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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 5 - LONG-TERM DEBT (CONTINUED)

The long-term debt service requirements are as follows:

Principal Interest Total

Year Water Sewer Water Sewer Water Sewer

2019 $ 414,704 $ 50,000 $ 264,825 $ 60,749 $ 679,529 $ 110,749

2020 917,383 55,500 257,100 59,004 1,174,483 114,504

2021 433,199 55,500 245,911 57,219 679,110 112,719

2022 449,131 56,000 234,063 55,434 683,194 111,434

2023 440,381 61,000 221,906 53,456 662,287 114,456
2024-2028 2,048,114 330,000 915,294 233,103 2,963,408 563,103
2029-2033 1,345,500 393,500 632,873 164,071 1,978,373 557,571
2034-2038 1,211,600 405,000 416,123 79,829 1,627,723 484,829
2039-2043 967,200 168,000 220,400 18,290 1,187,600 186,290
2044-2048 671,400 13,500 111,835 608 783,235 14,108
2049-2053 519,500 - 38,377 - 557,877 =
2054-2055 102,500 = 3,250 = 105,750 S

$9,520,612 $1,588,000 $3,561,957 Sins 7815763 $13,082,569 $2,369,763

2005 Series A -~ McCreary County Water District Waterworks Revenue Bond, dated August
31, 2005, due in annual installments through April 1, 2045, bearing an interest rate of
4.125%. i

2008 Series A - McCreary County Water District Waterworks Revenue Bond, dated April 8,
2008, due in annual installments through April 8, 2048 bearing an interest rate of
4.125%

2008 Series A - McCreary County Water District Waterworks Revenue Bond, dated April 8,
2008, due in annual installments through April 8, 2048 bearing an interest rate of
4.125%

2012 Series D - McCreary County Water District Waterworks Revenue Bond, dated May 30,
2012, due in annual installments through January 1, 2040 bearing a variable interest
rate.

2012 Series D1 - McCreary County Water District Waterworks Revenue Bond, dated
September 30, 2012, due in annual installments through April 1, 2052 bearing a variable
interest rate.

2013 Series D - McCreary County Water District Waterworks Revenue Bond, dated February
27, 2013, due in annual installments through October 1, 2052 bearing a variable
interest rate.

2013 Series A - McCreary County Water District Waterworks Revenue Bond, dated February
27, 2013, due in annual installments through July 1, 2030 bearing an interest rate of
1.875%.

KIA F04-03 Fund F - As of December 31, 2005 the District had drawn $1,474,999 on a KIA
loan secured by a pledge of revenues. The loan bears an interest rate of 1.00% with a
life of twenty years maturing in 2026.
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 5 — LONG-TERM DEBT (CONTINUED)

2005 Series A - McCreary County Water District Sewer System Revenue Bond, dated August
31, 2005, due in annual installments through January 1, 2045, bearing an interest rate
of 4.125%.

2012 Series D - McCreary County Water District Sewer System Revenue Bond, dated May 30,
2012, due in annual installments through February 1, 2041, bearing a variable interest
rate.

United Cumberland Bank - Installment loan dated September 28, 2018, due in one annual
installment on March 20, 2020, bearing an interest rate of 3.9%.

BB&T Bank - Installment loan dated September 7, 2018, due in annual installments
through August 1, 2028, bearing an interest rate of 3.945%

Series 2015 - McCreary County Water District Water System Revenue Bond, dated February
5, 2016, due in annual installments through April 1, 2055, bearing an interest rate of
2.5%.

NOTE 6 — NET POSITION

GASB Statement No. 34 (as amended by GASB 63) requires the delineation of Net Position
as Invested in Property, Plant and Equipment (capital investments), Restricted and
Unrestricted.

The balance of capital investments represents funds that have been used to acquire pump
stations, storage facilities, meter stations, etc., constructed and operated by the
District, net of outstanding debt. The balance was $27,457,965 and $28,510,430 for the
years ended December 31, 2018 and 2017 respectively.

The District has the following restricted net position that is reserved in accordance
with the District’s various bond ordinances (Note 7):

2018 2017
Construction $ -0- $ -0-
Depreciation 162,480 162,480
Debt Service 216,038 257,858
Treasury MM Fund 343,233 338,733
Total Restricted S 721,751 $ 759,071

The District has a balance of $(2,361,404) and $(1,776,281) for unrestricted net
position at December 31, 2018 and 2017 respectively.

Page 22



McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 7 - COMPLIANCE WITH BOND ORDINANCES

The District is in compliance with its bond ordinances that require the District to
maintain certain reserves and restricted assets as follows:

Bond and Interest Fund - In order to fund the McCreary County Water District and
Water Sewer debt, the District makes deposits into these funds to pay for current
maturing principal portions and associated interest of bond issues.

Bond Sinking Funds - McCreary County Water District is required by ordinances to
transfer funds into various sinking funds for future debt retirement.

Depreciation Fund - The bond resolutions authorizing the bond issues of the water
and sewer system require transfers into various depreciation funds to be used for
plant acquisitions, extensions and extraordinary repairs and maintenance.
Transfers can cease when the fund balance reaches specified levels. The balance
in the depreciation fund as of December 31, 2018 and 2017 equaled $298,402 and
$306,593 respectively. The required balance is $162,480 and $162,480
respectively.

Construction Funds - The District is required to transfer funds into wvarious
funds for the use of funding future projects.

NOTE 8 - 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
disasters. 1In addition to its general liability insurance, the District also carries
commercial insurance for all other risks of loss such as workers’ compensation and
employee health and accident insurance. Settled claims resulting from these risks have
not exceeded commercial insurance coverage in any of the past three calendar years.

NOTE 9 - FAIR VALUE MEASUREMENTS

FASB Statement No. 157, Fair Value Measurements, as codified by Accounting Standards
Codification (ASC) 820-10 establishes a fair value hierarchy that prioritizes the
inputs to valuation techniques used to measure fair value. This hierarchy consists of
three broad levels: Level 1 inputs consist of unadjusted quoted prices in active
markets for identical assets and have the highest priority, and Level 3 inputs have the
lowest priority. The District uses appropriate valuation techniques based on the
available inputs to measure the fair value of its investments. When available, the
District measures fair value using Level 1 inputs because they generally provide the
most reliable evidence of fair value. No Level 2 or 3 inputs were used by the
District.

Level 1 Fair Value Measurements

The fair value of the Federated Treasury Obligations Fund (a money market fund) is
based on quoted net asset values of the investments held by the District at year-end.
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 9 - FAIR VALUE MEASUREMENTS (CONTINUED)

The following table sets forth by level, within the fair value hierarchy, the
District's assets at fair value:

Assets at Fair Value as of December 31, 2018

Level 1 Level 2 Level 3 Total

Treasury MM fund $343,233 - - $343,233
Total assets at

fair value $343,233 - - $343,233

Assets at Fair Value as of December 31, 2017

Level 1 Level 2 Level 3 Total

Treasury MM fund $338,733 - - $338,733
Total assets at

fair value $338,733 - - $338,733

NOTE 10 - PENSION PLAN

McCreary County Water District is a participating employer of the County Employees'
Retirement System (CERS). Under the provisions of Kentucky Revised Statute Sections
61.645 and 61.701, the Board of Trustees of Kentucky Retirement Systems administers the
CERS. The plan issues publicly available financial statements which may be downloaded
from the Kentucky Retirement Systems website.

Plan Description - CERS is a cost-sharing multiple-employer defined benefit pension
plan that covers substantially all regular full-time members employed in positions of
each participating county, city, and school board, and any additional eligible local
agencies electing to participate in the System. The plan 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-1living (COLA)
adjustments are provided at the discretion of state legislature.

Contributions - For the year ended December 31, 2018, plan members were required to
contribute 5.00% of wages for non-hazardous job classifications. Employees hired after
September 1, 2008 are required to contribute an additional 1% to cover the cost of
medical insurance that is provided through CERS. Participating employers were required
to contribute at an actuarially determined rate. Per Kentucky Revised Statute Section
78.545(33), normal contribution and past service contribution rates shall be determined
by the Board on the basis of an annual valuation last proceeding the July 1 of a new
biennium. The Board may amend contribution rates as of the first day of July of the
second year of a biennium, if it is determined on the basis of a subsequent actuarial
valuation that amended contributions rates are necessary to satisfy requirements
determined in accordance with actuarial basis adopted by the Board.
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 10 — PENSION PLAN (CONTINUED)

For the year ended December 31, 2018, the District contributed 14.48% of each
employee’s covered payroll from January to June, 2018 and 16.22% of each employee’s
covered payroll from July to December, 2018 to the pension fund, both of which are
equal to the actuarially determined rates set by the Board. Administrative costs of
Kentucky Retirement System are financed through employer contributions and investment
earnings.

Plan members who began participating on, or after, January 1, 2014, were required to
contribute to the Cash Balance Plan. The Cash Balance Plan is known as a hybrid plan
because it has characteristics of both a defined benefit plan and a defined
contribution plan. Members in the plan contribute a set percentage of their salary
each month to their own account. Plan members contribute 5.00% of wages to their own
account and 1% to the health insurance fund. The employer contribution rate is set
annually by the Board based on an actuarial valuation. The employer contributes a set

percentage of each member’s salary. Each month, when employer contributions are
received, an employer pay credit is deposited to the member’s account. For non-
hazardous members, their account is credited with a 4% employer pay credit. The

employer pay credit represents a portion of the employer contribution.

The District contributed for the years ended December 31, 2018 and 2017 $167,189 and
$160,610, respectively, or 100% of the required contribution to the pension fund.

Pension Liabilities, Expense, Deferred Outflows of Resources and Deferred Inflows of
Resources - At December 31, 2018 the District reported a liability of $2,770,845 for
its proportionate share of the net pension liability. The net pension liability was
measured as of June 30, 2018, and the total pension liability used to calculate the net
pension liability was determined by an actuarial valuation as of June 30, 2017, rolled-
forward from the valuation date to June 30, 2018 using generally accepted actuarial
principles. The District’s proportion of the net pension liability was determined using
the District’s actual contributions for the year ended June 30, 2018. This method is
expected to be reflective of the District’s long-term contribution effort. For the
year ended December 31, 2018, the District's proportion was 0.045494 percent, which is
equal to its proportion measured as of June 30, 2018. For the year ended December 31,
2017, the District’s proportion was 0.043724 percent, which is equal to its proportion
measured as of June 30, 2017.

For the year ended December 31, 2018, the District recognized pension expense of

$490,064. At December 31, 2018, the District reported deferred outflows of resources
and deferred inflows of resources related to pensions from the following sources:
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 10 — PENSION PLAN (CONTINUED)

Deferred Deferred
Outflows of Inflows of
Resources Resources
Effects of changes of assumptions $ 270,792 S -
District contributions subsequent to the
measurement date 89,412 =
Difference between projected and actual
earnings on plan investments - 33,225
Changes in proportion and differences
between District contributions and
proportionate share of contributions 80,333 -
Differences between expected and actual
liability experience 90,379 40,559
Total $ 530,916 $ 73,784

The $89,412 of deferred outflows of resources resulting from the District’s
contributions subsequent to the measurement date will be recognized as a reduction of
the net pension liability in the year ending December 31, 2019. Other amounts reported
as deferred outflows of resources and deferred inflows of resources will be recognized
in pension expense as follows:

Year ending December 31,

2019 $ 265,508
2020 137,790
2021 (20,706)
2022 (14,872)
Actuarial Assumptions - The total pension 1liability, net pension 1liability, and

sensitivity information as of June 30, 2018 were based on an actuarial valuation date
of June 30, 2017. The total pension liability was rolled-forward from the valuation
date (June 30, 2017) to the plan’s fiscal year ending June 30, 2018, using generally
accepted actuarial principles. There have been no changes in actuarial assumptions
since June 30, 2017. However, during the 2018 legislative session, House Bill 185 was
enacted, which updated the benefit provisions for active members who die in the line of
duty. Benefits paid to the spouses of deceased members have been increased from 25% of
the member’s final rate of pay to 75% of the member’s average pay. If the member does
not have a surviving spouse, benefits paid to surviving children have been increased
from 10% of the member’s final pay rate to 50% of the member’s average pay for one
child, 65% of average pay for two children, or 75% of average pay for three children.
The total pension liability as of June 30, 2018 is determined using theses updated
benefit provisions. The actuarial assumptions used in the June 30, 2017 actuarial
valuation are as follows:

Inflation 2.30%
Salary Increases 3.05%, average
Investment Rate of Return 6.25%
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 10 - PENSION PLAN (CONTINUED)

The mortality table used for active members is RP-2000 Combined Mortality Table
projected with Scale BB to 2013 (multiplied by 50% for males and 30% for females). For
healthy retired members and beneficiaries, the mortality table used is the RP-2000
Combined Mortality Table projected with Scale BB to 2013 (set-back 1 year for females).
For disabled members, the RP-2000 Combined Disabled Mortality Table projected with
Scale BB to 2013 (set-back 4 years for males) is used for the period after disability
retirement. There is some margin in the current mortality tables for possible future
improvement in mortality rates and that margin will be reviewed again when the next
experience investigation is conducted.

Assumptions and funding policies are reviewed against actual plan experience at least
once every five years through the completion of an actuarial experience study. The
actuarial assumptions used in the June 30, 2018 valuation were based on the results of
the most recent actuarial experience study for the period July 1, 2008 - June 30, 2013.
The investment return, price inflation, and payroll growth assumptions were adopted by
the Board in May and July 2017, for use with the June 30, 2018 valuation.

The target allocation and best estimates of arithmetic real rates of return for each
major asset class are summarized in the following table:

Long-term
Expected
Target Real Rate
Asset Class Allocation of Return
US Equity Large Cap 5.00% 4.50%
US Equity Mid Cap 6.00% 4.50%
US Equity Small Cap 6.50% 5.50%
International Equity 12.50% 6.50%
Emerging Markets 5.00% 7.25%
Global Bonds 4.00% 3.00%
Global Credit 2.00% 3.75%
High Yield 7.00% 5.50%
Emerging Market Debt 5.00% 6.00%
Private Credit 10.00% 8.50%
Real Estate 5.00% 9.00%
Absolute Return 10.00% 5.00%
Real Return 10.00% 7.00%
Private Equity 10.00% 6.50%
Cash Equivalent 2.00% 1.50%
Total 100.00%

Discount Rate - The discount rate used to measure the total pension liability was 6.25
percent at June 30, 2018. The projection of cash flows used to determine the discount
rate assumed that local employers would contribute the actuarially determined
contribution rate of projected compensation over the remaining 25 year amortization
period of the unfunded actuarial accrued liability. The discount rate does not use a
municipal bond rate.
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 10 - PENSION PLAN (CONTINUED)

Sensitivity of the District’s Proportionate Share of the Net Pension Liability to
Changes in the Discount Rate - The following table presents the District’s
proportionate share of the net pension liability calculated using the discount rate of
6.25 percent, as well as what the District’s proportionate share of the net pension
liability would be if it were calculated using a discount rate that is l-percentage-
point lower (5.25 percent) or l-percentage-point higher (7.25 percent) than the current
rate:

District's

proportionate
share of net
pension
Discount rate liability
1% decrease 5.25% $ 3,488,207
Current discount rate 6.25% $ 2,770,845
1% increase 7.25% $ 2,169,821

Payable to the Pension Plan - At December 31, 2018 and 2017, the District reported a
payable of $15,856 and $18,540, respectively, for the outstanding amount of
contributions to the pension plan required for the year then ended. The payable only
includes the pension portion of the contribution. Please refer to Note 11 for the
amount due to the insurance fund.

NOTE 11 — OTHER POST-EMPLOYMENT BENEFIT PLAN

Under the provisions of Kentucky Revised Statutes 61.645 and 61.701, the Board of
Trustees of Kentucky Retirement Systems administers the Kentucky Employees Retirement
System (KERS), County Employees Retirement System (CERS), and State Police Retirement
System (SPRS). McCreary County Water District is a participating employer of the CERS.
The plan issues publicly available financial statements which may be downloaded from
the Kentucky Retirement Systems website.

Plan Description - The Kentucky Retirement Systems’ (KRS) Insurance Fund was
established to provide hospital and medical insurance for eligible members receiving
benefits from KERS, CERS, and SPRS. Although the assets of the systems are invested as
a whole, each system’s assets are used only for the payment of benefits to the members
of that plan and the administrative costs incurred by those receiving an insurance
benefit.

The CERS Non-hazardous Insurance Fund is a cost-sharing multiple-employer defined
benefit Other Post-employment Benefits (OPEB) plan that covers substantially all
regular full-time members employed in positions of each participating county, city, and
school board, and any additional eligible local agencies electing to participate in the
System. The plan provides for health insurance benefits to plan members. OPEB may be
extended to beneficiaries of plan members under certain circumstances.

Membership in the CERS Non-hazardous Insurance Fund consisted of the following at June
30, 2017, the date of the latest actuarial valuation:
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 11 - OTHER POST-EMPLOYMENT BENEFIT PLAN (CONTINUED)

Membership Status

Inactive plan members currently

receiving benefits: 33,481
Inactive plan members entitled to

but not yet receiving benefits: 8,230
Active plan members: 81,891
Total plan members: 123,602

Actuarial Assumptions - The total OPEB liability, net OPEB liability, and sensitivity
information as of December 31, 2018, were based on an actuarial valuation date of June
30, 2017. The total OPEB liability was rolled-forward from the valuation date (June
30, 2017) to the plan’s fiscal year ending June 30, 2018, using generally accepted
actuarial principles. There have been no changes in actuarial assumptions since June
30, 2017 (other than the blended discount rate used to calculate the total OPEB
liability). However, during the 2018 legislative session, House Bill 185 was enacted,
which updated the benefit provisions for active members who die in the line of duty.
The system shall now pay 100% of the insurance premium for spouses and children of all
active members who die in the line of duty. The total OPEB liability as of June 30,
2018, is determined using these updated benefit provisions. The actuarial assumptions
used in the June 30, 2017 actuarial valuation are as follows:

Inflation 2.30%

Payroll Growth Rate 2.00%, CERS non-hazardous

Salary Increase 3.05%, average

Investment Rate of Return 6.25%

Healthcare Trend Rates

Pre - 65 Initial trend starting at 7.00% at

January 1, 2020, and gradually decreasing
to an ultimate trend rate of 4.05% over a
period of 12 years.

Post - 65 Initial trend starting at 5.00% at
January 1, 2020, and gradually decreasing
to an ultimate trend rate of 4.05% over a
period of 10 years.

The mortality table used for active members is RP-2000 Combined Mortality Table
projected with Scale BB to 2013 (multiplied by 50% for males and 30% for females). For
healthy retired members and beneficiaries, the mortality table used is the RP-2000
Combined Mortality Table projected with Scale BB to 2013 (set back one year for
females). For disabled members, the RP-2000 Combined Disabled Mortality Table projected
with Scale BB to 2013 (set back four years for males) is used for the period after
disability retirement.

Assumptions and funding policies are reviewed against actual plan experience at least
once every five years through the completion of an actuarial experience study. The
actuarial assumptions used in the June 30, 2018 valuation were based on the results of
the most recent actuarial experience study for the period July 1, 2008 - June 30, 2013.
The investment return, price inflation, and payroll growth assumptions were adopted by
the Board in May and July 2017, for use with the June 30, 2017 valuation in order to
reflect future economic expectations.
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 11 ~ OTHER POST-EMPLOYMENT BENEFIT PLAN (CONTINUED)

Discount Rate - The single discount rate of 5.85% for CERS Non-hazardous is based on
the long-term expected rate of return on OPEB plan investments of 6.25% and a long-term
municipal bond rate of 3.62% as reported in Fidelity Index’s “20-Year Municipal GO AA
Index” as of June 30, 2018. The projection of cash flows used to determine the
discount rate assumed that local employers would contribute the actuarially determined
contribution rate of projected compensation over the remaining 25-year amortization
period of the unfunded actuarial accrued liability.

The target allocation and best estimates of arithmetic real rates of return for each
major asset class are summarized in the following table:

Long-term

Expected

Target Real Rate

Asset Class Allocation of Return
US Equity Large Cap 5.00% 4.50%
US Equity Mid Cap 6.00% 4.50%
US Equity Small Cap 6.50% 5.50%
International Equity 12.50% 6.50%
Emerging Markets 5.00% 7.25%
Global Bonds 4,00% 3.00%
Global Credit 2.00% 3.75%
High Yield 7.00% 5.50%
Emerging Market Debt 5.00% 6.00%
Private Credit 10.00% 8.50%
Real Estate 5.00% 9.00%
Absolute Return 10.00% 5.00%
Real Return 10.00% 7.00%
Private Equity 10.00% 6.50%
Cash Equivalent 2.00% 1.50%

Total 100.00%

Implicit Subsidy - The fully-insured premiums KRS pays for the Kentucky Employees’
Health Plan are blended rates based on the combined experience of active and retired
members. Since the average cost of providing health care benefits to retirees under
age 65 is higher than the average cost of providing health care benefits to active
employees, there is an implicit employer subsidy for non-Medicare eligible retirees.
Participating employers should adjust their contributions by the implicit subsidy in
order to determine the total employer contribution for GASB Statement No. 75 purposes.
This adjustment is needed for contributions made during the measurement period and for
the purpose of deferred outflows related to contributions made after the measurement
date. McCreary County Water District’s implicit subsidy for the years ended December
31, 2018 and 2017 was $13,030 and $10,744 respectively.

Contributions - Participating employers are required to contribute at an actuarially
determined rate. Per Kentucky Revised Statute Section 78.545(33), normal contribution
and past service contribution rates shall be determined by the Board on the basis of an
annual valuation last preceding July 1 of a new biennium. The Board may amend
contribution rates as of the first day of July of the second year of a biennium, if it
is determined on the basis of a subsequent actuarial valuation that amended
contributions rates are necessary to satisfy requirements determined in accordance with
actuarial bases adopted by the Board.

Page 30



—— — — — — —-— -— -— —-— =a —-— —_— - - [ ] [ ] | ] [

McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 11 - OTHER POST-EMPLOYMENT BENEFIT PLAN (CONTINUED)

For the year ended December 31, 2018, the District contributed 4.70% of each employee’s
covered payroll from January to June, 2018 and 5.26% of each employee’s covered payroll
from July to December, 2018 to the insurance fund, both of which are equal to the
actuarially determined rates set by the Board. Administrative costs of Kentucky
Retirement Systems are financed through employer contributions and investment earnings.

Employees hired after September 1, 2008 are required to contribute an additional 1% of
their covered payroll to the insurance fund. Contributions are deposited to an account
created for the payment of health insurance benefits under 26 USC Section 401 (h).
These members are classified in the Tier 2/Tier 3 structure of benefits and the 1%
contribution to the 401 (h) account is non-refundable.

McCreary County Water District contributed for the years ended December 31, 2018 and
2017, $54,241 and $53,219, respectively, or 100% of the required contribution to the
insurance fund. For additional information regarding contributions, please refer to
Note 10.

OPEB Liabilities, Expense, Deferred Outflows of Resources and Deferred Inflows of
Resources -~ At December 31, 2018, the District reported a liability of $807,737 for its
proportionate share of the net OPEB liability. The net OPEB liability was measured as
of June 30, 2018, and the total OPEB liability used to calculate the net OPEB liability
was determined by an actuarial valuation as of June 30, 2017, rolled-forward to June
30, 2018 using generally accepted actuarial principles. The District’s proportion of
the net OPEB liability was determined using the District’s actual contributions for the
year ended June 30, 2018. This method is expected to be reflective of the District’s
long-term contribution effort. For the year ended December 31, 2018, the District's
proportion was 0.045494 percent, which is equal to its proportion measured as of June
30, 2018. For the year ended December 31, 2017, the District’s proportion was 0.043724
percent, which is equal to its proportion measured as of June 30, 2017.

For the year ended December 31, 2018, the District recognized OPEB expense of $106,777.
At December 31, 2018 the District reported deferred outflows of resources and deferred
inflows of resources related to other post-employment benefits from the following
sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Effects of changes of assumptions $ 161,317 S 1,866
District contributions subsequent to the
measurement date (including implicit
subsidy) 42,025 =
Differences between projected and actual
earnings on plan investments = 55,637
Differences between expected and actual
liability experience = 94,131
Changes in proportion and differences between
District contributions and proportionate
share of contributions 21,810 1,654
Total _$ 225,152 $ 153,288
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 11 - OTHER POST-EMPLOYMENT BENEFIT PLAN (CONTINUED)

The $42,025 of deferred outflows of resources resulting from the District’s
contributions subsequent to the measurement date of $28,995 and the June 30, 2019
implicit subsidy of $13,030, will be recognized as a reduction of the net OPEB
liability in the year ending December 31, 2019. Other amounts reported as deferred
outflows of resources and deferred inflows of resources will be recognized in OPEB
expense as follows:

Year ending December 31,

2019 $ 6,604
2020 6,604
2021 6,604
2022 17,410
2023 (3,298)
Thereafter (4,085)

Sensitivity of the District’s Proportionate Share of the Net OPEB Liability to Changes
in the Discount Rate - The following table presents the District’s proportionate share
of the net OPEB liability calculated using the single discount rate of 5.85 percent, as
well as what the District’s proportionate share of the net OPEB liability would be if
it were calculated using a discount rate that is l-percentage-point lower (4.85
percent) or l-percentage-point higher (6.85 percent) than the current rate.

District's

proportionate

Discount share of net
rate OPEB liability

1% decrease 4.85% S 1,049,121
Current discount rate 5.85% $ 807,737
1% increase 6.85% $ 602,122

Sensitivity of the District’s Proportionate Share of the Net OPEB Liability to Changes
in the Healthcare Cost Trend Rate - The following table presents the District’s
proportionate share of the net OPEB liability calculated using the current healthcare
cost trend rates (see details in Actuarial Assumptions above), as well as what the
District’s proportionate share of the net OPEB liability would be if it were calculated
using healthcare cost trend rates that are 1 percentage point lower or 1 percentage
point higher than the current rates.

District's
proportionate
share of net
OPEB liability

1% decrease S 601,368
Current healthcare
cost trend rate $ 807,737
1% increase S 1,050,986
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
NOTES TO THE COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2018 and 2017

NOTE 11 - OTHER POST-EMPLOYMENT BENEFIT PLAN (CONTINUED)

Payable to the OPEB Plan - At December 31, 2018 and 2017, the District reported a
payable of $5,142 and $6,018, respectively, for the outstanding amount of contributions
to the insurance plan required for the years then ended. The payable only includes the
insurance portion of the contribution. Please refer to Note 10 for the amount due to
the pension plan.

NOTE 12 - SUBSEQUENT EVENTS

Subsequent events were evaluated through October 25, 2019, which is the date the
financial statements were available to be issued.

NOTE 13 — RESTATEMENT OF NET POSITION

During 2018 the District implemented GASB Statement No. 75, Accounting and Financial
Reporting for Post-employment Benefits Other Than Pensions, which addresses financial
reporting for state and local government employers whose employees are provided with
post-employment benefits other than pensions. Statement No. 75, replaces the
requirements of Statement No. 45, Accounting and Financial Reporting by Employers for
Post-employment Benefits Other Than Pensions, as amended.

The guidance contained in Statement 75 changed how governments calculate and report the
costs and obligations associated with post-employment benefits other than pensions
(OPEB) . Under the new standards GASB requires that cost-sharing governments report a
net OPEB liability, OPEB expense, and OPEB related deferred inflows and outflows of
resources based on their proportionate share of the collective amounts for all the
governments in the plan. In addition, GASB requires' Statement 75 to be applied
retroactively. This accounting change, results in the following changes to previously-
reported amounts:

2018 2017
Net position, at beginning of year : $28,207,608 $29,412,031
Beginning net OPEB liability and

deferred outflows (714, 388) (664,576)

Net position, at beginning of year, as restated $27,493,220 $28,747,455
Change in net position as previously reported $(1,204,423)
OPEB expense adjustment (49,812)
$(1,254,235)
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McCREARY COUNTY WATER DISTRICT

WATER AND SEWER DIVISIONS

COMBINING STATEMENT OF NET POSITION
DECEMBER 31, 2018

ASSETS
Current assets:

Cash and cash equivalents
Unbilled revenues
Accounts receivable, net
Other receivables
Due from associated division
Inventory
Prepaid expenses

Total current assets

Non-current assets:
Restricted cash and cash equivalents
Investments
Capital assets:
Utility plant
Less accumulated depreciation
Total non-current assets

Deferred outflows of resources:
Deferred outflows - other post-employment benefits
Deferred outflows - pension
Total deferred outflows

Total assets and deferred
outflows of resources

LIABILITIES
Current liabilities:
Accounts payable
Accrued interest
Due to associated division
Taxes payable
Other accrued liabilities
Implicit subsidy - other post-employment benefits
Customer deposits
Notes payable - current
Revenue bonds - current portion
Total current liabilities

Non-current liabilities:
Revenue bonds - net current portion
Notes payable
Net other post-employment benefits liability
Net pension liability
Total non-current liabilities

Deferred inflows of resources:
Deferred inflows - other post-employment benefits
Deferred inflows - pension
Total deferred inflows

Total liabilities and deferred
inflows of resources

NET POSITION
Invested in capital assets, net
of related debt
Restricted for debt service and construction
Unrestricted
Total net position

Total liabilities, deferred inflows
of resources and net position

See Independent Auditor's Report.

McCreary County

Water Sewer Eliminations Total
S 384,430 $ 21,161 $ s 405, 591
180, 991 61,324 242,315
280,589 78,767 359, 356
2,119 7,821 9,940
1,312,815 - (1,312,815) G
108,203 41,030 149,233
22,644 - 22,644
2,291,791 210,103 (1,312,815) 1,189,079
338,945 39,573 378,518
343,233 - 343,233
43,883,812 19,138,866 63,022,678
(16,887,162) (7,568,939) (24,456,101)
27,678,828 11,609,500 39,288,328
195,579 29,573 225,152
458,393 72,523 530,916
653,972 102,096 - 756,068

$ 30,624,591

$ 11,921,699

$ (1,312,815)

$ 41,233,475

$ 121,265 $ 35,183 $ $ 156,448
99,914 30,279 130,193

- 1,312,815 (1,312,815) iE

15,507 2,009 17,516
132,154 16,321 148,475
11,338 1,692 13,030
35,235 = 35,235
69,355 = 69,355
342,057 50,000 392,057
826,825 1,448,299 (1,312,815) 962,309
7,886,200 1,538,000 9,424,200
1,223,000 1,223,000
702,731 105,006 807,737
2,392,348 378,497 2,770,845
12,204,279 2,021,503 14,225,782
133,360 19,928 153,288
63,705 10,079 73,784
197,065 30, 007 = 227,072

$ 13,228,169 $ 3,499,809 $ (1,312,815) $ 15,415,163
17,476,038 9,981, 927 27,457,965
682,178 39,573 721,751
(761,794) (1,599,610) - (2,361,404)
17,396,422 8,421,890 = 25,818,312

$ 30,624,591

$ 11,921,699

$ (1,312,815)

$ 41,233,475
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS
COMBINING STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
FOR THE YEAR ENDED DECEMBER 31, 2018

McCreary County

Water Sewer Total
Operating revenues
Residential sales $ 2,259,252 $ 309,700 $ 2,568,952
Commercial sales 221,362 153,972 375,334
Industrial sales 5,177 4,640 9,817
Governmental sales 658,777 440,842 1,099,619
Other sales and fees 87,801 22,481 110,282
Total operating revenues 3,232,369 931, 635 4,164,004
Operating expenses
General and administrative costs 237,600 14,960 252,560
Payroll and contractual services 1,944,695 505,282 2,449,977
Repairs and maintenance -~ 165,590 165,590
Other supplies and expenses 887,499 366,814 1,254,313
Depreciation 1,037,757 537,322 1,575,079
Total operating expenses 4,107,551 1,589,968 5,697,519
Operating loss (875,182) (658, 333) (1,533,515)
Nonoperating revenues (expenses)
Interest income 9,205 595 9,800
Other income 95,284 - 95,284
Loss on abandoned fixed assets (215, 345) - (215, 345)
Gain (loss) on disposal of fixed assets 16,733 (256) 16,477
Interest expense (249,964) (60,557) (310,521)
Total nonoperating revenues (344,087) (60,218) (404, 305)
Loss before contributions (1,219, 269) (718,551) (1,937,820)
Capital grants received 262,912 - 262,912
Change in net position (956,357) (718,551) (1,674,908)
Total net position on
December 31, 2017 18,352,779 9,140,441 27,493,220
Total net position on
December 31, 2018 $ 17,396,422 $ 8,421,890 $ 25,818,312

See Independent Auditor's Report
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McCREARY COUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS

COMBINING STATEMENT OF CASH FLOWS

Cash Flows from Operating Activities
Cash received from custome:rs
Operating expenses:

General ana administrative
Payroll and related expenses
Repa:rs and maintenance
Other supplies and expenses

Net cash provided (used) by operating activi

Cash Flows from Capital and Related
Financing Activities
hcguisition and construction of capital assets
Proceeas from sale of capital assets
Principal paia on debt
Proceeds from debt borrowings
Interest pald on debt
Capital contributions
Net cash used in capital
and related financing activities
Cash Flows from Investing Activities
Interest income from investments
Other cash receipts
Net cash provided by

investing activities

Net decrease in cash
and cash eguivalents

Cash and cash eguivalents, at beginning of year
Cash and cash equivalents, at end of year
Unrestricted cash and cash equivalents
Restricted cash and cash eguivalents

Total cash and cash equivalents, at end of year

See Independent Auditor's Report.
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DECEMBER 31, 2018

Water Sewer Total

5 3,230,326 5 920,006 ] 4,150,332
(237,600} (14,960) (252,560)
11,651,210} (427,711} (2,078,921)

- (165, 590! (165,590)

(793,818) (385,105) (1,178,923)

ties 547, 698 (73,360) 474,338
(1,646,075) (480) 11,646,555}
16,642 - 16,642

(334, 014) (50, 000) (384,014)
1,292,355 - 1,292,355
(244,843) (60,557 (305,400}
262,912 - 262,912
(653,023) (111,037} (764,060)
9,798 585 10,393

95,284 - 95,284
105,082 585 105,677

1243) 1183,802) 1184,045)
1,252,872 58,515 1,311,387

$ 1,066, 608 $ 60,734 5 1,127,342
$ 384,430 5 21,161 5 405,591
682,178 39,573 721,751

$ 1,066,608 $ 60,734 $ 1,127,342

—

—

—
b
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McCREARY COQUNTY WATER DISTRICT
WATER AND SEWER DIVISIONS

COMBINING STATEMENT OF CASH FLOWS

Reconciliation of operating loss to net cash
provided by operating activities:
Operating loss

Adjustments to reconcile operating loss to
net cash provided by operating activities:
Depreciation
Bad debt expense
Change in assets and liabilities:

(Increase) in receivables

Decrease (increase) in inventories
Increase in prepaids

Decrease (increase) in accounts payable
Increase in customer deposits

(Decrease)} increase in accrued liabilities
Increase in net OPEB obligation

Increase in net pension obligation

(CONT INUED)
DECEMBER 31, 2018

Water Sewer Total
(875,182) $ (658,333) $ (1,533,515)
1,037,757 537,322 1,575,079
4,200 4,660 8,860
(10,903) (11, 629) (22,532)
43,514 (615) 42,899
4,291 = 4,291
23,428 (25,489) (2,061)
1,143 = 1,143
25,965 3,153 29,118
37,623 5,273 42,896
255,862 72,298 328,160
547,698 $ (73,360) $ 474,338

Net cash provided (used) by operating activities

See Independent Auditor's Report.
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McCreary County Water District
Schedule of Proportionate Share of the Net Pension Liability
As of and for the Year Ended December 31, 2018

2018

2017 2016

2015

2014

District’s proportion of the net pension liability

District’s proportionate share of the net pension
liability

District’s covered employee payroll

District’s share of the net pension liability

0.045494%

$ 2,770,845
$ 1,127,618

as a percentage of its covered employee payroll 245.73%
Plan fiduciary net position as a percentage
of the total pension liability 53.54%

Notes:

Schedule is intended to show information for the last 10 fiscal years.

they become available.

The amounts
presented.

presented for each fiscal year were determined

(measured)

0.043724% 0.043507%

$ 2,559,300
$ 1,064,570

$ 2,142,121
$ 1,024,456

240.41% 209.10%

53.32% 55.50%

Additional years will be

as of June 30, of the

0.040430%

$ 1,738,371
$ 949,859

183.01%

59.97%

displayed as

fiscal year

0.042430%

$ 1,376,595

$

973,416
141.42%

66.80%

Page 38



—— — —-— -— —-— —— —-— ——— ——— — ] _—_— ] ____ ] | [ ] | | [

McCreary County Water District
Schedule of Pension Contributions
As of and for the Year Ended December 31, 2018

2018 2017 2016 2015 2014

Contractually required employer

contributions $ 167,189 $ 160,610 $ 134,208 $ 126,892 $ 127,882
Contributions relative to contractually

required employer contributions $ 167,189 $ 160,610 $ 134,208 $ 126,892 $ 127,882
Contribution excess (deficiency) $ ~ $ = $ = $ = $ -
District’s covered employee payroll $ 1,088,383 $ 1,128,886 $ 1,015,760 $ 1,009,246 $ 965,456
Employer contributions as a percentage

of covered-employee payroll 15.36% 14.23% 13.21% 12.57% 13.25%

Notes:

Schedule is intended to show information for the last 10 fiscal years. Additional years will be displayed
as they become available.

Contractually required employer contributions exclude the portion of contributions paid to the CERS, but
allocated to the insurance fund of the CERS.

The above contributions only include those contributions allocated directly to the CERS pension fund.

The amounts presented for each fiscal year were determined (measured) as of December 31, the reporting year
end of the District.
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McCreary County Water District
Schedule of Proportionate Share of the Net OPEB Liability
As of and for the Year Ended December 31, 2018

2018 2017

District’s proportion of the net OPEB liability 0.045494% 0.043724%
District’s proportionate share of the net OPEB

liability $ 807,737 $ 879,002
District’s covered employee payroll $ 1,127,618 $ 1,064,570
District’s share of the net OPEB liability

as a percentage of its covered employee payroll 71.63% 82.57%
Plan fiduciary net position as a percentage

of the total OPEB liability 57.62% 52.39%

Notes:

Schedule is intended to show information for the last 10 fiscal years. Additional

years will be displayed as they become available.

The amounts presented for each fiscal year were determined (measured) as of June 30,
of the fiscal year presented.
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McCreary County Water District
Schedule of OPEB Contributions
As of and for the Year Ended December 31, 2018

2018 2017
Contractually required employer

contributions $ 54,241 $ 53,219
Contributions relative to contractually

required employer contributions S 54,241 $ 53,219
Contribution excess (deficiency) $ =5 $ -
District’s covered employee payroll $ 1,088,383 $ 1,128,886
Employer contributions as a percentage

of covered-employee payroll 4.98% 4.71%

Notes:

Schedule is intended to show information for the last 10 fiscal years.
Additional years will be displayed as they become available.

Contractually required employer contributions exclude the portion of
contributions paid to the CERS, but allocated to the pension fund of the CERS.
The above contributions only include those contributions allocated directly to
the CERS insurance fund.

The amounts presented for each fiscal year were determined (measured) as of
December 31, the reporting year end of the District.
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McCreary County Water District
Schedule of Changes in Benefits and Assumptions
As of and for the Year Ended December 31, 2018

County Employee Retirement System
Changes of benefit terms

During the 2018 legislative session, House Bill 185 was enacted, which updated
the benefit provisions for active members who die in the line of duty.

- Pension - Benefits paid to the spouses of deceased members have
been increased from 25% of the member's final rate of pay to
75% of the member's average pay. If the member does not have a
surviving spouse, benefits paid to surviving children have been
increased from 10% of the member's final pay rate to 50% of
average pay for one child, 65% of average pay for two children,
or 75% of average pay for three children.

- Insurance - The system shall now pay 100% of the insurance
premium for spouses and children of all active members who die
in the line of duty.

Changes in assumptions

The following changes were adopted by the Board of Trustees and reflected in
the valuation performed as of June 30, 2017:

- The assumed investment rate of return was decreased from 7.50%
to 6.25%.

- The assumed rate of inflation was reduced from 3.25% to 2.30%.
- The payroll growth assumption was reduced from 4.00% to 2.00%.

- The salary increase assumption was reduced from 4.00% average
to 3.05% average.

The following changes were adopted by the Board of Trustees and reflected in
the valuation performed as of June 30, 2015:

- The assumed investment rate of return was decreased from 7.75%
to 7.50%.

- The assumed rate of inflation was reduced from 3.50% to 3.25%.

- The assumed rate of wage inflation was reduced from 1% to
0.75%.

The payroll growth assumption was reduced from 4.50% to 4.00%.

- The mortality table used for active members is RP-2000 Combined
Mortality Table projected with Scale BB 2013 (multiplied by 50%
for males and 30% for females).

- For healthy retired members and beneficiaries, the mortality
table used is the RP-2000 Combined Mortality Table projected
with Scale BB to 2013 (set-back one year for females). For
disabled members, the RP-2000 Combined Disabled Mortality Table
projected with Scale BB to 2013 (set-back four years for males)
is used for the period after disability retirement. There is
some margin in the current mortality tables for possible future
improvement in mortality rates and that margin will be reviewed
again when the next experience investigation is conducted.

- Assumed rates of retirement, withdrawal, and disability were
updated to more accurately reflect experience.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAIL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Commissioners
McCreary County Water District
Water and Sewer Divisions
Whitley City, Kentucky 42653

We have audited, in accordance with the auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained
in Government Auditing Standards issued by the Comptroller General of the United
States, the combined financial statements of the business-type activities of the
McCreary County Water District, Water and Sewer Divisions (the District), as of and
for the year ended December 31, 2018, and the related notes to the financial
statements which collectively comprise the District’s basic financial statements and
have issued our report thereon dated October 25, 2019.

Internal Control Over Financial Reporting

In 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 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 the District’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the District’s
internal control.

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

Our consideration of internal control 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.



S

O e W = T N 7 I £ I T T S

Board of Commissioners
McCreary County Water District
Water and Sewer Divisions
Whitley City, Kentucky 42653
Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District's 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 determination

of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of

noncompliance or other matters that are required to be reported under Government
Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal
control and compliance and the results of 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.

Fauthner, King & Wenz, PSC

October 25, 2019



