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INDE] NDENT AUTI™RS' REPNRT

To the Board of Commissioners
Muhlenberg County Water District
Greenville, Kentucky

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities of the Muhlenberg
County Water 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 as listed in the
table of contents. The prior year comparative information has been derived from the District's December
31, 2017 financial statements and, in our report dated October 9, 2018 we expressed an unqualified
opinion on the respective financial statements.

Management’s Responsibility for the Financial Statements

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

Auditors' Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
booates w0y i nent,as wel ;evaluating the overall * itation of the fina “a’

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



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the b1 ness-type activities of the Muhlenberg County Water District as of
December 31, 2018 and the respective changes in financial position and cash flows thereof for the year
then ended in accordance with accounting principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles gener.  accepted in the United States of America require that the management's
discussion and analysis on { s 3 - 7 and schedule of proportionate share of the net pension liability,
schedule of pension contt ¢ 1s and schedule of changes in benefits and assumptions on pages 32 - 35
and schedule of proportionate share of the net other post employment benefit liability, schedule of other
post employment benefit cor  >utions and schedule of changes in other post employment benefit plan
benefits and assumptions on .ges 36 - 38 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited proce: es to the required supplementary information in accordance with auditing
standards generally accepte in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with manageme responses to our inquiries, the basic financial statements, and other
knowledge we obtained durii  ur audit of the basic financial statements. We do not express an opinion
or provide any assurance o € information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by  wernment Auditing Standards

In accordance with Governm witing Standards, we have also issued our report dated November 1,
2019, on our consideration « he Muhlenberg County Water District’s internal control over financial
reporting and our tests of it mpliance with certain provisions of laws, regulations, contracts, grant
agreements and other matters. The purpose of that report is solely to describe the scope of our testing of

internal control over financi: rting and compliance and the results of that testing, and not to provide
an opinion on the effectiven he Muhlenberg County Water District's internal control over financial
reporting or on compliance. report is an integral part of an audit performed in accordance with
Government Auditing Stana 1 considering Muhlenberg County Water Districts's internal control
over financial reporting and ance.

7601)1% %ﬂ@u@% I

lisonville  ntucky
November 1,2019



MUHLENBERG COUNTY WATER DISTRICT
MANAGEN...NT’S DISCUSSION AND ANALYSIS
VTR, S8
(UNAUDITED)

As management of the Muhlenberg County Water ™ ‘strict, we offer readers of the ™ strict’s
financial statements this narrative overview and analysis of the financial activities of the District
for the years ended December 31, 2018 and 2017. For the years ended December 31, 2018 and
2017, the Muhlenberg County Water District has prepared the financial statements based on the
guidelines provided in Governmental Accounting Standards Board (GASB) Statement No. 34.

FINANCIAL HIGHLIGHTS

» The total assets and deferred outflows of resources of the Muhlenberg County Water
District exceeded its liabilities and deferred inflows of resources at the close of the 2018
year by $5,311,208 (net position). Of this amount, $(570,166) represents the unrestricted
net position.

» The District’s total net position decreased by $60,499. Normal operating and non-
operating activities decreased the District’s net position by $81,389. Capital contributions
and grants increased net position by $20,890.

s The District’s total long-term bond, notes payable and net pension and OPEB liability
decreased by $374,317 from the prior year. In the statement of net position, long-term
bonds are presented inclusive of deferred premium costs totaling $81,022.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the District’s basic
financial statements. The District’s basic financial statements are comprised of 1) the basic
financial statements, and 2) notes to the financial statements. This report also contains other
required supplementary information in addition to the basic financial statements themselves.

Basic financial statements — The basic financial statements are designed to provide readers with
a broad overview of the District’s finances, in a manner similar to private-sector business.

The Statement of Net Position presents information on all of the District’s assets, deferred
outflows, liabilities, and deferred inflows. The difference between the total of assets and
deferred outflows and the total of liabilities and deferred inflows is reported as net position.
Over time, increases or decreases in net position may serve as a useful indicator of wl  her the
financial position of the . .strict is improving or deteriorating.

The Statement of Revenues, Expenses, and Changes in Net Position presents information
showing how the District’s net position changed during the year. All changes in net position are
reported when the underlying event giving rise to the change occurs, regardless of the timing of
related cash flows. Thus, revenues and expenses are reported in this statement for some items
that will only result in cash flows in the future fiscal periods (e.g., earned but unused
compensated absences and unbilled revenues).






As of December 31, 2018, the District is able to report positive balances in net position related to
capital assets and restricted net position.

Analysis of the District’s Operations — Overall the District had a decrease in net position of
$60,499. Total revenues decreased $(11,861) due to no significant capital grant activity.

The following table provides a summary of the District’s operations for the year ended December
31,2018 and 2017.

MUHLENBERG COUNTY WATER DISTRICT

CHANGES IN NET POSITION
Revenues
Metered water sales $ 3,454,141 $ 3,379,719
Other operating revenues - 254,650 259,891
Other water sales 136,711 190,550
Capital grants and contributions 20,890 26,300
Investment income 15,180 13,251
Total Revenues 3,881,572 3,869,711
Expenses
Source of supply purchases 1,280,266 1,282,644
Administrative and general expenses 1,143,543 1,116,885
Transmission and distribution expenses 552,690 503,932
Depreciation and amortization 509,402 521,522
Customer accounts expenses - 162,944 166,023
Pumping expenses 133,989 168,248
Interest on debt and other 91,095 123,359
Payroll and other taxes 66,548 68,428
Bad debts 35,404 30,620
Water treatment 20,517 16,131
(Gain) loss on equipment disposal (543~ (34,078)
Total Expenses 20101/ 3,963,714
Change in net position (60,499) (94,003)
Net position - January 1 5,371,707 5,926,817
Cumulative effective of change in accounting principle - (461,107)
Net position - December 31 $§_5.311008 §  5.371,707

FINANCIAL ANALYSIS OF THE DISTRICT’S OPERATIONS

The following provides an explanation of revenues by source that changed significantly from the
prior year:

* Metered water sales increased by $74,422 or 2.20% due to improved efforts to prevent
water loss.
 Other water sales decreased by $53,839 or 28.25% due to decrease in salesto  VA.






Long-term and other debt

At the end of the current year, the Muhlenberg County Water " strict had total debt of
$1,940,000 before deferred unamortized premium of $81,022. No new debt was incurred during

the year.
n018 2017
Revenue bonds payable $ 1,940,000 $ 2,285,000
Plus unamortized premiums o 106,818
Total o ﬂ“"'li_,&=2 $ 23(\1 010:

Additional information on the District’s long-term debt can be found in Note 6.

REQUEST FOR INFORMATION

The financial report is designed to provide our citizens, customers, investors and creditors with a
general overview of the District’s finances. If you have any questions about this report or need
any additional information, contact the Office Manager, at P.O. Box 348, Greenville, Kentucky

42345 or call (270) 338-1300.
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Notes to the Financial Statemer*
For the Year Ended December 31, 2018

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Muhlenberg County Water District, (the District), was established under the provisions of
Chapter 74 of the Kentucky Revised Statutes in July 1962. Actual operations began in December
1967. The Muhlenberg County Judge Executive appoints a three member commission that
oversees the District’s water system which renders services based on user charges.

The accounting and reporting policies of the Commission relating to the fund included in the
accompanying financial statements conform to accounting principles generally accepted in the
United States of America applicable to state and local governments. Generally accepted
accounting principles for local governments include those principles prescribed by the
Governmental Accounting Standards Board (GASB), the American Institute of Certified Public
Accountants in the publication entitled Audits of State and Local Governmental Units and by the
Financial Accounting Standards Board (when applicable). The District follows GASB
pronouncements as codified under GASB 62. The more significant accounting policies of the
District are described below:

Reporting Entity

The District, for financial purposes, includes all of the accounts relevant to the operations of the
Mubhlenberg County Water District owned water system in accordance with generally accepted
accounting principles. The District has adhered to the standards set forth in Statement No. 14, as
amended by Statement No. 61 of the Governmental Accounting Standards Board in reporting the
primary government (including blended component units), discretely presented component units,
the reporting entity and related relationships with the District.

Basis of Pre  tation

The accounts of the District are organized in accordance with the uniform system of accounts
adopted by the Public Service Commission of Kentucky. Those accounts are organized on the
basis of a proprietary fund type, specifically an enterprise fund. The operations of each fund are
summarized by providing a separate set of self balancing accounts which include its assets,
deferred outflows, liabilities, deferred inflows, net position, revenues and expenses. The following
funds are used by the District:

Proprietary Fund Types

Proprietary funds are accounted for using the economic resources measurement focus and the
accrual basis of accounting. The accounting objectives are determinations of net income, financial
position and cash flow. All assets, deferred outflows, liabilities, and deferred inflows are included
on the Statement of Net Position.

n

Measurem measured; basis of accounting refers to when re es
and expenditures are recognized in the accounts and reported in the financial statements. Basis of
accounting relates to the timing of the measurement made, regardless of the measurement focus
applied. The accounting and financial statements for a proprietary fund are reported using the
economic resources measurement focus and the accrual basis of accounting. The economic
resources measurement focus means all assets and all liabilities (whether current or non-current)
are included on the statement of net position and the operating statements present increases
(revenues) and decreases (expenses) in net total position. Under the accrual basis of accounting,
revenues are recognized when earned and can be determined with reasonable accuracy, including

-11-
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2) The obligation relates to rights that vest or accumulate.
3) Payment of the compensation is probable.
4) The amount can be reasonably estimated.

Employees earn vacation leave on their hire date anniversary of each year. Employees hired
during the first 6 months of any year will receive 5 days of vacation during the first year of
employment and 10 days of vacation during the second year. Persons hired during the last 6
months of any year receive days on a prorated basis during the first year of employment. Vacation
days after the second year of employment are earned as 10 days in the third to the fifth year, 15
days in the sixth through tenth year and 20 days after year ten. Vacation leave may not be carried
forward from one year to the next. Each year employees receive 12 sick and/or personal days. Sick
days may be carried forward into the next year if not used. Payment is made for any unused sick
and personal leave upon resignation or retirement. Sick and personal leave benefits are limited to
a maximum carryover of 50 days.

Prepaid Items
Payments made to vendors for services that will benefit periods beyond December 31, 2018 are
recorded as prepaid items.

Capital Assets
Capital assets, which include property, plant and equipment, are stated at historical cost. Donated
capital assets are stated at their fair market value on the date donated. Proprietary fund capital
assets are recorded in the respective funds and depreciated using the straight line method. Repairs
and maintenance are recorded as expenses. Estimated useful lives, in years, for depreciable assets
are as follows:

Utility System 20 to 65 years
Furniture, Machinery and Equipment 5 to 10 years
> Improvements 5to 10 years
Vehicles ~ 3to 5 years
AMnowrne g £~ T]-~~Yectible Accounts

An allowance tor uncollectible accounts has been provided based on prior years’ loss experiences
as a percentage of revenues billed. Based on past experience, management considers the
allowance of $18,885 adequate to provide for any losses on collection of the accounts receivable.

Inventory
Inventories are stated at cost using the first-in first-out (FIFO) method. Inventory consists
primarily of replacement parts and supplies.

Restricted Assets

The restricted assets have been handled in accordance with the provisions of the various enterprise
fund revenue bond resolutions, loan resolutions, loan agreements, or by state or federal laws and
regulations. When both restricted and unrestricted resources are available for use, it is the
District’s policy to use restricted resources first, then unrestricted resources as needed. See Note 3
for information describing restricted net position.

-13 -
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substance, regardless of how cash and other monetary assets placed in an irrevocable trust for the
purpose of extinguishing that debt were acquired. The requirements of this Statement also wi
enhance consistency in financial reporting of prepaid insurance related to debt that has been
extinguished. In addition, this Statement will enhance the decision-usefulness of information in
notes to financial statements regarding debt that has been defeased in substance. The District does
not currently have any transactions meeting this criteria.

Recent Accounting Pronouncements
As of December 31, 2018, the GASB has issued the following statements not yet required to be
adopted by the District.

GASB Statement Nc °©?

GASB Statement No. 33, Certain Asset Retirement Obligations, was issued in November 2016.
The provisions of this Statement are effective for periods beginning after June 15, 2018. This
statement will enhance comparability of financial statements among governments by establishing
uniform criteria for governments to recognize and measure certain asset retirement obligations
(ARO), including obligations that may not have been previously reported. The Statement also will
enhance the decision usefulness of the information provided to the financial statement users by
requiring disclosures related to those AROs. This Statement establishes criteria for determining
the timing and pattern of recognition of a liability and a corresponding deferred outflow of
resources for AROs. This Statement requires that recognition occur when the liability is both
incurred and reasonably estimable. The determination of when the liability is incurred should be
based on the occurrence of external laws, regulations, contracts, or court judgments, together with
the occurrence of an internal event that obligates a government to perform asset retirement
activities. Laws and regulations may require governments to take specific actions to retire certain
tangible capital assets at the end of the useful lives of those capital assets. Other obligations to
retire capital assets may arise from contracts or court judgments. Internal obligating events
include the occurrence of contamination, placing into operation a tangible capital asset that is
required to be retired, abandoning a tangible capital asset before it is placed into operation, or
acquiring a tangible capital asset that has an existing ARO. The District's management has not yet
determined the effect this statement will have on the financial statements.

GASB Statement No. 84

GASB Statement No. 84, Fiduciary Activities, was issued in January 2017. The provisions of this
Statement are effective for periods beginning after December 15, 2018. The requirements of this
Statement will enhance consistency and comparability by (1) establishing specific criteria for
identifying activities that should be reported as fiduciary activities and (2) clarifying whether and
how business-type activities should report their fiduciary activities. Greater consistency and
comparability enhances the value provided by the information reported in financial statements for
assessing vernment accountability and stewardship. The District's management has not yet
determinea the effect this statement will have on the financial statc :nts.

GASB Statement No. 87

GASB Statement No. 87, Leases, was issued in June, 2017. The provisions of this Statement are
effective for periods beginning after December 15, 2019. This Statement will increase the
usefulness of governments’ financial statements by requiring reporting of certain lease liabilities
that currently are not reported. It will enhance comparability of financial statements among
governments by requiring lessees and lessors to report leases under a single model. This Statement
also will enhance the decision-usefulness of the information provided to financial statement users

-15-
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nancial statements related to the timing, significance, and purpose of a
angements. The District's management has not yet determined the effect

this statement will have on the financial statements.

GASB Stateme—* N,

GASB Statement ?

Certain Disclosures Related to Debt, Including Direct Borrowings and

Direct Placements, was issued in April, 2018. The provisions of this Statement are effective for
periods beginning after June 15, 2018. The requirements of this Statement will improve financial

reporting by providing
consistently provided.
associated with chang
have better informati
flows. The District's 1
financial statements.

GASB Statement No. 89
GASB Statement No.
Period, was issued 1
beginning after Decel
reporting by providiny
assets and the cost of |
the comparability -
period for both gover
has not yet determinec

GASB Statement No. $
GASB Statement No.
and No. 61, was issue
beginning after Decen

ers of financial statements with essential information that currently is not

¢ lition, information about resources to liquidate debt and the risks
in rms associated with debt will be disclosed. As a result, users will
to understand the effects of debt on a government’s future resource
lagement has not yet determined the effect this statement will have on the

Accounting for Interest Cost Incurred Before The End of a Construction
ine, 2018. The provisions of this Statement are effective for periods
r 15, 2019. The requirements of this Statement will improve financial
ers of financial statements with more relevant information about capital
owing for a reporting period. The resulting information also will enhance
rmation about capital assets and the cost of borrowing for a reporting
ntal activities and business-type activities. The District's management
effect this statement will have on the financial statements.

Majority Equity Interests - An Amendment of GASB Statements No. 14
August, 2018. The provisions of this Statement are effective for periods
5, 2018, with earlier adoptions encouraged. The requirements of this

Statement will improve financial reporting by providing users of financial statements with
essential information related to presentation of majority equity interests in legally separate

organizations that pre
a 100 percent equity
liabilities, and deferr
acquired a 100 percen

sly was reported inconsistently. In addition, if the government acquires
arest, it is to account for its assets, deferred outflows of resources,
nflows of resources at acquisition value at the date the government
uity interest in the component unit. The District's man ment has not

yet determined the effect this statement will have on the financial statements.
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PT™NSITS AND INVESTMENTS

1.

£+~+~—1ent of Net Position Cash Presentation
‘Lhe captions on the statement of net position for cash, investments and restricted assets
enumerated as to deposits and investments and the amounts in total are as follows:

Deposi*~  _™ec'ments =~ Total
Cash equivalents $ 830,uvy1 % - $ 830,091
Restricted assets: '
Cash equivalents 715,120 - 715,120
Investments 19" 000 - 180,000
Total $ 178011 § & amen]g
Deposits
Old National Bank

At year-end, the carrying amount of the District's deposits held by Old National Bank were
$1,388,333 and the bank balances were $1,437,794. Of the bank balances, $250,000 was
covered by federal depository insurance, with $1,187,794 covered by collateral held by the
pledging financial institution’s agent or trust department in the District’s name.

Re~-15 Bank

At year-end, the carrying amount of the District's deposits held by Regions Bank in the
Regions Trust Cash Sweep RTCS III account were $336,878 and the bank balances were
$336,878. Of the bank balances, $250,000 was covered by federal depository insurance, with
$86,878 covered by perfected liens on Regions Bank's securities in an amount not less than
105% of the total excess deposits. In the event of a default, the collateral reverts to the
Collateral Agent to be distributed to the account owners. The collateral may include United
States Government Obligations, United States Senior Debt Agencies and municipal securities
with an underlying rating of A or better. The RTCS fund is a permitted account as authorized
by the Kentucky Rural Water Finance Program.

Tt onts

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of
an investment. Investments held for longer periods are subject to increased risk of adverse
interest rate changes. The District does not have a formal investment policy that limits
investment maturities as a means of managing its exposure to fair value losses arising from
increasing interest rates.

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The custodial credit risk for investments is the risk that a government will not be
able to recover the value of the investment or collateral securities that are in the possession of
an outside party if the counterparty to the transaction fails.

Concentration of Credit Risk
Concentration of credit risk is the risk of loss attributed to the magnitude of the District's
investment in a single issuer. The District does not place any limit on the amount that may be

-17 -
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was 0.027424 percent for nonhazardous classified employees.

For the year ended December 31, 2018, the District recognized pension expense of $228,986. At
December 31, 2018, the District reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:

Deferred Deferred Net
Types of Deferred Resource~ Outflows ™ *ws Amounts

Net difference between projected & actual earnings on
pension plan investments $ 77669 $ 97,696 § (20,027)
Changes in proportion and differences between employer
contributions and proportionate share of contributions 33,569 23,882 9,687
Change of Assumptions 163,234 - 163,234
Contributions subsequent to the measurement date 56,827 - 56,827
Difference between expected & actual experience 54,479 24.449 30,030

Total $£’ 77e §_146,077  §_239.751

The $56,827 reported as deferred outflows of resources related to pensions 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 related
to pensions will be recognized in pension expense as follows:

Amortization
Year~ Brdin~_ Accretion)
December 31, 2019 A 134,018
December 31, 2020 77,563
December 31, 2021 (19,693)
December 31, 2022 (8,964)
Total $_ '.924

Actuarial assumptions
The total pension liability, net pension liability and sensitivity information in the June 30, 2018
actuarial valuation was based on an actuarial valuation date of June 30, 2017. The total pension
liability was rolled-forward from the valuation date to the plan's fiscal year ending June 30, 2018,
using generally accepted actuarial principles. There were no changes in actuarial assumptions
n Ju 30,2017. ari the 18 slative sess | House Bill 185 was enacted, which
updated the benefit provisions ror 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 dependent 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.

-21 -
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The target allocation and best estimates of arithmetic nominal rates of return for each major class
are summarized in the following table:

Long Term
Expected
Target Nominal
Asset Class __ _Alloc~*~n__ Return

US Equity:

US Large Cap 5.00 % 4.50 %

US Mid Cap 6.00 % 4.50 %

US Small Cap 6.50 % 5.50 %
Non-US Equity:

International Developed 12.50 % 6.50 %

Emerging Markets 5.00 % 725 %

Global Bonds 4.00 % 3.00 %
Credit Fixed:

Global IG Credit 2.00 % 3.75 %

High Yield 7.00 % 5.50 %

Emerging Market Debt 5.00 % 6.00 %

[liquid Private 10.00 % 8.50 %
Private Equity 10.00 % 6.50 %
Real Estate 5.00 % 9.00 %
Absolute Return 10.00 % 5.00 %
Real Return 10.00 % 7.00 %
Cash _ ”.00 % 1.50 %

TOtal 1Ty NN 0/0

Discount rate 4

The discount rate used to measure the total pension liability for the plan was 6.25% for
nonhazardous employees. 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 (closed) amortization period of the unfunded
actuarial accrued liability. The discount rate determination does not use a municipal bond rate.

Sensitivity of the District’s proportionate share of the net pension liability to changes in the
discount rate
The following presents the net pension liability calculated using the discount rate of percent, as
well as what the plan’s net position liability would be if it were calculated using a discount rate
that is one percentage point lower (5.25%) or one percentage point higher (7.25%) than the current
rate (6.25%):

Curr
1% .. 2crease -..scount 1% Increase
(5.25%) Rate (6.25%) (7.25%)

Nonhazardous
District's proportionate share
of the net pension liability $ 2,102,692 § 1,670,266 $ 1,307,969

Changes of assumptions: There have been no changes in actuarial assumptions since June 30,
2017.
-23-
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Long Term
Expected
Target Nominal

- A sset Class Allocation Return
US Equitv:

Large Cap 5.00 % 4.50 %

Mid Cap 6.00 % 4.50 %

Small Cap 6.50 % 5.50 %
Non-U  uity:

srnational Developed 12.50 % 6.50 %

erging Markets 5.00 % 7.25 %

b: Bonds 4.00 % 3.00 %
Credit] d:

bal IG Credit 2.00 % 3.75 %

hYield 7.00 % 5.50 %

Emergii ~ Market Debt 5.00 % 6.00 %

uid rrivate 10.00 % 8.50 %
Private ity 10.00 % 6.50 %
Real Es 5.00 % 9.00 %
Absolut  :turn 10.00 % 5.00 %
Real Re 10.00 % 7.00 %
Cash "t A 1.50 %

Total

e~

Discount rate

The single discount r  of 5.85% for CERS Non-hazardous is based on the long-term expected
rate of return on OPE  lan investments of 6.25% and a long-term municipal bond rate of 3.62%
as reported in Fidelity  lex's "20-Year Municipal GO AA Index" as of June 30, 2018. However,
the cost associated with the implicit employer subsidy was not included in the calculation of the
System's actuarial dete  ined contributions, and any cost associated with the implicit subsidy will
not be paid out of the rstem's trust. Therefore, the municipal bond rate was applied to future
expected benefit payments associated with the implicit subsidy.

Implicit Subsidy

The fully-insurex ns KRS pays for the KERS, CERS, and SPRS Health Insurance Plans are
blended rat  ba: : combined experience of active and retired members. Since the average
cost of providin; :are benefits to retirees under age 65 is higher than the average cost of
providing health efits 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 75 purposes. This
adjustment is needed {  ontributions made during the measurement period and for the purpose of
deferred outflows releé  to contributions made after measurement date. The District's implicit
subsidy for the year ¢  d December 31, 2018 was $5,811 and is expected to be $7,855 for the
year ending December ~ 2019.

Sensitivity of the District’s proportionate share of the net OPEB liability to changes in the
discount rate

The following presents ¢ District's proportionate share of the net OPEB liability calculated using
the discount rate of percent, as well as what the plan’s net position liability would be if it were
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calculated using a discount rate that is one percentage point lower (4.85%) or one percentage point
higher (6.85%) than the current rate (5.85%):

Current
1% Decrease Discount 1% Increase
(4.85%) Rate (5.8 (6.85%)
Nonhazardous
District's proportionate share
of the net OPEB liability $ 632,415 §$ 486,908 $ 362,962

Sensitivity of the net OPEB liability to changes in the healthcare cost trend rate

The following presents the Commission'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 one percentage pointer lower or one percentage point
higher than the current rates.

Current
Healthcare
Cost Trend
1% Decrease Rate 10/ Tromngse
Nonhazardous
District's proportionate share
of the net OPEB liability $ 362,508 $ 486,908 $ 633,540
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. As of December 31, 2018, the employer contribution rate was 4.70%
from January 1, 2018 through June 30, 2018 and 5.26% from July 1, 2018 through December 31,
2018, respectively of members' nonhazardous salaries. The District contributed $33,787 or 100%
of the required contribution to the insurance fund for the year ended December 31, 2018.

Employees hired after September 1, 2008 are required to contribute an additional 1% of their
cover 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
int Tier Tier 3 structu of benefits and the 1% contribution to 401(h) account is non-
refundable.
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contributions primarily for the month ended December 31, 2018, within prescribed time limits.

I\iﬁnm I\DTM
Kevenue o~ -~ P~~~

Interest Maturity Balance Due in
Description Rate Dzt 12/31/2018 One Year

Waterworks Refunding Bonds

Series 2007-D 4.175%-4.55% 2027 1,050,000 100,000
Waterworks Refunding Bonds

Series 2013-B 2.30%-4.30% 2021 265,000 130,000
Waterworks Construction Bonds

Series 2013-C 4.30%-4.80% 2023 625 0 115000

Total 1,940,000 ¢ 775,000
Less current portion (345,000)
Plus unamortized bond premium on long-term debt 81,022
Long-term portion §_ 1,676,022
Series 2007-D

A bond resolution dated July 1, 2007, authorized issuance of $1,895,000 of refunding revenue
bonds maturing in annual installments through 2027. Interest is paid semi-annually on January 1,
and July 1, from 4.175% to 4.55% per annum and principal is payable annually on July 1.

Series 2013-B

A bond resolution dated March 27, 2013, authorized issuance of $1,255,000 of refunding revenue
bonds maturing in annual installments through 2021. Interest is paid semi-annually on January 1,
and July 1, from 2.300% to 4.300% per annum and principal is payable annually on January 1.

Series 2013-C

A bond resolution dated March 27, 2013, authorized issuance of $1,150,000 of refunding revenue
bonds maturing in annual installments through 2023. Interest is paid semi-annually on January 1,
and July 1, from 2.300% to 4.800% per annum and principal is payable annually on January 1.

Principal and interest requirements of the revenue bonds payable exclusive of unamortized bond
premium as of December 31, 2018 are:

Year Ending Interest

Dece~h=+21 Principal & Fees Total
U1y 345,000 81,203 <75,203
2020 290,000 67,425 357,425
T 295,000 54,830 349,830
2022 240,000 43,173 283,173
2023 250,000 32,133 282,133
2024 120,000 23,660 143,660
2025 125,000 18,200 143,200
2026 135,000 12,512 147,512
2027 140,000 6,370 146,370
Total $_1940,000 §_339.506 & 7,279,506
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CHANGE IN AT ™™TING P~ " ICIPLE

During 2017 the uistrict implemented GASB Statement No. 75, Accounting and Financial
Reporting for Postemployment Benefits Other Than Pensions (OPEB). GASB Statement No. 75
changed how governments’ measure and report long-term obligations and annual costs associated
with other post-employment benefits they provide. Under the new standard 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.

Cumulative effect of change in accounting principle:

Net OPEB liability (552,382)
Deferred outflows of resources related to pensions 120,195
Deferred inflows of resources related to pensions (28,920)

Cumulative effect of change in accounting principle $_(461,107)
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Nonhazardous
District's proportior [ the net
pension liability (as )

District's proportion 'the net

Muhlenberg County Water District
County Emplovees Retirement System
Schedule of Proportionate Share of the Net Pension Liability

Last Ten Years (1)

ecember 31, December 31, December 31, December 31, Decen :r 31,
2018 2017 2016 2015 2|
0.027424 % 0.027477 % 0.025642 % 0.030526 % 0.031616 %

pension liability (asset) $ 1,670,266 $ 1,608,313 §$ 1,262,538 § 1,312,459 § 1 25,728

District's covered e yee payroll $ 677,129 $ 668,998 $ 633,013 § 631,069 $ 72,959

District's proportionate  are of the

net pension liability 1sset) as a

percentage of its covere smployee

payroll 246.67 % 240 % 199.45 % 207.97 % 152.42 %

Plan fiduciary net-  tion as a

percentage of et  pension

liability (2) 53.54 % 5330 % 55.50 % 59.97 % 66.80 %
(1) The amounts prese f the fiscal year were determined as of the prior fiscal year ending June 30. District payroll is reported for its’ covered employees on

calendar years ending :mber 31.

(2) This will be the sa srcentage for all participant employers in the CERS plan.
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Muhlenberg County Water istrict
County Emplovees Retirement System OF B Plan
edule of Proportionate Share of the Net Other Post Employment Benefits Li; ility

Last Ten Years (1)
December 31, 2018 December 31, 2017 December 31, 2016

Nonhazardous
District's proportion of e net OPEB
lliability (asset) 0.027424 % 0.027477 % 0.027477 %
District's proportion: the net OPEB
liability (asset) $ 486,908 $ 552,382 § 433,272
District's covered ¢  >loyee payroll $ 677,129 $ 673,780 $ 633,013
District's proportic share of the net
OPEE ability (as 15 a percentage of its
covered employee oll

7191 % 81.98 % 68.45 %
Plan fiduciary n ion as a percentage
of the total OPE ity (2) .

57.62 % 52.39 % 55.24 %

(1) The amounts pres 1 for the fiscal year were determined as of the prior fiscal year ending June 30. District payrc is reported for its' covered employees on
calendar years ending  er =2r3l1.
(2) This will be the same percentage for all participant employers in the CERS plan.
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Change of Assumptions

2017

The actuarial valuation was performed as of June 30, 2016. Gabriel Roeder Smith Retirement Consutling rolled
forward from the valuation date to the plan's fiscal year end of June 30, 2017 using generally accepted actuarial
principles. Subsequent to the actuarial valuation date (June 30, 2016), but prior to the measurement date the KRS
Board of Trustees reviewed investment trends, inflation, and payroll growth historical trends, Based on this review
the Board adopted the following updated actuarial assumptions which were used in performing the actuarial
valuation as of June 30, 2017, which were also used to determine the Total Pension Liability and Net Pension
Liability as June 30, 2017. Specifically, a 2.30% price inflation assumption and an assumed rate of return of 6.25%.

2018
There have been no changes in actuarial assumptions since June 30, 2017.

This schedule is presented to illustrate the requirement to show information for 10 years. However, until a 10 year
trend is compiled, the District will present information for those years for which information is available.
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Compliance and Other Matt:

As part of obtaining reaso le assurance about whether the Muhlenberg County Water District’s
financial statements are free  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 or  : determination of financial statement amounts. However, providing an
opinion on compliance with  se provisions was not an objective of our audit and, accordingly, we do
not express such an opinion  ae results of our tests disclosed no instances of noncompliance or other
matters that are required tot  ported under Government Auditing Standards.

Muhlenberg County Water L ict's Response to Findings

Muhlenberg County Water - rict's response to the findings identified in our audit is described in the
accompanying schedule of fi  1gs and responses. Muhlenberg County Water District's response was not
subjected to the auditing procedures applied in the audit of the financial statements and, accordingly, we
express no opinion on it.

Purpose of this Report

The purpose of this reportis  :ly 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. i report is an integral part of an audit performed in accordance with
Government Auditing Stand. in considering the entity’s internal control and compliance. Accordingly,
this communication is not su  le for any other purpose.

We also noted certain matters that we have reported to management of the Muhlenberg County Water
District, in a separate letter ¢~ [ November 1, 2019.

This report is intended solely Hr the information of the District commission and management. However,
this report is a matter of public record and its distribution is not limited.

M/#Z A

Madisonville, Kentucky
November 1, 2019
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2018-1 Segregation of Duties

Condition
There is an absence of appropriate segregation of duties consistent with appropriate control objectives.

Criteria

A prudent control environment requires various functions of internal control be allocated among various
employees.

Effect

Although no instances were noted, lack of segregation of duties can create situations where assets are not
properly safeguarded and errors and irregularities may go undetected.

Lack of personnel.

Recommendation

We recommend that management review its financial operation for opportunities to separate
incompatible functions. Where segregation of duties cannot be achieved due to the size of the staff,
management should maintain its awareness of the weakness and compensate with other controls.

Response
We concur with the finding.

2017-1 Segregation of Duties

Condition
There is an absence of appropriate segregation of duties consistent with appropriate control objectives.

Criteria
A prudent control environment requires various functions of internal control be allocated among various
employees.

Effect
Although no instances were noted, lack of segregation of duties can create situations where assets are not
properly safeguarded and errors and irregularities may go undetected.

Cause

Lack of personnel.
- " on
we recommend that management review its financial operation for opportunities to separate
incompatible functions. Where segregation of duties cannot be achieved due to the size of the staff,
management should maintain its awareness of the weakness and compensate with other controls.

Response
We concur with the finding.
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