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INDEPENDENT AUDITOR'S REPORT

Board of Commissioners
Oldham County Water District
Buckner, Kentucky

Report on the Financial Statements

We have audited the accompanying financial statements of Oldham County Water District as of and
for the years ended December 31, 2020 and 2019, and the related notes to the financial
statements, which collectively comprise the District’s basic financial statements as listed in the table
of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of Oldham County Water District, as of December 31, 2020 and 2019,
and the respective changes in financial position and cash flows, thereof for the years then ended in
conformity with accounting principles generally accepted in the United States of America.

Emphasis of a Matter

As discussed in Note 1 to the financial statements, during the year ended December 31, 2020, the
District adopted Governmental Accounting Standards Board Statement 95, Postponement of the
Effective Dates of Certain Authoritative Guidance. Our opinion is not modified with respect to this
matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 3 to 8, schedule of proportionate share of the net
pension and OPEB liabilities on pages 32 and 33 and schedule of contributions on pages 34 and 35
be presented to supplement the basic financial statements. Such information, although not a part of
the basic financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March
19, 2021, on our consideration of Oldham County Water District’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing, and
not to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering Oldham County Water District’s internal control over financial reporting and
compliance.

Hyalod C Pk o B 0&4;»7 pLhe—

Heartland CPAs and Advisors, PLLC
Elizabethtown, Kentucky
March 19, 2021
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OLDHAM COUNTY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED DECEMBER 31, 2020

The discussion and analysis of Oldham County Water District’s financial performance provides
an overall review of the District’s financial activities for the year ended December 31, 2020. The
intent of this discussion and analysis is to review the District’s financial performance as a whole.
Readers should also review the basic financial statements and notes to the basic financial
statements to enhance their understanding of the District’s financial performance.

FINANCIAL HIGHLIGHTS

. The assets of the District exceeded its liabilities at the close of 2020 by $36 million
(net position). Of this amount, $5.9 million (unrestricted net position) may be used to
meet the District’'s ongoing obligations to customers and creditors. The District’s total
net position increased by $2.0 million in 2020. This represents a 5.8% change from
the 2019 balance.

o The ending cash and investment balance for the District was $12.0 million. The
balance at December 31, 2019, was $10.8 million. This reflects an increase in cash
and investments during the year of $1.2 million.

. The District invested approximately $1.1 million in capital assets during the year.

° The District was impacted by the Coronavirus (COVID-19) beginning March 16, 2020
through the end of the year. Kentucky’s Public Service Commission ordered the
District to suspend disconnects for non-payment for the majority of the year along with
waive late fees and provide payment plans for customers. The District voluntarily
waived third party credit card processing fees for 3.5 months following the outbreak of
the virus. The District examined internal operations such as technology controls,
security and employee operations. The District had no significant negative effect on
the overall financial position or results of operations.

USING THIS ANNUAL REPORT

The basic financial statements report information about the District using full accrual accounting
methods as utilized by similar business activities in the private sector. The basic financial
statements include a statement of net position; a statement of revenues, expenses, and changes
in fund net position; a statement of cash flows; and notes to the basic financial statements.

The statement of net position presents the financial position of the District on a full accrual
historical cost basis. The statement presents information on all of the District's assets and
deferred outflows and liabilities and deferred inflows, with the difference reported as net position.
Over time, increases and decreases in net position are one indicator of whether the financial
position of the District is improving or deteriorating.

While the statement of net position provides information about the nature and amount of
resources and obligations at year-end, the statement of revenues, expenses, and changes in
fund net position presents the results of the District’s activities over the course of the year and
information as to how the net position changed during the year. All changes in net position are
reported as soon as the underlying event giving rise to the change occurs, regardless of the timing
of the related cash flows. This statement also provides certain information about the District’s
recovery of its costs. Rate setting policies use different methods of cost recovery not fully provided
for by generally accepted accounting principles. The primary objectives of the rate model are to
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improve equity among customer classes and to ensure that capital costs are allocated on the
basis of long-term capacity needs, ensuring that growth pays for growth.

The statement of cash flows presents changes in cash and cash equivalents, resulting from
operational, financing, and investing activities. This statement presents cash receipts and cash
disbursement information, without consideration of the earnings event, when an obligation arises,
or depreciation of capital assets.

The notes to the basic financial statements provide required disclosures and other information
that are essential to a full understanding of material data provided in the statements. The notes
present information about the District's accounting policies, significant account balances and
activities, material risks, obligations, commitments, contingencies and subsequent events, if any.



ENTITY-WIDE FINANCIAL ANAYLSIS

Net position may serve over time as a useful indicator of a government’s financial position. In the
case of the District, assets and deferred outflows exceeded liabilities and deferred inflows by
$36.1 million and $34.1 million as of December 31, 2020 and 2019.

The largest portion of the District’s net position (60%) reflects its investment in infrastructure and
capital assets (e.g., land and land rights, plant and equipment and construction in progress), less
any related debt used to acquire those assets that is outstanding. The District uses these capital
assets to provide services to its customers; consequently, these assets are not available for future
spending. Although the District’s investment in its capital assets is reported net of related debt, it
should be noted that the resources needed to repay this debt must be provided from other
sources, since the capital assets themselves cannot be used to liquidate these liabilities.

The District’s financial position is the product of several financial transactions including the net
results of activities, the acquisition and payment of debt, the acquisition and disposal of capital
assets, and the depreciation of capital assets.

(Table 1)
Summary of Net Position
as of December 31, 2020 and 2019

2020 2019

Assets
Current and

Other Assets $ 18,695,755 $ 16,789,474
Capital Assets 34,109,574 34,044,407
Total Assets 52,805,329 50,833,881
Deferred Outflows of Resources 1,105,131 804,531
Long-term liabilities 16,429,352 16,035,475
Other Liabilities 1,152,964 1,149,036
Total Liabilities 17,582,316 17,184,511
Deferred Inflows of Resources 257,377 344,623
Net Position
Net investment in capital assets 21,504,972 20,939,387
Restricted 8,668,235 6,374,393
Unrestricted 5,897,560 6,795,498
Total Net Position $ 36,070,767 $ 34,109,278

Unrestricted net position, the portion of net position that can be used to finance day-to-day
operations (without constraints established by debt covenants, enabling legislation or other legal
requirements), decreased by 13% from $6.8 million to $5.9 million at December 31, 2020.
Restricted net position increased $2.3 million (36%). Net investment in capital assets increased
by $566 thousand (2.7%).



(Table 2)
Changes in Net Position
Years Ended December 31, 2020 and 2019

2020 2019
OPERATING REVENUES:
Water sales $ 4,964,939 $ 4,905,894
Other operating income 42 365 101,359
Total operating revenues 5,007,304 5,007,253
OPERATING EXPENSES:
Water supply 230,382 221,803
Water treatment 595,498 643,279
Transmission and distribution 1,031,291 1,184,460
Customer accounts 780,855 768,769
General and administrative 681,944 691,273
Depreciation 1,010,378 978,744
Total operating expenses 4,330,348 4,488,328
OPERATING INCOME 676,956 518,925
NON-OPERATING REVENUES (EXPENSES):
Investment income 250,888 284,533
Other income 246,338 271,947
Gain on disposal of capital assets 110,046 31,712
Interest expense (442,859) (462,668)
Amortization of bond discount and expense 6,918 6,918
TOTAL NON-OPERATING REVENUES (EXPENSES) 171,331 132,442
Capital contributions 1,113,202 962,911
Increase in net position $ 1,961,489 $ 1,614,278
Net position, beginning of year 34,109,278 32,495,000
Net position, end of year $ 36,070,767 $ 34,109,278

Operating revenue remained constant while operating expenses decreased by 3.5% compared
to the prior year. Gain on disposal of capital assets increased by 17% and interest expense on
long-term debt decreased by 12% compared to the prior year. The District continues to receive
capital contributions through the State of Kentucky, the Federal government, customers and
individual developers.



Capital Assets and Debt Administration

Capital Assets

At December 31, 2020 and 2019, the District had $34 million invested in a variety of capital assets,

as reflected in the following tables:

(Table 3)

Capital Assets (Net of Depreciation)

as of December 31, 2020 and 2019

2020 2019
Non-Depreciable Assets:
Land and land rights $ 2,844,536 $ 2,845,138
Construction in progress 48,925 61,360
Depreciable Assets:

Plant and equipment 31,216,113 31,137,909
Total capital assets, net of depreciation $ 34,109,574 $ 34,044,407
(Table 4)

Changes in Capital Assets
Years Ended December 31, 2020 and 2019

2020 2019
Beginning balance $ 34,044,407 $ 32,950,570
Additions 1,138,091 2,181,324
Retirements (62,546) (108,743)
Depreciation (1,010,378) (978,744)
Ending balance $ 34,109,574  § 34,044,407

Debt

At December 31, 2020 and 2019, the District had $12.2 million and $12.3 million, in revenue
bonds outstanding and other loans of $505 thousand and $823 thousand. A total of $518

thousand is due within the 2021 calendar year.
(Table 5)
Outstanding Debt
as of December 31, 2020 and 2019

2020 2019
Revenue bonds $ 12,164,100 $ 12,340,100
Loans 505,000 822,500
Unamortized discount (86,796) (94,740)
Unamortized premium 22,298 37,160
$ 12,604,602 $ 13,105,020




District Challenges for the Future

The District continues to be financially sound. However, the current state and national financial
climate requires the District to remain prudent.

Economic factors and increased water saving fixtures are a contributing factor to the 121 million
or 9% decline in gallons of water sold from thirteen years prior (2007), primarily driven by the retail
water consumption, while the District’s customer count has rose by 869 or 11% during these
thirteen years.

(Table 6)
Water Sales/Customer Count
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As the District serves more customers, infrastructure ages, and water consumption falls, the
District will continue to use careful planning and monitoring of finances to provide quality services
to its customers. Included in this planning and monitoring is examining the rate charged for water
usage to determine when any increase will be necessary to continue providing quality services.

Contacting the District’s Financial Management

This financial report is designed to provide our customers, investors and creditors with a general
overview of the District’s finances and to show the District's accountability for the money it
receives and spends. If you have questions about this report or need additional financial
information, contact Lacey Cunningham, Finance & Administrative Manager, P.O. Box 51,
Buckner, Kentucky 40031, (502) 222-1690.
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OLDHAM COUNTY WATER DISTRICT

STATEMENTS OF NET POSITION

DECEMBER 31, 2020 AND 2019

ASSETS

CURRENT ASSETS:
Cash
Accounts receivable, net
Prepaid expenses
Materials and supplies

TOTAL CURRENT ASSETS
NONCURRENT ASSETS:

Restricted cash

Investments

Restricted investments
Regulatory asset - CERS pension
Regulatory asset - CERS OPEB
Non-depreciable capital assets

Depreciable capital assets, net of accumulated depreciation

TOTAL NONCURRENT ASSETS
TOTAL ASSETS
DEFERRED OUTFLOWS OF RESOURCES

Deferrred outflows of resources - CERS pension
Deferrred outflows of resources - CERS OPEB

TOTAL DEFERRED OUTFLOWS OF RESOURCES
LIABILITIES

CURRENT LIABILITIES:
Accounts payable
Construction projects payable
Accrued vacation
Tax collections
Other collections
Accrued payroll and taxes
Other accrued expenses
Accrued interest
Bonds and loans payable

TOTAL CURRENT LIABILITIES

NONCURRENT LIABILITIES:
Net pension liability
Net OPERB liability
Bonds and loans payable

TOTAL NONCURRENT LIABILITIES
TOTAL LIABILITIES
DEFERRED INFLOWS OF RESOURCES

Deferrred intflows of resources - CERS pension
Deferrred intflows of resources - CERS OPEB

TOTAL DEFERRED INFLOWS OF RESOURCES

NET POSITION

Net investment in capital assets
Restricted for debt service
Restricted for depreciation
Unrestricted

TOTAL NET POSITION

The accompanying notes are an integral part of the financial statements.

2020 2019
$ 3778724 $ 1,850,982
574,411 422,574
46,412 40,294
456,916 447 574
4,856,463 2,761,424
6,621,549 4,330,407
1,647,931 4,661,522
2,074,816 2,072,075
2,762,976 2,322,058
732,020 641,088
2,893,461 2,906,498
31,216,113 31,137,909
47,948,866 48,072,457
52,805,329 50,833,881
600,674 550,489
504,457 254,042
1,105,131 804,531
83,732 104,682
10,363 -
73,245 56,623
15,309 13,926
155,280 146,716
27,443 79,892
67,725 48,886
201,867 204,811
518,000 493,500
1,152,964 1,149,036
3,303,127 2,763,283
1,039,623 660,672
12,086,602 12,611,520
16,429,352 16,035,475
17,582,316 17,184,511
60,523 109,265
196,854 235,358
257,377 344,623
21,504,972 20,939,387
3,069,561 2,515,479
5,598,674 3,858,914
5,897,560 6,795,498
$ 36,070,767 $ 34,109,278
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STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION

YEARS ENDED DECEMBER 31, 2020 AND 2019

OPERATING REVENUES:
Water sales
Other operating income

TOTAL OPERATING REVENUES

OPERATING EXPENSES:
Water supply
Water treatment
Transmission and distribution
Customer accounts
General and administrative
Depreciation

TOTAL OPERATING EXPENSES
OPERATING INCOME

NON-OPERATING REVENUES (EXPENSES):
Investment income
Other income
Gain (loss) on disposal of capital assets
Interest expense
Amortization of bond discount and premium

TOTAL NON-OPERATING REVENUES (EXPENSES)
CAPITAL CONTRIBUTIONS
CHANGE IN NET POSITION

NET POSITION, beginning of year
NET POSITION, end of year

The accompanying notes are an integral part of the financial statements.

2020 2019

4,964,939 4,905,894
42,365 101,359
5,007,304 5,007,253
230,382 221,803
595,498 643,279
1,031,291 1,184,460
780,855 768,769
681,944 691,273
1,010,378 978,744
4,330,348 4,488,328
676,956 518,925
250,888 284,533
246,338 271,947
110,046 31,712
(442,859) (462,668)
6,918 6,918
171,331 132,442
1,113,202 962,911
1,961,489 1,614,278
34,109,278 32,495,000
$ 36,070,767 § 34,109,278




OLDHAM COUNTY WATER DISTRICT

STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2020 AND 2019

CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from customers
Payments to suppliers
Payments to employees

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:

Principal payments on bonds
Principal payments on notes
Acquisition of capital assets
Contributions in aid of construction
Interest paid

Sale of capital assets

NET CASH USED BY CAPITAL AND RELATED
FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Sale (purchase) of investments
Other income
Investment income

NET CASH PROVIDED BY INVESTING ACTIVITIES
NET INCREASE IN CASH
CASH AND RESTRICTED CASH, beginning of year

CASH AND RESTRICTED CASH, end of year

RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED
BY OPERATING ACTIVITIES:
Operating income
Adjustments to reconcile net operating income to net
cash provided by operating activities:
Depreciation
(Increase) decrease in accounts receivable
(Increase) in prepaids
(Increase) decrease in materials and supplies
Increase (decrease) in accounts payable
Increase in accrued vacation
Increase in other liabilities

NET CASH PROVIDED BY OPERATING ACTIVITIES

The accompanying notes are an integral part of the financial statements.
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2020 2019
$ 4,847,609 $ 5,207,916
(1,260,355) (1,270,886)
(2,095,208) (2,142,933)
1,492,046 1,794,097
(176,000) (168,000)
(317,500) (300,000)
(171,316) (1,224,207)
179,082 108,750
(399,051) (418,138)
150,299 37,500
(734,486) (1,964,095)
3,010,850 (176,588)
199,586 224,607
250,888 284,533
3,461,324 332,552
4,218,884 162,554
6,181,389 6,018,835

$ 10400273 $ 6,181,389
$ 676,956  $ 518,925
1,010,378 978,744
(151,837) 200,663
(6,118) (908)
(9,342) 11,250

(20,950) 55,803
16,622 2,693
(23,663) 26,927

$ 1,492,046 $ 1,794,007




NOTES TO BASIC FINANCIAL STATEMENTS
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OLDHAM COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2020 AND 2019

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Brief history - The Oldham County Water District was created by the order of the county
Judge/Executive of Oldham County, Kentucky, on April 16, 1979. The order approved the merger of
the existing Ohio River — Oldham Water District and the Oldham County Water District No. 3. The
waterworks system of the District is owned and operated by the District under the provisions of
Chapters 74 and 106 and Sections 96.350 through 96.510, inclusive, of the Kentucky Revised
Statutes.

The District’s financial statements are prepared in accordance with accounting principles generally
accepted in the United States of America (GAAP). The Governmental Accounting Standards Board
(GASB) is responsible for establishing GAAP for state and local governments through its
pronouncements (Statements and Interpretations). The District follows the accounting policies and
procedures set forth by the National Association of Regulatory Utility Commissioners and the
guidance provided by the American Water Works Association in Water Utility Accounting and is
regulated by the Kentucky Public Service Commission. The more significant accounting policies
established in GAAP and used by the District are discussed below.

A. REPORTING ENTITY

These financial statements present the District’s financial activities. As defined by GASB No. 14,
The Financial Reporting Entity, as amended by GASB No. 39, Determining Whether Certain
Organizations Are Component Units the criteria for inclusion in the reporting entity involve those
cases where the District or its officials appoint a voting majority of an organization's governing body,
and is either able to impose its will on the organization or there is a potential for the organization to
provide specific financial benefits to or to impose specific financial burdens on the District or the
nature and significance of the relationship between the District and the organization is such that
exclusion would cause the District's financial statements to be incomplete. Applying this definition,
the District does not include any component units in its reporting entity.

B. BASIC FINANCIAL STATEMENTS

All activities of the District are accounted for within a single proprietary (enterprise) fund. The focus
of proprietary fund measurement is upon determination of operating income, changes in net
position, financial position, and cash flows. The GAAP applicable are those similar to businesses in
the private sector. Enterprise funds are required to be used to account for operations for which a fee
is charged to external users for goods or services and the activity is financed with debt that is solely
secured by a pledge of the net revenues.

(Continued next page)
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OLDHAM COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2020 AND 2019

C. BASIS OF ACCOUNTING

Basis of accounting refers to the point at which revenues or expenses are recognized in the
accounts and reported in the financial statements. It relates to the timing of the measurements
made regardless of the measurement focus applied. The proprietary fund financial statements are
presented on the accrual basis of accounting. Nonexchange revenues, including intergovernmental
revenues and grants, are reported when all eligibility requirements have been met. Fees and
charges and other exchange revenues are recognized when earned and expenses are recognized
when incurred. Because the District's rates are regulated by the Kentucky Public Service
Commission the District accounts for the financial effects of regulation in accordance with
Governmental Accounting Standards Board (GASB) Statement No. 62, Paragraphs 476-500,
Regulated Operations. Accordingly, certain costs and income may be capitalized as a regulatory
asset or liability that would otherwise be charged to expense or revenues. Regulatory assets and
liabilities are recorded when it is probable that future rates will permit recovery.

D. FINANCIAL STATEMENT AMOUNTS

1. Cash and cash equivalents — The District has defined cash and cash equivalents to include
cash on hand and demand deposits. The District considers all highly liquid debt instruments
(including restricted assets) purchased with a maturity of three months or less to be cash
equivalents.

2. Restricted Assets — Restricted assets consist of deposit accounts.

3. Materials and supplies — Materials and supplies is composed of items used in the capital
construction process.

4. Accounts Receivable - The allowance method is used to record uncollectible accounts. At
December 31, 2020 and 2019, accounts receivable was stated net of an allowance for
uncollectible accounts of $33,517 and $31,094. Bad debt expense for 2020 was $5,794 and
2019 was $-0-. The District does not believe there is any credit risk associated with these
receivables due to the large customer base and small individual account balances.

5. Capital Assets — Capital assets and construction in progress with a life extending beyond
one operating cycle are recorded at historical cost, if purchased or constructed. Assets
acquired through contributions from developers or other customers are capitalized at their
estimated fair market value, if available, or at engineers’ estimated fair market value or cost
to construct at the date of the contribution. Maintenance and repairs, which do not
significantly extend the value or life of property, plant and equipment, are expensed as
incurred. Assets are depreciated on the straight-line method. Depreciation on plant and
equipment is calculated using the following estimated useful lives ranging from 10 to 62.5
years.

6. Compensated absences — The District accrues unpaid vacation when earned by the
employee.

(Continued next page)
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OLDHAM COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENT4

DECEMBER 31, 2020 AND 2019

Defining Operating Revenues and Expenses — The District distinguishes between operating
and non-operating revenue and expenses. Operating revenues and expenses consist of
charges for services and the costs of providing those services, including depreciation and
excluding interest cost. All other revenues and expenses are reported as non-operating.

Net Position — Net position is divided into three components:

a. Netinvestmentin capital assets — consist of the historical cost of capital assets less
accumulated depreciation and less any debt that remains outstanding that was used
to finance those assets.

b. Restricted net position — consist of net position that is restricted by the District’s
creditors (for example, through debt covenants), by grantors (both federal, state and
local) and by other contributors.

c. Unrestricted — all other net position is reported in this category.

Use of Restricted Resources — When an expense is incurred that can be paid using either
restricted or unrestricted resources (net position), the District’s policy is to first apply the
expense toward restricted resources and then toward unrestricted resources.

Amortization — Bond discounts and premiums are being amortized using the interest method
over the life of each respective bond issue.

Capital Contributions — Contributions are recognized in the Statement of Revenues,
Expenses and Changes in Fund Net Position when earned. Contributions include capacity
fees, capital grants, and other supplemental support by other utilities and industrial
customers and federal, state and local grants in support of system improvements.

Long-term Obligations — Long-term obligations are reported at face value, net of applicable
premiums and discounts. Premiums and discounts are deferred and amortized over the life
of the bonds. Issuance costs are expensed as incurred.

Use of Estimates — Preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Pensions and OPEB — For purposes of measuring the net pension liability, net OPEB
liability, deferred outflows/inflows of resources, and pension and OPEB expense,
information about the fiduciary net position of the County Employees Retirement System
(CERS) and additions to/deductions from CERS’s fiduciary net position have been
determined on the same basis as they are reported by CERS except that CERS’s fiscal year
end is June 30. For this purpose, plan contributions are recognized as of employer payroll
paid dates and benefit payments and refunds are recognized when due and payable in
accordance with the benefit terms. Investments are reported at fair value.

(Continued next page)
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The District's rates are regulated by the Kentucky Public Service Commission. In
accordance with GASB Statement No. 62, Paragraphs 476-500, Regulated Operations,
which requires that the effects of the rate-making process be recorded in the financial
statements, the District has elected to record a regulatory asset for the net pension liability,
net OPEB liability, deferred outflows of resources and deferred inflows of resources related
to pensions and OPEB. Accordingly, the District recognizes the actuarially determined
contribution as the current year pension and OPEB expense.

Impact Of Recently Issued Accounting Principles

Recently Issued And Adopted Accounting Principles

In May 2020, the GASB issued Statement 95, Postponement of the Effective Dates of Certain
Authoritative Guidance. This statement was effective upon issuance. For the postponement
dates, see individual standard descriptions below.

Recently Issued Accounting Pronouncements

In January 2017, the GASB issued Statement 84, Fiduciary Activities. This statement was
effective for periods beginning after December 15, 2018, but was delayed by one year with
the issuance of GASB 95. Management is currently evaluating the impact of the adoption of
this statement on the District’s financial statements.

In June 2017, the GASB issued Statement 87, Leases. This statement is effective for
periods beginning after December 15, 2019, but was delayed by eighteen months with the
issuance of GASB 95. Management is currently evaluating the impact of the adoption of this
statement on the District’s financial statements.

In June 2018, the GASB issued Statement 89, Accounting for Interest Cost Incurred Before
the End of a Construction Period. This statement is effective for periods beginning after
December 15, 2019, but was delayed by one year with the issuance of GASB 95.
Management is currently evaluating the impact of the adoption of this statement on the
District’s financial statements.

In August 2018, the GASB issued Statement 90, Majority Equity Interests — An Amendment of
GASB Statements No. 14 and No. 61. This statement is effective for periods beginning after
December 15, 2018, but was delayed by one year with the issuance of GASB 95.
Management is currently evaluating the impact of the adoption of this statement on the
District’s financial statements.

In May 2019, the GASB issued Statement 91, Conduit Debt Obligations. This statement is
effective for periods beginning after December 15, 2020, but was delayed by one year with
the issuance of GASB 95. Management is currently evaluating the impact of the adoption of
this statement on the District’s financial statements.

In January 2020, the GASB Issued Statement 92, Omnibus 2020. This statement is effective
for periods beginning after June 15, 2020, but was delayed by one year with the issuance of
GASB 95. Management is currently evaluating the impact of the adoption of this statement on
the District's financial statements.

(Continued next page)
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In March 2020, the GASB issued Statement 93, Replacement of Interbank Offered Rates.
This statement is effective, except for paragraphs 11b, 13, and 14 for reporting periods
beginning after June 15, 2020. The requirement in paragraph 11b is effective for reporting
periods ending after December 31, 2021. The requirements in paragraphs 13 and 14 are
effective for fiscal years periods beginning after June 15, 2021. These dates were delayed
by one year with the issuance of GASB 95. Management is currently evaluating the impact
of the adoption of this statement on the District's financial statements.

In March 2020, the GASB issued Statement 94, Public-Private and Public-Public
Partnerships and Availability Payment Arrangements. This statement is effective for periods
beginning after June 15, 2022. Management is currently evaluating the impact of the
adoption of this statement on the District’s financial statements.

In June 2020, the GASB issued Statement 97, Certain Component Unit Criteria, and
Accounting and Financial Reporting for Internal Revenue Code Section 457 Deferred
Compensation Plans—an amendment of GASB Statements No. 14 and No. 84, and a
supersession of GASB Statement No. 32. The requirements in (1) paragraph 4 of the
Statement as it applies to defined contribution pension plans, defined contribution OPEB
plans, and other employee benefit plans and (2) paragraph 5 of the Statement are effective
immediately. The requirements in paragraphs 6—9 of the Statement are effective for fiscal
years beginning after June 15, 2021. All other requirements of the Statement are effective
for reporting periods beginning after June 15, 2021. Management is currently evaluating the
impact of the adoption of this statement on the District’s financial statements.

NOTE 2 - DEPOSITS

Custodial Credit Risk—Deposits. Custodial credit risk is the risk that in the event of a bank failure,
the District’s deposits may not be returned or that the District will not be able to recover collateral
securities in the possession of an outside party. As of December 31, 2020 and 2019, $13,905,673
and $12,843,955 of the District’s bank balance of $14,155,673 and $13,093,955 was exposed to
custodial credit risk. For 2020 and 2019, of the amount exposed to custodial credit risk, the entire
amount was collateralized by securities held by the pledging financial institution. The District’s policy
is to have all deposited fully secured by FDIC or pledged securities.

NOTE 3 - RESTRICTED CASH

The District has restricted cash for various purposes including debt service and future construction.
The following schedule represents restricted cash at December 31, 2020 and 2019:

Restricted For December 31, 2020 December 31, 2019
Debt service $ 3,069,561 $ 2,515,479
Depreciation fund 5,598,674 3,858,914

$ 8,668235 $ 6,374,393

For the years ended December 31, 2020 and 2019, the restricted cash includes $2,074,816
and $2,072,075 which is reported in the Statement of Net Position as restricted investments
due to presentation differences between GASBS 3 and 9.

(Continued next page)
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NOTE 4 — CAPITAL ASSETS

Capital asset activity for the year ended December 31, 2020 follows.

Balance at Balance at
December 31, 2019 Additions Retirements  December 31, 2020

Non-Depreciable Assets:

Land and land rights $ 2,845,138 $ - $ (602) $ 2,844,536

Construction in progress 61,360 9,858 (22,293) 48,925
Total Capital Assets Not Being Depreciated 2,906,498 9,858 (22,895) 2,893,461
Capital Assets Being Depreciated:

Plant and equipment 49,035,267 1,128,233 (293,028) 49,870,472
Total Capital Assets Being Depreciated

at historical cost 49,035,267 1,128,233 (293,028) 49,870,472
Less: accumulated depreciation (17,897,358) (1,010,378) 253,377 (18,654,359)
Total Other Capital Assets, net 31,137,909 117,855 (39,651) 31,216,113
Net capital assets $ 34,044,407 $ 127,713 $ (62546) § 34,109,574
Capital asset activity for the year ended December 31, 2019 follows.

Balance at Balance at
December 31, 2018 Additions Retirements  December 31, 2019

Non-Depreciable Assets:

Land and land rights $ 2,617,138 $ 230,000 $ (20000 $ 2,845,138

Construction in progress 46,044 102,271 (86,955) 61,360
Total Capital Assets Not Being Depreciated 2,663,182 332,271 (88,955) 2,906,498
Capital Assets Being Depreciated:

Plant and equipment 47,213,199 1,849,053 (26,985) 49,035,267
Total Capital Assets Being Depreciated

at historical cost 47,213,199 1,849,053 (26,985) 49,035,267
Less: accumulated depreciation (16,925,811) (978,744) 7,197 (17,897,358)
Total Other Capital Assets, net 30,287,388 870,309 (19,788) 31,137,909
Net capital assets $ 32,950,570 $ 1,202,580 $(108,743) $ 34,044,407

During the years ended December 31, 2020 and 2019, the District capitalized no interest and
expensed $442,859 and $462,668 of interest costs.

(Continued next page)
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NOTE 5 — LONG-TERM OBLIGATIONS

The construction costs of the District's water facilities have been financed by issuance of revenue
bonds authorized under Kentucky Revised Statutes and loans through the Kentucky Infrastructure
Aut