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Independent Auditor’s Report

The Board of Directors
Paducah Water Works
Paducah, Kentucky

We have audited the accompanying financial statements of the business-type activities of Paducah Water
Works, a component unit of the City of Paducah, Kentucky, as of and for the years ended June 30, 2015 and
2014, and the related notes to the financial statements, which collectively comprise Paducah Water Works’
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 an opinion on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards general accepted in the United States of America and the standards
applicable to financial audits contained in Governmental 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 upon 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 respective
financial position of the business-type activities of Paducah Water Works, as of June 30, 2015 and 2014, and
the respective changes in financial position and cash flows thereof for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Change in Accounting Principle

As discussed in Note 14 to the financial statements, in fiscal year 2015, Paducah Water Works adopted new
accounting guidance, GASB Statement No. 68, Accounting & 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 pension schedules on pages 3 through 7 and 20 through 21 be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Government 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 Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 30, 2015,
on our consideration of Paducah Water Works’ internal control over financial reporting and 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 the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering Paducah Water Works’ internal control over financial
reporting and compliance.

Ll il 1 25T
Paducah, Kentucky
September 30, 2015
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Management’s discussion and analysis of Paducah Water Works” (PWW) financial performance provides an
overview of the financial activities for the fiscal year ended June 30, 2015. Please read it in conjunction with
the financial statements, which begin on page 8.

Financial Highlights

e PWW’s net position decreased by $967 thousand (2.0%). Net operations added $2.946 million but that
was offset by the recording of Net Pension Liability of $3.913 million in accordance with GASB 68.
Net income before capital contributions increased by $547.7 thousand to $2.032 million.

e Operating revenues increased by $319.1 thousand (3.1%) to $10.707 million, due mainly to an
increase in water sales revenue of approximately $137.0 thousand and an increase in Capital
Replacement Fee revenue of $119.4 thousand.

e Operating expenses excluding depreciation decreased by $393.1 thousand (5.6%) to $6.679 million.

Using This Annual Report

This annual report consists of a series of financial statements: The Statements of Net Position, The Statements
of Revenues, Expenses and Changes in Net Position and The Statements of Cash Flows. These statements
provide information about the activities of PWW and present a long-term view of the finances.

The Statements of Net Position

The Statements of Net Position include all of PWW’s assets and liabilities and provides information
about the nature and amounts of investments in resources (assets) and the obligations to creditors
(liabilities). The difference between assets and liabilities is reported as net position. Over time
increases or decreases in net position may serve as a useful indicator of whether the financial position
of PWW is improving or deteriorating.

The Statements of Revenues, Expenses and Changes in Net Position

The Statements of Revenues, Expenses and Changes in Net Position identify the revenues generated,
expenses incurred and net position change during the period reported. These statements measure the
success of PWW?’s operations over the reporting period and can be used to determine whether PWW
has successfully recovered all its costs through its water rates and other charges.

The Statements of Cash Flows

The Statements of Cash Flows provide information relating to PWW?’s cash receipts and cash
disbursements during the fiscal year. The statements report net changes in cash resulting from
operations, investing and financing activities, and help the user assess where cash came from, what
cash was used for, and what changes occurred in cash balances during the reporting period.

Financial Analysis

Net Position

Net position may serve over time as a useful indicator of PWW?’s financial position. Net position was $48.40
million at June 30, 2015 compared to $49.37 at June 30, 2014, a decrease of $0.97 million or 2.0%.



Condensed Statements of Net Position

(amounts expressed in thousands)

As of June 30, Increase Percent

2018 2014 (Decrease) Change

Current and other assets $ 9578 §$ 9,115 $ 463 5%
Capital assets, net 50,476 48,544 1,932 4%
Total assets 60,054 57,659 2,395 4%
Deferred outflows of resources 469 - 469 100%
Current liabilities 2,302 2,344 (42) 2%
Long-term liabilities 9,398 5,948 3,450 58%
Total liabilities 11,700 8,292 3,408 41%
Deferred inflows of resources 423 - 423 100%

Net assets:

Invested in capital assets 44,528 42,254 2,274 5%
Restricted 0 0 0 0%
Unrestricted 3,872 7,113 (3,241) -46%
Total net position $48,400  $49,367 $ (967) 2%

By far, the largest portion of PWW’s net position reflects its investment in capital assets (i.e., utility plant),
less any related debt used to acquire those assets that are still outstanding. Although PWW?’s investment in its
capital assets is reported net of related debt, it should be noted that the resources to repay this debt must be
provided from other sources, since the capital assets themselves are not intended to be used to liquidate these
liabilities.

The remaining balance of net position represents unrestricted net position and may be used to meet PWW’s
ongoing obligations to creditors.

The decrease in net position during the current fiscal year indicates a diminished financial position. The main
reason for the decrease in net position during this fiscal year was the addition of a $3.913 million Net Pension
Liability in accordance with GASB 68. This liability depicts an estimate of Paducah Water’s share of the
County Employees Retirement System’s net pension liability and will be adjusted annually.

Change in Net Position

While the statements of net position show the make-up of PWW’s assets, liabilities and net position at year-
end, the statements of revenues, expenses and changes in net position provide information on the source of the
change during the year. The three sources of the decrease in net position of $967 thousand were income
before capital contributions (formerly net revenue) of $2.032 million, capital contributions of $914 thousand
and the GASB 68 adjustment to net pension liability which was a decrease of $3.913 million.



Condensed Statements of Revenues, Expenses and Changes in Net Position
(amounts expressed in thousands)

Years ended June 30, Increase Percent
2015 2014 (Decrease) Change
Operating revenues $10,707 $10,388 $ 319 3%
Nonoperating revenues 15 16 (1) -6%
Total revenues 10,722 10,404 318 3%
Operating expenses 6,679 7,072 . (393) -6%
Nonoperating expenses 2,011 1,848 163 9%
Total expenses 8,690 8,920 (230) 3%
Income before capital
contributions (formerly
net revenue) 2,032 1,484 548 37%
Contributions 914 430 484 113%
Increase in net position 2,946 1,914 1,032 54%
Beginning net position 49,367 47,453 1,914 4%
Prior period adjustment (3,913) - (3,913)
Ending net position $48,400 $49,367 $ (967) 2%

Income before capital contributions increased by $548 thousand from the previous year mainly due to
increased water sales revenue and capital replacement fee revenue of $256 thousand and a decrease in
operating expenses of $393 thousand. The decrease in operating expenses was due mainly to decreased
chemical costs, decreased distribution system maintenance costs and decreased wages and benefit costs.

Capital Assets and Long-Term Debt

PWW’s net investment in plant, lines, and other facilities increased by $1.933 million in FY 2015. Major
additions included a MIOX on-site disinfectant generation system ($980 thousand), a redundant main
extension on North 8" street ($400 thousand) and phase I of a main extension project on Lovelaceville Road
($236 thousand). '

During FY 2015, long-term debt increased by $3.449 million due to the Net Pension Liability increase of
$3.794 million which was offset by $341 thousand in principal payments that were made on notes payable.
Total long-term debt as of June 30, 2015 is $9.398 million. This consists of KIA debt that was assumed in
order to connect the Paducah system with the Reidland system as well as improvements to the Reidland area
system and Net Pension Liability of the County Employees Retirement System.

Budgetary Controls

PWW operates its general activities in accordance with a budget adopted by its Board. As demonstrated by
the statements included in the financial section of this report, PWW continues to meet its responsibility for
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sound financial management.

Total operating revenues for the period were $10.707 million compared to a budget of $10.934 million. Total
operating expense was under the budgeted amount for the fiscal year ended by 7.0%. Actual operating
expense was $6.679 million compared to a budget of $7.181 million. Net Revenue ended $261 thousand over
budget for the period.

Currently Known Facts, Decisions or Conditions

This section discusses currently known facts, decisions or conditions as of the date of the auditor’s report that
are expected to have a significant effect on PWW’s financial position (net position) or results of operations
(revenues, expenses, and other changes in net position).

PWW has a significant percentage of water mains that are aging. Over the next twenty-five years, these water
mains will need to be replaced at what will be a significant expense to the rate payers. Management estimates
that nearly $100 million will need to be spent over the next fifty to sixty years replacing aging water mains. In
FY2010, a Capital Replacement and Expansion fee was instituted for all customers based on meter size that
will add additional revenue of approximately $2 million per year. This fee partnered with other operating
revenue will begin to allow Paducah Water to address this issue.

Requests for Additional Information

This financial report is designed to provide a general overview of PWW’s finances for all those with an
interest in PWW?’s finances. Questions concerning any of the information provided in this report or requests
for additional information should be addressed to:

Controller

Paducah Water

P.O. Box 2377

Paducah, Ky 42002-2377



Statement of Income and Expense
For the twelve months ended June 30, 2015

(amounts expressed in thousands)

Operating revenue

Operating expenses
Pumping & purification
Distribution & engineering

Office & administrative
Other

Total expenses

Net operating income

Other income (expenses)
Interest income

Other

Depreciation

Interest on funded debt

Net Revenue

Increase

Actual Budget (Decrease)
$10,707 $10,934 $(227)
2,269 2,509 (240)
1,780 1,953 (173)
1,803 1,853 (50)
827 866 (39)
6,679 7,181 (502)
4,028 3,753 275
15 16 (D
49 0 49
(1,983) (1,920) (63)
an (8 1
(1,996) (1,982) (14)
$ 2,032 $ 1,771 $ 261

Percent
Difference

2%

-10%
-9%
-3%
-5%
7%

7%

-6%
0%
3%

-1%
1%

15%



BASIC FINANCIAL STATEMENTS



Current Asset

ASSETS

S:

Cash and cash equivalents
Accounts receivable

Material and supplies inventory

Accrued unbilled revenue
Other current assets

Total current assets

Capital Assets:

Utility plant

in service

Construction in progress

Totals

Less accumulated depreciation

Total capital
Other Assets:

assets

KIA replacement reserve
Cash, designated

Certificates of deposit, designated

Total other assets

Total assets

PADUCAH WATER WORKS
STATEMENTS OF NET POSITION
JUNE 30

DEFERRED OUTFLOWS OF RESOURCES

Contributions subsequent to the measurement date

LIABILITIES

Current Liabi

lities:

Notes payable, KIA
Accounts payable, trade

Other accrued expenses and current

liabilities

Total current liabilities

Long-Term Debt:
Notes payable, KIA

Net pension

liability

Total long-term debt

Total liabilities

DEFERRED INFLOWS OF RESOURCES

Difference between projected and actual earnings

NET POSITION

Net investment in capital assets

Unrestricted

TOTAL NET POSITION

See notes to financial statements.

2015 2014
$ 1,414,719 § 1,254,787
577,722 591,627
645,471 630,723
1,113,567 1,099,201
797,634 977,486
4,549,113 4,553,824
86,180,280 80,793,963
531,621 2,685,360
86,711,901 83,479,323
36,235,553 34,935,540
50,476,348 48,543,783
75,000 56,250
3,646,493 3,163,760
1,307,400 1,341,651
5,028,893 4,561,661
60,054,354 57,659,268
468,678 -
344,600 341,179
747,648 747,382
1,210,137 1,255,287
2,302,385 2,343,848
5,603,587 5,948,187
3,794,000 -
9,397,587 5,948,187
11,699,972 8,292,035
423,460 -
44,528,161 42,254,417
3,871,439 7,112,816
$48,399,600 $49,367,233




PADUCAH WATER WORKS
STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
YEARS ENDED JUNE 30

Operating Revenues:
Metered water sales
Fire protection fees
Municipal water sales
Collection fees and late payment charges
Capital replacement fee
Miscellaneous

Total operating revenues
Operating Expenses:

Pumping and purification

Transmission and distribution

Office and administrative

Other

Total operating expenses
Operating income
Nonoperating Revenues (Expenses):

Interest income

Other interest

Depreciation

Gain (loss) on disposal of capital asset

Other

Net nonoperating revenues (expenses)
Income before capital contributions
Capital Contributions:

Connection fees

Donated surplus

Saferoom grant

Total capital contributions

Change in net position

Net position - beginning
Prior period adjustment

Net position, beginning, as restated

NET POSITION, ENDING

See notes to financial statements.
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2015 2014
~$ 7,533,438 $ 7,396,452
138,007 128,897
42,085 39,578
362,482 339,825
2,324,125 2,204,735
306,945 278,479
10,707,082 10,387,966
2,269,224 2,465,513
1,780,214 1,874,320
1,803,186 1,925,572
826,607 806,937
6,679,231 7,072,342
4,027,851 3,315,624
15,185 15,849
(77,027) (82,160)
(1,983,290) (1,828,770)
24,776 60,017
24,485 3,759
(1,995,871) (1,831,305)
2,031,980 1,484,319
225,592 202,700
688,620 64,400
- 163,000
914,212 430,100
2,946,192 1,914,419
49,367,233 47,452,814
(3,913,825) -
45,453,408 47,452,814
$48,399,600 $49,367,233




PADUCAH WATER WORKS
STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30

Cash Flows from Operating Activities:
Receipts from customers
Payments to suppliers
Payments to employees

Net cash provided by operating activities

Cash Flows from Capital and Related Financing
Activities:
Capital contributions
Acquisitions of capital assets
Proceeds from sale of assets
Principal paid on capital debt
Interest paid on capital debt

Net cash used by capital and related
financing activities

Cash Flows from Investing Activities:
Purchase of investments
Sale of investments
Interest on investments

Net cash provided by investing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

CASH AND CASH EQUIVALENTS, END OF YEAR

Reconciliation of operating income to net cash provided by
operating activities:
Operating income
Adjustments to reconcile operating income to net cash
provided by operating activities:
Changes in assets and liabilities:
(Increase) decrease in accounts receivable
(Increase) decrease in accrued unbilled revenue
(Increase) decrease in inventory
(Increase) decrease in other current assets
(Increase) decrease in deferred outflows of resources
Increase (decrease) in accounts payable
Increase (decrease) in accrued payroll
Increase (decrease) in other current liabilities
Increase (decrease) in deferred inflows of resources
Increase (decrease) in net pension liability

NET CASH PROVIDED BY OPERATING ACTIVITIES

See notes to financial statements.
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2015 2014
$10,706,621 $10,240,605
(3,957,758) (4,003,134)
(2,784,874) (2,844,112)
3,963,989 3,393,359
225,592 202,700
(3,227,234) (3,532,376)
49,261 279,737
(341,179) (337,793)
(77,027) (82,160)
(3,370,587) (3,469,892)
(4,540) (7,203)
38,791 -
15,012 15,846
49,263 8,643
642,665 (67,890)
4,418,547 4,486,437

_8 5,061,212

$ 4,027,851

13,905
(14,366)
(14,748)
180,023

(468,678)
266

12,462
(76,361)
423,460

(119,825)

$ 4,418,547

$ 3,315,624

(78,415)
(68,946)
139,882

(61,423)

(11,316)

5,933
152,020

5 3,963,989

83,393,359



PADUCAH WATER WORKS
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2015 AND 2014

Note 1 - Summary of Significant Accounting Policies:
Reporting Entity

Paducah Water Works is a municipal utility, purchased by the City of Paducah in 1930. The area served is
virtually all of McCracken County, including a separate water district, as well as a small portion of
Marshall County and Graves County. Effective July 18, 2012, the Hendron Water District merged with
Paducah Water Works. Paducah Water Works assumed control of Hendron Water District on August 1,
2012.

Paducah Water Works serves 26,700 customers with 14,600 of these in the City of Paducah and the
remainder in the areas previously described.

Basis of Accounting

Paducah Water Works’ financial statements are prepared in accordance with generally accepted
accounting principles (GAAP) as applied to governmental units. This requires the accrual basis of
accounting for proprietary entities. The Governmental Accounting Standards Board (GASB) is the
accepted standard-setting body for establishing governmental accounting and financial reporting
principles.

Paducah Water Works is a single fund government and a component unit of the City of Paducah with the
Board of Directors appointed by the Mayor. Paducah Water Works has no oversight responsibility for any
other entity since control or dependence is determined on the basis of budget adoption, taxing authority,
funding, and appointment of the respective governing board.

Basic Financial Statements

Paducah Water Works’ basic financial statements include the Statements of Net Position; the Statements
of Revenues, Expenses, and Changes in Net Position; and the Statements of Cash Flows. Paducah Water
Works has only one fund that uses a set of self-balancing accounts comprised of its assets, liabilities, net
position, revenues, and expenses.

The statements are prepared on a full accrual, economic resource basis, which recognizes all long-term
assets and receivables as well as long-term debt and obligations.

Cash and Cash Equivalents

For purposes of reporting cash flows, Paducah Water Works does not consider certificates of deposit,
regardless of maturity, as cash equivalents.

Materials and Supplies Inventory
Materials and supplies inventory is valued at weighted average cost.
Depreciation

Depreciation is computed on the straight-line basis over the estimated useful lives of various classes of
assets. It is Paducah Water Works’ policy to include amortization expense on assets acquired under
capital leases with depreciation expense on owned assets.

Distribution mains, service lines, standpipes, and tanks 60 years
Booster station, raw water intake, and treatment plant equipment 40 years
Meters 25 years
Hydrants 40 years
Buildings 40-60 years
Other equipment 5-15 years

(Continued)
-11-



PADUCAH WATER WORKS
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2015 AND 2014

Note 1 - Summary of Significant Accounting Policies:

Net Position
Net assets are displayed in three components:

a. Net invested in capital assets - Consists of capital assets including restricted capital assets, net of
accumulated depreciation, and unpaid debt financing.

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

c. Unrestricted net position - All other net position that does not meet the definition of “restricted” or
“invested in capital assets.”

Capital Contributions

Capital contributions are derived from three main sources: 1) customers, in the form of tap fees; 2)
developers, when they construct and pay for water lines and then donate these additions to Paducah Water
Works; and 3) other governments, in the form of grant contributions for capital assets. Developer
contributions are recorded at the developer’s cost and are depreciated over their estimated useful lives
using the straight-line method.

Employee Compensated Absences

Employees of Paducah Water Works are entitled to paid vacations and sick days depending on job
classification, length of service, and other factors and, accordingly, Paducah Water Works has recorded the
accrual in the accompanying financial statements.

Deferred Outflows and Deferred Inflows

Deferred outflow of resources represents a consumption of net position by Paducah Water Works that is
applicable to a future reporting period and will not be recognized as an outflow of resources
(expenditure/expense) until that time. Deferred inflow of resources represents an acquisition of net
position by Paducah Water Works that is applicable to a future reporting period and will not be recognized
as an inflow of resources (revenue) until that time.

Paducah Water Works reports deferred inflows and outflows of resources with respect to their
participation in the County Employee Retirement System as discussed further in note 7.

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
County Employee’s Retirement System (CERS) and additions to/deductions from the plan’s fiduciary net
position has been determined on the same basis as they are reported by the plan. 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.

(Continued)
-12-



PADUCAH WATER WORKS
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2015 AND 2014

Note 1 - Summary of Significant Accounting Policies (continued):
Operating Revenues and Expenses

Operating revenues consist primarily of charges to customers for the sale of water. Operating expenses
consist of the cost of providing water, including administrative expenses. All other revenues and expenses
are classified as non-operating.

Accrued unbilled revenue represents the portion of water service provided that was unbilled as of the end
of the year.

Bad Debts

The Company uses the direct write-off method in recognizing bad debts expense. Generally accepted
accounting principles require that the allowance method be used to reflect bad debts. However, the effect
of the use of the direct write-off method is not materially different from the results that would have been
obtained had the allowance method been followed. The Company expensed $30,695 and $44,685 in bad
debts during the years ended June 30, 2015 and 2014, respectively.

Use of Estimates

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

Subsequent Events

Subsequent events were evaluated through September 30, 2015, which is the date the financial statements
were available to be issued.

Note 2 - Deposits:

The investment policies of Paducah Water Works are governed by the State statute. In general, this
requires that all deposits and investments, not covered by FDIC insurance, are to be collateralized. For the
years ended June 30, 2015 and 2014, Paducah Water Works’ financial institution balances were fully
collateralized as required by State statute.

Deposits consist of savings and checking accounts and certificates of deposit that mature in twelve months
or less. The financial institution balances of Paducah Water Works’ deposits were $6,440,583 for the year
ended June 30, 2015. The book balance was $6,368,788. Of the various financial institution balances at
June 30, 2015, $500,000 was insured by federal depository insurance, and the remaining balance was
subject to custodial credit risk. Custodial credit risk is the risk that in the event of a bank failure, the
Utility’s deposits may not be returned to it. The remaining balance of $5,940,583 was uninsured and
collateralized with securities held by the pledging bank’s agent not in Paducah Water Works’ name.

Note 3 - Reserve Fund:

As required by the Note Agreement with the Kentucky Infrastructure Authority, Paducah Water Works is
required on December 1 each year beginning December 1, 2011 to transfer $18,750 into replacement
reserve until the account balance reaches $187,500. At June 30, 2015, $75,000 had been transferred into a
replacement reserve account.

(Continued)
-13-



PADUCAH WATER WORKS
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2015 AND 2014

Note 4 - Capital Assets:

A summary of capital asset activity for the year ended June 30, 2015, is as follows:

Balance

June 30, 2014
$ 83,479,323

(34.935.540)
$48543.783  §1.932.563

Capital assets
Accumulated depreciation

CAPITAL ASSETS, NET

Note S - Notes Payable, KIA:

Notes payable, KIA represents financing from the Kentucky Infrastructure Authority.

1.00% with a .25% annual service fee.

_Increases
$ 3,915,855

(1.983.290)

Decreases
$(683,277)

683,277

i -

Balance

June 30, 2015
$ 86,711,901

(36.235.553)
$50,476,348

Interest rate is

The annual requirements to amortize the outstanding debt as of June 30, 2015, are as follows:

Note 7 - Employee Benefits:

25%
Year Ending Service R&M
June 30 Principal _Interest Fee Reserve Total
2016 $ 344,600 $ 58,623 $ 14,656 § 18,750 § 436,629
2017 348,054 55,168 13,792 18,750 435,764
2018 351,543 51,679 12,920 18,750 434,892
2019 355,068 48,155 12,039 18,750 434,012
2020 358,627 44,595 11,149 18,750 433,121
2021-2025 1,847,790 168,320 42,080 18,750 2,076,940
2026-2030 1,942,287 73,823 18,456 - 2,034,566
2031 400.218 3.004 750 - 403,972
TOTALS $5948,187 $503.367  $125.842 $112.500 36,689,806
Note 6 - Change in Long-Term Liability:
Balance Balance
June 30,2014 _Increases, _Decreases  June 30,2015
Notes payable, KIA
Reidland Interchange $6.289.366 $ - $341.179 $5.948.187
TOTALS $6280366 § -  $34L179  $5.948,187

Employees of Paducah Water Works participate in the County Employees’ Retirement System (CERS), a
cost-sharing, multiple-employer, defined benefit pension plan, which is administered by the Kentucky

Retirement Systems.

The plan covers all eligible full-time employees and provides for retirement,

disability, and death benefits to plan members. Retirement benefits may be extended to beneficiaries of

plan members under certain circumstances.

Cost of living (COLA) adjustments are provided at the

discretion of the State legislature. Under the provisions of Kentucky Revised Section 61.645, the Board of
Trustees of Kentucky Retirement Systems provides for the establishment of the system and benefit
amendments are authorized by the State legislature. The Kentucky Retirement Systems issues a publicly
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PADUCAH WATER WORKS
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2015 AND 2014

Note 7 - Employee Benefits (continued):

available financial report that includes financial statements and required supplementary information for the
plan. The report may be obtained by writing or calling the plan:

Kentucky Retirement Systems
Perimeter Park West

1260 Louisville Road
Frankfort, KY 40601-6124
(502) 564-4646.

Funding policies. Contribution rates are established by the Kentucky Revised Statutes. Plan members of
CERS are required to contribute 5.000% of their annual covered salary, and Paducah Water Works
provides a contribution of 17.67% of that salary. The required contribution rate for fiscal year ending June
30, 2014 was 18.89%. For employees hired on September 1, 2008, or thereafter, an additional 1% must be
contributed by employees to a health insurance account.

Pension liabilities, pension expense, and deferred outflows of resources and deferred inflows of resources
related to pensions. At June 30, 2015, Paducah Water Works reported a liability of $3,794,000 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. Paducah Water Works’ proportion of the net pension liability was
based on a projection of Paducah Water Works® share of contributions to the pension plan relative to the
total contributions of the all participating employers. At June 30, 2014, Paducah Water Works’ proportion
was .116929%.

As a result of its requirement to contribute to CERS, Paducah Water Works recognized pension expenses
of $303,635 for the year ended June 30, 2015. At June 30, 2015, Paducah Water Works reported deferred
outflows of resources and deferred inflows of resources from the following sources as a result of its
requirements to contribute to CERS:

Deferred Outflows Deferred Inflows
Of Resources Of Resources
Net differences between projected and actual earnings
on pension plan investments $ - $423,460
District contributions subsequent to the measurement
date 468.678 -
TOTALS $468.678 $423.460

Deferred outflows of resources in the amount of $468,678 related to pensions resulting from district
contributions subsequent to the measurement date will be recognized as a reduction of the net pension
liability in the year ended June 30, 2016. Other amounts reported as deferred outflows of resources and
deferred inflows of resources related to pensions will be recognized in pension expense as follows:

Year Ended
June 30
2016 $105,865
2017 105,865
2018 105,865
2019 105,865

(Continued)
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PADUCAH WATER WORKS
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2015 AND 2014

Note 7 - Employee Benefits (continued):

The net pension liability as of June 30, 2015, is based on the June 30, 2014, actuarial valuation for the first
year of implementation. As a result, there are no differences between expected and actual experience or
changes in assumptions subject to amortization. Deferred outflows and inflows related to differences
between projected and actual earnings on plan investments are netted and amortized over a closed five year

period.

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

Inflation — 3.5%
Salary increases — 4.5%, average including inflation
Investment rate of return — 7.75%, net of pension plan investment expense including inflation

The rates of mortality for the period after service retirement are according to 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 Group Mortality Table set forward five years is used for the
period after disability retirement. The long-term expected return on plan assets is reviewed as part of the
regular experience studies prepared every five years for KRS. 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 each 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
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.

Discount rate. The discount rate determination does not use a municipal bond rate. Projected future
benefit payments for all current plan members were projected through 2116. The target allocation and best
estimates of arithmetic nominal rates of return for each major asset class are summarized in the following
table:

Asset Target Long-Term Nominal
Class Allocation —Rate 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% 7.75%
TIPS 5% 5%
Cash 1% 3.25%
Total 100%
(Continued)
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PADUCAH WATER WORKS
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2015 AND 2014

Note 7 - Employee Benefits (continued):

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 contributions from plan members and employers will be made
at statutory contributions rates. Based on those assumptions, the pension plan’s fiduciary net position was
projected to be available to make all projected future benefit payments of current active and inactive
employees. The long-term assumed investment rate of return was applied to all periods of projected
benefit payments to determine the total pension liability.

Sensitivity of the Paducah Water Works’ proportionate share of the net pension liability to changes in the
discount rate. The following presents Paducah Water Works® proportionate share of the net pension
liability calculated using the discount rate of 7.75%, as well as what Paducah Water Works’ 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:

1% Current 1%
6.75% 7.75% 8.75%
Paducah Water Works’ proportionate share
of the net pension liability $4,992,147 $3,794,000 $2,734,689

Payables to the pension plan. At June 30, 2015, the financial statements include $0 in payables to CERS.
These are legally required contributions to the plan. These amounts are not accounted for in the net
pension liability.

Health Insurance

Paducah Water Works no longer has a self-insured health plan but rather a traditional health insurance
plan through Anthem. A majority of the cost of the plan is borne by Paducah Water Works. Health
insurance expense was $621,143 and $590,502 for years ended June 30, 2015 and 2014, respectively.

Note 8 - Disclosures Regarding the Statement of Cash Flows:

For purposes of the Statement of Cash Flows, the composition of cash and cash equivalents at June 30,
2015 and 2014, is as follows:

2015 2014
Cash and cash equivalents $1,414,719 $1,254,787
Cash, designated _3.646.493 _3.163.760
TOTAL CASH AND CASH EQUIVALENTS 35,061,212 $4.418,547
Noncash capital and related financing activities:

2015 2014 _

NONCASH CAPITAL CONTRIBUTIONS $ 688,620 $ 227,400
(Continued)
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Note 9 - Other Current Assets:

Other Current Assets consisted of the following:

-18-

2015 2014
Miscellaneous receivable $ 586,225 §$ 787,134
Accrued interest receivable 201 31
Prepaid insurance 67,437 104,397
Health insurance premium receivable 89,016 33,718
Flex advance receivable 17,547 19,832
Other 37.208 32,374
TOTAL OTHER CURRENT ASSETS $ 797,634 $ 977,486
Note 10 - Other Accrued Expenses and Current Liabilities:
Other accrued expenses and current liabilities consisted of the following:
2015 2014
Accrued payroll and payroll withholdings $ 93418 § 82,947
Accrued sales tax 23,539 23,803
City refuse and dumpster payable 165,962 172,943
Sewer service collections payable 496,056 503,253
Deposit collections payable 60,958 54,738
Accrued sick and vacation time 211,796 239,106
Customer advances 38,828 38,828
Other 119,580 139.669
TOTAL ACCRUED EXPENSES AND CURRENT LIABILITIES $1,210,137 $1.255.287
Note 11 - Miscellaneous Revenues:
Miscellaneous revenues consisted of the following:
__ 2015 _2014
Returned checks $ 7,562 $ 9,519
Re-established service 125,529 114,679
Meter replacement 7,620 15,455
Service calls 15,030 17,624
New service 123,624 118,624
Miscellaneous fees 27,580 2.578
TOTAL MISCELLANEOUS REVENUE $306.945  $278,479
Note 12 - Other Operating Expenses:
Other operating expenses consisted of the following:
2015 2014
Legal and professional expenses $ 25384 § 31,214
Insurance expense 797,567 767,535
Wellness Program 3,656 8.188
TOTAL OTHER OPERATING EXPENSES $826,607 $806,937
(Continued)



PADUCAH WATER WORKS
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2015 AND 2014

Note 13 - Gain (Loss) on Disposal of Capital Asset:
Gain (loss) on Disposal of Capital Asset as of June 30, 2015 consisted of:

Sale of two trucks $24.776
TOTAL GAIN ON DISPOSAL OF CAPITAL ASSET $24,776

Gain (loss) on Disposal of Capital Asset as of June 30, 2014 consisted of:

Gain on sale of office building $38,430
Gain on sale of SCADA equipment 12,111
Gain on sale of old vac unit 8,000
Sale of other assets 1,476
TOTAL GAIN ON DISPOSAL OF CAPITAL ASSET $60,017

Note 14 - Change in Accounting Principle and Restatement of Beginning Net Position:

In June 2012, the Governmental Accounting Standards Board (GASB) issued Statement No. 68, Accounting
and Financial Reporting for Pensions, which amends GASB Statement No. 27. The new standard
addresses several issues regarding public pension plans, including the liabilities reported pertaining to
unfunded portions and the disclosure requirements of those plans. The standard is effective for Paducah
Water Works for the fiscal year beginning July 1, 2014. The new standard requires Paducah Water Works
to report its proportionate share of the total net pension liability of the County Employee Retirement System
Plan as a liability on the statement of net position and on the statement of revenues, expenses, and changes
in net position. The standard also requires the deferral of changes in the net pension liability and
amortization of those changes over set periods.

According to GASB Statement No. 68, Paducah Water Works’ proportionate share of the County
Employee Retirement System’s total net pension liability must be reported by Paducah Water Works as
well as deferral and amortization of changes in the net pension liability. Paducah Water Works’
proportionate share of the net pension liability and deferred outflows at July 1, 2014 was $4,423,583 and
$509,758, respectively. Beginning net position at July 1, 2014, has been adjusted to reflect this.

Net position July 1, 2014, as previously stated $49,367,233
Proportionate share of net pension liability $(4,423,583)
Deferred outflows:

Contributions made after the measurement date 509,758
Adjustments to net position (3.913.825)
NET POSITION JULY 1, 2014, AS RESTATED $45,453,408

The net position at June 30, 2013 and related deferred outflows and inflows could not be determined in a
practical manner. Therefore, net position at June 30, 2013 has not been restated and is presented based on
previous guidance under GASB Statement No. 27.
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PADUCAH WATER WORKS
SCHEDULE OF EMPLOYER'S PROPORTIONATE SHARE OF THE

NET PENSION LIABLITY
COUNTY EMPLOYEE'S RETIREMENT SYSTEM (CERS)
LAST FISCAL YEAR*
2015

Employer's proportion of the

net pension liability (asset) 0.116929%
Employer's proportionate share

of the net pension liability (asset) $3,794,000
Employer's covered-employee payroll $2,691,468
Employer's proportionate share of the net

pension liability (asset) as a percentage

of its covered-employee payroll 140.96%
Plan fiduciary net position as a percentage

of the total pension liability 66.80%

* The amounts presented for each fiscal year were determined as of June 30. Until a full 10-year trend
is compiled, governments will present information only for those years for which information is available.

NOTE: This schedule is based on the last measurement date of the net pension liability.
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Contractually required contribution

Contributions in relation to the
contractually required contribution

Contribution deficiency (excess)
Employer’s covered-employee payroll

Contributions as a percentage of
covered-employee payroll

PADUCAH WATER WORKS
SCHEDULE OF EMPLOYER CONTRIBUTIONS
COUNTY EMPLOYEE'S RETIREMENT SYSTEM (CERS)

LAST SIX FISCAL YEARS*
__ 2015 2014 2013 2012 2011 2010
$ 465,557 $ 506,778 $ 505,150 $ 441,475 $ 381,842 $ 355,107
468,678 509,758 504,070 436,993 380,545 350,611
§ @3,021) § (2980) $ 1,080 $ 4,482 $ 1,297 $ 4,49
$2,634,729 $2,682,783 $2,583,885 $2,328,453 $2,255,417 $2,197,442
17.67% 18.89% 19.55% 18.96% 16.93% 16.16%

* The amounts presented for each fiscal year were determined as of June 30. Until a full 10-year trend
is compiled, governments will present information only for those years for which information is available.

NOTE: This schedule is determined as of the employer's most recent fiscal year-end.
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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

The Board of Directors
Paducah Water Works
Paducah, Kentucky

We have audited, in accordance with the auditing standards generally accepted in the United States of America
and the standards applicable to the financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States, the financial statements of the business-type activities of Paducah
Water Works as of and for the years ended June 30, 2015 and 2014, and the related notes to the financial
statements, which collectively comprise Paducah Water Works’ basic financial statements, and have issued
our report thereon dated September 30, 2015.

Internal Control Over Financial Reporting

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

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

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

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Paducah Water Works’ financial statements are free
of 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
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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 result of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

Paducah, Kentucky
September 30, 2015
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