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Transmittal Letter

For The Fiscal Year Ended June 30, 2017
The Town of Hilton Head Island, South Carolina

December 28, 2017

The Honorable Mayor, Members of the Town Council, and Citizens of the Town of Hilton Head Island,
South Carolina:

The Comprehensive Annual Financial Report of the Town of Hilton Head Island, South Carolina, (the Town)
for the fiscal year ended June 30, 2017, is submitted in accordance with South Carolina Code Ann., Section
5-7-240 that requires an annual audit of the books of account and financial records of the Town.
Management assumes full responsibility for the completeness and reliability of all information presented in
this report, based upon a comprehensive framework of internal control that it established for this purpose.
Because the cost of internal controls should not outweigh their anticipated benefits, the objective is to provide
reasonable rather than absolute assurance that the financial statements are free of any material
misstatements.

In relation to the Town of Hilton Head Island’s financial statements being presented fairly and in accordance
with generally accepted accounting principles, Scott and Company, LLC, has issued an unmodified (“clean”)
opinion for the year ended June 30, 2017. The independent auditor's report is located at the front of the
financial section of this report.

Management's discussion and analysis (MD&A) immediately follows the independent auditor’'s report and
provides a narrative introduction, overview and analysis of the basic financial statements. MD&A
complements this letter of transmittal and should be read in conjunction with it.

Town of Hilton Head Island Profile

The Town of Hilton Head Island, incorporated in 1983, is a barrier island on the Atlantic coast of South
Carolina. The Island is located about 30 miles from Savannah, Georgia, and about 90 miles from
Charleston, South Carolina. Approximately 54 square miles in area, the Island is about 12 miles long and
5 miles wide. A four-lane bridge over the Intercoastal Waterway connects the Island with the mainland.
The Town has jurisdiction over the entire Island except for Mariner's Cove, Blue Heron Point, and Windmill
Harbor. The Town is empowered to levy a property tax on both real and personal property located within
its boundaries.

The Town of Hilton Head Island operates under the council-manager form of government. Policy-making
and legislative authority are vested in a governing council (Council) consisting of a mayor and six (6)
other members. The Council appoints the government’s manager, who in turn appoints the heads of the
various departments. The mayor and each member of council shall be elected for a term of office of four
(4) years.

The annual budget serves as the foundation for the Town of Hilton Head Island’s financial planning and
control. The Town Council formally adopts the budget and legally allocates, or appropriates, available monies
for the Town’s various funds. Therefore, these funds have appropriated budgets, and budget to actual
information is presented. At the first Council meeting in May, the Town Manager submits to the Town Council
a proposed budget for the fiscal year commencing the following July 1. Town Council budget workshops are



held for each budgeted fund to discuss proposed expenditures and the means of financing them. A public
hearing is held prior to the budget’s final adoption in order to obtain taxpayer comments. In June, the budget
is legally enacted through passage of an ordinance. The ordinance sets the limit for expenditures during the
fiscal year.

The expenditure appropriations in the adopted budget are by department. The maximum legal expenditure
permitted for the fiscal year is the total budget as adopted. Departmental appropriations may be amended
during the year in accordance with the budget amendment policies included in the current fiscal year budget
document.

Local Economy

Tourism is the largest "industry” in the Island’s economy. There are approximately 2.6 million visitors
annually. It hosts a major sports event in the Heritage golf tournament. The Island has established world-
class accommodations. The peak summer population is approximately 150,000.

The Town has started to emerge from the recession with five straight years of increases. 2015-2016 total
gross taxable sales were $1.550 billion compared to $1.497 billion for the prior fiscal year for Hilton Head
Island. Gross taxable sales for Hilton Head Island were 35.1% of all gross taxable sales within Beaufort
County during the most recent reported fiscal year. As one measure of the regional economy, Beaufort
County gross taxable sales increased $101 million from $4.320 billion to $4.421 billion during the previous
fiscal year. Hilton Head Island’s taxable sales were 104.6% of the totals from 2007. Beaufort County’s
totals are 108.9% of 2007 levels.

Hilton Head
Fiscal Year Island Beaufort County [HHI as a % of BC
2006-2007 1,482,619,035 4,058,389,971 36.5%
2007-2008 1,433,153,280 4,004,958,326 35.8%
2008-2009 1,302,796,767 3,506,948,982 37.1%
2009-2010 1,241,262,336 3,402,899,679 36.5%
2010-2011 1,197,965,824 3,400,903,379 35.2%
2011-2012 1,262,790,386 3,683,443,341 34.3%
2012-2013 1,329,472,728 3,844,604,186 34.6%
2013-2014 1,349,120,078 3,930,141,179 34.3%
2014-2015 1,497,939,094 4,319,530,218 34.7%
2015-2016 1,550,271,152 4,421,420,044 35.1%

Source SC Depart of Revenue Annual Reports http://www.dor.sc.gov/resources-site/Publications

Long Term Financial Planning

The Town of Hilton Head Island’s three-year financial plan is based upon sound financial reserves and
conservative revenue growth forecasts for the foreseeable future. The Town approaching build out,
mainland development, and the national economy will be ongoing challenges for the Town as it strives to
maintain its continued commitment to providing the highest quality essential services to the citizens of
this community. The Finance Department plays a pivotal role in maintaining and recommending
enhancements to the financial plan elements to ensure the continued fiscal stability of the Town.
Achieving and maintaining fiscal stability requires many elements all working in concert with one another.
The following identifies key elements of our financial plan.



Adopted Financial Policies

Financial policies establish the framework for the Town’s overall fiscal planning and management. They
set forth guidelines against which current budgetary performance can be measured and proposals for
future programs can be evaluated. These policies set the tone for all fiscal decisions made by staff and
Town Council. The Town currently has financial policies governing operations, capital planning, debt
management, reserves and financial reporting. Regular reviews and enhancement of these policies are
done in conjunction with the financial plan development and are adopted annually by Town Council.

Financial Resource Planning

The Town’s strategic financial planning begins with determining the Town’s fiscal capacity based upon
long-term financial forecasts of recurring available revenues. Conservative financial forecasts coupled
with financial trend analysis techniques and careful reserve analysis help preserve the fiscal wellbeing of
the Town of Hilton Head Island. Strategic financial capacity planning is a critical element to reach long-
term financial stability goals and to determine special financial needs for critical objectives of the Town
Council.

Multi-Year Operating Budget Planning

Multi-year budget planning encompasses long-range operating expenditure plans, which are linked to
community expectations and broad goals of the Town Council. The multi-year approach provides a better
opportunity for staff to change its financial paradigm from what do we need this year to how do we
accomplish our level of service objectives over time, given our financial capacity. While the Town is
required to adopt an annual budget to meet State statutory requirements, the Town builds a three-year
financial plan to help anticipate future impacts and ensure achievement of Town objectives.

Capital Improvement Project Planning

The Town’s Capital Improvement Program is planned for ten years and developed using specific
prioritization criteria. The impact of projects on operating costs are planned and considered in developing
future operating budget plans. Pay-as-you-go funding sources are conservatively estimated to avoid over-
committing to capital construction using revenues that are not certain. To the extent debt financing is
used, capital project plans are sized to conform to existing debt management policies.

Debt Management

All debt issued by the Town is for the purpose of financing capital infrastructure or long-lived costly assets.
Each debt issuance is evaluated in respect to debt service as a percentage of operating expenditures,
tax and revenue bases for the repayment of debt, the overall debt burden on the community, statutory
limitations and factors affecting tax-exempt interest costs. In all cases, a long-term analysis is made
considering the financial (debt) capacity that best fits the Town’s ability to pay for capital projects. The
size of the capital improvement program based on debt capacity in conjunction with conservatively
estimated revenues (pay-as-you-go projects) helps stabilize per capita debt and lower annual debt
service costs to the Town over the long-term.

The Town’s credit ratings on its outstanding bonds are Aaa, AA+, and AA+, from the three major credit
ratings agencies, Moody’s Investor Service, Standard and Poor's Rating Group, and Fitch Ratings,
respectively. These ratings reinforce confidence in our efforts to maintain a fiscally sound operation
through uncertain economic times.

Major Initiatives

The Town has several initiatives in the works. The Town has a Tax Increment Financing District which
is helping to construct a facility for the University of South Carolina at Beaufort among other projects.
The Town is constructing a new Recreation Center upgrade. The Town is embarking on a Visioning
process to map out its future for the next phase of the Town’s growth. Since 2009, the Town has been
proactive in expenditure controls as an on-going effort to maintain fiscal capacity in an environment of
uncertain economic conditions. The results of the Town's efforts were quite successful; current year
General Fund expenditures were approximately $3.839 million less than the final budget.



FY 2017 - General Fund

Final Budget Actual Variance
Revenue $ 30,202,436 S 30,862,771 S 660,335
Transfers In/(Out), net 209,564 719,902 510,338
Expenditures 40,270,830 36,430,883 3,839,947

Revenues Over (Under) Expenditures $ (9,858,830) S (4,848,210) S 5,010,620
Hurricane Matthew

The Town’s forethought and planning proved to be an especially important factor to respond to a major
event in this fiscal year: Hurricane Matthew. The Town was named part of a federal disaster area due to
the storm, and is responding accordingly. The Town has made great strides in recovery. The recovery
effort will continue throughout the new fiscal year. The Town is working closely with FEMA and State
officials to ensure maximum allowable reimbursements. The planning and preparation by the Town has
proved invaluable during this experience. You can read more in detail on Hurricane Matthew in the Notes
to the Financial Statements.

Awards and Acknowledgements

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for
Excellence in Financial Reporting to the Town of Hilton Head Island for its comprehensive annual financial
report (CAFR) for the fiscal year ended June 30, 2016. This was the twenty eighth consecutive year that
the government has received the prestigious award. In order to be awarded a Certificate of Achievement,
the government has to publish an easily readable and efficiently organized CAFR that satisfied both
generally accepted accounting principles and applicable legal requirements. A Certificate of Achievement
is valid for a period of one year only. We believe our current comprehensive annual financial report
continues to meet the Certificate of Achievement Program’s requirements, and we are submitting it to the
GFOA to determine its eligibility for another certificate.

The Town also received the GFOA Distinguished Budget Presentation Award for the fiscal year beginning
July 1, 2016. It was the twelfth year the Town has received this award. The budget document serves as
the Town's primary fiscal policy document.

The preparation of this report could not be accomplished without the efficient and dedicated service of
the entire staff of the Finance Department. | would also like to thank the leadership team of the Town,
and its dedicated employees for their efforts to maintain the high quality of services our citizens expect
while being prudent stewards of the Town'’s finances as the economy rebounds and service requests rise.
| would also wish to thank the Town Council members for their continued fiscal responsibility through the
fiscal downturn.

We believe that this report clearly illustrates the strong financial posture of the Town of Hilton Head Island
and we wish to take this opportunity to thank you and the citizens of Hilton Head Island for the vital role
you have historically played in enabling the Town to achieve and maintain this high degree of fiscal
responsibility.

Respectfully submitted,

Jotin M. Troyer

John M. Troyer, CPA
Director of Finance
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ScoTT QCOMPANY

= not your average accounting firm

...............................................

COLUMBIA © GREENVILLE

INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayor and Members of Town Council
Town of Hilton Head Island, South Carolina

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, each major fund, the aggregate remaining fund information, and the budgetary
comparison schedule of the general fund of the Town of Hilton Head Island, South Carolina, (the
“Town”), as of and for the year ended June 30, 2017, and the related notes to the financial statements,
which collectively comprise the Town’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

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

Scott and Company LLC v 1441 Main Street, Suite 800 ¢ 220 N. Main Street
CERTIFIED PUBLIC ACCOUNTANTS i Post Office Box 8388 i Suite 500
: Columbia, South Carolina 29202 ¢ Greenville, South Carolina 29601

scottandco.com TEL (803) 256-6021 | FAX (803) 256-8346 TEL (864) 660-2045



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the Town of Hilton Head Island, South Carolina as of
June 30, 2017, and the respective changes in financial position and, where applicable, cash flows thereof
and the respective budgetary comparison schedule for the general fund for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 4-15 and pension information on pages 71-72 be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. 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.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Town of Hilton Head Island, South Carolina’s basic financial statements. The
budgetary comparison schedules, the combining non-major governmental fund financial statements, the
agency fund statement of changes in assets and liabilities, the introductory and statistical sections and
schedule of municipal fines, assessments and surcharges are .presented for purposes of additional
analysis and are not a required part of the basic financial statements.

The budgetary comparison schedules, the combining non-major governmental fund financial statements,
the agency fund statement of changes in assets and liabilities, and the schedule of municipal fines,
assessments and surcharges are the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the basic financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the basic financial statements or
to the basic financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the budgetary comparison
schedules, the combining non-major governmental fund financial statements, the agency fund statement
of changes in assets and liabilities and the schedule of municipal fines, assessments and surcharges are
fairly stated, in all material respects, in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in
the audit of the basic financial statements and, accordingly, we do not express an opinion or provide any
assurance on them.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 28,
2017 on our consideration of the Town’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 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
internal control over financial reporting or on compliance. That report is an intergral part of an audit
performed in accordance with Government Auditing Standards in considering the Town’s internal
control over financial reporting and compliance.

et and Corpany XKC

Columbia, South Carolina
December 28, 2017
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This section of the Town of Hilton Head Island’s annual financial report represents its discussion
and analysis of the Town’s financial performance during the fiscal year ended June 30, 2017. The
information in this section should be considered in conjunction with information provided in the

YEAR ENDED JUNE 30, 2017

TOWN OF HILTON HEAD ISLAND, SOUTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS

transmittal letter and detailed financial statements contained elsewhere in this document.

Financial Highlights

e The Town’s single largest source of revenue is real and personal property taxes derived

from the assessed value of properties within the Town, as summarized below:

Fiscal Taxable Assessed % Increase/ Tax

Year Value * Decrease Revenue **
2008 840,463,790 -0.07% $15,431,982
2009 832,732,387 -0.92% $16,159,800
2010 949,555,131 14.03% $17,145,943
2011 919,193,351 -3.20% $17,236,337
2012 927,151,628 0.87% $17,826,129
2013 840,326,016 -9.36% $17,679,567
2014 817,099,066 -2.76% $17,179,878
2015 907,022,430 11.01% $17,672,715
2016 918,731,530 1.3% $18,486,057
2017 926,653,510 0.86% $18,916,209

* Property in Beaufort County is reassessed once every five years.

** Tax revenue includes delinquent taxes, but not Tax Increment Financing (TIF).

e The millage rate approved by the Town Council determines the overall property tax levy
and is summarized below:

Fiscal Operating Debt Service | Capital Projects Total

Year Millage Millage Millage Millage
2008 12.33 0.85 5.82 19.00
2009 12.84 5.67 0.85 19.36
2010 11.78 6.01 0.75 18.54
2011 11.78 6.01 0.75 18.54
2012 12.57 6.01 0.75 19.33
2013 12.86 5.72 0.75 19.33
2014 13.88 6.14 0.81 20.83
2015 14.37 6.14 0.84 21.35
2016 15.20 6.14 0.84 22.18
2017 15.20 6.14 0.84 22.18

In 2006, the South Carolina legislature enacted a new code
limitations on annual millage rate increases. A local governing body may increase the
imposed millage rate for general operating purposes above the rate imposed for the
previous year only to the extent of the increase in the average of twelve monthly
consumer price indices for the most recent twelve month period (January through
December of the previous calendar year) plus the percentage increase in previous year
population of the entity as determined by the South Carolina Revenue and Fiscal Affairs

Office.

section which placed




As the Town approaches build-out the impact of the state-imposed cap will have a
significant impact on the Town’s ability to continue funding services at their current level.

e At the close of fiscal year 2017, the assets of the Town exceeded liabilities by
$190,779,537. Of this amount, $1,031,581 (Unrestricted Net Position) may be used to
meet the Town’s ongoing obligations to citizens and creditors.

e The Town's total net position decreased by $31,116,117 for fiscal year 2017. This
decrease was the result of the Town’s response to Hurricane Matthew — which included
$48,389,565 in expenditures and $12,693,491 in revenues for a net of $35,696,070 cost
as of June 30, 2017. Without Matthew, the Town’s net position would have increased by
$4,579,953. More reimbursements and costs from the Matthew response are expected
in the new fiscal year. The balances for the governmental-type activities and business-
type activities are shown in the “Statement of Activities”.

e At June 30, 2017, the Town’s governmental funds reported combined ending fund
balances of $70,547,948.

e The Town’s General Fund reported an ending fund balance of $16,103,222 for fiscal year
2017. Of this ending General Fund balance, $3,700,049 or 23.0% is available for
spending at the government'’s discretion (Unassigned Fund Balance).

Overview of the Financial Statements

This discussion and analysis is intended to serve as the introduction to the Town’s financial
statements. The Town’s financial statements are broken down into three components (1)
government-wide financial statements, (2) fund financial statements, and (3) notes to the financial
statements. Required and supplementary information is included in addition to the basic financial
statements.

Government-Wide Financial Statements

The government-wide financial statements are designed to provide a broad overview of the
Town’s finances in a similar manner to a private business.

The statement of net position presents information on the Town’s assets and deferred outflows
of resources, and liabilities and deferred inflows of resources, with the difference between these
reported as net position. Over time, increases or decreases in the Town’s net positions are an
indicator of whether its financial position is improving or deteriorating.

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

Both of the government-wide financial statements distinguish functions of the Town that are
supported by taxes and intergovernmental revenues (governmental activities) from other
functions that are intended to recover all or a significant portion of their costs through user fees
and charges (business-type activities). The governmental activities of the Town include public
safety, community development, and facilities management among others. The business-type
activity of the Town is its stormwater system.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. Fund financial statements are designed to
demonstrate compliance with finance-related legal requirements. All of the funds of the Town can
be divided into three categories: governmental funds, fiduciary fund, and proprietary fund.



Governmental Funds

Governmental funds are used to account for essentially the same functions reported as
government activities in the government-wide financial statements. However, unlike the
government-wide financial statements, the governmental funds financial statements focus on
near-term inflows and outflows of spendable resources as well as on balances of spendable
resources available at the end of the fiscal year. Such information may be useful in determining
what financial resources are available in the near future to finance the Town’s programs.

Because the focus of governmental funds is narrower than the government-wide statements, it is
useful to compare the information presented for the governmental funds with similar information
presented for governmental activities in the government-wide financial statements. By doing so,
readers may better understand the long-term impact of the Town’s near-term financing decisions.
Both the governmental funds balance sheet and statement of revenues, expenditures and
changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

The Town maintains fourteen governmental funds. Nine are classified as major funds: General
Fund, Tax Increment Financing (TIF) District, Accommodations Tax (State), Real Estate Transfer
Fee, Beach Preservation Fee, Hospitality Fee, Debt Service Fund, the Natural Disasters Fund
and the Capital Projects Fund. Five are classified as non-major funds: Palmetto Electric
Franchise Fee, Operating Grants, Home Grant, Federal Grants and Road Usage Fee Fund. For
reporting purposes on the fund financial statements, the special revenue funds are consolidated
under the heading Non-major Governmental Funds.

The Town of Hilton Head Island adopts an annual budget for its General Fund, Capital Projects
Fund, and the Debt Service Fund. The budget is a legally adopted document that incorporates
input from the citizens of the Town, the management of the Town, and the decisions of the Town
Council about which services to provide and how to pay for them.

Proprietary Funds

The Town maintains one type of Proprietary Fund, an enterprise fund. This fund is used to
report the same functions presented as business-type activities in the government-wide financial
statements, only in more detail. The proprietary fund financial statements provide financial
information related to the Town’s stormwater system operations.

The Town adopts an annual budget for its Proprietary Fund. The budget is a legally adopted
document that incorporates input from the citizens of the Town, the management of the Town,
and the decisions of the Town Council about which services to provide and how to pay for them.

Fiduciary Funds

The Town maintains two Fiduciary Funds. The Firemen’s Fund is used to account for certain
funds held on behalf of the Town’s firemen. The Airport Noise Abatement Fund is used to account
for grants from the County and the Town toward a County project at the airport. The activities
associated with these funds are excluded from the Town’s financial statements because the
Town cannot use these assets to finance its operations. The Town is responsible for ensuring
that the assets reported in this fund are used for their intended purposes.

Notes to the Financial Statements

The notes to the financial statements provide additional information that is essential to the full
understanding of the data provided in the government-wide and fund financial statements.

In addition to the basic financial statements and accompanying notes, the report also contains
certain required supplementary information and other supplementary information.



Economic Factors

The recovery of the economy continues to have a positive impact on revenues received by the
Town; tourism, the Town’s major business driver, reports strong increases.

Real Estate

Real estate related revenues, especially construction permits and real estate transfer fees, are
9% less than last fiscal year — which was an unusually high year. This trend is also reflected in
the 4% decrease in real estate transfer fees. Construction activity on the Island is still strong. Due
to a number of hotels and club houses with major renovations, this year's annual construction
permit decrease of 17% is still strong on a historical basis—last year's amounts were not
expected to be sustainable.

Real Estate Transfer Fee Construction Permits Total
Received  $Change  %Change  Received  $Change  %Change  Received  $Change  %Change
FY 2015 2,534,932 66,051 3% 1,380,846 2,907 0% 3,915,778 68,958 2%
FY 2016 2,887,147 352,215 14% 2,039,571 658,725 48% 4,926,718 1,010,940 26%
FY 2017 2,780,312 (106,835) -4% 1,697,438 (342,133) -17% 4,477,750  (448,968) -9%

Tourism

Tourism-driven revenues continue to report strong increases over the prior year; it is also
important to note that the dollar level of these revenues has rebounded to surpass all historical
fiscal year heights. Currently, revenues from these sources are 6% higher than final amounts for
the previous fiscal year.

ATAX/ Beach Preservation Fees Hospitality Tax Total
Received $ Change %Change  Received ~ $Change  %Change Received $Change  %Change
FY 2015 14,498 473 1,165,518 %% 6,155,004 521,574 9% 20,653477 1,687,092 9%
FY 2016 15,372,534 874,061 6% 6,506,306 351,302 6% 21,878840 1,225,363 6%
FY 2017 16,422,549 1,050,015 7% 6,661,873 155,567 2% 23,084,422 1,205,582 6%

Government-Wide Financial Analysis

The analysis of the government-wide financial statements of the Town follows. The statements
provide insight into whether the Town’s financial position is better or worse as a result of this
year’s activities. The Town’s net position, which is the difference between assets and liabilities, is
one way to measure the Town’s financial health. Over time, increases or decreases in the Town’s
net positions are one indicator of whether its financial health is improving or deteriorating. Non-
financial factors must also be considered, such as changes in economic conditions, and new or
changed government legislation or regulations.



Condensed Statements of Net Position

Governmental Activities Business-type Activities Total

2017 2016 2017 2016 2017 2016
Current and other assets $ 90540483 $ 80,064,333 §3700934 $ 2639159 § 94241417 $ 82,703,492
Deferred outflow s of resources 4,996,156 3,407,522 716,438 805,993 5,712,594 4,213515
Capital assets 247,540,588 243952531 12,797,167 13863210 260,337,755 257,815,741

Total assets and

deferred outflowss of resources § 343,077,227  § 327424386  $17,214539  $17,308,362  $360,291,766  $ 344,732,748

Current liabilities $ 21179419 $ 25931323 $2292,791 § 1118898 $ 23472210 $ 27,050,221
Long term liabilities & deferred outflows 137,905,019 86,751,873 8,135,000 9,035,000 146,040,019 95,786,873

Total liabilties and

deferred inflow s of resources  $ 159,084,438  $ 112,683,196  $10,427,791  $10,153,898  $169,512,229  $122,837,094

Net position:

Net investment in capital assets $135840,935 $169,753,952 § 4478605 § 4,759,203  $140,319,540  $174,513,155
Restricted 49,430,348 31,347,375 - - 49,430,348 31,347,375
Unrestricted (1,278,494) 13,639,863 2,308,143 2,395,261 1,029,649 16,035,124
Total net position $183,992,789  $ 214741190 $ 6,786,748 § 7154464  $190,779,537  $221,895,654

Net position amounted to $190.8 million in fiscal year 2017 compared to $221.9 million in fiscal
year 2016. A significant portion of the Town’s net position ($140.3 million or 73.5 % of the Total
net position) reflects its investment in capital assets (e.g. land, machinery, buildings, and
equipment) net of any related debt that is still outstanding. The Town uses these capital assets to
provide services to its citizens; consequently these assets are not available for future spending.
Although the Town’s investment in its capital assets is reported net of related debt, it should be
noted that the resources needed to repay this debt must be provided from other sources, since
the capital assets themselves cannot be used to liquidate these liabilities.

Both the Government and Business-Type Activities total net position and both unrestricted net
position decreased during fiscal year 2017. The decrease is because of the response of the
Town to Hurricane Matthew. Long term liabilities and deferred outflows of resources increased
as Bond Anticipation notes were issued for Capital Plan (BAN Series 2016 $25 million) and
Disaster Response (BAN Series 2017 $20 million) as well as an increase in the pension liability
from the State PORS plan. Current liabilities increased primarily due to timing of payments
related to the hurricane response activity at June 30, 2017.

While the statement of net position shows the change in financial position of net position, the
condensed statement of activities (below) provides answers as to the nature and the source of
the changes.



Condensed Statements of Activities

Governmental Activities Business-type Activities Total
2017 2016 2017 2016 2017 2016
Revenues:
Program Revenues:

Charges for services $ 26,301,066 $ 25783160 $ 3,583,005 $ 3,551,400 $ 29,884,071 $ 29,334,560

Operating grants and contributions 12,923,774 838,915 - 44,272 12,923,774 883,187

Capital grants and contributions 1,330,261 19,956 - - 1,330,261 19,956

General Revenues:

Property taxes 23,111,039 22,576,837 - - 23,111,039 22,576,837

Other taxes 16,223,664 15,447,140 - - 16,223,664 15,447,140

Other 2118648 2293147 1.202 443 2.119.850 2.293.590
Total Revenues 82,008,452 66,959,155 3,584,207 3,596,115 85,592,659 70,555,270
Program Expenses:

Governmental Activities:

General government 9,177,681 6,119,293 - - 9,177,681 6,119,293

Management services 5,030,374 5,240,408 - - 5,030,374 5,240,408

Community services 28,419,138 18,658,764 - - 28,419,138 18,658,764

Public safety 63,979,026 19,802,724 - - 63,979,026 19,802,724

Culture and recreation 2,583,815 2,652,668 - - 2,583,815 2,652,668

Visitor and convention bureau 1,831,924 1,709,995 - - 1,831,924 1,709,995

Administrative 517,130 212,356 - - 517,130 212,356

Interest on long-term debt 2,312,765 3,042,722 - - 2,312,765 3,042,722

Business-type Activities:

Stormwater utility - - 2.856,923 2.755.139 2.856,923 2.755.139
Total Expenses 113,851,853 57.438.930 2.856.923 2.755.139 116708776 __60194069
Excess before transfers _(31.843401) ____ 9520225 727.284 840,976 (31.116.117) 10.361.201

Transfers 1.095.000 94,258 (1.095.000) (94,258) -
Change in net position (30,748,401) 9,614,483 (367,716) 746,718 (31,116,117) 10,361,201
Net position, beginning, restated 214,741,190 205,126,707 7.154.464 6.407.746 221.895.654 211,534,453
Net position, ending $ 183,992,789 $ 214,741,190 $ 6,786,748 $ 7,154,464 $ 190,779,537  $ 221,895,654

Governmental activities decreased the Town’s net position by $30.7 million. This represents a
change of $40.4 million from the previous fiscal year's increase of $9.6 million. The most
prominent event was the response to Hurricane Matthew. The following highlight the significant
changes from the previous year:

Total revenues increased to $82.0 million. This was due to $12.7 million in
reimbursements from federal and state agencies for Hurricane Matthew response.
Without this increase, revenues would have increased $2.3 million or 3.5%. Expenses
increased $56.4 million or 98.2% -- $48.4 million was attributed to Hurricane Matthew
response.

Charges for services increased $.52 million or 2.0%.

Property tax revenue, traditionally the Town'’s largest revenue source, increased by $0.5
million or approximately 2.4 % demonstrating growth in the tax base.

Property taxes made up 28.2 % of the total revenue down from 33.7 % in the prior year.

Total expenses in the Governmental Activities increased by $56.4 million. The largest
part of this increase is $44.2 million in Public Safety — primarily due to the response to the
Hurricane damage. Community Services experienced an increase of $9.8 million also
primarily due to the response to Hurricane Matthew.



Revenues by Source — Governmental Activities

hY $2.12

Miscellaneous Py “¢55g OFY 2017
Intergovernmental \\\\\\\\\\“ $14.25
$16.22 OFY 2016
Other Taxes/Fees $15.45
$23.11
Property Taxes $22.58
. $26.30
Charges for Service $25.78
millions $- $5.00 $10.00 $15.00 $20.00 $25.00 $30.00

Business-type activities decreased the Town’s net position by $0.4 million which is less than the
$0.7 million increase in 2016. Stormwater revenues increased by $32 thousand or approximately
0.9% above the previous fiscal year. Stormwater contributed $1 million toward the hurricane
response and otherwise would have had a $0.6 million increase in 2017.

Governmental Funds

The General Fund, which is the primary operating fund of the Town, recognized $30.8 million in
total revenues and $7.9 million in other financing sources offset with $36.4 million in expenditures
and $7.2 million in other financing uses. The Town directed $7.15 million of disaster reserves
from the General Fund toward the hurricane response effort in the Natural Disasters Fund.
Without that one item, the General Fund would have recorded a $2.3 million increase in 2017.
The Town continued its fiscal discipline in fiscal year 2017. The results continue to be successful;
expenditures were approximately $3.8 million less than the final budget. In addition, revenues
were $660,335 more than budget.

Fund balance at the beginning of the year was $21.0 million and, when combined with the current
year operations, resulted in an end of year Fund Balance of $16.1 million. This reduction was
substantially less than the $7.15 million transferred for hurricane response. Of the remaining
amount, $3.7 million is unassigned fund balance — approximately the same as last year.

The Debt Service Fund recognized $5.3 million in total revenues and $35.9 million in other
financing sources offset with $11.0 million in expenditures and $ 29.0 million other financing uses.
This resulted in revenues and other financing sources exceeding expenditures and other
financing uses by $1.3 million. The Fund Balance at the beginning of the year was $8.6 million
and, when combined with the current year, resulted in an end of year Fund Balance of $9.9
million. These results were consistent with the Town’s expectations as the Town has plans to
issue a number of bond issues in the new fiscal year.

The Capital Projects Fund recognized $2.9 million in total revenues and $28.4 million in other
financing sources offset with $24.0 million in expenditures and $0.7 million in other financing
uses. This resulted in revenues and other financing sources exceeding expenditures and other
financing uses by $6.5 million. This was expected as the hurricane response delayed many
capital projects temporarily. The fund balance at the beginning of the year was $5.5 million and,
when combined with the current year spending, resulted in an end of year fund balance of $12.0
million. This is in accordance with the Town’s Capital Plan.
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The Tax _Increment Financing District Fund (TIF) recognized $4.2 million in total revenues
offset with $1.5 million in other financing uses related to capital expenditures. This resulted in
revenues greater than expenditures and other financing uses by $2.7 million. Fund Balance at
the beginning of the year was $5.2 million and, when combined with the current year, resulted in
an end of year Fund Balance of $7.9 million. These results are consistent with the Town'’s plans —
a temporary build-up of TIF funds as the USCB project advances and several TIF projects are
well into the planning stages.

The Accommodations Tax Fund recognized $6.1 million in total revenues offset with $4.3
million in expenditures and $1.7 million in other financing uses. This resulted in revenues
exceeding expenditures by $0.1 million. Fund Balance at the beginning of the year was $2.9
million and, when combined with the current year resulted in end of year Fund Balance of $3.0
million.

The Real Estate Transfer Fee Fund recognized $2.8 million in total revenues offset with $28
thousand in expenditures and $2.2 million in other financing uses. This resulted in revenues
exceeding expenditures by $560 thousand. Fund balance at the beginning of the year was $2.4
million and, when combined with the current year, resulted in an end of year Fund Balance of
$2.9 million.

The Beach Preservation Fee Fund recognized $6.9 million in total revenues, offset with $16.5
million in other financing uses which included $12 million emergency reserves deployed to the
hurricane response. This resulted in reductions to fund balance of $9.7 million. Fund Balance at
the beginning of the year was $14.8 million and, when combined with the current year, resulted in
an end of year Fund Balance of $5.1 million.

The Hospitality Fee Fund recognized $6.7 million in total revenues offset with $125 thousand in
expenditures and $5.3 million in other financing uses. This resulted in revenues exceeding
expenditures and other financing uses by $1.3 million. This is in line with the Town’s
expectations. The Fund Balance at the beginning of the year was $1.9 million and, when
combined with the current year, resulted in an end of year Fund Balance of $3.2 million.

The Natural Disasters Fund recognized $12.7 million in total revenues offset with $48.4 million
in expenditures and $40.15 million in other financing sources. This resulted in revenues and
other financing sources exceeding expenditures by $4.5 million. This is in line with the Town'’s
expectations. Because the significance of the event and the amount of the expenditures, a new
fund was created this fiscal year to report the activity. As this was a new fund, the fund balance at
the beginning of the year was $0.0 million and, when combined with the current year, resulted in
an end of year fund balance of $4.5 million. In FY 2018, the Town will need to repay the $20
million Bond Anticipation Note (BAN) issued to assist with the disaster response. The Town
continues to work with FEMA and the State of South Carolina on reimbursement of eligible
expenditures for this effort.
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Revenues, Expenditures and Changes in Fund Balance — Governmental Funds

Fund

General

Tax Increment Financing

Accommodations Tax (State)

Real Estate Transfer Fee

Beach Preservation Fee

Hospitality Fee

Debt Service

Capital Projects Fund

Natural Disasters Fund

Non-Major Governmental Funds
Total Governmental Funds

Fund

General

Tax Increment Financing

Accommodations Tax (State)

Real Estate Transfer Fee

Beach Preservation Fee

Hospitality Fee

Debt Service

Capital Projects Fund

Non-Major Governmental Funds
Total Governmental Funds

GENERAL FUND BUDGETARY HIGHLIGHTS

2017

Revenues and
Other Financing

Expenditures
and Other

Changes in

Sources Financing Uses Fund Balance Fund Balance
$ 38,770,673 $ 43,618,883 $ 16,103,222 $ (4,848,210)
4,197,412 1,521,037 7,892,225 2,676,375
6,132,281 5,986,960 3,046,790 145,321
2,781,154 2,221,333 2,911,776 559,821
6,863,225 16,548,633 5,080,403 (9,685,408)
6,662,517 5,403,240 3,155,802 1,259,277
41,227,589 39,928,209 9,886,150 1,299,380
31,232,782 24,736,209 11,999,880 6,496,573
52,843,491 48,389,565 4,453,926 4,453,926
3,643,484 1,966,050 6,017,774 1,677,434
$ 194,354,608 $ 190,320,119 $ 70,547,948 $ 4,034,489
2016
Revenues and Expenditures
Other Financing and Other Changes in

Sources Financing Uses Fund Balance Fund Balance
$ 38,956,303 $ 37,354,196 $ 20,951,432 $ 1,602,107
4,091,602 2,657,266 5,215,850 1,434,336
5,725,569 5,658,720 2,901,469 66,849
2,887,472 2,272,552 2,351,955 614,920
6,436,292 8,186,247 14,765,811 (1,749,955)
6,506,558 5,333,498 1,896,525 1,173,060
11,810,379 10,709,450 8,586,770 1,100,929
10,954,783 14,069,986 5,503,307 (3,115,203)
4,199,638 3,212,960 4,340,340 986,678
$ 91,568,596 $ 89,454,875 $ 66,513,459 $ 2113721

Amendments to the budget occur throughout the year for a variety of reasons. These include
reserves for encumbrances from prior year unexpended purchase orders which are added to the
current year budget at the closing of the prior year, grants or other forms of financial aid which
were received during the year but not anticipated in the original budget, appropriations of fund
balances needed to offset unanticipated and unavoidable expenditures, and transfers of
appropriation among departments, divisions, or object classes to address particular requirements
not anticipated in the original budget. The Town Council approves and authorizes the annual
budget and the level of object class totals within each department.

Original to revised expenditure budget variances:

General Fund by Function
General Government
Management Services

Public Safety

Community Services
Non-Departmental Townwide
Capital Outlay

Original Revised Variance From
Budget Budget Original

S 1,833,846 S 1,877,100 S 43,254
5,608,403 5,714,479 106,076
18,226,359 18,257,632 31,273
8,440,379 8,850,212 409,833
4,236,434 4,178,782 (57,652)
1,268,222 1,392,625 124,403

S 39,613,643 S 40,270,830 S 657,187
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The General Fund revenues were more than the revised budget by $660,335. Listed below is a
summary of the major revenue sources comparing actual receipts to budget:

e Real and personal property taxes were above budget by $21,538
¢ Local accommodations tax revenue was above budget by $311,379
¢ Business license and franchise fee revenue were below budget by $81,318
e Building permit revenue was above budget by $77,205
e State shared revenue was above budget by $37,906
e EMS and public safety revenue was above budget by $31,203
e Fines and fees were above budget by $55,826
¢ Investment income was above budget by $910
The Town demonstrated fiscal conservatism by operating at less than the allowed budget for the

General Fund operations. Actual General Fund expenditures were less than the revised budget
by $3.84 million.

The favorable variance can be primarily attributed to the continuation of the expenditure controls
and fiscal discipline the Town has traditionally maintained and from realistic and conservative
revenue estimates. These trends continued through fiscal year 2017.

CAPITAL ASSETS

The Town’s investment in capital assets for its governmental activities as of June 30, 2017 and
2016 amount to $247.5 million and $244.0 million respectively (net of accumulated depreciation).
The Town'’s investment in capital assets for its business-type activities as of June 30, 2017 and
2016 amount to $12.8 million and $13.9 million respectively (net of accumulated depreciation).
Capital assets include land, construction in progress, development rights, easements/right-of-
ways, buildings, drainage systems, furniture, fixtures, equipment and vehicles.

Major capital asset transactions during the year include the following additions:
e Island Recreation Center Expansion $2,672,556
e Sewer service expansion $1,428,679
e Crossings Park Improvements $356,288
e Office Park Road/USCB Project $588,514

Town of Hilton Head Island’s Capital Assets (Net)

Governmental Activities Business-type Activities Total

017 2016 017 2016 017 2016
Land S 161476238 § 161,476,238 S -5 - S 161,476,238 & 161,476,238
Development rights 10,734,391 10,734,391 - - 10,734,391 10,734,391
Easements/Right-of-Ways 3,548,960 3,548,960 - - 3,548,960 3,548,960
Construction in progress 13,835,278 7,271,825 - 1,414,334 13,835,278 8,686,159
Buildings 20,741,779 21,961,080 - - 20,741,779 21,961,080
Furniture, fixtures and equipment 996,460 1,116,757 - - 996,460 1,116,757
Vehicles 3,730,078 3,205,041 - - 3,730,078 3,205,041
Imp. Other than buildings - park development 12,929,360 13,640,097 - - 12,929,360 13,640,097
Infrastructure 19,548,044 20,998,142 12,797,167 12,448 876 32,345,211 33,447,018

S 247540588 5 243952531 & 12797167 S 13863210 S 260337755 § 257815741

Additional information on the Town’s capital assets can be found in Note 11 of this report.
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Proprietary Fund

In fiscal year 2017, the Town received $3,583,005 in stormwater fees while incurring $2,856,923
in expenses associated with this program. Unrestricted net position at the end of the year was
$2,308,143.

LONG TERM OBLIGATIONS

General statutes limit the amount of general obligation debt that a unit of government can issue at
eight percent (8%) of the total assessed value of taxable property located within that
government’s boundaries. The Town may incur General Obligation Debt over the eight percent
(8%) limit when approved by a majority vote in a referendum as authorized by law.

The Town maintained its Aaa bond rating from Moody's Investor Service, AA+ bond rating from
Standard and Poor’s Corporation, and a AA+ bond rating from Fitch Ratings. These bond ratings
are a clear indication of the sound financial condition of the Town.

Outstanding Long-Term Obligations

Governmental Activities Business-type Activities Total

2017 2016 2017 2016 2017 2016
General obligation bonds $ 46,345,000 $ 51,680,000 S - S - $ 46,345,000 S 51,680,000
GO Bond Anticipation Notes (BANs) 45,000,000 - - - 45,000,000 -
Revenue/Special Obligation Bonds:
Beach preservation fees 4,985,000 7,380,000 - - 4,985,000 7,380,000
Hospitality tax 18,550,000 19,415,000 - 18,550,000 19,415,000
Stormwater 9,035,000 9,910,000 9,035,000 9,910,000

$114,880,000 $ 78,475,000 S 9,035000 $ 9,910,000  $123,915000 §$ 88,385,000

The Town also has a Net Pension Liability that is discussed in Note 14.

The Town plans to issue tax increment financing (TIF), beach preservation fee, and stormwater
special revenue bonds in 2018. The Town also plans to issue GO bonds for the Capital
Improvements Plan and for Disaster Reserve Replacement in early fiscal year 2018. Additional
information on the Town'’s long-term debt can be found in Note 10 of this report.

BUDGET HIGHLIGHTS FOR FISCAL YEAR 2017

The General Fund’s expenditures for fiscal year 2018 are budgeted at $40.3 million, an increase
of $705,393 or 1.8% compared to the prior year's adopted budget. This includes the use of
$560,642 in fund balance — which was expected to be offset with unspent funds in 2018, and
$191,250 in carried forward unspent 2017 funds to balance the budget. Collections from local
accommodation taxes and business license revenue are expected to lead the increase in
budgeted revenue. The Town will use these revenues to finance programs currently in place.

A balanced budget is required by South Carolina law. Accordingly, General Fund expenditures
are budgeted to revenues at $40.3 million. The largest components of the budget are personnel
costs and contractual services.

The Capital Projects Fund appropriation is $15.8 million. The budgeted expenditures include
$2.5 million for sewer service expansion, dirt road improvements $0.65 million, Parks
improvements of $0.5 million, $0.6 million in Recreation Center, and $2.085 in medic unit
replacement for Fire Rescue. The Island-wide Beach maintenance $8.6 million project continues.

The Debt Service Fund provides for the payment of principal and interest payments totaling
$24.2 million. There is a $10,627,500 or 78.3% increase in debt service costs in fiscal year 2018
—which is expected after a temporary decrease in 2016 and 2017. The Town plans to issue tax
increment financing, beach preservation fee and stormwater special revenue bonds as well as
GO bonds in fiscal year 2018.
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Millage Rate

The assessment rate for the fiscal year beginning July 1, 2017 on taxable property located within
the Town of Hilton Head Island was adopted at 28.36 mills upon each one dollar of taxable
property in the Town of Hilton Head Island. The assessment rate for the fiscal year beginning July
1, 2016 on taxable property located within the Town of Hilton Head Island was adopted at 22.18
mills upon each dollar of taxable property in the Town of Hilton Head Island.

REQUESTS FOR INFORMATION

This report is designed to provide an overview of the Town’s finances for those with an interest in
this area. Questions concerning any of the information found in this report or requests for
additional information should be directed to the Director of Finance, Town of Hilton Head Island,
One Town Center Court, Hilton Island, South Carolina, 29928.

15
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TOWN OF HILTON HEAD ISLAND

STATEMENT OF NET POSITION
JUNE 30, 2017

Exhibit A
Primary Government
Governmental Business-type
Activities Activities Total
ASSETS
Cash and Cash Equivalents 65,442,530 $ 3,629,891 $ 69,072,421
Investments 762,630 - 762,630
Accounts Receivable 7,222,131 - 7,222,131
Due from Employees 26,657 - 26,657
Due from Other Governments 16,087,502 46,812 16,134,314
Internal Balances 999,033 (999,033) -
Non Depreciable Capital Assets 189,594,867 - 189,594,867
Depreciable Capital Assets 57,945,721 12,797,167 70,742,888
Total assets 338,081,071 15,474,837 353,555,908
DEFERRED OUTFLOWS OF RESOURCES
Deferred Charge on Bond Refunding 1,747,381 716,438 2,463,819
Deferred Pension Charges 3,248,775 - 3,248,775
Total deferred outflows of resources 4,996,156 716,438 5,712,594
Total assets and deferred outflows of resources 343,077,227 16,191,275 359,268,502
LIABILITIES
Accounts Payable 12,698,783 185,605 12,884,388
Accrued Payroll and Related Payables 6,086,457 100,000 6,186,457
Due to Other Governments 785,952 - 785,952
Unearned Revenue 281,722 - 281,722
Irrigation and Pool Surety Bonds Payable 29,400 - 29,400
Court Bonds Payable 41,459 - 41,459
Performance Bonds Payable 68,762 - 68,762
Interest Payable 1,186,884 83,922 1,270,806
Long Term Obligations:
Due Within One Year 55,991,347 900,000 56,891,347
Due in More than One Year (includes Net Pension Liability) 81,418,271 8,135,000 89,553,271
Total liabilities 158,589,037 9,404,527 167,993,564
DEFERRED INFLOW OF RESOURCES
Deferred Gain on Bond Refunding 65,043 - 65,043
Deferred Pension Credits 430,358 - 430,358
Total deferred inflows of resources 495,401 - 495,401
Total liabilities and deferred inflows of resources 159,084,438 9,404,527 168,488,965
NET POSITION
Net investment in capital assets 135,840,935 4,478,605 140,319,540
Restricted:
Deposits in Escrow 66,025 - 66,025
Economic Development 7,892,225 - 7,892,225
Tourism Promotion 3,046,790 - 3,046,790
Environmental Conservation 2,911,776 - 2,911,776
Public Health and Safety 3,155,802 - 3,155,802
Debt Service Payments 9,886,150 - 9,886,150
Construction of Major Capital Facilities 11,999,880 - 11,999,880
Natural Disasters 4,453,926 - 4,453,926
Underground Electrical Service 6,015,842 - 6,015,842
Operating Grants 1,892 - 1,892
Home Grant 40 - 40
Subtotal Restricted 49,430,348 - 49,430,348
Unrestricted (1,278,494) 2,308,143 1,029,649
Total net position 183,992,789 $ 6,786,748 $ 190,779,537

The notes to the financial statements are an integral part of this statement.
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TOWN OF HILTON HEAD ISLAND

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2017

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

Exhibit B
Net (Expense) Revenue and
Program Revenues Changes in Net Position
Primary Government
Operating Capital Grants Business-
Charges for Grants and and Governmental type
Functions/Programs Expenses Services Contributions Contributions Activities Activities Total
Primary government:
Governmental activities:
General Government $ 9,177,681 $ 1,943,264 $ - $ - $ (7,234417) $ - $  (7,234,417)
Management Services 5,030,374 9,289,682 - - 4,259,308 - 4,259,308
Community Services 28,419,138 10,806,905 12,672,555 1,330,261 (3,609,417) - (3,609,417)
Public Safety 63,979,026 1,480,903 171,330 - (62,326,793) - (62,326,793)
Culture and Recreation 2,583,815 - - - (2,583,815) - (2,583,815)
Visitor and Convention Bureau 1,831,924 - - - (1,831,924) - (1,831,924)
Administration 517,130 2,780,312 - - 2,263,182 - 2,263,182
Interest on Debt 2,312,765 - 79,889 - (2,232,876) - (2,232,876)
Total governmental activities 113,851,853 26,301,066 12,923,774 1,330,261 (73,296,752) - (73,296,752)
Business-type activities:
Stormwater 2,856,923 3,583,005 - - - 726,082 726,082
2,856,923 3,583,005 - - - 726,082 726,082
Total primary government $ 116,708,776 $ 29884071 $ 12923774  $ 1330261  (73,296,752) 726,082 (72,570,670)
General revenues:
Property Taxes 23,111,039 - 23,111,039
Accommodations Tax 9,561,791 - 9,561,791
Hospitality Taxes 6,661,873 - 6,661,873
State Shared Funds 1,185,671 - 1,185,671
Impact Fees 308,226 - 308,226
Other Revenue 550,132 - 550,132
Investment Income 57,785 1,202 58,987
Gain on Sale of Capital Assets 16,834 - 16,834
Transfers 1,095,000 (1,095,000) -
Total general revenues 42,548,351 (1,093,798) 41,454,553
Change in net position (30,748,401) (367,716) (31,116,117)
Net position - beginning 214,741,190 7,154,464 221,895,654
Net position - ending $ 183,992,789 $ 6,786,748 $ 190,779,537




TOWN OF HILTON HEAD ISLAND

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2017

Exhibit C
Beach
Tax Increment Accommodations Real Estate Preservation Natural Non-Major Total
General Financing District Tax Transfer Fee Fee Capital Projects Disasters Governmental Governmental
ASSETS
Cash and Cash Equivalents 21,402,019 $ 7,815,221 $ 1,786,023 $ 2,640,441 $ 2,678,683 $ 13,076,818 740 5,836,398 $ 65,442,530
Investments - - - - - - - - 762,630
Accounts Receivable 2,928,874 - - - 2,320,583 - - 249,890 7,222,131
Due from Employees 26,657 - - - - - - 26,657
Interfund Receivables 27,497,921 15,760 - - 81,137 27,669,545 5,936,315 64,401 61,619,793
Due from Other Governments 801,397 61,244 2,171,824 271,335 - 44,515 12,553,843 183,344 16,087,502
Total assets 52,656,868 $ 7,892,225 $ 3,957,847 $ 2,911,776 $ 5,080,403 40,790,878 18,490,898 6,334,033 $ 151,161,243
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts Payable 2,169,707 - 651,547 - - 1,321,373 8,554,525 1,631 12,698,783
Accrued Payroll/Benefits & Other 1,119,238 - - - - 239,826 4,727,393 6,086,457
Due to Other Governments 785,952 - - - - - - 785,952
Interfund Payables 32,327,812 - 259,510 - - 27,029,799 755,054 244,222 60,620,760
Unearned Revenue 11,316 - - - - 200,000 - 70,406 281,722
Irrigation and Pool Bonds 29,400 - - - - - - 29,400
Court Bonds 41,459 - - - - - - 41,459
Performance Bonds 68,762 - - - - - - 68,762
Total liabilities 36,553,646 - 911,057 - - 28,790,998 14,036,972 316,259 80,613,295
Fund balances:
Restricted 66,025 7,892,225 3,046,790 2,911,776 - 11,999,880 4,453,926 6,017,774 49,430,348
Committed 11,515,420 - - - 5,080,403 - - - 16,595,823
Assigned 821,728 - - - - - - - 821,728
Unassigned 3,700,049 - - - - - - - 3,700,049
Total fund balances 16,103,222 7,892,225 3,046,790 2,911,776 5,080,403 11,999,880 4,453,926 6,017,774 70,547,948
Total liabilities and fund balances 52,656,868 $ 7,892,225 $ 3,957,847 $ 2,911,776 $ 5,080,403 40,790,878 18,490,898 6,334,033 $ 151,161,243

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



TOWN OF HILTON HEAD ISLAND

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS TO THE STATEMENT OF NET POSITION

JUNE 30, 2017

Exhibit D

Amounts reported for governmental activities in the statement of net position are different because:

Ending fund balance - governmental funds

Capital assets used in governmental activities are not financial resources and, therefore, are not reported in

the funds.

Deferred gain on bond refunding

Deferred charges on refunding are not financial resources and, therefore, are not reported in the funds.

Differences between expected and actual retirement plan experience is not a current finanical resource,

therefore the changes are not reported in the governmental funds.

Differences between projected and actual retirement plan experience is not a current finanical resource,

therefore the changes are not reported in the governmental funds.

Contributions to the retirement plan after the measurement date are deferred outflows on the statement of net
position, however this represents a use of current financial resources in the funds.

Deferred Pension Charges

Accrued interest is not due and payable in the current period and, therefore, is not reported in the funds.

Long-term liabilities, including bonds payable, and net pension liability are not due and payable in the current

period and, therefore, are not reported in the funds.

The Town's proportionate share of the deferred inflows of resources related to its participation in the State
pension plan are not a current financial use of resources, therefore the amounts are not reported in the

governmental funds.

Net position of governmental activities

The notes to the financial statements are an integral part of this statement.
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TOWN OF HILTON HEAD ISLAND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

FOR THE YEAR ENDED JUNE 30, 2017

Exhibit E
Tax Increment Beach
Financing Accommodations Real Estate Preservation Natural Non-major Total
General District Tax Transfer Fees Fees Hospitality Fees Debt Service Capital Projects Disasters Governmental Governmental
REVENUES
Real and Personal Property Tax $ 12,971,590 $ 4,194,830 $ - $ - $ - $ - $ 5,229,221 $ 715,398 $ - $ - $ 23,111,039
Accommodations Tax 3,430,379 - 6,131,412 - - - - - - - 9,561,791
Hospitality Tax - - - - - 6,661,873 - - - - 6,661,873
Business License and Franchise Fees 9,289,682 - - - - - - - - - 9,289,682
Permits 1,697,438 - - - - - - - - - 1,697,438
Impact Fees - - - - - - - 308,226 - - 308,226
Lease - - - - - - - 108,536 - - 108,536
Real Estate Transfer Fees - - - 2,780,312 - - - - - - 2,780,312
Beach Preservation Fees - - - - 6,860,758 - - - - - 6,860,758
Electric Franchise Fees - - - - - - - - - 2,758,691 2,758,691
State Shared Funds 849,906 - - - - - - 335,765 - - 1,185,671
Federal Reimbursement - BABS - - - - - - 79,889 - - - 79,889
Grants 171,330 - - - - - - 1,260,180 12,672,555 70,081 14,174,146
Road Usage Fees - - - - - - - - - 770,694 770,694
EMS Revenue 1,428,391 - - - - - - - - - 1,428,391
Public Safety Revenue 52,512 - - - - - - - - - 52,512
Fines and Fees 245,826 - - - - - - - - - 245,826
Miscellaneous Revenue 722,107 - - - - - - 117,140 19,111 - 858,358
Investment Income 3,610 2,582 869 842 2,467 644 36,251 6,725 1,825 1,968 57,783
Total revenues 30,862,771 4,197,412 6,132,281 2,781,154 6,863,225 6,662,517 5,345,361 2,851,970 12,693,491 3,601,434 81,991,616
EXPENDITURES
Current:
General Government 1,405,309 - - - - - - - 3,014,101 - 4,419,410
Management Services 4,990,115 - - - - - - - - - 4,990,115
Community Services 7,734,491 - - - - - - - - 996,458 8,730,949
Public Safety 17,566,480 - - - - - - - 44,522,047 92,684 62,181,211
Non-Departmental 3,505,217 - - - - - - - 853,417 - 4,358,634
Culture and Recreation - - 2,458,815 - - 125,000 - - - - 2,583,815
Visitor and Convention Bureau - - 1,831,924 - - - - - - - 1,831,924
Administration - - - 27,818 - - - - - - 27,818
Debt service:
Administrative charges - - - - - - 489,311 - - - 489,311
Interest - - - - - - 2,432,746 - - - 2,432,746
Principal Retirement - - - - - - 8,040,000 - - - 8,040,000
Capital outlay:
Management Services 135,662 - - - - - - - - - 135,662
Community Services 46,047 - - - - - - 23,992,873 - - 24,038,920
Public Safety 1,015,562 g - - - - - - - - 1,015,562
Non-Departmental 32,000 - - - - - - - - - 32,000
Total expenditures 36,430,883 D 4,290,739 27,818 - 125,000 10,962,057 23,992,873 48,389,565 1,089,142 125,308,077
Excees (deficiency) of
revenues over expenditures (5,568,112) 4,197,412 1,841,542 2,753,336 6,863,225 6,537,517 (5,616,696) (21,140,903) (35,696,074) 2,512,292 (43,316,461)
OTHER FINANCING SOURCES (USES)
Transfers Out (7,188,000) (1,521,037) (1,696,221) (2,193,515) (16,548,633) (5,278,240) - (743,336) - (876,908) (36,045,890)
Bond Proceeds - - - - - - 27,885,000 25,000,000 20,000,000 - 72,885,000
Bond Premiums - - - - - - 1,574,351 762,750 - - 2,337,101
Payments to Escrow Agent - - - - - - (28,966,152) - - - (28,966,152)
Transfers In 7,907,902 - - - - - 6,422,877 2,618,062 20,150,000 42,050 37,140,891
Total other financing sources and uses 719,902 (1,521,037) (1,696,221) (2,193,515) (16,548,633) (5,278,240) 6,916,076 27,637,476 40,150,000 (834,858) 47,350,950
Net change in fund balance (4,848,210) 2,676,375 145,321 569,821 (9,685,408) 1,259,277 1,299,380 6,496,573 4,453,926 1,677,434 4,034,489
Fund balance -- beginning 20,951,432 5,215,850 2,901,469 2,351,955 14,765,811 1,896,525 8,586,770 5,503,307 - 4,340,340 66,513,459
Fund balances -- ending $ 16,103,222 $ 7,892,225 $ 3,046,790 $ 2,911,776 $ 5,080,403 $ 3,155,802 $ 9,886,150 $ 11,999,880 $ 4,453,926 $ 6,017,774 $ 70,547,948

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



TOWN OF HILTON HEAD ISLAND

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

FOR THE YEAR ENDED JUNE 30, 2017
Exhibit F

Amounts reported for governmental activities in the statement of activities are different because:

Net change in fund balances - total governmental funds $ 4,034,489

Governmental funds report capital outlays as expenditures. However, in the statement of
activities the cost of those assets is allocated over their estimated useful lives and reported
as depreciation expense.

Expenditures for capital assets $ 7,851,600
Less current year depreciation (4,280,377) 3,571,223

The issuance of long-term debt (e.g. bonds, leases) provides current financial resources to

governmental funds, while the repayment of the principal of long-term debt consumes the

current financial resources of governmental funds. Neither transaction, however, has any

effect on net position. (66,350,029)

Escrow deposits for advance refunding of long-term debt is reported as other financing uses
of governmental funds, but does not have any effect on net position. 28,966,152

Adjustment to compensated absenses reported in the statement of activities does not require
the use of current financial resources and, therefore, are not reported as expenditures in
governmental funds. 81,962

The disposal of capital assets provides current financial resources to governmental funds.
However, in the statement of activities, the proceeds are netted against the original cost less
accumulated depreciation. 16,834

Amortization of the deferred charge and gain on bond refunding does not require the use of
current financial resources and, therefore, is not reported as an expenditure in the
governmental funds. (177,966)

Changes in the Town's proportionate share of the net pension liability, deferred outflows of resources,

and deferred inflows of resources related to its participation in the state pension plan for the current year

are not a current financial use of resources, therefore the changes are not reported in the governmental

funds. (356,941)

Changes in long-term debt interest payable (534,125)

Change in net position of governmental activities $ (30,748,401)

The notes to the financial statements are an integral part of this statement.
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TOWN OF HILTON HEAD ISLAND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
BUDGET (GAAP Basis) AND ACTUAL - GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2017

Exhibit G
Variance
With Final
Original Final Positive
Budget Budget Actual (Negative)
Revenues:
Real and Personal Property Taxes $ 12,950,052 $ 12,950,052 $ 12,971,590 $ 21,538
Accommodations Tax 3,119,000 3,119,000 3,430,379 311,379
Business License and Franchise Fees 9,371,000 9,371,000 9,289,682 (81,318)
Permits 1,620,233 1,620,233 1,697,438 77,205
State Shared Funds 812,000 812,000 849,906 37,906
Grants 147,001 147,001 171,330 24,329
EMS Revenue 1,394,700 1,394,700 1,428,391 33,691
Public Safety Revenue 55,000 55,000 52,512 (2,488)
Municipal Court -- Fines and Fees 190,000 190,000 245,826 55,826
Miscellaneous Revenue 540,750 540,750 722,107 181,357
Investment Income 2,700 2,700 3,610 910
Total Revenues 30,202,436 30,202,436 30,862,771 660,335
Expenditures:
Current:
General Government 1,833,846 1,877,100 1,405,309 471,791
Management Services 5,608,403 5,714,479 4,990,115 724,364
Public Safety 18,226,359 18,257,632 17,566,480 691,152
Community Services 8,440,379 8,850,212 7,734,491 1,115,721
Non-Departmental 4,236,434 4,178,782 3,505,217 673,565
Capital Outlay 1,268,222 1,392,625 1,229,271 163,354
Total Expenditures 39,613,643 40,270,830 36,430,883 3,839,947
(Deficiency) Excess of revenues
over (under) expenditures (9,411,207) (10,068,394) (5,568,112) 4,500,282
Other financing sources
Transfers In 7,397,564 7,397,564 7,907,902 510,338
Transfers Out - (7,188,000) (7,188,000) -
Total other financing sources 7,397,564 209,564 719,902 510,338
Appropriated Fund Balance/Net change in Fund Balance (2,013,643) (9,858,830) (4,848,210) $ 5,010,620
Fund balance - beginning 20,951,432 20,951,432 20,951,432
Fund balance - ending $ 18,937,789 $ 11,092,602 $ 16,103,222

The notes to the financial statements are an integral part of this statement.
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TOWN OF HILTON HEAD ISLAND
STATEMENT OF NET POSITION
PROPRIETARY FUND
JUNE 30, 2017

Exhibit H
Stormwater
Fund
ASSETS
Current assets:
Cash and cash equivalents $ 3,629,891
Due from other governments 46,812
Interfund receivables 24,231
Total current assets 3,700,934
Noncurrent assets:
Capital assets depreciable 12,797,167
Total noncurrent assets 12,797,167
Total assets 16,498,101
DEFERRED OUTFLOWS OF RESOURCES
Deferred charge on bond refunding 716,438
Total assets and deferred outflows of resources 17,214,539
LIABILITIES AND NET POSITION
Current liabilities:
Accounts payable 285,605
Interfund payables 1,023,264
Interest payable 83,922
Current portion of long-term liabilities 900,000
Total current liabilities 2,292,791
Noncurrent liabilities:
Long-term liabilities 8,135,000
Total noncurrent liabilities 8,135,000
Total liabilities 10,427,791
NET POSITION
Net investment in capital assets 4,478,605
Unrestricted 2,308,143
Total net position $ 6,786,748

The notes to the financial statements are an integral part of this statement.
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TOWN OF HILTON HEAD ISLAND
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION
PROPRIETARY FUND
FOR THE YEAR ENDED JUNE 30, 2017

Exhibit |

Stormwater Fund

Operating revenues:
Stormwater Fees $ 3,583,005

3,583,005

Operating expenses:

Maintenance and Repair 799,316
Administrative - Salary/Benefits 283,155
Administrative - Operating 340,856
Depreciation 1,066,043
Total operating expenses 2,489,370
Operating Income 1,093,635

Nonoperating revenues (expenses):

Investment Income 1,202
Administrative (2,500)
Interest Expense (365,053)
Total nonoperating (expenses) (366,351)
Income before transfers 727,284
Transfers Out (1,095,000)
Change in net position (367,716)
Total net position - beginning 7,154,464
Total net position - ending $ 6,786,748
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TOWN OF HILTON HEAD ISLAND
STATEMENT OF CASH FLOWS
PROPRIETARY FUND
FOR THE YEAR ENDED JUNE 30, 2017

Exhibit J
Stormwater
Fund
OPERATING ACTIVITIES
Receipts from other governments $ 3,536,320
Payments to suppliers (1,014,545)
Payments to employees (366,716)
Net cash provided by operating activities 2,155,059
CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition and construction of capital assets (0)
Payment of interest expense (275,498)
Nonoperating administrative expenses and match (2,500)
Principal payment on bonds payable (875,000)
Net cash used for capital and related financing activities (1,152,998)
INVESTING ACTIVITIES
Proceeds from income on investments 1,202
Net cash provided by investing activities 1,202
Net increase in cash and cash equivalents 1,003,263
Cash and cash equivalents, beginning of year 2,626,628
Cash and cash equivalents, end of year 3,629,891
Reconciliation of operating income to net cash provided by operating activities
Operating income 1,093,635
Adjustments to reconcile operating income to net
cash provided by operating activities:
Depreciation 1,066,043
Transfers Out to cover payroll provided by the Primary Government (95,000)
Transfers Out to cover FEMA match to the Primary Government (1,000,000)
(Increase) decrease in operating assets:
Due from other governments (46,685)
Due from other funds 21,551
Increase (Decrease) in operating liabilities:
Accounts payable 125,627
Due to other funds 989,888
Net cash provided by operating activities $ 2,155,059

The notes to the financial statements are an integral part of this statement.
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TOWN OF HILTON HEAD ISLAND

STATEMENT OF FIDUCIARY NET POSITION

FOR THE YEAR ENDED JUNE 30, 2017

AGENCY FUNDS

Exhibit K
Airport Noise
Firemen's Abatement
Fund Fund Total

ASSETS

Cash and Temporary Investments $ 61,844 $ 758,419 $ 820,263
LIABILITIES

Due to Firemen's Fund Association 61,844 - 61,844
Due to County Noise Abatement Project - 758,419 758,419
Total Liabilities $ 61,844 $ 758,419 $ 820,263

The notes to the financial statements are an integral part of this statement.
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TOWN OF HILTON HEAD ISLAND, SOUTH CAROLINA
NOTES TO FINANCIAL STATEMENTS

Note 1.

Summary of Significant Accounting Policies

The accounting policies of the Town of Hilton Head Island, South Carolina, (Town) conform to
generally accepted accounting principles as applicable to governments. The following is a
summary of the more significant accounting policies affecting their presentation.

Reporting Entity

This report includes all of the funds of the Town of Hilton Head Island, South Carolina, (the
primary government) which was incorporated May 18, 1983, and the Town of Hilton Head Island
Public Facilities Corporation which are blended-component units of the Town. The Town’s
Charter provides for a Council-Manager form of government in accordance with Home Rule Act
Number 283.

Component Units

In conformity with accounting principles generally accepted in the United States of America
(GAAP), the financial statements of the Town of Hilton Head Island Public Facilities Corporation
are shown as a blended component unit as the administration and governing bodies are primarily
the same. The component unit provides services entirely to the Town and was created to
facilitate the issuance of debt for acquisition of the Town’s administration facilities. Separate
financial statements are not prepared for the Town of Hilton Head Island Public Facilities
Corporation. All debt transactions are recorded in the Debt Service Fund and capital projects
transactions associated with the issuance of the debt are recorded in the Capital Projects Fund.

Basis of Presentation

Government-wide Financial Statements. The statement of net position and the statement
of activities display information on all of the non-fiduciary activities of the government as a
whole. These statements include the financial activities of the overall government. Eliminations
have been made to minimize the double counting of internal activities. These statements
distinguish between the governmental and business-type activities of the Town. Governmental
activities, generally, are financed through taxes, intergovernmental revenues, and other non-
exchange transactions. Business-type activities are financed, in whole or in part, by fees
charged to external parties. These activities are usually reported in enterprise funds.

The statement of net position reports all financial and capital resources of the Town and
reports the difference between assets and deferred outflows of resources -- and liabilities and
deferred inflows of resources as net position not fund balance or equity. The statement of
activities presents a comparison between direct expenses and program revenues for each
function of the Town’s governmental activities. Direct expenses are those that are specifically
associated with a program or function; and, therefore, are clearly identifiable to a particular
function. Indirect expense allocations that have been made in the funds have been reversed
for the statement of activities. Program revenues include (a) fees and charges paid by the
recipients of goods or services offered by the programs, and (b) grants and contributions that
are restricted to meeting the operational or capital requirements of a particular program.

Revenues that are not classified as program revenues, including all taxes, are presented as
general revenues.
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TOWN OF HILTON HEAD ISLAND, SOUTH CAROLINA
NOTES TO FINANCIAL STATEMENTS

Note 1.

Summary of Significant Accounting Policies (continued)

Basis of Presentation — Government-wide Financial Statements (continued)

Fund Financial Statements. Separate financial statements are provided for the
governmental funds, proprietary fund, and fiduciary fund, even though the latter is excluded
from the government-wide financial statements. The focus of governmental and proprietary
fund financial statements is on major funds rather than reporting funds by type. Each major
governmental fund and the enterprise fund are reported as separate columns in the fund
financial statements. All remaining governmental funds are aggregated and reported as
nonmajor funds.

1.

The Town reports the following major governmental funds:

General. The General Fund is used to account for all financial sources except those
required to be accounted for in another fund.

Tax Increment Financing District (Special Revenue Fund). This fund is used to
account for incremental taxes charged to individuals. These revenues are used for
expenditures related to economic development within the TIF districts.

Beach Preservation Fee (Special Revenue Fund). This fund is used to account for
beach preservation fees. These revenues are used for expenditures related to
nourishment and restoration of the Town’s beaches.

Real Estate Transfer Fee (Special Revenue Fund). The fund accounts for a fee equal
to one quarter of one percent (.0025%) of the purchase price upon the transfer of any
real property situated within the corporate limits of the Town. These revenues are used
for expenditures related to environmental conservation.

Accommodations Tax {State} (Special Revenue Fund). This fund is used to account
for the Town’s receipts from the two percent (2%) tax levied on rentals of transient
accommodations within the corporate limit. These revenues are used for expenditures
related to tourism promotion.

Hospitality Fees (Special Revenue Fund). This fund is used to account for the Town’s
receipts from the 2% tax levied on the sale of prepared meals and beverages sold in
establishments or sales of prepared meals and beverages sold in establishments
licensed for on-premises consumption of alcoholic beverages, beer or wine. These
financial resources are used for expenditures that enhance the health, safety and
general welfare of the Town.

Debt Service. This fund is used for accumulating resources for the payment of interest
and principal on general long-term obligation debt.

Capital Projects. This fund is used to account for financial resources to be used for the
acquisition or construction of major capital facilities.

Natural Disaster Fund. This fund is used to account for the Town’s response to a natural
disaster.
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Note 1. Summary of Significant Accounting Policies (continued)

Basis of Presentation -- Fund Financial Statements (continued)

2.

The Town reports the Operating Grants, Palmetto Electric Franchise Fees and the Home
Grant Special Revenue Funds as non-major governmental funds.

The Town’s agency funds are presented in the fiduciary fund financial statement. Since
these assets cannot be used to address activities or obligations of the Town, the agency
fund is not incorporated into the government-wide financial statements. The Town’s
agency funds are as follows:

The Firemen’s Fund is used to account for resources held by the Town for its firemen
in an agency capacity.

The Airport Noise Abatement Fund is used to account for resources held by the Town
granted from Beaufort County and the Town toward a County Noise Abatement Project.

The Town'’s proprietary fund is presented in the enterprise fund financial statement. The
Town's Stormwater Fund is used to account for the costs associated with the
management, construction, maintenance, protections, control, regulation, use, and
enhancement of stormwater systems and programs within the Town limits of Hilton
Head Island in concert with Beaufort County and other water resource management
programs. Costs are recovered through user charges in a manner similar to private
business enterprises. This fund is a major fund.

Measurement Focus and Basis of Accounting

All funds of the Town are maintained during the year using the modified accrual basis of
accounting.

Government-wide Financial Statements. The government-wide financial statements are
reported using 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. Nonexchange
transactions in which the Town gives (or receives) value without directly receiving (or giving)
equal value in exchange include property taxes, grants, and donations. On an accrual basis,
revenue from property taxes is recognized in the fiscal year for which the taxes are levied.
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Note 1.

Summary of Significant Accounting Policies (continued)

Measurement Focus and Basis of Accounting (continued)

Net Position. Net position represents the difference between assets, liabilities and deferred
inflows/outflows of resources. Net investment in capital assets consists of capital assets, net
of accumulated depreciation, reduced by the outstanding balances of any borrowings used for
the acquisition, construction or improvements of those assets. Net position is reported as
restricted when constraints placed on net position are either: 1) externally imposed by creditors
(such as debt covenants), grantors, contributors, or laws or regulations of other governments
or 2) imposed by laws of the State of South Carolina through constitutional provisions or
enabling legislation. The remaining amounts are unrestricted.

Deferred Outflows/Inflows of Resources. In addition to assets, the statement of net position
will sometimes report a separate section for deferred outflows of resources. This separate
financial statement element, deferred outflows of resources, represents a consumption of net
position that applies to a future period(s) and so will not be recognized as an outflow of
resources (expense/expenditure) until then. The Town only has only a few items that qualify
for reporting in this category. A deferred charge on bond refunding is reported in the
government-wide statement of net position. A deferred charge on bond refunding results from
the difference in the carrying value of refunded debt and its reacquisition price. This amount
is deferred and amortized over the shorter of the life of the refunded or refunding debt. Also,
the Town reports a deferred outflows for pension contributions after the measurement date
and for the difference between expected and actual plan experience. The Town reports
deferred inflows of resources for pension earnings above expectations and deferred gain on
refunding. These topics are more fully discussed in Note 19.

Net Position Flow Assumption. Sometimes the Town 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 in the government-wide and proprietary fund statements, a low
assumption must be made about the order in which the resources are considered to be
applied. It is the Town’s policy to consider restricted — net position to have been depleted
before unrestricted — net position is applied.

Revenue from grants and donations is recognized in the fiscal year in which all eligibility
requirements have been satisfied.

Additionally, the effect of interfund activity has been eliminated from the government-wide

financial statements, except for the amounts due between the Town’s governmental activities
and business-type activities.
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Note 1.

Summary of Significant Accounting Policies (continued)

Measurement Focus and Basis of Accounting (continued)

Governmental Fund Financial Statements. Governmental funds are reported using the
current financial resources measurement focus and the modified accrual basis of accounting.
Under this method, revenues are recognized when measurable and available.

Expenditures are recorded when the related fund liability is incurred except for principal and
interest on general long-term debt, claims and judgments, and compensated absences which
are recognized as expenditures to the extent they have matured. General capital asset
acquisitions are reported as expenditures in governmental funds. Proceeds of general long-
term debt and acquisitions under capital leases are reported as other financing sources.

Taxpayer-assessed income and gross receipts are recognized as revenue when in the hands
of intermediary collecting governments (state shared revenues, sales and accommodation tax
revenue). Business license revenues are recognized when measurable and available.
Property tax revenues are recognized when received or available for payment of liabilities of
the current period. The Town considers property taxes as available if collected within 60 days
after year-end.

Property taxes, local accommodation taxes, beach preservation fees and hospitality taxes for
the year ended June 30, 2017, include accruals for monies collected 60 days after June 30.
Property taxes are levied based on assessed values and the property tax calendar as follows:

Property Tax Calendar

Assessment date December 31, 2016
Property tax due January 15, 2017
Delinquent date January 16, 2017

Levy date October 2017

Tax sale First Monday 