Control. The Plan issues a publicly available financial report that can be
obtained at www rsa-al.gov.

Benefits Provided

State law establishes retirernent benefits as well as death and disability benefits and any ad
hoc increase in postretirement benefits for the TRS. Benefits for TRS members vest after 10
years of creditable service. TRS members who retire after age 80 with 10 years or more of
creditable service or with 26 years of service (regardiess of age) are entitled to an annual
refirement benefit, payable monthly for life. Service and disability retirement benefits are
based on a guaranteed minimum or a formula method, with the member receiving payment
under the methed that yields the highest monthly benefit. Under the formula method,
members of the TRS are allowed 2 .0125% of their average final compensation {highest 3 of
the last 10 years) for each year of service,

Act 377 of the Legislature of 2012 established a new tier of benefits (Tier 2) for members
hired on or after January 1, 2013. Tier 2 TRS members are eligible for retirement after age 62
with 10 years or more of creditable service and are entitled to an annual retirement benefit,
payable monthly for life. Service and disahility retirement benefits are based on a guaranteed
minimum or a formula method, with the member receiving payment under the method that
yields the highest manthly benefit. Under the formula method, Tier 2 members of the TRS are
allowed 1.65% of their average final compensation {highest 5 of the last 10 years} for each
year of service. Members are eligible for disability retirement if they have 10 years of
creditable service, are currently in-service, and determined by the RSA Medical Beard to be
permanently incapacitated from further performance of duty. Preretirement death benefits
gqual to the annual earnable compensation of the member as repoarted to the Plan for the
preceding year ending June 30 are paid to a qualified beneficiary.

Contributions

Covered members of the TRE contributed 5% of earmnabile compensation to the TRS as
required by statute until September 30, 2011 From Qctober 1, 2011 to September 30, 2012,
covered members of the TRS were required by statute to contribute 7.25% of earnable
compensation. Effective October 1, 2012, covered members of the TRS are required by
statute to contribute 7.50% of earnable compensation. Tier 2 covered members of the TRS
contribute 6% of earnable compensation to the TRS as required by statute.

Participating employers' contractually required contribution rate for the year ended
September 30, 2020 was 12.43% of annual pay for Tier 1 members and 11.34% of annual
pay for Tier 2 members, These required contribution rales are a percent of annual payroll,
actuarizlly determined as an amount that, when combined with member contributions, is
expected to finance the costs of benefits eamed by members during the year, with an
additional amount to finance any unfunded accrued lahility. Total employer contributions to
the pension plan from the Board were $3,751 608 for the year endad September 30, 2021.
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Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

NOTE 8. DEFINED BENEFIT PENSION PLAN — Continued

Pension Liabilities, Pension Expense, and Deferred Outflows & Inflows of Resources
Related to Pensions

At September 30, 2021 the Board reported a liability of $563,141,000 for its proportionate
share of the collective net pension liability which is reported as a long-term obligation. The
collective net pensicn liability was measured as of September 30, 2020, and the total pension
liability used to calculate the net pension hability was determined by an actuaral valuation as
of September 30, 2018, The Board’s proportion of the collective net pension liability was
based on the employers' shares of contributicns fo the pension pian relative to the total
employer contributions of all participating TRS employers. At September 30, 2020 the
Board's proportion was .429608%, which was a decrease of 009536% from its proportion
measured as of September 30, 2018,

For the year enhded September 30, 2021, the Board recognized pension expense of
$5,329,261. At September 30, 2021 the Board reported deferred outflows of resources and
deferred inflows of resources related to pensions from the following sources:

Deferred Qutflows Ceferred Inflows
of Resources of Resources
Differences between expected and actual experignce $ 2630000 % - 922 000
Changes in assumptions 553,000
Net difference between projected and actual earnings on
pension plan investments 3,847,000
Changes in propertion and differences between employer
contributions and proportionate share of contributions 1,085,000 1,208,000
Employer contributions subsequent to the measurement date 3,751,608
Total | 3 11,966,609 $ 2,128,000

The amount of $3,751 8609 reported as deferred outflows of resources related to pensions
resulting from Board contributions subsequent to the measurement date will be recognized as
a reduction of the net pension fiability in the year ended September 30, 2022. 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 ended September 30: (in thousands)

2022 3 1,085
2023 3 1,892
2024 3 2,178
2025 3 832
2026 3 0
Thereafter 3 0
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NOTE 8.

Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

DEFINED BENEFIT PENSION PLAN — Continued

Acfuarial Assumptions

The total pensicn liakility as of September 30, 2020 was determined by an actuarial valuation
as of September 20, 2013, using the following actuarial assumptions, applied to all periods
included in the measurement;

Inflation 2.75%
Investment rate of return * 7.70%
Projected salary increases 3.25%-5.00%

* net of pension plan investrment expense

The actuarial assumptions used in the actuarial valuation as of September 30, 2019, were
based on the results of an investigation of the economic and demographic experience for the
TRS based upen participant data as of September 30, 2015, The Board of Control accepted
and approved these changes in September 2016 which became effective at the beginning of
fiscal year 2018,

Mortality rates for TRS were based on the RP-2000 White Collar Motality Table projected to
2020 using Scale BB and adjusted 115% for males and 112% for females age 78 and clder.

The long-term expected rate of return on pension plan investments was determined using a
log-normal distribution analysis in which best-estimate ranges of expected future reat rates of
return {expected returns, net of pension plan investment expense and inflation) are

‘developed for each major asset class. These ranges are combined to produce the long-term

expected rate of return by weighting the expected future real rates of return by the target
asset allocation percentage and by adding expected inflation. The target asset allocation and
best estimates of geometric real rates of return for each major asset class are as follows:

Long-Term
Target Expected Rate

Allocation of Return*
Fixed income 17.00% 4.40%
U.S. large stocks 32.00% 8.00%
U.S. mid stocks | 9.00% 10.00%
U.S. small stocks 4.00% 11.00%
International developed market stocks 12.00% 9.50%
International emerging market stocks ' 3.00% 11.00%
Alternatives 10.00% 10.10%
Real estate 10.00% 7.50%
Cash equivalents 3.00% 1.50%

Total 100.00%

*Inciudes assumed rate of inflation of 2.50%

D4
Richard, Harris, Ingram and Bozeman, P.C,
Certified Public dccoumtants



NOTE 8.

Gadsden City Board of Education
NOTES TO FINANGIAL STATEMENTS

For the Year Ended September 30, 2021

DEFINED BENEFIT PENSION PLAN — Continued |

Discount Rate

The discount rate used to measure the total pension liability was 7.70%. The projeciion of
cash flows used to determine the discount rate assumed that plan member contributions will
be made at the current confribution rate and that the employer contributions will be made at
rates eqgual to the difference beftween actuanally defermined contnbution rates and the
member rate. Based on those assumptions, components of the pension plan's fiduciary net
position were projected to be available to make all projected future benefit paymenis of
current plan members. Therefore, the long-term expected rate of return on pension plan
investments was applied to ail periods of projected benefif payments to determine the total
pension liabiity.

Sensitivity of the Board’s Propaortionate Share of the Net Pension Liability to Changes
in the Discount Rate

The following table presents the Board’s proportionate share of the net pension liability
calculated using the discount rate of 7. 70%, as well as what the Board’'s proportionate share
of the net pension liability would be if it were calculated using a discount rate that is one
percentage point lower (8.70%) or ane percentage point higher (8.70%) than the current rate:

Current
1% Decrease Discount 1% Increase
{Dollar amounts in thousands) {6.70%) Rate (7.70%) {8.70%)
Board's proportionate share of the
coltective net pension liability $70,801 $53,141 $38,114

Pension Plan Fiduciary Net Position

Detailed information about the pension plan’s fiduciary net position is available in the
separately issued RSA Comprehensive Annual Report for the fiscal year ended September
30, 2020, The supporting actuarial information is inciuded in the GASB Statement No, 67
Report for the TRS prepared as of September 30, 2020. The auditor's report on the Schedule
of Employer Allacations and Pensicn Amounts by Employer and accompanying notes detail
by employer and in aggregate information needed to comply with GASB 68. The additional

_financial and actuanal information s available at WWW_rsa-

al. goviindex.php/employerstiinancial-reports/gasb-68-reports/.
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Gadsden City Beard of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

NOTE 9. OTHER POST-EMPLOYMENT BENEFITS (OPERB)

Plan Description

The Alabama Retired Education Employee's Health Care Trust (Trust} is a cost-sharing
multiple-employer defined benefit postemployment healthcare plan that administers healthcare
benefits to the retirees of participating state and local educational institutions. The trust was
established under the Alabama Retiree Health Care Funding Act of 2007 which authorized and
directed the Public Education Employees’ Health Insurance Board {Board) to create an
irevocable trust to fund postemployment healthcare berefils {o retirees participating in
PEEHIP. Acfive and retiree health insurance benefits are paid through the Public Education
Employees’ Heaith Insurance Plan (PEEHIP). In accordance with GASB, the Trust is
considered a component unit of the State of Alabama (State) and is included in the State’s
Comprehensive Annual Financial Report.

The PEEHIP was established in 1983 pursuant to the provisions of the Code of Alabama 1975,
Title 16, Chapter 25A (Act 83-455) {0 provide a uniform plan of health insurance for active and
retired employees of state and local educational institutions which provide instruction af any
combination of grades K-14 {collectively, eligible employees), and to provide a method for
funding the benefits related to the plan. The four-year universities participate in the plan with
respect to their retired employees, and are eligible and may elect (o participate in the pian with
respect to their active employees. Responsibility for the establishment of the health insurance
plan and its general administration and operations is vested in the Board. The Board is a
corporate body for purposes of management of the heaith insurance plan. The Code of
Afabama 1975, Section 16-258A-4 provides the Board with the authority te amend the benefit
provisions in order to provide reasonable assurance of stability in future years for the plan. All
assets of PEEHIP are held in frust for the payment of health insurance benefits. The Teachers’
Retirement System of Alabama {TRS) has been appointed as the administrator of the PEEHIP
and, consequently, serves as the administrator of the Trust.

Benefits Provided

PEEHIF offers a basic hospital medical plan to active members and non-Medicare eligible
retirees. Benefits include inpatient hospitalization for a maximum of 365 days without a dollar
limit, inpatient rehabilitation, cutpatient care, physician services, and prescription drugs.

Active employeses and non-Medicare eligible retirees who do not have Medicare eligible
dependents can enrail in a health maintenance organization (HMO} in lieu of the basic hospital
medical plan. The HMO includes hospital medical benefits, dental benefits, vision benefits, and
an extensive formulary. However, participants in the HMQO are required fo receive care from a
participating physician in the HMO plan.

The PEEHIP cffers four optional plans {Hospital Indemnity, Cancer, Dental, and Vision) that
may be selected in addition to or in lieu of the basic hospital medical plan or HMO. The Hospital
Indemnity Plan provides a per-day benefit for hospital confinement, matemity, infensive carg,
cancer, and convalescent care. The Cancer Plan covers cancer disease only and benefits are
provided regardless of other insurance. Coverage includes per-day benefit for each hospital
confinement refated fo cancer. The Dental Plan covers diagnostic and preventative services, as
well as basic and major dental services. Diagnostic and preventative services include oral
examinations, teeth cleaning, x-rays, and emergency office visits. Basic and major services
include fillings, general aesthetics, oral surgery not covered under a Group Medical Program,
periodontics, endodontics, dentures, bridgework, and crowns. Dental services are subject to a
maxamum of $1,250 per year for individugl coverage and $1,000 per person per year for family
coverage. The Vision Plan covers annual eye examinations, eyeglasses, and contact lens
prescriptions.
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Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

NOTE 9. OTHER POST-EMPLOYMENT BENEFITS {OPEB) - Continued

Benefits Provided - Continued

PEEHIP members may opt to elect the PEEHIP Supplemental Plan as their hospital medical
coverage in lieu of the PEEHIP Hospital Medical Plan. The PEEHIP Supplemental Plan
provides secondary henefits to the member's primary plan provided by another employer. Only
active and non-Medicare retiree members and dependents are eligible for the PEEHIP
Supplemental Plan. There is no premium required for this plan, and the plan covers most out-
of-pocket expenses not covered by the primary plan. The plan cannot he used as a supplement
to Medicare, the PEEHIP Hospital Medical Plan, or the State or Local Governmental Plans
administered by the State Employees’ Insurance Board (SEIB).

Effective January 1, 2020, Medicare eligible members and Medicare eligible dependents who
are covered on a retiree contract were enrclled in the Humana Group Medicare Advantage plan
for PEEHIP. The plan is fully insured, and members are able to have all of their Medicare Part
A {hospital insurance), Part B {medical insurance), and Part D {prescription drug coverage) in
one convenient plan. Retirees can continue fo see their same providers with no interruption and
see any doctor who accepts Medicare on a national basis. Members have the same benefits in
and out-of-network and there is no additional retiree cost share if a retiree uses an out-of-
network provider and no balance hilling from the provider.

Contributions

The Code of Afabama 1975, Section 16-25A-8 and Code of Afabama 1875, Section 16-25A-8.1
provide the Board with the authority to set the contribution requirements for plan members and
the authority to sef the empfoyer confribution requirements for each required class,
respectively. Additionaily, the Board is required to certify to the Governor and the Legislaturs,
fhe amount, as a monthly premium per active employee, necessary to fund the coverage of
active and retired member benefits for the following fiscal year. The Legislature then sets the
premium rate in the annual appropriation bill.

For employees who retired after September 30, 2005, but befere January 1, 2012, the
employer contribution to the health insurance premium set forth by the Board for gach retiree
ciass is reduced 2% for each year of service less than 25 and increased by 2% for each year of
service aver 25 subject to adjustment by the Board for ¢changes in Medicare premium costs
required to be paid by a refiree. In no case does the employer contribution of the heaith
insurance premium exceed 100% of the total health insurance premium cost for the retiree.

For employees who retired after December 31, 2011, the employer contribution to the health.
insurance premium set forth by the Board for each retiree class is reduced by 4% for each year
of service less than 25 and increased by 2% for each year over 25, subject to adjustment by
the Board for changes in Medicare premium cosis required {o be paid by a retiree. In no case
does the empioyer contribution of the health insurance premium exceed 100% of the total
health insurance premium cost for the refiree. For employses who retired after December 31,
2011, who are not covered by Medicare, regardless of years of service, the employer
contribution to the health insurance premium set forth by the Board for each retiree class is
reduced by a percentage equal to 1% muliiplied by the difference between the Medicare
entifement age and the age of the employee at the time of retirement as determined by the
Board. This reduction in the employer contribution ceases upon notification fo the Board of the
attainment of Medicare coverage.

27
Richard, Harris, Ingram and Bozeman, P.C,
Certified Public Accountants




Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS
For the Year Ended September 30, 2021

NOTE 9. OTHER POST-EMPLOYMENT BENEFITS {OPEB} - Continued

OPEB Liabilities, OPEB Expense, and Deferred Qutflows of Resources and Deferred
Inflows of Resources Related to OPEB

At September 30, 2021, the Board reported a liability of $29,556,319 for its proportionate share
of net OPEB liability. The net OPEB liability was measured as of September 30, 2020 and the
total OPEB liabiiity used to calculate the net OPEB liability was determined by an actuarial
valuation as of September 30, 2019. The Beard's proportion of the net OPEB liability was
based on the Board's share of contributions to the OPEB plan refative to the total employer
contributions of all paricipating PEEHIP employers. At September 30, 2020, the Board's

proportion was 0.455423%, which was a decrease of 0.056625% from its proporiion measured
as of September 30, 2018,

For the year ended September 30, 2021, the Board recognized an OPEB expense reduction of
$(1,263,038), with no special funding situations. At September 30, 2021, the Board reported
deferred outflows of resources and deferred inflows of resources related to OPEB from the
following sources:

Deferred Deferred
Cutflows Inflows
of Resources - of Rescurces
Cifferences between expected and actual
experience % 749 527 3 10,626,208
Changes of assumptions 10,323,791 5,488,338
Net difference between projected and actual
earnings on OPEB plan investmeants 1,246
Changes in proportion and differences between
empleyer contributions and proporticnate share of
confributions 1,502,625 4 744 422
Employer contributions subsequent to the
measurement date _ 792904 e
Total $ 13,368,847 $ 20,860,211

The $792,804 reported as deferred outflows of resources related to OPEB resulting from the
Board's contributions subsequent to the measurement date will be recognized as a reduction of
the net OPEB liability in the year ended September 30, 2022,

Other amounts reported as deferred outflows of resources and deferred inflows of resources
related to OPEB will be recognized in OPER expeanse as follows:

Year ended September 30:

2022 $ (2,787,857)
2023 3 (2,742 834)
2024 § {1,882,482)
2025 3 (2,054 788}
2026 $ 567 582
Thereafter $ 816,108
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Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

NCTE 9. OTHER POST-EMPLOYMENT BENEFITS (OPEB) - Continued

Actuarial Assumpfions

The total OPEB liabiiity was determined by an actuarnial valuation as of September 30, 20189,
using the following actuarial assumptions, applied to all periods included in the measurement:

Inflation 275%
Salary Increases* 3.25% - 500%
Long-Term Investment Rate of Return** 7.25%
Municipal Bond IndexRate at the Measurement Date 2.25%
Municipal Bond IndexRate at the Prior Measurement Date 3.00%
Projected Year for Fiduciary Net Position (FNP) to be Depleted 2040
Single Equivalent Interest Rate at the Measurement Date 3.05%
Single Equivaient Interest Rate at the Prior Measurement Date 550%
Healthcare Cost Trend Rate

Pre-Medicare Eligible 8.75%

Medicare Eligible il
Ultimate Trend Rate

Pre-Medicare Eligible 4 75% in 2027

Medicare Eligible 4.75% in 2024

*Inciudes 3.00% wage inflation
**Compounded annually, net of investment expense, and inchudes inflation
***Initial Medicare claims are set based on scheduled increases through plan year 2022

Mortality rates for the period after service retirement are according to the RP-2000 White Collar
Mortaiity Table projected to 2020 using scale BB and adjusted 115% for all ages for males and
112% for ages 78 and over for females. The rates of disabled mortality were based on the RP-
2000 Disabled Mortality Table projected to 2020 using scale BB and adjusted 105% for males
and 120% for females.

The decremental assumptions used in the valuation were selected based on the actuarial
experience study prepared as of September 30, 2015, submitted to and adopted by the
Teachers’ Retirement Systermn of Alabama Board on Seplember 13, 2016.

The remaining actuarial assumptions {e.g. initial per capita costs, health care cost trends, rate
of plan participation, rates of plan election, etc.) were based on the September 30, 2018
valuation.

The long-term expected return on plan assels is to be reviewed as part of regular experience
studies prepared every five years in conjunction with similar analysis for the Teachers’
Retirement Systern of Alabama. Severai faclors should be considered in evaluating the long-
term rate of return assumption, including long-term historical data, estimates inherent in current
market data, and a log-normal distribution analysis in which best-éstimate ranges of expectad
future real rates of return (expected return, net of investment expense and inflation), as
developed for each major asset class, These ranges should be combined to produce the long-
term expected rate of return by weighting the expected future real rates of return by the target
asset allocation percentage and then adding expected inflation. The assumption is intended to
be a long-term assumption and is not expected to change absent a significant change in the
assel allocation, a change in the inflation assumption, or fundamental change in the market that
alters expected returns in future years,
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Gadsden City Board of Education
NOTES TO FINANCIAL STATEMENTS

For the Year Ended September 30, 2021

NOTE 8. OTHER POST-EMPLOYMENT BENEFITS {OPEB]) - Continued

Actuanal Assumptions - Continued

The long-term expected rate of return on the ORPEB plan investments is determined based on
the allocation of assets by asset class and by the mean and variance of real returns.

The target asset ailocation and best estimates of expected geometric real rates of return for
each major asset class is summarized below:

Target Long-Term Expecled

. AeeetClass Allocation  Real Rate of Return™
Fixed income 30.00% 4.40%
U.5. large stocks 38.00% 8.00%
U.S. mid stocks 8.00% 10.00%
U.5. small stocks 4.00% 11.00%
International developed market stocks 15.00% 9.50%
Cash 5.00% 1.50%

Total 100.00%

* Geometric mean, includes 2.5% inflation

Discount Rate

The discounf rate (also known as the Single Equivalent Interest Rate (SEIR), as described by
GASB 74} used to measure the totaf OPEB liability at September 30, 2020 was 3.05%. The
discount rate used to measure the tolal CPERB liability at the pricr measurement date was
5.60%. Premiums paid to the Public Education Employses’ Health Insurance Board for active
employees shall include an amount to partially fund the cost of coverage for retired employees.
The projection of cash flows used to determing the discount rate assumed that plan
contributions will be made at the current contribution rates. Each year, the State specifies the
monthly employer rate that participating schoo! systems must contribute for each active
employee. Approximately, 14.802% of the employer confributions were used to assist in
funding the retiree benefit payments in 2020. It is assumed that the 14.802% will increase at
the same rate as expected benefit payments for the closed group until reaching an employer
rate of 20.000%, at which point this amount will increase by 1.00% in subsequent years. The
discount rate determination will use a municipal bond rate to the extent the trust is projected to
run out of money before all benefits are paid. Therefore, the projected future benefit payments
for all current plan members were projected through 2118. The long term rate of return is used
unfil the assets are expected to be depleted in 2040, after which the municipal bond rate is
used.
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