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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Regional Water Resource Agency

Report on the Financial Statements

We have audited the accompanying financial statements of the Regional Water Resource
Agency as of and for the years ended June 30, 2015 and 2014, and the related notes to the 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 an opinion 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 opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Regional Water Resource Agency as of June 30, 2015 and
2014, and the changes in its financial position, and its cash flows for the years then ended, in
conformity with accounting principles generally accepted in the United States of America,
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Change in Accounting Principle

As discussed in Note 16 to the financial statements, in 2015 the Regional Water Resource
Agency adopted new accounting guidance, GASB Statement No. 68, Accounting and Financial
Reporting for Pensions. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and the pension schedules on pages 3-10 and 35-37 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 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 an opinion on the financial statements of
the Regional Water Resource Agency. The accompanying Schedules of Revenues, Expenses,
Capital Outlay and Debt Proceeds - Budget and Actual (Schedules) are presented for purposes of
additional analysis and are not a required part of the financial statements.

The Schedules are the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the financial statements.
Such information has been subjected to the auditing procedures applied in the audits of the financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the financial statements or to
the financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the Schedules are
fairly stated in all material respects in relation to the financial statements as a whole.

Other Reporting Required by Governmment Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
November 5, 2015, on our consideration of the Regional Water Resource Agency’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 integral part of an audit performed in accordance with Governmental
Auditing Standards in considering the Regional Water Resource Agency’s internal control over
financial reporting and compliance.

Owensboro, Kentucky M CPAs FAsc

November 5, 2015



MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Regional Water Resource Agency, (RWRA), we offer readers of our
financial statements this narrative overview and analysis of the financial activities of RWRA for
the fiscal year ended June 30, 2015. We encourage readers to consider the information presented
here in conjunction with our financial statements, which begin on page 11.

FINANCIAL HIGHLIGHTS

* The assets of RWRA exceeded its liabilities at the close of the current fiscal year by $44.5
million (net position). Of this amount, §1.4 million (unrestricted net position) may be used to
meet RWRA’s ongoing obligations to customers and creditors.

¢ RWRA’s total net position decreased by $3.1 million in 2015. This represents a 6.5% change
from the 2014 balance.

* The operating revenues of RWRA increased by $1.6 million to $17.7 million at the close of the
current fiscal year. This represents a 9.8% change from 2014.

» The operating expenses excluding depreciation increased by $0.8 million to $12.7 million at the
close of the current fiscal year. This represents a 6.4% change from 2014.

e RWRA’s total borrowed amount decreased by $0.2 million during the current fiscal year to
$29.9 million. This represents a 0.5% change from 2014.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to RWRA’s basic financial
statements. RWRA’s basic financial statements are comprised of two components: 1) enterprise
fund financial statements and 2) notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.

Enterprise Fund Financial Statements are designed to provide readers with a broad overview of
RWRA’s finances, in a manner similar to a private-sector business.

* Statement of Net Position — This financial statement presents information on RWRA’s
assets and liabilities, with the difference between the two reported as net position. Over time,
increases or decreases in net position may serve as a useful indicator of whether the financial
position of RWRA is improving or deteriorating,

» Statement of Revenues, Expenses and Changes in Net Position — This financial statement
identifies the revenues generated and the expenses incurred presenting how RWRA’s net
position changed during the fiscal year. All changes in net position are reported as soon as
the underlying event giving rise to the change occurs, regardless of the timing of the cash
flows; thus, revenues and expenses are reported in this statement for some items that will
only result in cash flows in future fiscal periods, (e.g. eamed but unused vacation leave).



MANAGEMENT’S DISCUSSION AND ANALYSIS

Overview of the Financial Statements, Continued

» Statement of Cash Flows —~ This financial statement provides information relating to
RWRA'’s cash receipts and cash expenditures during the fiscal year. The statement reports
cash receipts, cash payments, and net changes in cash resulting from operations, investing,
and financing activities and provides answers to such questions as where did cash come
from, what was cash used for, and what was the change in the cash balance during the fiscal
year.

The basic enterprise fund financial statements can be found on pages 11 through 15 of this report.

Notes to financial statements provide additional information that is essential to a full
understanding of the data provided in the financial statements. The notes to the financial
statements can be found on pages 16 through 34 of this report.

Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of financial position. In the
case of RWRA, assets exceeded liabilities by $44,493,539 at the close of the current fiscal year.

The largest portion of RWRA’s net position (89%) reflects its investment in capital assets, net of
related debt used to acquire those assets that is still outstanding. RWRA uses these capital assets to
provide services to its customers; consequently, these assets are not available for future spending.
Although RWRA’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.

Condensed Statements
of Net Position

Total net position

2015 2014
Current and other assets $ 12,094,623 § 9,988,743
Capital assets 69,634,998 69,301,643
Deferred outtlows of resources 720,966 13,523
Total assets and deferred outflows of resources 82,450,587 79,303,909
Long-term liabilities 33,276,218 28,116,927
Other liabilities 4,069,830 3,613,418
Deferred inflows of resources 611,000 -
Total liabilities and deferred inflows of resources 37,957,048 31,730,345
Net position:
Net investment in capital assets 39,671,168 39,166,603
Restricted 3,410,049 3,388,267
Unrestricted 1,412,322 5,018,694

44,493,539 § 47,573,564




MANAGEMENT’S DISCUSSION AND ANALYSIS

Financial Analysis, Continued

Revenues:
Operating revenues
Investment income
Contributions
Other revenues

Total revenues
Expenses:
Operating expenses (excluding
depreciation)
Depreciation expense
[nterest expense
Other

Total expenses

Change in net position
Net position — beginning of year

Cumulative effect of change in
accounting principle

Net position — beginning of year, as restated

Net positton - end of year

RWRA'’s net position decreased by $3,080,025 during the current year, Operating revenues
increased by $1,575,493, while operating expenses and depreciation increased $724,571 from
fiscal year 2014 levels. Key elements of these changes are explained in greater detail under the
Review of Operations section. The cumulative effect of change in accounting principle decreased
the net position $5,650,000 in fiscal year 2015. This is the result of the new Governmental
Accounting Standards Board net pension liability requirements. More detailed information on

Condensed Statements of
Revenues, Expenses and

Change in Net Position
2015 2014
$ 17,697,276 § 16,121,783
96,991 111,771
1,708,107 1,376,462
530,220 1,016,607
20,032,594 18,626,623
12,721,102 11,960,694
4,009,617 4,045,454
476,859 491,302
255,041 651,803
17,462,619 17,149,253
2,569,975 1,477,370
47,573,564 46,096,194
(5,650,000) -
41,923,564 -

$ 44,493,539 $ 47,573,564

RWRA’s pension is presented in Note 8 of the notes to the financial statements.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Capital Asset and Debt Administration

Capital Assets — RWRA's investment in capital assets as of June 30, 2015, amounts to
$69,634,998 (net of accumulated depreciation). Investment in capital assets increased by
approximately 0.5% during the year. Below is a comparison of the items that make up capital
assets as of June 30, 2015, with that of June 30, 2014,

015 201
Land and Improvements $ 788,319 § 704,647
Sewage Treatment Plants 18,544,934 19,848,440
Sewers 44,892,794 40,053,807
Equipment 3,209,354 2,828,127
Construction in Progress 2,199,597 5,866,622
Total capital assets $§ 69,634,998 § 69,301,643

Major capital asset activity for the current fiscal year included:

Current Year Projects, begun in a prior year, completed during the fiscal year:

Parkview Drive Area Basin/Chamber ($371,331 total) b 354,023
Cured-in-Place-Pipe Lining in various sewers ($370,417 total) 349,832
Murphy Building Security Fence ($70,391 total) 70,285
Locust Street Lift Station Upgrade (31,690,292 total) 68,056
Riverport #2 Pump Station Rehab ($46,340 total) 37,911
East Plant Chlorine Tank Rehab ($26,867 total) 14,217

Dublin Lane Outfall Rehabilitation ($3,400,319 total) -

Current Year Projects, begun and completed during the fiscal year:

Vehicles for operations $ 652,322
Replacement/Repairs of various pumps 338,650
Ragu Pump Station Force Main Repair 151,291
Renovations at Treatment Plants/Pump Stations 101,344
HorseFork Force Main Repair 31,332
Training Facility Pipe in Backlot of Operations Building 30,735
Thompson-Berry Park Cured-In-Place-Pipe Equipment 27,025
Thompson-Berry Park Sewer Rehab, Phase 2 25,261
East Plant Parking Lot Repair 13,281

Scanner/Plotter Equipment 8,495

]



MANAGEMENT’S DISCUSSION AND ANALYSIS

Capital Asset and Debt Administration, Continued

Current Year Projects, begun during the fiscal year, not completed at year end:

Frederica 2nd to 3rd CSO Separation $ 132,426
Max Rhodes Chlorine Contact Tank #1 Rehab 79,092
Thruston-Dermont Road Extension Phase 2 40,905
Center Street Tunnel Rehab - 6th & Hathaway 14,197
Southtown Western Sewer Remediation 13,665
Riverport 1 - Harbor Road Force Main Repair 11,700
Airpark Pump Station Rehab 1,997
Southwest Master Pump Station 635
Max Rhodes Plant Driveway Improvement 326

Current Year Projects, begun during a prior fiscal year, not completed at year end:

Old Hartford Road CSO Interceptor ($464,795 to date) $ 444,046
Fifth & Orchard Sewer Repair ($359,757 to date) 348,994
Sunrise Drive Sewer Extension ($163,548 to date) 143,075
Masonville Sewer Extension ($195,510 to date) 139,763
Harsh Ditch CSO Separation/Downstream Improv. ($54,158 to date) 28,992
Locust Hills Sewer Extension ($661,412 to date) 14,794

Pleasant View Estates Assessment ($5,475 to date) -

More detailed information on RWRA'’s capital assets is presented in Note 4 of the notes to the
financial statements.

Long-Term Debt - At the end of the current fiscal year, RWRA had $29,871,168 in bonds and
loans outstanding versus $30,044,604 last year, a decrease of 0.6%. The decrease is a result of
$2,491,463 in scheduled debt payments, along with additional borrowing of $750,000 for Harsh
Ditch CSO Separation joint project with the City of Owensboro, $571,468 for Sunrise Drive Sewer
Extension/Harsh Combined Sewer Overflow (CSO) Separation, $353,918 for Parkview Drive CSO
Separation, $301,535 for Cured-In-Place-Pipe capital projects, $176,310 for Masonville Sewer
Extension, $83,460 for Locust Hills Sewer Extension, and $81,336 for the Locust Street Lift
Station Upgrade.

RWRA has one bond issue outstanding and one loan from the City of Owensboro. Other long-
term obligations of RWRA include net pension liability, accrued compensated absences and loans
from the Kentucky Infrastructure Authority. RWRA’s net pension liability is a newly required
amount, for the first time this fiscal year along with all state and local governments, by the
Governmental Accounting Standards Board. Note 8 of the notes to the financial statements include
additional information regarding RWRA’s pension plan. More detailed information on RWRA's
long-term liabilities is presented in Note 5 of the notes to the financial statements.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Review of Operations

Operational Revenues — Sewer Service Charges include five elements: the Wastewater User
Charge, the Basic Service Charge, an Environmental Improvement Monthly Fee, an
Environmental Improvement Volume Charge, and Transported Waste.

Effective July 1, 2014, each metered customer was charged a Basic Service Charge, a flat amount
of $11.95/month; this charge included the first 1,500 gallons of wastewater usage. Usage above
1,500 gallons was charged 34.15/1,000 gallons as the Wastewater User Charge. Effective January
1, 20135, the fixed component grew by the same flat amount of $11.95/month including only the
first 750 gallons of wastewater usage. Usage above 750 gallons continued to be charged
$4.15/1,000 gallons. Revenue received from the Wastewater User Charge, the primary operational
revenue source, saw a $1,045,391 increase from the previous year from $9,201,112 in fiscal year
2014 to $10,246,503 in fiscal year 2015, a 11.4% increase. The Basic Service Charge saw a
$374,377 increase from fiscal year 2014 to 2015.

The Environmental Improvement Monthly Charge remained at the $1.00/month flat amount
charged to all metered customers. In fiscal year 2015, this amounted to $350,873; a $2,256 or
0.6% increase from the prior year. A volume charge for all non-residential customers was charged
for usage in excess of 15,000 gallons/month; the charge is $0.07/1,000 gallons. In fiscal year
2015, revenue from this source was $96,557; a $1,538 or 1.6% increase from the prior year.

Also included in the Sewer Service Charge total is Transported Waste, which is wastewater
brought to the treatment plants from various domestic and commercial sources. Revenue from
Transported Waste increased from $727,158 in fiscal year 2014 to $894,509 in fiscal year 2015, an
increase of 23%.

The total revenue from the five components of Sewer Service Charge increased from $14,194,504
in fiscal year 2014 to $15,785,417 in fiscal year 2015, an increase of 11%.

Operational Expenses — Total operational expenses, excluding depreciation, increased from
$11,960,694 in fiscal year 2014 to $12,721,102 in fiscal year 2015, an increase of $760,408, or
6.4%. The largest portion of this increase, $572,366, relates to addressing the Clean Water Act
Combined Sewer Overflow (CSO) initiative by contributing to the City of Owensboro’s Harsh
Ditch Separation Project in 2015. Additionally, contracted sewer repairs increased $160,942
related to the greater commitment to sewer maintenance utilizing contractual services to address
high priority repairs in 2015.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Long-Term Trends

Capital Program — Extension of sewer service remains an area of importance. The Masonville and
Hayden Road Area (including Daniels Lane (South), Fox Chase and Covent Garden subdivisions)
Sewer Extension projects are budgeted for the coming year. In addition to extensions of sewer
service, RWRA is undertaking several projects associated with its Clean Water Act Combined
Sewer Overflow (CSO) initiative. Future projects budgeted for this coming year include a key
component for environmental improvement which is the Southwest Master Pump Station System
Improvements, the Scherm Ditch/Princeton Parkway CSO Separation Project and the Ultra Violet
Light Disinfection Systems Project.

RWRA remains committed to maintaining and upgrading the existing infrastructure. Major capital
rehabilitation projects include Treatment Plant Electrical and Driveway Upgrades, Cured-in-Place-
Pipe Lining, and Tunnel Sewer Manhole Rehabilitation.

RWRA also remains committed to investing in technological and communication improvements in
order to more efficiently monitor and control the treatment plants and the various lift stations in the
RWRA collection system.

A major factor that will have a financial impact on RWRA’s long-term future are requirements of
the Clean Water Act related to Combined Sewers, such as those located in Owensboro.
Communities with combined sewer systems are required to prepare a Long-Term Control Plan
(LTCP) to reduce the impact of combined sewer overflows (CSOs). RWRA prepared and
submitted a “Framework” document which outlines RWRA’s eventual approach to the
community’s LTCP. On June 12, 2013, RWRA’s “Framework” document was approved by the
Kentucky Division of Water (KDOW) and the U.S. Environmental Protection Agency (EPA).
RWRA submitted the Owensboro community’s Long-Term Control Plan to KDOW and EPA on
September 12, 2014. RWRA staff met with representatives of KDOW and EPA on October 15,
2014, to formally present its LTCP and address questions from either of the regulating authorities.
On February 26, 2015, RWRA received a letter from EPA with questions regarding its submitted
Long-Term Control Plan to which RWRA responded in a timely manner. On June 11, 2015,
RWRA received a letter from KDOW with questions requesting more detail about its submitted
Long-Term Control Plan and RWRA submitted its response to KDOW. Currently, RWRA is
awaiting a response from EPA and KDOW regarding these recent submittals and continues to
provide KDOW and EPA with additional information for clarification purposes of the submitted
LTCP. The total eventual costs associated with the implementation of the LTCP for the community
are not known at this time and negotiations associated with the capital improvements shall be part
of the LTCP approval process. There are, however, several projects associated with CSO
improvements included in RWRAs 2015-16 budget.

Long-Term Debt - Projects budgeted for sewer extensions and Clean Water Act improvements in
the amount of $12,642,500 will be financed by borrowing. We will continue to look for
opportunities that offer savings on restructuring RWRA’s debt in the future.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Long-Term Trends, Continued

Cash and Reserves — The RWRA Board has maintained designated reserves for a number of years.
As a part of the Kentucky Infrastructure Authority (KIA) loan agreements, $2,500,000 has been
designated as a reserve. RWRAs one bond issue outstanding also maintains designated reserves in
the amount of $910,049 in fiscal year 2015. In previous years, the Board had also designated
$2,000,000 as an emergency capital reserve, $1,000,000 as an operating reserve, and $500,000 for
renewal and replacement. [t is intended to stay at or above these levels of reserve.

Requests for Information

This tinancial report is designed to provide readers with a general overview of RWRA’s finances
and to show RWRA’s accountability for the receipts and uses of funds. Questions concerning any
of the information provided in this report or requests for additional financial information should be
addressed to the Director of Finance, at 1722 Pleasant Valley Road, Owensboro, Kentucky, 42303.

1]



REGIONAL WATER RESOURCE AGENCY
STATEMENTS OF NET POSITION
June 30, 2015 and 2014

ASSETS AND DEFERRED OUTFL.OWS OF RESOURCES

2015 2014

Current assets:

Cash and cash equivalents $ 350 5 350

Equity in external investment pool 5,166,465 3,508,232

Due from Owensboro Municipal Utilities 1,744,308 1,460,031

Other receivables 1,548,444 1,445,997

Prepaid supplies 166,374 125,487

Other 58,633 60,379

Total current assets 8,684,574 6,600,476
Noncurrent assets:

Restricted assets 3,410,049 3,388,267

Capital assets:

Property, plant and equipment, net 69,634,998 69,301,643

Total noncurrent assets 73,045,047 72,689,910
Total assets 81,729,621 79,290,386
Deferred outflows of resources:

Deferred charges on refunding 4,507 13,523

Pension deferred outflows 716,459 -

Total deferred outflows of resources 720,966 13,523
Total assets and deferred outflows of resources 3 82,450,587 h 79,303,909
LIABILITIES, DEFERRED INFLOWS OF RESOURCES,

AND NET POSITION
Current liabilities:

Accounts payable $ 883,131 $ 559,019

Accrued liabilities 196,842 213,014

Compensated absences 42,831 25,679

Current maturities of long-term debt 2,822,470 2,682,080

Contracts and retainage payable 124,556 133,626

Total current liabilities 4,069,830 3613418
Noncurrent liabilities:

Compensated absences 777,907 784,070

Net pension liability 5,477,000 -

Long-term debt 27,021,311 27,332,857

Total noncurrent liabilities 33,276,218 28,116,927
Total liabilities 37,346,048 31,730,345
Deferred inflows of resources:

Pension deferred inflows 611,000 -
Net position:

Net investment in capital assets 39,671,168 39,166,603

Restricted for equipment replacement 2,500,000 2,500,000

Restricted for debt service 910,049 888.267

Unrestricted 1,412,322 5,018,694
Total net position 44,493,539 47,573,564
Total liabilities, deferred inflows of resources, and net position 3 82,450,587 3 79,303,909

See Notes to Financial Statements



REGIONAL WATER RESOURCE AGENCY
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
Years Ended June 30, 2015 and 2014

2015 2014
Operating revenues:
Sewer service charges £ 15,785,417 $ 14,194,504
[ndustrial surcharge 873,259 940,930
Sewer taps 113,846 91,987
Storm water 599,980 488,246
Other 324,774 406,116
Total operating revenues 17,697,276 16,121,783
Operating expenses:
Field operations:
Salaries, wages and benefits 1,833,966 1,368,282
Maintenance 830,264 706,817
Utilities 8,424 6,305
Supplies 133,943 164,564
Other 46,321 49,976
2,852,918 2,795,944
Treatment plant operations:
Salaries, wages and benefits 704,388 719,660
Maintenance 1,002 2,690
Utilities 1,170,508 1,185,149
Supplies 512,008 536,692
Other 459,376 458,162
2,847,872 2,902,353
Maintenance operations:
Salaries, wages and benefits 876,614 762,306
Maintenance 194,852 223,044
Utilities 457,901 482,802
Supplies 97,490 63,141
Other 8,532 4,979
1,635,389 1,536,272
Agency administration:
Salaries, wages and benefits 985,881 1,016,759
Maintenance 15,935 3,578
Utilities 39,810 30,870
Supplies 32,312 37,679
Other 902,666 863,744
1,976,604 1,952,630
Operations administration:
Salaries, wages and benefits 283,982 349,675
Maintenance 38,542 14,294
Utilities 30,020 30,865
Supplies 7.211 6,341
Other 113 3,913
359,868 410,088

See Notes to Financial Statements



REGIONAL WATER RESOURCE AGENCY
STATEMENTS OF REVENUES, EXPENSES AND CHANGES [N NET POSITION, Concluded
Years Ended June 30, 2015 and 2014

2015 2014
Operating expenses, Continued:
Engineering:
Salaries, wages and benelfits 964,234 977478
Maintenance 11,369 3813
Utilities 4,705 4,534
Supplies 30,066 22,543
QOther 826,433 257,928
1,836,807 1,266,296
Contractual services:
Salaries, wages and benefits 240,311 244,370
Maintenance 651,140 91,828
Utilities 1,431 1,491
Supplies 38,309 50,978
Other 280,453 708,444
1,211,644 1,097,111
Depreciation 4,009,617 4,045,454
Total operating expenses 16,730,719 16,006,148
Operating income 966,557 115,635
Nonoperating revenues (expenses):
Gain (loss) on sale of capital asseis (24,379) 119,770
Investment income 96,991 111,771
Miscellaneous revenue 42,559 278,330
State contract revenue 230,662 618,507
State contract expense (230,662) (618,507)
Interest expense (476,859) (491,302)
Other income {(expense) 256,999 (33,296)
Total nonoperating revenues (expenses) (104,689) {14,727)
Income before capital contributions 861,868 100,908
Capital contributions 1,708,107 1,376,462
Change in net position 2,569,975 1,477,370
Net positon, beginning of year, before restalement 47,573,564 46,096,194
Cumulative effect of change in accounting principle (5,650,000) -
Net position, beginning of year, as restated 41,923,564 -
Net position, end of year $ 44,493,539 $ 47,573,564

See Notes (o Financial Statements
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REGIONAL WATER RESOURCE AGENCY

STATEMENTS OF CASH FLOWS
Years Ended June 30, 2015 and 2014

Cash flows from operating activities:
Receipts from customers
Other receipts (payments)

Payments to suppliers for goods or services
Payments to or on behalf of employees

Net cash provided by operating activities

Cash flows from capital and related financing activities:

Principal payments under debt obligation
Proceeds from issuance of long-term debt

[nterest paid

Gain (loss) on sale of property, plant and equipment
Acquisition and construction of property, plant and equipment

Capital grants
Capital contributions

Net cash used in capital and related financing activities

Cash flows from investing activities:
Investment income

Net cash provided by investing activities

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year h

Included in the following balance sheet captions:

Reconciliation to cash and cash equivalents:
Cash and cash equivalents 3
Equity in external investment pool

Restricted assets

See Nodes 1o Financial Stalements

14

2015 2014
17,206,935 16,069,104
281,820 (11,976)
(6,555,325) (5,870,637)
(6,173,518) (5,909,064)
4,759,912 4,277,427
(2,491,463) (2,307,452)
2,318,027 2,456,712
(465,563) (480,004)
(24,379) 119,770
(3,705,778) (3,795,176}
121,355 146,446
1,070,913 1,022,447

(3,176,888)

(2,837,257)

8,576,864

96,991 111,771
96,991 111,771
1,680,015 1,551,941
6,896,849 5,344,908
8,576,864 6,896,849
350 350
5,166,465 3,508,232
3,410,049 3,388,267

6,896,349



REGIONAL WATER RESOURCE AGENCY
STATEMENTS OF CASH FLOWS, Concluded
Years Ended June 30, 2015 and 2014

2015 2014
Reconciliation of operating loss to net cash
provided by operating activities:
Operating income 3 966,557 §$ 115,635
Adjustments to reconcile operating income to
net cash provided by operating activities:
Depreciation 4,009,617 4,045,454
Miscellaneous nonoperating income (expense) 281,820 (11,976)
Change in assets and liabilities:
Decrease (increase) in assets;
Due from Owensboro Municipal Utilities (284,277) (149,386)
Other operating receivables (206,064) 96,707
Prepaid supplies and other (39,141) (10,701)
[ncrease (decrease) in liabilities:
Accounts payable 324,112 51,441
Accrued liabilities (16,172) 25,452
Compensated absences 10,989 4,014
Contracts and retainage payable (9,070) 110,787
Net pension liability and deferrals (278,459) -
Net cash provided by operating activities § 4759912 §$§ 47277427
Noncash investing and capital activities:
Unrealized gain (loss) on equity in external investment pool
and the revenue bond debt service reserve 5 (31,507) $ 26,658
Contributed sewers 5 637,194 § 354,015

See Notes 1o Fancial Statements
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REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Organization and Summary of Significant Accounting Policies

The Financial Reporting Entity

The Regional Water Resource Agency (Agency) was created by the enactment of identical
ordinances by the City of Owensboro (City) and Daviess County Fiscal Court (County) in
1994 for the purpose of managing, controlling and operating regional comprehensive
wastewater facilities within Daviess County.

In 1995, the City of Owensboro Municipal Sewer System transferred all existing assets,
liabilities, easements, personnel, control, management, and authority to the Agency. The
Agency is a related organization of the City and the County.

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

To determine the appropriate reporting entity for the Agency, its relationship with the City
and County was considered in terms of financial accountability as defined in Statement No.
61 of the Governmental Accounting Standards Board (GASB), The Financial Reporting
Entity. Based on the application of these criteria, the Agency is not a component unit of the
City or County and all governmental entities operating within the City and County are
excluded from the Agency's financial statements. Although four of the seven members of the
Agency's Board of Directors are appointed by the City of Owensboro, the City is not
financially accountable for the Agency. In addition, there is no potential for the Agency to
provide specific financial benefit to, or impose specific financial burdens on, the City or
County, and the Agency is not fiscally dependent on the City or County.

Basis of Accounting

The Agency is accounted for as a proprietary fund and uses a flow of economic resources
measurement focus and the full accrual basis of accounting.

The Agency considers wastewater treatment and sewer construction/engineering revenues

and costs that are directly related to these services to be operating revenues and expenses.
Revenues and expenses related to financing and other activities are reflected as nonoperating,

Revenue Recognition

The Agency recognizes revenues as services are rendered to customers.

1



REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Organization and Summary of Significant Accounting Policies, Continued

Cash and Cash Equivalents

The Agency’s cash and cash equivalents are considered to be cash on hand, the equity in the
external investment pool, demand deposits, and all highly liquid assets (including restricted
assets) with a maturity of three months or less from the date of acquisition.

Customer Accounts Receivable

Customer accounts receivable included in due from Owensboro Municipal Utilities and other
receivables on the statements of net position are stated at face value, less an allowance for
uncollectible accounts of $2,750 at June 30, 2015 and 2014.

Prepaid Supplies

Prepaid supplies consist of expendable supplies held for consumption and are valued at the
lower of cost (first-in, first-out) or market. The cost is recorded as an asset at the time
individual inventory items are purchased and as an expenditure when used (consumption
method).

Restricted Assets
Certain assets are restricted as required by long-term debt agreements.

Property, Plant and Equipment

All capital assets are valued at historical cost or estimated historical cost if actual cost is not
available.

Maintenance and repairs of property are charged to maintenance expense when incurred;
replacements and betterments are capitalized.

Depreciation has been provided over the estimated useful lives of the assets using the
straight-line method. The estimated useful lives are as follows:

Buildings 30 years
New sewers 50 years
Equipment 3-10 years

Bonds and Related Premiums, Discounts, and Issuance Costs

Bond premiums and discounts are deferred and amortized over the life of the bonds using the
straight-line method, as are deferred charges on refunding. Bonds payable are reported net of
the applicable bond premiums or discounts. Bond issuance costs are expensed when bonds
are issued.



REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Organization and Summary of Significant Accounting Policies, Continued
Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and
deferred inflows of resources related to pensions, and pension expense, information about the
fiduciary net position of the pension plans, and additions to / deductions from the pension
plans’ net position have been determined on the same basis as they are reported by the plans.
For this purpose, benefit payments (including refunds of employee contributions) are
recognized when due and payable in accordance with the benefit terms. Investments are
reported at fair value.

Compensated Absences

Compensated absences obligations arise from amounts due to Agency employees for vested
amounts of vacation pay and sick pay, which will be payable in the future.

[ncome Taxes

The Agency is exempt from federal and state income taxes and, accordingly, the financial
statements include no provision for such taxes.

Net Position
The Agency classifies net position in the financial statements as follows:

1. Netinvestment in capital assets includes the Agency’s capital assets (net of accumulated
depreciation) reduced by the outstanding balances of bonds, mortgages, notes, or other
borrowings that are attributable to the acquisition, construction, or improvement of those
assets,

2. Restricted net position includes assets that have third-party (statutory, bond covenant, or
granting agency) limitations on their use. The Agency typically uses restricted assets
first, as appropriate opportunities arise, but reserves the right to selectively defer the use
until a future project.

3. Unrestricted net position typicaily includes unrestricted liquid assets. The Board of
Directors has the authority to revisit or alter this designation.

Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that atfect reported amounts of assets, liabilities, and disclosure of contingent
assets and liabilities at the date of the financial statements, and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those
cstimates.
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REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Deposits and Investments
External Investment Pool

The Agency participates in an external investment pool sponsored by the City. The equity
position of the Agency in the pool is determined by the fair value per share of the pool's
underlying portfolio. The pool is not registered with the SEC and is not subject to regulatory
oversight. Investments are valued at the market quotation on the last business day of the
fiscal year, obtained from brokers or available published services. Investment income is
allocated to the Agency by the City based on the Agency’s average equity position.
Participants’ shares sold and redeemed are determined using specific identification of the
participants’ cost basis equity position in the investment pool.

The Agency follows the investment policies of the City. Information regarding the
authorized investments, deposit and investment policies, investment classifications, average
interest rates and maturities, interest rate risk, credit risk, custodial credit risk, fair values,
and collateralizations of the City’s external investment pool may be obtained from the City’s
Comprehensive Annual Financial Report for the years ended June 30, 2015 and 2014.

The Agency’s equity in the pool is reflected in the statement of net position as follows at
June 30:

2015 201

Current assets:
Equity in external investment pool $ 5166465 § 3,508,232

Noncurrent assets:
Restricted assets 2,706,851 2,695,745

$ 7873316 $ 6,203,977
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REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Deposits and Investments, Continued

External Investment Pool, Continued

Investment earnings consisted of the following for the years ended June 30;

Revenue
External Bond Debt
Investment Service
Pool Reserve Total
2015
Interest and dividends $ 11,731 §$ 16,767 § 128,498
Unrealized gain (loss) (28,807) (2,700) (31,507)
$ 82924 §$ 14,067 § 96,991
2014
Interest and dividends $ 76,231 § 8,882 5 85,113
Unrealized gain (loss) 21,509 5,149 26,658
$ 97,740 $ 14,031 $ 111,771

Restricted Assets

Assets are restricted for the following purposes at June 30:

201

]

14

Equity in external investment pool:
Maintenance and replacement reserve - KIA $ 2,500,000 $ 2,500,000
Revenue bond debt service reserve 206,851 195,745

2,706,851 2,695,745

Cash with trustee:
Revenue bond debt service reserve 703,198 692,522

§ 3410049 $ 3,388,267




REGIONAL WATER RESOURCE AGENCY

NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Property, Plant and Equipment

Property, plant and equipment activity for the year ended June 30, 2015, was as follows:

Utility assets:
Land
Land improvements
Sewers
Equipment
Sewage treatment plant

Total, at original cost

Accumulated depreciation:
Sewers
Equipment
Sewage treatment plant

Fotal accumulated
depreciation

Construction in progress

Iroperty, plant and
cquipment, net

3

$

Balance Balance
June 30, June 30,
2014 Adlditions Deletions 2013
704,647 § - $ - 704,647
- 83,672 - 83,672
60,180,108 6,882,005 - 67,062,203
9493310 1,174,018 (525,389) 10,141,439
49,146,676 30,735 - 49,177 411
119,524,741 8,170,520 (525,889) 127,169,372
(20,126,301) (2,043,107) - (22,169,408)
(6,665,183) (632.268) 365,365 (6,932,086)
(29,298,236) (1,334,242) - (30,632,478)
{56,089,720) (4,009,617) 365,365 (59,733,972}
5,866,622 1,414,608 (5.081,632) 2,199,598
69,301,643 % 5575511 § (5.242,156) § 69,634,098

Depreciation expense totaled $4,009,617 and $4,045,454 for the years ended June 30, 2015

and 2014, respectively.

Additions to utility assets - sewers reflected above includes capital contributions recorded in
the statements of revenues, expenses and changes in net position totaling $1,708,107 and
$1,376,462 for the years ended June 30, 2015 and 2014, respectively.



REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Long-Term Debt

Long-term debt at June 30 consisted of the following:

Wastewater Revenue Bonds: 2015 2014
2007 Series A:
4.00%, due serially 2016 to 2019 $ 1,280,000 $§ 1,870,000
4.125%, due 2020 240,000 240,000
4.25%, due 2021 250,000 250,000
4.375%, due 2024 815,000 815,000
4.375%, due 2027 930,000 930,000

3,515,000 4,105,000

Kentucky Infrastructure Authority Federally
Assisted Wastewater Revolving Loans, for
various sewer system improvements, due in
semi-annual principal and interest payments:

Loan Interest Maturity
Number Rate Date
A99-04 1.0% 2023 11,272,697 12,619,579
A06-02 1.0% 2027 4,678,912 5,028,626
A07-08 1.0% 2028 993,012 1,061,386
Al0-13 1.0% 2032 5,900,894 5,956,051
Al2-14 2.0% 2033 354,892 271,432
Al2-15 1.0% 2033 1,304,065 1,002,530
Al3-17 1.75% 2035 571,468 -
Al13-028 1.75% 2035 176,310 -
A14-008 1.75% 2035 353,918 -
Note payable, related party 750,000 -
Total long-term debt 29,871,168 30,044,604
Less current maturities (2,822,470) (2,682,080)
Plus unamortized bond premiums 6,364 6,395
Less unamortized bond discounts (33,751) (36,562)

§ 27,021,311 $ 27,332,857
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REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Long-Term Debt, Continued

The following is a summary of certain provisions for the issuance of the Owensboro-Daviess
County Regional Water Resource Agency Wastewater Revenue Refunding and Improvement
Bonds, 2007 Series A:

The 2007 Series A bonds maturing on or after January 1, 2018, are subject to
redemption prior to maturity at the option of the Agency, on or after January 1,2017,
in whole or in part, at a redemption price equal to the principal amount to be
redeemed, plus accrued interest to the date of redemption.

The 2007 Series A bonds maturing January 1, 2024, are subject to mandatory sinking
fund redemption at a redemption price equal to 100% of principal amount as follows:

Year Amount
January 1, 2022 $260,000
January 1, 2023 $270,000
January 1, 2024 $285,000

Bonds maturing January 1, 2027, are subject to mandatory sinking fund redemptions
at a redemption price equal to 100% of principal as follows;

Year Amount
January 1, 2025 $295,000
January 1, 2026 $310,000
January 1, 2027 $325,000

The bonds are secured by and payable solely from the pledged receipts derived from the
collection of rates, rentals and charges for the services rendered by the Agency. In addition,
the Agency is subject to certain covenants relating to rates, reserves, and debt service
coverage.

Proceeds from the 2007 bonds, which were issued to defease the 1996 Series A bonds, were
placed in an irrevocable trust to provide for all future debt service requirements on the 1996
bonds. Accordingly, the trust account assets and the liability for the defeased bonds are not
included in the Agency’s financial statements. At June 30, 2015, $425,000 of bonds
outstanding are considered defeased.

The note payable, related party is due to the City of Owensboro for the Agency’s contribution

towards certain joint sewer system improvements payable in semi-annual installments of
$20,734, including interest at 1%, through June, 2035.
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REGIONAL WATER RESOURCE AGENCY

NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Long-Term Debt, Continued

The following is a summary of long-term debt activity for the year ended June 30, 2015:

Balance Balance Amounts
June 30, June 30, Due Within
2014 Additions Deductions 2015 One Year
Revenue Bonds:
2007 Series A $ 4,105,000 3% - 3 (590,000) $ 3,515,000 $ 610,000
KIA Loans;
A99-04 12,619,579 - (1,346,883) 11,272,696 1,360,385
AD6-02 5,028,626 - (349,714) 4,678,912 353,220
AQ7-08 1,061,386 - (68,373) 993,013 69,059
Al0-13 5,956,051 81,336 (136,493) 5,900,894 275,504
Al2-14 271,432 83,460 - 354,892 14,592
Al2-15 1,002,530 301,535 - 1,304,065 59,210
Al3-017 - 571,468 - 571,468 24,093
Al3-028 - 176,310 - 176,310 7,433
Al4-008 - 353,918 - 353,918 14,921
Note payable,
related party - 750,000 - 750,000 34,053
30,044,604 2,318,027 (2,491,463) 29,871,168 2,822,470
Deferred amounts:
For issuance
premiums 6,895 - (531 6,364 -
For issuance
discounts (36,562) - 2,811 (33,751) -
$_30,014937 $ 2318,027 $ (2,489,183) $ 29,843,781 $ 2,822470

Annual debt service requirements are as follows:

Year ending
June 30 Principal

2016 $ 2,822,470
2017 2,450,148
2018 2,483,062
2019 2,511,216
2020 2,544,611

2021-2025 10,281,054

2026-2030 4,345,958

2031-2035 2,432,649

Total $ 29,871,168

Interest

__ 73130

h 2,858,420

405,607
366,424
334,710
302,457
269,512
843,056
263,524

Total

$ 3,228,077
2,816,572
2,817,772
2,813,673
2,814,123

11,124,110
4,609,482
2,505,779

$ 32,729,588



REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Compensated Absences

The Agency compensates persons leaving employment for any reason for all unused vacation
days, not to exceed the number of days earned for two years.

The qualifying retiree may choose from one of the following options for sick time benefits:

1. Toreceive a cash payment equal to 50% of their current salary value of accumulated
sick leave up to 100 days (800 hours) and 100% for accumulated sick leave in excess
of 100 days for employees hired before July 1, 2015, or 75% for accumulated sick
leave in excess of 60 days for employees hired after July 1, 2015:

2. To apply the value of all accumulated sick leave as a credit toward years of service,
included in the calculation of pension benefits; or

3. To elect a combination of Option 1 and Options 2.

Persons who leave employment for reasons other than retirement are paid only for unused
accumulated sick leave in excess of 100 days along with 25% of the sick time beyond 60
days and up to 100 days.

In addition, compensatory time is forfeited upon termination of employment except for the
qualifying retiree. Upon retirement, all eligible employees shall have the option to reduce the
amount of their vacation/sick payout by the equivalent amount of accumulated compensatory
time and the current calculated employer portion of retirement on this compensatory time.

The cost of these benefits is recognized as an expenditure when paid and totaled $65,244 and
$43,871, for the years ended June 30, 2015 and 2014, respectively. Six and five participants
received benefits in fiscal years 2015 and 2014, respectively.

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate
section for deferred outflows of resources. This separate financial statement element,
deferred outflows of resources, represents a consumption of net position that applies to a
future period(s) and so will not be recognized as an outflow of resources (expense) until then.
The Agency has two items that qualify for reporting in this category: the deferred charge on
refunding reported in the statement of net position totaling $4,507 and $13,523 at June 30,
2015 and 2014, respectively, and the pension deferred outflows totaling $716,459 at June 30,
2015 and 2014. A deferred charge on refunded debt results from the difference in the
carrying value of the refunded debt and its reacquisition price. This amount is deferred and
amortized over the shorter of the life of the refunded or refunding debt. The pension deferred
outflows are described in Note 8 to the financial statements.
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REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Deferred Qutflows/Inflows of Resources, Continued

In addition to liabilities, the statement of financial position will sometimes report a separate
section for deferred inflows of resources. This separate financial statement element, deferred
inflows of resources, represents an acquisition of net position that applies to a future
period(s) and so will not be recognized as an inflow of resources (revenue) until that time.
The Agency has one item which qualities for reporting in this category: the pension deferred
inflows totaling $611,000 at June 30, 2015, as described in Note 8 to the financial
statements.

Pension Plan

Plan Description

The Agency contributes to the County Employees Retirement System (CERS), which is a
cost-sharing multiple-employer defined benefit pension plan administered by Kentucky
Retirement Systems (KRS) that covers all regular full-time members employed in
nonhazardous positions of each participating county, city, and school board, and any
additional eligible local agencies electing to participate in CERS. Kentucky Revised Statute
Section 61.645 assigns the authority to establish and amend benefit provisions to the Board
of Trustees of Kentucky Retirement Systems (Board). CERS issues a publicly available
financial report that can be obtained at www kyret.ky.gov.

Benefits Provided

CERS provides for retirement, disability, and death benefits to system members. Retirement
benefits may be extended to beneficiaries of members under certain circumstances.
Retirement benefits are determined using a formula which considers the member’s final
compensation; benefit factors set by statute which vary depending upon the type / amount of
service, participation date, and retirement date; and years of service. Plan members with a
participation date prior to September 1, 2008, are eligible to retire with full benefits at any
time with 27 or more years of service credit, or at age 65 with at least 48 months of service
credit. Plan members with a participation date on or after September 1, 2008, are eli gible to
retire with full benefits at age 57 if the member’s age and years of service equal 87, or at age
65 with at least 60 months of service credit.

Contributions

Per Kentucky Revised Statues Section 78.545(33), contribution requirements of the active
employees and the participating employers are established and may be amended by the KRS
Board. Plan members who began participating in CERS prior to September 1, 2008, are
required to contribute 5% of their annual creditable compensation. For Plan members who
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REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Pension Plan, Continued

Contributions, Continued

began participating in CERS on or after September 1, 2008, the contribution rate is 6%. The
Agency’s actuarially determined contribution rate for the year ended June 30, 2015, was
17.67% of annual creditable compensation. Contributions to CERS by the Agency were
$719,940 and $733,305 for the years ended June 30, 2015 and 2014, respectively.

Pension Liabilities, Pension Expense, Deferred Qutflows of Resources, and Deferred Inflows

of Resources Related to Pensions

At June 30, 2015, the Agency reported a liability of $5,477,000 for its proportionate share of
the net pension liability. The net pension liability was measured as of June 30, 2014, and the
total pension liability used to calculate the net pension liability was determined by an
actuarial valuation as of that date. The Agency’s proportion of the net pension liability was
based on a projection of the Agency’s long-term share of contributions to the pension plan
relative to the projected contributions of all participating entities, actuarially determined. At
June 30, 2014, the Agency’s proportion was 0.168806%.

For the year ended June 30, 2015, the Agency recognized pension expense of $441,481. At
June 30, 2015, the Agency reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Net difference between projected and actual
earnings on plan investments $ - $ 611,000
Agency contributions subsequent to the
measurement date 716,459 -
Total $ 716,459 $ 611,000

The $716,459 of deferred outflows of resources resulting from the Agency’s contributions
subsequent to the measurement date will be recognized as a reduction of the net pension
liability in the year ending June 30, 2016. Other amounts reported as deferred outflows of
resources and deferred inflows of resources will be recognized in pension expense as
follows:



REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Pension Plan, Continued

Pension Liabilities, Pension Expense, Deferred Qutflows of Resources, and Deferred Inflows

of Resources Related to Pensions, Continued

Year ending June 30,

2016 $ 152,750
2017 152,750
2018 152,750
2019 152,750

$ 611,000

Actuarial Assumptions

The total pension liability in the June 30, 2014, actuarial valuation was determined using the
following actuarial assumptions, applied to all periods included in the measurement:

Inflation 35%
Salary increases  4.5% average, including inflation

Investment rate
of retun 7.75%, net of pension plan investment expense, including inflation

Mortality rates were based on the 1983 Group Annuity Mortality Table for all retired
members and beneficiaries as of June 30, 2006, and the 1994 Group Annuity Mortality Table
for all other members.

The actuarial assumptions used in the June 30, 2014, valuation were based on the results of
an actuarial experience study for the period July 1, 2005 - June 30, 2008.

The long-term expected rate of return on pension plan investments is reviewed as part of the
regular experience studies prepared every five years. The most recent analysis, performed for
the period covering fiscal years 2005 through 2008, is outlined in a report dated August 25,
2009. Several factors are 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-estimate ranges of expected future real rates of
return (expected return, net of investment expense, and inflation) were developed by the
investment consultant for cach major asset class. These ranges were 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 capital market



REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Pension Plan, Continued

Actuarial Assumptions, Continued

assumptions developed by the investment consultant are intended for use over a 10-year
horizon and may not be useful in setting the long-term rate of return for funding pension
plans which cover a longer time frame. The assumption is intended to be a long-term
assumption and is not expected to change absent a significant change in the asset allocation,
a change in the inflation assumption, or a fundamental change in the market that alters
expected returns in future years. The target allocation and best estimates of arithmetic real
rates of return for each major asset class are summarized in the following table:

Long-Term
Target Expected Real Rate
Asset Class Allocation of Return

Domestic equity 30% 8.45%
International equity 22% 8.85%
Emerging market equity 5% 10.5%
Private equity 7% 11.25%
Real estate 5% 7%
Core US fixed income 10% 5.25%
High-yield US fixed income 5% 7.25%
Non US fixed income 5% 5.5%
Commodities 5% 1.75%
TIPS 5% 5%
Cash 1% 3.25%

Total 100%
Discount Rate

The discount rate used to measure the total pension liability was 7.75%. The projection of
cash flows used to determine the discount rate assumed that local employers would
contribute the actuarially determined contribution rate of projected compensation over the
remaining 29 year amortization period of the unfunded actuarial accrued liability. Based on
those assumptions, the Plan’s fiduciary net position was projected to be available to make all
projected future benefit payments of current active and inactive employees. Therefore, the
long-term expected rate of return on Plan investments was applied to all periods of projected
benefit payments to determine the total pension liability.
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REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Pension Plan, Continued

Sensitivity of the Agency’s Proportionate Share of the Net Pension Liability to Changes in
the Discount Rate

The following presents the Agency’s proportionate share of the net pension liability
calculated using the discount rate of 7.75%, as well as what the Agency’s proportionate share
of the net pension liability would be if it were calculated using a discount rate that is 1-
percentage-point lower (6.75%) or 1-percentage-point higher (8.75%) than the current rate:

Agency’s
proportionate share
of net pension

Discount rate liability
1% decrease 6.75% $7.,207,000
Current discount rate 7.75% $5,477,000
1% increase 8.75% $3,948,000

Plan Fiduciary Net Position

Detailed information about the CERS fiduciary net position is available in the separately
issued Kentucky Retirement Systems Comprehensive Annual Financial Report.

Payables to the Pension Plan

The Agency reported payables of $33,335 and $29,855 for the outstanding amount of
contributions due to CERS for the years ended June 30, 2015 and 2014, respectively.

Deferred Compensation

The Agency offers its employees participation in a deferred compensation program
administered by the Kentucky Public Employees’ Deferred Compensation Authority. This
program offers a plan authorized by Section 457(b) of the Internal Revenue Code and a plan
authorized by Section 404(k) of the Internal Revenue Code. Both plans are availabie to all
employees and permit them to defer up to 25% of their compensation (subject to limits) until
future years. The Agency makes no contributions to these plans.

Rate Structure

The Agency’s rate structure is approved by a Rate Review Board comprised of the elected
officials of the Owensboro City Commission and the Daviess County Fiscal Court, sitting as
asingle body. The Rate Review Board was established for the sole purpose of approving any
rates, rentals, charges and borrowings recommended to them by the Regional Water
Resource Agency Board of Directors. During the first six months of fiscal year 2015, the
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REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Rate Structure, Continued

monthly Basic Service Charge, which provides up to 1,500 gallons of wastewater treatment
services was $11.95, the Wastewater User Charge was $4.15 per 1,000 gallons ($3.11 per
100 cubic feet) for all usage above 1,500 gallons of wastewater and the monthly
Environmental Improvement Fee was $1.00.

Effective January 20135, the Basic Service Charge changed to provide up to only 750 gallons
of wastewater treatment services, while remaining at the rate of $11.95 per month.

Effective July 2015, the Wastewater User Charge will increase to $4.39 per 1,000 gallons
(83.29 per 100 cubic feet) for all usage above 750 gallons and the Environmental
Improvement Fee will increase to $2.95 per month.

Risk Management

The Agency is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; errors and omissions; injuries to employees and natural disasters for
which the Agency carries commercial insurance,

The Agency has established a self-insurance plan through a third-party administrator for its
employees’ health insurance coverage. The plan provides for specific claims coverage up to
$45,000 per employee, and maximum aggregate claims and administrative costs up to
$1,257,868 and $1,260,286, for plan years ending October 31, 2015 and 2014, respectively.
The Agency purchases reinsurance through the administrator for claims in excess of those
limits. Premiums are established by the administrator to cover administrative costs, claims
costs, and reinsurance costs. Claims are paid weekly; therefore, a claims liability has not
been reflected in the financial statements. Total claims and administrative expenses totaled
$898,597 and $1,035,172 for the years ended June 30, 2015 and 2014, respectively. Settled
claims have not exceeded insurance coverage for 2015 or 2014, nor has there been any
reduction in insurance coverage from the prior year.

Related Party Transactions

The Agency has entered into an agreement for financial management, IT, and GIS services
with the City. Fees paid for these services in the normal course of business were $379,648
and $373,328 for the years ended June 30, 2015 and 2014, respectively, of which none was
payable at each fiscal year end.

Amounts paid to Daviess County Fiscal Court for landfill services for the years ended June
30, 2015 and 2014, totaled $416,586 and $422,345, of which $26,540 and $26,907 was

payable at each fiscal year end, respectively.
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REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Major Customer

The Agency has a major industrial customer for which wastewater treatment services are
provided. Service income from the customer totaled $2,084,386 and $1,895,939 or 11.8% of
operating revenues for the fiscal years ended June 30, 2015 and 2014, respectively. Accounts
receivable for the customer totaled $129 and $153,008 at June 30, 2015 and 2014,

respectively.
Commitments and Contingencies

Long-Term Control Plan

On September 4, 2007, the Agency agreed to and entered into a Consent Judgment in
Franklin Circuit Court with the Commonwealth of Kentucky’s Environmental and Public
Protection Cabinet (Cabinet) which alleged that the Agency is in violation of Section
402(q)(1) of the Clean Water Act, 33 U.S.C. 1342(q)(1), which required the Agency to fully
implement the Nine Minimum Controls by January 1, 1997, and to submit a written Long-
Term Control Plan (LTCP) to the Cabinet. The Consent Judgment required the Agency to
develop and submit a Framework Document on or before September 5, 2008, for the LTCP.

This Framework Document was submitted on September 2, 2008. The Consent Judgment
further required that the Agency develop and submit the Final LTCP on or before
September 5, 2009. This deadline was extended due to the delay in the Agency receiving
comments from the U.S. Environmental Protection Agency (EPA) and the Cabinet on its
Framework Document. Based on this extension, it was agreed that the Agency would have
nine months from the date the EPA, the Cabinet and the Agency reach an agreement on the
Agency’s approach for the LTCP. Further, the Agency was required to submit a document
outlining the Agency’s Wastewater User Regulation, Capital Improvement Projects List,
Sewer Overflow Response Protocol, Nine Minimum Controls and other documentation as
required by governing agencies. These documents were timely submitted by the Agency.
These documents have been approved by the Cabinet.

On June 12, 2013, RWRA received a letter from the EPA and Kentucky Division of Water
(KDOW) approving RWRA'’s Framework Document. This letter outlined items that both
KDOW and EPA would require as part of RWRA’s Long-Term Control Plan and eventual
documentation. RWRA submitted the Owensboro community’s Long-Term Control Plan to
KDOW and EPA on September 12, 2014. RWRA Staff met with representatives of KDOW
and EPA on October 15, 2014, to formally present its LTCP and address any questions from
either of the regulating authorities. On February 26, 2015, RWRA received a letter from
EPA with questions regarding its submitted Long-Term Control Plan to which RWRA
responded in a timely manner. On June 11,2015, RWRA received a letter from KDOW with
questions requesting more detail about its submitted Long-Term Control Plan and RWRA
submitted its response to KDOW. Currently, RWRA is awaiting a response from EPA and
KDOW regarding these recent submittals and continues to provide KDOW and EPA with

additional information for clarification purposes of the submitted LTCP.
»
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NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Commitments and Contingencies, Continued

Long-Term Control Plan, Continued

The Agency neither admits nor denies the alleged violations but acknowledges that CSO
discharges occur and accepts the obligations imposed by the Consent Judgment. The costs
associated with the implementation of the LTCP for the community are not known at this
time and negotiations associated with the capital improvements shall be part of the LTCP
approval process. The enforcement actions initiated by the Cabinet and EPA are typical of
communities that have combined sewers and the potential for combined sewer overflows. In
the opinion of the Agency, the resolution of any violations and the implementation of the
LTCP will not result in a material adverse affect on the operations, property or finances of
the Agency.

Reclassifications

Certain amounts in 2014 have been reclassified for comparative purposes to conform with
the 2015 presentation.

Impact of Recently Issued Accounting Principles

In fiscal year 2015, the Agency implemented GASB Statement No. 68, Accounting and
Financial Reporting for Pensions (GASBS No. 68), which amends or supersedes the
accounting and financial reporting guidance for pensions that are provided to the employees
of state and local governmental employers through pension plans administered through trusts.
The objective is to improve accounting and financial reporting for pensions by state and local
govemments,

Under GASBS No. 68, the liability to be recognized by participating employers is measured
as the portion of the present value of projected benefit payments to be provided through the
pension plan to current active and inactive employees that is attributed to those employees’
past periods of service (total pension liability), less the amount of the pension plan’s
fiduciary net position. The pension expense and deferred outflows of resources and deferred
inflows of resources related to pensions that are required to be recognized by an employer
result primarily from changes in the components of the net pension liability, as detailed in
Note 8 to financial statements.

In the financial statements, the implementation of GASBS No. 68 resulted in a reduction of
beginning net position of $5,650,000. Accordingly, net position at June 30, 2014, previously
reported at $47,573,564 has been restated as $41,923,564 to reflect this change. Deferred
outflows and inflows related to the implementation of GASBS No. 68 are disclosed in Note 8
to the financial statements,

13
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REGIONAL WATER RESOURCE AGENCY
NOTES TO FINANCIAL STATEMENTS

Years Ended June 30, 2015 and 2014

Impact of Recently Issued Accounting Principles, Continued

Management has not retrospectively applied this change to prior years’ financial statements
because Kentucky Retirement Systems completed its first actuarial valuation to comply with
GASBS No. 68 for the County Employees Retirement System (CERS) as of June 30, 2014.
That valuation was used for valuing pension-related balances as of June 30, 2015. Such
actuarial valuations were not completed for prior years; therefore, the information was not
available to apply GASBS No. 68 retrospectively. As a result, the current period’s financial
statements are not comparable with those of any prior periods.



REGIONAL WATER RESOURCE AGENCY

SCHEDULE OF PROPORTIONATE SHARE OF THE NET PENSION LIABILITY
COUNTY EMPLOYEES RETIREMENT SYSTEM

Last 10 Fiscal Years *

2015

Agency's proportion of the net pension liability 0.168806%
Agency's proportionate share of the net pension liability § 5,477,000
Agency's covered-employee payroll $ 3,881,975
Agency's proportionate share of the net pension liability

as a percentage of its covered-employee payroll 141.09%
Plan fiduciary net position as a percentage of the

total pension liability 66.80%

* Presented for those years for which the information is available.

lad
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REGIONAL WATER RESOURCE AGENCY

SCHEDULE OF CONTRIBUTIONS
COUNTY EMPLOYEES RETIREMENT SYSTEM

Last 10 Fiscal Years *

Contractually required contributions

Contributions in relation to the contractually required contributions

Contribution deficiency (excess)

Agency's covered-employee payroll

Contributions as a percentage of covered-employee payroll

* Presented for those years for which the information is available,

I

2015
b 719,940
(719,940)
$ -
$ 4,074,363
17.67%



REGIONAL WATER RESOURCE AGENCY

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
COUNTY EMPLOYEES RETIREMENT SYSTEM

Year Ended June 30, 2015

Changes of Benefit Terms

None

Changes of Assumptions

None

7
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INDEPENDENT AUDITOR’S REPORT
ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Directors
Regional Water Resource Agency

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of the
Regional Water Resource Agency as of and for the year ended June 30, 2015, and the related notes to
the financial statements, and have issued our report thereon dated November 5, 2015.

Internal Control Over Financial Reporting

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

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

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over financial reporting that might be material weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal
control that we consider to be material weaknesses. However, material weaknesses may exist that

have not been identified.
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Regional Water Resource Agency
Page Two

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Regional Water Resource
Agency’s financial statements are free from material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

Purpose of this Report

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

RN;& W CPAs Fec_

Owensboro, Kentucky
November 5, 2015



