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INDEPENDENT AUDITOR' S REPORT 

Report on the Financial Statements 

M EMBER 

A MERICAN I NSTmrrE OF CPA's 

K ENTUCKY Soc:IETY OF CPA's 

We have audited the accompanying fi nancial statements of the business-type act1v1t1es of the 
Farmdale Water District (Distr ict), a nonprofit governmental organization, as of and for the years ended 
December 31 , 20 17 and 20 16, and the related notes to the financia l statements, which co llective ly comprise 
the Farmdale Water Districts basic financial statements as listed in the table of contents. 

Management's Responsibility for the Financial Statements 

Management is responsible fo r the preparation and fa ir presentati on of these financial statements 
in accordance with accounting principles generall y accepted in the United States of America; this includes 
the design. implementation, and maintenance of internal control rel evant to the preparation and fa ir 
presentation of financial statements that are free from material mi sstatement, 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 audit ing standards generally accepted in the United States of 
America and the standards applicab le to financial audi ts contained in Government Auditing Standards, 
issued by the Comptroller Genera l of the United States. Those standards require that we plan and perform 
the audit to obtain reasonable as urance about whether the financial statements are free of material 
misstatement. 

An aud it includes performing procedures to obta in audit ev idence about the amounts and 
disclosures in the financia l statements. The procedures selected depend on the auditor's judgment, 
including the assessment of the ri sks of material misstatement of the financial statements, whether due to 
fraud or error. In mak ing those risk assessments, the auditor considers interna l control relevant to the 
en tity 's preparation and fair presentation of the financial statements in order to design aud it 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 aud it also includes eva luating 
the appropriateness of accounting policies used and the reasonableness of significant accounting estimates 
made by management, as wel l as eva luating the overa ll presentation of the financia l statements. 

We believe that the audit ev idence we have obta ined is sufficient and appropriate to provide a basis 
for our audit op in ions. 
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Opinions 

In our opinion, the financial statements referred to above present fai rly, in all material respects, the 
respective financial position of the business type activities of the Farmdale Water District as of December 
3 I, 20 I 7 and 20 16, and the respective changes in its net position and its cash flows for the year then ended 
in accordance with accounting principles generally accepted in the United States of America. 

Other Matters 

Accounting principles generall y accepted in the United States of America require that the 
management's discuss ion and analys is on pages 5 through 12, the Schedule of the Districts Proportionate 
Share of the CERS Net Pension Liabi lity on page 39 and Schedule of Contributions to CERS on page 40 
be presented to supplement the basic financial statements. Such information, although not a pa1t of the 
bas ic fi nanc ial statements, is required by the Governmental Accounting Standards Board, who considers it 
to be an essential pa1t of financial reporting for placing the basic fi nancial statements in an appropriate 
operational, econom ic, or historical context. We have applied certa in lim ited procedures to the required 
supplementary in fo rmation in accordance with auditing standards generally accepted in the Un ited States 
of America, which consisted of inquiries of management about the methods of preparing the information 
and comparing this information for consistency with management's responses to our inqu iries, 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 limi ted procedures 
do not prov ide us with sufficient ev idence to express an opinion or provide any assurance. 

Other Re porting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated May 29, 
20 18 on our cons ideration of the District's internal control over financial repo1t ing 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 so lely to describe the scope of our testing of internal control over financ ial 
reporting and compliance and the results of that testing, and not to provide an opi nion on the effectiveness 
of the Districts interna l control over financial repo1ting or on compliance. That repo1t is an integral part of 
an audit performed in accordance with Government Auditing Standards in considering the District's internal 
control over financia l repo1ting and compl iance. 

Harrod & Associates, PSC 
r-rankfo1t, KY 4060 I 

May 29, 20 18 
cys: 4 

HARROD & ASSOCIATES, P.S.C. 
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FARMDALE WATER DISTRICT 
Management Discussion and Anal ysis 

For the Years Ended December 3 1, 20 17 & 2016 

The fol lowing discussion and ana lysis of the Farmdale Water District's (Distri ct) financial 
performance provides an overview of the fi nancia l acti vities fo r the years ended December 3 1, 
201 7 and 20 16. We encourage readers to consider the information presented here in conjunction 
with the District's financial statements, which fo llow thi s section. 

The District was establi shed in May, I 961 unde r Kentucky Revised Statutes (KRS 74.0 12) as a 
water system to operate, maintain, improve, and expand the distribution of water. The District 
serves primarily western Franklin County and parts o f eastern Anderson and Shelby Counties. In 
addition to the distri bution of water, Farmdale collects fees for several sewer treatment plants. 

[n October 20 I 2, Farmdale began the process of insta lling meters which can be read by radio 
waves, building a water tower with increased storage capacity and installing new pipe from the 
pump station. The District fi nanced these improvements via company fund s, grants from 
Kentucky Infrastructure Authority and loans fro m Regions Bank via U. S. Department of 
Agriculture. The loan from Regions Bank was repaid in April with loan fund s from the U. S. 
Department of Agriculture. The principle repayment of the federal funds began in 20 15. All 
associated capital improvement projects were completed in 20 13. In addition, beginning in 
August of 20 17 the Distri ct installed two master meters in order to detect water leaks and 
manage the water loss the Distri ct has been experienc ing. 

Financial Highlights 

In 201 7, the assets of the D istrict exceeded its liabilities at the close of the most recent fiscal year 
by $2,929,535. Of this amount $ I ,825,836 was invested in Capital Assets, $39,600 restri cted for 
debt retirement, and $1 ,064,099 was unrestricted. In 2017, the Board 's net assets decreased 
($ 178,497), primaril y through payro ll , employee benefits, depreciation and the cost of purchased 
water. 

In 201 6, the assets of the District exceeded its liabiliti es at the close of the most recent fi scal year 
hy $3, 108,032. Of thi s amount $2,0 15,8 15 was invested in Capital Assets, $29,700 restricted for 
debt retirement, and $ 1,062,5 17 was unrestri cted . In 20 16, the Board 's net assets decreased 
($ 13 1,97 1 ), primarily through payro ll , employee benefit s, deprec iati on and the cost of purchased 
water. 

Revenues 
Gross income from the sale of water, including ta p on fees and reconnect fees totaled $ 1,23 1,246 
and $ 1,203,8 10 fo r the calendar years 201 7 and 2016 respective ly. The Kentucky Public Service 
Commission (PSC) approved one rate increase each in 2017 and 201 6, all of these requests were 
in response to increases in the cost of water purchased from the Frankfo rt Plant Board. The rate 
increase in 20 17 was ef fective in Noven1ber, w hile in 201 6, the increase was effecti ve in 
December. 
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Expenses 

FARMDALE WATER DISTRICT 
Management Discussion and Analysis (Continued) 
For the Years Ended December 3 1, 20 17 & 20 16 

Operating expenses were $ 1,457,552 and $ 1,378,739 fo r the calendar years 20 17 and 2016, 
respectively. 

Operating Ex penses genera lly refer to the ordinary and necessary business expenses incurred in 
the day-to-day operation of the utility. Some of the broad categories of these expenses are 
classified as " Water Purchased'·, '·Transmission and Distribution", " Administrative and General 
Expense", ··Maintenance and Repairs", "Taxes and Licenses" and " Employee Benefits". They 
include such things as system maintenance, supplies, office supplies, customer service, fringe 
benefits, billing and accounting. These are c urrent period expenses which are not otherwise 
capitalized as part of a construction project having a service life greater than one year. 

Organization and Business 

Farmdale Water District provides water service to approximately 2,650 rural, residential and 
commercial customers in western Franklin County and parts of Anderson and Shelby Counties. 
The District was created under K RS 74.01 2. The Franklin County Fiscal Court appoints the 
District 's three commissioners to serve four year terms. The District is governed by the 
Kentucky Public Serv ice Commission. 

Financial Overview 

The Board· s financia l statements are comprised of two components: 

>Financial Statements 
>Notes to the Financ ial Statements 

Included as part of the financial statements are three different types (and names) of statements 
and their respective notes. 

The three financial statement types: 

I . The Statement of Net Pos ition presents in formation on the Board's assets and liabilities 
with the d ifference between the two reported as net position. Over time, increases and 
decreases in net assets may serve as a usefu l indicator of whether the financial condition of 
the District is improving or deteriorating. 

2. The Statement of Revenues, Expenses, and Changes in Net Positio n presents info rmation 
showing how Farmdale's net assets changed based on current year activ ity. Results of the 
Board 's operations are reported as the underlying events occur, regardless of the timing of 
cash flows. This means that the Board ' s revenues and expenses are reported in the 
financial statements for some items that w ill result in cash flows (positive or negative) in 
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F ARMDALE WATER DISTRICT 
Management Discussion and Analysis (Continued) 
For the Years Ended December 31 , 2017 & 20 16 

Financial Overview (continued) 

some future year. This is the "accrual" basis of accounting and is further explained in 
Note 1 C. 

3. The Statement of Cash Flows presents the cash flow changes occurring during the fiscal 
years 2017 and 2016 in highl y liquid cash. "Highl y liquid" means it is, or can quickly be, 
turned into useable cash (fo r these purposes an original maturity of the investment of 3 
months or less). 

The Notes to Financial Statements provide additiona l information that is essential for a full and 
complete understanding of the information provided in the financial statements. The Notes to 
f inancial Statements can be found on pages 19 through 35 of thi s report. 

Statement of Net Position Overview 
The District was not required to have an audit under A-133 for 2017 or 2016. 

Statement of Net Position 2017 2016 Change % Change 

Capital Assets 3,684,320 3,873,8 16 ( 189,496) (4.89%) 
Current and Other Assets 1,555,878 1,543,41 6 12,462 0.81 % 
Other Assets 88.849 6 1 30 1 27 548 44.94% 

Total Assets 5.329.047 5.478.533 ( 149.486) (2 .73%) 

Long-term Liabilities 1,769,000 1,793,000 (24,000) (1.34%) 
Other Liabilities 630,5 12 577.501 53 011 9.18% 

Total Liabilities 2.399.5 12 2.370.50 1 29.01 1 1.22% 

Net Position: 
Invested in Capital Assets 1,826,3 18 2,015,81 5 ( 189,497) (9.40%) 
Restricted 39,600 29,700 9,900 33.33% 
Unrestricted 1,063 ,617 1,062.5 17 I 100 .10% 

Total Net Position 2,929,535 3, 108,032 ( 178,497) (5.74%) 
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FARMDALE WATER DISTRICT 
Management Discussion and Analysis (Continued) 
For the Years Ended December 31, 20 17 & 20 16 

Financial Overview (continued) 

Statement of Net Position Overview (continued) 
The District was not required to have an audit under A-133 for 20 16 or 2015. 

Statement of Net Position 2016 2015 Change 

Capital Assets 3,873,8 16 4,091,895 (2 18,079) 
Current and other assets 1,543 ,416 1,434,758 I 08,658 
Other Assets 61 30 1 54 054 7.247 

Total Assets 5.478.533 5.580.707 (102.174) 

Long-term Liabilities 1,793 ,000 1,8 15,500 (22,500) 
Other Liabilities 577 501 525,704 52.297 

Total Liabilities 2.370.501 2.340.704 29 797 

Net Position: 
Invested in Capital Assets 2,015 ,815 2,233,894 (218,079) 
Restricted 29,700 19,800 9,800 
Unrestricted 1,062,5 17 986,309 76,208 

Total Net Position 3, I 08.032 3.240.003 ( 131.97 1) 

Statement of Revenues, Expenses, and Changes in Net Position Overview 

Statement of Rev. Exp. and Changes 
in Net Position 2017 2016 Change 

Operating Revenues 1,23 1,246 1,203 ,8 10 27,436 
Operating Expenses 1.457.552 1,378,739 78.8 13 

Operating lncome/(Loss) (226.306) 0 74.929) (5 1.377) 

Net Non-Operating Income 47 809 42,958 4.851 

Change in Net Position (178!49]1 (131!97 11 (46!526l 
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% Change 

(5.33%) 
7.57% 

13.41 % 

( 1.83%) 

( 1.24%) 
9.96% 

1.27% 

(9.76%) 
0.50% 
7.73% 

(4.07%) 

% Change 

2.28% 
5.72% 

(29.37%) 

11 .29% 

(35.25%) 



F ARMDALE WATER DISTRICT 
Management Discussion and Analysis (Continued) 
For the Years Ended December 31, 2017 & 20 16 

Statement of Revenues, Expenses, and Changes in Net Position Overview (continued) 

Statement of Rev. Ex p. and C hanges 
in Net Position 20 16 20 15 C hange % Change 

Operating Revenues 1,203,8 10 1,225,181 (2 1,37 1) (1.74%) 
Operating Expenses 1.378.739 1.383 .147 (4,408) (.32%) 

Operating Income/(Loss) Cl 74.929) () 57.966) _____( 16. 963) ( 10.74%) 

Net Non-Operating Income 42.958 51,200 (8 ,242) (16. 10%) 

Change in Net Position (13 1,211) ( I Q6, 766) (25,205) (23.6 1%) 

Assets 
In 20 17, the Distri ct 's total assets decreased $ 149,486 fro m FY 20 16 . The Audit Report 
indicates the major decreases were in ·'Fixed Assets" due to depreciation and the largest 
decreases were in "Cash" used to meet normal operating expenses. 

ln 20 16, the District's tota l assets decreased $102, 174 from FY 20 15. The Audit Report 
indicates the major decreases were in ''Fixed Assets'' due to depreciation and the largest 
decreases were in "Certificates of Deposits" used to meet normal operating expenses. 

Liabilities 
In 2017, the District's total liabilities increased $29,0 11 from FY 2016. The Audit Report 
indicates the major changes were in "Net Pens ion Liabi lity" and " Deferred Inflows". Net 
Pension Liability increased $57,328 which ex plains the increase. 

In 2016, the District' s total liabilities increased $29,797 from FY 20 15. The Aud it Report 
indicates the major changes were in "Accounts Payables" and " Unearned Income" . Accounts 
Payable increased $3 5, 128 which ex plains the increase. 

Net Asse ts 
The District' s assets exceeded its lia bilities by $2,929,535 and $3, I 08,032 fo r fiscal years ended 
December 3 1, 2017 and 20 16, respectively. This represents a decrease from fiscal year 2016 to 
2017 of ($ 178,497) and 20 15 to 2016 of ($ 131 ,97 1 ). Increases or decreases in equity may, over 
time, serve as a usefu l indicator of the Distri ct's financial position. This statement comes from 
the fact that being ' ' land rich and cash poor" is not benefi cial if the company needs liquidity for 
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FARMDALE WATER DISTRlCT 
Management Discuss ion and Analysis (Continued) 
For the Years Ended December 3 1, 2017 & 2016 

Net Assets (continued) 
cash fl ow. On the other hand, if you have suffic ient cash flo w, " investing" in your water system 
(ma intaining, expanding, replacing, upgrading, etc.) or land is a good and prudent business 
practice. 

Net assets reflect its investment in capital assets. The District uses these capital assets to provide 
services to its owners/customers; consequently, these assets are not ava ilable fo r spending. 
Resources needed to repay the outstanding debt shown on the statement of net position wi ll come 
from other sources, such as sales of water and sewer fees. The capital assets themselves cannot 
be used to pay such " long-term" liabilities. 

Capital Assets 

Capital Assets 
The District 's investments in capital assets as of December 3 1, 20 17, 20 l 6 and 20 15 amounted 
to $3,684,320, $3,873,816, and $4,091,895 (net of accumulated deprec iation), respecti vely. This 
inc ludes investments in transmission and di stribution related to infrastructure, as well as general 
items such as office equipment, vehicles, building and building improvements. etc. Major 
capital asset events during the current li scal year included: 

The District, through self funding, grants from Kentucky Infrastructure Authori ty and loans from 
the U.S. Department of Agriculture completed the following improvements to their system in 
20 13: 

• Upgrades to the water line and pump station; 
• Built a 500,000 gallon elevated water storage tank; 
• Installed a Supervisory Control and Data Acqui sition System which controls and 

monitors the pump stations and tanks; and 
• Installed an automated meter reading system which wi ll allow the District to read meters 

v ia radio waves. 
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Long-Term Debt 

FARMDALE WATER DISTRICT 
Management Discussion and Analysis (Continued) 
For the Years Ended December 31 , 20 17 & 20 16 

Debt Administration 

The District has entered into an agreement with the U. S. Department of Agricu lture to borrow 
$1,668,000 and a subsequent $ 190,000 to finance the water system improvements noted above. 
The construction draws were ori gina lly made through Regions Bank. In April 20 13 the District 
received the loan proceeds from the U. S. Department of Agriculture and paid off the Regions 
Bank loan. The District repaid principle of $22,500 principal payment in January 20 17 and 
$2 1,500 in January 20 16. The loan is a 40 year loan at 3. 125% interest payable semi-annuall y. 

Budget 

Budget 
KRS 68.240 requires the District to prepare an annual budget and submit thi s to the Kentucky 
Department of Local Government. This budget is prepared based on a combination of prior year 
activity and current year projections. 

The Future 

Water 
The District, in 20 17, installed completed a project wh ich updated their ability to track water 
usage and loses for much of the ir system. 

Administrative and General 
The District continues to experience an increase in health care expenses. Due to the uncertai nty 
surrounding increased costs as a result of healthcare reform the District expects these increases to 
continue into the future. 

The District currently had four full-time employees in 20 16 and 20 17. The District continues to 
monitor the needs of their customers to determine if hiring add itional personnel is necessary. 

The District has experienced changes in the employer contribution rate to CERS for employee 
pension. The District contributed 19. 18% of employees' gross compensation to the plan from 
July - Decembe r and 18.68% from January - June for the year ended December 3 1, 20 17 and 
18.68% for July - · December and 17 .67% from January - June during the year ended December 
3 1, 2016. These rates are expected to continue to fluxuate with the state legislature currently 
being unable to find viable funding so lutions to the plan's underfunding. 

The Kentucky Retirement System Board of Trustees had ori ginally set the contri bution rate 
effecti ve July 1, 20 18 at 28.05%, however, with the passage of House Bill 362, the rate increases 
were limited to 12% per fi sca l year. The rate for July 1, 2018 through June 30, 20 19 is 2 1.48% . 
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Overall 

FA RMDALE WATER DISTRJCT 
Management Discussion and Ana lysis (Continued) 
For the Years Ended December 3 1, 2017 & 201 6 

The Future (continued) 

The District has implemented the system enhancements to improve the service it provides to 
their customers as well as increase their efficiency in operations. However, water loss was still 
at a very high rate averaging approximately 35.9% of purchased water throughout the year. 
Leaks in the old part of the system were the main source of these substantia l losses. 
Management has taken action to find and repair leaks and the percentage loss dropped through 
the end of 20 17. ln fact , in March 2018 the District discovered a leak underneath U.S. 127 South 
which was losing approx imately 150,000 gallons per day, this discovery should significantly 
reduce their water loss. The District's mission is to provide superior, re liable services to the 
Farmdale community at the most reasonable prices possible. 

Request for Information 

This financial report is designed to provide government entiti es, customers and creditors with a 
general overview of the District's finances and demonstrate the Distri ct's accountabil ity of 
monies it rece ives. If you have questions about thi s report or need additional information, please 
contact: The Office Manager, Farmdale Water District, I 00 Highwood Dri ve, Frankfo rt, KY 
4060 I or Harrod & Associates, PSC, #2 HM B C ircle, Frank fort, KY 4060 I. 
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FARMDALE WATER DISTRICT 
STATEMENT OF NET POSITION 

DEC EM BER 3 l , 2017 & 2016 

ASSETS 

CU RRENT ASSETS 2017 

Cash and Cash Equ iva lents (Note l ) $ 462,426 
Cash - Debt Reserve (Note 9) 39,600 
Certificates of Depos it ( ote l ) 923 ,732 
Accounts Receivable (Note l ) 96,036 
Inventory (Note 1) 18,621 
Accrued Interest Rece ivable 988 
Prepaid Expenses 14,475 

TOTAL CURRENT ASSETS 1,555 ,878 

CA PITAL ASSETS (Note 3) 

Land & Buildings 55,43 1 
Equipment 150,609 
Vehicles 37,7 13 
Water Lines, Hydrants, Towers, & Mete rs 6,048,6 17 
Accumulated Deprec iation (2,608,050) 

TOTAL CAP ITAL ASSETS 3,684,320 

DEFERRED OUTFLOWS (Note 4) 

Contributions Subsequent to Measurement Date 88,849 

TOTAL DEFERRED OUTFLOWS 88,849 

TOTAL ASSETS $ 5,329,047 

See Independent Auditor's Report 

2016 

$ 468,299 
29,700 

922,352 
94,530 
14,01 4 

6 11 
13,910 

1,543 ,416 

55,431 
150,609 
37,7 13 

6,0 10,029 
(2,3 79,966) 

3,873,816 

61,301 

6 1,301 

$ 5,478,533 

The Accompany ing Notes are an Integral Part of These Financia l Statements 
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FARMDALE WATER DISTRICT 
STATEMENT OF NET POSITION 

DECEMBER 3 1, 2017 & 2016 

LIABILITIES 

CURRENT LIABILITI ES 2017 

Accounts Payable $ 160,984 
Customer Deposits 34,805 
Customer Deposits - Accrued Interest (Note 6) 1,052 
Accrued Sales Tax 545 
Accrued School Tax 2,472 
Accrued Payroll Tax 6,001 
Accrued Pension Expense (Note 4) 3,258 
Accrued Loan Interest Payable (Note 9). 28,016 
Current Portion of Noncurrent Liabilities (Note 9) 24,000 
Unearned Income 7,538 

TOTAL CURRENT LIABILITI ES 268,671 

NONCURRENT LIABILITIES 

U.S. Depa11ment of Agricu lture (Note 9) 1,793,000 
Current Portion ofNoncurrent Liabilities (24,000) 
Net Pension Liability (Note 4) 3 19,298 

TOTAL NONCURRENT LIABILITIES 2,088,298 

DEFERRED INFLOWS (from pension activity) 

Net Difference Between Projected Actual Earnings 
on Pension Plan Investments 42,543 

TOTAL DEFERRED INFLOWS 42,543 

TOTAL LIABILITIES 2,399,5 12 

NET POSITION 

Invested in Capital Assets, net of related debt I ,826,318 
Restricted Net Assets 39,600 
Unrestricted Net Assets, as Adjusted (Note I 0) 1,063 ,617 

TOTAL NET POSITION 2,929,535 

TOTAL LIABILITIES AND NET POSITION $ 5,329,047 

See Independent Auditor's Report 

2016 

$ 177,738 
39,965 

3,431 
600 

2,362 
5,625 
2,652 

28,367 
22,500 

6,820 

290,060 

1,815,500 
(22,500) 
261,970 

2,054,970 

25,471 

25,47 1 

2,370,50 1 

2,015 ,815 
29,700 

1,062,517 

3, 108,032 

$ 5,478,533 

The Accompanying Notes are an Integral Part of These Financial Statements 
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FARMDALE WATER DISTRICT 
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION 

FOR THE YEARS ENDED DECEMBER 31 , 20 17 & 20 16 

OPERA TING REVENUES 

User Fees: 
Water - Residential 
Water - Commercial 
Sewer Surcharge Fees 
Tap-on Fees 
Late Payment Pena lty Income 
Reconnect Fees 
Gain on Sale of F ixed Assets 

TOT AL OPERA TING REVENUES 

OPERA TlNG EXPENSES 

Water Purchased 
Pumping Electricity 
Payroll 
Payro ll Taxes 
Employee Benefits 
Retirement Benefits (Note 4) 
Transmission and Distribution Expense 
Administrative and General Expense 
Interest Paid on Loans 
Other Interest Expense 
Water Testing 
Maintenance & Repairs 
Insurance & Workers' Comp 
Taxes & Licenses 
Bad Debts (Note 1) 
Depreciation (Note 3) 

TOTAL OPERA TING EXPENSES 

Operating Income 

$ 

See Independent Auditor's Report 

943 ,931 $ 
147,32 1 

83 ,500 
9,462 

37,860 
9,172 

1,23 1,246 

655 ,527 
22,469 

163 ,007 
13,644 

32,636 
72,322 
42,364 
62,954 
56,03 1 

195 
5,026 

43 ,44 1 
2 1, 124 
36,52 1 

2,206 
228,085 

1,457,552 

(226,306) 

The Accompanying Notes are an Integra l Part of These Financial Statements 
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913,105 
143,738 
85, 183 
11 ,320 
39,648 
10,516 

300 

1,203,810 

638,514 
22,012 

16 1,30 I 
12,996 
28,398 
3 1,793 
68,0 18 
60,064 
56,734 

139 
4,280 
5,357 

2 1,924 

35,663 
2,979 

228,567 

1,378,739 

(1 74,929) 



F ARMDALE WATER DISTRICT 
ST A TEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION 

FOR THE YEARS ENDED DECEMBER 3 1, 20 17 & 20 16 

NONOPERA TING REVENUES (EXPENSES) 2017 

Sewer Fees Collected 552,537 
Sewer Fees Paid (508, 193) 
Interest Income 2,269 
Other Income 1,196 

TOTAL NONOPERA TING REVENUES (EXPENSES) 47,809 

Change in Net Position ( 178,497) 

Net Position - Beginning of Year 3,108,032 

Net Position - End of Year $ 2,929,535 $ 

See Independent Auditor's Report 
The Accompanying Notes are an Integral Part of These Financ ial Statements 
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2016 

523,346 
(482,707) 

1,851 
468 

42,958 

( 13 1,971) 

3,240,003 

3, 108,032 



F ARMDA LE WATER DISTRICT 

ST A TEMENT OF CASH FLOWS 
FOR THE YEARS ENDED DECEMBER 31, 2017 & 20 16 

Cash Flow from Operating Activities 2017 2016 
Cash received fro m users and customers $ 1,220,442 $ 1, 198,339 
Cash payments to employees for services & bene fits (237,39 1) (224,347) 
Cash payments to suppliers of goods and services (964,74 1) (838, 113) 

Net Cash Provided (Used) by Operating Activ ities 18,310 135,879 

Cash Flow from Capital & Related Financing Activities 
USDA Loan Principal Payments (22,500) (2 1,000) 
Purchase of equipment (38,588) ( 10,488) 
Interest paid on Loans (56,538) (57,070) 

Net Cash Prov ided (Used) by Capital & Related Financing Activities ( 117,626) (88,558) 

Cash Flow from Noncapital Financing Activities 
Cash received from other non-operating revenues 552,537 523,346 
Other non-operating income 56,73 1 24,015 
Cash paid out from other non-operating expenses (508, 193) (482,707) 

Net Cash Provided (Used) by No ncapita l Financing Activities 101,075 64,654 

Cash Flows from Investing Activities 
Receipt of Interest 2,268 1,882 
Redemption of a Ce1iificates of Deposit 38,654 

Net Cash Provided (Used) by Investing Activities 2,268 40,536 

Net Change in Cash and Cash Equivalents 4,027 152,51 1 

Cash and Cash Equivalents, Beginning of Year 497,999 345,488 

Cash and Cash Equivalents, End of Year $ 502,026 $ 497,999 

Reconciliati on of Cash and Cash Equi valents, End of Year 
Cash on Hand $ 75 $ 75 
Cash Operations Account 429,470 430,434 
Depos it Account 32,88 1 37,790 
Debt Reserve Account 39,600 29,700 

$ 502,026 $ 497,999 

See Independent Auditor's Report 
The Accompanying Notes are an Integral Part of These Financia l Statements 
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F ARMDALE WATER DISTRICT 
STATEMENT OF CASH FLOWS 

FOR THE YEARS ENDED DECEMBER 3 1, 20 17 & 20 16 

Reconciliation of Operating Income to Net Cash Provided by Operating 
Activities 2017 2016 

Operating Income $ (226,306) $ (174,929) 

Adjustment to Reconcile Net Income to Net Cash Provided by Operating 
Activities 

Depreciation 228,085 228,567 
Bad Debts 2,206 2,979 
Pension Expense 44,219 
Change in assets and liab ilities 

Certificates of deposit (1 ,380) 37, 137 
Accounts rece ivable ( 1,506) 10,058 
Inventory (4,607) (1 ,365) 
Accrued interest receivable (377) 30 
Prepaid expenses (565) (2,007) 
Accounts payable ( 16,754) 35, 128 
Accrued payroll taxes payable 376 785 
Customer deposits (5, 160) 2,650 
Customer deposits - accrued interest (2,379) (I 19) 
Accrued sales tax (55) 1 
Accrued school tax 110 (46) 
Accrued pension expense 536 536 
Unearned income 718 (4 ,690) 
Accrued loan interest payable (35 1) (336) 
USDA Loan Payable 1,500 1,500 

Net Cash Provided by Operating Activities $ 18,309 $ 135,879 

See Independent Auditor's Report 
The Accompanying Notes are an Integra l Part of These Financial Statements 
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FARM DALE WATER DISTRICT 
FRANKFORT, KENTUCKY 40601 

NOTES TO FINANCIAL STATEMENTS 
DECEMBER 31, 2017 & 2016 

NOTE l - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A. GENERAL 
In May 1961, the Franklin County Fiscal Court created the Farmdale Water District 

pursuant to Kentucky Revised Statutes 74.012. Fiscal Court appoints the District 's three 
commissioners to serve up to four year terms. The District serves primarily residents of 
western Franklin County, however, they also have customers in Anderson and Shelby counties. 
The District is governed by the Public Service Commission. The District is not considered a 
component unit of Franklin County. 

The District operates under the provisions of the Kentucky Revised Statutes mentioned 
above. Additionally, Franklin County does not exercise financial, budgetary, accounting or 
administrative controls over the District. Therefore, the financial statements of the District are not 
included in the financial statements of Franklin County. 

B. FUNDING AND CONCENTRATIONS 
The District's primary source of funding is through the sale of water to residential and 

commercial customers and the collection of sewer fees for various sewer treatment plants. The 
Public Service Commission sets the rates charged for the water so ld and adjusts accordingly as 
purchase costs change. The District purchases all the ir water from the Frankfort Water & Electric 
Plant Board. The District entered into a 42 year purchase contract with the Frankfort Water & 
Electric Plant Board in 20 11. 

C. BASIS OF ACCOUNTING 
The financial statements of the District have been prepared on the accrual basis of 

accounting in accordance with generally accepted accounting principles. All of the District's 
activity is accounted for as business-type activities. Operating revenues relate to the District' s 
primary function of the collection of water sa les, likewise, operating expenses include the expenses 
for the distribution of water to customers. Non-operating revenues and expenses relate to all other 
revenue and expenses. 

GASB Statement of Accounting Standards No. 34, as amended by GASB 63, Basic 
Financial Statements - and Management's Discussion and Analysis - for State and Local 
Governments (GASB 34) established standards for external financial reporting for all state and 
local governmental entities which includes a statement of net position, a statement of revenues, 
expenses and changes in net position and a statement of cash flows. It requires the classification 
of net position into three components: invested in capital assets, net of related debt; restricted; and 
unrestricted. These classifications are defined as follows: 

HARROD & ASSOCIATES, P.S.C. 
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FARM DALE WATER DISTRICT 
FRANKFORT, KE NTUCKY 40601 

NOTES TO FINANCIAL ST A TEMENTS 
DECEMBER 31, 2017 & 20 16 

NOTE l - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

• Invested in capital assets, net of related debt - This component of net position consists of 
capital assets, including restricted capital assets, if any, net of accumulated depreciation 
and reduced by the outstanding of any bonds, mortgages, notes, or other borrowings that 
are attributable to the acquis ition, construction, or improvement of those assets. If there 
are significant unspent re lated debt proceeds at year-end, the portion of debt attributable to 
the unspent proceeds is not included in the calculation of " Invested in capital assets, net of 
re lated debt." Rather, that portion of the debt is included in the same net position 
component as the unspent proceeds. 

• Restricted - This component of net position consists of constraints placed on net asset use 
through external constraints imposed by creditors such as through debt covenants, granters, 
contributors, or laws or regulations of other governments or constraints imposed by law 
through constitutional provisions or enabling legislation. 

• Unrestricted - This component of net position consists of net assets that do not meet the 
definition of''restricted" or ·' invested in capital assets, net of related debt.'' 

D. TAX STATUS 
The District is an instrumentality of local government and is, therefore, exempt under 

l.R.C. 11 5 from income tax . The District is a lso exempt from federal unemployment taxes. 

E. ACCOUNTS RECEIVABLE 
The accounts receivable are stated at the amount owed by customers to the Distri ct. 

The District does not provide an allowance for uncollectible accounts but rather expenses such 
items in the period they become uncollectible. This practice differs from generally accepted 
account principles but its impact is deemed immaterial. The amount written-off for the years ended 
December 31 , 20 17 and 20 16 totaled $2,206 and $2,979, respectively. Management believes the 
remaining balance to be collectable. 

F. SIGNIFICANT ESTIMATES 
These financial statements were prepared with the use of management 's estimates. Estimates 

and assumptions are used that affect the reported amounts of assets and liabilities and disclosure 
of contingent assets and li abilities if any at the date of the financial statements and the reported 
amounts of revenues and expenditures during the reporting period. Actual results could differ from 
those estimates. 

HARROD & ASSOCIATES, P.S.C. 
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FARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 40601 

NOTES TO FINANC IAL STATEMENTS 
DECEMBER 3 1, 20 17 & 20 16 

NOTE 1 - SUMMARY OF S IGNIFICANT ACCOUNTING POLICIES (continued) 

G. PAYMENT POLICIES 
The District bills their customers at the end of each month. The customers have until the 

1 Ot11 of the next month to pay their bill in full without the imposition of a penalty. After the I Ot11
, 

the customers have unti l the 20th of the month to pay in full. If unpaid by the 20t11, the District may 
turn off the customers ' water. 

H. INVENTORY 
Inventory consists of parts and materials used to repair meters, water lines or hydrants. Also, 

the District 's inventory includes the value of water in the two storage tank towers. The inventory 
is stated at cost on a specific identification basis. 

I. COMPENSATING BALANCES 
Whitaker Bank requires the District to mai ntain a minimum of $ 1,000 in all three accounts 

at all times. 

J. FEDERAL LOANS 
In 20 12, the District began drawing on a federa l loan through the U.S . Department of 

Agriculture facilitated by Regions Bank. These funds were to assist in paying for various 
improvements and upgrades in the water lines, pumping station, insta lla tion of automated meter 
reading and a new water storage tank . In Apri l 20 13, the District drew down the loan from the U.S. 
Department of Agriculture and paid off the Regions Bank loan. The loan from U.S. Department 
of Agriculture totaled $1,858,000. The District paid $22,500 and $21 ,500 in principle during 
calendar years ended December 3 I , 20 1 7 & 20 16, respectively and the loan balance was 
$ 1, 793 ,000 and $ I ,815,000 at December 3 I , 2017 & 2016, respectively. 

K. RETIREMENT 
For purposes of measuring the net pension liability, deferred outflows of resources and 

deferred inflows of resources, and pension expense, information about the Commission' s 
participation in the County Employees Retirement System (CERS) of the Kentucky Retirement 
Systems (KRS ) have been determined on the same basis as they a re reported by the KRS fo r the 
CERS plan. For this purpose, benefits including refunds o f employee contributions are recognized 
when due and payable in accordance with the benefit terms of the CERS plan of KRS. The liabi lity 
was measured at June 30, 20 17 and 20 I 6. See Note 4 fo r full disclosure of activity. 

L. CASH AND CASH EQUIVALENTS 
For business type activiti es all highly liquid investments with a maturity of three months 

or less when purchased to be cash equivalents. 

HARROD & ASSOCIATES, P.S.C. 
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FARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 40601 

NOTES TO FINANCIAL ST A TEMENTS 
DECEMBER 31, 2017 & 20 16 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

M. PREPAID EXPENSES 
Prepaid expenses include expenditures for the insurance and software maintenance made 

in connection with future program and activities. 

0. DEFERRED OUTFLOWS/INFLOWS OF RESOURCES 
In addition to assets, the statement of net position reports a separate section for deferred 

outflows of resources. The 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 (expenses) until then. Currently, the District has on ly one 
item that qualifies for reporting in this category, contributions subsequent to measurement date 
relating to the retirement information. 

In addition to I iabi Ii ties, the statement of net position reports a separate section for deferred 
inflows of resources. The separate financia l statement e lement, 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 then. Currentl y, the District has only one item 
that qualifies for reporting in this category, net difference between projected actua l earnings on 
pension plan investment relating to the retirement information . 

NOTE 2 - CASH DEPOSITS AND CERTIFICATES OF DEPOSIT 

Cash and cash equivalents consist of cash on hand and held in checking accounts. The 
District considers a ll highly liquid investments with an original maturity of three months or less to 
be cash equivalents. At year-end, the District ' s cash balances were deposited in various banks. 
Throughout the year, the District was exposed to a credit ri sk when their cash and cash equivalents 
exceeded the FDIC insured amount of $250,000 at one FDIC insured insti tution. 

The investment policies of the District are governed by State statute. Major provisions of 
the District ' s investment policy include: depositories must be with FDIC insured banking 
institutions and depositories must be fu lly insured or collateralize all demand and time deposits. 

Bank Balances and Certificates of Deposit 

The fair market value of deposits and certificates of deposit was equivalent to the reported 
values. Al l deposits are checking or certificate of deposit accounts. The carrying amount of the 
District' s bank deposits was $502,026 and $497,999 for the years ended December 31, 20 17 and 
20 16, respectively. The carrying amount of the District's certificates of deposit was $923,732 and 

HARROD & ASSOCIATES, P.S.C. 
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FARM DALE WATER DISTRICT 
FRANKFORT, KENTUCKY 40601 

NOTES TO FINANCIAL ST A TEMENTS 
DECEMBER 31, 2017 & 20 16 

NOTE 2 - CAS H DEPOSITS AND CERTIFICATES OF DEPOSIT (continued) 

$922,352 for the years ended December 31, 20 17 and 2016, respectively. The bank balances and 
certificates of deposit are covered by $250,000 of FDIC insurance. At various times throughout 
the year and at year-end, thi s $250,000 limit was exceeded. The excess amounts were at ri sk as 
uninsured. The chart below gives an indication of the level of risk assumed by the District at year 
end. The categori es are described as fo llows: 

Category I - Insured 

Category 2 - Collateralized with securities held by the pledging financial institution' s 
trust department or agent in the District's name. 

Category 3 - Collateralized with securities held by the pledged financial institution in 
the institution's name. 

Bank Balances and Certificates of Deposit at December 31, 20 17, categori zed by level of risk 
are: Uninsured 

Risk Category Bank Uncollater- Book 
2 " .) Balances alized Value 

Unrestricted 
Bank Balances $ 250,000 $ - $ $ 250,000 $ 212,35 1 $ 462,35 1 
Restrict Bank Balance 39,600 39,600 
Certificates of 

Deposit 726,694 726,694 197,038 923,732 

Total $ 916.624 $ - $ $ 9761694 $ 448,989 $1 A25.683 

Bank Balances and Certificates of Deposit at December 3 1, 20 16, categorized by level of risk 
are: 

Unrestricted 
Bank Balances $ 
Restrict Bank Balance 
Certificates of 

Deposit 

Total $ 

HARROD & ASSOCIATES, P.S.C. 

Ri sk Category Bank 
2 " .) Balances 

250,000 $ - $ $ 250,000 

725,826 725,826 

975.826 $ - $ $ 9751826 

See Independent Auditor' s Report 
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FARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 4060 1 

NOTES TO FINANCIAL ST A TEMENTS 
DECEMBER 31, 2017 & 2016 

NOTE 3 - PROPERTY, PLANT, AND EQUIPMENT 

The District records property and equipment at cost. Depreciation is recorded using the 
straight-line method over the estimated useful life of the property. The District's threshold for 
capitalization is $2,500. The District uses other depreciable lives for regulatory reporting purposes 
to the Kentucky Public Service Commission. 

The following represents the activity for the year ended December 31 , 2017: 

Buildings/ Water Lines/ 
Land Equipment Vehic les Hydrants/Towers 

& Mete rs 

Beginning $ 55,431 $ 150,609 $ 37,7 13 $ 6,0 10,029 
Deletions -0- -0- -0- -0-
Additions - 0- -0- -0- 38,588 

Ending $ 5:L43 I $ 1501602 $ 37)13 $ 610481617 

The fo llowing represents the activity for the year ended December 3 1, 20 16: 

Bui ldings/ Water Lines/ 
Land Equipment Vehicles Hydrants/Towers 

& Meters 

Beginning $ 55,431 $ 150,609 $ 51,568 $ 5,999,541 
Deletions -0- -0- (13,855) -0-
Additions - 0- -0- -0- 10 488 

Ending $_5_.5_1 4 3 1 $ 1501609 $ 37)1 3 $ Q,0 1QIQ22 

Totals 

$6,253,782 
-0-

38,588 

$ 6.222,370 

Totals 

$6,257,149 
( 13,855) 

10 488 

$ 6.253,782 

A summary of property and equipment and depreciati on fo r the years ended December 31, 2017 
and 2016 is as follows: 

FY 2017 
FY 20 16 

Property & Equipment 
Property & Equipment 

Cost 
$6,292,370 
$6,253,782 

Land valued at $4,806 is not being depreciated. 

Current 
Provision 

$ 228,085 
$ 228,567 

See f ndependent Auditor's Report 
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F ARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 40601 

NOTES TO FINANCIAL STATEMENTS 
DECEMBER 31 , 20 17 & 2016 

NOTE 4 - EMPLOYEE RETIREMENT 

Plan Description: 
Employees of the District are provided a defined benefit pension plan through the CERS, 

a cost-sharing multiple-employer defined benefit pension plan administered by the KRS. The KRS 
was created by state statute under Kentucky Revised Statue Section 61.645. The KRS Board of 
Trustees is responsible for the proper operation and admi ni stration of the KRS. The KRS issues a 
publically available financial report that can be obtained by wri ting to the Kentucky Retirement 
System, Perimeter Park West, 1260 Louisville Road, Frankfort, KY 40601 , or by telephone at 
(502) 564-4646. 

Benefits Provided: 
Kentucky Revised Statue Section 6 1.645 establishes the benefit terms and can be amended 

only by the Kentucky General Assembly. Members are eligible to retire with an unreduced benefit 
at age 65 with four years of service credit or after 27 years of service credit regardless of age. 
Benefits are determined by a formula using the member· s highest five consecutive year average 
compensation and the member's years of service credit. Reduced benefits for earl y retiremen t are 
avai lable at age 55 and vested or 25 years of service credit. Members vest w ith five years of 
service credit. Service related disability benefits are provided after five years of service. 

Prior to July 1, 2009, cost-of-l iving adj ustments (COLA) were provided annually equal to 
the percentage increase in the annual average of the consumer price index for all urban consumers 
for the most recent calendar year, not to exceed 5% in any plan year. Effective July 1, 2009, and 
on July 1 of each year thereafter, the COLA is limited to 1.5% provided the recipient has been 
receiving a benefit fo r at least 12 months prior to the effective date of the COLA. If the recipient 
has been receiving a benefit for less than 12 months prior to the effecti ve date of the COLA, the 
increase shall be reduced on a pro-rata basis for each month the recipient has not been receiving 
benefits in the 12 months preceding the effective date of the COLA. The Kentucky General 
Assembly reserves the right to suspend or reduce cost-of-living adjustments if, in its judgment, the 
welfare of the Commonweal th so demands. No COLA was granted fo r the fi scal years ending June 
30, 20 17 or2016. 

Employees covered by benefit terms: At the measurement date of June 30, 2017 and 20 I 6: 

Estimated Inactive employees or beneficiaries currently receiving benefits 
Estimated Jnactive employees or beneficiaries not currentl y receiving benefits 
Active employees 

Total 

HARROD & ASSOCIATES, P.S.C. 
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FARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 4060 1 

NOTES TO FINANCIAL STATEMENTS 
DECEMBER 31, 2017 & 201 6 

NOTE 4 - EMPLOYEE RETIREMENT (continued) 

Contributions: 
Contributions for employees are established in the statutes governing the KRS and may 

onl y be changed by the Kentucky General Assembly. Employees contri bute 5% of salary if they 
were plan members prior to September 1, 2008. For employees that entered the plan after 
September 1, 2008, they are required to contribute 6% of their annual creditable compensation. 
Five percent of the contribution was deposited to the member's account while 1 % was deposited 
to an account created for the payment of health insurance benefits under 26 USC Section 40 l (h) 
in the Pension Fund (see Kentucky Administrative Regulation l 05 KAR 1 :420E). The District' s 
tota l expenses to the plan were $72,322 and $3 1, 793 for the year ended December 3 1, 20 17 and 
201 6, respectively. The District contributed 19. 18% of employees' gross compensation to the plan 
from July- December and 18.68% from January - June for the year ended December 3 1, 2017 and 
18.68% for July - December and 17.67% from January - June during the year ended December 
3 1, 20 16. The employer's actuarially determined contributions (ADC) and member contributions 
are expected to finance the costs of benefits earned by members during the year, the cost of 
administration, as well as an amortized portion of any unfunded liabi lity. 

Net Pension Liability 
The District' s net pension liability (asset) was measured as of.l une 30, 20 17 and 2016, and 

the total pension liability used to calculate net pension liability (asset) was determined by an 
actuarial valuation as of those dates. 

Actuarial Assumptions: 
The total pension liability as of June 30, 20 17 and 2016 actuarial valuation was determined 

using the fo llowing actuari al assumptions, applied to all periods included in the measurement: 

Inflation 

Salary increases 

Investment rate of return 

HARROD & ASSOCIATES, P.S.C. 

2.30% percent for June 30, 2017 and 3.25 percent for June 30, 20 16. 

Representative values of the assumed annual rates of future salary 
increases from 3.05% for June 30, 20 17 and 4.0% average for June 
30, 201 6 including inflation. 

6.25% per annum @ June 30, 2017 and 7.50% per annum @ June 
30, 201 6 net of pension plan investment expense, including 
inflation . 
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FARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 4060 1 

NOTES TO FINANCIAL ST A TEMENTS 
DECEMBER 31, 20 17 & 201 6 

NOTE 4- EMPLOYEE RETIREMENT (continued) 

The mortality table used for active members is RP-2000 Combined Mortality Table 
proj ected with Scale BB to 20 13 (multiplied by 50% for males and 30% for females). For healthy 
reti red members and beneficiari es, the mortality tab le used is the RP-2000 Combined Mortality 
Table projected with Scale BB to 201 3 (set-back 1 year for females). For disabled members, the 
RP-2000 Combined Mortality Table projected wi th Scale BB to 20 13 (set back 4 years fo r males) 
is used fo r the period after disability reti rement. There is some margin in the current mortali ty 
tables fo r possible future improvement in mortality rates and that margin will be reviewed again 
when the next experience investigation is conducted. 

The actuari al assumptions used in the June 30, 20 16 actuaria l valuation were based on the 
results of an actuarial experience study performed for the period July 1, 2008 through June 30, 
20 15. The demographic assumptions were adjusted to more closely refl ect actual and expected 
fu ture experience. 

The actuarial assumptions used in the June 30, 20 17 actuari a l valuation was perfo rmed by 
Gabrie l Roeder Smith (GRS). The total pension li ability, net pens ion liability, and sensitivity 
info rmation as of June 30, 20 17 were based on an actuari al valuation date of June 30, 201 6. The 
total pension liability was roll ed-forward from the valuation date (J une 30, 20 16) to the plan' s 
fi scal year ending June 30, 20 17, usi ng generally accepted actuarial principles. GRS did not 
perfo rm the actuari al valuation as of June 30, 20 16 but did repl icate the prior actuary's valuations 
results on the same assumption, methods and data, as of that date. The ro ll -forward is based on 
the resul ts of GRs· replication. 

The long-term expected rate of return on plan assets is reviewed as part of the regular 
experience study prepared every fi ve years fo r KRS. The most recent analysis, performed fo r the 
period covering fi scal years 2008 through 20 13, is outlined in a report dated April 30, 201 4. The 
analysis used fo r June 30, 20 14 was performed fo r the period covering fiscal years 2005 through 
2008 and is outlined in a report dated August 25, 2009. Several factors are cons idered in evaluating 
the long-term rate of return assumption including long term hi sto ri cal 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 o f investment expense, and inflation) were 
developed by the investment consultant for each major asset class (see chart below). 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 inflati on. 
The capital market assum ptions developed by the investment consultant are intended for use over 
a I 0-year hori zon and may not be useful in setting the long-term rate of return fo r funding pension 
plans which covers a longer timeframe. The assumptions are intended to be long-term assumptions 
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FARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 40601 

NOTES TO FINANCIAL ST A TEMENTS 
DECEMBER 3 1, 2017 & 201 6 

NOTE 4- EMPLOYEE RETIREMENT (continued) 

and a re not expected to change absent a significant change in the asset allocation, a change in the 
inflati on assumption, or a fundamental change in the market that alters expected returns in future 
years. 

The long-term expected rate of return on pension plan investments was established by the 
KRS Board of Trustees as 6.25% for June 30, 201 7 and 7.50% fo r June 30, 20 16 based on a 
blending of the factors described be low: 

Asset Class 
Combined Equity 
Combined Fixed Income 

Long-Term Expected 
Real Rate of Return 

5.40% 
1.50% 

Real Return (Diversified Inflation 
Strategies 3.50% 

4 .50% Real Estate 
Absolute Return (Diversified 

Hedge Funds 
Private Equity 
Cash 

Discount Rate: 

4.25% 
8.50% 

(.25)% 

Expected 
Target A llocation 

44% 
19% 

10% 
5% 

10% 
10% 
2% 

100.00% 

The discount rate used to measure the total pension liability was 6.25% fo r June 30, 20 17 
and 7.50% for June 30, 201 6. T he projection of cash flows used to determine the d iscount rate 
assumed that employee contributions will be made at the current rate and that contri butions from 
the District will be made at the actuariall y determine contribution rate pursuant to an actuarial 
valuation in accordance with the funding po licy of the KRS Board of Trustees and as required to 
be paid by state statute. Based on those assumptions, the pension plan' s fiduciary net position was 
projected to be available to make projected future benefit payments of current active and inactive 
members. Therefo re, the long-term expected rate of return on pension plan investments was 
applied to all periods of projected benefit payments to determine the total pension liabili ty. 
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FARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 40601 

NOTES TO FINANCIAL STATEMENTS 
DECEMBER 31, 2017 & 2016 

NOTE 4 - EMPLOYEE RETIREMENT (continued) 

Sensitivity ofthe net pension liability (asset) lo changes in the discount rate: 
The fo llowing presents the net pension liabi lity (asset) of the District calculated using the 

discount rate of 6.25 percent for June 30, 2017, as well as what the net pension liability (asset) 
would be if it were calculated using a discount rate that is I-percentage-point lower (5.25 percent) 
or I-percentage-point higher (7.25 percent) than the current rate: 

District net pension I iabi 1 ity - 20 I 7 $ 

1% Decrease 
(5.25%) 

402,704 

Current 
Discount Rate 

(6.25%) 

$ 39 1,298 $ 

I% Increase 
(7.25%) 

249,530 

The following presents the net pension 1 iabi I ity (asset) of the District calculated using the 
discount rate of 7.50 percent fo r June 30, 2016, as well as what the net pension liab ility (asset) 
would be if it were calculated using a di scount rate that is I-percentage-point lower (6.50 percent) 
or I-percentage-point higher (8.50 percent) than the current rate: 

District net pension liabi lity - 20 l 6 $ 

1% Decrease 
(6.50%) 

296,899 

Pension Expense (Income) Related to Pensions 

Current 
Discount Rate 

(7.50%) 

$ 26 1,970 $ 

I% Increase 
(8.50%) 

227,04 1 

Ne! Difference between Projected Actual Earnings on Pension Plan Investments and Conlributions 
Subsequent to Measurement Date 

At December 3 1, 2017, the Distri ct reported a liability of $3 19,298 for its proportionate 
share of the net pension liability. The net pension liability was measured as of June 30, 20 17 and 
the total pension liabi lity used to calculate the net pension liabil ity determined by an actuarial 
valuation as of that date. The District' s proportion of the net pension liabil ity was based on a 
projection of the District 's long-term share of contributions to the pension plan relative to the 
projected contributions of all participating CERS members, actuariall y determined. At June 30, 
2017, the District recognized pension expense of $72,322. At December 3 1, 2017 the District 
reported deferred outflows of resources and deferred i ntlows of resources related to pensions from 
the following sources: 
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F ARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 40601 

NOTES TO FINANCIA L ST A TEMENTS 
DECEMBER 3 1, 20 17 & 201 6 

NOTE 4- EMPLOYEE RETIREMENT (continued) 

Amounts per audited KRS fi nancia l report 

Difference Between Expected and Actual Experience 

Changes in Assumptions 

Net Difference Between Projected and Actual Invest­
ment Earnings on Pension Plan Investments 

Changes in Proportion & Differences Between Employer 
Contrib. & Proportionate Share of Plan Contributions 

Measurement Date of June 30 

Deferred 
Outflows of 
Resources 

$ 396 

58,9 19 

25,288 

4.246 

$ 88.849 

Deferred 
Inflows of 
Resources 

$ (8, 105) 

(2 1,340) 

(13.098) 

$ 42.543 

Amounts reported as Net Difference between Projected Actual Earnings on Pension Plan 
Investments and Contri bution Subsequent to the Measurement Date of June will be recognized in 
pension expense as fo llows: 

Year Ended June 30: 

201 8 
20 19 
2020 
2021 

Total 

$ 

$ 

16,098 
22,750 
11 ,560 
(4. 102) 

46.306 

In the table shown above, pos itive amounts will increase pension expense w hile negati ve amounts 
will decrease pension expense. 

Payable to the Pension Plan 
All full time employees are required by law to contribute 5% of their gross compensation 

to the plan in accordance w ith plan provisions. In 20 17, the District contri buted 18.68% from 
January -- June and 19. 18% thereafter. In 2016, the Distri ct contri buted 18.68% from January -
June and 17.67% thereafter. These contributions were made on the employees' gross 
compensation during the applicable year. Employer contri butions are at an actuaria11y determined 
rate. The District owed the plan $3,258 and $2,652 at December 3 1, 20 17 and 201 6, respectively. 
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F ARMDALE WATER DISTRICT 
FRANKFORT, K ENTUCKY 40601 

NOTES TO FINANCIAL STATEMENTS 
DECEMBER 3 1, 20 17 & 2016 

NOTE 4 - EMPLOYEE RETIREMENT (continued) 

Methods and Assumptions Used in Calculations of Actuarially Determined Contributions 
The actuarially determined contribution rates are determined on a biennial basis beginni ng 

with the fiscal year ended June 30, 2017, determined as of June 30, 2015. T he fo llowing actuarial 
methods and assumptions were used to determine contribution rates: 
Actuarial Cost Method Entry Age Normal 
Amorti zation Method Level Percentage of Payroll 
Remaining Amortization Period 28 Years for June 30, 2017 and 20 16 
Asset Valuation Method 20% of the difference between the market val ue of assets 

and the expected actuarial value of assets is recognized for 
the year ended June 30, 2017 and a 5-Year Smoothed 

Inflation 
Salary 1.ncrease 
Payroll Growth Rate 
Investment Rate of Return 

Retirement Age 
Valuation Date 

Market for the year ended June 30, 20 16 
3 .25 Percent for June 30, 2017 & June 30, 20 16 
4.0 Percent Average for June 30, 20 17 and June 30, 2016, 
4.0% 
7 .50 Percent fo r June 30, 2017 and for June 30, 20 16, net of 
Pens ion Plan Investment Expense, Includ ing Inflation 
65 years or 27 years of service regardless of age 
June30, 20 15 

CERS issues a public ly available fi nancial report that includes financial statements and 
required supplementary information. A copy of that report may be obtained by writing the 
Kentucky Retirement System, 1260 Louisville Road, Frankfort, KY 4060 1, or by telephone at 502-
564-4646. 

T he plan provides fo r ret irement, di sability and death benefits. In addition, a portion of 
each employer and employee's contribution to CERS is set aside for the funding of post-retirement 
health care. The health care coverage provided by the retirement system is considered an Other 
Post Employment Benefit (OPEB) as described in Governmental Accounting Standard Board 
Statement N umber 12. KRS provided statutory authority requiring public e mployers to fund post­
reti rement health care through their contribution to CERS . The OPEB is the responsibility of the 
CERS not the District. 

NOTE 5 - 0THER EMPLOYEE BENEFITS 
In addition to the pension benefits described in Note 4, the District participates in the 

Kentuck y Retirement Systems Insurance fund (Fund). The Fund was created by the Kentucky 
General Assembly pursuant to the provisions o f KRS 6 1. 70 I to provide hospital and medical 
insurance for member receiving benefits from the Kentucky Employees Retirement System (KRS). 
The Fund pays a prescribed contribution for who le or parti al payment of required premiums to 
purchase medica l insurance. 
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FARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 40601 

NOTES TO FINANCIAL ST A TEMENTS 
DECEMBER 3 1, 2017 & 2016 

NOTE 5 - OTHE R EMPLOYEE BENEFITS (continued) 
The amount of contribution paid by the Fund is based on years of serv ice. For members 

participating prior to July 1, 2003 , the years of service and respective percentages of the maximum 
contribution were as follows: 

Years of Service 
20 or more 

15- 19 
10-14 
4-9 

Less than 4 

Paid by 
Insurance Fund 

100% 
75% 
50% 
25% 

0% 

As a result of House Bill 290, medical insurance benefits are calculated differently for 
members who began participating on or after July 1, 2003. Once members reach a minimum 
vesting period of ten years, non-hazardous employees who pai1icipating began on or after July 1, 
2003 earn ten do llars ($ 10) per month for insurance benefits at retirement for every year of earned 
service without regard to a maximum dollar amount. 

In prior years, the employers' required medical insurance contribution rate was being 
increased annually by a percentage that would resu lt in advance-funding the medical liabil ity on 
an actuarially determined basis using the entry age normal cost method within a 20-year period 
measured from 1987. In November 1992, the Board of Trustees adopted a fixed percentage 
contribution rate and suspended future increases under the current medical premium funding 
pol icy until the next experience study could be performed. In May 1996, the Board of Trustees 
adopted a policy to increase the insurance contribution rate by the amo unt needed to achieve the 
target rate for fu ll entry age normal fund ing within twenty years. 

On August 6, 2012, the Board voted to cease self-funding of healthcare benefits for most 
KRS Medicare e ligible retirees. The Board elected to contract with Humana Insurance Company 
to provide healthcare benefits to KRS ' retirees through a fu lly insured Medicare Advantage Plan. 
The Humana Medicare Advantage Plan became effective January 1, 20 13. 

NOTE 6- CUSTOMER DEPOSITS 

New customers must pay a $60 deposit to become a customer of the District. The 
District deposits these funds in an interest bearing savings account. If the customer does 
not have any late payments or delinquencies, their deposit qualifies to be refunded after 18 months. 
Currentl y, the District generally does not refund customer deposits without customer request. 
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FARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 40601 

NOTES TO FINANCIAL STATEMENTS 
DECEMBER 31, 2017 & 2016 

NOTE 6 - CUSTOMER DEPOSITS (continued) 

When the District redeems the deposit they must pay the customers the interest earned 
while they had the deposit. KRS statutes require the District to pay the actual interest 
earned on the funds using the current market rate, however, this rate cannot exceed 6%. 

The estimated accrued interest on these deposits at December 31, 2017 & 2016 was $1,052 
and $3,43 1, respective ly. 

NOTE 7 -TAPPING FEES AND CONTRIBUTIONS IN AID OF CONSTRUCTION 

The Public Service District, the regulatory agency governing the District, requires that 
Tapping Fees and Contributions in Aid of Construction be added to a Donated Net Asset account 
instead of being included in revenue. These financial statements do not reflect this presentation 
since these financial statements are presented in conformity with generally accepted accounting 
princ iples. If we had recorded these items in accordance with the regulatory requirement, the net 
revenue would have decreased in fiscal years 20 17 and 20 16 by $9,462 and $1 1,320, respectively. 

NOTE8-SUBSEQUENTEVENTS 

The District has adopted F ASB ASC 855- 10-50- 1 "Subsequent Events". The 
Organization eva luated events occurring between the end of its most recent year end and this report 
date. Management bel ieves no significant events occurred subsequent to the date of this report 
which is the date the financial statements were available to be issued. 

NOTE 9 - FEDERAL LOAN PAY ABLE 

The District pays the U.S. Department of Agricu lture 3.125% on the outstanding balance 
for the life of the loan. The loan payments were interest only for 20 14 with principle payments 
beginning in January 20 I 5. The loan duration is 40 years and is scheduled to be paid in fu ll by 
2053. As part of the loan covenant, the District is required to open a separate bank account (Reserve 
Account) and deposit $750 per month for the original loan and $75 per month fo r the subsequent 
loan until such time the account reaches $98,500. Management has opened th is account and had a 
balance of $39,600 at December 31, 20 17 and $29,700 at December 31, 20 I 6. 

The Distri ct paid $22,500 of principle on January 1, 20 17 and $2 1,500 of principle on the 
loan on January 1, 20 16. In addition another $24,000 in principle is due on January 1, 20 18. Total 
in terest expense on this loan was $56,03 1 and $56, 734 for December 3 1, 20 17 and 2016, 
respectively. 
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FARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 4060 1 

NOTES TO FINANCIAL ST A TEMENTS 
DECEMBER 31, 20 17 & 2016 

NOTE 9 - FEDERAL LOAN PAYABLE (continued) 

The District 's long-term debt at December 31, 20 17 is detai led as fo llows: 

Principal Principal 
Balance Balance Current 
12/31/16 Borrowings Payments 12/31117 Portion 

USDA Loan $ 1,815,500 -0- $ 22,500 $ 1,793 ,000 $ 24,000 

The District' s Jong-term debt at December 31 , 20 16 is detailed as fo llows: 

Principal Principal 
Balance Balance Current 
12/31115 Borrowings Payments 12/31 / 16 Portion 

US DA Loan $ 1,837,000 -0- $ 21,500 $ 1,815 ,500 $ 22,500 

The long-term debt service requirements for the USDA Loan is as fo llows: 

Year 

20 18 
20 19 
2020 
202 1 
2022 

2023 - 2026 
2027 - 203 1 
2032 - 2036 
203 7 - 204 1 
2042 - 2046 
2047 - 205 1 
2052 

Total 
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Principa l Interest 

24,000 55,281 
24,500 54,516 
25,500 53,719 
26,500 52,891 
27,500 52,031 

123,000 198,703 
185 ,000 224,063 
226,500 191,3 75 
278,500 151,203 
340,500 102,062 
418,000 41 ,750 
93,500 - 0 -

$ 1,793,000 $ 1,177,594 
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Total 

79,281 
79,016 
79,2 19 
79,39 1 
79,53 1 

321 ,703 
409,063 
417,875 
429,703 
442,562 
459,750 
93,500 

$2,970,594 

Long-Term 
Portion 

$ 1,769,000 

Long-Term 
Portion 

$ 1,793,000 



F ARMDALE WATER DISTRICT 
FRANKFORT, KENTUCKY 40601 

NOTES TO FINANCIAL ST A TEMENTS 
DECEMBER 31, 2017 & 2016 

NOTE JO - RISK MANAGEMENT 

The District 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 di sasters. In addition 
to its general liability insurance, the District also carries commercial insurance for all other risks 
ofloss such as workers' compensation and employee health and accident insurance. Settled claims 
resu lting from these risks have not exceeded commercial insurance coverage in any of the past 
three calendar years. 
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Independent Auditor's Report on Internal Control over Financial Repo11ing and on 
Compliance and Other Matters Based on an Audit of Financial Statements 

Performed in Accordance with Government Auditing Standards 

To the Board of Directors 
Farmdale Water District 
Frankfo rt, Kentucky 

We have audited, in accordance with auditing standards generall y accepted in the United States of 
America and the standards applicable to financial audits contai ned in Government Auditing 
Standards, issued by the Comptro ller General of the United States, the financial statements of the 
business-type activities of the Farmdale Water District (District) as of and for the year ended 
December 3 I, 20 17 and 2016, and the related notes to the financial statements, which collective ly 
compri se the District's basic financ ial statements and have issued our repo11 thereon dated May 
29, 2018. 

Internal Control over Financial Reporting 

ln planning and performing our audit of the financial statements, we considered the District's 
internal control over financial reporting (internal control) to determine the audit procedu res 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 the District 's 
internal control. According ly, we do not express an opinion on the effectiveness of the District ' s 
internal control over fi nancia l reporting. 

A deficiency in internal contro l ex ists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their ass igned 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 possibi lity that a 
material misstatement of the entity's fi nancial statements w ill not be prevented, or detected and 
corrected on a timel y basis. A s ignificant defi ciency is a deficiency, or a combination of 
deficiencies, in internal control that is less severe than a materia l weakness, yet important enough 
to merit attention by those charged wi th governance. 

Our considerati on of internal contro l over financ ial reporting was for the limited purpose described 
in the first paragraph of this section and was not des igned to identi fy all deficiencies in internal 
control that might be material weaknesses or significant deficiencies and, therefore, material 
weaknesses or significant defic iencies may ex ist that were not identified. G iven these limitations, 
during our audit we did not identify any deficiencies in internal control over financial reporting 
that we consider to be material weaknesses. However, material weaknesses may exist that have 
not been identified. We did ide ntify certain deficiencies in internal control over financial reporting 
and cash, as di scussed below, that we consider to be significant deficiencies in internal control 
over financial reporting. 
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2012-J Preparation of Financial Statements 

Condition - As noted in the prior audits, the District does not have an internal control system 
designed to provide for the preparation of the financial statements. As auditors, we were requested 
to assist in the drafting of the financial statements and accompanying notes to the financial 
statements. 

Criteria - A good system of internal control establishes internal controls which effectively and 
timely detect potential misstatements to the financial statements. 

Effect - Inadequate controls could adversely affect the District's ability to detect misstatements in 
amounts that would be significant in relation to the financial statements. 

Cause - District personnel do not have adequate training and background to apply U.S. generally 
accepted accounting principles internally. 

Recommendation - Management believes the cost of adding an additional qualified person to the 
staff to remedy this condition would not be cost beneficial. In situations like this, management's 
close supervi sion and review of accounting information on a regular basis is the most cost effective 
means for preventing and detecting errors and irregularities. It is the responsibility of management 
and those charged with governance to make the decision whether to accept the degree of risk 
assoc iated with this condition because of cost or other considerations. 

Management Response - As noted in the prior audits, the District is aware of the deficiency in 
internal control. The District accepts the risk and will not add additional administrative employees 
due to cost constraints. 

2017-1 FDIC Coverage of Deposits and Certificates of Deposit 

Condition - The District does not have internal control procedures designed to ensure that all 
deposit accounts and certificates of deposits are covered by FDIC insurance. At many times 
througho ut the year the balances exceeded the $250,000 FDIC insurance coverage putting these 
funds at risk of loss if the bank were to fail. 

Criteria - A good system of internal control establishes internal controls which effectively and 
timely ensure all assets are adequately insured. 

Effect - Inadequate controls could result in significant financial loss if the banks were to fail. 

Cause - District personnel have not adequately monitored bank balances to ensure all accounts 
have adequate insurance. 

Recommendation - We recommend management review total funds at all banking institutions and 
move funds as needed to ensure adequate FDIC coverage. 
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Management Response - Management agrees and wi ll implement the policy immediately. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the District's financia l statements are free 
of material misstatement , we performed tests of its compliance with ce11a in provisions of laws, 
regulations, contracts and grant agreements, noncompliance with which could have a direct and 
material effect on determination of financia l 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 disc losed no instances of noncompliance or other 
matters that are required to be reported under Government Auditing Standards. 

Farmdale Water District's Response to Finding 

Farmdale Water District's response to the finding identified in our audit is described above. The 
D istrict 's response was not subjected to the auditing procedures applied in the audit of the financial 
statements and, accordingl y, we express no opinion on it. 

We noted certain matters that we reported to management of the District in a separate letter dated 
May 29, 2018. 

Purpose of th is Report 

The purpose of this report is so lely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the 
enti ty' 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 ent ity" s internal control and 
compliance. Accordingly, this communication is not suitable for any other purpose. 

Harrod & Associates, PSC 
Frankfort, KY 4060 l 

May 29, 2018 

HARROD & ASSOCIATES, P.S.C. 
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F ARMDALE WATER DISTRICT 
SCHEDULE OF PROPORTIONATE SHARE OF NET PENSION LIABILITY 

FOR THE YEARS ENDED DECEMBER 31 , 201 7 & 2016 

Total Net Pension Liabili ty for County Employees 
Retirement System (in thousands) $ 5,853,443 $ 4,299,525 $ 3,244,377 

Employer's Proporti on (Percentage) of Net Pension 
Liabili ty 

Employer's Proporti on (Amount) of Net Pension 
Liability $ 

Employer's Covered-Employer Payro ll 

Employer's Proportionate Share (Amount) of the Net 
Pension Liability as a Percentage of Employer's 
Covered-Employer Payroll 

Total Pension Plan 's Fiduciary Net Position (in 

$ 

0.00546% 

319,298 $ 

148,407 $ 

215.60% 

thousands) $ 6,687,237 $ 

0.00532% 0.00600% 

26 1,970 $ 257,923 

120,993 $ 138,847 

2 16.52% 185.76% 

644,080 $ 6,528, 146 

Total Pension Plan 's Pension Liability (in thousands) $ 12,540,545 $ 10,740,325 $ 9,772,523 

Total Pension Plan's Fiduc iary Net Position as a 

Percentage of Total Pension Liability 
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FARMDALE WATER DISTRICT 
SCHEDULE OF CONTRlBUTIONS TO CERS 

FOR THE YEARS ENDED DECEMBER 31 , 2017 & 2016 

Actuarially Determined Contribution 

Contributions m Relation to the Actuarially 

Determined Contribution 

Contribution Deficiency (Excess) 

Covered-Employee Payroll 

Contributions as a Percentage of Covered-Employee 
Payroll 
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$ 

$ 

2017 

18,528 $ 15, 11 6 $ 54,050 

28,103 26,755 31 ,828 

(9,575) ( 11 ,639) 22,222 

148,407 $ 120,993 $ 138,847 

18.94% 22. 11 % 22.92% 


